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I. PROJECT SUMMARY AND RECOMMENDATIONS

.A. Recommendations

It is recommended that a cooperative agreement be signed with one or more
of the U.S. universities assisting the Agency under the Expanded Program of
Economic Analysis %or Agricultural and Rural Sector Planning for the services
specified in this paper. The total budget for the three year project covering

the period 1977-1980 is estimated to be $750,000.

B. Statistical Description

Project Title: ' Small Farmer Credit--
~ Profitability and Repayment

New or Extension: New

Duration: | Three years - September 1, 1977
through August 31, 1980
Total Estimated Cost: FY 1977 $175,000
FY 1978 310,000
FY 1979 265,000
$750,000
Contractor: Cooperating University/Universities

(With sub-contracts to in-country
institutions.)

Principal Investigator: To be Designated
Preoject Managemant: Anne Ferguson, TA/AGR/ESP

Erhardt. Rupprecht

C. Rarrative Description

Small farmar credit progrems in LDC's have a common problem--high levels

of delinquency in loan repayments. This problem holds for AID-financed pro-

grams as well as for those finznced by other international donors. Most studies
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of this problem have concentrated on how credit agency operations and procedures
could be modified to increase Toan collections or to minimize the impact of non-
repayment on the financial viability of the lending institution.

The 1973 AID Spring Review of Smal] Farmer Credit stressed the need for
a clearer understanding of the role of credit on small farms. It noted that,
relative to the amount of funding for agricultural credit, too 1itt1e professional
attention had been given this topic. This project views the role of credit from
the perspective of how chaﬁges in credit policies affect the use and repaymént of
credit by the small farmer. Its purpose is to develop and apply methodologies for use by
credit institutions in LDC's to carry ouf whole farm and enterprise analysis for

small farm credit programs.
The cevelopment enc' use of the availabiltiy of improved methodologies ©.: ‘arm

level dats collection and enalysis orienied to more effective crecit use will asss

participating financial institutions to design credit programs which will enhance effective

use of crecit and repayment of lcans by small farmers. This will be accomplished

by analysis end evelustion of the role of credit in improving disposable incomse

ct
-d
(@]
L=

the predect will focus on relevent data coliection and anzlysi £ for evalve
the role of credit in impiroving disposable incomes

of small farms. Informational reports will be prepared for LDC decision makers
on conditions, resources, constraints, prectices, preblems ang tunctional re-

iationships involved in the operation of small ferms. Policy 21ternatives which
couid assist in imoroving the ipcames af this grous will he eviluated

ty most LOC credit dnstitutions uiilize soms Torn of budgeting for zmed) ¢
lending. FHowever, it-is usuzlly limited to si le enterprise budgets often hased on

inappropriate datz and nearly always without accompanying analysis of enterprise



alternatives and enterprise mix for the form household firm as a production/consumption
unit. Budgeting and farm analysis carried out by credit institutions is often based

on poor or outdated déta and based only a limited number of the cropping patterns

anc technologies available to farmers. There is a great need to develop systematic,

cost-effective procedures which can be used by credit institutions to obtgnn a

wide ranges of enterprise and farm budgets which are timely and reasonably represent.
the econcmic and rescurce characteristics of the many types and groups of the

fermers they deal with. This project is designed to meet that need.

Many factors affect repdyment of credit. The focus of the work under the nreject
is based on the assumption that several of the major factors directly related to
profitabi1 ty both from crop year to crop year and over time are important ¢ “minante

. ! X = i
o repeyren .lfiiﬁﬁﬁ’ for exzmple, affects yields and thus

[l

[T I
S0CTaten

vy
73]

he ¥isks g

ck

¢

WITE Boorowine. gimina arly, extension precrams effect culture] prectices;
e 1

capital investment Programs in land improvements affect land proauctivity; and
seasonal and annual variations in input and output prices affect cash flows
Fries

as well as profit Tevels. The methodologies will assist in assessing pro-
S

Titability of ¥redit use and repeyment capcc1E:I The project assumes that

irebll %

Frofitability and cash fiow are major facters in loan delincuency. However,

willingness ©o repay loans (i.e., attitudes toward use end repayment,

ceiiection rocedures and Teoed sincticns) alse is an drnoriant fe-tor affecting

repayment ov credit. Datz on willingness will be collected and analyzed in case

studies, this also will include assessment of social obligations and obligations

; - . gam A P R R T (R %A T
“Oononevormiloeredit scurces which may impede Toan repayient.

Wite the evelurtion of aititude on loan

ﬂ‘

payent is difTicuit to measure otiectively,

credit institutions need to understand and take into account farmers' social obligations,



cultural setting and scope and terms of informal credit in.se1ecting borrowers, and

in determining the most appropriate collection Procedures.

variables on profitability of credit use and resulting economic and financial capacity

for repayment.

The Toan repayment problem is complex and the work under this Project

cannot be expected to resolve al] issues involved. However,

to the extent that the application of methodologies developed and used under the

project can Previde data and analysis for designing more appropriate and responsive

credit policies Tor distinct groups of smal) farmers, it can be expecteq tg rez 1t

in improved LGrrOWEr incemes &nd associcted hicher loan repayments levels.

Four maiap components are envisioned

under this project: (1) development
of budget analysis methodologies specifiéa

Ty appropriate for Credit institution
use (2) design

of cdst-effective data collection methodologies to Supply reliable

data for credit institution analysics of the wiole farm (1nc1uding the feorm households),
(3) epplication and utilizatio

nof data collection end analysis methodologies

dissemination of results and findings to AID, LDC's, and
othep interes+ed Farties,

in.two LDst and (4)

The four components of tpe Prodect, white considered separatey es distinct
ectivities, are envisicned as critically interrelated components needed to

echieve the project purpose of deve]oping Operationally useful methodo]ogies

which will sssist in previding Guidelines fop improved Crecit policies, The

seiection and adaptation of the budget analysis methodology will provide the

arzlytical framework for dssessing the viability of loans to distinct Categories
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of small farmers; thg sg]gction and adaptation of cost-effective data collection
methodology wil] provide the basis for the utilization of the budget analysis

and in addition help to assure its continued usefulness.

The focal point of project design is in the in-country application and
utilization component. The objective of this component is to'demonstrate the
practical utility of the developad methodologies in improving the lending
operations of the credit fnstitutions. This will be carried out within the context
of existing programs and in conjunction with credit institutions in the selected

-countries. The approach of the projecf will be the analysis and evaluation of the
role of credit in improving disposable ircomes from the operation of small farms.
Increased knowledce on the role of credit in the speéific country setting s . iso
expected to give insights for credit programs in other LDC's., Disseminaticn of pro-
Ject results wil] provide information and technical assistance if requested tc
othe interested LDCs. Coordinated development of the project components will

increase both in=country usefulness and overall project resuylts.

The project will be implemented by U.S. universities (to be selected)
under Cooperative Agregment arrangements. The cooperating universities will
make firal selection, with AID's epproval, of the two LDC's and the respective
participating host Financial institutions. Senior staff from cooperating
universities and consulting resources from other universities and organizations
will be funded to carry out the ectivities of the project in cooperation with

LDC techniciens and professiora s.



At the end of the three-year period of the project, AID and the participating
lending institutions in the LDC's will have available to them the specific
analytical results which should be helpful for improving” credit program design, and
‘for improving credit policies. A project evaluation will determine if the initial
projection of a three year effort was realistic and whether the results to date

" would mer{t an extension if more time were needed to complete the application and

utilization of the methodologies.

D. Summary Findings

The project is socially, institutionally, and economically sound. Agri-
cultural lerding institutions in LDC's are &lready using rudimentary enterpr
budgeting and farm analysis for program formulation and implementing. This

project will build on and improve such efforts in tha two LDC countries selected.

Capability exists in U.S. universities in the area of agricultural economics
and farm maneoement to cooperate with LDC institutions in designing at which
these methodologies are 1mp1gmented in the selected LDC's will depend on the
managerial and technical capabi]ities of the individuals and institutions
involved. However, adequately trained.professiona1s and technicians are avail-
able or can be trained within the 1ife of the project to accomplish the purpose

outlined for the project.

F. Issues

Any issues which arise during the project review process will be addressed

in Annex I.
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- IT PROJECT BACKGROUND AND DETAILED DESCRIPTION

A. Project Background

1. Project Development

The project has been developed by TA/AGR/ESP. The PID was approved for
circulation to R & DC March 7, 1977, and approved for project development by
R & DC on March 22, 1977. Subsequently a PIO/T hés been authorized to
negotiate a basic assistance Cooperative Agreement with Colorado State Univer-
sity (CSU). The purpose of a basic assistance Cooperative Agreement is tc
utilize U.S. University expertise fof identification and analysis of problem
issues iin agricultural anc rural sector planning as applied to LDC conditions

and needs. In this case it wezs determined that specialized expertise ava’. Ne

of developing the project.

Preifminery discussicns with USAID/Honduras and USAID/Manila have tayen
place @t the suggestion of the zppropriate technical offices of their respective
regional Bureaus. Both have indicated initial interest in %he project and have re-
quested that the project be developed further with these counries in mind.

Under the basic assistance Coorsrative Agreement, CSU will Finalize the implementation

Plan in consuliation with prossective ravticipating covntries znd the USATD missions.

2. Relevant AID Experienca

TA/AGR/ESP is heavily involved in research and general tech-
nical assistance in econonmic planning in the aoricultural and rural sectors.
T Ta q ~ e At 2 ! . . .
The Laston Conference resuited in a manaate to the offices of TAG that our

work be problem oriented end that utilization and dissemination of analytical

results be stressed.



.

In attempting to respond to this mandate, this GTS project will under-
take applied and operationally useful analysis in the area of credit. Other
recent examples of the division's response include the CRIES project and the
A/D/C International Agricultural Economics Seminars. The project is
supportive of the division's Expanded Program for Agriculture and Rural Sector
Planning, the ﬁurpose is to expand and strengthen the capabilities of LDCs to
identify and analyze the consequences of alternative policies, programs and
projects for agriculture and rural development in terms of multiple economic
and social goals. The program activities represent an analytical approach to
policy and program formulation for increasing output, improving productivity
and expanding emp]oymenf in farm and nonfarm occupations as a means to increase
incomes and provide increased basic social service for the rural population.
The eiemzns of sucn an approzch can be viewed in the cortext of the su"ect

- - - S omm & [ ol dianm ~ - n L
areac or categoriss o beg addreceed, suzh as credit.

-

R & OC approved TA/ASR/ESP's PID on the Profitebility and Repayment of
Credit and TA/FD's PID on Rurel Finzncial larkets, subject to coordination of
the two projects.
The TA/RD project is ettenyiing o combine state of the arts studies,
- d
applied recearch, informeticon dissemination, and consulting to address short

<

to mediun term cperationel dssuzs.  In the ceveloprent end utilizeticon of

L A N A i T P U SR S : —~t - o

cost-evreitine Jrll oot el o i A inrtrsie meth ionies ESP's npoject
3 g LRI

should comnlenent the ioriied resziveh envicigned by TL/RD, In eddition, the

informatic: disceminztion end werksnueps of the TA/RD project represent one

possitle crimnel Tor ditsendretion of £5P's prodect results te other LDCs.

