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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR (LA) —

FROM: LA/DR, Marshall D. Brown,; Acting

Problem: To approve an increase of $625,000 in grant funds and a
three-year extension of the Paraguay Credit Unions Grant Project.

Discussion: The PP for the Credit Unions grant project was approved
in December 1974 to provide technical assistance and training and to
cover some of the operating expenses of the CREDICOOP confederation
of credit unions, At the same time, $4.7 million in louan funds was
authorized to the two central cooperatives, CREDICOOP and UNIPACO
($3.0 million to CREDICOOP and $1.7 million to UNIPACO), as seed
capital under the Small Farmer Development loan (526-T-027). This
loan project was revised, however, after UNIPACO, a central marketing
cooperative, had to withdraw from the project due to internal manage-
ment problems, The revised loan agrecment was signed in bDecmeber 1976
for $3.0 million in loan funds to CREDICOOP.

The purpose of this grant project is to enable the CREDICOOP systen
of cooperatives to be financially seclf-sufficient while providing
credit, technical assistance, and marketing services to small farmers
in rural member cooperatives. The additional $625,900 (to be incre-
mentally funded with $306¢,000 obligated in FY 1978) will provide
$246,000 for consultant scrwices, $135,000 for cemmadities, $52,000 for
training, $162,000 for CREDICOOP's operating expenses and 530,000 for
contingency costs. Commoditics are needed te support CREDICCOD's
expanding marketing activities, training will be provided to cocoreras
tives' directors and their staffs in cooperative administration, and
salaries and certaln operating costs will be financed on a declining
scale over the lite of project. The host country contribution will
finance 60% of total projezt costs over the next three fiscal years
which exceeds the countergart requirements of Section 110(a) of the
FAA.

As anticipated in the revised loan agreenment, an extensien and an
increase in grant fund: 1s needed bacause of the two-year delcy in

disbtursing the seed capital loan under the Small farmer Development

Project and the neod to westablish & marketing capadility within

P, 4 1
CREDICOOP to compensate for tne withdrawal of UNIPACO frem the project,
This grant would cxtend funding by three years through Y 80 and

increase by $025,300 the on-going grant prolect. Cuwrulative obliga-
tions to date total $1,303 million (3451,000 for consultant services,
$160,000 for commedities, $20,000 for marticipant training and $672,000
for operating and other expenses).
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AID grant funds (and loan funds from the Small Farmer Development
Project) are restricted to CREDICOOP activities involving only the
rural cooperatives, those cooperatives which lend for agricultural
production. Project benefits ar~ directed toward small farmer mem-
bers of cooperatives through the provision of a range ¢f services
aimed at relieving production and markering constraints.

The project appears on page 249 of the FY 78 Congressional Presenta-—
tion at a level of $306,000 in ©Y 78. Therefore, no Advice of Program
Change is regquired.

The DAEC reviewed the Credit Unions grant project on Noverboer 10, 1977,
and approved it pending submission of additional information described
below:

l. The annual growth rates in CREDICOOP's revenute projections wore re-
examined and revised in light of additional information. Explantion of
the projections and the assumptions made in arriving ac these projec-
tions have been included in the pp,

2. A budget for commodities to be purchased by AID grant funds has
been included as an annex.

3. A budget for the training vrogram haes boen included as an annex
to the PP,

With these additions and modifications to the PP, we constder the
Recomnendatiocn:  Thnat you auprove the extension and increase of funds

for the Faraguay Credit Uniony drant Prosest Ly signing the attached

Project Authoricaticn and Fojuest lur A

.

;oth
o (PAY) fornm,

3 ”
13 : n
thus authorizing tne Mitnslon to nejotiate and sign a Project Agreement,

Attachments: 1., PAF
2. Project pPaper
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DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D.C. 20323 -

ASSISTANT
ADMINISTRATOR

PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS

PART 1II
Name of Country: PARAGUAY
Name of Project: Credit Unions
Project Number : 526-0101

Pursuant to Part I, Chapter 1, Section 103 of the Foreign
Assistance Act of 1961, as amended, I hereby authorize an
additional Grant to the Central Cooperativa Nacional Ltda.
("CREDICOOP"), the Central Credit Cooperative of Paraguay,
of not to exceed Three Hundred Si:xx Thousand United States
dollars ($306,000) (the "Authorized Amount") ‘to help in
financing certain foreirgn exchange and local currency costs
of goods and secrvices reguired for a project which will
assist CREDICOOP in becoming Iinanciallyvy selfi-sufficient
while providing credit, technical assistance and marketing
services to small farmers in rural cooperatives. The project
will finance commodities in support of CREDICOOP's marketing
activities, consultants, training, and operating cxpenses
("Project"). Three Hundred Six Thousand Unitod States
Dollars of the AID Iinancing herein authorized and approved
for the Project will be obligated when the Project Agreement
is executed.

I approve the total level ol AID aspropriated funding
planned for the Project ol nct to oxceod Six Hundrod Teenty-
five Thousand United States Dollars 13625,0008) Srant funding
including the funding authorized above, during the period ©Y
1978 through Py 19% . I approve Ifurther increments during
the period of Crant tunding of up to $319,000 subject to the
availability of funds 1in accordance with AID allotment

procedures.

I hereby authorize the initiation of negotiation and execution
of the Project Agreement by the officer to whom such authority
has been delegated in accordance with AID regulations and
Delegations of Authority subject to the following essential
terms and covenants and major conditions together with such
other terms and conditions as A.I1.D. may deem appropriate:



A. Source and Origin of Goods and Services

Except for Ocean Shipping, goods and services
financed by A.I.D. under the Project shall have
their source and origin in the United States,

or in Paragquay, except as A.I.D. may otherwise
agree in writing. Ocear Shipping financed under
the Grant shall be procured in the United States.

B. Except as A.I.D. may otherwise agree in writing
' CREDICOOP shall covenant that it will contribute
at least the equivalent of $861,000 vo the activities
financed during the life of the Project.

A}
‘s
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_1 Assistant Aadministrator
b Latin America Bureau
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/ 7 Date
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B. Recommendation

USAID/Paraguay recommends that grant assistance to CREDICOOF under
Project 526-0101 be imncreased by $625,000, to carry the project through FY 81
vhen CREDICOOP will be able to generate income in excess of its operating
costs., CumulaZive obligations to date have been $1,303,000. The project is
an essential part of the Small Farwer Developzment Program, which includes
$ 3 million Loon 526-T-027,

C. Degeription of the Project

The project is part of a USAID effort to provide cmzll farmers the
wherewithal to rclieve major constraints vhich prevent them froa increasing
their income. Specifically the proposed great will enzble CREDICOSP by 1981:
(i) to gemerate revenues in encecs of costs, (ii) to provide the ccrvices its
rural cooperatives require to deliver credit, technical acsistance, and
marketing cervices to 1.4,460 cmell farwers, ond (1ii) te be able to continue
to increase the number of vural cooperatives and cmall farmor woanbers in the
CREDICCOP systenm,

CREDICOOP came into existence in 1973 as a culmination of A.1.D.
assigtance since FY 1970 to the Paraguaycn credit union movemont. CREDICOOP
has a full-time stoff of 24, which assists wmember cooperatives with management
training, orgamization, and nroxotion, worls to anticipate, prevent, ond solve
problems, and administers lending, marketins, ond technical ccointzace programs,
Kural member cooperatives have approximately 400 unpaid volunteers whe organize
and direct cooperative activities, Some 100 persons are in salaried nanagerial
positions in the rural cooperatives and receive regular training frem CREDICOOP
in management, bookkeeping, promotion, and lozn recuperation., The cmal! farmer
members, through the exercise of their votes, cshape cocperative policy and
elect their fellow members to positions of responsibility in the cooperative
system,

CREDICOOP's major activities under the project are: ) providing
reasonably priced credit to small farmers; 2) providing technica: zssistance
to small fermers; 3) marketing small farmer production; 4) capitalizing small
farmer borrowers; 5) assisting exzisting rural cooperativeus to serve vetter
their members and to attract nev mexbers; and 6) forming new rural cooperatives,
These activities are designed to have a major impzet in elininating the
congtraints now hindering small farmers in Pareaguay from reachling their income
potentiai,

The four major inputs of the project are consultant services, con-
modities, triining, and budget support. Budget support is requircd to fund,
on a declining scale, salaries and certain operating expences of CREDICOOP.
Commodities are neceded to support CREDICOOP'm cipanding carketing activities.
Training will provide short courses in cooperative administration to direce-
tors and staffs of rural cooperatives and some limited third country training.
Services of congultants arec nceded to provide guidance to the cooperarive
system until {t matures.
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From these inputs five cutputs are expected: 1) trained staffs at
CREDICOOP and member cooperatives; 2) standardized procedures for account-
ing, capitalization, and lending; 3) proritable marketing operations; 4)
profitable lending operations; and 5) plans for future opsrations of
benefit to smnll farmers. (See Annex I, Logical Fremevork Matrix, for
quaatitative indicaters of the magnitude of each output.) Based on projec-
tions of CREDICOOP's capitalization from the A.1.D., loan and on experience
to date from the project, it is expected that the purpose will be achieved:
CREDICOOP will gonerate revenue in excess of its costs vhile providing the
full range of services required by its mezber cooperatives.

At the end of the project, the following conditions arc expected to
exist (see the Logical Framcwvorlk Matrix for detajiled numarical targets):

1) financially sound cooperatives and cooperative central;

2) asubstential increases in aosociated rural cooperatives and
farmer members;

3) rural cooperatives lending $7,000,000 to small farcers in 1980
for agricultural production; and

4) CREDICOOP marketing $7,000,000 worth of crops for its members.

D. Summary Findings

Analyses of past experience with the project and of data provided by
surveys reasofiably demonstrate that:

1. Small farmers are the direct beneficiaries of the project.

2, The credit union cooperative, because of many acti{vities
performed by volunteers, iz the only formal private entity
existing in Paraguay that can feasibly deliver those services
to small farmers nceded to eliminate the major constraints to
increasing thefr income (i.e., lack of reasonably priced credit,
lack of technical assistance, and lack of narketing services),
Other formal private financial institutions in Parapguay have not,
for example, been able to come up with a systen to delliver
credit and technical assintance to small farmars at a profict,

3. Small farmers' demand for services of credit union cooperatives
18 sufficient to ecnable the cooparatives to cover the costs of
providing the gervices.

4, Credit cooperatives arc able to find satisfactory managezent and
can, with capital of $50,000, generate sufficient revenues to
cover costs of providaing credit, technical agaistance, and
marketing scrvices to 300 zmall farm mesbers.

5. Credit cooperatives arc couning oinimal social disruption because
the existing patrén of small farmers, generaily the cerchant, is
being replaced by a more efficient patrén, the cooperative, at a
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time when the present putr6n can increase his income from other
‘activities and is willing to be replaced.

6. Credit cooperatives are operating successfully in Paraguay and
receive a stimulus from the special tax advantages cosperatives
receive,

7. CREDICOOP can by 1981, without further subsidies, provide the
financial, techanical, and marketing services nceded by ite

cooperatives to serve 14,460 small farmers,

8. The project to date has been making satisfactory progress in
achieving its objectives.

E. Project Igsues

The major issues relate to the nzed to increase grant funding to
CREDIC(OP:

1. Vhy is additional financial support needud?

2. What assurance is there that CREDICCOP will not necd an additional
grant at the end of 1980 {f this {ncrease iz approved?

Ap increase of grant gsupport is required for two reasons: First, the
seed capital loan provided to CREDICOOP began disbursing in Docezber 1976
through an A,I1.D. initiated delay instzad of early 1975, as ascumced in the
previous PROP. Second, the unt fwely deaise of a companion carketing organiza-
tion, UNIPACO, required CREDICOOP to establish a marke®ing capability not
anticipated in the PROP.

Loan 027 originally contained $4.7 aillion, $3.0 nillion for CREDICOOP
and $1.7 million for WIIPACO, After the loan was authorized, however, it was
discovered that UNIPACO's inefficient managemant was destroying ite finances
and reputation and that the loan project was no longer feasible as originally
planned. A mmber of months were lost in reuriting and renegotiating the
loan to remove UNIPACO as a party to the project, and CREDICOOP did not gain
access to A.I1.D. loan funds until late December 1576, Because the loan
produces wost of CREDICOOP's income, acnievement of purpese haos woved
further into the future, Progress toward other oblectives such as member-
ship increases, savings genceration, and the nimber of cooperatives formed
has been slower too siunce these variables are related directly or
indirectly to loan disbursements.

Though undertaken to fill the gap left by UNIPACO, the rarketing
activity has produced substantial benefits to the CREDICOQP system, It has
provided higher returns to small farmers and {mproved leoan collections.
CREDICOOP's unexpected role in marketing, however, has brought asbout a need

for marketing facilities and equipment which cannot be financed with loan
funds.,
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Increased funding for the grant project is necessary, therefore,
to achieve the goal of the Su.. 11 Farmer Development Program: increase
small farmer income by relieving the principal constraints facing small
fanusers, Such increase is also necessary to protect the A.I.D, 1 1n ard to
comply with A,I1,D.'s commitment in the Loan Agreement to provide wavisors
and grant funding to CREDICOOP until the loan is disbursed,

It is reasonable to expect the project purpose to be achieved by
1981. An analysis of financial projections is contained in Section I11i1.B.,
Financial Analysis and Plen; the projections, which are based upon experience
to date, indicate that CREDICOOP by 1981 will be generating the revenues
required to cover the costs of relicving the aforementioned constraints
for 14,460 small farmers,

F., Project Team

This PP was prepared by Henry L. Miles, Capital Development Officer,
and Michael H, Hirsh, Assistant Capital Development Officer, both of USAID/
Paraguay, assisted by the following:

David L. Peacock, Rural Development Officer, USAID
Larry K, laird, International Development Intern, USAID
Lauryn C. Drengler, Controller, USAID

Ralph E. Holben, lFconomist, USAID

George D, Wohanka, CUNA censultant to CREDICCOD

Richard G, Leigh, CUNA consultant te CREDICOUT

John H. Clary, former Assistant Program Otficer, USAID
Jack D, Rosholt, PASA advisor, IAGS to USA!D

Elsa Bello de¢ Martinez, USAID secretary

It was reviewed by a project comujticr consiscing of the following:

Paul A, Montavon, Assistant Dircctor, USATD
Miguel Angel Rivarola, General Manarcer, CREDICOOP
William W, Rhodes, Procram Oificer, USALD
Bernard H, Masters, Assistant Progran 0fficer, LUSAID
and Messrs, Miles, Hirsh, Peacock, Lafrd, lrengler, Holben,
Wohanka, Leigh, and Roshelt, W. Bruce Gair, Reginonal legal
Advigor, reviewed the draft authorization,

The PP was reviewed and approved by Mr, Abe M, Pefia, Mission Director,
USAID/Paraguay.
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II. BACKGROUND AND DETAILED DESCRIPTION

A, Background and Rationale

1. Role of Project in USAID Strategy

Development of cooperatives is an essential element of USAID/
Paraguay's sector strategy of providing assistance to small scale farm
families in the eastern region ¢f the country, to enuble them to increase
their incomes from agricultural activities through addressing a number of
the most serious conastraints which hinder them from improving their farm
incomes. The purpose of this grant, and of the Smnll Farmer Davelopment
Program of vhich the grant is an essential part, is to give the CREDICCOP
systea of credit cooperatives the capacity to provide, without further
assistance, adequate credit, technical acssistance, and marketing services
to small farmers (14,460 by 1981 and increasing thereafter),

2. Constraints of the Small Farm Sector

Tae: USAID/Paraguay Small Farmer Subscctor Assessment identified
nine constraints directly affecting small farmer income, These constraints
were ranked by priority level 2s follows (1 = highest priority, 2 = next
highest priority, 3 = medium priority):

Noncolony Arecas ~ Colony Areas
0-5 has. 5-20 hus, 0 - 20 has.

Inefficient Marketing System
Restricted Export Market
Inadequate Credit Services

Lack of Land Saving Technologies
Lack of Labor Saving Technologies
Lack of Agroindustry

Poor Roads

Lack of Land Titles

Lack ¢£ Farmer QOrganization

W =N W
T WNW~WRN T~
Wt NDWwe Wt

In addition, the assessment ranked four traditicnal farm constraints in the
same way:

Land 1 - -
Labor - 1 1
Capital 2 2 2
Market 1 1 1

The assessment details the extent of the constraintas, for
example:

a, Credit is crucial to farmers of 5-20 hectares to purchase
labor; otherwise production is limited to what the family can harvest, which
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is usually about s8ix hectaires. Credit is important to all small farmers to
finance imputs, take advantage of improved technologies (e.g., draft animals,
sprayers), and purchase lard.

b, Farmers with 0-5 hectares need land-saving technologies
(e.g., hig. er value crops), and farmers with 5-20 hectares need labor-saving
technologies (e.g., appropriate machinery).

c. Farmers with 0-5 hectares need to be able to market perishable
high value commodities., All farmerc need to be able to market traditional
crops (corm, rice, soybeans, cotton). They need access to storage and drying
facilities in production zones, better marketing coordination, and adequate
financial arrangements,

d., Farnere with less thar five hectares are definitely
constrained by the size of their farms, Many desire to purchase more land.

3. Attempts Other than the Small Farmer Development Progrezm to
Address the Constraints

There are varjous GOP agencies which are charged vith administer-
ing programs addressing individual constraint arecas (e.g., road committee
system, land reform agency, extension service), These agencies are generally
isolated in tneir approach and limited in their coverage. There are two other
GOP institutions, however, which are charged with dirvectly serving the small
farmer and which provide him with credit and other services.

The first is Crédito Agricola de Habilitacién (CAH)., CAH came
into being with the technical assistance of an A,1.D, predecessgor agency in
1943, The Central Bank provided CAH with lending cepitai. CA¥ was charged
with the responsibility of providing agricultural production credit to
farmers unable to obtain it from formal sources, To carry out this charge
CAH made short term loans to small farmers for crop production and longer
term loans for machinery, livestock improvement, and land purchase. 1t also
managed pools of machinery for rental to small farm clienta, CAH gustained
heavy losses, and by 1959-60 its lending operations had becoze minimal, 1In
1969 the GOP decided to revitaliza CAH, appointed a capable zdministrator as
its director, and assured him support for whatever action necescary to
improve operations. He acquired a new lease on life for CAH by convincing
the Central Bank to write off its outstanding debts. He later purged CAH of
incompetent employees and instituted a policy of working with small farmer
groups rather than individuals, In Lhe process, the recuperation rate has
improved significantly. CAH is now providing credit to about 6,000 small
farmers,

The second formal source of assistance for small farmers is the
committee program of the National Development Bank (i0B). The HDB itself was
founded in 1961 through the GOP's own initiative and financing. The cormittee
program was initiated in 1963 with IDB financing. Under this progrem groups
of five to 15 small farmers obtain one loan for the group, and all members are
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jointly responsible for repaying the loan., This program is working satis-
factorily but serves only about 1,000 smnll farmers.

The above are the only twn formal sources of credit and associat-
ed assistance for small farmers in Paraguay other than the cooperative move-
ment, As explained in the follouing sulcection, USAID hus concentrated
during the past geverazl vearc oa the co:perative systoa because of its
presumed ability to address the constraints, its potentially better coverage,
and A,1.D.'s general preference for the pyivate gector. Nonmetheless, USAID/
Paraguay and TA/RD plan to undertake & zvudy jointly of the entire rural
financial gector, including the activicies and the policies of the three
formal institutions, The results of that study uwill provide information which
may lead to a future project in vhich CREDICOOP, CAY, IID3 and perhaps others
would provide credit to small farmers.

4, A,1.D. Stratepy to Address the Constraints

USAID's strategy in the agricultural sector is to address
identified constraints, eddress them as directly as poosible, and work
through the most effective ingtitutions. Th2 Szmall Farmer Davelopaent
Program addresses the constraints of inadequate credit services, inefficient
market system (including restricted export markets), lack of land and labor
saving technologies (as far as dissemination is concerned), and lack of
farmer organization. The proposed FY 1978 Smnll Farmer Sector Project will
address the scarcity of appropriate technologies. The proposed FY 1979
Market Planning and Technical Assistance Project will attempt to increase
further the marketing opportunities for the gmall farmer., The proposed FY
1979 Minifundia Crop Intensification Project will identi{fy techmologies and
markets to enable the gmallest farmers to produce higher value crops, The
proposed FY 1978 Rural Roads lLoan addrescee the problems of inadequate farm
to market roads. The already approved Rurasl Enterprises Loan and the
Productive Credit Guaranty Project cmphasize the developuent of cgroindustyies,
An FY 1979 FID was presented for a project to address the lack of land titles,
building on the on-going Cadastral Survey and Tax Jmprovezent Project, The
proposed FY 1978 Market Town Development Project strives to provide infra-
structure for the other activities, coordination zmong all the i{nvolved
institutions, and planning in rural areas,

As indicated in the following subsection, the Small Farmer
Development Program evolved out of assistance USAID was providing the cooper-
ative system, It became obvious that the cooperative system was an institu-
tion which could most effectively addiess a number of the constraints and do
it through mobilization of private resources,

5. History of the Small Farmer Development Program

a, Initiation of the Credit Union Graat Project - Assistance to
the credit union cooperative movement in Paraguay began in late 1968 when
USAID requested the Credit Union National Association (CUHA) to perform a
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feasibility study for development of a program to improve the situation of
the country's small farmers. Based on this feasibility study and CUNA's
experience with similar small farmer projects in other Latin American
countries, the Credit Unions Project was developed and work was begun under
it with the arrival of the first CUNA advisor in March 1970, At that time
a phased action plan was worked out by CUNA and USAID to provide & frame-
work for the project's activities. This plan, described in come detail in
the last PROP amendment of May 1974, is summarized as fellous:

1) The first phase was to form a nucleus of rural credit union
cooperatives around vhich the program could be built, After attracting
farmers to become cooperative members and obtaining initial paid-in capital,
loan services were to be initiated using members' s vings and loans from the
National Development Bank. Technical assistance was to be provided gmall
farmer borrowers by extension agents under agreements with the Ministry of
Agriculture ({inAg). Marketing services for small farmer crops vere to be
provided by UNIPACO. Advisory consulting and training were to be given to
develop a trained staff to manage the cooperatives and a future central
organization.

