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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 for 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
 

Net., 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: 

Pro jct1.'aan em1nt: 
To be Designated 
Anne Ferq,,uson, ","' ./ESP 

Erhardt. Rupprecht 

C. Narrative Description
 

Small farmer credit programs in LDC's have a common problem--high levels 
of delinquer,cy in loan repayments. This problem holds for AID-financed pro

grams as well as for those financed 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 loan collections or to minimize the impact of non
repayment on the financial viability of the lending institution.
 

The 1973 AID Spring Review of Small 
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 little professional
 
attention had been given this topic. 
 This project views the role of credit from
 
the perspective of how changes in credit policies affect the use and repayment of
 
credit by the small farmer. 
Its purpose is to develop and apply methodologies for use by
 
credit institutions in LDC's to carry out whole farm and enterprise analysis for
 

small farm credit programs.
 

The development anr' use oIf 
the availabiltiy of improved methodologies r, -arm
level datA collection and analysis oriented to more effective credit use will .s-ist 
prticipating financial institutions to design credit programs which will enhance effective 
use of credit and repayment of loans by small farmers. 
 This will be accomplished
 
by analysis and evaluation of the role o*f credit in improving disposable income.,s
 

r cFocus or; rle\a:-t data collection and arnalysis for ev lutic.. ,
 
the role of credit in implroving disposable incomes
 
of small fa17s. Infol7,tional reports 
 will be prepared for LDC decis-ion ms kers
 
on conditions, r'esourccs-
 co-s'TCts, practices., prcbems and functional re
iationships involved in 
zhe operation of small Farms. Policy a. ternatives, which 
could assist in i,, ,i the in es c 41w be Evaluated 

, r n 

"......"' 
r'cz zLD, credit institutions UTL.ize Sc for, of Lu.... f-rtin+' 1 ,0.,)fer 
lending. Ho',-:ever, it, is usually limited to single enterprise budgets often based on 
inappropriate data and nearly always without accompanying analysis of enterprise 
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alternatives and enterprise mix for the form household firm as 
a production/consumption
 

unit. Budgeting and farm ana.lysis carried out by credit institutions is often based
 
on poor or outdated data and based only a 
limited number of the cropping patterns
 
and technologies available to farmers. 
 There is a 
great need to develop systematic, 
cost-effective procedures which can be used by credit institutions to obtain a 
wide rangE of enterprise and farm budgets which are timely and reasonably represent. 
the economic and resource characteristics of the many types and groups of the
 
ftrers they deal with. This project. is designed to 
meet that need. 

f,any factors affect repayment of credit. The focus of the work under the project
 
is based on the assumption that several of the major factors directly related to
 
profitility both from crop year to crop year and over time are important eC 1,e t e , fo > p '-mirants 

,p; -,-r for 1p...affectS yields 
 nid thus the YIsks associ td 

S~im,CiITarly, exte. Si n cul tural 


capital investment programs inland improvements affect land productivity; and
 
seasonal and annual variations in input and output prices affect cash flows
 
as well 


-7-Fctect practices; 

as profit levels. The methodologies will assist in assessing pro
fita 1bity of dit use and repayment capacit The project assumes that 

'rofitability and cash flow are major factors in loan del inquency. Ho.cver,

iir ncss -o repa.y io... (i e, attiucs toward use a repa.ment,
ad 

CC iiect"crrcedure n , tiCns)C; nci e. s*-n also is an' .U..... f o 

.'eoamnt of credit. Data on w.;illingness will be collected and analyzed incase 
studies, this also will include assessment of social obligations and obligations 

Z' ,,ir-- 1 1oanrepa,,,ent.
 
.... o
!I C e ecrn oan r- y; SC;isdifficult to measure oC-ectiveiy, 

creItE institutions need to understand and take into account fari,.ers' social obligations, 
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cultural setting and scope and terms of informal credit in.selecting borrowers, and
in deternining the most appropriate collection procedures.
The specific data collection and analysis methodologies 
to be developed and applied
under this project will 
assist in measuri.ng the relative impact of several such
variables on profitability of credit use and resulting economic and financial capacity

for repayment.
 

The loan repayment problem is complex and the work under this project
cannot be expected to resolve all 
issues involved. 
However,
to the extent that the application of methodologies developed and used under the
project can provide data and analysis for designing more appropriate and responsive
credit Policies for distinct groups of small 
farmers, it 
 can 
be expected to rE:ilt
in iTmprove Lcrro .er irlccmes and associated higher loan repayments levels.
Four mjc componeIntsor are envisioned under this project: (1)development
of budget analysis methodologies specifically appropriate for credit institution
 
use 
(2)design Of cost-effective data collection methodologies to supply reliable
 
data for credit instituti;on analysis of the I','ole farm (including the farm !ouseholds),(3) appication and utilization of data collection and analysis methodologies
intwo LDC's and (4)dissemination of results and findings to AID, LDC's, and


other interested p.rties. 

The four components of the project, ihile considered separately asdistinctactivities, 
are envisioned as critically interrelated components needed to
achieve the project 
 purpose of develcpnto ope-ratio:ally
w"hich useful methodologieswill assist in Providirg guidelines for Improved credit policies Theselection and adaptation of the budget analysis methodology willar1ytical provide theframew'1ork for assessing the viability of loans to distinct categories 

http:measuri.ng
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of small farmers; the selection and adaptation of cost-effective data collection
 
methodology will provide the basis for the utilization of the budget analysis
 
and in addition help to assure its continued usefulness.
 

The focal paint of project design isinthe in-country application and
 
utilization component. 
 The objective of this component isto demonstrate the
 
practical utility of the developed methodologies in improving the lending
 
operations of the credit institutions. This will be carried out within the context
 
of existing programs and inconjunction with credit institutions in the selected
 
countries. 
 The approach of the project will be the analysis and evaluation of the
 
role of credit in improving disposable incomes from the operation of small farms.
 
Increased knowledye on the role of credit inthe specific country setting lb .,so
 
expected to give insights for credit programs inother LDC's. 
 Dissemination of pro
ject results will provide infomation and technical assistance ifrequested to
 
othe interested LDCs. Coordinated development of the project components will
 
increase both in-country usefulness and overall project results.
 

The project will be implemented by U.S. universities (to be selected)
 
under Cooperative Agreement arrangements. 
 The cooperating universities will
 
make final selecticn, with AID's approval, of the two LPC's and the respective
 
participatino host financial 
institutions. 
Senior staff from cooperating 
universities and consulting resources from other universities and organizations 
will be funded to carry out the activities of the project in cooperation with 
LDC technicians and professionals. 



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
 

A project evaluation will determine.if the initial
 ,,for improving credit policies. 


projection of a three year effort was realisticand whether the results to 
date
 

would merit an extension ifmore 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 lending institutions in LDC's are already using rudimentary enterp
 

budgeting and farm analysis for program formulation and implementing. This
 

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


Capability exists in U.S. universities in the area of agricultural economics
 

and farm management to cooperate with LDC institutions in designing 
at which
 

these methodologies are implemented in the selected LDC's will depend on the
 

managerial and technical capabilities of the individuals and institutions
 

However, adequately trained professionals and technicians are availinvolved. 


able or can be trained within the life of the project to accomplish the purpose
 

outlined for the project.
 

E. 	Issues
 

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


in Annex I.
 

http:determine.if
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II PROJECT BACKGROUND AND DETAILED DESCRIPTION
 

A. Project Background
 

1. Project Developitent
 

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 has been authorized to
 

negotiate a basic assistance Cooperative Agreement with Colorado State Univer

sity (CSU). The purpose of a basic assistance Cooperative Agreement is to
 

utilize U.S. University expertise for identification and analysis of problem
 

issues in agricultural and rural 
sector planning as applied to LDC conditions 

and needs. In this case it was determined that specialized expertise a\. "le 

at CSU was required to adequ-tely address the technical and analyticai aspects 

of developing, the project. 