In=couniry cppitcation o7 the two projects will require specitic coordinction.
In Hondures znd the Philippines, the countries being initially considered for
ESP's project, the necessity for coordination differs and therefore the degree

of coordination will differ.
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USAID/Honduras in preliminary discussion has asked that ESP's project be
applied and tested in Honduras and has stated that they will also request the
consulting services from Ohio State University envisioned under the TA/RD project.
USAID/Manila has asked that both ESP's project and the applied research component
of TA/RD's project be further developed with the Philippines in mind; and after
further development, the GOP Technical Board for Agricultural Credit (TBAC) will
assess the complementarity not only between the two projects but also among their
overall program effort.

An Inter-Bureau Committee for Agricultural Credit reviewed the project on
May 4, 1977 and suggested minor revisions which have been incorporated into t*e
project.

Other AID projects which would relate to the project and could be
supportive are the Honduran Smal] Farmers Technologies preject (discussed in
Section III-B,) the Philippine Small Scale Irrigation project, and the CATIE/
ROCAP small farm systems work., TA/RD prbposed'methoda1ogies for planning and
evaluation will attempt to synthesize approécheé to the measurement of socio-
economic changes. It does not propose in-depth expermentation with the application
o7 methodologies.

The social indicotors Froiect in the Ph ilippines provides another exanple
of a complementary project with a data collection component. This as wel]

as other in-country sources of data will be utilized to the maximum extent possible.
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3. ther Donor Experience

The FAO's continuing work on the role of Tarm manazgement in small
farmer development can represent an important corollary to the implemen-
tation of this project. The FAO's work to date will be reviewed carefully
during stage one of the'project. It is intended that this be used as a
major building block in the development and adaptat{on of the methodo1ogies.
IBRD's work on evaluation of credit loans and repayment capacity will also

be reviewed for applicability in development of the project's methodology.

4. The Repayment Problem

Funding of agricultural credit programs by AID, the Horld Bank and other
international donors has received high priority in deve1opment assistance
programs for many years. Initially, funds were channeled directly to
specific egricultural credit projects. More recently, funding for credit
has continued, but as one of many compohents of more broadly foéused
agricultural or rural sector development programs. Furthermore, many man-
years of technical assistance on credit matters have been financed to

compienent the direct sunding of egrictltural lending sctivities in develop-
ing couniries. Tha experience with extending agricultural credit
to farmers (of all sizes) hes been quite mixed. The 1973 A.1.D. Spring Review

of Small Fermer Credit was the first mzjor attempt by any of the donor
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agencies to evaluate the results of such credit activities. In that Review

it was concluded "that there has been and continues to be too 1ittle
professional attention given to credit issues (beyond organizational and
methods matters) to match the relatively high rate at which A.I.D. resources
are pushed into credit programs." That conclusion is just as valid today

as four years ago, since LDC agricultural credit programs still absorb large
amounts of external funding either directly or as part of broader, more
integra;ed projects. Wkith the continued developmental emphasis on agricultural
credit in one form or another, by both international donors and the deve’y

ing countries, they are implici+ly suggesting that credit is an important
ingredient for agricultural and rural development. However in the majority

of the LDCs, farm loan delinguency in varying magnitudes is a common prroblem
experienced by most agriculture or credi: progrems. This suggests agricultural
credit,or the essential conditions under which it can effectively operate,

have not yet been adequately defined and matched in program design.
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Ineffective credit policies result in Toan delinquency causing
significant problems for the borrowers and the lending institutions
alike. Agricultural loans to farmers which result in additional input

and operational costs but‘Eﬁtﬁuinsufficiént}offsetting,additiona1.returns\'
actually harm the producer, regardless of how well-intentioned the credit agent
or institution making the loan might have been. In addition, non-repayment
results in a bad credit record for that farmer, making it difficult to obtain
future credit. For the lending institution, poor loan repayment means ‘less
revenue to cover administrative and other costs and less available credit for
the next production cycle. Thus, the financial viability of the lending insti-
tution is seriously affected, making it dependent upon continual support from
the central covernment or from international donors if it wishes to mair .« .
éven a constant loan program level.

Some studies of this problem have concentrated on how credit agency opera-
tions and procedures could be modified to increase loan collection or minimize
the impact of non-repayment on financial viability. However, many other studies
point to the unprofitability of technology financed by cradit as a major and
undeF]ying cause of delinquency. The 1973 Spring Review stressed this
point. Even World Bank studies of large farmer credit programs suggest lack
of profitability as an important cause of Toan delinguency. Recoanizing the
importance of this question, A.I1.D. now requires profitability analysis cf
new technology for small farmers under its Project review process bu=
tends to restrict such analysis to the project design stage and naot the imnle-

mantaticn stage.
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For credit programs to be viable and have any real impact on the
small farmer, program strategies and their implementing policies must be
formulated realistically and oriented toward the major problems confronting
small farmers seeking to improve their condition. This requires a full
realization of exﬁsting conditions affecting farm operations ( internal
and external), and an understanding of the potentials and alternatives
for improved farm inccmes, as well as information on the critical factors
restricting the echievement of this potential. In brief, actions taken
to improve farm incomes require a more precise Understanding of income

producing processes at the farm level.

Recent advances in the field of agricultural planning clearly indicate
that déve]opment policies should reflect existing conditions and an inte -eta-
tion of production ré]ationships and behavior at the producer level to ensu:e

more efficient resource allocation and performance. Thus, planning and pol-
icy formulation must be based on microeconomic data and analysis as well as on
macroeconomic analysis to serve as the basis for building effective programs
and policies. Untortunately, microeconomi; income and technicg] production
data required for carrying out farm level strategy formulation, especially for
the smell farm sector, is neither readily nor sufficiently available in most
developing countries.

A microeconcnic basis Tor policy anaiysis reauires an effective

dataz collection and enalysis system. Such a sysiem would provide information
on input/output coefiicieants, fé:tor/produ:t price retics, czpital/credit

requirements, alternative preduction systems under various agro-ecological
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conditions, production structures, and organizational arrangements. With

such information, the impact of alternative credit po]iciQS'on small

farmers can be éstimated end more effective strategies devised and imple-

mented.

Examples of impacts of alternative credit policies which the project

m2y procuce are:

a.

Changes in production patterns through crop diversification,
changes in crop mix, non-traditional enterprises, improved
technologies, etc.,;

Financing supperting services structure to place inputs,
marketing facilities and extension services within adequate
reach of target farmers;

Provision of credit or alternative subsidies within & defined
period of time to give the agricultural borrower an opportunity

to increase income margins and become economically viable.
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Specific credit policies areas which could be improved as the
result of information gained from the study:

1. Provide information that may make possible a
policy of Tending on basis of individualize
farm plan instead of constructed interprise
budget.

Policy of whole-farm lending as contrasted
to single interprise.

Ny

3. Improved policies for present resouce base in-
vestment lending appropriate products credit/
investment credit mix i.e., cross impacts.

4. Improved policies for repayment terms (cash
flow & debt service capacity).

5. Improved subsity policy - provides criteria
for chifting from transfer payments (e.g.,
interest rate subsidizes) to cost sharing for
permanent production improved investments.

6. Improved criteria for loan renewz] & loan
forgiveness.

7. Improved criteria for determining farmer
training needs and intensity of extension as-
sistance (i.e., categorize farmers for this
purpose).

8. 'Criteria for making crédit use farm develop-

ment plan on a forwerd basis (i.e., line of
credit plan over 3 to 5 years).

9. Allows balancing of factor use with factor
availability (i.e., optional labor use
matched with land &and other capital).

10, Criterie elloceting (within an ares or region)
capital and credit for internal (on-farm) ex-

ternal investiment (e.g., on farm procuction

investment vs market Tacilitias infrastructure)

(
or

11. Improved criteria for cellection (i.e., dis-
tinguisiing Letween those who heve the present
abiiity to repey, those of have had a temporary
set back but with future potential ability %o
repay, and these who will be unable to repay
from farm earnings).
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Small farmers have limited savings capacity which Teave little
for investment in new technologies. Thus, in adopting new technology,
small farmers have a greater need for credit than large farmers. The
problem is to distinguish between those farmers who can and those who
cannot make enought money from credit use to be expected to repay--given
2 set of circumstances that constitute his production/consumption/marketing
envirorment. The role that credit can play in changing the traditional
product{on function is stressed in literature. Low savings of small farme
increasing prices of modern inputs, and gradual reduction of subsidies on
agricultural inputs highlight the importance placed on credit. If small
farmers are o adopt new technologies these must be sufficiently profitable
to induce them to use credit, aznd there must be adequate credit availeble
at profitable costs. Credit is a facilitating input without which it

might be difficult for the small farmer to effectively adopt new technologies.
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It is recognized that many factors affect the profitability of credit use.
lleather, for example, affects yields and thus the risks associated with
borrowing. Simi]ér]y, extension programs affect cultural practices; capital
investment programs in land improvements affect land productivity; and
seasonal and annual variations in input and output prices affect cash flows
as vell as profit levels. A1l of these factors can be taken into account
by the methodologies proposed for this preject.

It is more difficult to measure factors affecting farmers willingness
to repay credit, For example, the small farmer's crder of priority is often
;SLCh thet infermal sources of credit will be repzid before fermal sources.
it institiutions will necd to

To assess the importance of at:i+ys cre

m
[ 92

unaerstand farmers' social o tions ard their cuitural setting es well
as the sccpe and terms of credit from informal sources.
Credit institutions are only partiz ally successful in their effeorts
to gather date on small farmers which w111'heip guide borrower selection
and crecit allocation. Budget ansalysis, primerily by crop or enterprise,
is used by nearly &11 institutions, public and privete, as a tool in decision

making., Ferm and enterprise hudoste and plars are used hy credit offices in mzking

are used by governments in deveieping countries o Jjustify their
agriculturel development programs. and often are used within A.1.D. as the

besis for project analysis especially en the cuestion of technology profitability

Ul
o

Unfortunately, due to time and rescucce constreinis, Taim budgeting analysis

is carried out at one point in time to meet important and immediate needs of
these institutions but no systematic procedure results to assure that the analysis

continues to provide reliable, accurate, and up-to-date information. Budgets -
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used by credit agents often are outdated and represent only one of many possible
technological and organization possibilities--usually one of the better farmers
in the region and not representative of most farmers to be financed with credit. Over
time credit agents tend to use the same budgets over and over and they no longer
provide insights on credit profitability or allocation questions. Thus, there
is great need for a systematic, institutionalized mechanism to develop enter-
prise and farm budgets wnich represent the economic and resource characteristics
of many types and groups of farmers.

