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MEMORANDUM FOR THE IDEVELCPMENT LOAN COMMITIZE
SUBJECT: Pert - Swpervised Agrigiitural Cradiv Fund

Attached are revisad pagss tc be inserted in the subject
Capival Aszistancs Paper,

The recommendavicns for authorizaticn of a loan in an
amount not to exceed $9,000,000 to the Republic of Peru (Borrower)
to assist Peruvian agricultural develcpmert, insluding agrarian
reform, by finansing a portion of the sosts of (1) a program of
supervised agrizultural cradit tvo small and medium incom: rarmers
or groaps of farmers, (2) a progran of suparvised credit for
forestry development and (3) technic21l assistance nscessary to
carry out sush programs were considered by the Development Loan
Staf? Committee at its mesting on Thursday, Juze 23, 1966.

Rachel C, Hogers
Agsistamt Secretary
Developmeat Lcan Comnittee

Attachments: (Rewised June 27, 1966)
Summary and Recommendations, pp. 1ii. v, ¥; and vi
Projact Aralysis, ppe 3, L, 5. 28 ard 272
Arnex IT, vp. b 5, 7 and 12
Annex ITI, p, 202

Arnex I¥ op. 1, 2 and

Previcusly Dissrdowteds Juns i, 1966
Sumnary and Rsccomzndations
Project Analysis
Anmexes I-IV
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AID-OLC/P-LL5S
Jure 1, 1966

MEMORANIUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Peru - Supervised Agricultural Credit Fund

Attached for your review are the recommendations
for authorization of a loan in an amount not to exceed $9,000,000
to the Republic of Peru (Borrower) to assist Peruvian agricultural
development, including agrarian reform, by financing a portion of
the costs of (1) a program of supeivised agricultural credit to
small and medium income farmers or groups of farmers, (2) a
program of supervised credit for forestry development and
(3) technical assistance necessary to carry out such programs.

This loan propcsal is scheduled for consideration by
the Development Loan Staff Cormittee at a meeting in the near
future.

Rachel C. Rogers
Assistant Cecretary
Development Loan Committee

Attachments:
Summary and Recommendations
Project Analysis
Annexes I-IV

UNCLASSIFIED



UNCLASSIFIID
ATD-DIC/P-Lk5
June 14, 1965

PERU -~ SUPERVISED AGRICULTURAL CREDIT FUND

'TABLE OF CONTENTS

SUMMARY AND RECOMMENDAT {CNS i
SECTIbN L. | History and Background 1
SECTION II Project Description 3
SECTION III Execﬁéing.Agencies 8
SECTION IV Economic Analysis 3
SECTION V Financial Analysis 4
SECTION VI Repayment Prospect 6
SECTION VII Lmpact on U, 3, Zconomy 26
SECTION VIIZI Conditions and Covenants 27
SECTION IX Implementation Plan 29
SECTION X Issues 23
ANNEX I Program Annex

ANNEX II Checklist of Statutory Criteria
ANNEX IIL Exhibits

ANNEX IV Loan Authorization



UNCLASSIFIED
AID-DIC/P-Lk45
June 1, 1966

PERU = SUPERVISED AGRICULTURAL CREDIT FUND

SUMMARY AND RECOMMENDATIONS

‘i BORROWER: The Borrower will be the Republic of Peid, . There
will be three executing agencies, the Servicio de Investigacidn y
Promocidn Agraria (SIPA), the Oficina Nacional de la Reforma Agraria
(ONRA) and the Servicio Forestal, Thc Banco de Fomantu Agropecuario
(Banco) will be the fiducidry for the loan funds,

i1, AMOUNT: Not to exceed $9,000,000

iii. _ TOTAL COST OF PROGRAM:
s s Total
SIPA-Plan Costa 8,950,000  =,= 8,950,000
ONRA-Agrarian Reform 9,900,000 - 9,900,000
) Zones .
Forestry Plantations 900,000 .= 500,000
Technical Assistance 90,000 160,000 250,000
' 19,840,000 160,000 20,000,000
iv, SOURCE OF pUNDS:
S/. S Total
GOP-SIPA 2,200,000 - = 2,200,000
ONRA 4,40C,000 - 4,400,000
Forestry Service 400,060 .- 400,000
CORFIRA b/ 3,0C0,000 - 3,000,000
Banco 1,000,000 .= 1.000,000
GOP Sub-Total 11,000,000 -y = 11,000,000
AID-SIPA 6,000,000 -~ 5,000,000
ONRA 2,250,00 -y 2,250,0C0
Forestry Service 500,000 o 500,000
Tech, Assistance 90,000 160,000 250,000
AID Suba-Total 8,840,000 160,000 9,000,000
Grard Total 19,820,000 150,000 20,000,000

a/ Stated in dollar equivalents at S/, 26,80 to $1
b/ Agrarian Reform Finance Corporation
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Ve DESCRIPTION AND PURPOSE 'OF PROJECT: This loan will be an
addition to the Supervised Agricultural Credit Fund established by
previous AID loaris totalling $16.6 million, The purpose of the
Fund is to make credit and technical assistance available to small
and medium farmers most of whom are new land owners as a result

the Agrarian Reform Law, t is intended that as these farmers gain
technical experience and begin to capitalize their farm operations
they will then transfer to other sources of financing for their
credit needs, The Fund is thus conceived as a means of assisting
previous farm laborers to beconie viable farm owners, It is also
conceived as a mechanism by which production of domestically con=-
summed foods can be increased and agrarian rzform eiforts supported,

vi, BACKGROUND OF PROJECT: In September 16561, DLT sizned a 39
mllllon loan for agricultural credit to be used mainly Zor sus-
loans to colonizers on the Eastern Andean slopes, This loan en-
countered implementation problems and was little utilizad vacil
July, 1963 when President 3elaunde took office, 32eiasundeis
government preserted a five year $43 million loan regquest to AID
(AID $6.6 millior, PL.480 $1 millioa, and Swimbank $1,7 =illisn)
for a program of supervisad credit to incrcase thc procuction of
domestically consummed agricultural osroducts and to sunnort a
program oI agrarian reform, The DLT 1 (2 i oricncad
to this program and thus $13,3 milli ; hNas 2Izn
)

made available to the GOP for its agri
As of April 30, 1966 approximately 2

for a total of 316,803,000 frcm these
Approximately $2,0C00,00C has been disbursed
truction to beneiit the executing agzencie
comaitted but allocated to ONRA colonizatio

TVWTRANTT OT T
EXTM3ANK CLZARA

vii, = < o
1966 that it was not interested in participating in this loan,
viii, VIEWS CF THE CCUNTRY TEAM: Agric

ricul o
Agrarian Reform are the hizhest priority obiactives o
GOP and the U. 5, Country Tear

ix. STATUTORY CRITERIA

: All statutory criteria have been xmet,
(See Annex II for Checklist)
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Xe PROBLEMS AND ISSUES:
Q) GOP contribution to the Fund.
(é). Sﬁb-iéaﬁﬁinéérésf rates.
(3) Traﬁsfer of better Farmers to Banco's regular operaticns.
(%) Limiﬁaﬁion of ‘ATD Financed ONRA program to two zones. .
(5) Title transfer and land eveluation.

(6) - Sub-loan terms and limitation on amount of individual
sub-loans, '

(7) ILimitation on divisions of Fund between short-term and
long-term loans.

(8) Expansion of SIPA programs with Cooverative and oﬁher
Farmer groups.

(9) Technical .asalstance.
(10) Defaults in sub-loarns.
(11) Justificaticn for AID financing cf local currercy costs.
x1. RECOMMENDATIONS: Authcerization of a lcan to *the Pepublic o?

Peru in an amount not %o exceed 39 mill’on, The lcan shall bhe
subject to the fcllowlng terms and conditicns:

(1) Credit Fee and
lcan to A, I.0.

erms of Pevayment. - Zorrower shall rerey the
n United States doliars within forty 40)
1
7

y {3

years from the first disbursement under the loan, Including
a grace period not to exceed ten (1C) yeers. 3crrover
shall rpay tc A.I.D. in United States dollars cn the disbursed
balance of the lcan interest of cne (1) percent vrer annum
during the grece zericd and *wo and cne-hal® (2-1/2) tercent
ver annum therearter,

4 Ot

(2) Other Terms and Ccnditions.-

a) If during the ccurse of disbursement of the prcceeds
of this lcan. Teruvian Soles become uvailable to the

UNCLASSIFIED



-1y - UNCLASSIFIED |
Revised dJune 27, 196¢

Government of Peru (1) as the result of PL 480 Title Iv
Sales, or (ii) as Sol repayments, in excess of the Sol
equivalent of US$200,000, ‘to the Government of Peru
special. account established in accordence with A.I.D.
_two-step.repaymentlagreementsy‘or become available to
the U.S8+« Mission to Peru as repayments to A,I.D. of

PL 480 Title I loans, the Government of Peru and the
USAID shall agree to errly such Soles to the purposes
of this loan, and to reduce the dollar portion of this
loan herein authorized, and the disbursements hereunder,
pro tanto, by the dollar amount of these Soles. The
Dollar reduction shall be computed at the nighest
dollar to Sol exchange rate legally vermitted for
officiel or commercial import trensactions, then
‘prevailing.

Borrower shall agree that immediately upon the signing
of this loan agreement, arrangements shall be made ror
the initiation of technical studles, to be financed
under this loan, for the purpose of evaluation and
refinement of the administrative procedures and
opverations of the loan and *he Supervised Agricultural
. Credit Fund, for the purposes or refining policy
benchmarks which define the tyres o

terms and condltions to small and zedium-al
to whom suvervised credit is to ke 2xtended ox
providing standards as %o minimum farm glzes 0
in the credit orogrem, and for =s bibs
procedures for rapidly vesting adequete %i-le *
farmers.

(i) Borrower shall agree thatz arrangsuents pro-
vided for in (b) acove, satistactory to A.I,D., shell
be a condition %o the first disbursemrent of the
broceeds of this loauj

(11) Satisfactory progress in =he conduct of these
stuiles shall te a conditicn <o continuing iZsbhurse-
ments under *he loan.