Preliminary discussions w-:ith USAID/Honduras and USAID/ikanila have taken 

place at the suggestion of the appropriate technical offices of their respective 

regional Bureaus. Both have indicated initial interest in the project and have re

quested that the project be developed further with these counries in minid. 

Under 	the basic assistance Cooperative Agreement,.CSU will finalize the implementation
 

cconlU o 	 i"-;. clP1 n t ,:i th :yc . 'r rt ating ccntries and tl,,.. USA-;ID4is sLio s 

2. 	Relevant AID Experience
 

TA/AG/ESP is heavilv involved in research and general tech,
 

nical 	 assistance in econo-;ic planning in the agricultural and rural sectors. 

The Easton Conference resulted in a mandate to the offices of TAB that our
 

work 	 be problem oriented and that utilization and dissemination of analytical 

results be stressed.
 



Inattempting 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 
purpose 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 employment in farm and nonfarm occupations as a means to increase
 

incomes and provide increased basic social service for the rural population.
 

The elements of such an approach can be viewed in the cortext 
of the su"iect
 

areas or c. teczries to .e -cd:-esscd,such as credit.
 

R & DC approved T./A,,yESP s PID on the Profitability and Repayment of
 

Credit and 
 TA;/FL../s Pr., on R-ral Fina-ncial farkets, subject to coordination of 

the two projects. 

The T/FD prc,j:t is at e.ptin to cc;,.ine state of the arts studias . 

applied resc-arch, infc:.a:icn dis. minaticn, and consulting to address short 

to mediuu:,- term creot-or,al ss . Ir the d'elopmc r t and ofutilization 

cc's-efC::?. ~ -. cn~r ,s. projectS s ~''i~r . e ....E>s 

should zc ewen: to :.:-nd rcs-tch e iri:d b',' T/, In addition, the 

.. .. r2a~r E!....... ,s of th TA/ project represent one 

possic e cLn:ae for0zP' ::e-.-, v of prCject resUIts to other LDCs. 

In-ccuntry~<,icaticn C the to irocots ;'ill require specific coordination. 

In Honduras and the Philipines, 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/b.anila 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 Small Farmers Technologies project (discussed in 
Section 111-B,) 
the Philippine Small Scale Irrigation project and the CATIE
 
ROCAP small farm systems work. 
 TA/RD proposed methodologies for planning and
 
evaluation will attempt to 
synthesize approaches to the measurement of socio
economic changes. 
 It does not propose in-depth expermentation with the application
 

of methodologies.
 

Ihe social indichtors project in the Philippines provik.es another eX& I>le 
of a complementary project with a data collection component. This as well 
as other in-country sources of data will be utilized to the maximum extent possible. 

http:provik.es
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3. Other Donor Experience
 

The FAO's continuing work on the role of farm 	management 
in small
 

farmer development can represent an important corollary to 
the implemen-


The FAO's work to date will be reviewed carefully
tation of this project. 


a
 
during stage one of the project. It is intended that this be used as 

of the methodologies.
major building block in the development and adaptati'on 

and repayment capacity will also 
IBRD's work on evaluation of credit loans 

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

4. 	 The RepaYment Problem 

by AID, the Uorld Bank and other
Funding of agricultural credit programs 

high priority in development assistance
international donors has received 


programs for many years. Initially, funds were channeled directly to
 

specific agricultural credit projects. More 	recently, funding for credit
 

has continued, but as one of many components 	of more broadly 
focused
 

development programs. Furthermore, many man
agricultural or rural sector 


have been financed to
 
years of technical assistance on credit matters 


comp;i £-.et the irect f;ndi nq of aqricitural 1lendi n civities in develop

extending agricultural credit
ing countries. The experierce with 

sizes) has been quite mixed. The 1973 A.I.D. Spring Review 
to far-..ers (of all 


of Small Far1Ti Credit was the first major 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 little 

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 

integrated projects. With the continued developmental emphasis on agricultural 

credit in one form or another, by both international donors and the deve,o.
 

ing countries, they are implicitly suggesting that credit is an important 

ingredient for agricultural and rural development. Howe.,Ever in the majority 

of the LDCs, farm loan delinquency in varying magnitudes is a common problem 

experienced by most agriculture or credit programs. 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 loan delinquency causing
 

significant problems for the borrowers and the lending institutions
 

alike. Agricultural loans to farmers which result inadditional input
 

and operational costs but 'ti..insufficient offsetting.additional 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 government or from international donors if it wishes to mair._. 


even 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 credit as a major and
 
underlying cause of delinquency. 
 The 1973 Spring Review stressed this 
point. Even W.orld Bank studies of large farmer credit programs suggest lack 
of profi tallbi 1it as an impo rtant cause of loan delinquency. Reco c,,izin , the 
importance of this question, A.I.D. now requires profitability analysis of 
new technology for small farmers under its project review process Lbu

tends to restrict such analysis to the project design stage and not the irlne

,2ntaticn stage. 

i 
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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 existing conditions affecting farm operations ( internal
 

and external),and an understanding of the potentials and alternatives
 

for improved farm incomes, as well as information on the critical factors 

restricting the achievement 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 development policies should reflect existing conditions and an inte -eta

tion of production relationships and behavior at the producer level to ensure 

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. Unfortunately, mi croeconomi c income and technical production 

data required for carrying out farm level strategy formulation, especially for 

the small farm sector, is neither readily nor sufficiently available ill most 

developing countries. 

A microeconomic basis for policy ana'lysis requires an effective 

data collection and .nalysis system. Such a system would provide information 

Onl input/outpit coeFic!'t f.ztor/proc't price ratios, ccapital/credit 

requirements, alterna.tive production systc7s under \'aiious agro-ecological 
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conditions, production structures, and organizational arrangements. 
With
 
such information, the impact of alternative credit policies on small
 
farmers can be estimated and more effective strategies devised and imple

mented.
 

Examples of impacts of alternative credit policies which the project
 

may produce are:
 

a. Changes in production patterns through crop diversification,
 

changes in crop mix, non-traditional enterprises, improved
 

technologies, etc.;
 

b. Financing supporting services structure to place inputs, 

marketing facilities and extension services within adequate 

reach of target farmers; 

c. Provision of credit or alternative subsidies within a 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 lending on basis of individualize
 
farm plan instead of constructed interprise

budget.
 

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

3. 	Improved policies for present resouce 
base investment 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 shifting from transfer payments (e.g.,interest rate subsidizes) to cost sharing for
permanent production improved investments.
 

6. 	Improved criteria for 
loan renewal & loan
 
forgiveness. 

7. 	Improved criteria for determining farmer
 
training needs and intensity of extension assistance (i.e., categorize farmers for this

purpose).
 

8. 	Criteria for making credit 
use 	farm develop
ment plan on a for ,,Frd basis (i.e., line of
credit plan over 
3 to 5 years).
 

9. 	 All ows balancing of factor use with factor
availability (i.e., optional labor usematchcd with andland other capital). 

10. Criter. alioc~tin, (ithin an area or reion)cpi Lal and credit for internal (on-farm) ex
ternaI i nvesI,Ent (e .g., on farm productioninvestment vs market facilities infrastructure) 

11. Improved criteria for collection (i.e., disti nguishLing bEtween those who have the presentabi .i ty to rep., those of have had a temporaryset 	 back but with future potential ability to repay, and those who will 
be unable to repay

from farm earnings). 
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Small farmers have limited savings capacity which leave 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
 

set of circumstances that constitute his production/consumption/marketing
a 

role that credit can play in changing the traditionalenvironment. The 

production function is stressed in literature. Low savings of small fanir 

increasing prices of modern inputs, and gradual reduction of subsidies onl 

agricultural inputs highlight the importance placed on credit. If small 

farmers are to adopt new technologies these must be sufficiently profitable 

to induce them to use credit, and there must be adequate credit available 

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.
 