Budaet analysis as presently carried out by most credit agencies (or as
part og credit program design) often is inadequate and inappropriate be;ause
of (1) lack of sufficient, approprizte, and accurate informati ion on factors
affecting the income effect of use of credit by small farmers, and (2) lack
of appropriate methodologies for analyzing financial and physical data even
if adequate data were availeble. This project is designed to ‘develop and

test alternatives for alisvieting both problems. First, @veilable analytical

methodologies used in ferm budgsiing and planning wall be modified to inciuce
anzlysic of the smell farmer {i.e., the wicle ferm as & consuming and procucing

O Al .. P N PRI SRR VR T e S e e -~ KRR
!'z'll'.). Secons, & SYyLUan U0 CULECUIRD TRE IRVENNLLION YECUAPEd 1oy Indane

m

~

analysis for typical smzil favms in LEC's will be ceveleped and appliec.
The third step will utilize the moditiz¢ msthodologies and farm cata to
aceiot credit egencies in Soz LDC's o cezsion credit programs and policies
which will dmprove farmer ircemas end repayment raies.- The finel step will

entzil preparetion of & report cn the methodologies developed and tested for

dissemination of project results to missions and other LDC's.
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B. DETAILED DESCRIPTION

1.__Purpose and Goal:

_ The goal of this project is to increase small farmers' incomes through
the improvement of the design of rural credit policies. This goal can be
realized if farm credit can be used to assist small farmers to adopt technolo-
gies which are sufficiertly profitable to allow them to repay their loans and
still realize a net econopic gain.

The purpeose of the project is to develop methodologies which credit institutions
JIn LDC's can use to carry out whole farm and enterprise analysis for small
farmerkcredit programs. Two steps are neeced to achieve this purpose. First,
the factors associated with the profitabie (unprofitable) use and repaymeht
(non-repayment) of credit must be determined. Second, a framework for analyzing
the impacts of these factors must be daveloped.

The strategy of the project is to acapt and modify farm budgeting and
planning technigques to LDC small farmer conditions. This will result in a
stratification of small farmers with different resources and factor endowments,
and an identification of the appropriate role credit can play in facilitating

and improving @ccess choices of technolegy Tor farmers in each stratum.
r g c.
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2. _Outputs:

The outputs of this project will be a set of analytical methodologies
and information which can be used to improve the effectiveness of small farmer
credit programs in- increasing target group incomes. More specifically, outputs
wWill include:

(2) Adapted budget analysis methodologies which can be used to measure
the impact of various factors on profitability and income jevels resulting from
credit use by small farmers.

(b) Development of cost-effective methods of collecting appropriat& and ac-
curate date on the various factors affecting small farmer's use of credit and the
profitapi]ity o7 credit. Special attention is to be given to the developrent
of continuous reporting and farmer generated record-keeping systems.

(c) Increased knowledge of the factors effecting small farmers ability
and willingness to repay credit.

(d) Analysis of the impact of potential changes in credit program design
on the income end net worth position of small farms and on the viability of
the credit institution. This will result in recommendations for improved &nd
more appropriate policies related to small farmer credit.

(e) In-country testinc of the éppropriateness and utility of the method-

2 U R R - ~vrea
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() Dissemination of project results to AID missicns and other LDC's.

L4
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Project Components

(a) Introduction

The project will develop modified methodologies on cost effective
data collection and budget analysis to assist credit agencies in the
design of credit programs and policies which will enhance repayment rates.
The methodology for cost effectivedata collection will provide a least
cost collection process for accurate and timely data required in the
budget analysis. In country application and testing of the methodologies
will be carried out within the context of existing programs and in con-
junction with the dredit institutions in the selected countries. The
approach of the project wi11 be the analysis and evaluation of the role of
Eredit in improving disposable incomes from the operation of small faprms
Increased lnswledge on the role of credit in the specific country seiting
is also expecied to give insights for credit programs in cther LDC's.
| Specific project cemponents include the development of 1) budget analysis
methodolcdy, 2) cost effective data collection methodology, 3) in-country ap-
plication and utilization of the metﬂodo]ogies, and 4) worldwide dissemination
of the methodologies and the procéss of application and utilization developed,
The four components of the project while considered separately as distinct

Sl

activities.eve envisioned a3 criticallvintervelated components neecad Lo

s
88}

achieve the preject purpose of d veleping opevationatly useful methouciogies
which will assist in providing guidelines for improved credi+ pclicies. The
selection and adaptation of the budget analysis methodology will provide the
analytical framework for essessing tha viability of loans to distinct cetegories

of small farmers; the selection and adaptation of cost-effective data collection

methodology will provide the basis for the utilization of the budget analysis
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and in addition help to assure its continued usefulness; in-country application
and utilization of the methodologies will assist in the improvement of the
credit programs of the two selected counties while providing for the testing
and demonstration of the methodologies. The dissemination of the project
results will provide information and technical assistance if requested to other
interested LDCs. The coordinated development of the project components will

increase both the in-country usefulness and overall project results.

(b) Budget Analysis Methodology

Farm budgeting is the primary framework for rational decisions regarding
profitability of credit use, for selection from emong alternative techrologies, and
for dgtermining total farm plans. Budgetirg is a systematic procedure which
permits a decision with & given informztion or dotz bese. 1t is used hy nearly

all credit inctitusions privite, as & teol in decision maling. Budoe?

Tl
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analysis produces en assessnent of exnzcled carned income over & period of time
and an assessment of financial Tlows within thz: period of time. The primary
purpose of budeet analysis is tu provide wanagement information for the

rationelization o investnent dacisions.

Methcdologics for bungzt anelysis currsntly being used in the U.S. will be

o - -~
R B e e . . . Ve ., - ‘-
ST e s G0 LTl T e VTt on e LUT conditions, This vl
P Sp— - - Vs ey e SN T SRR Lege . P TR L. s emam T~y gy v P,
entail & conceptuel Trane.ovii adapiad to the nroduziion systems, cultura)l

practices and social and administrative structures of the particular countries.
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. J
are ol an erternrise type, oct ofien : quantitative description of & single
. . o7, . . .
commodity. Enterprise budcsts—"i.e., the calculation of production costs

and returns by enterprise) is the first step in the analysis procedure. This

1/ See Annex A for Basic Bucgeting Definitions
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involves the synthesis of information about inputs, outputs and their prices
to-derive the costs and values of production under existing crop and livestock
enterprise structures. Different structural and economic parameters, production
coefficients and performance indicators, including gross margin and net return
per unit of input (i.e., land, Tabor, rmanagement, etc.) also are determined.

These budgets are the building blocks for whole fann budgets which utilize
individual enterprise budgets and aggrecate them in the proper proportions.
Budget analysis for the whole farm (including the farm family) is desirable
due to the highly infegr§ted structurel organization of the majority of.
small farmers. In the absense of clarificaticn of the close and mutual
depencency wmong enterprises, it would be c¢ifficult to Tacilitate changes in
the structure of tﬁe Tarm without consecuent unanticipated repercussions
throuzhout the systenm.

Fnother reason for using the ferm/housencle unit is that in most LDCs, more
inputs are farm-produced (manure, labor, animal power, seed, fuel); more products
are wholly or partly processed on ths farm before sale znd a wider range of farm
products is consumed by the family. Thus the farm planning problem is more complex,
ana more care is rquired in identifying the chain of causes and effects which

would follow from an adjustment n any one enterprise or activity.

cleser structural integrizion of activities is alco one ireascer

vy

Fossibly thi
why Tariers are more resistent io ihe ezoption of so-cailed technological in-
novation: the full consequerces of an inncvasion may De understood better by

[P

rs than by the nroponents of hznge,

(72}

fern
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Godnod annlueic ravm soln o1 =
puacet analysis cen tzhe the form

-t

- 3-verbal description/listing a1l the factors involved in the problem;
- simple sketch or flow chart of the relationship between steps in a

process, prucesses in an enterprise, enterprises in a farm system.
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- a systematic mathematical or algebraic statement of the problem
(e.g. @ programﬂqu matrix).
The primary aim of this component is to develop appropriate data processing

procedures and fundamental budget analyses to. determine income potential and

financial viability of an enterprise and farm system within a distinct small

farm category. The ceglculetion of productivity measures, input/output co-
efficients and other performance indicators using more sophisticated analytical
operations and techniques can be applied to the data to derive further insights
and understanding of the croblem and/or determine and evaluate alternative
solutions to them.
Care will be exerciced in the se?ection; in the adantution end

~in the development of the rethodologies such that tRéy are appropriate for
continﬂed use in the selected countries. This can be accomplished through the
development of a simplifisd hand celculated program which weuld be appropriate

]

for computer use if desirs

[N

Enterprise and/or whola faym budgets provide an adeguate base for judging
the profitability of farm investments. However, farm budoets do not provide an
adequate indication of rezzyment capacity. Repayment capacity»is essentially
a cash iow concept. The objective in determining repayment capacity is to determine

gcequeie provision for repeyaent. Thus,

i
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how much debt can be ezsir ¢l 3%

Fery @ projection of how much cash will be avaiiable

oy

a cash flow enalysis is

0 -
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re fenily 1iving expenses exceed cash available,

(a1}
0
143
n
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to service debt. In cz
debts are unlikely to be o124, This is the case because most faras, particularly
small farms, are complex units involving both producticn and consumption con-
siderations. Typically basic living expenses have the first call on cash re-

sources, with debt service zbility being essentially a residual.
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A second reason that a cash flow znalysis is importaht in terms of analyzing
debt repayment capacity, is that such an analysis permits a comparison of .iming
of returns from investments with obligations to repay the loan. This obviously
is most important in the case of long tem assets, such as building, land
improverment, etc. when the payoff is over a period of years. In such cases, it
is comrion for the investment to be profitable while the cash flow is negative over
a pericd of years or at best not adequate to match the repayment schedule.

Enterprise budgets are obviously the basis for cash flow planning. The
other necessary inputs are fixed costs, such as taxes, insurance, rent, and
other overhead costs, along with family 1iving expenses. Cash flow analyses
can be on either an annual, quarterly, or monthly basis. Assuming additional
credit Tiabilities increases the risks facing the farm operator. Thus, it is

| usually highly desirable to provide a cash flow analysis on a monthly besis

(c) tethodoiogy for Coust-Effective Data Collection

The objective of this component is the development of a cost-effective
methou of collecting data on variables evfecting small farmers' use and re-
payment ot credit with special attention given to dsvelopment of a basic
records system for selected smeil farmers.

Many LDCs are gathering masses of cdata on farmers and others in the

rural sector, largely throuch survey resszrch. These data surveys often are
gssicnsd Tor spocific, shovi-forr proores or oroject resds and |, once these
progra-uing nzeds are met, the rest of the dzts are used only partially or not

much tea often find that date on key variebies for znelysis are incomplete, in-

adequate or even missing. Thus, there is grezt need to design farm level data
collection systems consistent with the purposes and objectives of analysis.
The use to which the data will be put will dictate the types of data required

and the method of collection.
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Data Needs

In the context of a credit program for small farmers, four types of data

uses can be identified. These are: (1) farmers use, (2) credit
agents' use, (2) program analysis and guidelines, and (4) evaluation.
Each use has special data needs.