(111) Borrower shall covenant that no later than
the time at which six million U.S, Dollars ($6,000,000),
br iis equivalent in Peruvian Solss arnd U,S. Doilars)
1s disbursed under the brograms contemplated in this
loan, the technical studies provided for in (b) above
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shall be completed, and the administration, operational,
legel, and policy recommendations provided by these
studies, or in additional review by A.I.D.’ of activities
aggociated with this lcan, shall be adopted and be
effective, to the satisfaction of A.I.D., as a con-
dition to subsequent disbursements under the loan.
Borrower's failure to comply with this covenant to the
satisfaction of A.I.D. shall constitute an event of
default under the lcan agreement.

Equipment, materials end services financed under the

.Loan.shall be procured from the United States of America

or Peru (except marine insurance, which shall be procured
from the United States of America).

United Stateq dollars utilized under the loan to finance

‘local currency shall be made availsble to Borrower or

its designee through appropriate procedures and shall be
identified with precurement in the Uni+ed States.

Principal repayments Irom sub-loans rinenced by
Development Loan Fund, Loan No. 204, A.I.D. Loan
No. 527-L-029, and <his Loan shall be placed in a
congolidated Supervised Agricultural Credit Fund
("Fund") and the rules and procedures for the
operation or such Fund which A.I.D. zay deem
advisaeble shall te governed bty the Loan Agreemens
Tor tals Lcan, regerdless or anyshing aprearing <o
the contrary iH DLF 204 or 527-L-029.

Sub-loan repayments by reciplenis of supervised
agricultural credit under activities asscciated with
the Supervised Agriucliural Credi® Fund shall te used
by the Borrower tc promote Alllance for Progress
objectives ir agriculiural deve“onment in Peru, and
each year, unless A,I,D. notifies the Borrower cther-
wise in writing, the Berrower shall present tc A.I.D.
an acceptable plan for use cf suech sub-loan repaymenta.

No funds under this loan may te used %o ccmpensate
owners for expropriated property.

The loan shall be subject to such other terms and

‘UNCLASSIFTED
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. con;iitioﬁs as.A.I;Da may deem.advigable'.

Project Committee:

Capital Development Officer: FBKimball - CAP % (¢4

Economist: - , ¢ JIMorgan - E/ECO &r (KLS)
Attorney ' t  GFFlood - LEG RE )
Agricultural Advisor ¢ ENGutierrez - AGR £<4dt /v o )
(KE8),  Aadh ( (7 4)
Drafting Officers : FBMimball/JTMorgan
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'SECTION I - HISTORY AND BACKGROUND -

1. Agricultural development and agrarian reform are - key long
range problems in Peru's economic development, Effective programs to
increase the amount of land under cultivation, raise productivity and
redistribute agricultural land are essential to a more rapid and bet-
ter bzlanced economic growth which will have a direct and immediate
impact on the lives of the bulk of the population,

2., "~ Recognizing the importance of the agricultural problems and’
opportunities in Peru the DLF signed a $9 million loan agreemer: (DLF
204) with the GOP on September 8, 1961 to support the agrarian reform
and colonization program administered by the Institute of Agrarian
Reform, - (DLF.204 was part of the $50 million Eximbank-DLF "Beltran
Package"), ‘ ' ‘

3. The major emphasis of this loan was to be the provision of
credits to new settlers on the eastern slopes of the Ancdes, Implemen-
tation of the loan was slow due to the fact that there were three dif-
ferent administrations in power in Perd from 1961-1963 and that the
highways leading to the potential colonization areas were only start-
ed at the time the loan was granted,

4, With the advent of the Jeladnde administration in July, 1983,
Peruvian programs for azricultural devalopment Segm to be setter
planned, In October, 1963 the GOP formally submitted =o AID a Five
year $43 million loan application Zor assistance in Iinancing agri-
cult-ural credit and production programs which would support agrarian
reform and at the same time avoid the normal overall reduction in

o
agricultural production resulting from most agrarian reform r
by concentrating a portion of the funds on sub=-loans to t
ly viable coastal farms of less than 30 hectares,

5. AID ard Eximbank decided to support the GOP veguest with $9,3
million of new loan funds, (AID 527-L-029 $6.5 million, Eximhank cred-
it #2153 $1,7 millicn and $1 million “rom PL-430 generations from the
February 1964 sales agreement,) In addition, the $9 million of DLF

204 was reprogrammed to be a contribution to the GO? »rozram, The
total of $16,6 million of AID funcs was divided as Zoilows: SIPA -
$6,9 million for Plan Costa; ONRA $4.6 millions mainly Ior two agrar-

ian relform zones, Sierra Central and La Convencidn and three colonizae
tion projects in Chimbote, Apurimac and Huallaga Central; TForestry

UNCLASSIFIED



. 2,m UNCLASSIFIED

Servic¢‘$85,000,.énd San Lorenzo Colonization project $5 million,
Eximbank funds were used for procurement of ‘vehicles and equipment-
'fp;«SIPA}aqd ONRA and for a pilot saw mili for the Forestry Service,

6, As of April 30, 1966 1l AID funds assigned to SIPA, San

Lorenzo and the Forestry Service were obligated by approved sub-loans,
and ONRA had & balanca cf $700,000 of funds rot committed by approvec
 sub-loans. Since the impetus gained by the earlier AID loan was 3lcw-
ing down due to lack of funds, the GOP requested $22 million addition~
al funds for the expansion of the Agricultural Supervised Cradit Fund,

‘7. . After negotiations with the GOP, USAID determined that $9 mil-
lion was a more reasonable figure in terms of keeping within a 2 year
time peric and considering the absorptive capacity of the Peruvian
agencies involved, (See Anaex 11, Exhibit 1 for rhychn of dissursements)
8. An IRR was approved by AID/W on May 3, 1965, inutes of the
CAEC review of tne IRR are attached as Annex III, Exhibic 2 . All
questions raised during the CAEC review are fully discussec in this
paper.

UNCLASSIFIED
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SECTION II - PROJECT DESCRIPTION

9. This loan will be an addition to the $16.6 million pre-
vicusly lent to Peru by A.l.D. for agricultural development.

(For: details on Borrower's compliance with significant conditions

and covenants of loans DIF-204 and A.I.D. 527-L-029, pee Aunex III
Exiaipit 3 ). The purpose of this first package was twofcld.

First, to increage production of domestically conpumed fiodstuffs

by concentrating on a program of supervised credit with medlum and
small landhclders on the Comstj second, to gupport with sub-loans for
agriculture the program of lan! redistribution, mwainly in the Slerra,
which was suthorized by the Agrarisn Reform Law,

. SIPA

10. " This new loan in agr*cul ure will continue and imvrove the
program started by the firsi packsze. Approximately 36 millicn will
be earmarked fcr expansion of SIPA's coastal program of supervised
credit. It is USAID':s estimate that these funds will reach 12,000

- smell and medium coastal farmers on approximately 100,000 acres. The
total number of coastal farmers on less than 75-~acre farmg 18 estirated
by SIPA to be 54,000. By the end of C7¥ 1966 <his figure 1s expected to
inerease to gome 73,000 as result of Title XV of the Agrarian Reform
Law {gee p. 10 Zor further explanation of this Title). It carnnat be
gtated at this tiwe how’ manj of these farmers should receive agricul-
tural credit. This will largely depend on the evaluation rrogram
cutlined below ag cne of 1ts objectives 18 Lo determine the minimum
glze economic unit per type cf crop and scil.

Repaymerts tu the Tund will be pufflclient to finmance credits
for approximately 15,000 sub-borrcwsrsg. Counting revaymentis and the
new $6 million, SIPA should reach approximately 27,000 small and medium

coastal farmers each year. /lee Annex ZIY, EZxhibit Qa, Zor cash avall-
ability projectlons of the tota’ ~und.

11. SIPA estimntes that the new funds will meke possible the
following tyves and amounts of sub-loans:

Purvcse Number of Credits Amount of Credits
$
corn 5,000 1,600,000
rice 1,300 1,200,000
beans 1,600 500, 000
potatoes 600 600, 000
other crops 2,500 750,000
cattle fattening 250 350,000
dairy 200 500,000
poultry 300 300,000
equipment 150 100, 000
farm improvement 100 100, 000
12,0600 6,000,000
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ONRA
JA12.  Approximately $2.25 million of the new loan will be
earmarked for- the agrarien refaorm program in the La Convencion
.and Sierra Central zones. With these funds, ONRA projects that it
will be able to make the following types and amounts of credits:

La Convencion Number of Credits Amount of Credits
short term crop 1,000 .. . 450,000

equipment -+ 100 e 50,000

Sierra Central

short term crop 1,500 - . 600, 000

long term crop 50 150,000

livestock 30% 1,000,000
2,680 2,250,000

13. These two zones of agrarian reform have teen agreed

upon by ONRA and the Project Commitiee since thay are the wost

importart aress in which ONRA s now worsging in zerms -I rnumber

-of people to be reached, need toc continue the impetus gained by

the first loan and expectation of reascnap e resulis Irom new

sub-lcan inputs. Also, these are the two areas In walch ONRA

has mos®t of its rpregsent stafif end has geined considerable expe-

rience in the implementin: > a zub-lsan pregran.

13a. As Cuzco and Purno Departments nave just been ieclared

Agrarian Refcrm zones and deza‘led plans nave o
no meaningful projections cen ce made, at “his T
total loan necessities for the osvers

ot been de2veloped,
ime, regarding

b ‘The race for comnunity ievelop-
ment in seven selzc hLh miZllion Tor egricul-

tural credits. USAID in uoo*q*“a+icn with _ocal [DB representa-
tives will take steps to assure zhawt there I1s 10 wverlap tetween

the two loans.
15. As in 527-L-025 USAID will insis< con a covenant in the
loan agreement making explicit the statutory reJuirement =inas

Borrower will not use o2ny loan funds to ccompensate cwners for
expropriated oroperty.

¥ Loans to indian communities.
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FORESTRY SERVICE
16. . The Forestry Service will receive $500,000 for continue-
tion’ and expansion of their forestation program in the Sierra
muinly in the. areas of Cuzeq, Huanucao and Pasco-Junin. | This: wi;l
provide funds for sub-logns sufficient to plant 5 000 hec+&res of
timber (meinly eucalyptus). It is estimated by the Forestry Serv-
ice that about 200 Indian communities will be benefited.

BANCO
17T. - - The Banco will continue %o act as ;iduciary far these -
funds and will be responsible for the disbursement, collection
and accounting.  Technical assistance 1s teing provided to *the
Banco as a condition of the recent $15 million IBRD lcan. The
Project Committee has discussed in detail with Mr. Ives Chevalier,
IBRD Consultant to the Banco, the technicul sesistance neelds of
the Banco. The conclusicn was that the IBRD financed technical
assistance 1s adequate to cope with the additional funds contempla-
ted by this loan, and the A,I.D. funds would be better used in
technical assistance for.evaluation as described below.'