2) The second phase was to establish the national central
credit union, CREDICOOP was formed by a constitutional assembly in October
1973, with all 16 chartered credit unfons in existence at that time electing
to affiliate, CREDICOOP received its charter from rthe GOP !n May 1974,

3) The third phase was to prepare CREIDICOOP to deliver the
services to small farmers without further technical or financial assistance,
This phase is ongoing.

b. Development of the Small Farmer Developmeat Progrem - The
Small Farmer Development Program emerged in 1974 when USAID, having identified
certain of the constraints facing the small farmer, was searching for a
mechanism through which to address these constraints, parvticularly credit,
marketing, and technical assistance. The carly operations of CREDICOOP
demonstrated that it could deliver credit and technical assistance to small
farmers feasibly. A.I1.D, decided to makc CREDICOOP a focal point of the
program. - The program was to consist of the following elements:

1) A S3 million A.1.D. loan wouid be made available to
CREDICOOP for making agricultural production credit subloans.

2) A S1.7 million 10an would be made available to UNIPACO
to purchase the infrastructure necessary to provide marketing services to the
small farmer members of CREDICOOP's credit cooperatives.

3) The A.1.D. funds would be channeled through the NDB so
as to provide a GOP guaranty to the A 1.D., loan, and the NDB would agree to
provide a seasoned loan officer to CREDICOOP to assist the cooperatives in
preparing their loan requests,
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4) MinAg agreed to provide services of extension agents to
the cooperatives and to provide a senior supervisory extension agent to
CREDICOOP to coordinate the technical assistance given to the cooperatives'
field assistants and to small farmers,

5) A.1.D. agreed (in the Loan Agrecment) to continue the
Credit Union Grant Project until the loan was disbursed.

Shortly after the Loan Agreement was signed in 1975, A.I1.D.
decided to drop UNIPACO's participation in the progrzm and have the rmarketing
services performed by CREDICOOP, though this would meen a delay in disburse-
ments, CREDICOOP set up a marketing department and rechartered itself as g
multipurpose cooperative central, CREDICOOP's taking over the marketing
function has proven to be of benefit both to the farmers and to CREDICOOP,
which uses the marketing operation to collect subloans.

The Suwall Farmer Development Progrem is progressing well,
In the nine wonths from December, 1976, through August, 1977, the loan
disbursed almost half its emount: (51,436,370 out of § 3 million), and
CREDICOOP's loan recuperation rate has been satisfactory. CREDICOOP marketed
$1,794,000 worth of products in the first eight vonthe of CY 1977 and was able
to obtain maximum prices through volume sales, The cooperatives are nou
promoting new members in groups, thus reducing the costs of serving then.
The cooperatives are using small farmer committees as a means to disseminate
technical information, to decide credit vorthiness of borrowers, and to
encourage loen collections. Rural ccoperative members have captured over
$800,000 in share capital and $34,000 in {nterest paying savings accounts,

CREDICOOP has instituted a number of innovations of benefit
to cooperative members, including the animal-drauvn sprayer cempaign, the
fami.y cow project, marketing of shawls and ponchous, marketing of fish,
establishment of a monetary readjustment factor on savings and loans, and
establishment of a land financing system for the smallest farmers. These
and other accomplishments of the progrem are detaiied in Section 1I11.B.2.
below,

Three outside teams evaluated verious aspects of CREDICOOP
during 1976. An evaluation of CREDICOOP's training prograa, conducted in
October 1976 by Latin American Development Associates, conciuded: '"We
believe that the training yrogram is fully adequate to enadle CREDICOOP to
progress at the projected rate, Considering that CREDICOOP ig only three
years old and the oldest credit union five years old, the progress of the
system compares favorably with older credit union rmovements in other lLatin
American countries',

An evalua .on, compieted in January 1976 by two contractors
(Messrs, Arroyo and Miller) and Mr., Robert Allen of A.1.D., to determine the
proper channeling of the A.1.D. loan assistance, concluded "1t is the
conclusion of the team that after weighing all information available,
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written and verbal, the USAID should continue with the Loan Agreement to
provide financial assistance to CREDICOOP as it was originally planned. The
UNIPACO part of the deal should be withdrawn.....CREDICOOP, as broker or
agent, can take care of the marketing, while minimizing risk and cost."

A 1976 study by GAMCO of Atlanta, Georgia, which, as part
of the development of USAID's Rural Enterprises Project, surveyed 62 co-
operatives in Paraguay, two thirds of vhich were not part of the CREDICOOP
system, concluded, "The general opinion of the survey team was thut only
one third of the cooperatives interviewed appear to have competent adminis-~
tration and leadership......The most scarce resource in the cooperative
movement in Paraguay today is capable, trustworthy leadersh.p.... In oracti-
cally all cases CREDICOOP is a major factor in the successful developzent
and progress of their cooperatives."

6. Rationale for Continuing Grant Assistance

Based on the experience of Small Farmer Development Program and
the general condition of the agricultural sector, USAID concludes that the
additional grant funding is justified for the following reasons:

a. The large majority of Paraguay's small farmers are not
receiving adequate credit, technical assistance, and marketing gervices
because (1) private institutions, other than rural credit ccoperativee
working with CREDICOOP, have not found it profitable and (2) the public
sector does not have adequate resources,

b. The Program is furnishing such services to small farmers
effectively. While the A.I.D. loan supplies the cooperative system with
lending capital, establishing the means for generating sufficient revenues
to cover CREDICOOP's costs, grant support must continue (1) to pay part of
CREDICOOP's operating costs until self-genecrated revenues are sufficient,
(2) to pay for supplies which otherwise would not bre obtainable, and (3) to
pay for adv.sory services to guide CREDICOOF in the administration of the
loan and grant funds.

c. A.1.D. has committed itself {n the Loan Agreement to previde
this grant support, and the program is predicated on this commitment. Section
1.02 and Annex I of the amended Agreement state that the technical rssistance
to strengthen CREDICOOP and its member cooperatives during the disbursement
period of the loan will be grant f{nanced by A.1.D,

7. CGrantee's Propossal

The grantee, CREDICOOP, has submitted a proposal for $700,000
(Annex 1II). The $75,000 cut is the net result of reducing the person wmonths
of technical assistance and increasing payments for operating expenges:
compare Annex III with Section 11.B.5.
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B. Detailed Description

1. Sector Goal ~ Tha scctor goal is to increasse rural fomily income
from agricultural activitico. Ac o ncors of cddvoooing threo of tho major
identified conptraints impcding incveaoed agricultural inzcos emong call
farmors, USAID hao dovoleped %he C2all Porcor Bovolspmont Projren, of thich

the projcct 1o an imtcgral pave,

2. Projcct Purposc - The projcet purposs ia to caable CREDICOOP to
gonerate incomo im cncess of cooto thilo providing Cho £ull gange of scorvices
required by itn weobor cooporotives. Provioicn of cuporvieed evedit, warket-
ing, and tcchaical sorvicos to coall farmors by CRUBIGIOP ohould contribute

towvard schicvcoont of tho project geal.

3. End of Project Statua - The indicatore of achicvezont by the
end of the project, with intorin targeto, ave oo folleua (U33000 oncept as

noted) :
Baao Projested
Jung 77 Juna 780 Juns 79 Juna 86 June 81
a, Financial Strength
(1) CREDICOOP anmual net
profit (lona) (104) {70) (46) (12) 41
(2) Rural coopoerative
share capital 820 900 990 1,228 1,619
(3) Coop mcmbera! savings
in CREDICOOP 13 106 188 308 500
b, Membership
(1) Rural cooperatives 26 27 30 34 38
(2) Purmer members 3/ 4,378 7,150 9,175 11,600 14,460
¢. Agricultural Credit
(1) Annual CREDICOOP loan 1,400 1,465 2,000 3,000 3,530
value
(2) Borrowcra with:
5 hectaren 240 366 5460 756 1,080
5 to 20 hoctaraes 1,360 2,074 3,060 4,284 6,120
over 20 hectarca 400 610 200 1,260 1,800
(3) Hectarcs of crops financed 8,245 12,505 19,800 34,310 44 100

(4) Lending loases 1% or leaas,

1/ See Annex V for underlying assurptions
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d. Marketing

CREDICOOP's volume of A
crops marketed 1,200 - 1,400 2,300 4,100 7,000

4, Project Outputs - Expected project outputs for the following
three FYs, with minimum magnitude targets by the end of the project, are as
follows:

a. Trained Staff and Leadership

(1) CREDICOOP will have 28 staff members with a minimum of two years
of on the job training.

(2) 30 rural cooperatives will have managers with at least 50 hours
each of specialized management training.

(3) 100 cooperative board members will each have at least 20 hours of
training in cooperative promotion and management.

(4) A continuing training capability will exist in CREDICOOP,

b. Standardized Procedures in Accounting, Cepitalizetion, and Credit

(1) 30 rural cooperatives will be using the standard accounting system
recommended by CREDICOOP.

(2) All rural cooperatives will be complying with the CREDICOOP
requirement to purchase share capital in CREDICOOP? in the amount of
five percent of each productive loan received and tuvo and one-half
percent of each marketing advance received; and all members will be
required to purchase share capital in their cooperatiy:s in the
amount of 10 percent of each production loan received,

(3) 30 rural cocoperatives ~"ijl be using written credit procedures based
upon the CREDICOOP mow-l,

¢. Marketing Operations

(1) CREDICCOP's marketing department will be staffed by at least
four employees.

(2) CREDICOOP will have twe storage facilities with dryers and will
have adequate vechicles and equipment to provide marketing services
to 14,50 small farmers in the volume indicated under End of
Project Status.

d. Credit Operations

CREDICOOP will generate enough income from lending operations to cover
the costs of providing credit and technical assistance to cooperatives,
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including a collection effort which will achieve the :ielinquency objectives
listed in End of Project Status,

e. Plans for Puture Operations of Ben~fit to Small Faramers

At least one feasibility study by outside consultants to determine the
advisability, profitability, ond best location for a cotton gin nnd/or other
agroindustrial investments,

5. Project Inputs - Planned project inputs over the folloving
three FYs are as follows (US$000):

FY 1978 FY 1979 FY 1980 Total

a. A,1.D. Grant

(1) Contracting Services 56 135 55 246
(2) Marketing Facilizies & Equip, 85 50 - 135
(3) CREDICOOP Opera:ing Expenses 70 46 12 128
(4) Training 22 15 15 52
Contingency - 25 25 14 64
Total 258 271 96 625

b. Counterpart Funds

(1) Contracting Services 10 10 5 25
(2) Marketing Facilities & Equip, 40 58 96 194
(3) CREDICOOP Operating Expenses 132 196 289 617
(4) Training 8 8 9 25

Total 190 272 399 Bl

A,1.D, grant assistance to date comparcs with the new inputs as follows
(US$000) :

FY 1970-77 FY 1978-80  Total

(1) Contracting Services (Fx) 451 246 697
(2) Commodities (Fx) 160 50 210
(3) Participant Training (Fx) 20 26 46
(4) Oper. Exp. and Other Lc Costs _ 8672 303 975

Total 1,303 625 1,928

Other inputs te the total Smel! Farmer Development Progran consist of
the $3 million A.1.D. loan (48% digsbursed as of August 31, 1977), 40 technician
years of Peace Corpa volunteers, and a total counterpart contribution of
$5,537,000. The sources of the counterpart are as follows (USS000):

(1) MinAg and NDB Personnel Assigned 170
(2) Export Tax Benefito 381
(3) NDB Loan Funds 1,100

(4) NDB Administrative Costs 60
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(5) Rural Cooperatives Share Capital 1,619
(6) Rural Cooperatives Operating Expenses 1,569
(7) Rural Cooperatives Savings +.i CREDICOOP 500
(8) Volunteer Time Donated - Rural Coops. 138

5,537

Ae indicated above, $861,000 of this will be directly supporting the proposed
grant over the next three FYs and therefore can be considered the project
counterpart. An additional $2,120,175 of this is considered counterpart for
the A,1.D. loan (see Capital Assistance Paper for Lean 526-T-027),

6. Crucijal Asgumptions - Crucial assumptions for projecct success
are that (a) vorld market prices for Paraguay'c agricultural exports fluctuate
no more than they have in recent years, (b) crop selection and hedging will
enable small farmers to modify the effects of price fluctuations to manageable
levels, (c) the GOP does not mount a massive program of subsidized agricultural
credit, (d) CREDICOOP will be able to increase charges for i{ts services com-
mensurate with increased operating costs should such costs rise morc rapidly
than projected, (e) the majority of CREDICGOP and cooperative personnel will
remain in the positions for vhich they were trained or in other positions in
the cooperative aystem, (f) member cooperatives will continue to comply with
CREDICOOP policies, (g) A.1.D. loan funds are fully disbursed and used as
planned, (h) the MinAg and the NDB will continue the support p ecently
provided, (i) the NDB continues to view CREDICOOP and its member cooperatives
as creditwovthy, (j) GOP tax incentives for cooparatives will continue at
least through 1980, and (k) cooperative members continue at least their pregent
rate of savings.

7. Premises and Linkages - The basic premi e critical to the success
of the project is that small farmers desire to increase and could increase
their production profitably but are constrained from doing so by a lack of
inputs, which reasonably priced credit could provide, and by a lack of tech-
nical assistance and dependable marketing services., The grant funding to
CREDICOOP will enable it to continue to establish and to provide technical
assistance to cooperatives which deliver credit, technical assi{ctance, and
dependable marketing services to small farmers.

Providing credit and technical assistance on reasonable terms
to small farmers operating under the conditions premised gbove enables them
to purchase new inputs, which increase producti{vity, and to increase purchases
of previoucly purchased inputs, such as hired labor at harvest time, Provid-
Ing them with marketing services facilitiaces coliection of the credit provided
and enables small famers to receive bonuses available only through volume
marketing. Provided such services, the small farmer has an incentive to
expand his production to the limit of his management capacity. Asa cach small
farmer achieves increased production and returns, he will be gtimulated to
increase his production further and to increase his savings, and his neighbors
will be motivated to join *the cooperative. This will incrocge the capital
available to the ccoperative and to CREDICOOP, increase the demend for theuir
services, and increase the flow of revenues to the cooperative and CREDICOOP,
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all of which will contribute to achieving the project purpose and the project
outputs, As the smull farmer uses the services of the cooperative system,
he will bring about the realizatiecn of the project goal: imcrease hic imcome.

The small farmer will join a cooperative because it can provide
him services not available elsewhere on more favorable terma. As cooperatives
provide these services to cmall farmers, they concomitantly produce revenues
for themselves and CREDICOOP. Hence as the gmall farmer’s demand for credit,
technical assistance, and marketing services increases, the incomes of his
cooperative and of CREDICCOP increase. CREDICOOP responds to the needs of
small farmers because they are the ultimate users of its services and the
sources of its income; CREDICOOP cannot cxist without them. CREDICOOP there-
fore, is self-motivated to establish cooperatives to satisfy small farmers'
veeds., Each cooperative itself has a do or die incentive to generate revenues
in excess of its costs, which can be achieved by making customers out of the
small farmers located within a reasonable distance from the cooperative office.
All elements of the system therefore have incentives to participate in an
efficient, effective mznner.

8. Description of Key Elements of the CREDICOOP System

(a) Becoming a mcmber of a cooperative. Rural ccoperatives are
currently promoting new members in specific locations and by wmzans of group
meetings. Nonetheless any farmer within the area of influence of a cooperative
may become a member by filling out the appropriate application forms and by
being approved by the cooperative's board of directors., The minirum savings
deposit (share capital purchase) required to become a member varies accovding
to the bylaws of individual cooperatives, but the average required is ¢ 3,000
($23.81). 1t may be paid within 10 months of joining.

(b) Credit; 1f a farmer desires credit, he fills ovut an ap-
plication with the help of his cooperative's field assistant. The appiication
outlines a plan for the use of credit and the projected net return from the
investment. A loan committee, whose members include local farmers, reviews
and approves the application. The credit costs 127 interest plus a service
charge ranging from two to 6%. The borrower is also required to place 107
of the loan in his share savings account, These charpes and the cozpensating
balance make the actual annual cost of the loan from 22 te 26%. In comparison,
the cost of CAH, commercial bank, and NDB credit ranges from 9 to 22 percent.
Informal credit costs about 307 for a seven conth crop cycle, or about 527
per year. Hence credit provided by CREDICOOP ig attractive to swmall farmers
who have no other source of formal credit vwhile, at the same time, it is
quite unattractive to larger farmers in good financial condition who can borrow
from banks at lower interest rates. Economic forces thercfore incure that this
project will not be invaded and the resources monopolized by the large farmers,

(c) Extension. The cooperative member receives priority
attention from MinAg extension agents under a signed contract betucen the
Ministry and CREDICOOP. Tn addition, members receive vigits from cooperative
field assistants, of whom there is at least one per cooperative,
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(d) Marketing. In the past two crop years, CREDICOOP has
marketed more than $1.6 million of crops at prices favorable to small farmers.
The farmers have received higher returr=< than they otherwise would have
through cash bonuses for volume sales, The marketing role is also proving
to be important for improving loan recuperation, and for increasing the
earnings of CREDICCOP, In only two years, a considerable cmount of macketing
experience has been gained and marketing assistance and facilities developed,
Eight cooperatives own warehouses, 12 rent space, and the rexainder use extra
office space for temporary storage of crops. All the cooperatives supply
bags for crops to their members, a service not always provided by other
purchasers., 18 cooperatives loan operating capital to farmers to facilitate
harvest, and 17 cooperatives provide transportation f:om the farm to the
warehouse,

(e) Capital and savings. A unique benefit offered by credit
union cooperative membership is capitalization of the small farmer. Public
sources and other private sources of credit do nothing to gencrate small
farmer savings, vhile CREDICOOP requires a deposit for mcambership (purchase
of shares) plus forced savings of 10% of cach loan. Some cooperatives are
also experimenting with interest bearing savings accounts. Az of January
1977 the average small farmer member had $90 in total capital and savings in
his cooperative, The figure is impressive considering that onnual per capita
income among rural members is less than $291 and that most cooperatives are
new institutions, formed within the last three to five years. It is not
likely that any savings arong small farmers would have been generated were it
not for the cooperative system,

(f) Promotion and Growth., Although urban cooperatives ~lay a role
in expanding CREDICCOP's base of support, providing professional talent, and
making funds available for lending to rural cooperatives, the project, because
of the Congressional Mandate and because CREDICOOP sces the cmall fammer as
its priority client, concentrates on ruval cooperatives. Hout rural co-
operatives are now of sufficient financial and organi:ational strength to
expand their services and membership. Prowmotional activitics to increase
membership in existing and in new rural cooperatives will be an important
part of project activities over the next three years. It i estimated that
farmer membership in rural cooperatives can be increased from the present
4,378 to 15,100 by the end of the project largely by growth of membership in
existing cooperatives., Almost without exception, large numbers of small
farmers are available as potential members in arcas in which cooperatives are
located. Planned membership growth will be based upon rational expansion of
services to members who live near each cther and near the cooperative, as
opposed to attempting to serve isolated fammers, Affiliation of existing non-
member cooperatives and pre-cooperatives is alco contemplated. The rate of
membership growth is proiccted to range from 274 in 1977 down to 20% in 1980,
This is a conservative projection in view of the low initial base, absolute
potential, and the actual growth in other credit cooperative movements in
South America.
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III. PROJECT ANALYSES

A, Technical Analysis and Envirommental Assesement

This section examines the constrsints to increasing small farmer
income (based on pp. 453-477 of the Small Farmer Subsector Ascessment of
August 1976), relates these constraints ‘¢ efforts undertaken by CREDICOOP
and member credit union cooperatives to asgict omall farmers, and provides
a relatively detailed description of how such efforts are implemented,

1., Constraints to Increased Small Farmer Income

The majority of the producers of agricultural crops in Paraguay
are relatively small farmers, For analytical purposes thess cmsll {armers
can be divided into three subgroups: (a) those with land holdings which are
inadequate to absorb available femily labor, (b) those located in traditional
farming areas whose land holdings exceed the area that can be cultivated by
family labor, and (c) colonists who resemble group (b) but wust cope with
land clearing as well as cultivation. All three types of small farmors share
a common economic envirommant which may be characterized by:

a) A very omall domestic market and consequent dependence upon
export markets as the major putlet for increased production.

b) A lack of improved tcchnologies suitable to small farmers,
and gene-slly low levels of productivity per farm vworker am! per hectare,

¢) Limited diffusion of technological alternztives which may
offer opportunity for increased resource productivity.

d) Few small farmers served by formal credit sources.

The following is a more specific analysis of the situation and
contraints faced by ecach of the three types of small farmers.

a. Farms with Unutilized Family Labor (0-5 Hectares)

Survey data indicate that farms of leas than five hectares
tend to utilize nearly all of their land for crops but do not utilize all
their available family labor. Such farm families appear to be net suppliers
of labor to the larger farms in their area. This relative abundance of
family labor suggests that to incrcase farm income these farmers need to (1)
acquire access to more land or (2) intensify production en exizting land
holdings.

1f technology and cropping patterns v _.aain relatively
unchanged, land is the most limiting constraint to incrcascd income among
these farmers. With incrcased land they could clearly increase their
duction and income until family labor limited further expansion of land
-~ .itivated (roughly six hectares). Since there is little difference between
the crops produced on the smallest farms and larger farms, and since there
is no evidence to suggest that technologies employed vary with farm size, one
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would expect any expansion of cultivated area to be accomplished using
relatively fixed combinations of land, labor, and capital. Consequently,
these farmers could farm up to about six hectares of land with their family
labor ard probably a modest incresse in capital, Cultivating more than six
hectares would require more capical in the form of credit to purchase labor
ard capital inputs.,

I1f farm size is taken as fixed among this group of farmers,
the intensification of production would require shifting from zroduction of
traditional field crops (cotton, tobacco, corn, manioc, soybeans, peanuts)
to either more labor intensive horticulturul crops or multicropping systems.
Either would involve seeking expanded mavkets for nontraditional crops, The
domestic market is small, with consequent extreme price variationa, and is
the most limiting constraint to more intevsive production, This implies
the need to develop markets for nontraditional exports and the agroindustry
to produce them. Development of agroindustry requires the installation of
infrastructure and the organization of producers to supply products suitable
for the export market. A closely related requirement 1s the development of
appropriate technology for wnre intensive production. Current regearch in
horticultural crops in Paraguay is limited to varietal testing; the
institutions involved in research have not yet undertaken the development of
production packages suitable for small producerr. Regearch on multicropping
schemes is virtually nonexistent.