The data needs of small farmers depend upon their level of
menagerial scphistication. As farmers receive training in the use
of farm p]ans'and enalysis, their need for farn level and other

date increases.

Some data cbllection techniques provide few or no data to the farmers
themselves. levertheless, they are asked to respond to time consuining
and sometimes difficult or even unanswerable questions which have no

mearing and provide no benefits to themn--the widely used general, one-

-t

visit farm survey has this characteristic. Other data collection
methods, 1ike case studies and farm record keeping systems (single visit
or multiple visit),may or may not result in data useful for the par-

ticipating farmer depending upen how such activities are organized.

(D

Certainly it i's safe to say that past collection systems for farm data

in most LDCs generally have not bezn designed for other specific purposes.
of the farmer but rather ware designed to meet the  specific us

wheve Taruzy vehzviorel cuenges in waregenent end production praciices
are objectives of a program, the provisicn of relieble date to the

farmer measuring the effects of recommended innovations might be a very
effective way ¢7 spesding up the avoption of sulh innovations (assuming
they are to his benefit, of course).

A second level of date need in a credit program is at the credit

agents' level. Here the agent wishes to gather appropriate data to
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assist him in evaluating the potential borrower. Traditionally this
has meant gathering data on the farmers assets and net worth, on income
flows, and on available collateral. These are used jointly to evaluate
the applicant in terms of credit risk. The actual amount loaned often
is based on a "representative" enterprise budget for the activity to

be financed. In most cases these budgets are hand prepared, represent
a fairly large region, and assume rather high levels of technology and
managerial Eapabi]ity. Past LDC credit studies lead one to conclude
that these deta collection efforts provide 1ittle information on the
role and profitability of credit use and even less on the factors af-
fecting loan repayment.

Thus, data collection by the credit agent tends to become formzlized
ending up with both the farmer and agent sperdino considerable time
recording data of very questionsble use in progrem guidence end in
meefing progrem goals and cbjectives. Few credit agents have sufficient
and reliable data to classify borrowers by need end potentiz] so thet
different criteria can be used for loan evalustion, supervision, and
collection. Given the credit agent's responsibi]ities Tor administration,
loan evaiuation and anproval, loar and technical supervision, and loan
collection among others, it is unlikely that he alone can do much to
ﬂupfove the cellection and use of fTarm level data. He must essentiaily
rely upon dete supplied by the loan appiicant which is often basad on

recall rather then e systematic collection system. In addition, when

-4

working with small farmers it is acministratively verv difficult to

gather such date and put it {0 use for each individuzl lozn (sven if
the Tarmer had excellent recall end honestly reported his situation).
Thus, credit agents must depend upon a higher level or supportive unit

(either within or without the financial institution) to provide reliable



- 78 -

data and guidelines for bprrower selection, classification, credit
terms and amounts, purposes, and for identifying crop and livestock
enterprises which have the greatest potential for profitable credit
use.

The third data need is for program analysis and guidance.
Most LDC credit institutions include a planning office, economics
department or some other such office which has the overall responsi-
bility for recommending credit allocation among regions, types of
farmers, and types of enterprises. These recommendations require farm
level datd and, analysis if the objectives of efficient and productive
credit use are to be reached. Data are needed on, (1)
returns to investment at the farm level under varying assumptions,
(2) repayment capacity of farmers.by type and size of operztion, (3)
the inter-relationships among censumption, production, invesument erd
savings decisions and how risk affects those decisicns, (4) the demend
for and use of informal credit which can complerent or compete with
formal credit, and (5) farmers attitudes toward formal and informal
sources of credit. Using these data, guidelines on loan terms and
purposes can Ee established for the local credit offices. They also
will help in designing allocation criteria consistant with national
jated with 21-

{ g e . Ll e o - ~, . “ e ya M~ e
developnent obiectives or to measure trade-o77s ioso

~

O

ternative allecation pcelicies. The office responcsible for this pro-
gram analysis and guidance needs divect anc continual access to farm
level datea.

Unfortunctely, date gathered in general surveys lack sufficient
detail, reliauility, and timeliness to carrv out significant policy
analysis and to develeop program guidelines on credit allocation. At
the same time questiocnable data for analytical purposes are gathered

by the local credit agents due to extreme time and resource constraints.
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Thus, it appears logical to design a systematic procedure for continual
data collection which primarily serves the analytical needs of this
higher administrative level but which also results in data and results
useful for. the Tocal credit agent and the farmer as well. Certainly

no one-system alone will meet the data needs at a1l levels but since

the greatest data need exists at the analytical level, a system organized
on this basjs will have considerable merit.

Credit program evaluation, the fourth uée, builds on the data used for
analysis but is broader in scope and, as a consequence, requires con-
siderably more data. Operationally, this function may be carried out
by the same organizational unit which dces the analytical and program
guidance work. Program evaluation is concerned not only with the
profitability and repayment of credit but with the overall 1mpécts of
the program and whether or not prog\am goels are being reached. Thus,
data on credit use and productivity at the farm level for analytical work
would be of use but other data zlso night be needed: number of lcans
made and distribution by crop, type and size of farm, office and region;
Toans per agent and office; loan repayment by crop, farm, office and
region; percentage of all farmers &nd small farmers reached; impact on
income dstr1b“*1on; use.of non-Tarm procduced inputs; and percentage

of output mavkcted, arore othare,  Bacavce of the special dota nee
i - ~

(“l

4

Tor evaluaticn, it is unlikely date provicad solely by credit agents

or through the anclytical office would be sufficient. Thus, special
one-purpese but perhaps pearicdic survevs may be the most Ap epriate
datz coliection system to provids the addi{iona] general data needed
for evaluation.

The strategy of this component of the project will be to develop

a systematic cost-effective procedure for continual data collection

which primarily serves the analytical needs of credit agenrv'c daricinn
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makers but which wil} also be useful for the local credit agent and
the farmer.

1vpes of Budgetary Data Required

The types of data required in’budget analysis and planning for
small farmers would be of three types:

- farm-household data, relating to present resources and consumption

and production activities of the farm-household. These could be
obtained by indicative case studies.

= agro-technical data, relating to potential enterprises, activities,

processes, technologies, etc. which could be introduced but which

are not presently on the fanm. These data would be obtainad Trom
other more advanced farmars, or extension workers, research institutes,
etc.

- Service data, or dats relating to prices of comnocities, transport

COSt rates, water charges, fertilizer prices, etc. which are comnon
to all farms in a group or area. This information ic obtaineas from
supply companies, the agricuiture department, marketing boanrd, etc.

Methods ¢f Dota Collection

Three main methods by which farm data can be collected heve been
identified in exploering the data needs of credit institutions.

(i) a

. PR R . RN var FEA) FRp L A
NeS, ectastone? farn Surveys wnich are concuctos ’D)’ Nl PESEEren

€.

worker, piannze, or his Tield staff as and when the need for

particular dzta arises.

1) reguieriv-conducter senzie er univerce surveys in which the ceme
or equivalent Tamiers arc asheq to supply 2 set 1ist of data at

regular intervals.
(i11) case studies - continuous surveys in which the enumerator maintains
almost continuous contact with a group of farm femilies and records

their economic activities more-or-less as these occur.,
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In summary, quitedifferentdaté needs exist at the farmer, credit agent,
analytical and evaluation levels and, as a result, probably require very dif-
ferent data collection and use systems. It is suggested that the most appro-
priate system to gather data for analytical use is through a well-designed,
multiple visit, case study mechanism. Atcempting to gather data on credit
use and its profitability and on factors affecting loan repayment using other
techniques such as general one-visit surveys may well lead to inaccurate data
and thus inappropriate credit policies.

Some specific merits of this case study approach are:

- It permits actual data to be recordsd, eos opposed to later recall of

memory estimates, and data are thus more reliable.

_ It permits progress/esperience of the same group of farmers to be
chartered over a period of scme years (as coes the second approach),
insteed of providing only a snapshot at one point in tfme.

- It is cost-effective per unit of deta obtainec in that the costs of
developing and testing new questionpaires, drawing new samples, con-
structing new data processing progretmes, etc. are not recurring costs.

- There are farmers and farming communities from which it is just not
possible to get data uniess onz is wiiling to establish a continucus

- contact with them and win their confidenze over tir

It shoulc be reenphasizes Lhet the oljictive of cest-giiective dete

collecticn is to provide accurzte relizbie znd timely informetion neeced for
farm englssic and the develeprent of annvenvizie creds
cost.

Basic Records Svstems for Small Farmers

ks & sub-activity in the czvelopTent of a cost-effective date collection
methodology, a basic records system for small farmers' use will be de-

veloped. The primary benefit of the system will be directed to the
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farmer. However, the data generated by these farm records can
provide invaluable raw material for continuing research and analyses.
There is 2 chronological development and mutual interdependence among the
different record books and systems in accounting. In summary, the forms of
farm records and the methods in accounting have a close relationship to economic
pfogress. They can survive only if (1) they are fitted to farmers' educational
levels (including sufficient Titeracy, knowledge and training of how to keep
records and how to use them), and (2) they are satisfactory to the farmers'
actual needs which are influenced by socizl and economic conditions.
The advantages of keéping records in family farms can be summarized as
follows:
(1} It Slarifies the financial status of *he cperetion and gives materials for
future reference. l
(2) 1t susplies costs of production for crops end livestock products. This
makes valuzble information for sales. |
(3) It mekes it possible to evaluate Tarm asseis and gives the basis for
borrowing money.

(4) It supplies basic reliable data useful to agricultural po]iéy.

—
(82}
~—

It gives ideas and ways of how to econorize the cost of living.

(6) It prevides e good discipline and prevents ary loss resulting from careless

(7) It nourishes the ability of careful cSserveticn and better judgment for

In date collection by personel survey on srall ferms, one will be dealing

with some portion of farmer memory-estimzies and socme portion of enumaration
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estimates and not with written records. There is nothing at all wrong with
this, providing the sample is big enough to permit the sorting out of reason-
able from unreasonable estimates. In fact, data sufficient for quite sophisti-
cated research purposes can be built upon such estimates, e.g., simulation of

a perennial crop enterprise or whole farm. However, there is a need for an
up-to-date continuous file of information on farming sectors from the viewpoint

of credit institutions, governmeni planners, and international agencies.

d. In Country Application and Utilization

The third component of the pfoject is the application and utilization
of the developed methodologies in two selected countries. The countries se-
Tected to participete in the project will represent one country each from thé
Latin American and Asian regions with possibility of acding a third countiy Trom
Near East region if strong mizsion support emerges. The collection, processing and
analysis of date will be carried out in conjunction with LOC counterparis in a host
country credit institution; end project repbris, conclusions and recommendations will
bs preperad in consq]tation with officials in %he credit institutions and tne covarn-

ment planning agencies.
By working in conjunction and consultation with host country counterparts,
both the preject advisors and their counterparts will have the benetit of interacticn

.. o .o . e C o e
N fha i crnat T A anr 4 et e m O S R VT
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nd Tesdizol in
ably impact upon the success of the project and the continued utilization of
project results. The objective of this component is the testing and demon-
stration of the vsefulnass of & budgst anzlysis methodology for whole farm
analysis which treets the Tari/household unit as a single incors producing
and expending unit, and the usefulness of indicative case studies as a cost-
effective data collection methodology as a solution to the information needs

of credit agencies.
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Whole farm budget analysis wil? be based upon various combinations of
enterprise budgets and family consumption patterns. As previously mentioned,
most credit agencies and government planning offices use enterprise budgets,
Initially, these would be verified, strengthened if necessary, and used in the
analysis. As information from indicative case studies is developed, processed
and analyzed, it will feed back into the enterprise budgets. Therefore, an
immediate payoff wou1d be realized in the improvement of the enterprise budgets
used to evaluate policy and program decisions, in addition to being a necessary
step in the development of whole farm budgets.