Tecnnical Assistance

18. | Objectives:

To eveluate how well the revolving fund fulfills its
obJjectives of':

(&) increasing agricultural production and improvin
farm income emong small and medium sized Tarmers,

(vb) channeling funds to rarmers wno will ©e eble I
move to conventional credl< sources within zThe

time periods envisioned I This lcen,

(c) facilitating the implementation of zhe Agrarian
Reform Law vy providing credit %o sherecrcorers
wno receive land under the law.
19. To train Peruvian ccunwerparts, who would vrovably

work closely with the zx=cuting Agencies, in the techniques
of eveluatlon so as to provide a follow-on capebility after
the technical assistance Ifunds available from this loan
are exhausted.

19a. To assist ONRA and SIPA in adminis<tretive aspects of the
program. This would include, but not be llmited to, advice
concerning preparation of farm plans on the basis of a
newly written uniform credit manual and simplificetion of
loan procedures.

UNCLASSIFIZD



-6 o- UNCLASSIFIED |

20.. . This evaluation program is expected to provide a combinae.
tion of management guidance and. substantive evaluation 30 that the
‘National Agricultural7CounciI'and-thélPérUVian‘agencies'wﬁich'make‘
Subeloans from the fund will be in a position to know whet factors
significantly affect borrowers'performance. With such data in hand
the executing agencies will be. in g position to modify Fund lende
ing policies or practice57 eep them closely attuned rc the overall
objectives of the program, i :

21 The technicians engaged in this program will be eXpected
to install new or utilize existing report systems to produce the
necessary data, The USAID will also find the data useful in its
annual formal review with the Peruvian Government of the operae
Lions of the fund.

State
22, North Carolina/University will provide the persomiel
needed to carry out this program. This would include an agricultu=
ral economist with some back;round in statistical techniques as well
as technicians with experience in farm credic adminiszration,

Budget For Two - Year Period:

2 Long Term Technicians (Ue54) (% man/years) $148,000
2 Short Term Technicians (UsSe) (6 man/months) 16,200
‘4 Peruvian Counterparts 5/+15,000/ma, 53,728
1 Serretary S/464000/mo., 5,373
Travel 14,524
Assistants and other expenses 11,775

250,000
23,

The Peruvian counterparts, at the termination of the LWO Yyesr cone
tract, shall be financed by the GOP either as emplevees or under
contract,

Limitations
24, The funds lent will be used exclusively for credits with
the exception of $250,000 earmarked for technical assistance. This
will increase the capital of the Agricultural Revolving Loan Fund
Lo approximately $25,00C,000, (Part of AlD funds previously lent
were used for construction of facilities and procurement of equipment

UNCLASSIFLIED
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by the executing agencies, ana taous dia not become part of the ree
-volving loan fund), It is anticipated that funds will be commnitted
by approved subeloans within 18 months ard completely disbursed
within two years of signing of the loan agreement,

25, During intensive review, the Project Committee reached
agreement with the GOP on a number changes in the terms and condi
tions of subeloans and in Implementation of the program, These
changes are describad in detail "in Section X Issues. They incluce
an increase in sub-loan intevest rates to correspond to the
Bancao's rates;. a contribution to the Fund by the GOP of $3 =i
over the next three vears; a contribution to the Fund by the GO
of repayments from three existing two-step loans (estimat
bution of about $13.3 million); an annual contxivuticn to
by the GOP of the amount necessary to cover all subeloan repayments
-which -are in arrears more than 90 days which are not ceverad by

the net interest payments credired to the Fund; a limitation that
no borrower may contract short term loans (up to one vear) for a
period of more than five years and no berrower may contract Tedium
“and long term loans (more than one year) for a period of mora than
10 years; a limitation on maximum terms by type of suleloan o oe
mutually agreed upon by the GOP and USAID prior to first disbursement
of this loan; a iimitation on division of the Fund loan portiolio
between long term and short term leoans (no more than 307 of Jortiolio
may be in long term loans); technical assistance in avaluation of
Fund results, operations and purposes; and limitaction on arcun: of

maximun sub-loan to any one individual of 310,000,
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- SECTION IIT - EXECUTING AGENCIES _

26, The Republic of Perd will be the Borrower and SIPA, ONRA
and the Forestry Service will administer the loan with the as=
sistance of the Banco acting as fiduciary, Policy direction and
program coordination will be provided by the National Agriculturs
~al Council (CNA) composed of 15 members representing the agri=
cultural agencies, congress and farmers. The CNA is chaired by
the Minister of Agriculture. :
27, Administrative and téchnical decisions and nolicies cone
cerning the Fund are made by the Fund Commictec wnich is compesed
of 5 members representing the executing agencies and the 2anco,

Banco de Fomento Asroopecuario (BANCO)

28, The Banco is a government owned i
sponsible for promoting agricultural developmer
credit to farmers., (See adnnex III, IZxhibit z
Sheets).

oy nroviding

T
r Comnarative 3alanc:

29, The IBRD has granted Zour loans to the 3ancs since 1354
(totaling $30 million) to SUPROYT its normal anding opcrarions, The
last IBRD loan gran:ted in Hay 1964 (315 miilion) recegnizec taa,
although the Banco's racord of v payment oI ILRD loans had been

zcod and that the 3anco had
assistiag programs of azricu :
was not satistactorv, On rhe one nand, the
ibility Zor costly noneprofit acci
These nonebanking funct
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power resources & 5Ly
Ll status, On the stherw nand, inef

. D7 nas

)
n
financial and operaciora icianeg
orzanization and adminiscration by the 3anaco L
increased financial probisms, an izportant Iz i
poor debt ccllizction reccrd, (Sze innex ITZ,
Recoznizing the importance of corvecting thi
established the following performance standarcs:

a) a reasonable svstezmatic recuc
-

ion in the azount in
arrears of both long and sho T a

1 porticlios.
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-based upon recomnendation - of outside conmsultauts,

b)'gdoption,of:improved accountancy énd.procedural methods,

¢) revisiun of its operation other than credit with a view
to increasing their profitability as recommended by oute
side consultants, ’

d) arrangements to be made with the Government For finaﬁcing
certain services provided by the Banco in the national

interest.
30. " From its head office in Lima, the Banco controls 11 branch
offices which run 36 agencies, 51 subagencies and nine plancations,

i Scme of
‘the subagencies are clearly marginal, Total staff numbered about
1,455 as of April 30, 1966, of whom about” 1,125 were in fiald
offices, The Banco estimates that it has increasc

r
d
due to its fiduciary role with the rund, The scaff

i
includ:

large proportion cof wellequalified personnel, but numerous strikes
called by the Union of Commercial Bank Employess have raduced their

efficiency Considerably during recent vears., Remunerition cora
ditions on the basis of salary scales negotiated with the Union are
not related to work achieved or the financial status of i
tution, These salary increases have almost doudblad administrative
costs,

31, Tor acting as fiduciary of the Fund, the 3an

a fee of 6 1/47 of the Principal of loans :zolleccted,

appear high, the Project Committee believes that it reg

fair estimate of Banco expenses in disbursing, collzet c
counting for the rund.” For regular 3anco operations expenses for
salaries alone are running about 5 1/2% of loan porciolio, (Sace
Annex III, Exhibits % aid 35 <or Zaaco's Profit and Loss Statement
and Comparative Balance Sheets) The fact chat subeloans oI the Fund
are relatively small in amount (average about $700) makes tiae ner
loan cost higher than the average loan under the 3anco's regular

operations (about 3$1800.)

Oficina Vacienal de Reforma Azraria (ONRY)

32, ONRA was created on May 24,
organize, execute and evaluate the 2
colonization, O0MRA has divided its

964 by Law #13037 to plan,
ograms of agrariau reform and
unctions into three main Categories,

- UNCLASSTFIED
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a) -Declaration of ‘Agrarian Reform Zones,

- .This -process results in the deci'sion as to what zome shall’
be declared a proper subject of agrarian reform, After a specific
zone has been declared an Agrarian Reform Zone, ONRA then proceeds
with the expropriation and transfer to new owners of the offected
lands within the zone, To date four zones totalling 2,5 million
hectares have been declared Agrarian Reform Zones, To date more than

200,000 hectares have been “redistributed, This slowness is due”ir” part
to the length of time required by the legal ‘process of 2Xpropriation
in part to limitation of funds, At the time land is expropriated the
Agrarian Reform Finance Corporation (CORFIRA) must pay cash for alil

the physical assets of the enterprise expropriatgli, e, ouildings,
livestock, etc, Land is paid for in 13.22 year bonds at 4-4%,

b). Title XV of the Agrarian Reform Law,

Under Title XV of the dgrarian 2
1964, all share-croppers whether in a
become owners of the land they farm o
exceed 15 hectares on the coast agd 30 ia the 8
provided the GOP has paid Zor the land dursuant to the la
1. 1966, 42,000 share-croppers had been 3given osrovisional

2 "0

o

their land, (See Annex ITI, Zxhibit 7 <oy details) Final
XV titles must wait land evaluation and expropriation by ONRA,

c) Colonization Projects,

33. ONRA is responsidle for the colonization projects ina Chim-
bote, La Joya, Apurimac,/hdallaga,

Y n

34 © ONRA prasently employees 721 tachnicians, $33 5f whom are
in the field, Its pp;gggjhas incraased anaually a,g, 1954 %49
million, 1985 - 3$6,7"/1950 - §7.3 million., ONRA Has alse utilized
about $7 million Zrom DLF-204, 527-L-029 and Eximbank #2153 for its
credit programs and surchass of zquipmant,

15, ONRA's record of achievemezat has been mixed, In its 20ilo-
nization schemes such as Chimbota and Apurimac, a tendency to ovaer!
plan has resulted in some slowing of osroiece execution, Alsc, since
the priority osroject has been the Sierra Ceatral, funds and personnel
have often not bean zlequate in the coleaization projecrs,

38. =n the Central Sierra, after some initial delays beczuse of
the nzwness ol the program,ONRA has distributed =0 12 indien communi -
ties and 14 groups of farn laborerslarge tracts of the Algoldn


http:program,3h.NA

<11- . UNCLASSIFIED
,Hac1enda prev1ouqu held by the’ Fernandinis, Aboht 19,000 -farm families
-have been beneflted by thls actlon.