As the marketing and technology constraints are lifted, lack
of capital will quickly become the most serious constraint, This is particu-
larly true as fruit and vegetable crops enter the production pattern, because
these commodities require much larger investments of capital than traditional
field crops.

The current situation of farmers with less than five hectares
can be described as follows. They typically devote 1.5 to two hectarecs to
crops for home consumption (corn, manioc, beans) and utilize nearly all of
their remaining land for traditional 11°1d crope (cotton, tobacco, and oc-
casionally soybeans). Even though these crops are cultivoted in a labor
intensive manner, available femily labor is not fully utilized. (Survey data
suggest that less than one-half of avatiable famnily labor may be utilized on
farms of this size.) They can increase their incomes somewhat by applying
improved technology to their comaercial crops using additional cash inputs,
gud 2ppear to do and have done so, but major increases in income zie
constrained by inadequate lend for traditional crops or by inadequate tarkets
for nontraditionzl crops., The risks associated with the markets for non-
traditional crops mitigate againet intensification of production.

According to data from both the 1973 and 1974 surveys, a
small percentage of farmers of this size category use credit and nearly all
of these obtain credit from local businessmen (almaceneros), who typically
buy farm products and sell a limited line of food items and dry goods. The
lack of loans from formal credit institutions is confirmed by ststistics
indicating that loans from these so r-~es were given to only 12,300 small

farmers (of all sizes) in 1976 (and tuis number may involve some double-
counting).
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USAID has identified the lack of an efficient credit
delivery system to provide small loans te large numbers of farmers, as a
major obstacle to increasing the coverage of credit services from formal
credit sources. The local almnceneros utilize their own capital for lending
to farmers, Although thess businersmen probably have some capacity to expand
credit to their clients, it iz unlikely that major increases in credit can be
achieved through informal credit sourcea. Clearly, there are no exzmples of

modern agriculture built upon informal credit gources.

The almaceneros do appear to have excellent knowledge of
the creditvorthiness of their borrowers and provide timely loazns, character-
istics vhich formal credit imstitutions somctines find difficult to match,
They make loans to farmers vho market crops through thea ond will make
crop loans only for commodities for which they, in turn, have a good market,
Almaceneros, for example, find lending for cotton attractive because the
cotton ginsg advence them funde for purchasing the crop, but find vheat un-
attractive because they have to wait sever:l months for payment from the
mills, Consequently, the range of comuodities for which almaceneros are
prepared to give production loans is limited, Furthermore, the financial
structure of the almaceneros' business suggests that they would not be a
likely source of credit for medium term investments (machinery, livestock,
farm improvements) or for land purchases, This is of utmost importance
because the Small Farmer Subsecctor Assessment (pp.269-270) indicates that
the greatest demand for credit emong the smallest farmers is for purchasing
land and work animals, This has been largely confirmed by CREDICOOP's
experience,

To summarize, therefore, the credit situation faced by this
group of farmers, few have access to or use credit, and most of these farmers
obtain their loans from informal cred:it sources. The informsl credit sources,
while reasonably responsive to short-tern family consumption nceds and
financing for certain crops, do not provide a structure suitable to meet the
developmental needs (as indicated above) of this group of tarmern, Based

upon its owr. capital resources, the informal aystem s til-prepared te
provide the quantities of credit required to enabic these farmers 1o increase
their production of traditionai crops or to enter the preoductien o! non-

traditional crops.

With respect to the available technology and the technical
assistance afforded this group of farmers, the generalizatioans cited above
apply to this specific group., Very few of Paraguay's small farmers receive
technical assistance, and this assistance {s further plagucd by a lack of
generation of new technology specifically oriented toward small famms,  Thus,
the potential impact of technological change {5 limited by the mumber of
farmers reached by extension services and the quality of information ecxtended.

Small farmers typically market traditional crops (cotton,
tobacco, soybeans) through local almacenzros, The competitiveness of these
2lmaceneics appears to vary with location and the quantity of production,
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The marketing operations of these buyers appear to be rather simple, ac-
cumulating sufficient quantities of product to constitute a truck load and
forwarding the product on to the next point in the marketing chanrel. They
normally have limited storage capecity and no facilities for treating the
product (drying or cleaning). Although additional evidence is necded, it
seems that local level atorage could contribute to improving tha efficiency
and performance of the marketing system. The best organized rarketing
channels are, as might be expected, for major export crops; cotton, tobacco,
and soybeans, Marketing channels for corm, rice, and wheat (al} domesgtically
consumed) are poorly orgonized and are not dynamic in developing new market
opportunities and relating them back to the farmer, The organization of the
marketing channels for perishables is zven worse, as indicated by extreme
variations in prices. Organizatiorn of marketing channels is beyond the scope
of the local buyers, vhose operations are too small to exert influence over
the market. In short, it can reagsonably be asserted that expanded production
of traditional crops and, especially, nontraditional crops will require
improvements in organization and coordination of the various narketing chan-
nels, (It sliould be emphasized that each crop requires different handling
and different actions to improve the organization and efficiency of the
marketing channel for that commodity,)

b. Small Farmg With Unutilized Land (5-20 Hectares)

One of the important findings of the Small Farmer Subsector
Assessment was that a strong correlation between size of farm and {ncome
exists only in the care of very small farms (0 to 5 hectares). Beyond five
hectares, farmers tend to use a smaller proportion of their land for crops as
landholdings increase., As an example, farms of under five hectares averaged
3.6 hectares in size '..th 3.0 _ectares (837) cultivated, farms from five to
nine hectares averaged 5.5 hectares with 3,9 (S0%) cultivated, and farms from
10 to 19 hectares averaged 12,7 with 5.3 hectares (41%) cultivated, Although
the underutilization of land resources might be attributed to other factors
such as poor quality land, the lack of family labor appears to be the major
constraint taced by these farmers,

There appears to be a limit to the amount of land that can
be cultivated using family labor given present technologics, approximately
six hectares. Furthermove, the low productivity of agricultural labor using
existing technologies suggests that farmers will not regularly nire additional
labor at the going wage. Though small farms of all sizes do hire some labor
for critical periods such as harvest, the amount utilized per hectare of
cultivated la-.d is arproximately the same across all farm sizes, tending to
support the above thesis, Fammers typicaliy use fomily labor, a stock
resource, iu operaltiong where the marginal return is below the going wage rate
(a phenomenon which is true of developed countries as well, including the U.5.)
In short, this implies that family labor, not labor in general, {s the
constraint to increased crop production for this size farm in its relatively
static technological enviromment,

J e
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The technological environment tends to be static in Paraguay.
Only cotton appears to have enjoyed any important increases in production
from improved technology (and these technologies are of the land-saving,
increased yield, as opposed to the labor-saving type), Most production is
undertaken by labo: irtensive methods, utilizing persons or oxen as & source
of power, There are few available tachnological alternatives betueen the
traditional combinations of hand labor and rudimentary oxen dravn equipment
and large-scule tractor technology. Thus farms over a wide range (0 to 20
hectares) do not vary in technologies employed and vary gsurprisingly little
in incomes generated. Clearly farms of five to 20 hectares need new cropping
systems and appropriate mechunical technology to utilize better family labor
and to take ndvantage of the land resources available to thea.

Again, once the most immadiate constrazint (in this cage

. family labor, vhich could be alleviated with neu technology) is addressed,
other constraints appear. The marketing systca, essentially the secme as for
the smallest farmers described above, could be expected to become a wi jor
impediment to expanded production. Since this group of farmers could exprud
income and production by cultivating extensive grains and field crops, improve-
ments in the traditional marketing system would be relatively more important
than development of agroindustry and export markets,

As the limitaticns imposed by lack of appropriate technology
and present marketing systems are alleviated, additional capital will be
required to expand production. Both yield increasing and labor-saving
technologies normally require increased cash inputs, Farmers will require
both increased short-term and investment credit to expand their operations,

Both 1973 and 1976 data indicate that only about one-third
of farms of this size use credit, and like the smallest farmers, the most
important credit gource is the almaceneros, (Although the NDB increases in
importance as a credit source for these farmers, it is a minor supplier ac-
cording to preliminary 1976 data.) Furthermore, it is not surprising that
farmers in the 1973 sample corresponding roughly to this size category would
most frequently select "cultivate more land”, "“hire labor", and "buy imple-
ments' as uses they would make if there were sufficient amounts of credit
available. Interestingly enough, purchase of land also ranks high among
potential credit uses. One might suspect that this response is related to
obtaining clear ownership of landhoidings that are presently utilized by
these farmers under other tenure arrangesen.s,

Since the characteri.tics ot the almacenero as a source of
credit have been covered in detail, he will not be discussed further here.
The situation with respect to technical assistance and rvarketing is roughly
the samec as the zero te five hectare farms. The important conclusion to draw
from this discussion {s that these farmers differ from the smallest farmers
only in the amount of land they have; technology, credit sources, and rarket-
ing are nearly the same,
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¢, Colonists

Although USAID does not have data specifically related to
colonists, some general obgervations should be made, Most colonists, at
least in colonies sponsored by the Agrarian Raform Institute (IBR), are
given plotg of approximately 20 hectares, Tirese colonists have constraints
gimilar to those of farmers of 5 to 20 hectires in treditional farming areas,
However, the quality of their land is generally better than in traditional
farming areas, and problems related to chemically and physically deteriorated
soils and weed infestations are less critical, DBut other problems are
intensified. Labor is less plentiful in colony arecag, and fenily labor must
be diverted from cultivation of crops to clearing of land or high costo must
be incurred to clear it (between $400 and $500 per hectarc). Iven though
adequate land is available, putting it into production io slou. ‘These new
colony areas may lack even the traditional credit and marketing infre-
structure afforded by the almaccnero systcm cescribed cbove, These conditions
unaltered might result in colonization ¢rea- bocoming ninifundins., There is
some evidence that colonists unable to use ull of their landholdings have
already subdivided them among relatives. Therefore, as with fames of five to
20 hectares in traditional areas, these farmers neced technologies which allow
them to farm their available land utilizing fomily labor, They also nced
marketing and credit infrastructure tc farilitate their developnent.

2. Constraints Addressed by Credit .Mmion Cooperatives

The purpose of this subsect.on ;8 te relate the activities under-
taken by credit cooperatives of CREDICOOP to the constraints faced by Para-
guayan small farmers,

One USAID project cannot be charged with overceming all the
constraints to increasing small rarmer :ncome, Nevertheless, it {s {mportant
to understand the role credit cooperatives are assuming and could assume in
attacking the identified constraints., The s.gnificance of the credit co-
operative movement is that 1t is evolving a sy.tem for deliverine services
needed by small farmers. Beginnming with credit for crop proauction, the
movement in receat years has expanded 1te s vices to include credit for
animal drawn machinery, marketing of members' production, proviston ol

technical assistance, and specialized prograns (such as fish and handicraft
marketing) to meet the particular needs of various cooperatives, It s
important to note that the cooperatives, with the support of CREDICOOP, have

demonstrated the flexibility to serve identified neceds of small farmers and
have increasec their capacity to address those constraints which ft is prudent
and economic for cooperatives to tackle,

Chart :, wvhich summarizes the constraints described sbove and
describes the role the credit cooperative system can play in alleviating them,
will serve as a guide for this discussion, Part A of Chart I excminces farms
from zero to five hectares which face basic land, market, and capital
constraints mentioned earlier.



CHBART I

Basic Comstraintg %o Increased Small Farm Income,

Present and Possible CREDICOOP/Credit Union Activ-
ities, and Other A.I.D. Projects Addressing these
Constraints

PART A

For Farms 0 - 5 Iicctaresj

Basic Constraintz

1

CREDICOOP/Credit Union Progrems

Actions Required

Other A,1.D, Progrezus
(Through Proposed

{exemple: te

tion Project

Resource Explanation | CREDICOVP i Cooperative FY 79)
LANRD Size of fara {p moezt |l. Expand farm size 1. Develop lend fipancing 1. Land purchase loana to farmer | 1. FY 78 Small Parmzr
limiting constraint progres & proviefon of funds we=bors Sector lozn
given present markets R. Increase production to wexber coops for this
of labor fntensive purpose
crops or crop 2. a) Traio field steff {n i{mproved | 2. 2} BEold discucsicns with 2. FY 79 Crop
combinations crop cozbinations fercer members to cnalvre Intensification
b) Msintain laisgon with nat'l tech, alternatives Project
research entities and cwvareness b) Pilot dczonstration plots
of tech, developmenta | c¢) Maintain contact through
CREDICOOP & MinAg on new
tech, developments
LAZOR Underut(lfsed re- Alter othe:r factors of N
source (Farme of this | production in order to N
size are nat sellers Juse (% more fully ! .
of labor)
CAPITAL {Becomos limiting with | Improve credit services :l. Loans to coops 1. leans to mezbers
change in land or ;2. Orient coop leaders re lending 2. Promeote mesboer svareness that
zarkets policy towards wore intensive loans are cvailsble for these
production objectives
i3, Teach fnvestment plan meothod- ©3. Assist borrowers develop
i clogy ! {nvestment plan
i%, Aesss? cocps develoy (nternal 4, Trowote combership, capital
: capitalisation strate]y {rmvestment, end sevings
MARKET (Progent markets are 1. Stimulate agroindustry 1, 2) Analyre marke? potentisi "1, rrovide community level Rural Enterprises Loan
lsost limiting {{ size : b evelop marketing chatn ! coordination FY 79 Crop Intensifica-
ot trTm cannot be 2. Devalop export markels 40z ‘o fish o
1

altered

for labor intensive
crops

[N
.

handlcrafts)

Develop further export
capadiltty (CREDICOOP has
cxperiente {n exporticg cottocn
and soybesas)

&) Fulftll governzecotal
regulations to qualify vexmbers
crope for exporting

b) Agstet soobern to meoet
export stzndards cnd require-
oents
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For Farms 5 ~ 20 Bccurcl'

Basic Constraints

Actions Required

CREDICOOP/Credit Union Programs

Other A,I.D, Programs
(Through Proposed FY 79)

Resource Explanstion CREDICOOP Cooperative
LAXD Underutilized res>srce Alter other factors of
(The perceatsge of land production
ussd {n cropa decreases
repidly with ({ncreased
fera size)
LABOR Agpears to be most 1!~ 1. Creation of uew techno 1. (Cutstde the scope of cooperative projecte) FY 78 Small FParwmer
miting coastraint given legy Sector Loan
preszsat technology
2. &) Promwtion of intermediate 2. &) Dcoonstrations with FY 78 Small Farmer Soctor
2. Diffusfon of new techno- wacnanical techoology canber groups Logn
logy to large mmhers b) Coop staff trafning co- b) Local coordiration
of omall farszrs ordinated with Min Ag perzornel vith MirAg extension Agents
CAPITAL |Becomas limiting wvith lmprove credit servicesn l. loans tn coops for {rplemeating 1. Lozcns to ferwars for ':'
changes in techmoliory techoology changes icplementing techreology o
chznzes [
2, Operating ccpital lozna to ccops 2., Operaticnal lozns to
farmara ¢o hiro sdditional
! ledor
MARXET Bighly limiting 1. Impruve officlency and 1. s) CREDICOOP marketing {vartical- |1, a) Farmar to coop marketing

coordination of earket-
iry systems

. Impreve rural roads

e o o e e m
L 2]

ly coordinsted through exporre-
ticn). Imstruct coops on loczl
rarksting coordination

b) Plenning regionsl phyetcal
factlities and financing coop
fectlities

cystea

b) leczl storgcge facilities

(Outstde the scops of Cooparatives projects)
1

FY 79 Marketing Technical
Asgistance

FY 78 Rurel Roads Loan
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Lznd is an abundant reuource in Paraguay. Much of Paraguay's
potentially aruble land is still untouched. Concentrations of small farms
exist in the central zone surrounding Asunci6n, not because land is limited
but because historically Asuncién was the major market, and poorly developed
transportation infrastructure limited the distance that farms could be located
from the market. Thus today the majority of Paraguay's smallest farms are
located in this area. The GOP has pursued a policy of colonization to reduce
the population pressure upon the central zone., Although thig policy has its
merits, not all small farmers can be or will want to be relecated. To over-
come the land constraint for those who remain behind, farmers could purchase
additional land or produce labor intensive crops.

It may appear strange to suggest financing land purchases in a
minifundia area, but migration to colony areas is evidently reducing pressure
on much land in the central zome. This permits the purchase of land releesed
by farmers migrating to colony zones. CREDICOOP {s about to begin a pilot
land financing program, which is expected to attack the land constraint faced by
the smallest farmers. To USAID's knowledge there is presently no formal
program for fimancing land in Paraguay. Should the CREDICOOP program be
succesgful, CREL.COOP and its member credit cooperatives wwild be celieving
the most critical constraint faced by the smallest farmers among its wmembership,

The alternative strategy of intensifying crop production on
existing land will demand some actions which are outside ¢f the scope of the
cooperative system, but the cooperatives can initiate certain local activities
required to facilitate implementing such a strategy. 1In a sense, cxisting
cooperative lending to farmer memhers, in an environzent in which few farmers
use credit and the use of cash inputs is limited, is an effort to pursue
intensification of production, As other activities outside of the scope of
this project begin to bear results, the already existing cooperatives can
provide credit and other services to help assure their effectiveness., Ag an
example, the new technologies for cropping combinations expected from the
Small Farmer Sector ioan and the market opportunities and horticultural crop
packages to be evolved through the planned Crop Intensification Project can
have an impact upon local populntizn, of small farmers through activities of
the existing credit cooperatives, Technology generation and export narket
analysis are outside of the scope of credit cooperatives, but the following
complementary actions are reasonsble undertakings for the cooperatives and
for CREDICOOP:

Cooperatives:
a) Credit for labor intensive crops,
b) Diffusion of new technologies.

c¢) Organization of farmer members as suppliers of specific
commodities for which a sound market has been established.
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d) Development of small cooperative agroindustrial projects
for processing of labor intensive crops,

CREDICOOP:

a) Assisting cooperatives in designing credit and technical
asgistance programs for intensive crops (an extension of
present activities),

b) Assisting cooperatives in analyzing the feaaibility of
specific local projects for intensive crop production and
agroindustry,

c) Assisting cocperatives in organizing for export markets.

These critical efforts are logical extensions of cuvrent CREDICOOP/credit
cooperative activities as new opportunities cmerge to serve the needs of
members in various localities,

Because of their common characteristics, farmc of five to 20
hectares in traditional arcas and colony faxrms have been aggregated as one
group in Part B of Chart I. As noted, the generation of ncu technology
needed by this group of farmers is outside the scope of a coopziative project,
Nonetheless, CREDICOOP has recognized the need for labor-saving cachanical
technology of appropriate scale and has financed such investments when they
have appeared feasible, Particularly intersting have been CREDICOOP's
efforts to distribute an ox drawn oprayer, In thio case CREDICOOP financed
the construction of 40 such sprayers by meking an advance payment of one-
half of their cost to the manufacturer. Tucchace of these sprayers was
later financed for cooperative members. In addition, CREDICOOP published
an illustrated brochure discussing the use, maintenance, and financing of
these sprayers and provided sprayers to cooperatives on a consignment basis
so that their field assiastants could demonstrate them to farmer membera, All
of these actions contributed substantially to the acceptance of this tech-
nology., 1In addition to sprayers, individual cooperatives have been distribut-
ing seeders, plows, and other equipment during the past year,

With the experfence now being gained, the cooperativea will be
prepared to provide technical assistanc: aid reeded inputs as new technologica
emerge, CREDICOOP's working arrangements with the Ministry of Agriculture,
and specifically with the Extension Service (SFAG), are invaluable linkagea
between the entities charged with technolory creation and small farmeras.
Furthermore, each rural cooperative has an agricultural field assistent, vho
offers the members a much closer contact with technical asointance than can
be afforded by SEAG agents who are responsible to wuch larger mumbers of
farmers, Finally, CREDICOOP has obtained cxperience in distribution of new
seed varieties and other inputs through the credit cooperatives, In short,
the system ls in place to diffuse technologies and distribute the inputs
necesrary to make new technologies a reality among farmer members,
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With respect to the provision of credit services, which are
presently in short supply for small farmers and become even more critical
with technological change, the credit cooperatives have in place a workable
delivery system. This system has many of the positive characteristics of
the informal system described above, but fewer limitations. Like the
almaceneros, the cooperatives have good information about the creditvorthiness
of the loan applicants, When moat cooperatives were smull, the credit com-
mittees, which make the final decision on loans, would personally know the
applicants who were essentially their neighbors. As the cooperatives have
become larger, a new system of neighborhood groups iz being evolved to
mrintain this intimate knowledge of the borrower as a component of the
decision making process. These groups ure an important source of information
ebout the individual borrower and the problems associated with geographically
dispersed membership in providing services to members. Also the agricultural
field assistant is likely to lnow the individual borrover, and his input is
important to the final loan decision. This approach provides the credit com-
mittee of the larger cocperatives with information based upon first hand
knowledge of the borrowver,

The cooperatives, taking advantage of the voluntary work of
their members, have developed a system of providing small loans te a large
number of farmers without having over-burdensome administrative costs, By
working with their members to plan for crop production needs well in advance,
the cooperatives are able to del ver loans on a timely basis. This means
that they have already in place a low-cost and timeiy credit delivery system,

Chart 11 compares the .ole; of credit cooperatives with the
almaceneros in regard to several characterist cs. 1t should be noted that
the cooperative system can respond to development necds that almaceneros can-
not. Vhereas the almaceneros lend only ror crops for which they already
have market arrangements, the cooperatives, with the support of CREDICOOP,
can lend for alternative commodities when the production of such commodities
can be demonstrated as economically viable, In fact, CREDICOOP {9 in a
position to deveiop marketing arrangements for crops which appear to represent
cconomic opportunities for their farmmer members and assist member cooperatives

with marketing these preducts.  Further, the cooperatives are prepared to
provide multiyear loans for investments in machinery, livestock, fam

improvements, and purchase of land, which 1lm cen

al ros would not because they
are not prepared to tie up their own capftal for long perrods of tine,

Neither are almaceneros in the position o [7omote improved technology

among borrowers, While almacencres often have one form or arother of
superviging clients to assure that crops are properly cared for, thev do not
provide technical assistance as such, nor de they have the direct linkages to
sources of information about new technologie: as does the credit cooperative
system, Finally, the cooperatives are i1n the pestition to cxpand substantially
credit to farmer members, Member savings as well as increases in capital
shares required of members are being promoted as a means of expanding lendsble
funds of the cooperative, The present A,1.D., loan will expand the resources
of CREDICOOP. Additional capital for small farmer loans could be channelled
through CREDICOOP in the future.
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CHART II

COMPARISON OF CREDIT UNION COOPERATIVES WITH ALMACENEROS

Characteristics

Knowledge of borrowers'
creditworthiness

Timeliness of credit
for crops

Interest charges for
loans

Cost of providing
services

Can provide small
loans to large number
of farmers

Flexibility to provide
loans for family con-
sumption

Flexibility in finan-
cing wide ramnge of
crops

Flexibility in [inan-
cing medium term
investments such as
machinery, livestock,
and improvements

Flexibility to lend
for land purchase

Provides technical
assistance with lcans

Cooperatives

Good: credit committee
consisting of neighhors
makes loan decisions

Good: cooperatives
organize credit plans
in advance and have
excellent record of
timely delivery of
credit

219

Modes due to considarable
volunteer participation
in administering the
cooperatives

Yes, limited only by
the number of members

Limited [lexibility in
early state of dewelop-
ment

Highly flexible, can lend
for any 2conomically
feasible production
activity

Currently f{inancing
these activities

Beginning pilot project
to lend for land purchase

Yes., closely coordinated
with public sector
exrension service

Almacenero

Good: almaceneros know
their clients very well

Good: almacenerps make
their decisions rapidly,
noe bureaucratic slowdowns

Unknown: estimates vary
from 0 to 100+

Cost of loan administration
not separated from ather
business activities

Yes, limited by number of
clients almnuuncqo ¢an
handle

Highly {lexible to lend for
inmediate family needs

Restricted generally to the
crops marketed by the
almicenero

Would not provide multiyear
loans; ties up own capital
for too long 2 period

None

Limited, via loan super-
vision
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Characteristics

1l. Farmers benefit from

capitalization

12. Ability rapidly to

expand credit available

13. Borrowers' alility to

influence lender policy
and service
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Cooperatives

Directly, as members of
the cooperative

Can respond using own
capital, A,I.D. loan
funds, and loans from
other sources

Yes, direct and through
elected officials

Almacenero

Only indirectly, as almace-
neros' expanded capital is
used for financing farmers

Limited by expansion of own
capital

Contingent on personal and
economic relationships

As noted in the description of constraints, the problems of
marketing appear to be relatsd to lack of organization of market{ng channels.l/
CREDICOOP and member cooperatives have pursued improvements in marketing in a

prudent manner.