The fucus of the project will be on the farm/households' disposable income
(i.e., profitability and Tevel of income). The procedure ic to categorize
small %armers into distinct sub-groups by income, resourcesand abarticular set

objectives. The type of credit needs of each sub-group can more clearly
be identified and the impact the use of crecdit may have on small farmers'
disposabfé income can be identified.

Examples of particular sets of objectives for distinct sub-groups of smali
farmers may be:

a) stabilize subsistence product

b) incresse subsistence product

172

(
(
(c) provida cash for houselold customary necessitie

(d) pravide cash For houseliold non-cus tomary necessities

(e) provide cash for household non-necessities

(f) provice cash for szvings

Exenples of distinct sub-groups could be 2s follows:

(a) Those who have resources and managerial capacity to utilize production
credit proTitability in existing enterprises and zchieve inconie improvement levels

adequate to realize objectives a,b,c,d, and repay the loan.



- 35 -

(b) Same as Category a, except that significant changes are required 1in

enterprise mix (known alternatives).

(c) Same as Category b, except that in additon,'the transformation must

be gradual to develop managerial capacity.
(d) Those who have resources and managerial capability to realize abjectives
a, b, ¢, d, and e only over time and with significant investment
in transforming the permanent resource base.

(e) Those who have adscuzate resource potential but lack managerial po-

tential to achieve one of the above.

(f) Those who have adsquzte manzgerial potential but inadequate resource

" base to achieve one of the above.

(g) Etc.

Each of the above catecoriss reguives a different credit program, Tlowing
from &, where credit is the major and only significant component, to g, where
credit is a minor or non-existing ccmponent (or it is consumption and not pro-
duction credit).

Initial in-country activities will include an examination of existing
data and farm budgeting technicues. A country-specific framework for demon-

Cepending upon

r
w
S
—
o
(
(e
®
-~
)
—-t
o

3
o™
o

stration and testing ¢f thz mzthz<clegi
the aveiledility enc guaiity ¢f dits and ihe exisling Govel of analysizs “n

the particular country, a greater concentration on gither of the mathodologies
may be warranted.

RV L I T R A P T A TR mhfy e g
Activities Tor cosi-gvieciive cate cobiection way begin with the synthesis

~cvide & globel picture of thz small

(@]
)
oW
(8]
-3
O
(o4
c
¢
Ed
0
-—t
O
o
=
%)
st
)
[
m
[
n
)
ity
O
m
3
o]

ticel) characteristics are concerned.

—H
[e])
=
=
D
=
wn
-t
ot
<
o
(ord
P
(@]
=
w
o
~h
)
s
o
w
o
11
(L
oy
—
Pamn
w
ck
(3]
(ol d
-
wn
[

While it is not capable of yielding sufficient information about the production
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processes and the constraints to.their improvement necessary for effective
development of actions to be devised, it can (in conjunction with the delineation
of agro-ecological zones) provice the needed frams for conducting case studies
whereby 1ndicativ¢ data and information can be obtained.

Thus, the steps in planning and carrying out case studies of small farmers

within a country are to:
(i) Derive a frequency distribution of agricultural production units
according to farm size, using available census data;

(i1) Correlate the administrative districts, wherein these farms are located,
to identivied (broad) agro-ecclcgical zones of the country, thereby
further stretifying these farm-size groupirgs according to homogeneous
climetic conditions;

(111) Draw indicative cesc studies eronest those aasicnated grouping and

conduct detailed intervizws which exemine fndivicual enterprises and
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From this informztion, better {and nzx) insichzs can be caired into the natura
of procducticon processes, improvensni, pessisiiities/limitations and conparative

ruciurses and agro-climatic conditions.
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of Tarm-uni
other selected greupings can also be comzleted. This type of analysis is
particuiariy useful in trying to make intra-ccuntry as well as inter-country/
regional comparisons.

2/ See Rarex B, IMlustrative Data IdentiTication
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(iv) An appropriate low cost data collection system includes the develop-
ment of means by which information on the various aspects of the farm-family
and the farm-business can be collected. A conditional requirement in the de-
sign of these forms relates to the need to make them "applicable" to as many
farming situations as possible; and, at the same time, make them compatible
with the companion component (budgetary analysis) of the system.

(v) A simplified éma]] farmer records system will be developed and ini-
tiated on a pilot basis with a portion of the case studies undertaken in the
data collection activity.

As noted previously, smz11 farmers traditicnally have conducted their
farming operations with few or no written records. Thus, their capability of
evaluating performance of present practices and new technology, and for planning
future operation is limited to what the farmer cen do "in his head."

The proposed program would increcse the farmer's awareness of his own
producticn possibilities. The farm records program would assist him in analyzing
each of his farm enterprises. It would alsc provide information to the credit
institution for faciliteting credit for new production opportunities. Such
opportunities may include: |

(1) Identification or development of appropriate "crop mixes" or "cropping

farrer's evailable lend

T

plens® wiich will perivit cultivation of nore of the

¢

and improved utilization of Tawily lator.

~

(2) Identification and introduction of alternative crops, new technology

or mechanization which are appropriate end feasible for small fevmesrs, given
particular resource constraints.
(3) More efficient, or increased use of credit and capital availabie to

small farmers through financial planning.
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Activities undertaken in conjunction with the application of the budget
analysis for the enterprise and subsequently the whole farm may include some
of the following:

(n Analysis of the economic differences between farms and groups of

farmers of different sizes.

(2) Analysis of differences in agricultural practices and performance
between areas. A possible benefit firom this.analysis could be the
identification of improved practices being used in one locality which
could be extended to other areas.

(3) Comparison of p;oposed new techrologies with existing technology.
Rough measures of economic valus of returns from new technoicgy can
be calculated by budgeting tzchniques.

(&) Analysis of alternative cropping patterns, crop mixes, or technologies
being used by farmars, including cegrees end types of mechanization
and farm power, using budgeting technique of wnalysis. These analyses
may also involve linear prograt:jng techniques using computers to
calculate optimum farm plans yhsre anprepriate.

(5) Ideiuification and clarification of constraints facing small farmers.

Those constraints which apply to the internal operation of individual
r

Loy parme < 1, DEYFN R TN S A T, P S R 5 P | A

Teirms will be CoveEn Turse eTUENTION (.8, 1288, lebo; , o2 vatneEYy s canenel
P N T S T T B e r kT TP PRI

& mcHageFxLl Capaliivy . ) oCllnl U0V ly Wil ee 9 Ve Lo investicouiin T opvoi

Tems arising frowm scciel conditicns, culiura] practices, and governrznt

(&)

rolicies! impact upon % Ermosarvice inTrestructure, to dotermine their
t H i

=
M

rote as soucces of extemnal consireinis.
(6) Znalysis of the effect of changing constrainis. This analysis could

aiso utilize linear programming iechniguss.
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The project may use computers to facilitate analysis to gain insights on
the role of credit. (Other analytical procedures, such as correlation analys. s,
linear regression, simulation, production function analysis and linear pro-
gramning can be added tu enable the data to yield further information both about
the problem and its solution.) However, use and/or type of computers within the
credit institution for the budget analysis will depend upon the level of existing
analysis.

In addition to the testing and demonstration of analytical methouclogies, the
credit institutions evaluation process will be assessed. The capacity to measure
changes in economic and spcial welfare of the institutions'clients over time re-
quires somewhat different data needs and processes. (For discussion, refer back to
Section IIB) However, program eveluation can and should he complementary to the
analytical process. Baseline and subseguent surveys wiil be assessed for capabiliiy

in measuring program effectivensss.



(e) Dissemination

Results of the project will be operationally useful to USAID Missions and
LDC decision makers in the analysis for small farmer credit programs in the
two target countries as the outputs of the project will undoubtedly have a high-
er pay-off in a country-specific setting. However, dissemination of tiie project
results to other LDC's and missions is considered to be an important project
activity.

The dissemination component of the project anticipates the following
activities:

1. Upon comnletion of 1n-country project activities, 2 detailed report
will be prepared describing the findings of the work, the methodé]ogies adopted
and developed, its usefulness within the target countries and the potential

o
e

Tor contirued u

[%2]

2. The results of the project will bz reportes on by the cooperating uni-
versity in one of the credit workshons or seminars envisioned under the TA/KD
project ¢r through & seminar held under the A/D/C Internaticnal Developmant
Seminars Program. This formet will allow for a brozd presentation to those
persons both in U.S. and LDC's interested in the field of credit.

3. Upon receipt of voouzssts fron other USATD wiasions vor conguliing ser-
eted 1o the outputs of thls project, the cooperelive GCUEEINENT can be

s

. ~ - ape 4. !
TVICES requested,

)

2od to allow Tor specific s

w
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III. PROJECT ANALYSIS

A. Technical Analysis

The focal point of the project's design is the in-country application and
utilization component. The objective of this component is to demonstrete the
use of the developed methodologies in improving the lending operations of the
credit institutions. Improvement in the lending operations of the institutions
can be accomplished throhgh the development of more appropriate credit poli-
cies suiteble to distinct sub-groups of small farmers. An imoroved lending

and eveluztion cepability within these institutions hased upon analysis of

whol: Tarm budgeis and an accurate and timely date Flow wiil result in an
increasec effectiveness of the capital loened (i.e., apprepricie credit policies

will improve the small farmers' incemes from use of cradit) and a subseg Jent im-

1

provesant in the institutions' repayinent rocor
The preject will categerize groups of small farmers by similar charac-
teristics, thus producing sub-groups of typical small farmers. The use of

a cese-stucies approach for data collection, while rot providing data with

zclion systezs be designed es part of the project.

Re]

The project is not desicned to provide a one-time research repcrt--but to
deveiop a system of date cotlection and anzlysis which can be and will be use

continuously by LDC credit institutions.
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The project is designed to develop methodologies which will be useful

elsewhere. Some of the conclusions about how different factors affect the
profitability of credit use may also be useful elsewhere. Nonetheless, the
objective ov the project is not to reach generalizable conclusions. It is
recognized from the beginning that each country is different; each has a dif-
ferent mix of credit programs and policies. It is felt, however, that in-depth
work in two countries should provide an adequate basis for designing method-
ologies which can be used readily elsewhere.

