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BASIC DATA

Loan Identification

1. Country Republic of the Fiji Islands
2. Loan Number 2158 FIJ
3. Project Title Alternative Livelihoods Development Project
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5. Executing Agency Ministry of Agriculture, Sugar and Land Resettlement
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6. Amount of Loan $25 million
7. Project Completion Report 1103
Number
Loan Data
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— Date Started 08 September 2003
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— Number of Extensions None
7. Terms of Loan
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— Maturity (number of years) 25 years
— Grace Period (number of years) 5 years
8. Terms of Relending (if any) Not applicable
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— Maturity (number of years)
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I PROJECT DESCRIPTION

1. On 28 March 2005, the Board of Directors approved the Alternative Livelihoods
Development Project (ALP) comprising a loan and a technical assistance (TA) grant® to the
Government of the Fiji Islands. Due to a proposed restructuring of the project the TA activities
were completed 31 December 2006 and the loan was subsequently cancelled on 21 August
2007 at the request of the Government.

2. The impact of the project was to protect and improve the standard of living of rural
people, which was at risk because of the restructuring of the sugar sector and imminent expiry
of land leases. The outcome of the project was to increase sustainable on- and off-farm
livelihoods to at least replace those lost during the course of sugar industry restructuring and to
reduce rural poverty. The project would (i) maintain a healthy agriculture sector with viable
alternatives to sugarcane farming, (ii) generate sustainable off-farm work and self-employment
opportunities for farmers exiting the sugar sector and for other rural poor, (iii) provide access to
savings and credit services in rural communities to facilitate livelihood activities and improve
quality of life, and (iv) provide critical farm-access infrastructure for rural communities.

3. The project was prematurely cancelled at the request of the Ministry of Finance, National
Planning, Sugar Industry and Public Utilities (MOF) after a very protracted startup phase due to
(i) a proposed sugar adaptation project to be funded on a grant basis by the European Union
(EV) that overlapped with the Alternative Livelihoods Development Project, (ii) a proposed major
re-scoping of the project, and (iii) political indecisiveness. Of the total amount of $25 million,
only $503,783 was disbursed. This completion report will therefore primarily focus on the
design, relevance, startup problems, and some lessons emerging from the experience.

A. Components

4. Agricultural diversification. This component proposed to establish and strengthen
related industry organizations, strengthen commercial farming capacity, prioritize adaptive
research, and support private extension services to develop and adopt a strong commercialized
agriculture sector. This component had five sub-components: (a) strengthened industry
organizations and market access, b) strengthened commercial farming capacity, (c)
development and transfer of technology, (d) rehabilitation of farm access roads, and (e) project
implementation unit (PIU) and community organization.

5. Off-Farm livelihoods. This component had two sub-components: (a) development of
small and micro-enterprises, and (b) support for vocational training.

6. Rural financial services. This component comprised two sub-components: (a)
institutional strengthening of microfinance institutions, and (b) supporting wholesale credit line.

7. Project coordination. The project coordination component involved a number of
implementing agencies. The project coordination unit (PCU), in consultation with divisional
PlUs, was to support and coordinate activities of the implementing agencies in implementing
planning, finance, and monitoring. The PCU was also the secretariat to the national steering
committee (NSC), under which the PCU was to operate.

! ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and
Technical Assistance Grant to the Republic of the Fiji Islands for the Alternative Livelihoods Development Project.
Manila.



B. Project Rationale

8. The project aimed to offset the adverse effects of the sugar industry restructuring and
land lease expiry, and to create employment opportunities. The key performance objectives in
the Government of Fiji's Strategic Development Plan (2003—-2005) in non-sugar, livestock and
agriculture were: (i) facilitating private sector-led development, (ii) accelerating agricultural
diversification into areas of competitive advantage, (iii) promoting food security, and (iv)
ensuring sustainable development in non-sugar agriculture. The Asian Development Bank'’s
(ADB) country strategy for 2003—2005 aimed to ..."enhancing local capacity and participation for
stimulating economic activities and poverty alleviation, including alternative livelihoods and
resolution of land use issues”.? ADB would do this by: (i) helping to raise productivity of
enterprises (rural and non-rural) through improved technology; (ii) providing agro- and non-agro
enterprises access to medium- and long-term credit, and information on markets; and (iii)
improving targeting of poor, female, and indigenous groups in economic activities.

9. In the context of the broader economy, the Government’s clear intention, supported by
ADB, was to promote all agricultural crops, including non-sugar crops. Mounting pressure on
commercial agriculture as a result of indigenous landowners’ reluctance to renew expiring land
leases, the rising cost of food imports,® rising youth unemployment, increasing incidence and
depth of poverty, and increasing urban migration into peri-urban squatter settlements all
supported the broad concept of investment in rural development. Thus, the project was justified,
relevant and timely both in macroeconomic and social terms.

10. However, the primary focus of the project was to provide options to farmers in the sugar
belt who either wanted to remain as sugar growers or were exiting sugar production because of
(i) non-renewal of land leases, and (ii) the low and falling profitability of sugar cane production.
Thus, the project was also relevant and justified in the microeconomic context of aiming to
improve livelihoods in the sugar cane belt.

11. About 30% of gross domestic product (GDP) and 70% of exports can be attributed to
agriculture and natural resource activities. In addition, tourism in the Fiji Islands is largely
nature-based, and the country’s economy as a whole will remain largely based on natural
resources in the foreseeable future, with sugar retaining its fundamental importance. It was
estimated that the multiplier impact of income generated by the sugar industry was 2.23 at
market prices, and that generated by the tourism sector was 1.58.

12. Sugarcane dominated the Fiji Islands’ agriculture sector: in 2002, it accounted for 36% of
agricultural GDP, occupied 50% of arable land, employed 13% of the labor force, contributed
directly to 9% of GDP, and generated about 30% of domestic exports. For decades, the sugar
industry benefited from misguided EU sugar policies that resulted in prices that were up to triple
world prices. This resulted in growers becoming divorced from commercial agriculture realities,
with little incentive to improve yields and product quality.* Similarly, sugar millers had allowed
mill efficiencies to drop.®> The abolition of the EU sugar protocol will result in a 31% fall for farm
gate sugar cane prices by 2010.° Furthermore, the poor financial performance of the Fiji Sugar

2 ADB. 2002. Country Strategy and Program Update (2003—2005): Fiji Islands. Page 1. Manila.

% Food imports in 2000 were F$225 million (12.3% of total imports), and in 2007 were F$393 million (13.2% of the
total).

Yields have dropped to around 45 tons (t) per hectare (ha), while 72 t/ha is readily achievable; sugar recovery rates
have fallen from 1t of sugar per 7.5t of cane to 1 t sugar per 11.5 t of cane.

Fiji Sugar Corporation has no incentive for quality improvement in payments to farmers.

The farm gate price will fall from about F$65 per t of cane to F$45 per t between 2006 and 2010.



Corporation (FSC) exacerbated the situation, and urgent industry restructuring was needed.
Without assistance, many sugarcane farmers would have been unable to adjust to the
simultaneous challenges of land tenure uncertainty and abolition of the EU sugar protocol.
Without restructuring of the sugar industry, yields, mill recovery rates and the area of sugar
cane would have continued to fall—resulting in a drop in sugar output. The project was
designed to address these challenges by improving efficiency and reallocating resources to new
uses in viable on- and off-farm livelihoods, with minimal disruption to affected farm families.

Il. EVALUATION OF DESIGN AND IMPLEMENTATION

A. Relevance of Design and Formulation
1. The Context
13. In 2002, there was considerable uncertainty and tension in the Fiji Islands over the future

of the sugar industry and land lease expiries, which had begun in 1997 but were peaking in
2000-2002." This caused tensions at various levels, including among politicians, landowners
and lessees. ADB worked with politicians and senior public servants on all sides in an effort to
develop a project concept that would resolve both the over-reliance on the sugar industry and
uncertainty over land tenure. There was initial widespread political support, but politicians
became nervous when they realized that funding sugar industry restructuring with borrowed
funds was politically difficult. They instead agreed on an alternative livelihoods project that was
to be funded by ADB, with the Government seeking alternative funds to address sugar
processing issues. The livelihoods project was viewed as important, as witnessed by the
willingness of MOF to access ADB’s Ordinary Capital Resources (OCR) for the project (Fiji
Islands was no longer eligible for more favorable Asian Development Fund financing, and MOF
normally restricted borrowing at more costly OCR rates to hard infrastructure investments). The
need for opportunities to diversify the rural economy away from sugar and to simultaneously
support farm families that were facing continuing hardship as a result of sugar industry
inefficiency was seen as critical.

14. The project context was broader than agriculture, with a clear linkage to the economy via
the continuation of sugar exports and the development of food import substitution crops. The
decision to focus the project scope on the sugar cane belt was sound for the reasons outlined
above, and the decision to have the project address the supply-side implications of sugar
industry restructuring was also relevant. There was widespread agreement that the intent of the
project was sound and that it was very relevant to the needs and challenges of the economy,
the agriculture sector, and the rural poor living in the sugar cane belt.

2. The Design

15. The project was designed to provide improved income opportunities for those exiting or
outside the sugar sector and additional incomes for those remaining in the sector. The project
framework is in Appendix 1. The project design addressed the needs of all household members,
including the needs of female family members in on- and off-farm livelihood activities. The
immediate beneficiary groups were:

" Between 1997 and 2007, 7,341 agricultural leases expired, of which 3,189 (43%) were renewed, with the balance
of 4,152 (57%) reverting to communal ownership.