Marketing efforts in developrent progrems tend (o stress

physical facilities and underestimate the importance of market coordination

and marketing arrangements,

In contrast CREDICCOP has emphasized negotiating

contracts with processors {c¢.g., cotton gins) and exporters for d4pecific
quantities of production, coordinating the narketing activities of member
cooperatives to achicve volume operatiens, and arranging operations te take
advantage of export tax reductions offered cooperatives by Paraguayan law,
This experience has been highly useful in building CREDICOOP's capacity to
act as a broker for its member cooperatives, which can then be followed by
the installation of appropriate physical facilities to improve the handling
of products and increase the efficiency of the marketing channels for com-
modities produced by their mexbers,

3. How CREDICOOP Facilitates Member Cooperative Activities

One of the most overlooked contributions of a central cooperative
organization is its capacity to assist resber cooperatives in overcoming

serious inherent weakunesses found (n early stapes of development,

The follow-

(b 4§

ing is an {lluscrative list, by no means complete, of common problems

encountered by small and growing rural ccoperatives:

a) lLack of wmanagerial capacity at the cooperative.

1/ Lack of bags for cotton, resulting in prolonged on-farm storage in
inadequate facilities (e,g,, farmers' houses) and long delays in

uriloading at the gins (up to seven days) are sympteomatic of market organi-
zation problems encountered in perhaps the best organized of the various
marketing channels.
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b) Lack of volume and slow capitalizationm,
¢) Lack of negotiating power,
d) Vulnerability to misuse and embezzlement of funds,

The lack of managerial capacity is almost a given among small
rural cooperatives, To overcome this difficulty, CREDICOOP provides training
and technical assistance in administration and management of cooperative
affairs (see specific services below). The lack of volume and slow initial
capitalization is a problem of both management and size, Efficiencies in
providing services are related to volume, as arc earnings and capitalization
of the cooperative, Without sufficient volume, cooperatives have difficulty
meeting costs; and without sufficient internal capital, small cooperatives
have problems overcoming minor financial set-backs caused by either factors
external to the cooperative or poor decigsion making on the part of its manage-
ment, A central can assist a cooperative through the growing phace by helping
it develop management tools for problem identification such as loan delinquency
and appropriate expansion and capitalization strategies and by helping it
avoid managenent decisions which imply serious risks to a small and poorly
capitalized institution, For cxample, a common tendency of an inexperienced
cocperative is to over-borrow from external capital sources, thus multiplying
the risks on its intermal capital, 1In sucl. a case it only takes & relatively
small percentage of bad loan decisions to wipe out cxisting recocrves and
members' equity,

The volume ¢ a number of small cooperatives combined may
provide an opportunity for efficiencies and capitalization vhich are not
available to an individual cooperative, It will certainly provide an op-
portunity to exert gome negotiating power that {s not possible to achieve on
an individual basis. Ag an example, CREDICOOP, with the combincd volumes of
its member cooperatives, was able to negotiate zn advantageous contract with
a gin for sale of members' cotton, that would have been {mpooscible for an
individual cooperative to achieve, Small individual cooperatives do not
typically have sufficient volumes of products to gell or sufficient
requirements for inputa to be able to negotiate with buyers or sellers from
a position of strength, nor do they have the business contancts and entre-
prencurial capacity to undertake such negotiations, Conscquently, as
individual units they operate at a disadvantage to larger cntities in the
economic enviroumment, Finally, small cooperatives with poorly kept books,
underpaid and unskilled managers, and lack of appropriate formal controls
are vulnerable to misuse of funds and emberzlement, CREDICQOQOP provides a
bonding service for cmployeces and officers of momber cooperativen and asaiste
member cooperatives in establishing systems of sound accounting and reccord
keeping, credit policy control, and budgetary control. CREDICOOP slso provides
auditing services, Thece fomms of assistance help small and growing coopera-
tives to avoid the pitfalls of misuse of funds,

As touched upon above, an important contribution of a central
is the entreprencurial capacity that it can offer {ts mertber cooperatives,
The central can acquire a staff with a high level of busincss canagement
capability, contacts in the business comwunity, and wmarket knowledge,
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Assistance from such individuals is invaluable to member cooperatives whose
decision-makers are at the stage of learning how to operate a business. The
central can bring to individual cooperatives the business skills, organiza-
tional capability, and business contactg they leck. Often, assistance from
the experienced personnel o the central can help cooperatives identify
problems before they become debilitating, develop creative solutions to such
problems, examine the feasibility of alternatives to providing needed services,
and facilitate the development of programs through their business contacts in
the central city. In short, a central such as CREDICOOP can bring the benefits
of sophisticated management to member cooperatives which would othervise not
have access to such skills,

Finally, below are summarized the specific services CREDICOOP
provides its member cooperatives, to overcome the constraints explained above,

a) Credit

CREDICOO? loans provide financing to member cooperatives for
initial administrative operations, agriculturul production, marketing, mini-
industrial and handicraft production, infrastructure adquisitions, and consumer
finance, Initial administrative loans help a cooperative confront the need to
develop an early minimum operation system.  These one-shot start up loans at
five percent interest maturing in five ycars facilitate improved management
at the early, critical stage of development. Agricultural loans are for the
production of crops, poultry, fish, and other products and can be used to pay
for seed, fertilizer, insecticide, hired labor, draft animals, veterinartian
services, tools, machinery, and improvements of farm installations, The
inherent complement to these loans 1s matketing finance to cnable farmers to
meat harvest costs and to receive partial advances on production turned over
to their cooperatives, CREDICOOP infrastructure loans to cooperatives are
concentrated mainly in temporary storace facilities for membersg' crops and
for agricultural input i{nventories.

b) Agricultural Technica: Assistance

CREDICOOP' 5 agr:icuitural technical ass:stance service to its
member cooperatives is implementod via a formal agreement with the Ministry
of Agriculture., A protessional agrencarst, assispned full time to CREDICOGP
by MinAg,develops and supervises technieal programs on a national, cooperative
and member level. He provides technteal or.entation to the CREDICOOF scaff

g

and he serves as a vesource pevson tor improving agricultural practices in
response to needs uncovered by CREDICOON' 5 £ield stati. As a MinAg supervising
extension agent, he can ¢reate close coordinat:on between the MinAg (SEAG)
extension agents and nearby cooperative personnel and memberghip,  lie g
directly responsible tor training the conperatives’ own field 2ssistents,

whose duties include advisiny the cooperatives' members on completing their
agricultural investment pians and loan applications. Actively participating

in CREDICOOP's planning and evaluation functions, this technician gserves as a
valuable link between MinAg and CREDICOOP. As a result the two institutions

have a greater understanding of each other's cfforts and experience {mproved
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coordination between the two programs, His work in the field with both
cooperatives and their members also provides CREDICOOP an additional dimension
of independent feedback on program effectiveness.

c¢) Management Technical Agssictance

CREDICOOP recognizes effective cooperative management as the
critical "survival objective" of the cooperative system, To that end it has
developed a multifaceted delivery system for cooperative management technical
assistance. Field consultants conduct workshops with cooperative leaders at
the cooperative site on a continual basis, Regiecnal and national imter-co-
operative seminars are held throughout the year. Each member cooperative's
balence sheet, profit and loss statcment, delinquency index, and grouth
statistics arc analyzed monthly by senior CREDICOOP pergonncl and by a
National Development Bank liaison officer attached to CREDICCOP, The audit-
ing department of CREDICOOP performs periodic audits on all cooperatives of
over a certain minimum asset level and conducts seminars for cooperative
supervisory committees, Accounting technicians teach bookkeeping and
reconstruct records when the nced arioses,

The performance of cach member cooperative is cvaluated formally
twice a year, using a two phase mcthodology. The CREDICOOP ficld worker
conducts a joint, on-site evaluation with the lecadership of cach cooperative,
Subsequently, the ficld worker preaents these rcoults plus his oun assegcoent
to a session of the entire CREDICOOP techmical team, The cooperative’s needs
and problem areas are defined and prioritized by the team, resulting in a
proposed technical assistance work plan, 1f the cooperative agreces, CREDICOOP
then moves to implement the plan with the particular cooperative's lcadership,

Cooperative management technical assistance is generally
concentrated in the following arcas:

1) delinquency control

2) credit analysis

3) records aystem

4) administrative policies
5) credit policy control

6) accounting

7) collection procedura2s

8) budgetary control

9) growth forecasting

10) member education and promotion
11) risk management
12) crop marketing
13) internal control

14) management by objectives
15) capital development
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d) Marketing

CREDICOOP's marketing service to its member cooperatives is
based on a system of contracts, financing, and advisory services; it purposely
excludes taking physical possession of produce. This pelicy ensbles the co-
operatives and CREDICOOP to perform those functions best suited to each,

The cooperative, familiar with its locality, provides storage space and
safeguards the product until it is picked up by the purchasezr. Both of
these functions can be performed more efficiently by the cooperative,
Improper safeguarding of the product can lead to undue "shrinkage" losses,

A combination of "shrinkapge' and bad managemoant caused USAID/
Paraguay to withdraw assistance from UNIPACO, the cooperative marketing
organization mentioned in subsection 11,A.5, UNIPACO, which had operated
successfully as a representative for a number of cooperatives, decided to
change its operation and take possession of the product, It did so brt was
unable to control the situation., The resulting loss left {t in such . poor
financial situation that A,1.D, support had to be terminated, Such losses
are much lesgs likely to occur when the product is transferred divectly from
gseller to buyer us in the CREDICOOP system,

Che policy pursued by CREDICOOP cnabies it to take full
advantage of its administrative and legal capabilities and to mininize {ts
need for facilities., CREDICOOP represents the cooperatives in negotiating
sales contracts; it also drafts the contracts and keeps :n constant com-
munication with market »rices and buyecrs, Cotton tor exanple, presents an
opportunity for CREDICOOP to negotiate a single export contract covering
the total production of the cooperatives and taking fuill advantage of price
bonuses for volume, In the case of sovbeans, the volatile market necen-
sitates clogsing sales on o dailly basts as the cooperatives tale delivery trom

their members. Since tarmers are reluctant to turn theiv crops an unless

their cooperatives y:ve then a tirm price, CREDICOOP's stratewy is to keep
the cooperatives n:io: :
venturing into price speculation,

wed on curcent, tim bids and te close sales without

Market one supplies such as cotton bavs are purchased 1o volume
and financed for the cooperatives, Qperating capitai tor the cooperatives'
marketing expenses, .aciuding personnel, storape lac:iities, and capital
advances to farmers as (rops are turned over, are for the most part financed
by CREDICOQP, Farmers receive a more timely settlement of their crop sales
via CREDICOOP's f:nanc:ing resources and via CREDICOOP'a management of the
glabal sales contracts,

As wuch as possible, 1nfluence 15 brought to bear on what is
grown by adjustments :n CREDICOOP's financing policy for marketing, For
example, the difficuit to market "CICA 4" rice is no longer being {inanced,
whereas buyers are lined up to hedge risks for recommended new crops such
as different corn varieties to improve wmarketability,
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CREDICOOP's field consultants an' management seminars give
detailed instruction to the cooperatives on piunning, implementing, and
controlling the member-to-cooperative and cooperative~to-buyer marketing
system. Operating capital, personnel, oupplico, and storage faocilities
are gtudicd and programmed to cach cooperative's volumo forccast per crop,
Potential crop handling problems cuch as humidity and incect infestation
are reviewed as well as weigh-in and classification control. The coopera-
tivee are instructed on accounting procecdurcs for their carketing system and
on the necessary documents for weceting govermnent export regulations,

e) Farm Implecments and Inputs

CREDICOOP purchases, finances, and distributes fanmm implements
and inputs, facilitated by cooperative planning and coordination, Members
submit orders to their cooperativas, vhich in turn submit the total uembership
raequegt to CREDICOOP, The global order i{s then negotiated, taking advantage
of volume and CREDICOOP's financial standing, Itcms purchased include:

1) Animal-drawvn implements, such ag Ho., 10 & 12 plows,
cultivators, planter-fertilizer spreaders, seceders, jab planters, and disk
and spilte harrowera,

2) Manual implements, such as sprayers, machetes, rakes,
and powerpawvs,

3) Powered i{mplements, such as tractors with planter-
fertilizer spreaders, grain harvesters, threshers, grain and forage choppers,
and tractor mounted sprayers,

4) Inputs _uch as inaecticides, fungicidea, fertilizers,
seed, herbicides, and bags for seed cotton and grain,

The financing follows the previously described CREDICOOP-to-
cooperative and cooperative-te-farmer neasber channel,

Based on the Init:ial Environmental Examination, a threshold
decision recommending a neqative determination wag approved on Auqust 285,
1977.
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B. Social Analysis

1, The Target Group

Becguse of the goal of the overall program of increasing the
productivity and incoze of small Paraguayan farwers, the grant project has and
will continue to have as its focus the small farmar and rural cooperatives.

As mentioncd in Section I1.B.8, (b) above, loans from cooperatives are inherently
unattractive to large scale farmears,

Rural target group identification in Paraguay must be wmade
within the vhole unicue, agrocconcmic context of the country. Paraguayan
agriculture is distinctive and atypical of agricultural practices clsewhere
in Latin America, Paraguayan agriculture is uncomr~on in that cost of irs
farming population has small holdings (under tuwenty hectares) upon which
extensive field crops are cultivated in an intensive nanner, i.e., with large
inputs of huunn and animal energy. Coru, cotton, ard soybeans are three of
the four principal crops grown throughout Paraguay (the other being wanioc),
and they are all field crops which normally yield highest profits when
cultivated in an extensive canner, leverthelesg, the 204,740 Paraguayan
farmers 1/, having access to an average of 9.33 hectares cach, persist in
using labor intensive techniques co wreest a weager lvelthood freom the

cultivation of the afore=entioned crops. Economic returns to cmoll farmers
in Paraguay remain low, generally below the $261 per coplta incema (1977
prices 2/) specified by A.1.D., because mzall farm productivicy is low, GOP

programs to upgrade the technological and capital gueacrating capabilities of
small farms weet with limffed success brcause the progromg are too swmall and
are geanerally poorly financed.

The typical Parecguaysa small farmer re=msins caught ir &
precarious ecconouic situation., The majoricy do not have full ovnership of
the land they farm. They are entirely at the mercy of the international
market, and the prices of their cash crops (principally soy, corn, ard cotton)
fluctuate tremendously because of rapidly changing supply end demand. 1In
many ways suwall farcers {n Paraguay resczble the madicval farcara of Heptern
Europe. That {o, most small farmers use (a) fixed-couldboard ploughs &nd
high-ridged open fields, (b; a ceaplex systen of crop rotation, and (c) oxen-
haulage, Family labor is the key to the effective interaction of these

1/ Data from 1976 Small Farmer Sector Survey
2/ Figure calculated to equate $150 in 1969 prices.
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various economic inputs. The small farmer must keep his farm harmoniously
balanced with proper inputs of cash outlay, labor, animal power, and other
factors in order to survive, For that reason the farmer remains in a8 high
rigk situation, unable to make adequate adjustments to ever-changing world
market conditions., That rigk is especially high for the particular crops
produced in Paraguay,

The risky situation in which Paraguayan farmers work cauges
them to remnin within the poor majority target group. The following criteria
summarize the principal characteristics used by USAID/Paraguay to distinguish
poor from nonpoor farm families in Paraguay: average annual income per
household (net-farm and off-farm income including on-farm consumption) of
less than $1,746 1/, low access to potable wvater, clectricity, and other
services, high infant mortality (figure is 84.2 deaths under 1 year per 1000
births for all of Paraguay, and estimated to be well over 100 for the rural
target groupj, high birth rate (over 40 per 1000), and limited access to
trangportation, Famm familien in the target group normally have access to
lesa than 20 hectares of land (vhether owned, rented, or othervisc vbtained),

The principal question addressed in this gsocial soundness
analysis is whether the CREDICOOP project ip indced reaching the rural target
group described above. To determine this, USAID undertook three stud{csa of
cooperative membership, to establish per capita income and other character-
istics of cooperative members, Two of the atudies gpenerated new data,
Statistical methodologies uged were relatively simpiec and strafghtforward,
as Tables 1 and 2 indicate., USAID made the selection of particular coopera-
tives and particular members for study on & purely arbitrary and/or random
basis, In oite study, USAID personnel reviewed 1,482 recent or current
CREDICCOP loan records for 13 different rural cooperatives; in che other,
USAID made ca in-depth study of the memberships of tuo ccoperatives, La
Barrerefia Ltda, and Itacurub{ iLtda, 2/ For the third study, USAID analyzed
recently generated data trom the 1976 Small rfarrer Survey., Those data are
summarized in Tables 3 and 4. Table 3 provides a profile of typiecai gmall
farmers in Eastern Paraguay who arec not cocperative members, Teble 4 compares
data collected about those who are cooperative membern, althouch not neceg-
sarily of CREDICOOP cooperatives, with data of nonmembers in the seme
geographic locales. It {s reasonable to a:sume that data collected for the
vhole ccoperative group are gencrally apolicable to CREDICOOP members
because the latter make up a substanti{al share of the country's total
cooperative membership,

1/ $291 per capita income times six persons per houschoid, The $291

figure is in 1977 prices, reflecting per capita income in 1969 prices
of $150.

2/ These two cooperatives are thought to be representative of cooperatives
in the minifundia zone of the country, a belt encompassing all but two
of the rural cooperatives (see map, Annex I1I). The other two have almost
exclusively colonist members, whose income characteristics are thought
generally to resemble farmers i{n the minifundia zone (see Section 1I1,A.).
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All three studies clearly indicate that CREDICOOP has suc-
ceeded in reaching the rural poor majority target group., Table 1 indicates
the per capita incomes of members in two cooperatives (based on analysis of
cooperative loan records for 1977):

TABLE 1
Cooperative La Barrerefia Ltda. Itacurubt Ltda,

Families surveyed 45 54
Persons per average femily 5.66 6.20
Unadjusted groas per capita income $141.79 §240,19
1/ Less: per capita farm cxpenses 21.26 36.02
Net per capita income gubtotal 126,53 204,17
2/ Plus: on-farm consumption 48,20 81,66
Total adjusted per capita net income $168.73 $285.83

1/ Net expenses are calculated on the same basis as uged in the Small Farmer

- Sector Asgegsment, that {s ac 15.227 of total farm gross income. The
percentage is low because Paraguayan tarmers make few technological or
cash inputs. ~family labor is not counted {n these statistics; if {t
were, per capita inceme would be even lowver,

2/ On-farm consumption is calculated on the game basis as ugsed in the Small
Farmer Sector Assessment, that s at 34,427 of total farm gross {ncome,

The data in Tabie 1 clearly dezonstrate that most of the sampled
members of the surveved cooperatives tall within the target group eligible for
A.1.D, assistance, Likewise, subjective assessoents of these sanmple members
confim that they have iittle or no access to utility services or good
transportation and that they ypencraliy cultivate only a swmall arount of land,
The average amount of land cultivated ror cash crops ‘according te loav
records) in the Iltacurub{ ceoperative i only 4,25 hectares and the average
amount cultivated in La Barverefa {s onilvy 3,94 hectares, Approximately four
of the 59 families 1n the two cooperatives do not wweet the target group
criteria and at least one of them "eraduated” out of the group aiter receaving
assistance from the cooperative system tor four vears, The date in Table 2
contirm that throuzhout the cooperative sveten the farmers acrved are small.,
0f 1,482 borrower farmers surveyed in 13 rural cooperatives, the averare
credit received for all uses combined (inputs, implementn, aaimsals, ete,) was
only $268. 0f the 12 cooperatives financing crop production, the average
amount of land on which cash crop production waz financed uvas only 2.6
hectares and 22.57 of the faruers owned none of the land they cultivated,

Tables 3 and 4, in addition to providing a useful profile of
the Paraguayan farmer by size strata, demonstrate that there are no significant
differences between member and nommember farm families {n such measurements as



STATISTICS ABOUT LOARS HMADE BY RURAL COOPERATIVES

TABLE 2

Randomly selected for 1976-77 cod 1977-78 crop years

Ho. of Average Value Avercge Fumber of
Hame of
Cooperative Loans of Size Borrowers Owning
Surveyed Loans Cultivated 1/ o land
Acahay Ltda, 32 $214 - 2/ 3
Carwafina Ltda, 211 607 6.9 27
Coronecl Bogado Ltda. 298 190 0.5 64
Juzn E, O'Leary Ltda, 15 44 2,2 0
Coronzl Oviedo Ltda, 91 195 2.0 6
La Barrercfia Ltda. 54 386 3.0 11
La Rogcfin Ltda. 100 183 2.8 20
Promoci6n Ltda. 92 238 2.5 11
San Juan Dautista Ltda, 125 191 3.9 48
Senteni Ltda, 109 136 1.4 46
San Pedro de Ycul-

Mandyyt Ltda, 24 410 2.5 3
Ypant Ltda. 30 211 3.2 26
Yuty Ltda, 301 239 1.7 69

TOTAL/AVLERAGE 1,482 $268 2.6 334

1/ Cultivations against which loanc borrowed.