37, At the time of negot1at1ng this loan special attention will
be given ONRA concerning criteria for land expropriation.

Servicio de iﬂveétigacida v _Promocidn Asraria (SIPA)

38. ' SIPA has been operative since 1943, and under complete
Peruvian direction since 1960, SIPA operates at the nations, regional
(12 zones) and local (5 divisiors for each. one) levels in ;he areass

of research, extension, agricultural cevelooﬂnwt, livestock davelopment
and administration, Each regional office has Zirector with superviscrs
for each division., The delegation of gutnority to the regiocnal offices
is completely adequate to allow the regional directors to implement
national programs with a minimum of check-back to Lima.f The Extensi.n .
Division of SIPA (the division most directly connected with 1loleﬂent-
ing the supervised credit program) employees a Lotal of 810 profession-
als 777 ot Wthh are in the field,

R

[EI
]

-39, SIPA orwanlzat1onally is independent of <he Mini

istry of Agr
culture., However, SIPA must answer to the CNA which is presided over
by the Minister of Agriculture, SIPA's independence is mainly a mat-
ter of budgeting, In 1965 SIPA's budget was $6.9 million and ia 1946
it is $10 million,
40, SIPA is considered by USAID as one 2f the Srighater szo:2s ia
the GOP bureaucracy, It has a long record of achievemant on =he tach-
nical side in both research and actcion programs, Other agenciaes of
the GOP, recognizing this,have lured away a number of its technicians
‘with of ers of key jobs in Agrarian Reform and the National Planning
Institute,

Forestrv Service

41, The Forestry Scrvice has been operative since 1948 and
it became independent from SIPA in 196! and is now a separate agency
within the Ministry of Agriculture, The U,S, Forestry Service con-
siders the Peruvian Forestrv Service to be one of the best in Latin
America based on a number of specific projects, suchac timber Species
identification, in which the two have cooperated,
42, The GOP Forestry Service program uncer the previous AID ioan

oa
fundlng has rebulted in 61 sub-loans to Indian Communities and small

B o

UNCLASSIFIED
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farmers, for 5/.,2,512,456 to plant 2,560,000 trees
ares of eroded non-agricultural land in the Sierra,

437" The Forestry Seivice budget has.increased steadily since’
1964, 1964 S/,7,600,000: 1965 §/+11,500,000; 1966 $/.16,000,000,

The popularity with the Indian communities of the forestry plantation
program has been the key reason the Peruvian Congress has .allotted the
‘Foréstry Service increased budgets . during the past three years.,.

on 1,000 hect=

UNCLASSIFIED
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SECTION IV - ECONOMIC ANALYSIS

445 Of the range of development problems in Perd, domestic
-.agriculture is at once the most important and the most intractable.

It has proven extvemely difficult to frame specific effective so=
‘lutions to the obvious problems in agriculture, But the long=term

- 3oals are clear;increased production,higher income, imgroved land
distribution and greater efficiency.

45, This 39 million loan will aim
at financing the material inputs -- se
which when combined with the technical and m
services to be pravided by Peruvian te

and small sized farmers, especially those newlv-indeper
under the provisions of the Agrarian Relorm Law,

I

ur E
down the path toward intesration into £hie natiomal market econcmy.

[
3}
«
o5}
Us

The Deomestic Acriculzural Prsbicm in 2oww

(=)
imports have increased nc: only absolucaels
even relative to overall imporis as thz

4o, Perd is a large and growing importer o Zsods, In fact food
o .

Yeax Jocc ZmDorLs
(Mililicns of
doilars)

1962 82 537 15,3

1963 338 335 15,8

1964 98 530 16,9

1965 130 730 17.8
47, Walle there ars crops, such as FRgat taat cannct ve efa
ficiently raised ia Pevrd, it is clear chat the country can achieva
greater agricultural sroduction, es in commedities like rice,
livestock, dairy producots, adibla of st Iruits and vegetables,
which are now importad ia vol er all, has a land area
larger than France, Wist cembinad with a population
that dces not reach 10 ne opean councries,

UNCLASSTIFIED
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48, Even granting the constraints imposed by a lack of water
on ‘therceast, low temperaﬁures_and poar  soils of the Sierra, and the
tropical rains of the Selva, it ought to be possible for Perd to
achieve greater agricultural self sufficiency, ‘

49, The following list details the major food imports into Perd
in 1965, - :
Cereals $56.4 million
of which:
. Wheat and Flour, (37,9)million.
" Rice (13,5) »
Livestock and Meat 19,7 n»
Dairy Products 13,9 »
- Fats and 0Oils 11,6 »
Fruits and Vegetables" 7,3 n
All Other 21,4 n
Total 130,3 million

.50, To date, AID has invested more than $16 =

ilion in agri--
cultural credit plus a very considerable sum in roads *

0
lands, However, AID is not the only agency investing in Pzruvian
agriculture, Among foreign lenders the 3ID has comnitted 315 =7 lion,
The IBRD has iavested a total of $29 million ia the San Lorenzo irria
gation project in addition ta $30 million in loans to the Agricultural
Development Bank to exvand the 3anco's loan orogxam, Cn *the Peruvizn
side, the primary scurce of divect assistance to Zarmers somes
from two agencies, the agricultural extension service, SI?A, and zhe
agrarian reform agency, ONRA, These two agencies provide tachnical
assistance work in conjunction with the government cwned Agricultural
Development Bank, The Forastry Service also has a rale to play in

a ol

s
agriculture, dut shortage of fuads has o cat

Results of the Cradit Pragranm

51, Drawing on funds made avaiiabls through prior U,3, loans for
agricultural cradits, SIPA, ONRA and the Forestry Service have over
the past year and ona-half approved more than 20,000 sub~icans =otale
ing some $15,8 million as of A»sril 3C. These funds have been
channeled to a previously neglected element in agriculture --
medium and small sized farmers oroducing for the domestic =
details sze Annex IIL, Exhibit 3,

52, Traditionally, the export 3rowers and the large hac
have had access to production cradits through the commercizl banking

o}
H
~

-

UNCLASSIFIED



- 15 - © UNCLASSIFTED

_System and, jn»receqt‘years,fthrough‘thelAgricultufal Development . Bank,
The ‘raditicnal credit sourue for small farmers has béen the hacienda
owner who financed the crop and provided the management in exchange

for which he received the marketable output or the labor services of
the subsistence~level rural families,

53, . While the rumber of independent small and medium sized
farmers has never been -known with any dengE'of'precision, it 'is a
-fact that the number is increasing rapidly thanks to the Agrarian
Reform Law passed in 1964, Under that lav families with land plots
'of 15 hectares or less on the coast can receive provisioral land
titles in fairly shor:t order, Similarly, Sierra sharecrospers worke
ing plots of 30 hectares or less can receive provisional land titles,
These sowcalled Titie XV farmers numbered 38,500 at the end of 1965
and another 33,600 ace scheduled to receive land in 1966, With over
100,000 sharecroppers having applied for land titles it ig evident tharc
the number of ney (and Targinal) Ffarmers is bound to grow,

54, One of the prime objectives of past AID a;
and of this proposed loan is to improve the chance
survival of these new smali farms and thereby give
agrarian reform. Thae loan capital »nrovided fre
the technical service of ONRA and SIFA should Qe
from sexvitude to meaningful econcmic independen
farﬁers, raising decmestic agricultural output aad in
farm income.

=y
T
]
0
[
(g
[§¥)

Results of the SIPA Prosram "Plan Costal

© .55, STPA can trace its lineage back he:
neering Rockefeller intevest in Latin Ameri
early forties, The 33ency now has a budgze

of = 10,000,000
and employs 1,413 technicians, It is tha 4gency responsinhla For
"Plan Costa" and over the last 18 months (through April, 1935) has
approved more than 33,3 million on 13,400 loans #av an averags loan
of approximately $560,

56, While financing produce ranging Ivom alfalia to wateinelons
as well as livestoclk, SIPA has cormitted almost hali of tha Lo4n
)

funds in two CIODPS ~= corn and rice =- with livestock a cloe: thixd,
Loans by commodity through December 19635 are shown in sume .y form
below. T -

UNCLASSIFIED
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Total Crédit

Number of Credits

‘Crogl

Corn

5,062
Rice 1,056
Livestock 566
All other 4,772

Total 11,458

. 57, To receive these credit
guidance of a SIPA extension age

of soil, climatic and marketing possibilities the o jointly azree-
on the crop or crops to be planted, the nurchased supplizs and equipe
went that will be necessary as well as cthe timing for plonting,
fertilizing, cultivating and narvesting, The Complete farm nlan is
a key part of the credit application submitted to the lgezl loan
comnittee which includes a representative of SIPA, the 3anco and
ONRA, While the farm plan itself is essentcial guidance Zor the new
farmer, SIPAts major contribution comaes ia che technical assisrancea
follawuon once the loan is approved; showing the farmer aov fo slent,
how to apply fertilizers, when to harvest, e:e,
38, Though the program has Seen in operation darely 18 montas,
SIPA feels, and independent observers agrée, that siznificans az.
vances have been wmade in acritudas and practices which nave already
showed up in terms of increased outpucs,
59, Resistance to the usa of syatnetic Zertiiizers nas greatiy
diminished as Zarmers use the chcmical fertilizers provided by 5IBA
as an alternative to :che gnano that has tradtionally “een usead,
Further, SIPA has intraduced to the small and medivm si-ed Iarmer the
use of improved seec variztlas inaluding hvbrid Sorn, sotatess and
beans,
60, In other aspecrs f improvad farm sracuice, suanlies
equipment and #agineering advice on 2 custon basis ts level land, to
improve water utilization, clear drainage ditches, and engage in
limited flood control work, SIPA éstimates that in 19683 jcs Tachinery
assisted wore than 37,000 farmers, doudle the numbay of 1584,
o1, in the area of disease and Pest control, JIPA has iaitiated a
selective valley-by=-valley educational campaign against such pests
UNCLASSIFIED

~ Credit

336
1,082
1,966

485

549

{Thousand of Dollars)

1,700
1,143
1,113

2,314
6,270

S participating farmers,under the
nt,develop a Zarm

olan,

On the basis
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) aé4ﬁhe-ffuit,f1y and_powde:y_mildew of apples, The proper use of