Weather, for example, affects yields and thus the risks associated with
 

borrowing. Similarly, 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 well as profit levels. All of these factors can be taken into account
 

by the methodologies proposed for this project. 

It is
more difficult to measure factors affecting farmers willingness 

to repay credit, For example, the small farmer's order of priority is often 

-such that informal sources of credit will be repaid formalbefore sources.
 

To assess th- ...
importance of attitude, crdit institutions ll ned to
 

understard farmers' social obiig.tions and "heir cLiturai setting as well
 

as the scope and terms of credit from informal sources.
 

Credit instit iOnS are only tially successful in their efforts
 

to gather data on small farmers which will 
 help guide borrower selection 

and credit allocation. Budget analysis, primarily by crop or enterprise,
 

is used by nearly all institutions, public' and private, as a tool in decision 

maki r, Farm .nd enter ,. se b,,id,-Tt an rlrs are used by credit offices in Making
Io- r 'r:.- . ... F- ' c ' . .. .... .n ip c, !:~ .... tc: f'in1 n;c; t! n" 

are used by governments ill de'ecli ontries to justify their 

agricultural development programs, oftenand are used within A.I.D. as the 

basis for project analyss especially on the cuestion of technology profitability 

Unfortunatey, due to time an -.sdS.L;-C cCns trai ns , farm budgeting analysis 
is carried out at one point in time to m i r ,m_,
imortntand 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 which represent the economic and resource characteristics 

of many types and groups of farmers. 

Budget analysis as presently carried out by most credit agencies (or as 

part of credit program design) often is inadequate and inappropriate because
 

of (1) lack of sufficient, appropriate, and accurate information on fTctors 

affecting the income effect of use of credit by small farmers, and (2)-lack 

of appropriate methodologies for anal'zing financial and physical data even 

if adequate data were available. This project is designed to develop and 

test alternatives for alievUatin. both problems. First, available analytical 

methodologies used in farm bude=tirg and planning wil be moilied to ,r,ud, 

al.ysis, of the small ,flarnar(i,.. , t.e .le f ,rmas a consumr,i,1 and producing 
.',
1 

_C; s°u~li",t) ... ~ S'3 ..... :.-: C.I..;V ,,,irma For "fnc,-:. 

analysis for typcai s- T S i rI s's be dil' eped Lrd appliad 

The third step ill utilize the modified methodologies and farn data to 

&nies .... .. . ..... policiesaSs'ss oredit , t,- ': s d : , . " and 

which j,,ill improve farmer rnooes and reDaR ..ent rates . The fin al step \,.ill 

entail prei)aration of a rEport on the methodolocies 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 12 L 
 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 ciedit 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 economic gain.
 

The PUrDOSP of the project is to develop methodologies which credi.t institutions
 
in LDC's 
can use to carry out whole farm and enterprise analysis for small
 

farmer credit programs. 
 Two steps are needed to achieve this purpose. Fir5t,
 
the factors associated with the profitable (unprofitable) use and repayment
 
(non-repayment) of credit must be determined. Second, a framework for analyzing 
the impacts of these factors must be developed.
 

The strategy of the project is 
 to adapt and modify farm budgeting and 
planning techniques to LDC small farmer conditions. This w'ill 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 impr:o\,ina access choices of .... armers i: each stratum. 
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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 

will include: 

(a) Adapted budget analysis methodologies which can be used to measure 

the impact of various factors on profitability and income levels resulting from
 

credit use by small farmers.
 

(b)Development of cost-effective methods of collecting appropriate and ac

curate data on the various factors affecting small farmer's use of credit and the 

profitability of credit. Special attention is to be civen to the developmentC 

of continuous reporting and farmer gene rated recoi'd-keepinj systems. 

(c) Increased ['no,,rledge of the factors affecting small farners ability 

and willingness to repay credit. 

(d) Analysis of the impact of potential changes in credit program design 

on the income and net worth position of small farms and on the viability of 

the credit institution. This will result in recommendations for improved and 

more appropriate policies related to small farmer credit. 

(e) In-country testing of the appropriateness and utility of the method

olog-iCS s"n .str'7s ne-....S "!Eve 

(f) Dissemination of project results to AID missions and other LDC's. 
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3. 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 effective data 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 w'ith the dredit institutions in the selected countries. 
 The
 
approach of the project will 
be the analysis and evaluation of the role of
 
credit in improving disposable incomes from the operation of small 
faris
 

Increased I'no.ledge on rolethe of credit in the specific country seLtioC' 
is also expected to give insights for credit programs in other LDC's. 

Specific project components include the development of 1) budget an1ys-s 
methodolocv, 2) cost effective data collection methodology, 3) in-country ap
plication and utilization of the methodologies, and 4) worldwide dissemination 
of the methodologies and the process of apolication and utilization developed. 
The four components of the project while considered separately as 
distinct
 
activities.!.re envisioned -L'-as ,' in terrIl ctec cmpcnents ncec; 4o
 
achieve the Project purpose deviC
of n; -r rethodologies 
which will assist in providing guidelines for improved credit policies. The 
selection and adaptation of the budae- analysis :,ethodolog- will provide thie
 
analytical framework 
 for assessing the viability of loans to distinct categories 
of snall farmers; the selection and adaptation of cost-effective data collection 
methodology will provide the basis for the utilization of the budget analysis 

http:activities.!.re
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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 among alterntive technolocies, and 

for determining total farm plans. Budgetirc is a systematic proccdure 1,hich 

perm:its a decision vith a piven irfome7Ltion or d.t- base. it is used hy nearly
 

cre:L!,tc_ , L. .o,
all cr: n i, ,, Pir ,,t,as a tool in .c ioh'", ir,.c. Btdoet 

analysis produces &n assess- . t of e ec -dearned income over a period of tiie
 

and an assessment of finarcial flo,.: v.i.hin that period of time. The primary
 

purpose of budr et analysis is to provide manaqemelit information for the
 

rationalization cf investient decisions.
 

I.;ethodoiogio: for hu anlysis currently beingin:. used in the U.S. w'ill be 

1'. C, C.C,1;° ii S . i l 

entai a coi;c:~ fr'e& ad; eG to t rcoio sytscul ture
 
practices and social and administrative structures of the particular countries.
 

are o-.r an en~terprise tst olfte,-n &qlantitative desc!-iption of a singIe
 

commodity. Enterprise bud~A', .e., the calculation of production costs
 

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

l/ See Annex A for Basic Budgeting Definitions
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involves the synthesis of information about inputs, outputs and their prices
 
toderive 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, labor, management, etc.) also are determined.
 

These budgets are the building blocks for whole farm budgets which utilize
 
individual enterprise budgets and aggregate them inthe proper proportions.
 

Budget analysis for the whole farm (including the farm family) isdesirable
 

due to the highly integrated structural organization of the majority of
 
small fanmers -Inthe absense of clarificat
ion of the close aid mutual
 
dependency among enterprises, it would be difficult to facilitate changes in
 
the structure of the farm without 
 consecuent unanticipated repercussions 

throu-jhzit the system. 

Another reason for using the farm/household unit is that in most LDCs, more 
inputs are farm-produced (manure, labor, animal po .,,er, seed, fuel); more products 
are wholly or partly processed on the fatm before sale and a wider range of farm 
products is consumed by the family. Thu's the farm planning problem is more complex, 
and more care isrquired in identifying the chain of causes and effects which
 

would follow from an adjustment -inany one enterprise or activity.
 

Poss i y' this Cl cISe- It , fstructul c T. acti\ities is also one resoi! 

w';hy farm-ers are more resistnt to the I of so-called technological in
novation: t'e full consequences of an in.cva,-on may be understood better by 
farm;:ers than by the Fprcoo~cts 07- chrn.e. 

v,....7 an...vs. can tak.e the fern, :f 

- a.verbal description/listing all the factors involved in the problem; 

- simple sketch or flow cart of the relationship between steps in a 

process, processes inan enterprise, enterprises ina farm system.
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- a systematic mathematical or algebraic statement of the problem 

(e.g. a programming matrix). 