The methodologies develcpad will be "lender tocls" for analyzing the

o

3¢

v

effects of changes in their credit rolicies. The "toois" would not be utils
for essecsing individuai crecit applications but, as previousiy discussed in
Section II-E, thz product of budget enalysis is used by Tean agents in assescing

the viebility of individual appiications. The methodologies will assis®: in
: 3S1S8¢ In

-

-

assessing profitability of credit use and repayiment capacity. ProfitabiTity

tna cash flow

(33

are assumed to be major factors in loan delinquency. However,
willingness to repay loans {i.e., attitudes toward use ana repaymeint of institutional

Toans, collection procedures anc Tegz] sanctions) will be analyzed in-depth in

[ FIURR Tl e R T Vs peem e s R P B

the case studies. This will dnclude essessuent of socie) osligations and non-

L oryympe = PRI P T Loy peraye s . “ e d S L,
rermal credit sources wATCh may inpede. ins repaynznt of loens. The avaiiabilisy

of adequate time seriss dz*z is 2 meior censirzint in the anelysis of the role of

s

1t at the Tarm-level in most LI0's.  In the few ceses where tims sarieg

[

cre

<

date do  exist (e.q., Taiwsn, Norsa, Jepen) they are limited to firnancial

Without corresponding physical data (e.g., soil quality, and rainfall distribution, etc.

-
-

and socio-culture] informaticn {fenure status, so;wa] obligations and valuas),

financial flows can be misinterpreted.
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The experience of farm-records systems

for small farmers historically has been poor. I¥ may be that appropriate systems
for illiterate small farmers can not be developed or if developed can or will not
be used. The purpose of the pilot componznt of the project is to develop a system
and test jts app]i;abi]ity.

The potential payoff of basic records systems has been discussed in detail
in Section IIB. The systen developed will be extremely simplified. (For example,
it could be color coded) and will be designed for small farmers' use rather than

institutional use.

Effects on the latural Environment

The direct activities which will bo engaged in as a consequence of this
project Will have & negligible impact on the human environment. The activities
contemplated are princinally of a study and po11cy.1mpr0\en~1L nature. The
potential events which might occur as a result of improved inctitutionz lending
policies would be primarily cf a financial nature and have no foreseeable nega-
tive impacts on the environmant.

In relation to the natura] environment, the Tong-range goals of this
proj':t are to facilitate efiicient use of agricultural lands, increased agri-
cu]tura] production, and Tand conservation. The madium and Tong-term =ffects
of this preject will contribute to the ordsr Ty gevelopment of zgoriculturs

-~

profuction through epovozviats Fransio] policices which facilitore production
plenrirc, land conservation, and use of egiriculivral machinery to the end that
this preject will have & positive benzficial impact on the natural environ-
mant,

This croject is not deemed & major Federa) Eztion (Section 15¢0.6, CEQ
Guidelines) since it will have no significant effects which eaversely affect
such aspects of the human environment as air, water, land, flora, or socio- -
economic conditions. A negative environmental threshold decision has been

made. See Annex C .
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B. Institutional Analveis

The two participzting couniries will be selected in consultation with
the regicnzl bureaus and USAID missions. In discussions with the L.A. bureau,
Henduras znc Bolivia have been identified as possible country sites. The
Asia Bureau hes suggested “he Philippines and Pakistzn as possible locations
in the Asian region. 1In éddition, the Hear East Bureau has requested that
the project also consicer an eppropriate country from that regicn. NE/TECK

sion

tn

is c1rc~’“‘7ng the project paper to selected countries to identify
intercss,

Improved cuiceiines for credit prouren design resulting from Lhe projzct
should irpact upon farmers znd groups of Tarmers serviced by the particuler

~

instituticn. Therefore, the seleclicn of the participating country, the LBC
institutions within <he country and the project counternparts will directly
infiuence who benefits from the preject.  Every effert will be made %o select

two cevelcping countries cormitied o rural developmant &nd to improving the

concition of the smzl] farmers,
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bank in assessing current data collection and budget analysis procedures

and in establishing ths collection, processing and analysis suggested by

the developed methodolo ogies. The advisor would further coordinate the
short-term technical advisors envisioned uncder the project. The use of Tong-
term technical advisor in the host country institutions inherently provides
an invaluzble training mechzniem. In developing the final implementotion

plan, the cooperating uriversities will emphasize this in order to

meximize its advantege

pos

~

The advantages of lecating ths project within a credit institution
-rather than the planning unit ¢f & Miristry of Agriculiure is the agvelop-
ment o% a capacity within <he instizution for contirual analysis which
can be uvsed to essass rriiciec ‘n ¢ chenging environment. The disadvantage

is that the analyszis 5¢ 79z ¥ %0 hive, et bast, minor influences on de-

!

cisicn makers in other Severiment ezencies.  Intervening factors outside
the control of the credit instiytion (2.9., price policies) will have a
mador effect on the crecss frscisitio-'s ecility to design programs which
increase small farmer inco-e. Recernizing this, the project will be
designed with d1rch Tinkzges to the soriculture op agricultural credit
plering unit.

In view o7 the project, +he

prerbureey Commitice vrecognized tha’ the

methodolozies being cpplizd zrnd —egied hed wider applicetion than is en-
visionst under the profect. Uwile it 45 trye chot the methodolocies could

be adepied, epplied and tezted “or yse in other egriculture) institutions,
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it is the purpose of the project to adapt the methodologies specifically
for use by LDC credit institutions. The concern attenpts to ensure the
widest applicaticn of results. however, due to limited ]eve1s of funding,
it was generzlly agresd that implementation should be fairly precisely
focused in the credii eres wherezs disseminction activities will attempt
to assure the widsst possible application to cther arees of decision making
in agriculiure. However, as statec above, direct Tinkages with the Ministry
of Agriculture will te ceveioped in the initial stage of the project with a
thorcuch exnlorztion of possibilities for cempiementery epplication of the
project mettadslogies within existing finznciel censiveinss,

For excngie, in tondures the project, 17 Tocated in the Banco Nationz]
de Fomento (ENF), would coordinzie with the Office Tor Sector Flanning within
the Ministry of Naticnzl Pe ources.  In this way, the preject functions at

the opercticral Tevel with interacticon end

Country-3recific load

The profect is desicned to test and devans’vote methaseln
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increzse the provitelility of credit ueed By the small farmer and therefore

his ability to revey. As noted in the Backaround Section of thic nonar, loorn

sy e o - e PR - S Artda 2 4. ~la
Fepayment s & rojor problen Tor rost cradis inctitusieon n LDC's,
coen ~ | - A s ey T Va0, o (oo D T T, VU N P ]
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develcpment.  Agriculturs] cregit ic the primary functicn of the Dank. Over

the past three years
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agricultural lending has doubled. The BNF now has a portfulio of over $66
million and over 45,000 borrowers (including 19,000 members of campesino
organizations). Lending to groups is increasing, and accounted for about 31%
of the total value of loans approved in 1975. This trend is in accord with
the overeil GOH strategy of working with grouns. The reduced administrative
costs per dollar loaned and the wider coverage afforded enables the BNF to
extend its outreach while increasing the atitention given to clients. While
this strategy is ;ound, the Bank has expzrienced difficulties in its imple-
mentation, especially in ?nfo~cing collactions.

The Central Bank's audit of the Bi\F for 1675 showed the following

yrmt o ] ” ~ N
LO&H :'}ESS F— wii b \ch;}_,. PEY‘CEl tc‘&‘:‘—
1674 1572 1974 1675

Loans Cutstznding 65,047 57,150 100 100
Loans Current 39,576 35,034 60 63
Loans in Errears 26,355 21,156 40 37
Detail--Loans in Arrears:

Behind in payments; ,

Toan not yet due 4,735 3,188 7 6

Lozns past cdue (up to

1 year) 6,913 5,345 1N 9

tozne caricoedy overdue

(more thon 1 veor) E.0F 4,408 9 8

Retinaniel anc ernienasd &,040 &,17% 13 14

r3e then the DLF'S overall averege,
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Group Repayment Experience: 1974 - 1975
Amounts ($000) Percentage
1974 1975 1974 1975
Total Loans 11,450 13,809 -- --
Scheduled Paymerits 4,068 5,167 100 100
Collections 1,020 2,180 25 42
Amounts in Arrears 3.048 2,987 75 58
To some extent, the BNF biemes collection problems on factors beyond their

control (including Hurricane

7ty

Bl

the ~ incicated th

had probahly contributed

agencies in 1875. lore

collecticn

Py
a

tion reguires =

practices. In this light,

The BilF exemplifies *~

(RN

hous

o

Complemantarity with LDC

e

2 FiTi). However, the_Coopers-Lybrand Evaluation of
T "drought, hurricanes, and other adverse conditions"”
a rinor degree to the losses sustained by BilF
zng to the problem were faulty lending policies,
tue attituces of bank personngl.  Improved coliec-
ien C7 att-tuces and the adoption of sound banking
she Zank is tightening up lending criteria.
¢ twie of LDC credit institution in which this

Gozis and USATD's Develobment Assistance Program

every

with assistance from var

e
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.
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are or will be receiving

1/ Report Prepared for USAI

eviori will be made to select countries commitied
=2l foyravs., The GO

nternzeiongd e nnr:q ecencies, hepes to rewicaily
zoogrInzsisis uponegrarian reform utilizing the
L ozorennc The BOH Tesls that it has now reachod
Toraviicinziion with the wurzl farm families dis
sutstzntial nunber of individual small farmers
£dit enc technical essistance from public agricultural
D/Henduras
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sector institutions. The GOH is attempting to assist these newly created

multi-family farms to make the transition from the traditional subsistence

type of agriculture where because of various constraints, low productivity

and low incomes are the norms; to viable commercial farming businesses which
~use appropriate technologies to increase land and labor productivity and to

increase the target groups' purchasing power as well as improve the attractive-

ness of the rural way o7 life.

The major goals of ecancmic policy of the Goverrment of Honduras are as
follows:
a. Social justice through land reform.
b. Self-sufficiency in besic ¢rains.
C. Resumption of vicorous economic growth following the vears of stégnation
1974-75.
d. Reconstruct the czmzoe wrought by Hurricane Fifi without sacrificing

nomic developnent.

v
(14
(g
o

the country's norzi
e. Meet the credit reguirements of the productive sectors without sacrificing

the ¢ozl of mocder:s the rate of infletion.

!
(O]

f. Achieve equilibriu~ in the bzlance of payments by stimulating exports.