() indigenous and Indo-Fijians, existing and incoming farmers, and adopting
diversified farming systems;

(i) indigenous Fijian landowners whose rents were derived from productive land
uses;

(iii) indigenous and Indo-Fijian former farmers seeking non-farm incomes;

(iv) indigenous and Indo-Fijian cane cutters who were either losing income and
employment opportunities or who were looking for alternative higher incomes:®
and

(V) mill workers who lost permanent and seasonal employment opportunities.

16. The design encompassed a wide range of activities and outputs to be delivered through
a variety of partnerships with state and private sector players (see Table 1). Component 1
aimed to address sugar cane and non-sugar production by developing industry organizations,
improving market infrastructure and providing relevant, client-driven extension and research
services. Component 2 was targeted at off-farm livelihoods by supporting business skills
development, with a focus on women, as well as by providing technical and vocational training
in a variety of subjects. Component 3 aimed to strengthen microfinance apex institutions and
provide improved liquidity (from Fiji Development Bank [FDB] resources) targeted at rural
development.

Table 1: Ministry of Agriculture, Sugar and Land Re  settlement Collaborating Partner
Agencies
Component Collaborating Partner Agencies
1. Agricultural Diversification
1.1. Strengthened Industry Organization and | Industry bodies: (indicative list)
Market Access Ginger Council of Fiji
(Priority products include pulses, tobacco, Nature’s Way (quarantine service)
meat, honey, refined sugar) Fruit and vegetable exporters
Fiji Organic Association
Bee Keepers Association
Coconut Industry Development Association
Sugar Cane Growers Council
Kava Council
Fijian Floriculture Association
Agri-business Groups
e Rewa Dairy Cooperative
e Tasman Agriculture
e Punja and Sons

1.2 Strengthened Commercial Farming Capacity | ¢  Fiji College of Agriculture
e Commercial training groups

1.3 Technology Development and Transfer e Various client-based applied research organizations
e Public and private sector extension services
e NGOs to assist with extension delivery

2. Off-Farm Livelihoods

2.1 Small and Micro Enterprise Development National Centre for Small and Micro Enterprise
Development (NCSMED)

2.2 Support for Vocational Training Training and Productivity Authority of Fiji

Sangam Institute

3. Rural Financial Services
3.1 Institutional Strengthening of Micro

Savings and credit unions

8 An estimated 17,000 cane cutters worked on the 2001 sugar harvest. With mechanization and reduced sugar area,
many of these workers (many of whom were outer islanders) would have become redundant. The project would
have provided them with training.



Component Collaborating Partner Agencies
Finance Institutions Cane farmers Cooperative Savings and Loan
Association

Thrift and credit cooperatives

Other microfinance institutions

3.2 Access to Rural Credit Fiji Development Bank

NCSMED

NCSMED = National Centre for Small & Micro Enterprise Development, NGO = nongovernment organization.
Source: ADB. 2006. Technical Assistance to the Fiji Islands on Strengthening Commercial Agriculture Development.
Consultant's reports. Manila (TA4572).

3. The Process

17. The project preparatory technical assistance (PPTA) consultant team was mobilized on
1 December 2002 and completed its work on 31 August 2003.° The design process involved
widespread stakeholder consultation with farmers, industry agencies and government officials.
One noteworthy outcome from this process was the strong feedback that MASLR should
provide services relevant to its clients, and not simply make assumptions regarding the needs of
farmers and industry. This complacency on the part of MASLR had probably evolved over time
under the subsidized environment created by the EU sugar protocols. MASLR was forced to
adjust along with farmers and industries. The clarity and strength of this message from
stakeholders influenced the design team to move the project (and thus, to a large extent,
MASLR, which served as the executing agency) towards a strongly client-driven approach.

18. Those in MASLR who were well entrenched in the supply-driven patronage system,
which served to limit accountability, were probably somewhat challenged by this paradigm (and
operational) shift. The introduction of logical framework approaches, with detailed annual work
plans and budgets to be scrutinized by the project's NSC, was probably seen as much of a
threat than an opportunity.

19. While project implementation did not proceed very far, had it been fully implemented, a
significant result of the project would probably have been a stronger, more customer-focused,
transparent and accountable system of project management in MASLR. Previous agriculture
sector projects had undertaken limited consultation with beneficiaries; by rectifying these
shortcomings, it is possible that the project undermined support from the executing agency.

4, The Institutional Context

20. There were clearly doubts regarding MASLR’s capacity to implement the project. There
was both concern and distrust within MOF, as demonstrated during implementation, which also
appears to have been recognized by the PPTA team. The PPTA design team proposed a
decentralized and stronger project management system, with project management based in
Lautoka and a regional office in Labasa. Ironically, this was rejected by ADB and MOF on the
basis of cost.

21. Because the project did not proceed very far into the implementation phase, it is difficult
to judge MASLR capacity. However, there is a significant body of opinion that perceives MASLR
as ineffective and inefficient, and the probability of successful project implementation as

® The PPTA team for the Alternative Livelihoods Development Project comprised a rural development adviser and

team leader, agricultural diversification specialist, sugar smallholder specialist, small and medium-sized enterprises
specialist, rural credit specialist, economist, rural engineer, sociologist and assistant team leader, and an
environmentalist.



therefore limited. MASLR suffers from a credibility gap, and while successful implementation of
the project would have restored its credibility, it remains unclear whether the incentives for
MASLR staff, including extension staff, were sufficient to encourage them to perform the
additional tasks expected under the project.

22. ADB and the Government appeared to recognize the challenge MASLR faced in working
with so many potential partners, as indicated by the appointment of an ADB-funded
agribusiness specialist to the associated advisory TA with a significant responsibility to develop
industry partnerships.* In addition, the MASLR-appointed director of the PCU was both capable
and committed.

5. The Design Complexity

23. The project involved the formation of implementation partnerships with a wide range of
collaborating agencies. The approach of involving public and private sector agencies was
relevant to the project design’s demand-driven philosophy, and all partner agencies were
directly relevant to achievement of expected outcomes. Whether the project PCU could have
coped with the task of coordinating these agencies is a relevant question. The former director of
the PCU commented that only one of the implementing partners, the Training and Productivity
Authority of Fiji (TPAF), had been able to prepare its own implementation plan for submission to
the PCU. The PCU director had to prepare the others, increasing the workload of an already
fully occupied key player. It seems probable that these coordination issues would have
continued and multiplied, had project implementation proceeded as planned.

24. The client- or demand-driven philosophy was a challenge to both senior public servants
and politicians, and meant that it was impossible to specify exactly how many farmers, for
example, would move from sugar cane production to export of fresh produce, or how many
women would decide to take training in an alternative or off-farm skill such as nursing. It was
equally difficult to identify exactly how many direct beneficiaries there would be for each
component. In reality, this is the nature of demand-driven approaches. Senior administrators
and politicians—who were used to the old, supply driven system that allowed them to specify
who the beneficiaries would be—had difficulty coping with the uncertainty. A former senior
MASLR staff member stated that target beneficiaries needed to be more clearly enumerated,
otherwise the project would never get off the political stall. Members of parliament were very
interested to know exactly how the project would benefit their own constituencies. In this regard,
the project was a victim both of politicians’ self-interest, and its innovative design. It can be
argued that the project was a de-facto revolution in the approach to agriculture development.

25. Given the limited institutional capacity within MASLR, a more gradual implementation
schedule would have been justified. A pilot phase across a limited geographic area would have
allowed MASLR and project implementation partners to adjust to the different delivery systems,
and to have focused resources on a tighter target area. Some early successes might have
reassured senior administrators and political leaders regarding the benefits of the project design
philosophy and scale. In June 2004, the recently appointed MASLR permanent secretary
commented to ADB that the project was too complex, and was in trouble once outside
disruptions (political interference) began.'* He also indicated his preference for bilateral projects

19 ADB. 2005. Technical Assistance to the Fiji Islands on Strengthening Commercial Agriculture Development.
(TA4572-F1J approved on 28 March). Manila.
™ The project design was already completed by this time.



because they are more specific in terms of area and beneficiaries; this could be interpreted as a
comment on MASLR'’s lack of capacity to implement bigger, multi-faceted projects.

6. The Technical Appropriateness

26. The technical aspects of the project design were sound. The production aspects—with
both sugar and non-sugar crops to be supported by MASLR extension staff, who in turn were
underpinned by farm business advisers—were technically feasible, but assumed sufficient
support from MASLR. Backing the production approach with assistance to industry groups,
research funding and assistance with market access (including quarantine services) through the
use of public—private partnerships was conceptually and technically sound.

27. Providing off-farm technical and vocational training options through curriculum
development to all members of the farm household was also sound. Further, ensuring such
curricula are accredited, and hence credible in the employment marketplace, was conceptually
solid. Investment in refurbishment of training facilities, linked to curriculum development, would
have ensured the capacity to train at least 1,000 students annually. This seems realistic given
that the National Centre for Small and Micro Business Development (NCSMED) is currently
training 1,200 students annually in its Northern Development Program.

28. Small farmers require access to reliable savings and lending services. The project drew
on ADB'’s lessons in microfinance elsewhere and focused on strengthening the apex bodies of
major microfinance institution (MFI) groups that service the rural poor. This was to be backed up
by the FDB, which would have provided $2.3 million to improve the liquidity of MFIs through the
apex groups. Larger farmers were also to be provided with improved credit through FDB’s own
resources. Technically, this is regarded as a cohesive package that would have addressed
project objectives.