2/ loan for implezcnts oaly, no acreage involved.

from final average.

These farmers are excluded

-0{7-
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TABLE 3

Non-Ceop Members

SMALL FARMER SURVEY, 1976 DATA

Profile of the Producer & Family, Per Stratal/

(Farmers in Eastern Paraguay with 50 ha. or less}

Size in hectares 0-4.9 hs. 5-9.0 hs. 10-20.9 hs. [21-50.9 hs.
Strata or Group No. 1 2 3 4
. 82,714 35,042 71,997 14,987
Total producers (%) (40.47) (12.12%) (35.17%) (7.32%)
Total fem. producers 19,032 3,370 4,622 1,043
Total male producers 63,682 31,072 67,375 13,944
Average age producers 44.91 v5.81 45.10 48.97
Aver. age fem. producers IR 5,67 51.70 60. 33
i
Aver. age nmale producers SRR ALLA Y H5 | PR
{ i
Aver. No. people per farn » Aond , P .70 ou. 80
" i !
Over 64 e Lol NS 1.un i 110
T3 ; ‘ -
No. of fem. 12-n. u N ; 1,79 1,08 R
——— ) ‘_..._ !
No. of male 12-n, ) NS | s 1,37 ! 'y
. i .
Children u‘ : : »
Less than 12 vrs, a R ‘ BRI 3.50 P2
Aver. No. yvars, schooling ! N ..
fem. preducersy 1. 44 : 1.95 2,47 2.22
Aver. No. years scnocoiing
. R Te Rt L ¢
male producers <. 99 SRRA SR 3.0¢
ing total produycers
Schooli g L produce N 69 2.72 2 96
. size fa in has. ‘-
Aver. size farm as 2 02 6.83 14.25 31,85
er. value of farm &
Av u 676 1,672 2,333. 5,100.

improvements  §

1/ 206,740 Total Producers




"TABLE 4

Small Farmer Survey - Eastern Paraguay 1975/76
Profile of Producers and their Families in 6

Districts with Cooperatives, *

Farm, Produrer and Farmly

Land S1ze Strata

vt e - ————

* Based on a rephcatxo 1 of the AID/CD"‘S Survey of 1972

la Cordillerc. Corunel Oviedo, Villarrica, Pto. Stroc_zvner

f e e e e

characteristics 0-4.9 ha. ’ 5<9.9 ha. j 10-20.9 ha. [ 21-50.9 ha
MINM MINM M ONM M NM
\ | ‘ r—
Total Producers Interviewed ‘ 18 17 l 27 ¢ 31 45 | 59 | 48 | 37
— — f - - 3 L DR B et
' Female Producers 1 3 ‘ 1 b3 j 4 , 1 ! 2 -
e e o et e e !, —- _i_MM-?M. - -_[,_,__“T,_,,_i .
Male Producers ! 17 14 i 26, 28 ¢ 41 _J! 586 46 ' 37
el . i [ o [ SO
o ! [ | ! ! T
Average Age Produccrs | 46 56 | 48 . 49 48 . 49 ; 46« 52
Avorape Af T I | P i L
ggggﬁgg;’;ge Female ‘ 50 | 66 | 65 . 54| 57 5400 61 -
TemTT T T | R i '""%“ '"‘l' T "r”'““ﬁ
Average Age Male Produccrq 16 53 i 17 48 47 49 45 52
T RENCRES bo 578 4097 5067 h.s5h 7.73 6.0
Average if of ;?E_opl_ol_f_arm (17) ( (27) (30; (431 - (5T) L18) (30
P | 2.00 TL00 0 1,40 100 150 L0020 1on
g overbt LR W B e e s
P2.19 0 2015 1,95 L4 Leb o 2,25 2031 1L
o Females 12-6+4 L Q6) (131 (220 25y (40) (3B) (de) (34
E c 2,100 2,00 LT 1,67 2,10 2.4l RO T B AR O
N Males 12-64 (10) 2y 2 (&) (300 (34} (3o 20
T . ‘ } L 3,00 3.00 3.04  3.29 313 331 3467 %21
S_. Sffldrf_n_‘fi“_‘w s an (23 wb 030 (#51 win)
Average Years Schooling . , , Y L
cH.B9 0 3,024 3,26 3,06 4,58 DA d.2 0 3, )
Producu~ . : . '
prhedied eSS —- S e e P
Average Years Schooling } . Ny e ' _
rcmalC }—)10(1\1((1" 3.00 . ;..UUI 0 3.31 '!.'}O ' ?.. OO I.T!O ‘ -
Average Years Sdmnlm 4 C ot : 3 503 38 s 4 oaa 4y ; L. ! g
Male Producer. TR B T O S
: A e e - e ;-
Average Size of Farm hts, 3.15 2.7056.73 6,33 14,47 14,480 32,53, 31, 54
~AZ‘:\./‘cra,gc Val\n of Fi-;;;).:;;r~ T - N v T
2471 23437 147,79 870001939 57
,IEEPI_'?,"““““VHQ A 211,280 124710 234370 1 767,020 10)/m1 3 ;{IJ 2527
Average Value of Farm and f e T T T
. 4 n55 ¢ 132 5877 ' 8329 14 862 20508
Improvements Q! 130.5) 1611* ° 13 ‘ 1795 ‘ 1132 -_),8?1. ‘532, :l., “LZ‘ 20,595
Average Distance from I}{(Er 0.23. O 05. 0,18 0.27 : 0. 06 ‘ 0,08 l 0.00 0.20
ie ! ! : i

—— 44— —————— o+

2, 173 in Loretto Ihcu'ub{ de

San José.

A sub-

sample of 297 farmers (145 meémbers and 152 non- mcmben)selccted from 1000 in

the AID/CPES survey. M s member N. M.

non member
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age of family head, number of family members, years of schooling, average
size of farm, and value vf farm, This indicates that CREDICOOP cooperatives
are indeed se ving typical small farm families, and thus can be accepted
as valid vehicles through which to establish a program of addressing
constraints which affect small farmers in general, Income data from the
Small Farmer Survey were not available at the time of this writing,

It should be pointed out that though the principal target
group is farm families, the rural cooperatives also contain some 3,696 non-
farmer members. These nonfammer members reflezt .the various occupations
existing in rural areas and in the market towns which serve them, They
consist of owners or workers in small industries (e.g., tanning hides,
carpentry, shoemaking), owners or workers in commercial eatablishments
(e.g., farm supply stores), rural teachers, minor civil servants, farm
laborers, and professionals. Many of these people also produce some crops.
A person may work in a store and also farm two or three hectares part time
with his family. A rural teacher may teach one shift and also tend ¢ small
plot of land with a garden and several dairy cows. (CREDICOOP normally counts
as ''farmers' only heads of households who devote full time to agriculture.)

A teacher working two shifts earns ¢14,000 ($107,28) a month. A
teacher working one shift earns half as much but is able to take anoth:r job,
Virtually all other nonfarmer members earn less than this, Regularly emp loyed
workers earn about $70 a mwonth, Farm workers earn less, Cooperative managers
have consistently told USAID personnel that the income of the princi{pal bread-
winner of nonfarm member families averages no greater than $12,000 a month,
Asguming that the ¢12,000 average monthly income is correct, that total
family income is one-third greater, and that there are 5 1/2 persons per
nonfam family, average yearly per capita income would be $267,50, below
the $291 target group limit,

To confim this, USAID surveyed 118 nonfarm member families at
La Barrerefia cooperative and 48 at Jtacurubi. These towns were believed to
be representative of the two ends of the {ncome spectrum, the town where La
Barrerefia is located (Eusebio Ayala) having some well developed agroindustry,
whereas the town where Itacurubi is located (Itacurubi de la Cordillera) has
a more primitive economy, The per capita {ncomes from the survey turned out
to be $242,48 and $171,90 respectively, These rural nonfarm members, who
receive benefits from their rural cooperatives in the form of both productive

and consumption type credit, can be considered secondary beneficiaries of
the project.

CREDICOOF also has 13 affilisted urban cooperatives with 5,536
members. The distinction between rural and urban cooperatives i{s not entirely
clearcut, since a number of urban cooperatives are located in small com-
munities and have members not unlike many of those in rural cooperatives, The
difference lies in that every rural cooperative gives agricultural loans, has
a field assistant, and is committed to serve directly the small farmer,

whereas the urban cooperatives normally do not give agricultural production
loans,
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The Small Farmer Development Program generally does not touch
the members of the urban cooperatives. A.1.D, loan funds are made available
only to the rural cooperatives, Crant funds are also restricted to CREDICOOP
activities which involve the rural cooperatives., HNevertheless, since these
members receive gome indirect benefits from the project (through general
A.1.D. support to CREDICOOP) and on occasion dircct benefits (such as the
fish project discussed below), they need mention ar a distant third group
of beneficiaries.

Seven of the urban cooperatives are in Asuncibn., Tvwo of these
are composed of professionals and onc of teachers. The other four are locaced
in working class necighborhoods, and most of their members fall into the income
range of the target group. Of the s5lx cooperatives located in the interior
of the country, two, with 509 members, are coxposed of teachers, vhose incomes
place them on the border of the target group depending on fozily clze and
other sources of inceme. The other four cooperatives have a vomberghip of
2,247 not unlike the ronfarmer members of the rural cooperatives. Three are
located in towns with fewer than 5,000 {nhabitants. Thetir cesbers are vorkers
in agroindustry, public caployees, teachers, smnll businesepeople, and the
like. The fourth is located in Pilar (population 12,500), Paraguay's textile
center, located 382 kilometers from Asuncién in the scuthwest corner of the
country, Mogst of the 1,663 wmeabers are low paid texntile vorkers, but wmombers
also include fishermen and gome faruers., A high proportion of the mimbers of
these four ccoperatives have income characteristic~s vhich would place them in
the target group, as do at least half of the total urban wucbership,

In summary, the primary target group, receiving the great
majority of the direct projecct benefits, fits alwost in its entirety into
the USAID-defined sector target group, vwhich conforms with A.1.D. target
group eligibility criteria, The secondary target group, receiving the rest
of the direct benefits, also fits alnost in fts entirety {nto the A, 1.D,
eligible group. The terciary group, receiving a small zoount of indirect
benefits, has perhaps a small majority of {to wmembership in the A.1.D.
eligible group.

2, Benefits to Target Group

By providing the necessary support to CREDICOOP until such time
ag self-generated income {s greater than operating costs, the project will
enable the following dircct benefits to reach the target group:

a. Credit. Small farmers generally deal vith informal lenders
who charge a rate ot interest averaging 52%., The true rate of interest from
the cooperatives, allowing for all commissions and cempensating balances,
averages approximately 24%, Cooperative wezbers can also borrov at thease
rates for other productive ventures or for perconal type expenscs,

b. Marketing Services. CREDICOOP's murketing program provides
direct benefits to the small farmer, Approximately six percent higher prices
can be obtained when crops are marketed in volume, Furthermore, CREDICOOP
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can obtain an additional one percent as quality bonuses for products of
assured quality. 1In additiom, exported products marketed through CREDICOOP
can take advantage of the GOP's export tax exemption., The minimum tax
excmption is five percent,

c. Technical Assistance. The MinAg's extension service has
limited coverage of small farmers throughout Paraguay, and it is unlikely
that such assistance would reach any given small farmer., Cooperative
members, however, because of agreements between CREDICOOP and the MinAg, are
covered by the extension seivices. In addition, each farmer is visited
regularly by the field assistint of his cooperative. When technology being
{ntroduced involves use of pieces of equipment (e.g8., sprayers) not generally
available in the area, the cooperative provides such equipment on credit and
at an attractive price.

d. Savings. There is no method at present in the Paraguayan
countryside to capture savings and put them to work. The CREDICOOP system,
in addition to capturing savings through share capital, haa begun to offer
{nterest bearing savings accounts at approximately half the rural cooperatives.
Theae pay rates of interest as high as those available in Asuncitn (about E-
9%). CREDICOOP has begun to apply a monetary readjustment factor to both
savings and credit, which vill partially protect both the member's savings
and his capital invested in the cooperative in case inflation becomen a
major concern in Paraguay.

e. Other Income Producing Opportunities. CREDICOOP makes a
special effort to assist the neediest cooperative members to increase their
{ncomes through i{mprovement of the conditions under which they earn their
livelihoods. For example, several poor farmer families in one cooperative
earn part of their income through the production of ponchos and shavls. In
the past, the families sold their summer production to middlemen at only
one-half the normal winter price. CREDICOOP has found that it can cover its
marketing expenses paying the higher vinter price year around, It sells the
ponchos and shawls Co stores and through other cooperatives, vhose members
benefit because they pay less than normal retail prices,

Another example involves the urban cooperative in Pilar,
where there are 18 small fisherman nembers. These people had no freezing
facilities and therefore were at a bargaining disadvantage, Fish were
shipped unfrozen to Asuncibn vith the risk of total loss due to road closure
or high temperatures. To solve the problem, the cooporative, with CREDICOOP
technical assiatance, financed, and the fishermen built, a freezer facilicty
which can freeze 1,500 kilos of fish and can store the fish during periods
when the road is closed, CREDICOOF sells the fish to restaurants, ruper-
markets, and other buyers. Special {nsulated bags are used to ship the fish,
{n contrast to open burlap bags used by other shippers, During the first
three months of this activity, 13,480 kilos of fish were marketed for 515,460,
The fishermen receive more for the fish, CREDICOOP receives enough to pay for
its marketing expenses, and the cooperative receives enough to amortize the
cost of the freezer.
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f. Attacking Other Constraints, CREDICOOP, as part of its
commitment to serving the small farmer, is actively seeking ways to solve
the various constraints which impede the farmers' production and earnings.
For example, in addition to lack of production credit, mzrketing services,
and technical assistance, land is a traditional conatraint to production,
Lend in Paraguay is plentiful compared with most countries and therc is
little difficulty in one's obtaining access to some. But land with clear
title is a different matter, It is estimated that less than half of Para-
guay's small farmers have clear title to their land., The rest rent, share-
crop, are squatters, have provisional titles to colony land, or have some
gimilar arrangement, This is an obvious corstraint to development as there
is no incentive to make permanent improvements on unowmed land. CREDICOOP
is almost ready to launch a pilot progrum to finance land with clear title
for the smallest farmers.

Another example of a way in uhich CREDICOOP is serving
its small farmer clients is the family cow project., Some of the smallest
farm fomilies have no cow. VWhen they dn, the cow is usually of poor breed
and in poor condition. There is also a demend for a family cow zmoag poor
townspergons. Under the project, a family gets a loan for an {wproved breed
of cow and gets technical advice and services of an improved bull or of
artificial ingemination, The family can pay oft the loan with the sale of
the calves and has the benetit of a regular, low-cost supnly of milk, The
project is in its pilot phase and 40 families 'n two cooperatives are
participating.

g. Job Opportunitics. CREDICOOP and the cooperatives ¢mploy
over 100 people full-time., 1In the rural cooperatives there arve always at
least three employees: a manager, & secretary, and a field assistant, 1In
almost all cases these are local people,  They receive consfderable training
from CREDICOOP, In addition, they pain local preastive and, through the press,
national recognition. Also, eaployees at CREDICOOY are usually drawvn {row
the cooperative movement,

h, Hduecatien and Experrence,  Being a2 wmombevr of a cooperative
provides a number of intangibie benefits for the tarpet proup member,  Through
CREDICOOP's cducation program he learns the theory of ccoperativism, By
being active in the coeoperative he becemes exposed, perhaps for the first
time, to the princ:iples of accounting and administration, He {2 able to be
a direct participant in & number of important decis:ons which directly affect
him. Through various ol his coeperative's activitics, he learns the value of
coordinating and cooperating with others, By borrowing and saving in his
cooperative, hce learns how to use wvoney responaibly. In short, he becomes
much better equipped to participate in his developing society,

Experience demonstrates that the project fits within the
sociocultural context of Paraguecy. The use of ccoperatives as & developmental
institution coincides with local values and beliefs., Fifty years of suc-
cessful experience of the Mennonite cooperatives in Paraguay and the strong
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cooperative movement in Argentina have given Paraguayans a favorable attitude
toward cooperatives., A number of cooperatives including credit unions
existed in Paraguay before the initiation of the A,1.D, project, making the
formation of CREDICOOP considerably easier than might otherwise have been

the case, Most of CREDICCOY's5 rural cooperatives have had to adopt z policy
of limiting growth, generally promoting new members only in defined areas,
which spread in a controlled fachion cach year.

Because CREDICOOP is competing with and replacing woney
lenders and buyers of agricultural products, one might expect a negative
reaction to the project from those who experience or fear displacement, This
has not happened. Most money lenders in rural Paraguay are small businessmen
who usually have about 607 of their capitael in =zmall farmer agricultural loans
and the remeinder in their stores as inventory and credit, These businessmen
appear to welcome CREDICOOP': entry inte agricultural production credit
because their capital is free for investment in the operation of their stores,
where it yields a higher return., As for buyers of agricultural producte,
agricultural production in Paraguay is increasing at a rate sufficient to
p.ovide sdequate business for all, including CREDICOOY, Buyers still have as
much business as their varchouses and capital can handle.

The patron/peon relationstiip observed in other countries

exists in Paraguav, The coopervative and 1ts managenent, penerally consisting
of townspeople, become the smail varmer's patrén, replacing voney lenders and
buyers of agcicultural vroducts.  The difterences are that the new patron

provides him scrvices wivich othervige would be bevond his reach, the rela-

tionship with his new patron Jdoes not involve conucious exploitat:on, and he
is able to participate in decisions pertinent to him,  VYith the opening of a
dialogue between townupersons and fammers through the cooperative, each beping
to have a greater understanding ot the others' sitaal:on, probiens, and
potentialsa, Based on CREDICOOP's experience and the evaluations conducted to
date, these interactions and chanyges n relationships appear o be procecding
in a pos:tive way w:th no regative socieculturai etiects

There has been coustderable covperation Yetvyecn the urban
and the rural cooperatives, UPrban cooperative manacers have visited rural

cooperatives to provide administrative asnistance,  Two urbon cooperative
members are prov.ding theiv saail dad tracninar center for the

family cow project. An urban coopriarive with excess lisusdity ient CREDICOOYP
87,700 to be u ed specitically fov 11l tarmer crops, The face
that CREDICCOT has urban cooverative attsi.ates helps to level out its program
over the vear,

rewite, bthe racl that ruvral ceoperatives have nonfarmer
members helps to maintain a permanent cxistence and to beep them functioning
during slack per:ods in agriculture.

The project hes had o noticeable positive impact on the role
of women in gevelopment in Paraguay, with women assuming peositions of leader-
ship heretofore rarely achieved. Two of AREDICOOP's five directors and buih
of its alternate directors are women. The president of CREDICOOP is a woman
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who originally joined a rural credit cooperative when she was a school

teacher in a small town., She remained active in the cooperative movement

even after being elected a senator and moving to Asuncién. Six of CREDICOOP' s
full-time gstaff of 24 are women, including a top professionnl who is one of
the field workers (rcoponzible for nine cooperatives) as well aa being in
charge of CREDICOOP's insurance program. At the cooperative level, nine co-
operatives are or have been managed by women, and wonen are or have been
presidents of eight.

A final social benefit of the project is the spread effect
to nonmembers. That farmers learn from other farmers is noted in the Small
Farmer Subsector Assessment and has been demonstrated by USAID's Rural Non-
formal Education Project, Spread effects should occur not only in the
introduction of improved technology, but in the establishment of groups as
a vehicle to solve community problems.

In summary, the project provides substantial direct
beanefits to the target group., Given the outputs of the project to date and
those projected for the future, it can be stated that the project directly
and predominately bencfits the target group, vhich {tself consists of the
most needy in the interior of the country vherce the poorest Paraguayans live.