“pesticides has also beéen an essential ‘element of these campaigns;

62, On the‘mérketing side, SIPA has been promoting cooperative
marketing arrangements, ¥or example, under SIPA guidance groups of

‘farmers have oy~passed traditional marketing channels and have sold
their com dircet to pr.ocessors recz2iving a better price and at the
same time facilitating repavment of the sub-loans,

83, - In livestock the accomplishments of the pas: vear inclucde
instruction in the use of balanced faed using concentraces znd The use
cf corn silaga Zor cattle, a little used practice nreviously,

Farmers in the Arequipa area, for example, with the use of sub-loans
have built 17 upright silos withk a storage capacity of 120 tons each
to better utilize this feed,. Livestock borrowers under this program
maintain full vaccination schecules to protect their ainals,

64, The results of the additional inputs of money, leadership,

and ' techni cal assistance in terms of increased output are as vet
still slim since disbursements under this pProgram have been underway
for little more than one year. JNevartheless, there are some 3pecifi
data in major Crops,

Corn
65, Working under the coastal credit plan small Zarsers planrad
15,000 sectares of hybird corn in 1965, The best availadlie estizate
puts the added production of corn for the new areas planted (replac-
ing cotton) and the improved yield per hectzra at 30,800 tons valued

at $2,2 million,

66, In part as a result of this credit program zorn imports,
waich in 1964 totaled almost 16,000 tons costing more than one million
dollars, were negligible in 1965,

Rice
67, In the latest (1964-19653) ¢rop year Perd imported 92,000
tons of rice werth over $13 miliion, The estimated rice production
of small farmers a tributable to their use of improved seeds and
fertilizers available under this program was 12,000 tons valued at

slightly over $1,000,000,

UNCLASSIFIED
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68, ‘The “incréased output by small farmers Just offset the dew
'cllne in domestic preduction as large farmers moved from rice to
‘cotton because the. governmcnt-controlled rice- price was held at’
too low a level,

69, Before planting began for the current crop year, the GOP
announced thai first quality rice will be free of price controls and
that the lower quallty rice can be sold at a higher price than bew
‘fore, As a result there has been some switching by larze zrowers
from cotton back to rice,

Beans
70, Yields of menestras (beans) wenc up very siznificantly among
borrowers from the loan fund, aAvailable data indicate that sucpuc
‘per hectare rose frem 380 kilos in 1964 (without su pervised credit)
to 1,200 kilos in 1965 with credit, The increas-d revenue of more
than $80 per hectare generated for the particigacting Zfarmers an
add1t10nal income of alwost $500,300,
CX2A Credit Procram
71, Sub-loans made through ONRA are spread over Iive regions
with the bulk of the lending concentrated in two as ;hOWu ia the

following table.

Rezion Short~Tzrm Loans Lonz-Taxn Loans
Thousands of 3) (Thousands of 3)
La Convencién 897 -
Sierra Cent al . 093 1,284
Tingo Maria 337 -
Chimbote 58 347
All other 156 138
Total 2,141 1,743
72, Experience to date with loans cisbursed Sv CNR4 is scanty,
Loans made in late '64 and zarly '65 ware for insucs curing the
1965/66 crop year, the benefits of which will secome apparenc only
a2Zter the harvest now undar way, is ccmplete,

UNCLASSIFIED
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T3 ;Q”TONRA.begén'wprk:first;inathe;Labenvencidn.Valley northeast -’
‘of Cuzco in November 1964 and swunz into high gear in 1965, The s
Valley had been a center of peasant unrest. Land invasions and clashes.
‘with troops were frequent occurrences and Communist agitators:

were active in the area,

T4, rom November 1964 to April of this year ONRA in La Conven-
cidn has made almost 1900 loans valued at $895,000, All of these

lozus were at short term with the greatest portion of the monzy

going into coffee, tea and cacac, For a variety of reasons, political
'and‘economic, sub-loans have been used to finance these tradicicnzal
Crops, Lt is significant that i3 La Convencida less than cen sersent
of all loans accounted for two- lairds of the funds lzane, Coogeratives,
both producer aad marketing, and groups of "associated fu.rmers” were
the principal recipients, With an average oI 9 "associates" in each

ot

group, these farmers each received an average loan
trast farmers applying individually borrowed iitt
each,

75, - La Couvencida is the first but the Central Siarra )
represents the greatest concentracion ol OiRA technicians and sub-
loans under previous agricultural credits, Comprisin : ountai
ous regions of Pasco and Junin and the relatively ad
-Lropical eastern slope of the Andes, especially the Caanchamayo
Valley, the Central Sierra has thus far r i e z
million in sub-loans,

n
O
)
b
<
(1]
(85
{.
o]
re
Q
e
i
[68)

those of the

75, In short-term crop loans like
53 thousancd in 9

Valley, ONRA has channelled almost
averaging about $640 each in addit
coop, In addition, slightly over 3
30 long-term 1ioans for high valuzd avocado and cistrus,

77, The OXRA orogram is distinctive in the Sentwal Sizrrz as
the agency has channelazd very long-ters sub-loans - 13 vears-out to
Indian communities to pay Zor sheep raising enterprises, Thase
loans complement, indeced are a cemponent 9L the mo conv on
type of agrarian reform in the scease that the »r :

wholesale redistribution of large haciendas accu

mert and then redistriduted :o5 =he neardy indian ¢

long-term sub-lcans hzve Seen utilized to stock Gt e
laads with quality livestock, While the loans t o
made for a proper purpose, the term is clearly excessive, Leng-
cerm livestock loans are expected to be a part of ONRA's future ac-
tivities in the Central Sierra, but terms will be shortened,

JNCLASSIFIED



ST 8 "in‘otﬁet.régioné,_ONRA'has been ‘responsible for making sub-'

loans in the Chimbote irrigation project which was taken over by the

'-ngoﬁernménx*whén‘its,privatelspdnsors pulled out, ' Most of "the $400,000 ::'«. ..

dollars approved in subloans for this project is going into land
leveling and irrigation on 136 land parcels with smaller amounts ear-
marked for short-term crop loans,

783 In addition’ to the projects described above, ONRA has made
loans in two small colonization projects (Apurimac and Tingo Mar{fa=-
Tocacine) as well as making some loans in Jaen, Bagua and Cajamarca
in the north and Abancay west of Cuzco in Apurimac,

80, The combined total of loans in all regions outside those al-
ready described totals less than $600,000.

8l, 1 As noted, it is too early ta draw £irm conclusions about the
effectiveness of these widely separated, disparate programs that ONRA
is involved in,

82, . .Though difficult as yet to demonstrate quantitatively in

‘terms of increased cutput, there is considerable tangible evidence

especiaily in La Convencidn that the ONRA administered program is
naving an impact, There is in that region stability if not tran-
quility, In fact, the guerilla bands which had caused considerable
agitation in the aresa ara nct currently a threzt and <he previcuseiy
restless campesinos ars largely quiescent, Tas function of prc-
ducers and consumers Coops especially ia thai region has been
spurred, given impetus by the improved prospitcts of getting financin
for such endeavours,

H
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the Sierra Central, the availabil

oeen an indispensable element in the acqu

e indian communities and has been a contrib
imination of land invasions, In addition,
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The Forestry Services
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‘program the Forestry Service makes seedlings available to :the ine
:digenouswéommunities Which-in-turn,provide.the'laborbfor,planting,
and then assume the responsibility for carrying for the plantations,
The campesinos receive food rations for their work in this program
under the provision of PL 480, Title II, During the last two

years more than one million such food parcels have been distributed,

85, . The yield from this forestation program is high, Only

land not suitable for Crops or pasture is used, The time invested by
the campesino labor does nothi ai

. 3 .
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the Forest Service's long=ranze plans %o olant 1C0,30
‘hectares in plantations are rcalized, the annual casa income “hat
would be generated would rezach $6 millien per vear., Zor rhe
perhaps, one million families with a per capita cash incsme
than $100 per year that would stand to benefit ulcizacely =
4 program, the $6 million increased i:come would be substantial,

86, I

H
Sokh
K 0O

U

San Lorenzo

S —OTEn=o
87, Some $5 million was allecated from DLF 204 Z“or
sub=loansas part of the Zinancing of the 30 miliion third stage of

this large scaies irrigation project.

33, Hajor investment expenditures in this thvd stage arc
budgeted for land development, road 2quipment, technical services and
facilities and, most importantly, ia farm investmencs ac Scth shore

and long term,

89, - Of the AID sub-loang torov
quarter, 2700 of the 2800 sub=loangw
credit., Approximacely $1.3 million i

mately $500,000 for irrigation and long-

ter
A quarter of a million dollars was distursed
for livestock.
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9. .To date, 1, 192 ‘parcels in San Lorenzo totalllng 19,000
_,irrigated hectares have been settled, Most of the 826 houses that.
“have been built in the project have been financed - by the 655°AID~
sub-loaq;made for thls purpose,

91, The sub-loans from DLF 204 do not loom large in terms of tha
 scale of the San Lorenzo project.. Even in terms of agricultural
"credit the AID financed portion is far outweighed by the IBRD,
Further, AID funds are largely in long-term sub-loans as the World
Bank loan funds have been heavily committed to the short-term
production type loan,

92, The San Lorenzo ororu.~ when Iully comol

real - contridution to Peruvian agricultural productiocn, Fu
there is no question that San Lorenzo will provide i
viable family farm units With the commitment of $5 mill
project, AID has assisted materiall Ly in the projects ulcima
success,

Conclusions
AL CE s

93. Suring the past eizhteen montls
reaSLnaoly-orvced credit nas bdeen reachin
sized farmers, any of them are complete
management and mos: ave woefullyshort in
Zarm oractices, This means that the tach
2as been

orovided by the Paruvian aﬁ3ﬂ01‘s
to the success of this lcan fund

94, Despite the short pericd
underway, it has already prccducad
production along the ccast of Zoo
rice, beans -- has been cized,
in La Convencidn and the Sierra C
the availability of econcmic assis

95, The contribution of the
in the Sierra, farm equipment in
in the Coast and elsewherz=- cann

t u 9 .
dore time will be required before the results of rcacse tyses cI o loans
emerge.
95, One point wnich has not been dealt with in ths Zovezoing
and which merits consideration is defaults, A major test of che