USAID/Honduras s becinnirs tre implementation stage 'of Small Farmers' Tech-

e [ o~y . - - . ) -
-~ STy myrtmae AT 4 A s e o, i - Lot TS aticia e d . HEa L
NOICGCIES (&1 Byl izt 27 . CTonoREY CTUIONgn N ESTQLITSHVERT 0T & rawvy

Planning Advisory Groun' ccasisting of six U.S. or third country advisors: a

senior broad-9atzd agricu’ Tursl epecialist, two ferm menagenent specialists with

. PR N T o S . Loyyas S my A e L in .. ! P
practiczi mn-vern gnperierie, Lo erricultural ernoinesrs vith knowladae of ferm
: O P U g et d 1=y - 2 - .
machirery, wiler manzgers=I, orop preduction and storage, and en experiznces emzll

business ‘development exper: a2t well as five Honduran agricultural specizlists with

ot

apprepriete Term managemznt experience and one small business development expert.
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¢, Economic Analysis

The primary project effect which should result from the utilization of the
methodologies is ihproved repayment performance. It is reasonable to expect
that the project will more than recover its costs through the repayments of loans
which would not occur without the project. While this adds to available capital
within 2 ccuntry, it does not represent a new economic gzin to the society.

The secondary effect, stemming Trom or induced by the project, is incrensed
agriculturea] production. To the extent that improved guidelines in credit pro-
grem design are developed and enacted, which facilitate preductive investment

by the ferrmer, a gain to the economy as & whole will result,

5o 9s expected that thoss Ffarmers directT& invelved in the Tarm record
resping/ otz cotlection activity will benefit bzcause of the improvec date aveii-
eble to them for analyzing the effects of adopting new technolcgy.

The essumptions necessary to quantify benefits to estanlish either an in-

ternal rate of return or & B/C ratio would clearly be beyond the sccpe of this

project.
hon-monetery project benefits include the human resource development achieved

through increszased capability V'th1n the credit instituticns and the develos:

D oiesy Genoemet ATt e e md e ey e e e
b] VECR A e M t“..liu;ﬁ‘,x;u =) Lhl LYo uC.
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N. Social Analvsis

In a project whose purpose is to develop and test methodologies to assist
in improving credit program design, the direct sociological implications are
limited to those {nstitutions in which the project is housed. The immediate
impect Trom a social perspective is confined to the organizational elements
in the credit institutions. Ko neir orgenizational entit1e§ are proposed,
However, new methods and procedures will necessarily need to be assimilated.

The gozi of the project is to increase the income and quality of iife of
small farmars through fmproved credit guidelines. However, this effect will
be an indirect impact of a longer-term nature. This project in essence attennis

to improve the analytical and manacement capco111ty of credit institutions

which can imzact vpon the goal of increzsed small farmer income by removing
pessibie Consiraintes to effective credit rolicies.

The project is specifically aimed at identification of the types and

s

terms of credit which distinct sub-groups of smz211 Ffarmers can profitably uce

policies can assist in improving incomas and

v

e
cr

and repzy.  Aooropriate credi

es this cccurs, other changes, such as improved nutrition, increesed education,

greater access to social services are 1ikely to bring forth changes in the
social siructure

. P DT S U UPL IR N
. it CUMRT ToVH relyl el

Tocuses on the links between thz cradit institution/iocal elitses and the

smail Tarmer. It was thought tnat the key solution to the problems of ar-

. L L L PR SR | I ...‘_....;‘_n - N )
rf:a\"i_lj'::.: NG wean LX\;:,-‘-\' LS vt v viware s n Camocy s .IC: ]&' ,’\ e
structura. The belief wie thet docal elite control ceuld be by-peassec through

the establishment of new institutions or & ney democreatic structure to the

traditional one. This resulted in an approach in which institutional managers
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consulted with the small farmers as to what should be done and also involved
them in group discussion in advance of decision making. It was thought that
the "passive" peasants' resistance to change could be overcome if they becams
involved in making group decisions. Theorists of this type of participation
focused uoon avthority or vertical relations between the supervisor and super-
vised, the credit ma anager and the farmer. The goal was to change elite authori-
tarian credit structures to democratic credit unions or cooperatives. This
single-minded concentration on the vertical relation in the social structure
involves an almost complete neglect of evaluating the social system in terms
of technology and farm practices, real good flows, division and process of
labor, and the system of rewsrds and penalties, bsih economic and non-econowic.
The ability of a credit institution tc contribuie to the de
small Tarmer depenas on the efvectivensss of the sczial linkages emang the
horizontal as well as the vertical relationships. The purpese of this study
is not to deny the importance of the vertical relationships but to focus re-
search on some of the much neglected horizontal relationships.

The relationships to be investigated are economic, but it is erronscus
to visualize the ernproech as navrewly Tocused within thet discipline. As men-

tioned above, this study will attempt to categorize small farmers en the bases

s e R i~ e e 4 P T T VI P I s b [ R B N

o7 Tectorr endowmints ond pocedlle CoCA 0T ES Thet Ca be suTpuYTEe LV credis

B N e e A e e . - - ot d L da | R - - - 1 ~

AU the wicreecononic level, thfs study investicates an array of roscible nro-

"] - < e - - T o [ - L. P - ' .

ductich combinations for the indivicuzl Topu witt, 1o say that produciion ac-
------ ~ -~ S e e -9 e e d A PN - o~ s PN NP ! -

tl\“ﬁb' [COAr o OLTUINLE 0T ¢ ¥CChT . ety oo g!"'\, [N VGOJZTINN CH2TCE 0o8s

system at the farm oneraticon level which nzeds to be better understood. A
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good example of the need for expansion of farm level knowledge is described

by William Foote Whyte in his small book, Organizing for Agricultural

Development:

Since anthropoiogists have long besn studying communities in which
potatoes are grown one would tihink we would have an adequate know-
ledge bese regarding the socioeconomic activities involved in po-
tato culturs, ye
the petato hes bee
svstem. symbois

n s1no1y incidental lo analysis of ‘the kinship
1o cc monials, beliets and practices.

To becin to Fi11 this knowledge gap . students of an*hropo]ogy
under the directicn of Jorce Flores of the University of Cuzco,
have carried cut a field study of a peasant community, extending -
the more i*ad7:70na] ar;nroro1og1cc1 interests to provide system-

L
L
oo
<
¢h

atic knowiedge recarding the beliefs and agricultural practices

of the farmers. T1nd students are examining the practices of
planting, cuitivaiting and harvesting the UOLatu, studying the con-
sumption o7 potatoss in the community, observing the weys in which
potaioes sre sioved ant roting the wayvs in which notatoes are
barteres for other products or are sold directly or through inter-
mecieries. In otier words, the oroject is desiensd to provide a
SvsteTETic eCcount of ihe tachnica], economic,. cuitural and social
aspecis O poiatzes for the coomunity.

aher, orgenization, teclnciogy and personel

This resezrch is cne of the studies that will enhance development practitionzrs'

this is far from the cese. In these past studies

ER]

understending and polticy making ebility. Specifically, the use of budcet

an understanding of socicecononic horizontal 1inkzoe that are necessary
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to specity the relationsnips. It is reascnable, though, at this peint

suggestive list of sociczcontmic farm-Teval relationshiips that may be imporiant
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profitability and efficient, effective credit policy design. The following
forms of interaction_might be important.

(a) There is a relationship between the minimum level of resources con-
trolled and the use of new technology financed by credit. Patterns of land
tenure are crucial to an understanding of this relationship.

(b) Small farmer. adoption of new technology is related to a number of
socioeconomic factors:

(1) level of sophistication of the small farmer in regard to.farm
practices,

the degree of planning and time horizon of the farmer

—
no
~

(3) the ability of ths traditional practices to protect against
disaster

(4) the weight of pudblic opinion in a tradition-bound society

(5) tendencies to remain independent versus cooperative
(€6) the division end pettern of labor for the farm unit
(c) The level of relationship betwzen crop choice and small Fermer profit-

abtiity mey be quite high.

w

(d) The small “armer's responsibility to non-formzl credit sources mey

be both social and financizl, This mov cause renaviient of non-forw=1 loans

,.
4
t
i
r
~
s

[P, . Sy el e LY SR = I - T B T ‘,,‘,.,. Lol - J E
PACPES &fe TJOPLEnT poInes of compatibiiity betvween the farm social svstem

and the desian of the project. The projact design stresses the development of

St e m . P - o o = Layap o Ay o~ . LR -
PLitCies aporopricte 1o a number of tyvpes of farming enterprises yvith different
- ~ e -~~~ . - ~ oy o o 4apt D T U A ] PR I . S il ]l “ove e 9

eColteicat, socien, agroromic and oreznizziionid conditicrs. And the small

farmer caze studies will specifically teke intc account the sociel and organ-
izetional system of the farm in the design of appropriate guidelines. This

fact is of fundamental significance for the eventual success of the project.
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A description of the social system of the farm in Honduras highlights

some major areas of compatibility. The fairly large size of multi-family farms,
coupled with the organizational solidarity ¢f members, provides a viable unit
which can efficiently utilize technology which is developed. The valus pre-

ference of farm members for cooperative Tarming coincid es with the emphasis

in the project on developing appropriate credit policies for whole farm systems.
The norms of group decision-making that are already establishad in the multi-

family farms will support the development and execution of farm plans that

will involve all members of the farm.
The relatively cimple inventory of Tarm equipment used in most of these
tfarms providges & good opportunity for credit which Tacilitates technclogy appro-

1 reecs and 1imitzd ecornamic moens,  The stirons value preforoncs

of farm members for agricultural machinery is compatible with the project design.

However, in some instances the cultural velue placed on largs machinery must be

=t economic ergumants for intermcdiete technology.

)
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The structurs of the Term's scciel system, the values held by participants,
their reletionships,. and the existing control mechanisms provide a vieble social

~d 3 Ry [} -y P N o I A E O N P - ya &
system which can eccept and imnlevent the farm plans contemplaied by the project.
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E. Role of llomen

Infcrmation on the situation of rural women is still inadequate to allow
for better planning of ways in which they can be involved more actively in
development. The case studies undertalien wil] gather more behavioral informa-
tion on the activities of woman, the roles they play, their employwment sitva-
tion, and other similarly related topics. This will give a clearer picture
of the 1ife of women in the rural areas.

The important role of women in rural development has long been recognized
by social science researchers. For example, Bustrillos (1961), in her study
of food management practices of homemakers in the rurc] areas, found that the
wite usually acts as the rural family's main decision maker., As such, she

can be ¢ potent influence in the adontion of needed change., The researcher

. .
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ny innoveticn in the rural areas, Tie
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might get faster results if they work through both farmers and their wives.

O

Feliciano's (1965) findings confirm the active participation of ths wi

W

4o £

1 decision-making regavrding form operatidns. E majority of the farmer-
respondents said they meke decisions on f Tern menagement with prior consulta-
tion with their wives.

Succeeding studies Turther support zarlier Tindings on the role of worien
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Tor the Ve, and decisions on whet to plant are reqarded more as joint husband-
wife rather then hushand-only decisions.
Maoigen's studv (1669) SUPTEsts that the houcewife nas cons

Tluencz o her hushond's resictineg

-~ leon [P S
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Tieldworker's Tlevel of support in cormunity gevelopmant program adoption will

depend on housewife involvement.
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Castillo (1969) explained that "the pervasive influence of the wife in
farm-business decisions derives from her role as uncontested family treasurer
with facilitative or veto power on expanditures.”