C. Financial Analysis and Plan

1. Financial Analysils of CREDICOOP

The fundamental objective of this financial analysis is to sub-
stantiate the projection that CREDICOOP will nced no financial assistance
after mid-1981. CREDICOOP's net operating profit/loss over the years is
projected as follows:

(USSQ0M)
Revenues Expenses Operating Profit
Actual CY 1974 4,7 101.2 (96.5)
Actual Y 1975 15.6 109.5 (93.9)
Actual CY 1976 22,2 148.1 (125.9)
Actual PY ending 6/30/77 1/ 74,9 179.0 (104, 1)
Projected PY ending 6/30/78 PRIV 212.3 (70.3)
Projected PY ending 6/30/79 205.7 252.0 (46.3)
Projected PY ending 0/30/80 294, 1 105.9 {11.8)
Projected PY ending 6/30/81 170, 4 329.8 40.6

1/ CREDICOOP has begun to make its financial piojections on a July to June
project year (PY) basis to correspond more accurately wich *the Faraguayan
crop year. It is considering switching formally te the r~- Hasis this
year,
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Table 5 gives & breakdown of CREDICOOP's budget by category
on an actual basis from January 1974 through June 1977 and on a projected
basis through June 1981,

The following subections discuss various elements which bear
on CREDICOOP's changing financial status over timz., The discussion also
covers these same clements for individual cooperatives which must become
financially strong for the proiect to succeed,

a. Interest Rates

CREDICOOP charges member cooperatives an annual interest
rate of 10% and a commission of one-half of one percent. CREDICCOP through
the life of this project will pay interest of two percent ard a commission
of one percent on the $3 million A.1.D. lcan funds, The spread, 7 1/2
percent, constitules tihe main source of CREDICOOD's income, This spread
should be producing sufficient revenues by 1981 to cover opevating costs,

Each member cooperative charges a stated annual rate of
interest, The stated rate differs from coopurative to cooperative, varying
from a low of 14 to a high of 187, (The effective annual rate of interest,
taking into account share capital needed to obtain the loan, average about
247..) The cooperatives receiving A.:.D. loan funds at the 10 1/2% annual
cost mentioned above are left with spreads varying from 3 1/2 to 7 1/2L.
CREDICOOP encourages each cooperative to charge an interest rate that is
adequate to produce sufiicient funds to pay cperating expenses and to build
up reserves compatible with {ts lending volume,

b, Delinquency Policy

CREDICOOP lends to member cooperatives which have an ac-
ceptable collection record. This generally means that a cooperative must
be collecting 907 of its loans. This rate is computed by dividing the
total value of lcans with delinncuent payments by the valuce of the total
loans made during a crop cycle, which provides an approximate recuperation
rate, Loans which are delinquent for proven, lepitimate reasons receive
special consideration when a cooperative's collection vecord is being
evaluated.

CREDICOO? uses two other ratics to evaluate the status of
its loan portfolio: the standard U,S. delinquency rate and a recuperation
rate, The standard rate (total value of loans with delinquent payoents
divided by total loans outstanding) is used with caution, taking into
consideration that its applicability i3 limited by the normal cyclical
fluctuations in agricultural lending. The recuperation rate (ratio of loan
payments received to loan payments due) has proven to be a useful tool when
applied to specific crop cycies., CREDICOOP's rvecuperation ratic reported
in June 1977 showed that 997 of the payments due had been paid., This is an
indicator of the eifective, pragmatic collection policy CREDICOOP has developed,



TABLE 5

CREDICOOP ACTUAL AND PROJECTED INCOME:

31 DEC 74-30 JUNE 1981

_ (USS)
ACTUAL 12 Mos. _ ACTUAL vs. PROJECTED ESTIMATED 12 Mos.
REVENUES GENERATED Dec Dec Dec E June June June June June
1974 1975 1976 i 1977 1978 1979 1980 1981
i
Annual Dues 3,949 4,456 5,038! 7,919 7,000 |} 12,728 15,277 18,424 | 22,407
Audit and Education Services 728 2,359 3,641 3,906 4,400 5,000 5,600 6,200 6,800
Interest from Loans - 2,910 5,150 41,009 43,750 1j121,950 179,007 262,766 | 341,233
Interest on Deposits - 5,884 8,392 55,2337 3,240 2,299 5,807 6,717 (2)
Other Income 16,799(l
Total 4,677 15,609 22,221 74,866 58,390 {141,977 205,691 294,107 | 370,440
OPERATING EXPENSES
|
| 1 .
interest Expense (AID) - - - 8,302¢3) 5. 000 | 43,950 63,000 - 90,000 | 90,000
|
Interest Expense (Other) - 1,784 u,gguh 13,705 4,190 - @ - - 22,865
1l
Bad Debts - - - - 000 | 14,650 20,000 30,000- | 35,300
fi
L
Personnel/Operating Costs .(») 101,225 107,739 143,114l 157,024 | 154,700 {153,670 169,037 185,94l |204,535
]
Total Operating Expenses 101,225 109,523 lUS,lOSﬁ 179,031 168,850 {212,270 252,037 305,941 | 329,835
il
Profit and Loss (96,548) (93,914) (125,887} (104,165) | (110,500) jl (70,293)  (46,346) (11,834) | 40,605
g ! Period of A.I.D. Funding

NHote Projections change to project vexr bacis hecause CREDICCOP plans
roflect the agricultural cycle,

(1) $16,799 is for interest charges on accounts recoivable

(2} No interest on deposits because all funds are used as loans,

(3) Interest may be subject to furcther reducticn per procedure outlined
See Annex VI for assumptions derlying the financial projecztions.

(4) Use of AID lcan as now permittad will elinminate any signifi

(5) 7o includes $15,000 for special education progran.

to change from calendar year to better

by Marino J.

s and is considered to be a nonrecurring revenue.

Marin, Controller's Office.

cant interest payment to others.
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The first cooperatives organized were encouraged to lend
members ten times the total value of share capital deposits. The lender,
the NDB, which was under pressure to channel mcre funds to small farmers,
supplied the cooperatives with about as much credit as they wanted, The net
result was a serious delinquency problem in practicully every one of these
cooperatives,

To complicate matters, these new cooperatives wvere not
even aware of their delinquency problems., The measure of delinquency taught
to their managers, value of paymcnts overdue divided by value of total loans
made, hid the magnitude of the problem. It did not take into account at an
early moment that the entire loan, not just the payment due, could end up
being delinquent. The magnitude of the delinquency was uncovered by the new
credit advisor who arrived in 1974, The suspected root cause of the problem
was the excessive leverage recommended in the original Credit Unions Project
design,

The cooperatives, encouraged by CREDICOOP, have put
increasing emphasis on collecting loans, 1In 1974 CREDICOOP introduced the
following measures: (1) no member cooperative can receive production loans
greater than three times its share capital; (2) delinquency calculation must
take into account the total loan, not just the portion that is in arrcars;
(3) legal collection procedures will be enforced, using lawyers cortracted
through CREDICOOP; (&) a simpliiied delinquency report format will be used,
to stimulate the recording and reporting of delinquent accounts to CREDICOOP
and (5) coordination between the National Development Bank and CREDICOOP will
take place to improve the quality of loans being made. 1In late 1975, market-
ing also became a key instrument in loan collections. These measures, while
not eliminating all of the delinquency problems incurred prior to 1974, have
shown positive results, O0f the 13 cooperatives cut off from credit in 1974
when the delinquency problem was uncovered, seven have resumed normal horrow-
ing operations. No new cooperatives have fallen into a delinquency situation
warranting a cut off,

¢. Bad Debt PYoliicies

CREDICOOY, at the end of each fiscal year, allocates an
amount equal to 17 of the highest monthly loan balance recorded during the
year into a special reserve for bad debts. At present this reserve {und
has some $140,000, or somewhat over eight percent of lending velume. With
the rapid growth in lending volume expected over the next two years as the
A.1.D. loan disburses, the reser e, though continualiy growing in absolute
amounts, will diminish in percent of lending levels before it begina to
grow again, In order to build the reserve up toward an ideal level of 207
(which is the Level the U,S, credit unjon system generally maintaing when
there is no share insurance), two measures will be undertaken. First,
CREDICOOr, which has at past annual meetings recommended to its members that
no dividends be paid, will continue to make this recommendation as long as
A.I1.D. budget support funds are being received under this project, Secondly,
USAID has agreced that should CREDICOOP do better in its current acccunt than
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the projections anticipate, A,I.D. will still pay to CREDICOOP the agreed
upon amounts of budget support from this project over each of the next three
years. The differences between revenues, including the grant funds, and
expenses would be used to build up the bad debt reserve. 1In order to
protect A.1.D. donated money from being used as dividends, the Board of
Directors of CREDICOOP will covenant in the project agreement not to reduce
the bad debt reserve below the level existing at the end of this project

for any reason other than actual charges for bad loans until the outstanding
balance of the A.I.D. loan is equal to the reserve,

The cooperatives, like CREDICCOP, also build up reserves to
cover losses by allocating one percent of the highest monthly loan balance to
bad debts reserves. 1/ Another measure to prepare cooperatives to pay
potential losses is CREDICOOP's recommendation that bad loans be written-off
quicker., The quicker write-off has the effect of retaining some funds that
ctherwise would be paid out in dividends,

d. Term of Loans

CREDICCOP is aware of the problems that can result from
making long and medium term loans with short term capital, (This problem
does exist in a few cooperatives that use short ter: bank loans to make longer
term loans to their members.) CREDICOOP's technical assistance to {ts member
cooperatives, including consultants, accounting advisors, insurance advisors,
and auditors, is designed to educate cooperative management regarding this
potential problem,

e, Inflation

CREDICOOP' s projection of revenues and expennes shown above
was made in 1976 during a period of relative price stability, The official
index of consumption prices rose by 6.47 during 1975 and 4,57 during 1976,
This same index rose by 6.67 during the first half of 1977, equivalent to an
annual vate ot 13,07, The principal cause was an unprecedented 374 expansion
in the money suppiy during the {irst six cmonths of the year, caused by a
large balance of payments surplus,

taraguay has been remarkably successful {n combatting
inflation, and was successful in controlling the impact of worldwide inflation
resulting from the petroleun crisis., In the past 12 years, only two years had
double digit inflation (1973 at 12.8% and 1974 at 25.2%). FEight of the years
had inflation of 5.0% or below. Consequently there is good reason co believe
that the Central Bank will take timely measures to check inflation should
the rate of the first half of 1977 continue. Indeed, in .July the monecy
supply showed a small decline, and the cost of living declined 1.2% in the
two wo..~hs of July and August,

1/ 1t should be noted that Paraguayan law does not contemplate bad debt
reserves for cooperatives. This concept was introduced by CREDICOOP,
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To protect the real value of its own and its members'
capital from inflation, CREDICOOP recently adopted a limited monetary
correction feature to be applied to loans, share capital, and savings.
CREDICOOP uses the formula of the local Savings and Loan System, to calculate
adjustments and will increase outstanding loans by one, three, and eight
percent respectively when the index moves up by five, 10, and 15 percent.

The increased revenue is to be allocated to CREDICOOP's various elements of
capital,

As to CREDICOOP's current account, the projections allow
for a compound rate of increase of 7.6% per year to allou for inflation and
a limited growth in staff., 1If inflation should bring about a greater increase
in costs, CREDICOOP would have to find a way to raise income to avoid incurring
larger deficits than projected. The management of CREDICOOP has assured USAID
that it would recommend that its Board take necessary measures to increase
income, including raising the rate of interest, if necessary to prevent
annual deficits from being larger than those projected,

{. Marketing Income

CREDICOOP performs the following services in marketing the
crops of members of afffliated cooperatives:

(1) Administration: CREDICOOP negotiates sales contracts,
collects funds due the cooperatives, and makes logistical arranpements,

(*Y Credit:  CREDICOOP advances funds to cooperatives for
crops being purchased ifrom members. In some cases CREDICOOY assumes accounts
receivable from export {irms,

(3)  Baps: CREDICOOI purchases bags in quantity and sells
them to cooperatives at low prices,

(4) Technical Assistance; CREDICOOD prevides advice to
cooperatives on storage, testing, drying, and furigating,

CREDICOOY covers the cost of these services by charging a
fee on the quantity of crops sold. Though the tfee is low cnough to enable the
farmers to get a higher monetary return for their crops than by marketing
through other channels, it is high enough te more than cover costs. CREDICOOT
uses marketing revenuecs in excess of costs to purchase facilities and equip-
ment required to mpintsrin adequately and expand {te mavketing services to
small farmers. Thesc investments are anticipated te total $335,000 f{rom
June, 1977, through June, 1930, To date projections of marketing volume
" have been achieved (51,2 million in the year ending june, 1977), Volume is
expected to reach 57,0 million during the year ending Juune, 1981.



g. Other Income

Some 847 of CREDICOOP's other precjected income is interest
income generated from relending the $3 million A,I.D., loan and its own capital
funds, (Other funds lent under the Small Farmer Development Progrem go from
the NDB directly to the cooperatives, Though CREDICOOP is instrumental in
arcanging such credit and in determining vwhich cooperatives should or should
not receive credit, it receives no return from these loans,) Much of
CREDICOOP's income, therefore, depends on the timely disbursement of the
A,.I1.D, loan, The income projections are based on a conservative estimate of
disbursements, with the final disbursement in Deccember, 1980, Actual disburse-
ments have occured faster than contemplated, and it seems likely that the loan
will be disbursed on or before schedule without compromising sound lending
practices,

h. Operating Expens:zs

CREDICOOP's operating expenses, other than interest expenses,
have been projected as rising 10% per year on a noncompounded basis, or 7.6%
on a compounded basis. As discussed earlier, this is considered adequate to
compensate for inflation and the modest expansion of staff contemplated,
CREDICOOP is aware of the options required should it fail to keep expenses as
projected: increase ifts effective interest rates, reduce its services, decapi-
talize itself, or a combination of the above. USAID concliudes, however, that
with the support from this project, CREDICOOP should be able by 1981 to gener-
ate income In excess of its costs.

i, Member Cooperatives

As of this writing, income and expense figures for 25 of the

26 rural cooperatives are available for the year ending June 30, 1977 (or in
some cases, the latest fiscal yecar ending on an earlier date). These cooper-
atives had operating income of $256,310 and operating expenses of $239,135,
Projected amounts had been 5189,710 and $261,811 respectively, Though the
actual results show a pain instead of a projected loss, it should be noted
that certain member cooperatives did not include expected write offs on old
bad loans, which will have to be absorbed sooncr cor later, Had those been
taken this year as expected, results would have been closer to projected fig-
ures, i.e., less favorable,

The operating cxpenses of the rural nmember cooperatives have
been projected as rising five percent per year on a noncompounded basis, This
projected increase in operating cxpenses i{s considered reasonable because,
unlike CREDICOOP, the rural member cooperatives have approximately 400 unpaid
volunteers who organize and direct cooperative activities., I1f inflation
becomes o major factor, the cooperatives will have to incrcase interest rates
and implement the monetary readjustment policy of CREDICOOP.

The capacity to generate revenues greater than expenses, a
prerequisite for a successful cooperative, is mainly a function of the amount
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of share capital the cooperative can secure, the cooperative's lending volume,
and the interest rate it charges. In general, the cooperatives are securing
more share capital, lending more money and charging an average rate of interest
one point higher than projected, Therefore, CREDICOOP is confident that the
rural member cooperatives can write off the bad loans remaining from the pre-
1974 period (sec Subsection b, above) and still generate a profit of $55,500
by June, 1980.

A case history of a successful cooperative is presented in
the chart on the next page. This cooperative is considered typical of the 20
healthy cooperatives borrowing ftunds from CREDICOOP. (The other six are still
suffering from serious delinquency from the pre-1974 period, CREDICOGP is
working with them on colliection and other reforms, but {s not and will not
lend to them for crop production until they show sustained progress in col-
lecting delinquent loan payments, Sceven cooperatives have already graduated
from the "problem" to the "healthy” category,)

2. Project Financial Plan

The tota: financing estimated to carry out the project {s shown
in the following table:

summary Cost Estimate and Financial Plan

(U5$000)
A,1.D. CREDICOOP Total
Fx. le, Total lc.

Contracting Services 246 - 246 25 271
Marketing Fac:litices & Equip., 5C 85 135 194 329
CREDICOOP Operating Exp. - N I T Tah
Training 26 26 52 25 77
Contingency 2 a Lov - £
Total 1l 282 625 YIS .y ey

A.1.D, financing on an accrued expenditure basis by project year {5 as fol
broken into foreipn exchange and local currency financing. (The fipures di
from those of the facesheet, which {5 on an obligation basts by A T.D. fH
year,)

¥Y 1978 Y1274 PY 1980
Fx. le. Fx, e, Fx. <.

Contracting Services 56 - 135 - 55 -
Marketing Facilities & Equip. 35 50 15 35 - -
CREICOOP Operating Exp. - TG - 46 - 12



CREDIT UNION BREAKEVEN CASE HISTORY

San Juan Bautista Ltda. (US$)

Yr. Number Total Ag Share Total Loans Market Market, Total Finan, Vehicles Profit
Ended Members Loans Loans Capital Income Income Income Expen. Salaries Cost Rent for Field Asst. or loss
$ $ $ $ $ $ * 3§ $ $ $ $ $
5/73 87 - - 1,000 127 - - - - - - - -
74 130 6,05¢ 4,135 3,905 508 175 - - 302 79 32 124 (159)
75 220 42,532 36,968 14,190 1,516 1,516 - - 1,524 714 79 171 (1,968)
76 257 52,103 31,500 26,270 9,031 6,341 1,857 1,056 1,254 2,412 111 219 1,753
77 363 108,444 74,174 45,556 18,683 10,183 8,500 5,365 1,29 4,397 174 290 5,913

All income in excess of expenses for marketing was returned to the ‘small farmer
mcmbers, A facilities program as explained in this PP will use about one half
of such funds generated until needs are met, This should produce a stronger,
longer term benefit to members,
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Training 11 11 8 7 7 8
Contingency 7 a8 11 _14 3 11

e

Total 109 149 169 102 65 31

1otal by Year 258 271 96

The direct contribution of CREDICOOP and the cooperatives to the Project is
as follows, by project year on an accrued expenditure basis (in USS$000).

PY 78 PY 79 Y 80

Contracting Services 10 10 5
Marketing Facilities & Equip. 40 58 96
CREDICOO? Operating Exp. 132 196 289
Training 8 8 9

Total 190 272 399

As indicated in Section 1I.B.S5. above, the counterpart is that share of the
entire locally financed cost of §5,537,000 of the Small Farmer Development
Program used to support directly the preject activities. This counterpart is
$861,000, or ©7%% of the cost of the project inputs,

The followving subsections detail rhe {our categories ot inputs
to be funded:

a., Contracting Services =  5226,000 in A 1.D, funds is to extend
the services of two spectalists frem the Credit Unfon Naticnal Asscciation
(CUNA) who are currently advising CRIDICOOP. One special:st concentrates on
advising CREDICOOP on over-all finarcial and policy issues; the other works
more directly with the rural ceooperatives and wvith programs related to them.
Both are financed under FY 1977 obligations through Yavch, 16978, The 5226,000
will enable one to be financed through June, 1979, and the other threugh
December, 197%. The other 2o

,U00 s AL TLDL funds will otinance outside
consultants to pertform an end ©f project evaluation, .t deemed of value at
that time, The 25,0060 of counterpart 1 the estimated amount of CREDICOOP's
operating funds used to support the consulting services,

b, Mavhetinge Yaciiities and Heuipment - S56,000 {n ALT.D, for-
eign exchange runds will be used to murchase grain and other zrop drying and
handling cauipment. They will be piaced at ragional collection points to

serve small farmer cooperative members,  This equipment will be owned and

managed by CREDICOO:, iHighty-five thousand doliars in A 7.0, local currency

.«

funds will be used to finance crep storage facilities for rural cooperatives
e

to provide services to small scale famers, The funds will be lent by
CREDICOOP to its nember cooperatives frem a permanent votating fund that will

be used continually to improve and expand the marketing facilities of present
and future rural cooperatives. Twenty-{ive thousand dollars in counterpart
funds will be provided by member cooperatives, 1t will be used to purchase
equipment for transporting and handling crops. The remaining $169,000 of
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counterpart will come from CREDICOOP's marketing operations. It will be used
to develop the regional collection centers, including structures for the
temporary storage of crops ard equipment to handle creps. In accordance with
its policies discussed earlier, CREDICOOP will not normally take title to the
crops stored, which will remain in the nzme of the cooperative or purchaser
under a lease arrangement, (See Annex VII for Marketing Budget.)

c, CREDICOOP Operating Expenses - $128,000 in A.I,D. local
currency funds will be used to provide budget support to CREDICOOP. A.I.D,
funds, in effect, will cover the estimated operating deficits over the three
project years. The following schedule delineates A,1.D. and CREDICOOP's
estimated share of the operating e.apenses, Counterpart is calculated as
CREDICOOP's share of its expenses over those three years.

CREDICOOP's Operating Expenses

(US$000)
PY 78 PY 79 PY 80 7Y 81
A.1.D. Financed 7 a5 12 0
CREDICOOP - regular expenses 1/ 1 L 24y 330
- contracting services 2/ 10 10 5 0
Total 21 2o LT 13

1/ Includes training cxpenses but excludes contracting
services,

2/ Estimated amount of CREDICOOP's direct support of
consulting scrvices,

d. Traaming*- 526,000 in ALLUD, feredpn exchange funds will be
used for out o1 country parti p’at training as recuived by CREDICONYT and
member cooperatives., Twenty six thousand dollars in A 1.D. lecal currency

funds will be used teo finance a CREDICOOP program for training the dircctors
and staff of member rural cooperatives. As counterpart, the cooperatives
will be spending approxamately 525 cue in actual and in-kind expenses for
training, particuiarly for training new mezmbers and for attending courses
(excluding what it pays in cash to CREDICOOP, to avoid double counting),
CREDICOOP' s LOﬂLrlbUrlﬂﬂ to Lh\ trnxnxn“ progran fs included in its overall
operating cxpenses, oo AL SUD ot Tranan Hudjgend

D. fFconomic Analvysizo

There arc three important cconcmic issues concerning this project:
1) that CREDICOOP become a strong institution no longer dependent on grant
assistance by Junce 30, 1981;
2) that CREDICOOP assistance be provided on 3 cost cffective basis; and

* CREDICOOP's training plan 1s avariable in USAID/Paraguay and LA/DK's files.
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3) that the operations of CREDICOOP serve significantly to increase the
income, output, and employment of small farm members.

The first issue was already addressed in the Financial Analysis
Section. As to cost effectiveness, one must examine separately each of the
major activities of CREDICOOP - credit, marketing, and technical assistance,
each degigned to address a major constraint to small farmer development in
Paraguay.