7. The Political Economy

29. The political situation at the time of design was uncertain, with issues of race and
political instability. In 2000, the military initiated a coup that removed the elected Government,
led by an Indo-Fijian Prime Minister. The Government that was elected in 2001 took a pro-
indigenous Fijian approach (termed affirmative action), with a clear desire for development
investments to favor indigenous Fijians. In fact, the project was endorsed when presented to
Cabinet on 3 December 2003, but Cabinet asked for a more detailed analysis. Given the level of
details available in the PPTA documentation, it seems reasonable to assume that what was
required was more information on the beneficiaries’ racial breakdown. As the PPTA was
completed in 2002—-2003, the political desire for affirmative action should have been recognized.

30. While there is a clear logic to selection of the sugar belt as the priority target area for the
project, it meant that a majority of the project beneficiaries were Indo-Fijian, and therefore part
of the political opposition’s constituency. However, 34% of the beneficiary population in the
project area was comprised of indigenous Fijians, compared to 61% Indo-Fijians, and 5% of
other ethnic backgrounds. Although 72% of Indo-Fijian growers were vulnerable to sugar price
and quota reductions at the time, 93% of Indigenous Fijian growers risked severe
consequences from the same reductions.



31. Despite the emphasis the design placed on explaining ethnic balances within project
target areas,™ it may have been more politically astute if ADB had ensured that all politicians
understood that there was a clearly agreed rural development strategy to design the project as
the first phase of a “national rural livelihoods” program. Adequate understanding of this strategic
approach at the political level would probably have resulted in less conflict among politicians,
and broader support for the project in the sugar cane belt.

32. Land leases expired on set dates, but there appears to have been some influence
brought to bear on land owners not to renew the land leases of tenants, most (although not all)
of whom were Indo-Fijians.

B. Project Outputs

33. The expected outputs, as outlined in Table 2, were realistic and achievable. However,
none were achieved due to the loan cancellation.

Table 2: Outputs by Component

Component | Outputs
1. Agricultural Diversification
1.1 Strengthened Industry Organization and Strengthened institutions and infrastructure for access to
Market Access agricultural markets
1.2 Strengthened Commercial Farming Capacity | Established commercial farming training and advisory
services
1.3 Technology Development and Transfer Delivery of research and extension services that provided

technologies meeting private sector and farmer needs

2. Off-Farm Livelihoods

2.1 Small and Microenterprise Development Effective support for establishment and operation of small
and microenterprises
2.2 Support for Vocational Training Increased access to appropriate vocational training courses

and facilities in the project area.

3. Rural Financial Services

3.1 Institutional Strengthening of MFIs Increased geographical coverage of the project area by
MFls
3.2 Access to Rural Credit Improved availability and use of credit resources to support
livelihood activities in the project area.
4. Project Coordination Implementing agencies coordinated by PCU in consultation

with the divisional PIUs. PCU acts as the secretariat to
national steering committee.

MFI = microfinance institution, PCU = project coordination unit, PIU = project implementation unit.

Source: ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and
Technical Assistance Grant to the Republic of the Fiji Islands for the Alternative Livelihoods Development Project.
Manila.

C. Project Costs

34. Costs as assessed in the RRP are judged to be realistic to achieve the project objectives
and outputs as shown in Table 3.

12 ALP Cabinet Memorandum (July 2004), section 3.2 (Beneficiaries).



Table 3: Component Costs by Financiers

($:000)
Component Private ADB Government FDB Total
Sector/ NGOs of Fiji
Agriculture Diversification 3,087 14,511 5,053 0 22,651
Off-farm Livelihoods 1,995 4,170 3,069 0 9,234
Rural Finance 2,180 1,005 182 8,823 12,189
Project Coordination 0 2,257 387 0 2,644
Total Project Costs 7,262 21,943 8,690 8,823 46,718
Interest 0 2,753 0 0 2,753
Commitment Charges 0 305 0 0 305
Total Disbursement 7,262 25,000 8,690 8,823 49,776

ADB = Asian Development Bank; FDB = Fiji Development Bank; NGO = nongovernment organization.

Source: ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Loan
and Technical Assistance Grant to the Republic of the Fiji Islands for the Alternative Livelihoods Development
Project. Manila (Table A6.2).

D. Disbursements

35. All disbursements under the Project were to follow ADB’s Loan Disbursement Handbook
(2007, as amended from time to time). To expedite disbursement, part of the loan proceeds
would be channeled through an imprest account with an initial ceiling of $500,000, but with a
proviso for increase if warranted by performance. Due to mistrust and complicated procedures
between MOF and MASLR, disbursement was very slow, and amounting to just $503,783 over
the implementation period, for renovation of office and equipment for the PCU, renovation of
field offices, and farmer training and extension.

E. Project Schedule

36. The proposed project quickly became the subject of considerable political attention. In
October 2004, the Government requested that the project's scope be extended beyond the
sugar cane belt, but ADB’s response was to fast-track another proposed rural development
project—the Rural and Outer Islands Development Project (ROI)*. While the project had been
delayed in Cabinet for almost 11 months at this point,* it appears that once the politicians
sensed that ADB could be pressured to include “their constituency” in the project scope, the
focus on the cane belt began to evaporate, and with it, much of the project’s rationale. In
retrospect, this was a strategic mistake by ADB. The Alternative Livelihood Project loan was
finally approved by Cabinet only after agreement was reached on the Rural and Outer Islands
Development Project PPTA.

37. Simultaneously, there was considerable institutional upheaval within the two key
ministries, including three permanent secretaries within MOF, and several other staff changes,
which removed important institutional memory regarding the project processing and loan
negotiations. MASLR had two permanent secretaries and two ministers of agriculture within
2002-2006.

13 ADB. 2005. Technical Assistance to the Fiji Islands for Preparing the Rural and Outer Islands Development
Project. Manila. (TA4589-FIJ approved for $700,000 on 25 May).

 The project was first presented to Cabinet on 3 December 2003 and finally obtained Cabinet approval on 13
December 2004.
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38. After the project loan became effective, it appears MOF failed to brief middle-level staff
on the implementation arrangements agreed upon as loan conditions. In particular, MOF budget
staff were not properly briefed on the importance of getting funds to MASLR to ensure prompt
initiation of implementation. The reservations within MOF over the establishment of the imprest
account with MASLR should have been resolved prior to loan negotiations. The imprest account
was never opened with a commercial bank as stipulated, but instead opened in MOF’'s name in
the Reserve Bank of Fiji.

F. Implementation Arrangements

39. As the executing agency, MASLR was responsible for coordinating overall project
implementation. The chief executive officer of MASLR was to chair the NSC composed of
representatives of the relevant national departments and implementing agencies (Ministry of
Finance and National Planning, Department of Environment, Public Service Commission,
Ministry of Commerce and Business Development, NCSMED, TPAF, FDB, and private service
providers) and relevant civil society organizations. The NSC would oversee project
implementation and provide policy guidance to coordinate implementation. The PCU would be
established in Suva to support and coordinate activities and act as the secretariat to the NSC.
The PCU was tasked with coordinating and monitoring the implementing agencies and
supporting their planning and financial functions.

40. The Western and Northern Divisions' Department of Extension Services was to
establish a project implementation unit (PIU) to work through the extension offices in the project
area. MASLR would re-orient existing posts to staff the PIUs with a project manager, deputy
project manager and monitoring specialist and supporting staff, who would work exclusively for
the project. National NGOs with established records in implementing community-based projects
in rural areas were to be selected to assess beneficiary needs and aspirations. The NGOs
would assign a full-time project manager to work with the PIUs to support implementation of the
agricultural and other components. A more detailed background of actual implementation is in
Appendix 2.

41. On the basis of excessive costs, MOF and ADB were reluctant to allow regional project
offices in the Western and Northern Divisions to support the PCU in Suva. Instead, it was
decided to have a sole management unit in Suva. Adding to this management risk, the Public
Service Commission awarded a one-year contract to the PCU director, despite the project’s 6-
year duration. Project PCU staff had to follow the required processes of all three agencies
(MASLR, MOF and ADB) while coming under considerable pressure from senior staff at MASLR
to get the project started, which was both demanding and frustrating. The three agencies had
separate protocols and procedures, and the need to satisfy three sets of requirements
significantly slowed project startup. The PCU resorted to writing two separate sets of reports—to
MOF and ADB—which in a developing country environment, with limited capacity and
resources, is wasteful at best.

42. The PCU accountant found ADB'’s procurement processes inflexible, while MOF staff
were unhelpful and not transparent in their decision making, in particular about the imprest
account. Most project funds were spent on establishing the PCU, but the process to get field-
level funding approved was convoluted and slow. There were eight farm business advisors who
prepared projects on behalf of client farmers or businesses. The advisers would present the
proposals to the district steering committees; if approved, they would be forwarded to the
divisional steering committee, and upon approval, forwarded to the NSC. If the NSC approved
the proposed project, the proposals, along with all the appropriate intermediate approvals,
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would be forwarded to the MOF for approval to be issued a “request to incur expenditure”.
When the request to incur expenditure was returned to the MASLR principal accountant, the
funds would be released according to the annual work plan and budget. The entire process
could take from 2 to 4 months.