Considering ‘the invluential role niezyed by women in Tarm and home decision-

-

‘making, har involvement in the association zffeirs and community decision-making
should not be overlooked. How to enlargs on this role in rural developmznt

is an

[al}

rea the case studies will explore further.
The Project will also study the enployment status of rural wemen. In-

creased employment opportunities cen be affected ty changes from single to

multipie cropping petterns, the utilizaiicn of "hired" or "exchange" labor,
and the introcuction of farm mechanizeticon

The preject will give specitic etienticor to the role women play in de-
cisions on the Lorrowing, the use, onc veozyoent oF credit,  Exemination ¢of

(53]

~% A Py : o tae T S A 2 L Ty pem g T N 1 e
the roie weman exert making erd iniivencing Term and Tamily manzgement docicion

will be mede. Credit evailabiiity end o33 t5 woren's heads of houschold will La
anaiyzes. In edcition, women involved in Ire project could improve the design
anag imzismentetion.  Thus, women who ve quatitisd znd eveilable viil be

empicysd in-country os interviewsrs, es consultants end evaluators, and in

administrative poesitione.



F. Financial Plan and Budget

The estimated budget for the project is $816,000 over three years with
the cooparating university contributing $66,000 and AID contributing
$750,000. The project contemplates 48 m.m. for a full-time Finance Advisor
in each of the participating conntries. In addition, the project will utilize
approximately 48 m.m. of the cooperating university on campus and in short-term
technical zdvisors o the participating countries. This will consist of Senior
Staff and support staff. Five to six consultancies per year to each of the
countries are proposed. The finance advisor will be a senior professicnal
wWith exoerzise in credit,, finance or business. The short-term technical ad-
visors will heve expertise in fields of agricultural credit, farim manzgement,

agriculturzl economics or dsta collection and analysis methods,
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Estimated Budget 1977 1978 1979 Total

In Country

Salary and Fringe Benefits 39 78 39
Overhead 6 12 6
Data Collection and Analysis 20 100 100
Location Costs 13 _18 _18
78 208 163 449

In U.S. & Short-Term

Satary end Fringe Benefits 54.0 54.0 54.0
Overhead 38.0 38.0 38.3
Travel and Per Diem 20. 25, 25.
Contingency 7 7 7

119.0 124.0 124.C 347.0
Total Costs 1¢7.0 332.C 287.0 81G.0
Cooperating Unjversities 22.0 2e.Q 22.0 £c.0

AID 175.0 310.C 265.0 780.0
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IV. IMPLEMENTATION ARRANGEMENTS

A. Analysis of Administrative Arrangements

1. PRecipient

This project will be menaged by one lang grant university.
It is anticipated that Cooperaxive fgreements to fund the required.

technical services will be negotiatod with two universities and

-

eddititnal cub-contracting of services ¢7 individus
This arrangencnt essuves coordination ond effect ive maney amen
the activities envisioned under this project while &lso draiing

upon other cuzlified indivicuals. The proposed cocperative agreements

are expecied to expzeted to utilize the vrescurces from U.S. universities
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The cooperating universities to be selected must be knowledgeable about
basic agricultural development problems in LDC's and particularly skilled in
assisting LDC officials and technicians in small farm data collection and
farm Tevel analysis. A thorough knowledge of small farmesr redit institutions,
alternative delivery mechanisms, and operations] procedures and needs also
will be needzd for successful project implemantation.

Once the cooperating universities are selected, the next step will be the
final selecticr of two LDC's and the cooperating credit institutions within
each country. The managinq university will have the primary responsibility

£ an

Tor this final selection but in consuliation with, and approvel of TA/AGR,

the appropriate USAID missicn, and the host governments. AS mentioned previsus-
1y, prelirinery conversations already nave been held with Hondures and the
Philipiines znd it is oprobehie thess will be the two ceurtries finally selccied,
However, 1% would be presature to make a Tinel selection at this stzge.since

the invelvzg 21D Regional Dureaus, Missions, and notentiz] cooperating LOC's

Tegically prefer fo know rmore cetails ahout the project.

It is anticipeted that the host agency in each of the two LDC's will be
g
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the timz censtraints of the project to implement the in- country objectives of
the project
Concurrent with or immediately following the selection of the cooperating

countries and financial institutions, arrangements will be made by the coopersting



universities to place an agricultural finance advisor in each of the selected
countries for a two-year term. It is anticipated that one of the advisors
will be placed in-country by the middle of the first year and the second ad-
visor by the beginning of the second year cf the project.

2. A.1.D.

I3

There are no unusual administrative features of the project which would
require agditicnal direct-hire staff. The responsibiiity for project monitor-
ing will be in TA/AGR/ESP and will require normal monitoring and administrative
activities similar to most centrzlly funded projects. These will include
periodic cormunicetions with the cooparating universitiss on preject matters o
mutual irterest, coordinzticn and cormunication with USAID missions in coun-

*

tries where the project is implerznied, end neriodic znd eng-of-project eval-

rm T e B L SR R R L Iprae & [ AR e S e K
veeIcn, LToNng GUReY regular DrolIitut no "ILO!‘I..Q cuties.  USAID Missiens will
. e - - - o~ - PRI ol Weramdey s m mon o a e - iy <
not ke exzecize io prrovice any unuzuz) edmindsirative \.\‘I.-l.- nce unar thic
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project. Hewevar, it is possibie ths Missieon micht be celied upon to ellocete

opsraticnal responsibilities of the participating LDC institution, USAID. and

the coonarating university.
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egainst wich plennzd imnlemen<zticn can be moasured. Mepe precise timing

and mitestongs will be incorperetsc into the coopereiive agresment of the

selected cooperating university upon approval of the preject.






- 65 -

At the seme time a review of Titerature will be made to summarize current informa-
tion on crezdit by small farmers. This will include a review of farm-level and
other surveys on the use of credi: by small Tarmars and an evaluciion of existing

farm level data for the two ccunviries selected.  Initial work 4wil] begin on
ceveloping the analytical methodelozies to be uced in the project and | nodecign-
ing the dztz collection systems reauired to obtain the necessary information <or
enelysis,

Attention will be given 40 the word perrermad Ly D.ALTL on the sythesis

of existing information systeme ATRC's fuvin budoet chmputer systems has boep
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anticipated that initial data requirements will include information on the

farmer's financial position (assets and 1iabilities); his production-consumption-
marketing environmenticosts and returns of alternative production practices and tech-
nologies: Termer ettitudes toward informal and formal credit sources; and the

Tlow of money, goods and services from the small farmer to the externsl environ-
ment and beck. Data analysis and budgeting may be initiated during this stage

if accurate and reliable data are availahle.

3. Stage Three:

Data enalysis and its institutionalization will be ewmphasized during the

in stage one and tw

C_L
—
-

Tinel stege of the project. The methodolegies develope
will be used with the data collected during stage two to achieve the projoct
purposes identified earlier. t is expected that during this stage the vaiue
zeted drte enc the arelyiis, end than subseouent use for horrgwer
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Tne thyee STEGES may Cover Siiun.i,y difverent Lioe paricds, aepealing
upon the exdsting conoition: of the country sclecied.,  For enanple, the more
veptli o Lhne edvitor g plated dn-countyr end the coerior wod fester the avail-
ecitity of cdote, the move Tihely sfari: two and thres will be movee forward.
For planning purpeses, the following oaeneral time seguences are expectad to

w0id for the 1iTe of the project
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1978 | 1979 | 1980

Stage One

Stage Two

Stage Three

The literature survey and development of analytical methodologies primarily
will be carried out in the U.S., while the data collection and most of the dats

analysis will be done in the selected LDC's.
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"IC BUDGETING DEFINITIONS

A form budnet is a plan for
s PLLhet
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formance, rzther ir is & plan

Annex// A

1 of 2

the future use of farm resources, including

budget or plan is not a record of past per-

or the future development and future usec of

Yesourczs, The farm budgeting technious is a valueable decision meking aid., It
can aesist the Jecision maler iy chocsing from aong alternatives, such as vhether
Or not to scex additisnal crecit, how to best allpcate capital among competing
uses, or how- o choase among alternative technologies. There are several different
types of clacses of budoets,  An understending of the role and concepts of the
R Vel P - a‘
different tvpcs of cucgcte 1s wvery iwportant to their &ppropriate application to
prouiems,
A dons Loy bucoer s g budget which eviluates cio or more alternctiver over

1(,“,. st e ne LY The mdein mmaed At g vt T T deie e b PP vt 1 -,

a lon; ThreeeTesadomane period ds not doefined i rious o years, but in
- v . -~ -y . (]

VLS Ooou Ulle Leviol sufficion:s co perzit changes in capieal structures, oporat-
ing procedures, an2 technology. Thus & leng tern

$o oy S 2 - o o9 -
Tamily pozls, v teghnolio
vnicroeac:m coinve, Mivoriho s
e s e .
R LA o R - S0
o bl
term goals,
The rlimse oo e N e e 2
IR .. - - Ve - ¢ .. e ..
L0 SRt R e, e T PO
Al TULTS, vechnoloo, and
< et e v e e 0 e e
pericy uncoes craduallon and
4
Certr bud: 2t 2w be for the yoar

budgets could represent annual rl

plan to an alteraative onc.

. ey e e - N o . -y fe o . ..
gy chonges in econonmic expectations, or other
L N o ., e se o ee Bl i3, - 41 S " K . e e e
SUOXE Csmurnll thiae LiCLS Lo [SERNEVECE RIS
. Ve . e P T S <. S
o [N }:_ jo 2 E':.'.u‘..\.’....'\.'u VO L&al “l o4 O'

s - - . ~ Yy e B o ~ - . St

T L0T one alternativ, Feah Yor oo Onie=7r4 : O
.o o e RIS TP . B AN I
SHEL Yelate to the enceilfdic tims

teflect long term norms. A short

anea

d or series of short tery

-
(21

ans involved in the transition from a presont



Annex p
2 of 2

A whole tarm budpet relates to total farm resource allocation decisions.

Typically a2 whole farm budget involves a resource 2llocation plan including

several dilferent enterprises. On the otheor hand, enterprise budpets relzte

-

* iven a set of price, technology, and rcsource

[N
n
[i]

-

to a plan for onc eatciny

[

ssumptions. The enterprise budget is obvicuszly a basic toel in farm budpet-

ing and plonning and Is a necescary pre-reguizite te whole farm budgeting.

A courieze fzim budect is one alternative plen for the future in which ali

-——

inpute of ressurces and outputs of products cvz considered. Thus a complete

St puymite estimation of ewpected net Znconz from the given enterprise

alternative or the given total farm plan. w3 as tasies, insuvanc:

and deprecliztion would be included in addition o oparating expenses such as
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*Like a particular crop or livestock activity,
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DEPARTMENT OF STATE
AGENCY FOR INTZRNATIOMAL DEIVELOPMENT
WASKINGTON. D.C. 20523

May 3, 1977
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Dear ostizon,
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PPT To Be Completed Under Basic Assistance Cooperative Agreement