Cooperative loans cost the farmer borrower 247 per annum on the
average (in interest, commissions, and compensating balances), while the cost
of borrowing from a commercial dealer or from private sources is approximately
52% per annum; and the supply of such credit is limited, Commercial bank
credit is rarely available to small famers at any price, The NDB committee
program provides loans at a lower annual cost (147 plus some additional fees),
but such credit is subsidized by the government and serves only about 1,000
small farmevrs. Those charges are lower primarily because HDB deoes not
require a cowmpensating balance as CREDICCOP does, so the relative cost ef-
fectiveness of the two institutions 1y ditficult to compare. CAH als
charges less than CREDICOOP, but since CAH {5 heavily subsidized by tne
government, the cost elfcctiveness ot the programs are not comparable. USAID
believes that realistic, nonsubsidized rates ave a wust tor o successful long-
term program reaching signiticant numbers ol small rarmers,

Morcover, CRIDICONOP's reqniring compensating balances to obtain
loans has resulred in an appreciable rnerease in gmatl tamser savings in the
form of share capital, fural savings in CREDICOOP amounted to S820,000 in
June 1977, and CREDICOGY estimates that they will alwost double by 1981,
There are fow bank offices n the countrvside where farmers can maintain
savings deposits, nor would the existence of such branches automatically
result fn small tamers' savings accounts,  No credit institution other than
CREDICCOY has o swatem to stizulate tarmer savings,  Consequently USALD
believes that CREDICOeY 1o developing an wmportant capital market with its
progran to stimuiale taral savings,

Lack o technical anusratance a another tajor constraint CREDICOOP
is addressing.  SEAC has some DU {am oentension advisors te serve an esti-
mated 189,500 smali ramwerse, or ene for every 1,606 farmers, & very low ratio,
CREDICOOP has 76 para-technical s, the field assistants, for fts 26
rural cooperatives and appresimateiy & 500 farmers; this constitutes one

advisor for every 17 farmevs,  CHEDICOOD also usces SHAC extension apents
in certain group activities,  Thas the technical assistance provided with
loans by CREDICOCY appears to be greater than that generally available to
other farmers.

Finally, nmarketing is considered to be a constraint for small fammers,
As is shown below, faimers obtain 9.57 more for products they market through
CREDICOOP. Furthermore, famers pay 187 less for supplies imported through
CREDICOOP. Thus from the viewpoint of the cooperative member, CREDICOOP g
highly cost effective with respect to its marketing activities,
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The third economic issue is whether the operations of CREDICOOP
serve significantly to increase the income of small farm members, This is
necessary if the project /program/sector goal is to be met.

Income and production data are not available at this writing from
the Small Farm Sample Survey recently completed in Paraguay. 1f they were,
it would be useful to compare the income and output of cooperative members
versus nonmembers, particularly in comparison with baseline data gathered in
1973 and presented in the Small Farmer Development lLoan Capital Assistance
Paper. Such data might serve as a basis for projections of future trends.
Nonetheless, data are available concerning the substantial economic benefits
CREDICOOP iz expected to provide its membership in the coming years. At
least three of these benefits can be analyzed quantitatively.

In the area of purchases of imported agiicultural equipment (e.g.,
sprayers, power saws), some 807 items are expected to be imported this
project year, ranging in cost from $55 to $2,750 and totalling $98,802. 1/
Assuming that some 500 families will purchase these items, and taking into
account (1) the lower prices offered by a cooperative compared with a com-
mercial dealer, averaging 12,97, cxcluding consideration of impert duties,
(2) the savings averaging cight percent resulting from exoneration from
import duties when items are imported by CREDICOOP, and (3) the difference in
cost of credit for 11 months between 4% and 527, the average family will
realize savings of 596,62 on the purchases, equivalent to about eight percent
of its total yecarly income., And this is quite apart fromoany increase in
income which may be assumed to result trom the use ot the nev equipment,

Savings per family trow fower price 125,44
Savings per family from tax exemption S15.80
Savings per tamily ox credit cost w55,73.

Total averaye ramily savings n96,63

Savings from imported couipment and supplies purchased over the following
four years are projected as foliows (USS000):

Imported Ag. Price Tax Interest Total

Supplies and Benefit Exemption Savings - Savings
Implements 10% 2/ 8% Considered
as part

77/78 131 13 10 of total 23

78/79 200 20 16 savings 36

79/80 300 30 24 on loans 54

80/81 400 _40 32 - sec 72

103 82 below 185

1/ {ndividual items of greater value were not included on the ground that
they probably would not be bought by small farmers,

2/ it assumed for the projection that the average benefit will be
slightly less than in the actual case cited above,
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Savings to the farmer from the lower effective cost of agricultural credit
will also be substential (US$000):

Amount Cooperative Commercial Savings
Borrowed Effective Rate and Informal (Loan life
247, Credit Rate 11 mos.)
52% 28%
77/78 2,000 513
78/79 3,000 770
79/80 4,500 1,155
80/81 7,000 1,797
Total 16,500 1/ 4,235

1/ Total amount loaned to farmers by CREDICOOP. This is a cumulative
figure and is based on capital resources amounting to an estimated
$5.2 million, distributed as follows: A.I.D. loan, $3.0 million;
member savings in form of share capital, $1.6 million; other capital
resources, $600, 000,

Marketing provides three readily quantifiable benetits:  volume
bonuses averaging s1X percent, quality bonuses averaging one percent, and
tax relief benefits on exports averaging five percent of exported crops,
which are about half the amount nmarketed, These are on top of the farmers'
receiving a competit ve market price at the woment ot sale,

(USS000)
Value Value Vo lume Qualizy Minimimn
of Crops of Crops Price Bonus Export Total
Produced Marketed Benefit Benefit Tax Benefits
Relief
Benefit
6% 17 2.5% Y.5%
77/78 4,000 $ 1,400 &4 14 35 133
78/179 6,000 2,300 138 23 57 218
79/80 9,000 4,100 246 41 103 390
80/81 14,000 7,000 420 70 175 665
Total 33,000 S 14,800 888 148 370 1,406

Over the coming four years, the direct benefits to farmers from
these three phascs of the CREDICOOP program will be over $5.8 miliion:

Benefits from imported cyuipment purchases S 185,000
Benefits from credit costs 4,235,000
Benefits from marxketing 1,406,000

$ 5,825,000
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By June 1981 there are expected to be $14,460farmer members, growing from
4,378 at present and 6,500 in June 1978 (see Section II.B.3.). If all
benefits were spread equally among all farmer members, taking into account
membership numbers each year, each will have received benefits of $142.81
per year, or about 10% of average family income over the periocd. These
direct benefits, attributable colely to ccoperative membership, provide
convincing substantiation of the economic return to the small farmer of the
CREDICOOP program, of which the project is an integral part. If increases
in production and productivity, more difficult to quantify, were included,
the total economic benefits would be even more impressive,

A recent OECD study 1/ concludes that: "A new agricultural
structure designed to improve the well beirg of the majority of agricultural
households should probably include cooperatives. Not only can production co-
operatives allow small holders to benefit from any possible economies of
large scale production, they can also facilitate cooperative marketing and
borrowing.... Apart from reducing the cost of both functions, cooperatives
should be able to reduce the risk of lending to small holders, to obviate
small holders' dependence on agents and money lenders for their credit and,
in generai, to achieve greater bargaining power on behalf of each small
holder than he has as an individual producer,"

Much of the previous discussion about benefits illustrates that
Paraguayan farmers who are members of CREDICOOP receive the same type of
advantages as are discussed in the OECD study. USAID lacks the historical
information on production and income necessary to project these variables in
a typical cost-benefit study to shouv the value ot the project to the Paraguayan
economy. In the absence of such information, USAID has don» a study relating
total project costs (including the operating costs or CREDICOOP and interest
on total capital resources) to the direct benefits ot the project to the
target group of small farmer cooperative members during the project period
(See Table 5), Some of these benclits represent transfer payments {rom the
public secror, and thus do not necessarily represent henefits to the coonomy,
Others, rerficcriug voonomies of seale in marketing 2ud Dinance, <o represent
real pgains to the cconomy. The direct benefits to the tammer :n the Jorm of
lower costs should iead to an increase in net income and eventually to an
increase in investments and output, The net result orf the analysis in
Table 5 is to show a benefit-cost ratio of 1.05 and an internal rate of
return of 37% itor the four year project life,

The tack of historical data on smali fam income, output, and employ-
ment makes it Jivficuit to preject the probable effects of the USAID loan and
grant on the development of the economy, Nevertheless the cooperative system
that has developed in recent years represents a structural change with
profound implications tor future development, Most members will be able to
obtain formal production credit for tihe [irst time; they will be able to get
credit, marketing, and supply services at greatly reduced costs, and many
members for the first time will have the moans to increase their financial savings,

1/ Yudelman, Butler, and Benerji, Technological Change in Apriculture and
Emp loyment in Developing Countries, Development Center, OECD, Paris,
1971, p. 62.
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An increase in production loans by cooperatives from $1.6 million
to $7.0 million is projected (See Section II1.B.3.,). It can be assumed that
this $5.4 million farm investment will give rise to an additional $600,000
investment by farmers from their o«n resources, If we can assume a caplital
output ratio of 2,5 for Paraguayan agriculture, the $6 million imvestucnt
increase will result in a $2.4 million increase in farm output (.. = 2,4)1/,
Although this is conjecture, the estimate dces not appear to be 2.5 -
unreasonable., Since ccoperative members export about half their output, the
resultant ircrease in exports would amount to $1.4 million. o

The employment effect is even more difficult to estimate., Consider-
able underemployment is known ceo exist among the smaller farmers, those
cultivating less than five hectares of land, On the other hand, studies of
the employment effects of yicid augmenting inputs in India have shown that
the resultant increases in employment of labor per hectare were considerable 2/,
It can be assumed that the CREDICOOP loan and this project will increase che
average area under cultivation by 1.3 hectares in the four years or the
project, Since the average size of the area under cultivation of cooperative
farmers is estimated to be 3.9 hectares 3/, the program will serve to increase
the area under cultivation by 33%. Assuming a fixed relationship among factor
inputs, a proportional increasc in cwmployment would occur becausc of more
extensive cultivation. We therefore assume that the project will have a
significant cmployment effect,

Looked at rrom the viewpoint of aggregate demand, if the A.1.D. loan
could be assumed to have a multiplier effect equivalent to two or three, 4/
the ultimate direct growth effect on production could amount to from 56 mil-
lion to $9 millicen. ("The conditions under which the full maltiplier effects
of an agricultural project as they are typically estimated would constitute
a real net change in welfare are specific and operationally very limiting.'5/)
Among the considerations that would be of concern is the nced for conditions
of supply for all factors stimulated to employment by the investment, that
are perfectly elastic at prevailing prices, OQutput botticnecks and lack of
factor wobility are comnmwn conditions in developing countries which mahe
uncertain the real multiplier or secondary c¢ffects ot investments., As a
consequence, the initial increase in demand can be dissipated in rising
prices., DBecause of the failure to convider these limitirng conditions,

1/ While there exist no estimates for a capital output ratio in raraguay, a
low ratio for agriculture in the range of 2.0 - 3.0 is frequently found
in developing countries,

Z/ OECD, op. cit., p. 76, On the average farmers adopting new sceds and
fertilizers increased their exprnditures on labor per hectarve by 407
compared ¢o those who did not o so,

3/ The size for farmers having 5-10 hectares available to them according to
the Small Farmer Subsector Asscessment, p. 454

4/ 1In 1975 investments constituted 23% and imports 20% of GDP. The marginal
propensity tc consume domestic output must have been less than 0,6,

5/ J. Price Gittinger, Econeomic Analysis of Agricultural Projects, TIBRD,
Johns Hopkins Press, 1971, p, 27.
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secondary effects of multiplier analysis have been overestimated and
economists have been reluctant to agree to the inclusion of more than the
primary effect of an investment, 1/

1/ 1bid. p. 28.

TABLE 5
BENEFIT-COST
(Us$000)
Incre- 3/ 4f

Costs Benefit mental Dis- Dis-
_ 1/ PV 147 _2f PV 14% Benefits count count
1978 931 817 687 603 244 -188 -174
1979 1,228 945 1,051 809 -177 -105 - 90
1980 1,445 975 1,637 1,105 192 88 88
1981 1,905 1,128 2,588 1,537 683 239 178
5,509 3,865 5,963 4,049 454 34 - 16

o 4,049
Benefit/Cost 3865 1,05

Internal Rate of Return = 30 + 10 ( %% ) = 36.8 = 37%

1/ Costs include CREDICOOP operating expenses, all other project costs, and
interest on all loanzble funds regardless of source at 147 (assumed to
be the opportunity cost of money).

2/ Benefits include 55,963,000 in benefits deriving from savings on imports,
credit, and marketing (as discussed in the text). Alsc included are
$137,000 in net income which results from the assumed capacity of each
borrower to increase the area he cultivates by 0.3 hectares a year.

Present value at 30%.

jw
~

Present value at 40%,

{4~
~
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IV. IMPLEMENTATION ARRANGEMENIS

A, Asslysis of Prnject Administration

1, Recipient

a, Orgenization

(1) CREDICOOP: CREDICOOP's organization chart is shown on
the following page (Chart III)., The oversight functions are carried out by
a volunteer cnzmittee reporting to the general membership, a board of
directors, a working committee of the board, and two volunteer cornittees
reporting to the board., Members of the board of directors are nozad by an
annual gemeral agsembly, composed of repregentatives of the mzmber co-
operativen, each cooperative having one vote., The supervisory cocmittee is
also named by the general assexbly and reports to it. The credit and educa-
tion committees are nominated by the board of directors and voted upon by
the general assenbly., They report to the board,

(1) Supervisory Committee: The supervisory committee
is composed of three p:rsons, one or two of whom are usually professional ac-
countants, It meets as needed, always at least once a month, to oversee
financial op rations and to review all financial statements and books. In
addition, it certifics that the financial statements presented to the annual
meeting are correct,

(ii) Board of Directors: The board of Directors meets
monthly for a full day, reviewing financial statements, reports, and other
data and information, discussing management problems, and setting general
policy and plans. To handle matters on a more timely basis whenever necessary
and to provide effective liaison between the management and the board, the
board has established a permanent working executive committece composed of two
members and the General Manager., This committee meets once a day at CREDICOOP.
It makes decisions within limits as delegated by the board, and the two board
members keep informed as to all problems and issues as they arise so that
the “Yoard can make realistic decisions when it meets.

(i;1) Credit Committee: The Credit Committee consists
of one board member and vwo nonboard members. 1t meets at least once a month
and must approve aii loans from CREDICOOY tu member coopcratives of $400 or
more, Such loans come to the credit comittee only after an analysis by the
credit department with its recormendation,

(iv) Education Committee: The education comm’ttee
consists of one board member and three nonboard members, Its function is to
study and recommend to the board educational policy and to oversee the
implementation of the educational program, In practice, most of its functions
have been assigned directly to CREDICOOP's education department by the board.
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(v) Staff: CREDICOOP has 24 full-time employees who
work 44 hours per week; 18 of the employees are professionals. In addition,
it has two full-time advisors from MinAg and NDB, nine Peace Corps Volunteers
assigned to individual cooperatives, a legal advisor on half-time contract,

a cotton buyer on contract during the cotton harvest season, and a fish
salesman on commission., All evaluations have noted the high quality of
CREDICCOP's staff,

CREDICOOP's future personnel growth plans conbine
its objective of becoming self-sufficient with the need to serve adequately
its growing membership., CREDICOOP does not foresee the need to increase
its staff concomitant with the growth of its operations because of various
efficiencies of scale. (This is a built in incentive for CREDICOOP to
continue to promote rural cooperatives and small farmer membere after A,I1.D.
assistance is terminated,) For example, marketing 7,000 tons does not
involve seven times the work of marketing 1,000 tons. In fact, the market-
ing of a significant volume can result in the elimination of certain problems
involved in mavketing smaller quantities. As to credit accounting, CREDICOOP
has purchased a NCR-269 minicomputer which will allow it to control an
increasing volume of transactions without a significant increase in persomnel.
CREDICOOP now has three field workers, wvho advise an average of 13 cooperatives
each. CREDICOOP believes that each field worker could handle up to 20 co-
operatives in the future, particularly as most of the current member coopera-
tives requive less field effort. In short, CREDICOOP has a limited plan of
staff growth, with the staff probably not exceeding 28-30 by 1980,

(2) DMember Cooperatives: The structure of the member
cooperatives is similar to that of CREDICOOP because both are organized
under the same lavs and regulations (see Chart IV). The general assembly of
members of each cooperative meets once a year to elect a board of directors
and a supervisory committee., The education and credit committees are ap-
pointed by the board. They are all members, who serve voluntarily without pay.

i) Board of Directers: The board usually consists
of five members, with two alternates, who normally mect ar least twice a
month. TIts duties include personnel manageuent, policy decisions, planning
and evaluation, and acceptance of new members,

(1)) Supervisory Committec: This committee informs
the assembly on the status of the cooperative. Its tasks include verifica-
tion of cash accounts, control of the general ledger. and review of share
and loan balances. 1Its observations are generally made on the basis of
independent audits,

{iii) Credit Committee: This committee mects weekly,
and its main task is to evaluate loan requests, This continues to be the
most critical part of the operation, and CREDICOOP emphasizes it in its
training program. It is planned that CREDICOOP's field staff will tuske a
more active part in credit committec meetings,
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(iv) Education Committee: This committee is
responsible for orienting new members and borrowers irn the functions of
the cooperative and the responsibilities of the members, Most cooperatives
take this committee and its functions seriously,

(v) Staffing: Most rural cooperatives are staffed
with a manager, a field assistant and an office assistant. Bookkeepers are
also found in larger cooperatives.

b, Management Capabilities

(1) CREDICOOP: USAID is confident that CREDICOOP can
achieve the objectives of this project due to the existence of management
talent in depth among its employees and board members, CREDICOOP has
managed to employ high grade people through utilization of personal recom-
mendations from existing employees and others, combined with the use of both
aptitude and ability tests, The use of testing is new to Paraguay and is at
times open to question, There is no doubt, however, that the testiang and
careful selection done by CREDICOOP have enabled it to avoid hiring people
who were not qualified to perform jobs in their claimed areas of specializa-
tion. It has also served to prevent hiring a person just because that person
had been recommended by influential sources.

USAID's confidence in CREDICOOP's management and
administration abilities has been confirmed by analyses made by contract
consultant firms, The evaluations performed by GAMCO and by Latin American
Development Associates, described in Section IT,A.5, above, both spoke
highly of CREDICOOP's management capabilities.

(2) Member Cooperatives: 1In the member cooperatives,
quality of management is dependent on severa! factors. In general, CRLDICCOP
considers it important to have a manager who comes from the communitv in
which the cooperative is located. This means a more immediate acceptance of
the manager by the members and faith in tne cooperative by the porulace ‘n
general. Also, a local manager has a more exict knowledge of his own com-
munity, One draw back, however, is that a cooperative is limited to select-
ing from among the most qualified people in any given community, while a
more qualified person may be found in another community. Member cooperatives
are able to overcome this draw back to some extent by using CREDICOOP testing
to assure that their own local candidates are sufficiently capable of carry-
ing out good management and administrative practices. As a last resort,
CREDICOOP 1is willing to contract managers for its member cooperatives,
CREDICOOP, ncwever, encourages local boards to find and contract their own
employees.,

The rural member cooperatives have generally been able
to obtain a fairly good staff from among local secondary schonol teachers,
Experienced bookkeepers have also been hired where the quantity of loan
transactions warrants it. Board members have generally been selected from
among the nonfarm membership, Though this practice has some disadvantages
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for rural cooperatives servicing small farmers, on the whole it has enabled
the cooperatives to obtain the most qualified persons as board and committee
members.,

Board and committee members, as well as managers and
employees, all participate in the CREDICOOP education program. CREDICOOP
keeps a data file on all who attend courses and who are otherwise trained,
in order to select properly suitable people for future courses and to provide
a means of evaluating the results of courses,

In conclusion, though the mancgement skills of the
rural member cooperatives are still in an early, rudimentary phase, CREDICOOP
is assuring that the proper elements are present (e.g., proper selection,
training, assistance) so that the cooperatives can fulfill their role in
providing the small farmer member with the services needed to overcome his
income limiting constraints.,

The proposed project does not require unusual or special
procedures on the part of A.I.D. USAID's Capital Development Office will
continue to monitor the project as part of the Small Farmer Development
Program. USAID's role includes veceiving required reports and reviewing
for approval all global credit and marketing plans, annual lending limit
percentages, and certain other actions, all as spelled out in the Agreement
for Loan 0z7. Financial procedures to be used for the project are as
follows:

&, Local Currency Disbursements: A.1.D. local currency contri-
butions to the project will be made to CREDICOOP on a reimbursable basis in
accovrdance with the following guidelines:

1) Opcrating Expenses: A.T.D, wili reimburse CREDICOOP for
those operating expenses acceptable to USAII up to the yearly amounts specified
in the financial plan, As explained in Section TI,C.l.c. above, if at the
end of each project year CREDICOOP's income from sources other than marketing,
including the A,.1.D. contribution, is greatir than its overall operating
expenses, CREDICOCP will increasc iis prevision for bad debts by that amount,

2) local Procurement: A,1.D. will reimburse CREDICOOP for
local purchases acceptable to USAID that arc made for storage and other
marketing activities being carried out by CREDICOOP and its rural member co-
operatives, up to thu amounts specified in the financial plan.

3) Coustraction: A.I1.D. will reimburse CREDICOOP for costs
incurred in the construction of storage and other marketing facilities approved
by USAID, up to the amounts specified in the financial plan,
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4) Training: A.1.D., will reimburse CREDICOOP for actual
costs incurred in the training of the members and staff of affiliated rural
cooperatives, up to the amounts specified in the financial plan,

b. Foreign Exchange Disbursements: A,1.D. foreign exchange
contributions to the project will be made in accordance with the following
guidelines:

1) Consulting Services: The two on-going consultants to
the project are employees of the Credit Union National Association (CUNA).
A.I.D. reimburses CUNA in accordance with the terms and conditions specified
in the PIO/T and the contract.

2) Project Evaluation: Contracting of the end-of-project
evaluation conducted by a third party is expected to be done by means of a
PIO/T submitted to AID/W., A.I.D. will raimburse the contractor according
to standard procedures.