G. Conditions and Covenants

43. All conditions for loan effectiveness were met and they were no conditions for
disbursement. As the loan was cancelled before proper implementation began, it makes little
sense to single out a few covenants applicable to the short implementation period. A total of 19
conditions are listed reflecting the all-encompassing nature of the project. However, the
operational tensions between MOF and MASLR would likely have had serious negative impacts
on project implementation. Agriculture extension projects are at best difficult and require a
considerable degree of flexibility and innovative approaches, as markets constantly shift and the
promotion of agriculture crops is an evolving process. All covenants are listed in Appendix 3.

H. Related Technical Assistance

44, The Strengthening Commercial Agriculture Development TA was mobilized on 20
January 2006, with the following objectives:™

(@ provide advisory service to the private sector through studies, workshops, training,
identifying appropriate technologies and quality systems, and developing linkages
with markets;

(i) facilitate agribusiness study tours and trade missions;

(iii) facilitate interaction among industry organizations, and government to ensure private
sector priorities are supported,;

(iv) assist government in reviewing trade and market related legislation;

(V) identify and review appropriate policies and instruments to foster investment,
research and development to stimulate commercial agriculture; and

(vi) advise MASLR in the corporatization of the Fiji College of Agriculture (FCA), develop
accreditation for Farm Business advisors, and develop fee-for-service packages that
could be transferred to private sector providers.

45. The TA inputs were completed in December 2006. Three reports were produced (an
inception, mid-term and final report).*® The inception report covered the period 20 January 2006
to 31 March 2006, and highlighted the need for consultant inputs to “build capacity of the
MASLR PCU and its field staff”.!” This appears to be a direct reference to the low capacity of
the MASLR staff.

46. Inception report. Land lease renewals were a subject of concern, with failure to renew
having a negative impact on the prospects for development of commercial sugar or other crops.
The inception report comments that indigenous Fijian land owners were also victims of the
unstable land tenure arrangements, pointing out that informal user rights (vakavanua) meant

!> The consultant had also worked on both the Technical Assistance to the Fiji Islands for the Strengthening
Commercial Agriculture Development and the Technical Assistance to the Fiji Islands for Preparing the Rural and
Outer Islands Project.

8 ADB. 2005. Technical Assistance to the Fiji Islands on Strengthening Commercial Agriculture Development.
Consultant's Inception, Mid-Term and Final report, (TA4572-FI1J approved on 28 March). Manila.

" ADB. 2005. Technical Assistance to the Fiji Islands on Strengthening Commercial Agriculture Development.
Consultant's Inception report, Page 4 (TA4572-F1J approved on 28 March). Manila.
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banks did not accept the land as collateral, and refused to issue development credit. In addition,
new farmers taking up the land from leases that had expired were weak in most business,
technical, credit and marketing skills.

47. The slow rate of project implementation was highlighted, especially as it related to the
unfamiliarity of MASLR departmental heads with project documents, and the constraints on
mobility and communications due to slow release of funds by MOF. The report noted a clear
need for the TA to focus on capacity building (in MASLR) during first year of project
implementation.

48. The report noted that MOF was of the view that the Project seemed complex,
demonstrating a failure to understand the fundamental shift from a supply driven mode to a
demand driven approach, that required a more structured, transparent and accountable project
management.

49. Mid-term report. The mid-term report (January to September 2006) noted that fruit and
vegetable, organic farming and honey industry groups were being targeted. It also noted the
failure of FCA to collaborate in providing competency-based training, wishing instead to focus
on degree-level courses. As a result, TPAF was contracted. The report also notes that the
government agency Agro-Marketing Authority appeared to have spent about F$2 million to buy
and sell F$0.5 million worth of farm products in 2005—-2006.

50. Final report. The final report (December 2006) noted that the military coup had a
“severe” effect on investor and consumer confidence, resulting in delays to enterprise
agribusiness development activities.'® The report stressed that the EU-funded National
Adaptation Strategy (NAS) was the primary reason for re-scoping of the project. As a result, the
TA was re-oriented from MASLR and project implementation to MOF to assist re-scoping of the
project. It is obvious that development partner coordination had not been pursued in earnest.

l. Consultant Recruitment and Procurement

51. In early July 2006, two tenders were called by the Fiji Government Tender Board for the
purchase of 17 vehicles. However, ADB did not agree with the Government’s inclusion of a
clause in the tender documents relating to the Affirmative Action Plan and specifying that only
firms with a minimum shareholding of 51% by Indigenous Fijians or Rotumans were eligible to
submit bids. In addition, some tenders were disqualified for not meeting the very narrow
specifications—that essentially applied to just one brand—while another was dropped for no
apparent reason. The same supplier was awarded both tenders. ADB raised an early objection
to the process but was accused of having a preference for a particular supplier. Negotiations
with the Fiji Government Tender Board failed to produce a solution to this problem and ADB
subsequently declared mis-procurement, as the process did not follow ADB’s Guidelines on
Procurement. ADB Office of Counsel General supported this view. As a result, only two vehicles
were purchased, using government funds.

J. Performance of Consultants, Contractors, and Sup pliers
52. No consultants were engaged under the project as envisaged because of the
cancellation.

'8 This is collaborated by RBF data showing that agriculture loans as a percentage of total bank loans in 1997 were
10.1%. This had collapsed to 1.3% by 2007.
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K. Performance of the Borrower and the Executing Ag  ency

53. The borrower was tardy in meeting its obligations to establish the imprest account. This
slowed the startup phase considerably and frustrated MASLR staff, and the PCU in particular.
Further, the borrower became entangled in a choice of project loan funds versus EU grant
funds, which was the major reason for the request for a major change in scope. The non-
compliance to ADB’s Guidelines on Procurement was also an unnecessary delay in project
implementation. The performance of MOF (as borrower) is therefore described as only partly
satisfactory.

54. The very limited degree of project implementation makes any assessment of MASLR
difficult. However, the project’s appointed director and accountant were both very diligent and
knowledgeable. A lot of ground-work was carried out, especially with the participating private
sector agencies and the very close cooperation with the associated TA identified many new and
promising areas for alternative livelihoods. In the short implementation period, the performance
of MASLR was satisfactory.

L. Performance of the Asian Development Bank

55. ADB could have tightened the administration of the project by transferring the
administration to South Pacific Subregional Office (SPSO) at an earlier stage. Once the strong
support for the project from the original project officer at ADB Headquarters ceased (following
his promotion), the project appears to have drifted during the critical startup phase in 2006.
SPSO formally took responsibility for the project on 13 November 2006, but following the
military coup in December 2006, ADB could not proceed with the processing of the ROI project,
which led to the proposed, and highly complex, major change in project scope to develop the Fiji
Islands Rural Enterprise (FIRE) project. ADB maintained a dialogue with both the MASLR and
MOF on the proposed changes in scope. The EU-funded NAS did not proceed as planned,
however, and funding from the EU was included in the FIRE project, meaning little could be
done to proceed with processing the major change in scope. On balance, ADB’s performance
was partly satisfactory.

. EVALUATION OF PERFORMANCE
A. Relevance

56. The Project is rated highly relevant. The design of the project is considered to be of
considerable relevance to the rural development issues facing Fiji's sugar cane belt in 2002—
2003, as well as today. Technically, the project was a cohesive package that would have
addressed these issues. The design was relevant to the needs of the Fiji Islands economy, the
capacity-building needs of key institutions—especially MASLR—as well as to the needs of
individual beneficiary farm families.

B. Effectiveness in Achieving Outcome

57. The project is rated ineffective. The project had two important weaknesses that became
apparent: (i) the Project was introduced for implementation at a time when the political
environment was unstable, and (ii) land tenure and land lease renewal had become a politically
and racially charged matter under the government of the day. The project loan closed in August
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2007, 26 months after it became effective, with approximately 5% of the loan disbursed, and
after a protracted start-up phase and a military coup. The project had little success in achieving
its intended outcomes.

C. Efficiency in Achieving Outcome and Outputs

58. The project is rated inefficient. The project loan was cancelled on August 21 2007, after
becoming effective in June 2005, after one third of the anticipated implementation period had
elapsed. During this time, around 5% of the loan was disbursed. The events that significantly
impacted on the efficient achievement of the project are outlined in Table 3. The project could
not be regarded as efficient in achieving outcome and outputs, for reasons beyond the control of
the implementing agency.

Table 3: Key Events in Implementation of the Altern  ative Livelihoods Development

Project
Date Event Effect on ALP

06 September 2005 Loan effectiveness Implementation startup

11 November 2005 Imprest account opened Expenditures possible for startup

23 November 2006 FIRE document presented Re-scoping of ALP design to
include non-sugar regions

06 December 2006 Military coup Loss of investor confidence —
slow down

21 August 2007 ALP loan cancellation Closure

ALP = Alternative Livelihoods Development Project; FIRE = Fiji Islands Rural Enterprise Project.
Source: Asian Development Bank.

D. Preliminary Assessment of Sustainability

59. The Project is rated unlikely sustainable. Given the limited implementation and
investments, there is no prospect of sustainability.

E. Impact

60. Given the limited implementation, there has been no prospect of direct impact. However,
the radical shift in approach included in the project may yet take hold.