The primary aim of this component is to develop appropriate data processing
 

procedures and fundamental budget analyses to. deteirmine income potential and
 

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

farmi category. The calculation of productivity measures, input/output co

efficients and other perfor ance indicators using more sophisticated analytical 

operations and techniques can be applied to the data to derive further insights 

and understanding of the problem and/or determine and evaluate alternative
 

solutions to them. 

Care will be exercised in the selection in the ada.pttion and, 

in the development of the Iethodolo,ies such that Uiby are appropriate for 

continued use in the selected countries. This can be accomplished through the 

development of a simplified handi calculated program, -,hich wouldbe appropriate 

for computer use if desie. 

Enterprise and/or whole farm budgets provide an adequate base for judging 

the profitability of farm-. investm:ents. Ho,.;ever, farrml budgets do not provide an 

adequate indication of re:a.,,rent capacity. Repayment capacity is essentially 

a cash flow concept. The objective in determining repayment capacity is to determine 
ho,' much debt can be &.-;-s-2a' s-fe. 'wi tn ecequeie prcvisioii for repayet. Thus, 

a cash flov' analysis is :e : a pro0eoior of how much cash vill be available 

to service debt . In cases -Ere fa;ily living eXpenses exceed cash available, 

debts are unlikely to be :--i. This is the case because most farms, particularly
small farms, are compleY: " "ts 11o vin LL 

ons involi both production and consumption con

siderations. Typically basic living expenses have the first call on cash re

sources, with debt service anility being essentially a residual. 
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A second reason that a cash flo .,analysis is important in terms of analyzing
 

debt repayment capacity, is that such an analysis permits a comparison of Jming
 

of returns from investments with obligations to repay the loan. This obviously
 

is most important in the case of long term assets, such as building, land
 

improvement, etc. when the payoff is over a period of years. In such cases, it
 

is com,;on for the investment to be profitable while the cash flow is negative over
 

a period 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 living expenses. Cash flow analyses 

can be on either an annual, quarterly, or monthly basis. Assuming additional 

credit liabilities increases the risks fJ.acing the farm operator. Thus, it is 

usuall y highly desirable to provide a cash flow analysis on a monthly basis. 

(c) Hethodology for Cost-Effective D.a Collection 

The objective of this component is -he development of a cost-effective
 

method of collecting data on variables affecting small farmers' use and re

payment of credit with special attention given to development of a basic
 

records system for selected s-Ial farmers. 

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

rural sector, largelv throuh survey research. These data sur\eys often are 

. .ds , , once these 

progra--:T cr are the- of d.nt- Ere used only partialliy or noteed-, 't, rest h' 

at all. At the same time, researchers in the national and sector planning 

o"1 -. ), .1i c secLeni _ofro t.- bankl ,_. 1 -i S 1nd th un i rS 4ti 

much to, often find that d-ta on key \,ariab es for analYsis are incomplete, in
adequate 'or even missing. Thus, there is great need to design farm level data 

collection systems consistent w,,'ith 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, (3)program analysis and guidelines, and (4)evaluation.
 

Each use has special data needs. 

The data needs of small farmers depend upon their level of 

managerial sophistication. As farmers receive training in the use 

of farm plans and analysis, their need for far level and other 

data increases. 

Some data cbllection techniques provide few or no data to the farmers 

themselves. Nevertheless, they are asked to respond to time consuming 

and sometimes difficult or even unanswerable questions which have no 

meaning and Drovide no benefits to them--the widely used g_ nerial , o-e

'visit farm survey has thi cha racteris tic. Other data collecton 

methods,like 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 upon' how such activities are organized. 

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

in most LDCs generally have not been designed for other specific purposes, 

of the farr;,er but rather were desicned to meet th- specific use 

'.fl., C iarimer L C )12i c a es i :'I.. ce. r,onan preucCe '-I.cUc 

are objectives of a program, the provi iin of reliale data zo the 

farmer measurina the effects of recommended innovations might be a very 

effective way of speeding up tha aoton of Zc, inrovations (assu;;irn. 

they are to his benefit, of course). 

A second level of data 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 inevaluating 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. Inmost cases these budgets are hand prepared, represent
 

a fairly large region, and assume rather high levels of technology and
 

managerial capability. Past LDC credit studies lead one to conclude
 

that these data collection efforts provide little 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 formplized
 

ending up with both the farmer and agent sperding considerable time 

recording data of very questionable use in progi-am guidance and in 

meeting program goals and objectives. Few credit agents hc.ve sufficient 
and reliable data to classify borrowers by need and potential so that 

different criteria can be used for loan evaluation, supervision, and 

collection. Given the credit agent's responsibilities for administration, 

loan evaluation and approval, loan and technical supervision, and loan 

collection among othcrsit isunlikely that he alone can do much to 

improve the co]liection and use of L t,:. He r ;, essentiallyfrm level s 

rely upon data supplied bv the loa api plicant which is often based on 

recall rather then a systematic collection system. Inaddition, when 

working with snall farv ers it is ad,,inistratively verv difficult to 

gather such data and put it to use for each individ-al loan (even if 

the farmer had excellent recall and 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
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data and guidelines for borrower 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 assur~iptios, 

(2) repayment capacity of farmers by type and size of operation, (3) 

the inter-relationships among consumption, production, inveszment and 

savings decisions and how risk affects those decisions, (4) the demand 

-for and use of informal credit which can complement or compete with 

formal credit, and (5) farmers attitudes toward formal and informal 

sources of credit. Usinq these data, guidelines on loan terms and 

purposes can be established for the local credit offices. They also 

will help in designing allocation criteria consistent with national 

develor.-,t oe -iv s cr to -re ira --.) rocr-ofs t" ! I.!-, "!

ternative allocation policies. The office responsible for this pro

gram analysis and guidance needs direct and conti nual access to farm 

level data. 

Unfortunately. data gathered in general surveys lack sufficient 

detail, relialility, and timeliness to carry out significant policy 

analysis and to develop program guidelines on credit allocation. At 

the same time questionable 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 local 
credit agent and the farmer as well. Certainly
 

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

the greatest data need exists at the analytical level, a system organized
 

on this basis will have considerable merit. 

Credit program evaluation, the fourth use, 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 does the analytical and program
 

guidance 'h.'ork. Program evaluation is concerned not only with the
 

profitability and repa~inent of credit ith the overall of
but impacts 

the program and whether or not program goals are being reached. Thus, 

data on credit use and productivity at the farm level for analytical work 

would be of use but other data also might be needed: number of loans
 

made and distribution by 
 crop, type and size of farm, office and region;
 

loans per agent and office; loan repayment by crop, farmn, office and
 

region; percentage of all farmers 
 and small farmers reached; impact on
 

income distribution; use of non-farm produced inputs; and 
 percentage
 

of outu ! , r: 
 of :L 

for evaluation, it is unlikely data provided solely by credit agents 

or through the analytical office would be sufficient. Thus, special 

one-purpc.e but , rh~:s peiodic surveysrmay be the most appropriate 

data collection syst em to provide the adCitional 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 aapnrv'q dr.ipcnn
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makers but which will 
also be useful for the local 
credit agent and
 

the farmer.
 

Types 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 fam,.the These data 'ould be obtained from 
other more advanced farmers, or extension wvorkers, research institutes, 

etc.
 

- service data, or data relating to prices of co:nodities, transport 
cost rates, water charges, fertilizer prices, etc. which are common 
to all farms in a group or area. This information is obtained from 
supply companies, the agriculture department, marketing board, etc. 

Methcdscf D-ta Collection
 

Three main meethods by which farm data can be 
 collected have been 
identified in explcring the data needs of credit institutions.
 