UNCLASSIFIED
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‘fAedbﬁdmici;gédlts:qf subflpans'unﬁqr'thi§ prbgraﬁ'is‘whether they are -
" paid back, While there'are many reasorns for’ a high default rate, a= *

wellmrun program of production loans should have a manageable de=
linquency rate, say, less than 10 percent,

07 A T BT SIPA program, which is.the only one for which data

are yet available, the proportion of slow payers is very high, 29.
pexcent of all payments due have not been made on time, Part of the
explanation for this high rate is the faulty classification of de=
linquent accounts, SIPA has not adjustad the figure to reflect loans

which-have been extended or rolied over, Making allowance: for ree

newals will doubtless bring the defaul: rate down significantly, 3But
even after the adjustment, the delinquincy rate is expected ' to be

a4 problem, largely because of the marginal status of many small
farmers, Some farm families, for example, have less than 2 acres of
land, an uneconomic parcel. Lack of knowledge of markets, insufa
ficient technical assistance, and poor management are among the other
reasons that can explain high rates of derfault,

98, - The new loan agreement will provide that the Covernment of
Peru will repay the revolving fund for sub=loansdelinquant more than
90 days, While this step will preserve the integrity of the loan

fund, it is still true that defaulted loans represent a loss of real

_-resources,

99,  The Mission strongly believes that the program evalua
be carried forward under the $230,000 technical assistance com
of this loan will significantly improve the future operating e
perience of the Fund by pinpointing causes for default and isa
such factors as the rates of return to borrower depending on
financed, size of farm and other variables, Guiced by the re
of such studies the National agricuitural Council will be zbi o}

keep channelling the rescurces of the Revolving Ftad co those who can
use it efifectively,
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100.

- SECTION:V = FINANCTAL ANALYSTS

Estimdtes of Total Costs:

SIPA «.Plan Costa-

ONRA o

Agrarian Reform Zones

Forestry Plantations

Technical Assistance

~A

- e

Source of Funds:

GOP C

~AID o

a/ Stated in dollar equivalents at S/, 26,30

' CORFIRA

SIPA
ONRA

Forestry Service

b/

BANCO
GOP SubsTotal
SIPA. o
ONRA
Forestry Service
Technical Assistance
AID SubwTotal

Grand Total

(=24 = UNCLASSIFIED'
st $ Total
8,950,000 on 8,950,000
9,900,000 oo 9,900,000
900,000 0w 900,000
20,000 160,000 50,000
18,550,000 1z0,cin 29,038,010
2,200,000 .- 2,200,000
4,4C0,000 oa 4,400,050
400,000 0w 400,830
3,000,000 .o 3,060,500
1,000,000 com 1,000,000
11,000,000 <0 11,000,000
6,000,000 - 6,300,000
2,250,060 cou 2,230,000
50,000 ave 500,500
90,000 180,380 230,300

b/ Agrarian Reform Finance Corporation

UNCLASSIFIED
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102, It is anticipafed that PL 480 funds generated under the

‘proposed title*IV'agfeement.wili‘be“used to-finance local currency:-.
.costs of the AID loan if and when they become available, It is an-
ticipated that this Title IV agreement will generate about $2-33 mi-
llions, There are no PL 480 funds available in Peru at this tim

103, - The'GOP will make the following contribution to the Program:
$5. million will be contributed to the Fund by the GOP over a ttree
year period beginning with $1 million in 1967 and $2 million each for
‘the succeeding 2 years; all two step loan repayments n»lus intere
from Lima Water and Sewerage (527-L-022), Pativiloa Hydroelectric
(527-L-025), and Cadon del Pato (527-L-024) will be <a itad :
fund, The total from this source will 0eil3, 3 mil
14 years (see Annex III, Exhibit 9 Zor details),
shall specify that these two step repayments may b
"USAID so agrees with the GOP that there are other
Zor whatever balances flave not already zone into
these repavments will »e coming inunzil 1989, ¢

-~
-

47}

believes that it is best to allew cervain flexivil
of these funds in the event that program emphasis
period or other sources of funds becoms availania
cient quantity to obviata the need Zor cont
-epayments, The GOP will also contribute t
ONRA, SIPA and Jorestry Servizs in the avea

1 U

‘loans, The Banco will receive 5 1/4 serce;
a fee for their Tiduciary duties,

s

104, 3esides the above Fixed
will contribute each year an unsp
. The Banco will makz a quarterlv re

The net amount of repavments ia a ars wora

31 of each year shaii be included by the Gover
quest to Congress “or ths succeeding vear, (The b
sentad to Congress in August of each vear and asare
normally completed bv the last of Jecember),  Anoth
the GOP will be the 33 million allocatad Sv the G0P
form Finance Corsoration (CORFIRAL), This inscisued
agent for ONRA in Paying for assets on expropriatad
tance if a hacienda is expropriated, the lands are ;
term bonds, However, Suildings, livestock, ete, —us

cash., CORFIRA's $3 =illion will be used Zor thess ¢

in Agrarian Refors Zones,

105. For purposes of this 2aper the GO? contribution is considered
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to. be only that amount of fund

106, - The IBRD in 1965 lent
1lion to the San Lorenzo Proje
medium and long term credits t
recent Indigenous Communities

1lion for agricultural cradits
and approximately $10 million

the recent IDB loan of $15 mi1
Tocache zone, Dus to these re
to AID/W that they will not be
in this loan., Also since ther
bank has indicated no interest

s which'will be contrimut

$15 million to the Banco
Cto These loans were
0 commercial coastal
loan of $20 million inelu
in seven selectad zZones
for agricultural eredic
lion ZFor settlaemznat in ¢

cent inputs, IRRD and iD

4
et o LR

€ are no foreign @Xchang

*

SECTION VI . REPAVMINT 220

107. dased on the zconomic
as well as the COP's Past reco
vicing its debt, it is the opi
Qayment prospects Ior this A1

1MPACT S,

SECTICN VrIT

ot

I

Ly

analysi Per
rd of cu

nion of
oDo 1o

S 0
csc
L the Project Commi
an are reasonable,

ZCONOMY

108, No harmful efZfacts ro
sult of this 4,I.D, loan, No

nancad which are in chronic su
defined by the 1,3, Department
or feed agricuitural commodici
Or export which are in chronic
defined by the U,3, Department

the U, 3,
export food
rolus in

oI Ag
&¢s be

surplus in

o Agricultur

tny H
»
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. SECTION. VIII.» CONDJITIONS AND:COVENANTS; .

109, - The major cenditions and covenants of the Loan Agreement
will be as follows:

1. 'The Executive Branch of the Peruvian Government shall
include in its budget request to the Peruvian Congress for the
calencar year 1967 the equivalent in Peruvian soles of one million
United States dollars ($1,000,000) to be contributed to the capital
of the supervised Agricultural Credit Fund, In calendar years 1968
and 1969 the Executive Branch shall include in its budget
requests the equivalent in Peruvian soles of two million United States
dollars ($2,000,C00) for each of the above listed years as further
contributions to the capital of the Fund. If the Peruvian Congress
does not appropriate the contributions in the amounts and fo. the
years specified above, A.I.D. may foreclose the possibility of
further A.I.D. assistance to the Fund.

2, Sub-loans will carry the rates of interest now used by
the Agricultural Developmant Bank for its normal operations. These
rates are:

Amount Rate
Sf{. 0 - S/. 10,000 7%,
s/. 10,001 - s/. 50,000 9%
s/. 50,001 - S/.100,000 10%
S/.100,001 - s/.200,000 127
S/.200,001 - s/.500,000 137%

3. The Agricultural Development Bank shall receive 6§ 1/4%
of the principal ocutstanding on sub=loans at such time as the
Jdnterest is collected in order to defray administrative costs.
The present transfer of 3/4 of 1% of loans collected to the Agrarian
Refcrm Finance Corporation shall cease, All interest collected above the
6 14% required to pay administrative costs of the Agricultural Develcp-
ment Bank will be used as increased capitai to the Fund.

UNCLASSIFIED
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4. If during'the course of disbursement of the proceeds

.of this loan, Peruvian Soles become available to the Government

of Peru (i) as the resulf of PL 480 Title IV Sales, or (ii) as-
Sol ‘repayments, in excess of the Sol equivalent of US$200,000 to

' ‘the Government of Peru special ‘account ‘esteblished in accordance . :

with A,I.D. two-step repayment agreements, or become available to
the U.S. Mission to Peru as repayments to A.I.D. of PL L80 Title I
loans, the Government of Peru and the USAID shall agree to apply
such Soles to the purposes ‘of this loan, and to reduce the dollar
portion of this loan: herein authorized, and the disbursements. -
hereunder, pro tanto, by the dollar amount of these Sol2s. The
Dollar reduction shall be computed at the highest dollar to Sol
exchange rate legally permitted for official or commercial impory
transactions, then prevailing. :

5. The Agricultural Development Bank will make quarterly
Statements on the default situation with respect to Fund Sub-loans.
The GOP will replace all loans in arrears uf more than 90 days by an
annual contribution to the Fund. The March 31 report of each year
will be used as the basis for determining the amount the GOP will

request in its budget for covering such loans in arrears,

6. No sub-borrower may contract short term loans (up to
one year) from the Fund for a period longer than three years from
the date of his first such loan. No sub-borrower may contract
medium and long-term loans (more than one vear) during a period
longer than ten years from the date of his first such loan.

7. Prior to first disbursement AID and the Borrower shall
agree on specific loan terms :o be apvlied o each category of sub-
loans,

8. No more than 30% of the Fund's loan portfolio shall
be held in loans of more than one year's duration at any given
time until and unless the GOP and USAID otherwise agree.

7. Borrower shall agree that immediately upon the signing
of this loan agreement, arrangements shall be made for the initia-
tion of technical studies; to be financed under this loan, for the
purpose of evaluation and refinement of the administrative proce-
dures and operations of the loan and the Supervised Agricultural
Credit Fund, for the purposes of refining policy benchmarks which
define the types of crop, and lending terms and conditions to small
and medium-sized farmers to whum supervised credit is to be extended,
for providing standards as to minimum farm sizes for inclusion
in the credit program and for establishing effective procedures for
rapidly vesting adequate title in these farmers.

UNCLASSIFIED
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' ‘ Revised June 27, 1966

(1) Borrower -shall- agree’ that érrangements. provided
for in (9) atdve, satisfactory o AeIeD., shall te a
condition to tiie first disbursement of the proceeds of
this loan; o : S - '

g:f, (ii)_Satiafactory'progresslin the,conduct_of;these
studies shall be a condition to continuing disbursements
under the loan.