V. OVERALL ASSESSMENT AND RECOMMENDATIONS
A. Overall Assessment

61. The overall rating for the project is unsuccessful. While relevance is rated highly, it is not
possible to reach another overall rating given the ineffectiveness, inefficiency and unlikely
sustainability. The failure of the project has been caused by a series of factors, including: (i) a
systemic leadership failure within the Government at the political level (the project was highly
relevant but became embroiled in the self-interest of politicians); (i) MOF senior staff became
distracted by the allure of unsecured EU grant money and made an error of judgment by
prematurely canceling a secured, concessionary funding facility; (iii) lack of capacity to
implement a comprehensive rural development project within MASLR; (iv) ADB’s agreement to

!9 partial cancellation of the project loan was on 21 August 2007 ($24,348,195.92); the second cancellation occurred
on 1 February 2008 ($146,459.05).
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move away from the original project design by allowing the scope to expand beyond the
sugarcane belt, hence undermining the project’s basic rationale.

B. Lessons
62. The project has four relevant lessons for ADB:

(@ ADB staff should make more effort to understand the political economy of a
country, and not design projects in isolation from such a consideration.

(i) ADB should constantly be aware of what other donors are doing. Greater donor
coordination would ensure more cohesive assistance that offers a more
comprehensive set of measures to address a country’s strategic development
needs.

(iii) ADB project administration units should be actively involved in the latter stages of
loan processing, thus ensuring an orderly shift of responsibilities and allowing
borrowing country staff time to adjust to new personalities.

(iv) ADB should ensure that lessons are heeded in project preparation and
processing.

C. Recommendations
There are no specific recommendations. However, two points are noted for improved practice.

63. ADB should pay much more attention to the political situation, particularly where this is
volatile. The uncomfortable mixture of mistrust—albeit justified from experience—between MOF
and MASLR, the latter's reservations regarding the demand-driven project concept, and the
importance of ethnicity, proved to be too much to overcome, especially when the possibility of
EU grant financing for complementary activities arose.

64. The issues surrounding the different procurement procedures used by ADB and the
Government of Fiji Tenders Board led to considerable difficulty during the project's startup
phase. It appears there were discussions with the ADB project officer regarding vehicle
specifications. However, when that officer was promoted and moved to another department in
ADB, the associated institutional memory was lost and attitudes hardened. There is room for
more clarity in the alignment of apparently conflicting verbal and written undertakings from ADB.



PROJECT FRAMEWORK

Design Performance Monitoring Mechanisms Assumptions
Summary Indicators/Targets and Risks
Goal
Protect and improve the standard of At completion, rural families currently * Household statistics
living of rural people at risk because of deriving livelihoods from sugar sector e Economic reports
sugar sector restructuring activities at least maintain their total real | ¢ PPMS
incomes e PCR and PPAR
Purpose
Increase sustainable livelihoods, on- and | e Agriculture continues to account at e Agricultural statistics Assumptions
off-farm, to at least replace those lost least 15% of GDP e Employment statistics ¢ No major social or economic crisis
during the course of sugar sector e By 2010, nonsugar cash crops e Annual NCSMED survey of small limits the time available to develop
restructuring increase from 15% to 25% of and microenterprises alternative livelihoods
agricultural GDP PPMS
e At least 50% of farmers obtain at PCR Risk
least 50% of farm incomes from ¢ Restructuring results in a still
nonsugar crops and livestock substantial, viable sugar industry
e By 2010, 4,000 new off-farm jobs
have been created in existing
enterprises
e By 2010, 1,200 new small and
micro enterprises have been
established
Outputs
1. Agricultural Diversification By end of Project unless otherwise e Industry Council reports Assumptions
noted e MASLR reports (including AgTrade ¢ Secure land tenure is available for

1.1 Strengthening Industry
Organization and Market Access

Strengthened institutions and
infrastructure for access to agricultural
markets

o At least five beneficiary/private

sector-led industry councils in self-

financed operation

¢ Organic farming certification and
legislation in place to Codex
Alimentarius standards

e A bio security bill and at least three

bilateral quarantine agreements
agreed and additional three being
processed

¢ No shortage of certified seed at
market prices from domestic and

and Quarantine)
PPMS

farmers

e Savusavu port is developed in
parallel with the Project to allow
market access in Vanua Levu

e Willingness of agri-business,
farmers, and the Government to
work together to resolve issues of
mutual interest

Risks

e Distrust between farmers and
lack of contribution from them

o Ability of farmers to adopt a

9T

T Xipuaddy



Design
Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions
and Risks

1.2 Strengthening Commercial
Farming Capacity

Established commercial farming training
and advisory services

1.3 Technology Development and
Transfer

Research and extension
services delivering
technologies that meet
private sector and
farmers’ needs

imported supplies

450 km of farm access roads
rehabilitated in Vanua Levu and
150 km in Viti Levu

FCA corporatized by end of 2010
FCA farmer training courses
established with full cost recovery
At least 500 target farmers trained
By mid 2006, a detailed plan for
training young farmers

By January 2006, farm business
management service has been
established at six field offices

At least 500 individual farm business
plans produced

At least 100 farm business plans
secure FDB or commercial bank
finance

Market linkage programs piloted in
two remote areas.

At least 75% of research and
extension programs undertaken in
partnership with private sector
sponsors

At least 75% of programs evaluated
by pre-identified target groups as
partially successful or better in
meeting objectives

At least 50% of pre-partnership
programs initiated by the
Government have private
sponsors by completion

FCA progress reports
MASLR reports
PPMS

Research and extension program
proposals and individual program
reports

MASLR reports (including Research
and Extension)

commercial, whole-farm business
approach after lengthy
dependence on a single buyer and
mono-crop system

e Lack of interest in farming among
the young

Assumption

o Ability of research and extension
staff to adjust to a user-oriented,
demand-driven environment

Risks

o Willingness of private sector to
commit resources to joint research
and extension

T Xipuaddy

LT



Design Performance Monitoring Mechanisms Assumptions
Summary Indicators/Targets and Risks
2. Off-Farm Livelihoods

Assumption

2.1 Small and Mircroenterprise
Development

Effective support for
establishment and
operation of small and
microenterprises

2.2 Support for
Vocational Training

Increased access to
appropriate vocational
training courses and
facilities in project areas

By December 2005, NCSMED
advisory services available at all
six project field offices

From early 2006, all laid off FSC
employees offered counseling and
advice services

From mid 2006, small and
microenterprise database available
on project area

By mid 2006, three workshops and
three training rooms refurbished in
Lautoka

A further six workshops, six technical
training rooms, and four commercial
training rooms built at TPAF in
Lautoka

At least 20 workshops and training
rooms built and in use by the end of
2007 at the Sangam campus in
Labasa

A further six workshops and training
rooms may be added in Labasa
Labasa Sangam will enroll 230 post
school trainees each year, of whom
at least 90 will be girls, and up to 50
adults at any one time on short
vocational courses

Vocational courses for mature
students from outside industry will be
developed by TPAF and training
materials will be distributed

NCSMED reports
PPMS

TPAF reports
Sangam Institute reports
PPMS

e Ability of agriculture-dominated
rural economy to generate
demand for non-farm enterprises
and employment

Risks

e Willingness of rural people to take
up new livelihoods in rural areas
rather than to migrate

¢ Ability of those exiting sugar to be
retrained for new livelihoods

81
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Design
Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions
and Risks

3. Rural Financial Services

3.1 Institutional
Strengthening of MFIs

Increased geographical
coverage of the project
area by MFI

3.2 Access to Rural Credit

Improved availability and
use of credit resources to
support livelihood
activities in the project
area

By the end of 2007, new CCSLA
branches established in Sigatoka and
Rakiraki

3,000 active members in new rural
SCUs within the project area

Five annual training workshops for
CCSLA from 2006

560 FSCUL and SCU staff trained
New rural SCUs internally generate
funds of more than F$0.8 million in
addition to wholesale credit line of
F$0.5 million

CCSLA internally generates F$3
million in addition to wholesale credit
line of F$3.5 million

FDB has outstanding loans of at
least F$10 million to rural and
agricultural borrowers in the project
area

SCGF funds managed to maintain
their real value

CCSLA reports

FSCUL and SCU reports
FDB reports

SCGF reports

PPMS

Assumptions:

o Level of subsidized credit
programs sufficiently low to allow
sustainable financial services to
develop

¢ Rural communities able to develop
a culture of saving and timely loan
repayment

e Sugarcane Growers Council loan
to the Government repaid or
interest paid

Activities
1.Agricultural Diversification

1.1 Strengthening Industry

Organizations and Market Access

¢ Industry organizations and farmer

groups
e Quarantine services
e Farm to market access

Start: 4™ quarter 2005
Comp: 4™ quarter 2010
Start: 4™ quarter 2005
Comp: 4™ quarter 2010
Start: 2" quarter 2006
Comp: 4™ quarter 2010

Industry Council reports

MASLR reports (including AgTrade
and Quarantine)

PPMS

Assumptions

e Trust between stakeholders and
willingness to work together

e Absence of political interference to
direct activities to other outputs

e Farmers, farm workers,
landowners and others unable to
acquire skills for diversified,
market-oriented agriculture and
off-farm livelihoods

T Xipuaddy
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Design
Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions
and Risks

1.2 Strengthening Commercial
Farming Capacity

e Development of training capacity
e MASLR in-service training

e Farmer training

e Farm Business Management Service

e Market linkages and product
development

1.3 Technology Development and
Transfer
e Priority adaptive research

e Focused extension

2. Off-farm Livelihoods

2.1 Small and Microenterprise

Development

¢ Small and microenterprise outreach
service

¢ Small and microenterprise field
surveys

e  Fiji Sugar Corporation Outreach
2.2 Support for Vocational Training
e Curriculum development

e Western Division vocational training
institute

¢ Northern Division vocational training
institute

Start

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

Start:

Comp:

2" quarter 2006
4™ quarter 2009
1*" quarter 2006
4™ quarter 2008
1*" quarter 2006
4™ quarter 2010
1*" quarter 2006
4™ quarter 2010
4™ quarter 2006
4™ quarter 2010

1*" quarter 2006
4™ quarter 2010
1*" quarter 2006
4™ quarter 2010

1st quarter 2006
4th quarter 2010

4th quarter 2005
4th quarter 2010

4th quarter 2005
4th quarter 2009

1st quarter 2006
4th quarter 2008

4th quarter 2005
4th quarter 2009

4th quarter 2005
4th quarter 2009

FCA progress reports
MASLR reports
PPMS

MASLR reports
PPMS

NCSMED reports
PPMS

TPAF reports
Sangam Institute reports
PPMS

Risks

e Limited numbers of qualified and
experienced research and
extension staff and constraints on
resources and equipment needed
to produce required output
services

o Ability to maintain agriculture and
vocational training standards, and
capacity to generate cost recovery

(014
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Design
Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions
and Risks

3. Rural Financial Services

3.1 Institutional Strengthening of MFI
e CCSLA branch development

FSCUL/SCU development

Staff training

Sugar Cane Growers
Fund capacity

3.2 Access to Rural Credit

4. Project Coordination Unit
4.1 Suva Office

1. Establishment of (i) national steering
committee, (ii) divisional steering
committees, and (iii) project coordination
unit; and appointment of

key project staff

2. Recruitment of implementation
consultants and NGOs; formation of
industry councils, associations,
credit unions, etc

3. (i) Provision of training programs for
staff, farmer groups, etc.; (ii) selection of
production pocket areas within the
project areas; (iii) contractual
arrangements with private service
providers; and (iv) invitation and
selection of priority research proposals.

4. (i) Strengthening of microfinance
institutions and initiating savings and
credit services: (i) nroiect nerfarmance

Start:  1st quarter 2006
Comp: 4th quarter 2008
Start:  1st quarter 2006
Comp: 4th quarter 2010
Start:  4th quarter 2005
Comp: 4th quarter 2009
Start:  1st quarter 2006
Comp: 4th quarter 2007

Start:  1st quarter 2006
Comp: 4th quarter 2010

Start:  2nd quarter 2005
Comp: 4th quarter 2010
¢ Within 1 month of loan effectiveness

e Within 6 months of the project

implementation period

e Initiated within 9 months of loan

effectiveness

e Within 12 months of loan

Effectiveness

CCSLA reports

FCFUL and SCU reports
FDB reports

SCGF reports

PPMS

e PPMS
e ADB performance reports
e ADB review missions

T Xipuaddy
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Design Performance Monitoring Mechanisms Assumptions
Summary Indicators/Targets and Risks
and impact monitoring, including the
establishment and monitoring of rapid
results initiatives; (iii) annual, midterm,
and completion reviews
Inputs
Land US$  0.07 million
Rents US$  0.56 million
Equipment and machinery Vehicles Us$  3.72million
Civil works Us$  1.17 million
Credit line US$  6.80 million
Salaries US$ 10.49 million
Training US$  6.11 million
Research services UsS$  2.57 million
Office expenses UsS$  3.25million
Communications US$  1.07 million
Travel US$  0.58 million
Operations and maintenance UsS$  0.97 million
Materials Us$  1.39 million
NGO community organizers UsS$  1.05million
Consulting services Us$ 1.23million
US$  1.34 million

T Xipuaddy

ADB = Asian Development Bank, BQA = bilateral quarantine agreement, CCSLA = Cane-farmers Cooperative Savings and Loan Association, FCA = Fiji College of
Agriculture, FDB = Fiji Development Bank, FSC = Fiji Sugar Corporation, FSCUL = Fiji Savings and Credit Union League, GDP = gross domestic product, MASLR =
Ministry of Agriculture, Sugar and Land Resettlement, MFI = micro-finance institution, NCSMED = National Center for Small and Micro Enterprise Development,
NGO = nongovernment organization, PCR = project completion report, PPAR = project performance audit report, PPMS = project performance monitoring system,
SCGF = sugar cane growers fund, SCU = savings and credit union, TPAF = Training and Productivity Authority of Fiji.
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IMPLEMENTATION ISSUES
A. Implementation Partnerships

1. There were a number of implementation partners anticipated in the Alternative
Livelihoods Development Project (ALP), but only one partnership of substance actually
developed before the loan was cancelled. The National Center for Small and Micro Enterprise
Development (NCSMED) was contracted to train 20 farm business development advisers. The
training was a 4-week program, followed by a week of in-service training. Each participant
produced a business plan for a selected product (e.g., papaya for export to New Zealand).
However, the Ministry of Agriculture, Sugar and Land Resettlement (MASLR) trainees did not
complete the in-service section, and the approach of the trainees was very much production
oriented—generally, they failed to account for a marketing strategy in their business plans.

B. European Union National Adaptation Strategy

2. On 8 September 2006, the European Union (EU) and the Ministry of Finance (MOF)
announced the National Adaptation Strategy (NAS), which had three pillars (i) enhancement of
sugar cane competitiveness, (ii) promotion of economic diversification, and (iii) social mitigation.
The rationale included the 30% decline in sugar output since 1995, caused by declines in area,
yields per hectare, cane quality, and milling efficiency. Three main reasons for these declines
were cited: (i) EU sugar policies and Fiji Sugar Corporation (FSC) payment systems had
insulated farmers from making investment decisions based on commercial realities, (ii) the
insecurity of tenant farmers resulted in an unwillingness to invest, and (iii) the low profitability of
cane farming. The EU noted several diversification opportunities, including taro (a local root
crop), cassava, animal products and vegetables for the tourism market. The NAS had a number
of conditions, including that all disbursements would be made via a Project Management Unit
(PMU) located in the MOF," and resolution of land lease issues to ensure transparency and
predictability to all parties.

3. The NAS was to be funded with about $205 million in grant funds, an amount dwarfing
the project. This undermined the project’s basic philosophy, indicating a return to the old supply
driven approach to aid delivery. However, the amount was only indicative and subject to several
conditions, including being subject to implementation performance on an annual basis.

4, However, in 2007, EU reached a financial agreement for €4.04 million (about F$9.8
million). This was followed by a 3-year program budget for NAS from 2008-2010 of €60 million
(about F$143 million). However, this was subject to the holding of elections by March 2009. In
addition, subject to performance of the 2008-2010 program, there would be a potential for
further €60 million from 2011-2013. Thus, total EU NAS grants from 2007-2013 were in the
region of almost F$300 million.

5. The NAS budget for 2008-2010 is allocated as follows:

(@ productivity improvement and cost reduction in the sugar sector—F$64.0 million;
(i) services and supply capacities in agriculture—F$65.0 million;
(iii) local development strategies for socioeconomic needs—F$6.75 million; and

(iv) coordinating and monitoring—F$7.27 million.

! The Minister of Finance and National Planning was also the Minister for Sugar.
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6. NAS emphasized (i) alternative livelihoods on marginal sugar lands, (ii) technical
education, and (iii) rural finance tools with strategically formed public—private partnerships as
required. In short, many aspects of the original project design would be utilized.

C. Decision to Proceed with Re-Scoping of the Alter  native Livelihoods Development
and Rural and Outer Islands Projects

7. Fourteen months after loan effectiveness (on 6 September 2005), the MOF formally
advised ADB of its intentions to re-scope the project (on 6 November 2006). This decision was
taken in response to differences between Ministry of Finance and National Planning (MFNP)
and ADB on the nature of the Rural and Outer Islands Project (ROI). There was considerable
political pressure to expand the livelihoods aspects of the project to the whole of Fiji Islands,
which was the original rationale for commissioning of the Rural and Outer Islands (ROI) Project
Preparatory Technical Assistance (PPTA) in July 2005.2 However, the PPTA identified
significant infrastructure shortcomings, in both the Northern and Eastern Divisions. In particular,
wharf (Savusavu) and jetty (outer islands) investments were required to ensure produce could
be marketed. Ultimately, there was considerable discussion between ADB and senior MFNP
staff regarding the differing views over investment in infrastructure versus livelihoods.

8. When MFNP was unable to persuade ADB to concede on a livelihoods component in the
ROI, it decided to re-scope the two ADB projects and merge them into the Fiji Islands Rural
Enterprise Project (FIRE), but to undertake the re-scoping exercise in conjunction with the funds
expected to come available under the NAS.? The FIRE document,” was prepared in November
2006, by MFNP staff, with assistance from three of the project’s former PPTA consultants.” The
FIRE document was presented to ADB for consideration on 23 November 2006.

9. The Cabinet agreed to accept the FIRE document for discussion at their scheduled
meeting on 5 December 2006. A military coup occurred the next day (6 December 2006), and
the leader of the opposition was appointed as interim minister of finance in the post-coup
Government. He opposed any movement of the project away from the sugar belt. On 31 July
2007, MNFP formally submitted the FIRE document to ADB’s South Pacific Subregional Office
director.