3 Participant Training: Third country or U.S. training
for CREDICOOP's staff or that of its rural member cooperatives will be
handled by USAID with standard PIO/P procecdures,

4) Dollar Procurement: Procurement is normally expected
to be done by means of a PI0O/C, with actual dollar costs charged against it,

B. Project Timetable

The major cvents of the entire Small Farmer Developm:nt Program
occur or. an annual cycle and are detailed in the CAP for Lean 027 anrd in
the PPT Network prepared for that project,

Tt is expected that this extended project will be authorized by
AID/W by Noveamber 15, 1977, and that the aew Project Agreement will! be sipned
by December L. Such timing is esscntial if assistance to CREDICOOY 1s to
continue on a basis which will permit it to achieve its objectives, Delays
will cause restriction of services CREDICOO? provides as well as discontinua-
tion of the services of the contracted consultants, which have proven so
valuable to CREDICOOP,

fad

. Evaluation "lan

Evaluation of the preject wili be part of the annual evaluation ol
the entire Small Farmer Development Program, ton be carried out jointly by
CREDICOOP, USAID, CUNA, and COLAC (Confederaci6n Latinoamericana de Coopera-
tivas de Ahorro y Crédito). The evaluation will combine the A.I.D. format
(based on the logical frameworks in the CAP for Loan 027 and in this PP)
with certain measurements suggested by CUNA and COIAC., Representatives of
the four organizations met in carly 1977 toc discuss the methodoiogy to be
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used, The evaluation will essentiaily cover the following:

1. Measurement of input/output level indicators. The evaluation
team will study the various output indicatours of progress - as to trained
staff and leadership; standardized procedures in accounting, capitalization,
and credit; marketing operations; credit operations; and future planning.
It will study the inputs to see if they arc adequate for achievement of the
outputs, Of particular emphasis will be evaluation of functions and processes,
i.e., how credit union cooperatives manage their resources, handle training,
set policies, and otherwise carry out their roles. This will be done by
intensive field study of up to 12 cooperatives,

2. Measurement of purpose level indicators: The evaluation team
will test progress toward the achievement of financial self-sufficiency and
of growth of the entire CREDICOOP - cooperative system, Particular emphasis
will be given to addressing a set of issues already prepared related to lending
criteria, cooperatives' membership policies, the use of farmer commitiees,
the role of voluntary savings, the means of handling delinquency, the ef-
ficacy of monetary readjustment, and other similar issues for which overall
policy has been set by CREDICOOP.

3. Measurvement of goal level indicators: The rrincipal measure of
goal achievement, that of a 507 increase in the net income of participating
small farm families over a five year period, has been in effect for almost
three years. CREDICOOP and USATD have gathered some baseline data from
earlier USAID surveys and will be able to compare these with the recently
completed Small Farmer Study and an expected follow-on survey in 1980 or
1981, Cooperative loan request records and membership applications are also
a source of baseline and follow-on data. In addition to obtaining quantitative
indicators of goal level achievement, the evaluation team will try to look
beyond the numbers to assess thie causal likages between the indicators and
project or outside factors.

The anuual evaluations will be held between October and December of
each year, which is sufficient time to have all data compiled from the project
year ending tche previous June, Fach of the parties will [inance their shares
of the cost of the evaluation, with USATD providing overall logistical sup-
port. The final evaluation is exzpected to go beyond the above, with the
contracting of an outside consultant to assess overall accomplishments and
iessons learned, similar, in abbreviated form, to the A.I.D. financed
Intercountry Evaluation of Small Farmer Organizations, carried out in 1976.
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which this project contributes:

Increase rural fazmily income from
agricultural activities.

MEANS OF VERIFICATICN

IMPORTANT ASSUMPTICNS

Megsures «f Coal Achievement:

1., A 507 increase in the net .ncome
of participating small farm
fenilies over a five year period
with a statistically significant
increase over ronparticipating
femilies,

2. Average capitalization of rural
wembers of $85,

4

1, This i{s za on-going mz2asure begun

2. Frea cooperetive records,

in FY 1975 (see FROP for this
Project, Revision £1, dcted May 20,
1974). Data are to be gathered
frem cooperative logn request
records, The S=cll Farmer Survey
and on expected follow-up im 1580
or 1981 will provide data on member
versug pocmesber femilies.

Assumptions for achieving goal tergets:

1. ¥World carket prices for Parsguay's
ggricultural exporis fluctuate po rmore
than they hzve in recent yesrs,

2. Crop selection cnd hedging will enzble
szall farmers to modify the effects of
price fluctuzstions to managesble levels.

Premise: Thet lack of agricultural eredit,
warketing services, ond technical services
are major constraints to increased income
by exzll fercers im Paragusy, aed that
relieving such constraints will ccuse
wore rapid increases in income than other-
wise would ocecur, ‘
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achievad: End of proiect stetus By June 19§1:

7o ensble CREDICOOP to generate in- 1. Pinencial Strength: All data can be obtained from The GOP does not mount a massive program
come in excess of costs vhile providing a., CREDICOOP shows a aet profit CREDICOOP's monthly, quarterly, end of subsidized agricultural credit.
the full range of servicer Tequired of $26,000. gmnusl reports. froa the contractorts
by its mcmber cooperatives. b. Zurzl cooperatives have share|quarterly reports, end from the Premisest
czpital of $1,615,000. investment plens of mexber cooperative
¢. Cooperctives' savirgs ip as submitted to CREDICOOP, Interim 1. CREDICOOP ccn respemd to econcnic factors
CREDICO0P rezch $500,000. progress indica~ors are ipcluded in i{n such a way as to schieve pelf-guf-
the text of the Project Paper, ficocy.
b . Mc~hership: There are 38 rural
cooperatives with 15,100 farmer 2. Parmers cre predisposed toward joining
mozhers. cooperatives,.
3, Agricultural Credit: 3, There is on incentive for CREDICOOF to

2. Anzual cooperative loan contimue serving core rural cooperatives
volu=z resches $7,000,000, and sn2ll farmers once A,I.D, assistance
b. There are 1,080 borrovers has terminated since it can achieve

vith fewcr than five hectares economies of scale by doing so.
6,120 vith five to 20, and

1,800 with over 20.
¢. 44,100 hectares are financed,
d. CREDICOOP charge-offs do not
exceed 1% of lozns cade from
1976 through 1680,

4, Marketing: The volume of crops
garyeted reaches $7,000,000.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS CF YERIFICATION

IMPORTANT ASSUMPTIONS

Outputs:
1. Truined staff and leadership.

2. Standardized procedurcs in account-

ing, capitalization, and credit.

3, Marketing operations.

Magnitude of Qutputs: By June 1981:

1.a. CREDICOOP with 28 staff member
with a minimum of two years of on
the job training.

b, 30 rural cooperatives with
managers with at least 50 hours
each of specialized training.

¢. 100 cooperative board members
with at least 20 hours of train-
ing in cooperative promotion and
wanagoment.

d, A continuing training capa-
bility in place.

2.a. 30 rural cooperatives using
the stendard accounting systenm
recommerded by CREDICOQP.

b. All rura! cocperatives cozply-
ing with requirezen. that minimum
share putchase in CREDICCOP of

ST be made on production .oans
and 2 1/2% on zmarketing loans,
and that cooperative mcmbers make
share purchases of 107 in their
coaperatives for each production
loan.

¢. 30 rural cooperatives using
written credit procedures based
on CREDICCOP model.

3.a. CREDICOCP's marketing depart-
ment steaffed by at least four
exzployces.

b. CREDICOOP with two storage
facilities with dryers and with
adequate vehicles and cquipaent
to provide marketing services to
38 rural cooperatives =t project-
ed volume,

pata for all output indicators
can be obtzined from records of
CREDICOOP and its member co=-
operatives.

Assumptions for achieving outputs:

1.

CREDICOOP wiil be able to increase
charges for its services commensurate
with increased operating costs should
such costs rise more rapidly than
projected.

The majority of personnel will remain in
the positions for vhich they were trained
or in other positioms in the cooperative
systen,

3. Mexber cooperatives will continue to

comply with CREDICOCP policies.

4.

5.

Qutputs:

(Cont.)

Credit operations.

Plans for future operations to
benefit small farmers,

Magnitude of Outputs:

4,

(Cont.)

CREDICOOP generating enough income from
lending operations to cover its costs
while still providing adequate support
to achieve projec't'ed lending levels and
delinquency objectives.

At least one feasibility study by outside
consultants to determine the advisability,
profitability, aad best locatiornt for a
cotton gin and/or other agroindustrial
investments,
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b. Marketing Facilities & Equip. 85 50 - targete can be obtained from dicbursed ond used as plenned,
¢, CREDICCOP Operating Expensecr 83 58 21 CREDICOOP, KDB, and USAID records,
d, Training 22 15 15 ) 2, The Ministry of Agriculture and
Contingendy 12 13 5 the Kational Development Bank will
Total 258 Z71 96 continue the support presently
2, CREDICO0P Funds i provided, '
8. Contracting Services 10 Lo 5 ' 3. HDB contimuzs to view CRERDICOOP
b. Harketing Facilities & Equip. 40 58 96 end- 4t5 mesber cooperatives 2s
c. CREDICOOP Operating Expenses 86 142 225 credit-vorthy,
d, Training 8 8 9 .
rotal 144 218 335 4. GOP tax incentives for cooperatives

will continue at least zhrough 1580,

5, Cooperative members conticue their
present rate of savings,
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ANNEX 111

REDICOOP LTDA.

\»-w«// CENTRAL COOPERATIVA NACIONAL DE AHORRO Y CREDITO

N° 623/77

31 de agosto de 1977.

Sefor N

Abe Peha, Director

Misién Fconfmica de los
. Estados Unidos en el Paraquay
Ciudad

De rnuestra mis distinguida ccnsideracién :

Quisiéramos aprovechar la orortunidad para expresarle riestros mis sircer
deseos de birnestar para Ud. Yy Su familia y al '“"s**r) tiare relterarle rues-
tros agradecimientos por la val 1o82 ¥y contirnada avixia gque csa Misifn estd

)

prestando al movimiento cooperativo niciomal a traves de CREDICCCY,

En este sentido, cquisiéraros 2 rolestar oy oaton .ml,z\'::;uu hx
una denacibn adicioral do la AM mroun Wwo die UFS 700,000, Duta cansidas
hard posible la contirmacifn dol auewn oo la A 2 Q“l},.‘*"r LRy

ra cue padanos lograr ruostres chlecivos do comverts
suficiente y que prerorcicne ina arplin coama G oo
cooperativas atiliadas. Este cbjetivo esti contrity
que tencmos con 1a AID de ayudar a mie el poruenn as
gresos. Is tal vez apropilado tracr a enlacifs TAnTS
miento de que esta solicitud de ayuda adicicral, o o5 mas e
cibn del camririco hocho vor la AID en el Préstano 536-’?—0117
nar ayuda finarciera a CREDICOO? durante toda la vida de i
conjuntos por lograr les fires mituos del proyocto.

Lesue

La donacién solicitada serfa usada de la si iguiente manera

USS 375.000 para fwescrfa Téonica preporcionada por QNN que ha
PAra nosChYes;

0
-
(4N
8]
T
EJ
=3
[any
T
9]
[

USS  20.000 para uny evaluacifn final de as leccicnes
aprendidas pucdan ser capita futuro;

USS 52.000 para continuar cen rucstro jors wiestromiento
practico en el 'nic a fuicic DICOOF

cooperativas;
USS  50.000 en equipos

o~ Yy - s s Y Ay a . ' 3
para conancilalizacifin que considerar 2 esencial im~

i
- OS5 Brey
QX3 nue A |24 ':)7‘: pa

portancia ¢ 2
USS 85.000 en Preéstarcs en monada loca sara cocmerativas con el prerdsito de

dotarles ce infraestructura hisica adecuzda rare el pregrara de
canercializacisng;

US$S 118.000 de apoyo a ruestro presur
damos cubrir todos

ento en que nosotros po
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N° 623/77
31 de agosto de 1977.

En cuanto a los fondos de contrapartida, notamos que al sumar todos
los elementos - capital en las coopzrativas rurales, gastos operati-
VOs en estas cocperativas, ahorsos de las mismas en CREDICOOP, apoyo
del Ministerio de Agricultura y del Banco Nacicral de Famento, bene-
ficios fiscales a la exportacifn, y ¢l tiamo de lcs voluntarios -
el total llega a mis cque USS3 5.500.000.

De esta cantidzd, USS 2.120.175 s¢ resersd oo C’*m*:';xgzgxr*:iﬁl para
el préstaw, dejanlo :l restante de USS 3.400.500 o nin apl ic::do
a e
l v

cawo contrapartida a Ja deracifn de AlD, la que ard USS 2,002,000
una vez que estos Gltimog USS 700.000 sean ut 1&;“;:\‘
En relacifn al nivel de apovo de contraparticda esting ug que se estin

logrando en el nivel esperado y cremos que se saquird de la migra
forma.

Entendemos cue la aprobaci6n de esta donacién adicional recuerird la
firma de un nucvo Coavenio por lo que estaraos listos para cuardo
llegue la oportunidad.

En la esperanza firme de que ruestras relaciores con la AID continua
rén fortaleciérdese en el auplimiento de objetivos y metas camures,
quedamos de Ud. a sus sinceras érdenes.

/ -
B / ! /’ '/ //v/ ¢ [} /
< it l(.,.,w//’(/ - 4-———-—\\) ,[‘//_ ./' ’;.P{( -;I'l:,«"
%;h Selva Caballerx AT Se:t Hac. b:o'ud_s P. de Virgili

J (4}
becretmm ﬁ " A »\ Pre"mcrte {
; ',/././ b= i L , -
.t '/ \J Cr”"(’.’\’ ) vk ','-
Dr.  Miguel Angel drlmg C)an-o vtmez.\(
TescTero \“‘ FPaE /Vlce-Presidente
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ARREX 1V

Draft Prolect Authorization

Paraguay Credit Unicas
526-0101

Pursuant to Part I, Chapter 1, Section 103 of the Foreign Ascistance
Act of 1961, as amended, I hereby authorize a Grant to the Central Cooperativa
Nacional Ltda, of Paraguay (''CREDICOOP" or “"Grantee') cf not to exceed six
hundred twenty-five thousand United States dollars ($625,000) ("Authorized
Amount') to help in financing certain toreign exchange and lecal currency
costs of goods and services required for a project hercinafrer described.
The entire amount of the Agency for International Bevelopmant (MALT.D.")
financing herein authorized for the project will be oblipared when the
Project Agrecment is executed. The project ("Project') fnvolves assisting
CREDICOOP to be a sulf-suifficicat cooperative central, providing credit,
marketing, and technical assistance services to its mesber cooperatives,
The Project is an integral part of a larper project effcrt of assistance to
small farmers in Paraguay, which inciudes A.1.D. Loan 526-T-027 and previous
grant assistance,

L approve the total level of A.1.), appropriated tunding planned forv
the Project of not to exceed the Authorized Amount during the peried FY 1978
through FY 1980, 1 hereby authorize the infitiation of negotiation and
execution of the Project Agreement by the officer to whem such authority
has been delegated in accordance with A.1.D, regulations and Delegations
of Authority, subject to the foilowing essential terms and cenditions,
together with such other terms and conditions as A.1.D. may deem appropriate:

Source and Origin of Goods and Services

Except for ocean shipping, goods and services financed by A.1.D. under
the Project shali have their source and origin in Paraguay ov in the Unjited
States of America, except as A.1.D. may otherwise agree in writing., Ocean
shipping financed by A.I1.D. under the Project shall be procured only in the
United States of America,

Assistant Administrator
Bureau for Latin America
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ANNEX V

Projections of Small Farmer Members of Rural Cooperatives

SMALL FARMER MEMBERS

June June June June June
1977 1978 1979 1980 1981

A, Members at end of previous
years 4,225 4,378 7,152 9,175 11,612

B. Increases during vyear
1. 1in existing 26 coops 150 1,170 1,430 1,630 1,850

2. organizing new coops -0- 210 300 410 435
3. affiliating coeperatives -0~ 1,294 243 287 414
4, in urban cooperative -0- 100 5¢ 5( 50

(Total increase) (150) (2,774)(2,023)(2,437) (2,849)
C. Projected Membership 4,378 7,152 9,175 11,612 14,461

D. Farmer Borrowers 2,000 3,050 4,500 74,300 2,000

The assumptions for achleving the projections of item B.1. are that
each of the existing 26 cooperatives will increase 1ts membership
45 in 1978, 55 in 1979, 65 1in 1980 and 75 in 1981, This will r
gach cooperative to add tn its menbersiing about four farmers per month
in 1978, about five per month in 1974, about six per month in 1980 ang
akout seven per month in 1us] ‘

The assumptions for aChleving the procections 57 ycerm H.2, are thar
WO new cooperativ will e oewtabliished in L ate, 107 e 1o that
ole new coodperative will % ]

Lo estabitahed o 19B); tnad cach new coopera-
k! M

tive will have Waen LU oLn oestablishesd: and o nhat chose new
cooperatives w eoand Clomembere par o coar resiectiuels
curing the rirst, sccound and thyrd years ol pperation, This will require
ach cooperative to 1did Lo 1Ug member she shoeut four members Ler moneh

during the Cirst vear, aboaus Sive v second year and anctut six jer
month during tic taird yvear

The assumption for aviiteving Boi, 15 than so
farmer marketing .o produaction coojerarives
CREDICOCP to obtain vredit and o chtain bet
sales., The 1,24 ‘armers i Ty
cooperatives estadlished und
which is phasing out. 7The - t
applied for membershi; in CREDIC
1

- peratives or whe
PR 1
COus ana ot L

The assumption for aciieving B.4. 1s that the urban ccoperative, ?Pilar,

will be able to carry out 1ts plans to provide services to small farmers,

Its promotion efforts among small “aime ~.obegan after June 1977 and it



There was little growth in membership in the cooperatives during 1977
because no promotion efforts were undertaken. CREDICOUP, the consultants
and AID agreed that CREDICCOP's efforts should be directad to strengthening
the loan recuperation activities of CREDICOOP's coopevatives, Over a

two vear period beginning in 1975 loan recuperations improved in all
cooperatives and seven cooperatives, poeviously denied loans because of
high loan delinquency, became eligible Zor leans. Last June normal
membership promotion activitvies resumed after a two year hiatus se2

page 49 delingquency policy).

Two CUNA consultants, one who has been with the project for over three
years and the other for over one year, assisted in preparing the member-
ship projections.

The assumption for item D, is that not all cooperatives will be cligible
for CREDICOOP loans. CREDICOOP lending policy denies credit to coopera-
tives with a delinquency rate of more than 10% unless the delinguency 1is
justified. The differences between U and D are the farmers belonjging to
cooperatives which are ineligible for ChEDICOOP loans. The new lending
policy institated by CREDICLOF in 1974 should reduce fuature delinguency
problems and enaple the percentaye of eligible borrowers to rigse {rom

45% of farmer members in 1977 to 62% in 198l. (See page 39 Delinquency

policy.)



ANNEX VI - Projection of Intercst Income

INTEREST INCOME AND INTEREST EXPENSE

June June June June June
1977 1978 1979 1980 1981

Production Loans 400,000 865,000 1,436,000 2,270,000 3,530,000
Interest Income a/ 83,0617 139,007 219,433 341,233

Marketing Funds 450,000 575,000 600,000 650,000 700,000
Interest Income g/ 35,332 40,000 43,333 -

Total Interest Income 41,009 121,950 179,007 202,766 341,233

Interest "xpenses 22,007 43,950 63,000 90,000 90,000

CREDICOOP charges a commission and interest for 1its production loans.

The commiscion is .5% of the value of the loan regardless of the length
of the loan. The interest rate is ten percent per annum, The length of
the loans is eleven months and tt 15 assumed that the funds have drawn no
interest for one month of the year.

CREDICOCP charge: 1% interest for marsetin; loans made to Jooperatives,
CREDICOOP also uses this money as operating canital Lo CArTY oeut ity
marketing operations. When the Dunds are net being used they will be
placed in a bank account where they will draw elg :
The projections arsume that the marks ' ;

ey cent nteress,

JenerAate an average

return of eight percent for ¢en month Nootncone fron
marketing loans 1s projected for e 1t L1noantigivated
that the AID loan funds and CREDIC Wb e oused %o Drnance

< crai Tunds for marketing.,
CHEDIC T will Rrear even on

IR
tnooludl

production and CREDICOIF will need no
The projections reflect the assumptios
borrowing and lending astivities zonnested with marketing

1l becaune: {1} the
oan besan
June 30,

The volume of lending for 1977 1y
AID loan 1s CEEDICGHIF'S main source
disbursing in December 1976; and (3)
The interest expense i. unexpectedly
necessary to borrow 1rom DAnKs al ooms
CREDICOOP does not expect to borrow

Interest expenses totul taree percent for the

percen: to AID and one percent a

interest is paid on the credit unicn vavings depost
1

opment Bank., No
X 2
and no dividends are to be pai ;

[oh
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r;
o
9]
£
O
L
8
©

d on trem *iirough June 19381,
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ANNEX VII

Budget for Training

Travel $ 8,000
Tuition 7,000
Per Diem 9,000
New Member Training
$2.00/members X 7,600 new members 15,200
Travel
$5.00/dy X 3dys ¥ 8 leaders X 26 coops 1,040
Training
$65/cocp to train small farmers 5,388
Contingency Costs 6,372
$52,000

1. Two people from CREDICOOP's marketing section will attend a course

in grain and grain handling sponsored by AID,

2. One credit analyst will attend a course in technigues for financial
and economic analysis of ayriculture projectes,

3. Ihl‘ee [efe]e] )Cl‘dtivc nanagoer:s 'N'lll recoesve ()n-t:’\(_‘— '())‘ tl{\l“i“( in
J 4
cooperatives in Arqgenting,

4. The MIN/ SUpLIVISOry extension agyent assigned to CREDICOOP will
attend a course in bio-control of ajriculture pests,

The courses will tuke place in the U.S. and Latin America,

Budget for Marketing

Grain dryer UREKA E-306 - 335,000
Various grain augers and cleanery - 15,007
$50,002

Warehouses for crop storage H5, 000
for 26 coopsratives 3135,0090

This equipment will! be combined with sl
CREDICOQP to set vp two grain storage fac
river at Villeta and the other at a sit
further study.

1liti1es: one on the
© to be determined after