(iii) Borrower shall covenant that no later than *h

time at which six million U.S. Dollars ($6,000,000), (or
1ts equivalent in Peruvian Soles and U,3S. Dollars) 1is

‘disbursed under the programs contempleted in this loan,

the technical studies provided for ir (9) above shall he
complzted, and the administration, operational, r2gal, and
vpolicy recommendations vrovided hv rhese studies, or

es~

additional revizw ty A.T.D. cof 2ctivi-iag gssceiasad

this loan, shell be adovsed and e erflectlve, <2 =iz zatisfaction
of A,I.D., as a conditzon to suvsequent disbursements under <he
loan. Borrower's failurs o ccurely with thisg cevanant o the
savisraction or A,I.D. siell conssitute an avens -p defaul

under the loan agreement,

- 1Q. Bach year ror the lifas of the lcan, on a Jdate no
later than May 31, the Borrower ani A, 7,00 8hall mest <o sormally
n S :

review oprogress, agvree on such 3
plan uses of sub-loan TepeymanTs Ior tie coming year.

Development Loan Fund, Loarn Yo. .
and tiis Loan shall te zlaced 15 a oongolldam—ed Suzeriisz
Agriuclutral Credit Mmnd ("Ffund'

5
Tae operation or such Fund whicn A.I.D, rey deem edvisable shall
&

nay L2 necsssary and <o

1l. Principel regaymens

s PP A AR L R LN FOUE T SO
ITCL suC-lcAans Dlinancel v

;
AdIeD. Zomn Mo, S27-L-027,

L

t B - a B
) and tnz sules and Lricedra

be govarned by the Loan Agreement tor <his Lcarn, regardlsss o

anything appearing tc the centrary in DLF 20k or 327-1-0249.
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. .12, 'No funds under thfé'lbéﬁ‘mé§'5é'uéed5tb‘fihéncéf'
expropriated United States or Peruvian property.

SECTION. IX - IMPLEMENTATION PLAN

110. It is expected that the loan will be authorized by ALD/W
in late June, 1966, and that the loan agreement will be signad one
monta later, Conditinns precedent should be completed within one
month after signing of the agreement.

11, A,I,D, funds under previous lozns have been completely
committed for approved sub-loans, except $700,000 in colonization
projects of ONRA, Due to this laclk of fuads new sub-lozans have only
been made at the diminished rate .ade possible by use oI repayments,

112, The implementation of this loaa will proceed in much the
Same manner ‘as the two previous loans, The main difforsnce will be
that no funds will be used for construction, or o n z i

bl I
ment, by the executing agencies, All Tonies, amod
marked for technical assistance, will be used 7
loan agreement will contain psrovisions mal
in DLF-204 and 327-L-029, (1) to so
made available under these two loans ~
made available under this loan, and (2
single system of regulations an :
consolidated Supervised Agricul

W~
1.
3

[2et
3

[R3
O

O

&}

O
1 e e Gy
'

~ U
Lo
Uf)
o
(G2 )
H

4 0

0
9]
o

113, Loan Agreement 5327-L-029 provides that
financed under the Agreement shall have theis sour:
U.S. or Peru, except that itcms procured with Soies
under sub-projacts appraoved oy a,L.D, not exceedin:
Of $500 per sub-loan shall have their ssurce in Deru
in Peru or in countries included in Cocde 393 o0 =iz 4
Code Book as in effect at the time sush 300ds aad ser
procured, ZExperience during implementation cf 527eLa
there is no satisfactorv mzthod of anlorcing tha $53C
local community lavel, and the $3C0 limitation will
nevw Loan Agreement, The Project Committee is of the
waiver of A,I,D, source - origzin requirements are n
purpcse, since the procurement involved is by a stb=-
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credit operation, The 1imitation.to_m

frée-world procurement wiII'be'rehainéd“hOWéVer, to permit AID to
disassociate itself from procursment of items that may be discovered
to be from Communist - bl sk countries,

114,

The Fund may

~ve used to make loans to individuals,

cooperatives or Indian communities for the following purposes:

a)

b)’

c)
d)

e)

Procurement of fertilizers, seeds,
insecticides and fungicides,

seedlings,

Procurement of livestock, poultry, Zeed, veterinarian
supplies, and fencing materials,

“Procurement of agricultural machinerv and equipment

or the payment of rental services ZIor such,
Procurement of materials for construction of farm
buildings and improvements,

Payments to cover the costs oZ
farm irrigation Sys texs,
paraticas,

soil imorovamane,
on-Zarm roads aad land pra=-

Paymerts to farmers °s 50
their cwn land at a reasonable ra
to be determined by the local credis
the following conditions:

(1) The faricr who obtains such a sub-loan will ba
b o ] :

subject to the tachnica supervisisn and gontrol
of the executing ageacias,

(2) The farmar or cattle Zarmer will Se sais fov ais
personal or Zamily opk, partially or zotally,
only when he docs nos have A0y ofher rescurces
to live on until he stares raceiving suflicient
income from his faim ozeracizns,

(3) This working canital loanm will 3

- oD -

~ [y N -~
to tha value of work parlormed by th
on nis ocwn land,
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(4) Payments to the farmer for personal and family
work will continue for no more than three caw.
lendar. years: after signing for his first sub-
loan from: the Fund,. The extent to which. this -
type of sub-~loan should be continued will be the
subject of special consideratiocn during the 1967
annual review,

115, . The selection of farmers, cooperatives or communities to
.feceive sub-loans will be made by the lacal credit committee composed
of one representative each of the Banco, SIPA, and as appropriacz,
ONRA, (Loans for forestry plantations are naturally supervised 5y the
Forestry Service but they do not participate on the credit committeas
for SIPA and ONRA sub-loans), ‘

118, A farm plan must be developed by the appropriacs techaician
in cooperation with the farmer for each agricultural unit so selected,
- This plan includes annual costs and anticipated incciie and an invest-

ment schedule specifying the amount of each item of gzoods znd zawrionaz
required and the month in which it will be neeced, The ¢

included as part of the sub-loan contract a :
~ment of Zfunds. or provision of gonds (cradit-kind)
farmer or conmunity by the executing i
ments take place in one o7 :wo way
made by tte Local Credit Committee,
mittees anu 7 regional committees now
agencies supply goods and servi
nity directly Zrom the agencies
presentation of a coov of <
sented to the Banco -rich whar roimi

o]
sub-loan disbursements are mace ineking

117,. ° The Banco will make periodic chacks on the orosress 37 susa
loans and b2 responsible for disbursemenz, collzction and Zsoounting of
Fund proceeds, Supervision, extension, 2ducational wOors and tsachnizal
assistance are the responsibilities o= 5224, ONRA, and =he Torastry
Service,

118, In order to facilitate implementation, the 2anco will =e

given an advance of not more than $300,C30, This amount i35 eacual

the average two month rate of disbursement on tha pravisu s l0la
to the Fund, Replenishment 0f :the advance is macde on the “asis o
monthly Banco reports showing the dish n e z

sub-loans, Prior tc disbursement 0z the last
must r:iceive satisfactoary cocumentation covering a
ments under the loan, Borrower will cocvenant that

UNCLASSIFIED
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documentat101 .covering the final $100, 000 dlsbursement will be
submltted within one month after such disbursement., Each year for
"the life of :the loan, no later than May. .31, -the: GOP shall present
to A,I, D, its proposal for use of projected sub= loan repayments
that will be forth-coming during the succeeding year, This annual
review of the program will also include evaluation of results, By
requiring this formal annual review it is anticipated that A.I.D,
‘can maintain a continuing influence over the program emphaala of’

Fund sub-loans,

119, Concerning technical assistance, North Carolina S:tate
University will provide 5 man years of U, S, technicians to work in the
arza ot evaluation »f the Fund's purposes, uses, managemeat an '
results, North Carolina will set up =& program o conzinuin
tion which will include the training of Peruvian counterp
carry on after this specific two year contract expires,
details see Section II - Project Description,

120. The executinz agze
procedures and requiremen ts in
Status Reports will be conti I r
quarterly narrative reports w1ll be addec, Irom an
standpoint the Project Committee does not aut

problems and is of the orinion that the loen
ments for adequate tecwulc_-, Zinancial an

ncies are Zully fgmiliar with A.1,D,
~ l 3

lo i
ed
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' 'SECTION X - TSSUES

121% The following issues have been considered and resolved
during Intensive Review,

GOP Contribution to the Fund

122, Past AID loans for agricultural credit in Peru have not
.required any GOP counterpart investment beyond budget support for
the implementing:agenciss, The funds required to. meet small and
medium agricultural credit needs in the coming years will be vastly
larger than foreign credits are likely to finance, Also, the Fund
estblished by AID loans will be in danger of continual diminution if
defaults exceed. proceeds from interest,

123, In Intensive Review negotiations, agreement has been
reached that the GOP will make the following contribution: the GOP
will make a budget request for $1 million as contribution to the
Fund in CY-1967, The GOP will include $2 millicn per wear in its
budgets for 1968 and 1969 as a contribution to the fund, The GO
nas also agreed that all répayments of principal and interest re-
ceived by the Borrower under existing two-step loans (Lima Water and
Sewerage 527-L-022, Pativilca Hydroelectric 527-L-025, and Cafon del
Pato 527-L-024) which will be in excess of amounts necessary to service
the AID Yens will be signed to the Fund, The principal on these
loans totals 312,8 mi on. Adding interest payments and subtracting
repayments to AID, th al net availability will be approximately
$13.3 million by 198 e Annex IIT, Exhibiz 9 for prejections of
und from two=-step loans). :

D

o

k]

124, The GOP has further agreed that net arrears of mor2z than
90 days on sub-loans will be coverad oy an annual contribution to the
Fund, The Banco will make quarterly statemsnts on the default situ-

A ents
ation with respect. :nd sub-loans, The Status of Loans Report as

of March 31 each year will be used as the base for determining the
amount the GOP will budget to cover dafaults in the following year,
(See Section V - Financial Analysis for details on GOP contribution)