D. The FIRE Document

10. During 2006, various EU staff (including the then-EU delegate (R. Ridolfi), the then-EU
development counselor (Ms. Myfanwy van der Velde), and the German supervisor of the NAS
preparation team explained to one of the FIRE consultants that the EU clearly distinguished
between the EU as a donor and ADB as a lender. It was made clear that the EU never intended
to leave space for ADB OCR-funded lending, other than for commercial activities that were not
supported by EU grant funds. EU never agreed to withhold support from former sugar farmers

2 ADB. 2005. Technical Assistance to the Fiji Islands for Preparing the Rural and Outer Islands Development Project.
Manila (TA4589-FIJ approved for $700,000 on 25 May).

% This was first mooted during the ROI fact-finding mission in response to the Government's commitment to the
livelihoods benefits of both the Alternative Livelihoods Development Project and the Rural and Outer Islands
Project.

* Fiji Islands Rural Enterprise Project Report was prepared by Ministry of Finance and National Planning in November

2006 to rescope the Alternative Livelihoods Project (ALP) and combine with the livelihood components of the Rural

and Outer Islands Development Project.

Two consultants were funded by AusAID, while a third undertook the work as part of his input to the ADB-funded

advisory technical assistance to support implementation of the Alternative Livelihoods Development Project

(Strengthening Commercial Agriculture Development, TA4572-FI1J).

5
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who were diversifying into non-sugar commercial agriculture and non-farm activities. NAS was
intending to address the issue of non-commercial livelihoods because they were part of the EU-
African Caribbean and Pacific Group of States (ACP) country agreements and the broad
program of assistance to those countries. It was also made clear that too much time had
elapsed (2003-2006) on the project without demonstrable results. They noted that in their view,
the demand-driven aspect of the project design would be slow to implement and further, would
be slow to deliver tangible benefits. The reality was that by 2006, the EU was very aware of the
urgency of the situation as a result of the impending changes in EU sugar market protocols (due
to begin phase in from 2006, with a reduction in the farm gate price from about F$65/ton (t) of
cane to F$45/t between 2006 and 2010). Finally, EU was formally linked to the MNFP, which
would implement the NAS, while the project was being implemented by MASLR, in which the
EU lacked confidence to deliver the project successfully. As a result of these issues and
concerns, in 2006, the EU delegate pointed the NAS design team towards the need to address
rural livelihoods in the sugar producing regions, which was by then urgent.

11. As a result of this position, relations between the EU delegate and the director of ADB
SPSO appear to have become somewhat tense. SPSO'’s director at the time reported that the
EU had taken over the project design in a non-consultative manner, but also noted that EU and
ADB had considerable synergy and should have been development partners, not competitors.

12. A partnership should have been adopted,® but instead the following occurred:

() The EU viewed implementing policy developed in Brussels as their primary
responsibility, rather than developing a partnership with ADB.

(i) The EU was suspicious of the FIRE re-scoping document (which incorporated
the ALP, ROl and NAS), seeing it as an attempt by the Qarase led-government
to move NAS funds from Indo-Fijian beneficiaries to ethnic Fijian beneficiaries.

(iii) The EU had become impatient, as the new sugar price regime was beginning
and implementation of the project had been very slow. As a result, the EU did not
see the NAS as sabotage of the project, but rather as filling an urgently required
vacuum.

13. The FIRE proposal was to be funded with financing from the EU, the proposed ROI
project and the existing project loan. Table A2.1 outlines the proposed funding re-allocation from
the original to the re-scoped project. Agriculture extension, research, farmer training and market
infrastructure were removed from the proposed project funding, and were to be grant-funded
from the NAS budget. This meant that the project’s original crop diversification component was
significantly downsized, bringing viability of the component into question.

14. The NAS grant funds could fund all of the project’s “public good” expenditures, but not
any significant commercial activities. Thus, project funds would have been focused on
commercial agriculture, including small farmers, while NAS would have funded public good
activities such as agricultural extension and research. The vocational aspects of farm livelihood
components were relocated to the cane belt and regarded as consistent with the NAS public

® The Paris Declaration was signed in March 2005, with both EU and ADB as signatories. The goal was to make aid
effectiveness a high priority, especially in.... “(iv) eliminating duplication of efforts and rationalizing donor activities
to make them as cost effective as possible; (v) reforming and simplifying donor policies and procedures to
encourage collaborative behavior and progressive alignment with partner country priorities, systems and
procedures.”
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good, and thus funded by NAS grant funds. Table A2.2 shows that F$40 million (44%) of the re-
allocated project funds were moved to fund ROI livelihood components elsewhere in the Fiji
Islands.

Table A2.1: Cost Summary for the Alternative Liveli  hoods Development Project, with and
without the Fiji Islands Rural Enterprise Project

(US$ million)

Component ALP original RRP  * ALP re-scoped FIRE ° Difference °
Agriculture 22.65 9.23 (13.42)
Diversification

Rural finance 12.19 13.95 1.76
Off-farm livelihoods 9.24 3.71 (5.53)
Project Coordination 2.64 2.74 0.10
Total 46.72 29.63 (17.09)

ALP = Alternative Livelihoods Development Project, FIRE = Fiji Islands Rural Enterprise Project. () = negative.

Note:

! Including contingencies—see ADB. 2005. Report and Recommendation of the President to the Board of Directors
on a Proposed Loan and Technical Assistance Grant to the Republic of the Fiji Islands for the Alternative Livelihoods
Development Project. Manila (Table A6.2).

% The original amount was expressed in Fiji dollars, and converted to US dollars at the average exchange rate for
November, 2006, the date of the Fiji Islands Rural Enterprise Project Report ($1.00 = F$1.704).

% Negative values indicate funds removed from the original ALP budget.

Source: Fiji Islands Rural Enterprise Project Report.

Table A2.2: Proposed re-allocation of original Alte  rnative Livelihoods Development
Project budget under the Fiji Islands Rural Enterpr  ise Project

(F$ million)

ALP — after proposed FIRE Reallocated ALP funds
Sugar
Farm access roads Nil ALP funding 6.0
Diversification
Market infrastructure Nil ALP funding 0.7
Research and extension Nil ALP funding 11.9
Farmer training Nil ALP funding 15
Crop diversification and investment" 4.0
ALP outside NAS scope
Rural financial services 23.8 No ALP funds re-allocated
Off-farm livelihoods 18.0 No ALP funds re-allocated
Project management 4.7 No ALP funds re-allocated
Project implementation & beneficiary Nil ALP funding 8.3
support*
FSC (less vocational training) Nil ALP funding 11.7
Totals: (original budget F$90.6) 50.5 40.1

ALP = Alternative Livelihoods Development Project, FIRE = Fiji Islands Rural Enterprise Project, FSC = Fiji
Sugar Corporation, NAS = National Adaptation Strategy.

Note: * Of F$15.7 million, it appears that the proposal was to re-allocate F$11.7 million, leaving the F$4 million
balance in this component;” Savings from duplicated management costs with the Rural and Outer Islands
Project.

Source: Fiji Islands Rural Enterprise Project Report.

15. Significantly, under the FIRE document, the restructured Alternative Livelihoods
Development Project appears to have moved away from its demand driven, client orientation,
with greater emphasis on institutional development, and less on rural development. Equally
significantly, FIRE did not simplify the design for livelihoods assistance, and in fact had the
potential to make it even more complex.



Appendix 2 27

E. Rural livelihoods — different realities outside the cane belt

16. Indigenous Fijian agriculture on communal land is less commercially oriented than the
farming systems utilized by Indo-Fijians on leased land. While generalizations can be
dangerous, the cultural traditions of common ownership undermine any incentive for an
individual to produce on a regular, commercial basis. While it is acknowledged that economic
pressures to be more commercially oriented are increasing, especially among younger people,
the reality remains that farmers in the cane belt are more attuned to cash agriculture.

17. The objective of wishing to improve livelihoods outside of the sugar belt is entirely
justified. However, the “livelihoods product” that would best fit in the north and outer islands,
where agriculture is more subsistence oriented, would be very different to the approach taken
under the project. FIRE assumed that semi-subsistence farmers in the north or outer islands
would move to commercial agriculture, which is doubtful for the majority of smaller subsistence
or semi-subsistence farmers in those areas. Addressing both these separate livelihood needs
under FIRE would have been a very significant project management challenge.

18. In the inception report for the associated Strengthening Commercial Agriculture
Development technical assistance project, it is noted that “most farmers in non-sugar areas
were semi-subsistence indigenous Fijians with traditional land tenure arrangements, limited
commercial know-how, few successful models to learn from, and low education and skills

levels”.’

" ADB. 2005. Technical Assistance to the Fiji Islands on Strengthening Commercial Agriculture Development.
Consultant's Inception report, Page 6 (TA4572-F1J approved on 28 March). Manila.
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STATUS OF COMPLIANCE WITH PROJECT COVENANTS

Covenants Reference in Loan Compliance
Agreement
1. The Borrower shall within three month of the effective date | L.A. Sch. 6, para 5 Complied

(a) establish, or ensure that each of the National Steering
Committee, Divisional Steering Committee, Divisional
Steering Committee, PIUS and PICs is established, as the
case may be, and (b) ensure that key project officers are
appointed, in each case, acceptable to ADB.

2. The Borrower shall ensure that, within six months of the | L.A. Sch. 6. para. 6 Not achieved
effective date, MASLR finalize and adopt agreed-upon PPMS
indicators, together with methodologies for collecting and
reporting such indictors in each case, acceptable to ADB.