(i) ad hc , ccrsic-al farhm s'res w.ich a-e co'ctoc by thn research 

wov'kar, p-,rer', or his field staff as and i,,'hen the need for 

particuIar datai arises. 
ii) reqularly- CO-,cted s.l Or universe survevs in which the sate 

or equivalent far";'ers &re as1ed to suppl. a set list of data at 

regular intervals. 
(iii) 
case studies - continuous surveys in which the enumerator maintains
 

almost continuous contact with a group of farm families and records
 

their economic activities more-or-less as these 
occur.
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In summary, quite different data 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. Attempting to gather data credit
on 


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 recorded, as opposed to later recall of 

memory estimates, and data are thus more reliable.
 

It penits progress/experience of the same 
group of farmers to be
 

chartered over a period of scme years 
(as does the second approach),
 

instead of providing only a snapsiot at one point in time. 

- It is cost-effective per unit of data obtained in that the costs of 

developing and testing new questionnaires, drawing new samples, con

sTLucting new data processing programmes, etc. are not recurrinq costs. 

- There are farmers and farming communities from which it is just not 

possible to get data unless one is wiiling to establish a continuous
 

-Contact ithz~ an r j7:!'in,ha 

t shoIld be re2;~s-:e,,.a: -:,-, FoccSofcts21ee i71- dat1a 

collecticn is to provide accurate reliable and ti -Lve y' [netion needed for 

farm aE-i'is and th,_- deel r :; of a . . c at ntheleast 

cost. 

Basic Records Systems for Small Farmers 

As a sub-activity in the deeiop0ent of a cost-effective data 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 a chronological development and mutual interdependence among the
 

different record books and systems in accounting. In sununary, the forms of
 

farm records and the methods in accounting have a close relationship to economic
 

progress. They can survive only if (1) they are fitted to farmers' educational 

levels (including sufficient literacy, 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 social and economic conditions.
 

The advantages of keeping records in family farms can be summarized as
 

fol lows: 

(1) It Clarifies the financial status of the operation and gives materials for 

future reference. 

(2) It supplies costs of production for crops and livestock products. This
 

makes valuable information for sales.
 

(3) it makes it possible to evaluate far,- assets and gives the basis for 

borro'...ing money. 

(4) It supplies basic reliable data useful to agricultural policy.
 

(5) It gives ideas and ways of how to economize tile cost of living. 

(6) It prcvides a good discipline and prevets loss resulting from careless
n.r', 


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

manacement. 

In data collecti on by personal surviey on sr all farms, one will be dealing 

with some Portion of farmer nerery-estimates and some portion of enumeration 
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estimates and not with written records. 
 There isnothing at all wrong with
 

this, providing the sample isbig 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 isa 
need for an
 

up-to-date continuous file of information on farming sectors from the viewpoint 

of credit institutions, government and internationalplanners, agencies. 

d. In Country Application and Utilization
 

The third component of the project isthe application and utilization
 

of the developed methodologies in two selected countries. 
 The countries se

lected to participate in the project 'ill represent one country each from the 

Latin American and Asian regions \,ith possibility of adIing a th'ird cou., t-y ,r'c 
Near East region if strong mission support emerges. The collection, processing and 
analysis of data will be carried out in conjunction with LDC counterparts in a host 
country credcit institution; and project repor'ts, contlusions and reco-mendations ,il1 

be prepared inconsultation with officials in the credit institutions and tne govern
ment planning agencies. 

By working in conjunction and consultation with host country counterparts, 
both the project advisors and thei' counterDarts will have the benefit of inte:ctic'r 

ed f )TCC. e eP" 

ably impact upon the success of the project and the continued utilization of 
project results. The objective of this component isthe testing and demon
stration of the usefulness of a budoet an-alysis methodoiovy for whole farm 

ana.Sis wic te a far/houshold unit as a sinle incor, producing 

and e'pending 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 will 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 would 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 focus of the project will be on the farm/households' disposable income
 

(i.e., profitability and level 
of income). The procedure is to categorize 

small farmers into distinct sub-groups by income, resourcesanda Darticular set 

of objectives. The type of credit needs of each sub-group can rore clearly 

be identified and the impact the use of credit may have on small farmers' 

disposable income can be identified. 

Examples of prticular sets of objectives for distinct sub-groups of smali 

farmer is may be: 

(a)stabilize subsistence product
 

(b) increase subsistence product
 

(C) prcv E Sh -f:0r o Ci,,-ic1cus . , necessities 

(d)provide cash for iousei 6lrion-customtry necessi ties 

(e) provide cash for household non-necessities 

(f) pro\e cash for svirs
 

E,ar.pl es of distinct sub-groups could be as follows:
 

(a) Those .,,ho have resources and managerial capacity to utilize production 

credit profitability in existing enterprises and achieve income improvement levels 

adequate to realize objectives a,b,c,d, and repay the loan.
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(b) Same as Category a, except that significant changes are required in 

enterprise mix (known alternatives).
 

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

be graduai to develop managerial capacity.
 

(d)Those who have resources and managerial capability to realize bbjectives
 

a, b, c, d, and e only over time and with significant investment 

in transforming the permanent resource base. 

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

tential to achieVe one of the above. 

(f) 	 Those who have adequate managerial potential but inadequate resource 

base to achieve one of the above. 

(g) 	 Etc.
Each o-- 'lie above cat=.-ries 1rc, 

Eachaboveof c risie 1-cIres a different credit prograir,. flowing 

from a, where credit is the major and only significant component, to g, where 

credit is a minor or non-existing ccponent (or it is consumption and not pro

duction credit). 

Initial in-country activities will include an examinatior of existing 

data and farm budgeting techniq-ces. A country-specific frame;,,ork for demon

stration and testinq of the reth'cies .,,ill be developed. Depending upon 
-the 	 a'ai labi ity ar;J ..'.~ t.,c .. ' mth ea::ist';, ,:v,.-. cf analysis i 

the particular country, a greter c0ncentratior on eithe;- of the mthcd:logies 

may be warranted. 

ActiviCies for cos-effectiv-Cya ta co etion ,:ay be n with the synthesis 

,uS 1.;:'provide 

farmer situation, so fa- as cen.:rai (s.(statistical) cha racteristics are concerned. 

While it is not capable of yielding sufficient information about the production 

of 	agri cl !t!ral cen daa c:n a glob.l picture of the small 
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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) provide the needed frame for conducting case studies
 

whereby indicative 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;
 

(ii)Correlate the administrative districts, herein these farms
.- are located, 

to identified (bro-d) agro-eccl, ,:Icalzones of the country, thereby
 

further stratifying these fer -size qrouirgs according to hornogeneous 

climatic conditions; 

(iii) Dra,; inoicati\,e case sz!udi_7a - cst thos7 esivnatW grouping andn 

conduct dets.led int~rie,,'a ,.hi:r eXCTf:ndividual enterprises and 

the tote2 far, ci-.e-i., consumption andin._ r. husehold 
2/-
expen cditu res. 

From this infcormtto, better (ad n.:. "nsic:s cn-n be cained into the nature 

of prodc'ticn rccesse., ipcv.n.. .... i"tsiiiz lons and coi,,parative 

advantaces un-jar farm-sizevarious struc:res and acro-climatic conditions. 
...... r-,wov ........ :~~ let o F *i;put;c~ .... 

iL, lCVeI Ch..:"1L 


Z: , [ . r..... s cs;; Le obtained, 

includ--ino diffc-ffu :2s in resource sce.e a .decc as ,ell as 1)hvical
pro:d. : , ,. . so . -- , .:re , - for tLe pu ..ee 

of farL;-r, it an;a-,'s .- IL. .I comrison bv fa----'-. --eo- coI'iCa= I:.. c- ~C lD ' oniin i n 

other selected groupings can also be come-ed. This type of analysis is 

particui ary ust.fu] in tryi r,, to mae ir.,a---u",", as w.;ell as inter-country/ 

regional comparisons. 