Sub-lcan Interes: Ratas

125, As anticipated in the IRR, the problems of raising interest

UNCLASSIFIED
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rates-was very.difficult to negatIQte with the GOP, They flnally
agreed, however, to the following: AIl Siib=loans to individuals’
(except forestry plantation sub-loans which will remain at 2%) will
carry rates equal to the Banco's schedule which is:

up to S/, 10,000 - 7%
up to S/, 50,000 - 9%
up to 3/, 100,0C0 - 10%

up to S/, 200,000 - 12%

by

up to &/. 500,000

13%

126, Interest rates on logws to Indian Communities and Coovnera.
tives will be 7% in order to allow such organizations to retail cre-
dits to members adding administrative charges.

carners to 3anco’s Reaular Oserations

Transfer of 3etter

127, The Fund is dSeing used to
farmers wiho are indesendent operat
lives, Throuzh the technlque 0% su
to bring them up to the lavel AF ec
possible, Since therz arsz about 8¢
could be airected by this orogram o
imsortant to assure that as the old
position of craeditworthiness <zkey

Banco operations,

3anco loans

128, Since regu Tag
t requireme :s, i

lar
of his estimated proje
rund farmers capitaliz
obtain a 3ancoc loan
on many factors; in
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vidual operator, the quality of his farm, type of enterprise and of
course, profits, SIPA estimates that many - small and medium coastal
' farmers will require about- threé years of supervised credit before
they will be ready for regular loans of the Banco, For farmers
starting out in colonization Projects or starting livestock enter-
prises the period will necessarily be longer, In order to relate
the variety of farm enterprises financed with Fund sub~loans, to the. -
goal of eventually transferring users to regular Banco operations,
the GOP and AID have agreed to the following limits: sub-borrowers
may contract short term loans (up to one year) from the Fund for a
period no loager thaa five years from the date of the first such
loan,  Sub=borrowers Mmay contract medium and long term loans (more
than one year) during a period no longer than 10 years from the date
of the first such loan,

- Limitation of AID Financed ONRA Program to two zones

129, Under previous AID lrans ONRA has worlked in 10 dificrent
zones at the same time, In a number of zones it has had siznifia
cdnt problems in getting its drogram moving ind has been unnscessa-
rily slow in drawing down AID funds, USaID arnd ONRA reachei agrze-
ment during Intensive Reviaw that —== CWFA Zroivem Tinanzed Ly <als
loan would be limited, on st disbursement, to the Sigrra Central

A :

1
and La Convencidn Agrarian Re

130, Based on observation of =he .
USAID during the past 138 wonths ir is
problems with land transfars and 1

and unduly long time ro complete, I
tem established by the Agrarian Reform Law o)
laborious procedures for transs i

2
real estate law and practice help to axplain whvy Zefizicencias ia che
land transfer system i3 osne 0f tho tus Tajor reascns that no land ha
been expropriated under ie Agrarian Relorm Law (lack af Tunds is
the other), vcst Zarmers tenefiting by the Azrarian lee
form Program at present are provisional titls holders unier the
title XV section of the Law (described in Section III)
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- Provisional titleholders under Title XV must pay 207 of their gross
pProduction to the legal titleholder as rent until such time as the
property is evaluated, €xpropriation completed and an amortization '
for the new land owner set, There is, however, no tjma schedule
for complecing land evaluation or final title transfer,

131, USAID has reviewed in detail with ONRA ways in which to
improve this Situation, U, S. grank financed legal technical assise
tance to be provided by ILowa State Un!versity will assist in the
erfort to simplify and improve land transfar tochniques, Also, AID-
GOP annual agricultural reviaws will deal wirh thease problems,

Sub-Loan Terms and Limit on Amount of Individual Sut-loansg

132, In some cases sub<loan terms have been too lenient, This
1s especially true in the case of 1lpans made to Indian
by NNRA, Accordiagly, as a conditicn precedent to fi

ment. the GOP must submit a List of terms by type of sub-loans
factory to AID,

133, Under previous loans maximum amount of any one sub-loan to
an individual was $5,000, During implementation of these loans it
was Zound that thig tinitation was too small Jor acaguately financing
livestock operations or farms requizing {rrigation, As a4 resulg, it
was agreed with the GOP that the sub-loan limitation would be raised

to $10,000,

Limitation on Divisi{on of Fund atween Short-Term and Long -
Term Loans
134, The present divisicn of lcans outstanding between shert-term
and long-term is approximately 757 ta 25% 41 As Saort-term loans are
repaid there may be a tendency on the part of the GOP ¢o transfer sonma
of thesa r peyments into long-term loans, OCver time this coule result
in a slow down of turn overiof the Fund,| In op er o keep the Fund
9

-
revolving with reasonable speed and thereby to bene
number of farmers in the shertest possible time th
has reaached agreement with the participating GOp ,
following limitation: No more than 30% of the Fun
snall be held in loans of more than one year'ts duration at any given
time, unless otherwise mutually agreed 5y AID and GOp during <he annual
program review,

INCLASSIFIED
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135, There is a need to utilize SIPA's personnel resources in a
more efficient manner, If credits are granted on an individual farm
basis SIPA can handle about 15,000 loan requests per year on the

coast without an ‘increase in personrel. Thus, if loans were made to
individual farmers SIPA could reach about 30% of the potential coastal
users of this type of credit, If more credits were granted through
cooperatives, farmer associatias and other groups a greater number of

people could be reached, educational programs could be handled more
efficiently, and the individual farmers would have a bettar ncsition
to deal with the market beth in the purchase of fam inputs and in

the selling of farm products,

136, SIPA is aware of the above and has submitted a list of 31
such groups comprising 2,100 members with which it plans to work with

part of the proceads of this loan,

Technical Assistance
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139, The 3anco as of March 31, 1966 star
report on short-t an arrears in 'S
report covering t ing June 30,
total Fund, tw al to start

ed making a guartexrly :
A's coastal proyrari, The

1966 will include rAa

these reports soondr because
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prior to January 1, 1966 repayments due were negligible, The 2 iR
. first reports (See Annex IIT, Exhibit 6 for charts) showed some 1
~very disturbing results, As of Match 31, 1966, 6,529 short term :

sub-loans had became due, 367% by number or 28,7 By amount were

in arrears, Arrears yems divided into less than 90 days and more

than 90 days, 8% by number and 8.9% by amount were in arrears less

than 90 days while 287 by number and 19,87 by amount were in ar=

reéars more than 90 days, Total amount of arrears as of March 3175 !

1965 stood at §/.17,566,827, These figures are inflated by the

fact that renewals and éxtension are not separated out,

140, The Banco and SIPA have taken the following steps o
correct this situation:

- After each subeloan is granted and the loan Munds disg-
bursed, the SIPA agent reports to the Banco whether or
not the funds were used in accordance with the farm
plan, If they weren't the loan then becomes due,  This
measure is to prevent farmers Lrom diverting loan
proceeds to noneproductive purposes,

- Before the harvest, the teSponsible SIPA agent informs
the Banco as to the estimated yield and time of harvest,

= Immediately aster harvest, the farmer must meke a dew
claration of his 3T0Ss production which the SIPA
agent certifies and sends to the Banco,

- With chis informarion tie 3anco inspectors can then
concentrate on the preoblem cases,

= If the farmer does not Tepay his loan for valid reasons
such as crop railure, the Banco =ay give him an ex-
tensicn of up to five years,

- If the farmer does not Aave vaiid reasens to be in
arrears the collateral (i,e, land, equipment or Crops)
can be called due, Also, if the farmer is a provisional
title holder to his land under Title XV of the Agrarian
Reform Law, he can loose his Tight to this title for
failure to repay his loan,
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141,
a long way to improving collections,

‘...t e. Agreement will be that at the time' of

net arrears of more than 90 days will
for the succeeding year,

Local Currency Financing

142,
ly dependent on long-term capital infl
imports,
1966 Section C1, meeting projected pub

present lending strategy, we forecast
present and antici'pated new loans from

decade and that there will necessarily
demand over the next two years,

1/

Trdpa In other word .
loans are made for the £
proceeds of such loans w

continued
i

operations by the GOP and AID a contri

tain the rate of growth in imports achieved in the

aven though in the £i
nancing of local curren
1 De disbursed 5y th

ness accounts f

. 2t

L

The Project Committee believes that the above steps will go

Also, a condition of the Loan
annual program review of Fund .
bution to the Fund equal to
be placed in the GOP budget

Over the past five years the'country has become increasing-

Ows Lo sustain the growth in

As outlined in the Mission "Preliminary Report" of March,

lic sector investment levels

while maintaining the viability of this predominantly private sector
economy will be a difficult task under any circumstances,

YWith our
that dollar disbursements from
foreign lenders will nc* sus-
first half of this
be some compression of import

3

sts, the dollar
al 3ank to help
f investment in

about 40% of imporss

high
L
overall investment pri-
ation systems, and adu-
al currency component,
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"ANNEX I, Page 1 of 9
. June’ lh, 1966 - '

FRAMEWORK FOR A,I,D., PROGRAM

1 ctlves

U S. assistance to Perd is prOperly viewea 1n the con-
text not only of the traditional inter-American npolitical
-institutions which bring the two countries together Sut a’=n in
the context of the very close trade and commarcial rzlations thas

exist, The U,S, is at onca Peri's best customer and largest
supplier buying about 40 percent of all Pard's exports aund salling
roughly the same percentage of Peruvian import J.S5, pnrivate

s
investors have on the order of $500,000,000 i t
country, and profit remittances abroad from Perd (wi

7

i
9]

O T

jo B 1
[¢]
C
[
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w

Beyond thesc commercial interasts, the U,S, has an
important stake in rthe success of the 2conomic and sccial modern-
ization process initiated by Presidenrc 3Jel nt
stability, economic viabili ty and poliicizal
with U.S. policies and cbjectives desend to
success of that prozess, Accordingly, the of
progranm are, Iirst, to support Perd's olifsre
economic and social opportunities Sar the ebe
half of the population liviag in a s5ubsiscen
ly, to establish an institutional bHasa--oubl
sustained economic and social growth in Pard

ful attack on the constrain:

tnis nation in poverty aven whi

nomic performance chalked up ovar
ie

a
democratic, reform-min
the Alliance for Progr
and orogress,

d
d governm
s and is
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Perd is traditionally a private enterprise economy, The
private sector uas done a remarkable job over the past decade in
giving Perd one of the highest aggregate growth rates in Latin
America., That growth, however, has been singularly ill-distributed
with the urban coastal areas sharing fully in its fruits and the
tradition-bound peasants of the Andes benefittiag little, if at
all, The problems which Perd must meet and overcome in the process
of bringing the 