3. The Borrower shall ensure that, within six months of | L.A. Sch. 6. para. 7 Partly complied
effective date, MASLR recruits and engages two international
staff (an implementation specialist and a quarantine
specialist) and three domestic accountants for the Project, in
each case, acceptable to ADB.

4. Restructuring Plan L.A. Sch. 6, para 8 Not achieved
The Borrower shall implement the Sugar Industry
Restructuring Plan in accordance with its terms.

5. Agricultural Diversification L.A. Sch. 6, para 9 Not achieved
In order to increase its market share of exported produce and
seeds, the Borrower shall, within three years of the Effective
Date, adopt the Bio Security Bill that (a) amalgamates
legislation relating to quarantine measures and (b) brings the
Bin compliance with World Trade Organization agricultural
produce and export requirements and practices.

6. The Borrower shall, within three years of the Effective | L.A. Sch. 6, para 10 | Not achieved
date, strengthen its bilateral quarantine agreements (BQA)
by (a) expanding the list of tradable commodities under the
BQA Commodity Pathways, and (b) reducing self-imposed
restrictions on the export of certain commodities, including
agricultural seeds that are not required by the relevant
trading partner. The Borrower shall pursue the entry into
BQAs with other countries, including the European Union.

7. The Borrower shall encourage the development of a | L.A. Sch. 6, para. 11 | Not achieved
private seed production and import industry and promote the
development of a competitive agricultural sector and local
seed industry by (a) establishing Seed Import Protocols, said
Seed Import Protocols to be (i) developed in consultation
with representatives of fruit and vegetable growers and seed
importers and (ii) adopted and effective within three years of
Effective Date; (b) reducing and/or eliminating subsidies for
agricultural seeds and planting materials within one year or
the Effective Date (provided, however, that no such reduction
and/or elimination of subsidies shall be applicable for
poverty-targeted food security programs); (c) reducing the
restrictions on the importation of seeds for produce to be
exported under the BQAs; and (d) expanding and formalizing
the seed certification procedures to be provided on a cost
recovery basis in order to provide a uniform seed certification
process for seed producers within two years of the Effective
Date.
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Covenants

Reference in Loan
Agreement

Compliance

8. The Borrower, through, MASLR, shall, within one year of
the Effective Date, strengthen its emergency response plan
developed in accordance with the SPC Fruit Fly Project in
order to ensure early detection and eradication of any new
fruit fly species (Emergency Response Plan). The Borrower
shall ensure that MASLR continues to operate in accordance
with the procedures established under the SPC Fruit Fly
Project and implements the Emergency Response Plan, as
required, in order to maintain the Borrower's existing access
to export markets for fruit fly host produce.

L.A. Sch. 6, para. 12

Not achieved

9. The Borrower shall, within three years of the Effective
Date, (a) adopt legislation that will ensure Fiji complies with
the standards of the International Federation of Organic
Agriculture  Movements, Codex Alimentarius and other
relevant international laws and treaties relating to the labeling
of products as organic, and (b) appoint the Quarantine
Authority as the entity responsible for monitoring and
certifying the auditing of organic products in Fiji. These
measures will be taken in order to enable the Borrower to
certify its produce as organic.

L.A. Sch. 6, para 13

Not achieved

10. The Borrower, through MASLR, shall corporatize FCA by
31 December 2010. To this end, the Borrower shall ensure
that MASLR, together with the Ministry of Public Enterprise,
(a) establishes FCA as a statutory body, governed by an
independent board of directors, (b) introduces a user-pay fee
structure, and (c) establishes FCA as a corporate entity
under the Public Enterprises Act 1996. Once corporatized,
FCA shall generate and retain revenues necessary to sustain
and develop its capacity, operations and services.

L.A. Sch. 6, para. 14

Not achieved

11. Savusavu Port Development

To enhance Project development in Vanua Levu, the
Borrower shall actively explore options for developing,
constructing and financing the port at Savusavu, including
the construction of container facilities. To this end, by 31
March 2006, the Borrower shall have engaged in discussions
with parties who may be interested in participating in the
development and financing of the Savusavu port.

L.A. Sch 6, para. 19

Not achieved

12. Farm to Market Access Roads

The Borrower shall take all necessary measures to (a) inform
the Project participants about their required contributions to
the rehabilitation and maintenance costs of the farm to
market access roads to be upgraded under the Project (Farm
to Market Roads), and (b) secure the required contributions.
Upon completion of the Farm to Market Roads, the Borrower
shall allocate sufficient funds as required to operate and
maintain such roads in good repair.

L.A. Sch. 6, para. 20.

Not achieved

13. The Borrower shall (a) ensure that the Project is carried
out in accordance with all applicable environmental laws and
regulations and ADB's Environmental Policy (2002), and (b)
implement the mitigation and monitoring measures set forth
in the Initial Environmental Examination of the Project.

L.A. Sch. 6, para 21,

Not achieved

14. Under the Project, no land or other property will be
acquired. However, if the scope of the Project changes in a

L.A. Sch. 6, para 22

Not achieved
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Covenants

Reference in Loan
Agreement

Compliance

manner that causes land acquisition and resettlement
impacts, the Borrower must inform ADB of the changes and
justify the reasons for related impacts. After concurrence
from ADB, the Borrower will prepare a Resettlement Plan in
accordance with ADB's Involuntary Resettlement Policy
(1995) and the Resettlement Policy Framework agreed
between the Borrower and ADB. The Resettlement Plan
must be approved by ADB prior to the implementation of any
resettlement activities under the Project or the commence-
ment of works on the revised project component(s).

15. The Borrower shall establish immediately after the
Effective Date, an imprest account at a bank acceptable to
ADB. The initial amount to be deposited into the imprest
account shall not exceed $500,000.

L.A. Sch. 3, para 8

Partly complied

16. Rural Financial Services

The Borrower shall ensure that FDB increases its lending to
the agricultural sector by making available $8.8 million
equivalent in funds to support loans to credit worthy farmers
in the Project area. As part of such lending activities, the
Borrower shall ensure that FDB provides wholesale credit
lines to CCSLA and FSCUL in a minimum amount of $2
million and $0.3 million equivalent, respectively. The
wholesale credit lines shall be provided to CCSLA and
FSCLU in accordance with existing lending practices and
policies.

L.A. Sch. 6, para 15

Not achieved

17. The Borrower shall make available the counterpart funds
required for the Project and shall take all necessary
measures, including the provision of additional funds, to
ensure that the Project is implemented effectively, and in a
timely manner. The Borrower shall, through NSC, coordinate
with each of TPAF, Sangam Institute, FSCLU, CCSLA, Fiji
Sugar Corporation and farmers' associations in order to
ensure that the resources required for the Project are
available in accordance with the financing plan for the
Project.

L.A. Sch. 6, para 23

Partly complied

18. Established, Staffed, and Operating PMU/PIU

Conditions for Effectivity

3.1 A Project Coordination Unit shall have been established
in Suva;

3.2 Each of the Project Implementation Units in the field
offices of Lautoka and Labasa shall have been established;
and

3.3 Each Project Coordinator, to be based in Labasa and
Lautoka, respectively, and a domestic accountant shall have
been identified, in each case, acceptable to ADB.

L.A. Section 5.01 (a-
c)

Partly complied

19. Fielding of Consultants

The Borrower shall cause competent and qualified
consultants and contractors, acceptable to ADB, to be
employed to an extent and upon terms and conditions
satisfactory to the Borrower and ADB.

L.A. Section 4.03

Not achieved

20. Land Tenure
The Borrower shall ensure that enough land is available as
required for successful implementation of the Project. The

L.A. Sch.6, para 16

Not achieved
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Covenants

Reference in Loan
Agreement

Compliance

Borrower shall (a) work together with NLTB to ensure that
NLTB either renews or enters into new leases between
landowners, tenants and their representatives within 18
months of the lease termination date and (b) in the event a
landowner desires to use the agricultural land himself
secures a lease on a new farm for the exiting farmer, such
new farm to be of similar productive capacity and location as
the previous farm.

21. The Borrower shall (a) review the current system of
valuing agricultural land as prescribed under ALTA, and (b)
within three years of the Effective Date, adopt and implement
a methodology of valuing such land based on a fair market
valuation system in order to achieve a fair annual rental rate
for land (FMV System).

L.A. Sch. 6, para. 17

Not achieved

22. The Borrower shall work together with NLTB to ensure
that, in the event NLTB charges a new lease consideration
(NLC) for the renewal of an existing lease, the NLC is applied
equally to all tenants. The Borrower shall work together with
NLTB to ensure that NLTB reports, on an annual basis, the
number of leases being renewed, the rental amount for each
new lease, the amount of the NLC being charged, and in
each case, the ethnic background of the tenants being
charged a NLC.

L.A. Sch. 6, para. 18.

Not achieved

ALTA = agricultural landlord and tenants act, BQA = bilateral quarantine agreements, CCSLA = Cane-farmers
Cooperative Savings and Loan Association, FCA = Fiji College of Agriculture, FDB = Fiji Development Bank, FMV =
fair market value system, FSCUL = Fiji Savings and Credit Union League, LA = loan agreement, MASLR = Ministry of
Agriculture, Sugar and Land Resettlement, NLC = new lease consideration, NLTB = Native Land Trust Board, PIU =
Project Implementation Unit, PMU = Project Management Unit, SPC = Secretariat of the Pacific Community, TPAF =

Training Productivity Authority of Fiji.