2/ See A.nex _,Illustrative Data Identification 
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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. 

() A simplified small 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, small farmers traditionally 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 can do "in his head." 

The proposed program would increuse the farmer's awareness of his ovwn 

production possibilities. The farm records program would assist him in analyzing 

each of his farm enterprises. It would also provide information to the credit 

institution for facilitating credit for new production opportunities. Such 

opportunities may include: 

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

plans" which will permit cultivation of nacre of the farmer's available l, 

and improved utilization of fawiily labor. 

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

or mechanization which are appropriate and feasible for small farmers, given 

particular resource constraints. 

(3) More efficient, or increased use of credit and capital available 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: 

(1)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 from this analysis could be the
 

identification of improved practices being used in one locality which 

could be extended to other areas. 

(3) Comparison of proposed new technologies with existing technology. 

Rough measures of economic value of returns from new technology can 

be calculated by budgeting techniques. 

(4) Analysis of alternative croppinr patterns, crop mixes, or technol oUies 

being used by farmers, incl'in d-----eS end types of mneclanization 

and farm power, using-budgeting technique of analysis. These analyses 

may also involve linear progra-;ing techniques using computers to 

calculate optimum farm plans ,."r- a~prcpriate. 

(5)Idp -ification and clarification of constraints facing small farmers. 

Those constraints wthich apply to the internal operation of individual 
far w,,ill L iven T ot.:, i,: , , l-c, labor, the f....r's cn'iai 

& r;anager, .icap~ao,;y . ) S.c:.;.... . ... .to inv=: .;... of '-."K:.;," Il 6~e o \.'oi 


leI-s arisin coniti from social S.'cul tur 1 practices, and goverim.rt 
policies' impact upon thE r Se1',* c a uc-e. to dtermiine their 

role as sources of "ternal 

(6) . alysis of the effect of chaancing constraints. This analysis could 

also utilize linear programming techn i us. 

http:goverim.rt
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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. 
, 

linear regression, simulation, production function analysis and linear pro

granning can 
be added to 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 methouologies, 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 lIB.) However, program evaluation can and should be complementary to the 
analytical process. Baseline and subsequent surveys will be assessed for capability 

in measuring program effectiveness. 
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(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 the 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 completion of in-country project activities, a detailed repo't 

will be prepared describing the findins of the work, the methiodologies a pted 

and developed, its usefulness within the target countries and the potential 

for continued use. 

2. The results of the project ,,ill be reported on by thc cooperating uni 

versity in one of the credit iorkshops or seminars envisioned under the TA/D 

project or through a semlirnar held undr the A/DjC international Development 

Semiinars Program. This format will allow for a. broad presentation to those 

persons both in U.S. and LDC's interested in the field of credit. 

. Up',on, rae ".; of pi: fr,, c."> - US/. i.Li,;. cmis CI. consul .i.C ser"

vices rel ted to the OuLp'--'ts rcC- i "h Q ....... 

am,_,.od to allow for spec;:ic ser';ices r.-",,.uest'ed'. 

http:am,_,.od
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III. PROJECT ANALYSIS
 

A. Technical Analysis
 

The focal point of the project's design is the in-country application and 

utiliz-tion component. The objective of this component is to demonstrate 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 through the development of more appropriate credit poli

cies suitable to distinct sub-groups of small farmers. An improved lending 

and evalu-ation capability ,-ithin these institutions based upon analysis of 

whol farm budgets and an accurate and timely data flo. will result in an 

increased e---ectivenss of the capital loan-d (i.e., appropriate credit policies 

,il1 improve the small farers' incomes from use of credit) and a subseceat in

prove;;,ent in the institutions ' repaymient record. 

The project ,%,ill cateorize groups of small rs by similar charac

teristics, thus produCing sub-groups of typical small farmers. The use of 

a case-studies approach for data collection, while not providiiig data with 
..., , -.Iconfid! ,c ca.n o. ,al.A- 'icn farmers........ , proz.U - caeraly c f:c:r,: o, 


L *1 I* .1 c . -ti a . [ S .>g- i r . :c. . '.'v of a l e , .. -' o f ",aD12W£ £iU c K ' ,  4 _ r ," . . L : .sr "s 

The use of a caSe study survey matboVis neebcuS thle infc1rmVtonl 
-requi re ye the proposed nethodcl oCies .s to be uc..d. Thn, it is im"orta, t 

that c._.t effective dt. co 1ectior sysa;:s be desi :.ned as part of the project. 

The project is not designed to provide a one-time research report--but to 

develop a system of data collection and analysis which can be and will be used 

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 of 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 de\,elcped will be "lender tools" for analyzing the
 

effects of changes in their credit policies. The "tools" w.ould be e
not utili ...


for assessing individual credit, applications but, as previously discussed iii
 

Section !I-B. tha product of bueCet, analysis is used by loan agents in asseriIg 

the \'iabilt" of in[Iividul8 aoppiicat-iors. The methoeelooies will assist ih 

assessing profitability, of credit use and repayment capacity. Pofi ta il itv 

z-nd cash flow are ass'med tc be factors in loanmajor del inquency. However, 

willingniess to repay loans 'i.e., toward and ofattitudes use repaymenit institutional 

loans, collection procedures and leqgal sanctions) will be analyzed in-depth in 

the case s tt i :. Tiis i , n ude ess-n of socil ol igati o"s c" 

for al d i So0,; 1rC % C)a an Th; 

of adequate time series d.ta is a major constr.aint in the analysis of the role of 
credit at the farm-level I;mo.st LDC's. the cases where time 

.... of loans. a.." . 

In fe. series 
data do exist (e.g., . , orea, Japan) they are imited to firaciai flo.,s 

Without cor'responding physical da:ta (e.g., 
soil quality, and rainfall distribution, etc.
 
sIi- ul 
Lnu a I,-,
and socio-culuralicn (tenure status, 
 t-o l1;social obligations and vaLues),
 

financial flows can be misinterpreted.
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The experience of farm'records systems
 
for small farmers historically has been poor. 
 ITmay be that appropriate systems
 
for illiterate small farmers 
can not be developed or ifdeveloped can or will not
 
be used. 
 The purpose of the pilot component of the project isto develop a 
system
 
and test its applicability.
 

The potential payoff of basic records systems has been discussed indetail
 
inSection 1IB. 
 The system developed will be extremely simplified. (For example,
 
itcould be 
color coded) and will be designed for small farmers' use rather than
 

institutional use.
 

Effects on the ,a-ural Envronmient 

The di rect activ'i ties whi ch iill b2 engaged in as a consequence of this
 
project ,,'ill have a negligible im-pact 
 on the human environment. The activities
 
contempl ated are principally of 
a study and policy improveme-it nature. The
 
poten-ial events which 
might occur as a result of imnroved insti tutiona ,1 0!i
 

policies ,',uld be primarily of a financial nature and have 
 no foreseeable nega
tive 	impacts on the environment.
 

In relation to the natural environment, the long-range goals of this
 
project are to facilitate efficient use of agricultural lands, increased agri
cultural production, and land conservation. 
 The medium and long-term effects
 
of this project 1,'ill contribute to 
 the. orderly development of agricultural
 

c i , . , .....,:. i,; .nci~l1 rcl-ic rS

pr-	

i chI .civ~LI <e predu:'Lion 

planninr , I-nd co:iservation, and use of aOri CU - -,ILl, machi nery to the end that
 

his prject ,ill have 
 a positive beneficial impact the naturalon 	 environ-

This 	 pro'ect is not de..ed a major Federal Action 'Section 1500.6, CEQ 
Guidelines) since itwill have no sionificant effects 'k:hich adversely 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 Analysis 

The two participating countries will be selected in consultation %.ith 
the regional bureaus and USAID missions. In discussions with the L.A. bureau, 
Honduras and Bolivia have been identified as possible country sites. The 
Asia Bureau has sugnested the Philippines and Pakistan as possible locations 
in the Asian region. In addition, the Near East Bureau has requested that 
the project also consider an appropriate country from that regilon. IIE/'ILCF 
is c ing the project paper to selected countries to identify r.ission 

inter cs . 

IIIprc,.,e6 CUi & ir.Es fc,r cre Gt ,rrorlI desi ri resuitinI 1u1 f td,e ... '.. 

should i,,p.ct upon farmers and groups of farmers serviced by the particular 
insti;t :in. There'ore, the selec-in of th participating courtry, the LprC 
institutions ithin the countr, and the Project countewrts ,ill directly 
inf'luence who benefits from cite project. Every effort will be made to sel.ct 
two develcping cuntries comitted to rural development and to improving the 

condition of the s1ml f-rmers. 
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bank in assessing current data collection and budget analysis procedures
 
and in establishing the collection, processing and analysis suggested by
 
the developed nethodologies. 
 The advisor would further coordinate the
 
short-term technical advisors envisioned under the project. The use of long
term technical advisor in the host country institutions inherently provides 
an invaluable training mechanism. In developing the final implementation
 
plan, the cooperating universities ill emphasize this in order 
to
 

maximize its advantaae.
 

The advantages of locating the project within 
 a credit institution
 
rather then the plannirC unit c, 
a. ,inistry of Agriculture is the develop
mernt of a capacity with-n 
 te "nstitticnfor continual analysis which 
can be used to assss ,-i:-es a c!1ancin, envi roment. The dsv a t e 

is that the analysis is y.to have, at best, minor influences on de
cision mkers 
 LI-,in other C-c'-,...contro es. Intervening factorsthe ofE.: outside4 4
thete creit irutn (..st, price policies) will have a 
maj3or effe.t on cre'itthe ir.sz- :': ability to design programs which 
increase small fanner income. ecc,!nizin this, the project will be 
desicned with direct lik-ces to the F.ricuiture or agricultural credit 

p .;ni n. U i"ur 


In \,ie.' o, the ,rc.ject: the e Cc'nri-,,rccognzed thnatr'nittce the 
betacdlc.... cd r.d ... \-,i applci c.ti on than is en

S',fCE m<..  ..,= ",t 
 , t -,ietu.-the ooi-,lies could
 
be~at,~~....... e 
 .c..-
.cr us-e in other er'icult ui-.l insttuto. s 



itis the purose of the project to adapt the methodologies specifically
 
for use by LDC credit institutions. The concern attempts to ensure the
 
widest application of results. However, due to limited 
 levels of funding,
 
it was generally agrEed that implementation 
should be fairly precisely
 
focused in zhe credit area w,,hereas dissemine.tion activities will 
attempt
 
to assure the widest 
 possible applicati on to other areas of decision making 
in agriculture. Hc.ever, &s stated above, direct linkages with the rinistry 
of Agriculture w'ill be developed in the initial staoe of the projctl ith a 
thorou-h e;:.,oration of possibilities for cc,:-a,-ntcry pplicaticn of the 

For ex&uie,r Eur ir s hE i o a in the Banco Nationalp J'..- L., i - i i 

de Fomerto 5,1F), would cocrdina-te with the Office -or Sector Planning ,ithin 
the Cinistryatic,:" l Re:ou-. In this way, theof pr-ject functions at
 
the oprt I cI level w iltnteraction and 
 Feec,k with the higher policy
 

level.
 

Country-S:ec.ficNe,. 

The ,rect is des"cned to test and d:"'pt.te r.4. ... c, s ''i 
" "! 3 : ' ':: " ""...... . . . . . .. .... - n Y ;:.I.. . "..., .,. - . , . . . • 

inras on . ........ 
 . ..increasE ZrlE , oC used thz .1TiL6, it 
.. 

credit . 
by 

.. . famer and therefore 

his ability to reoav. !-,.s noted in the Secti,- 0cronof this -7...In 
repay.-.ent *Is a r,.or fo",r F .s-cr- it ir-tit
 

The E ' i t, '., ::t " 
 I :i u o i- or urall 
cvr-nt. om -AorIcultur: crerit is the primcry function of the Gan,,. Over 

the past three years 

http:d:"'pt.te
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agricultural lending has doubled, The BNF no, has a portfolio 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 inaccord with 

the overll GOH strategy of working with groups. The reduced administrative 

costs per dollar loaned and the wider coveraoe afforded enables the BNF to 

extend its outreach while increasing the attention given to clients. While 

this strategy -is sound, the Bank has experienced difficulties in its imple

mentatio., especially in enforcing collections. 

The Central Bank's audit of the , for 1975 shov,,ed the following 

arreara~es: 

Loan C1 ass fm; ('S ) Percent F,

s1974 5 1974 1975 

Loans 0u st : ngr 65, ,i- 57,150 100 100 
--Loans Crr t 39,576 D 3 60 63 

Loans in Arrears 26,35 21, 166 40 37 

Detail--Loans in Arrears: 
Beh~ind in payments; 
loan not yet due 4,735 3,185 7 6 

Loans past due (up to 
1 year) 6,913 5,345 11 9 

C , 13 14 

ec C:Qm b s average,CoC ,,s g Cup s a e .:, , the D overall 

but Ere r'nn" 
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Group Repayment Experience: 1974 - 1975
 

Amounts ($000) Percentage
 

1974 1975 1974 1975
 

Total Loans 11,490 13,809 .. ..
 

Scheduled Payments 4,068 5,167 100 
 100
 
Collections 1,020 2,180 25 42
 
Amounts inArrears 3,048 2,987 75 58
 

To some extent, the 5F blames collection problems on factors beyond their 

control (including Hurricane Fll) However, the Coopers-Lybrand Evaluation of 

indicated. t 'douh,the - d hurricanes, and other adverse conditions" 

had probably contribute to a r nor degree to the losses sustained by B'.!F 

agencies in 1975. More ce:ne to the problem were faulty lending policies, 

col 1ection procec'ures, te atti.... nk peronnel mproved col iec': , 

tion requi res a reorientti' cf tt- tuces and the adoption of sound banking 

practic-"s. In this light, t e nk 1s tichtening up lending.. criteria. 

The BEF exemplifies tyct:e of LDC credit institution in which this 

projeC coldi be housed _-.'e7 uti.i 

Complementarit\' with LDC =aais.nd US,TD's DeveloDmrent Assistance Program 

h'iilmadeAs noted above, every effort be to select countries committed 
to¢ thie dc elo.>i>b!.""of tv.£ .-., ..... •.. 

with ass is"ancE fro; vria .. ---Ii I len.ie1i I-,,-iov.nq Ecancies, hcpes to rc"P cally 

transform rur. l life. T. . S:.-s upon a'n anri eIform utilizing theis 

gro.,,up fcrin,; (a t:. : c: The' ,fec.S th~at has re-a. ........ . ,r, it no'.v i....
 

a pcint at ;.,,hc:-.m re C]ie: Crt :.i'" ''ith te rrl farm families is 

possible -.d necessary. sutst.ntial n.ber of individual small farmers 

are or will be receiving creit and technical assistance from public agricultural 

l/ Report Prepared for USIAiD/Honduras
 



- 49 

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 norr,-s; 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 of life. 

The mcajor goals of Ec,.,7c policy of the Government of Honduras are as 

fol lows: 

a. 	Social justice through land reform.
 

b. 	 Self-sufficiency in basic crains. 

c. 	 Resumption of vi~Z ou economic gro.,th follo,,,ing the years of Etagnaion 

1974-75.
 

d. 	 Reconstruct a- ,,rocIht by Fifi withoutthe ..... Hurricane sacrificing 

the counltry's noc" zi eccnomic de\'elop,,ient. 

e. 	 eet the credit .. of productive sectors without sacrificing 

the go, 1 of m-,2 :r. th' rate of inflation. 

f. 	 Achieve equilibriu'i in the ba.lance of payments by stimulating exports. 

USA.iD/Honduras 	 is be.r,nir. the implem;entation stage of Small Farmers' Tech

nol~ir s(VT ~:~i~v "Fa I;;~rc~c:of 	 c':~c~ntiz the nsa~4-er of 

Planning Acv i sorv Gr,-,. . s:; ',,of six U.S. or- third country advisors: a 

senior hro d-q> :..:-s "ridspezieli ., two Tin-rn lnanqe;,nt specialists with 
practical cn-,%r::; e.:er - . ..c ult ia I e rs, _c, of ", ,, 

chiery, ....... -v. stor and expcriav;oc" 
business development exper: as .-ell as five Honduran agricultural specialists with 
m .. we .. .. on and n-, an 	 srna ". 

appropriate farm ranase.::; ex:.erience and one small business development expert. 



Osgru , oca, ed -- n,, the', Of *ce oScto Ia n ,I s 
esces (M1R) ,pla is wIllI perf brH-q the itportat fu cto of ga he 

ocrop' and, livestock Drodicti on cos'ts and mkt~ Ospe~s.~e~fi10 

it On 

oecessary product ionand market! ' obsc 

efficiently. Their sources 

HondLJraS, th e 'I ternat ion a~I 

of inf ornriation~are, the ex perimen t stations in 

etvwork of -Ex perimen t Stations,. suh as C I IMYT CIAT FY 

I RRRI~pub licat ions of the, Intermediate Technology ,eelpen:GrOUR in -

IEngland-, the -Research and Devel opment program to befinaced under' th is oebti7 

and similar sources. The Group must then distill thiS" information into the 

* 

simplest possible ter-ms, find tLhe inter-relationships which can exist among te, 

and traismit it to the PeciionaI Farm Planning Advisory Groups composed of KNR, BUF 

and lIIA technicans to facilitate their work of helping the farm urits to propCsly 

:design comprehensive farmi plans icorporating approprite technologies. In summary 

the primary funciion of the A 'visory Group is information, gatering and trainin 

in the principles and pratice of farm management and investment planning, and as 

such will provide 1) the oje ct with a key linkage to the "4NR, and 2) ,ill 

facilitate th,_ availability of agro-economic data. In addition, the developme;nt 

of farm plans can .greaz, v a 4sMstinproviding a portion of the data requirenen t , 

for the budget analysis of The whole farm, including the farm family. This 

project in turn will be su::,tiv- of the SFT project in assistingr the EBNF ith 
th -a .ytic,l meho,,,,o:: t: u ,i the infornation and Ofanmplars .1de l 

, 

I 

by th dioyGop the " : 
L 

and 
I
farm.. , . 

i Q , LMK'- M 
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C. Economic Analysis 

The primary project effect which should result from the utilization of the 

methodologies is improved 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 ithout the project. hile this adds to available capital 

w"ithin a country, it does not represent a nev economic g.%ain to the society. 

The secondary effect, stemming from1 or induced by the project, is incred 

agricultural production. To the extent that improved guidelines in credit pro

gram design are developed and enacted, which facilitate productive investment 

kv the farner. a oain to the economy as a i,:hole will result. 

it al so 	 "s exnecteod that thsc fa-rmers directly i nvolI ved in t f rm ...co 

collection, activity 11 bcnfi t b ca,.se of the ir rovd data av i 

able to 	 them for analyzing the effects of adopting new technology. 

The assumptions necessary to quantify benefits to establish either an in

ternal rate of return or a B/C ratio would clearly be beyond the scope of this 

project. 

Non-m netary project benefits include the human resource development achieved 

through increased capability vithin the credit institutis and the deveIopInt 

o thet-:-.,rc;., cn I i t y ta2 cc.,rcj 	 t i. 
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D. Social Analysis
 

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 institutions in which the project is housed. The immediate 

impact from a social perspective is confined to the org-qnizational elements 

in the credit institutions. No neO' orgenizational entities are proposed. 

However, new methods and procedures will necessarily need to be assimilated. 

The goal of the project is to increase the income and quality of life of 

small farmers through improved credit guidelines. However, this effect will 

be an indirect impact of a loner-term nature. This Project in essence attempts 

to inmLove the analytical and ranement capability of credit institutions 

v:hi.h can ,m.,ct upon the goal of i cresed snmall arer income by removing 

pos i e co;, dls t cC-edit -. icat.:s.sect','e 

The project is specifically aimed at identification of the types and 

terinis o-f di s~i nct sub-oro.S of sm-ll1 farmers can profitably usecredIt vhi c , 

and repay. Appropriate credit policies can assist in irproving incomas and 

's tis oc-curs, other changes, such as i-nroved nutri t on, increasd education, 

greater access to social services are likely to brin, fort-h changes in the 

7Ocu,, c~ he linls between th- cr c- t isttution,.l eli tes and tle 

small farmer. It was thought tht the key solution to the problems of ar

'k :t' 'Yac' 1eac'ors hip'anrer a ' .....tii o 2VI . : ' 

str'ct:'T. ihe bei-f . c-l ii co cc~Ud be by-passed th"ouCh0.'_ C! ol, 

the est lish-ment of new instiL"utioi's or a n,, n.ocratic 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 became 

involved inmaking group decisions. Theorists of this type of participation 

focused upon atuthority or vertical relations between the supervisor and super

'ised, the credit manaer and the farmer. The goal was to change elite authori

tarian credit structures to derMocratic 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, arid the s o-f re,:r.- s anu penalties, both eco...,c and non-econo',i'ic. 

The abili y of a credit insti tution to cont;iblute to the development of ti.e 

small fi irer de.ends on the fil thecti-' iK as a!.ing he 

horizontal as .,Iell as the vertical rel ati onships. The purpo" of this St.ud 

is not to deny the importance of the vertical relationships but to focus re

search on some of the much neglected horicontal relationships. 

The relationship" to be investigatel are economic, but it is rroneocus 

to Vi s a I ie theS" o.ch as n-. 1'r. ly focused \vithi I I tht disc- pl inc. As mEn

tioned ab.ove, this stud, ill atteo:t. to cateoor-iz? sma1ll farn'mers on th1e bases 

f Fac:- :dp:i~ eK.~- ~ b ~ L:cw:,~~ vcei 

,At the ;I c, cc:c,:,-a c lv'- .,- ,' i 1 4C-, tes .n are . of os,4 e pro
duction .... . Mi . -•,j. pr.o 

ductio ,, the far, unit. To say tht acmiatons for indi\;i Jua -rodctio 
u~~ - 1t ~1 f OUC~ ~~~t' L)Oil FAC

t itil---1 v. " ' e,.v-,: ,..,;cid-... , . .. -D o.. a' .cci;.l --:C :tt ? . 'C':Ct r!" iLct- . -..' tK: . ,: choice c7u. 
notL ve i IT,)or L.,i-t . , ...,

ha,et il ..Ts is n ive. There is a \. "olLsc cioeconictc 

system at the farm o,peraticn level which needs 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, Orqanizinq for Agricultural 

Devel ooment: 

Since anthropologists have long been studying communities in which 
potatoes are (grow,'n one would think we would have an adequate know
ledge base regordiro the socioeconomic activities involved in po
tato culture, yet this is far from tlhe case. In these past studies,
the potato has been singly incidenta..l to analysis of the kinship
system, sym.ols e.;nd ceremonials, beliefs and practices.

To beoin to fill this know,,lede gap, students of anthropology,

under the direction of Jorce Flores of the University of Cuzco,

have carried t a field study of a peasant community, extending

the more Lladitional anthropological interests to provide system
atic nw rec:rcing the beliefs and agricultural practices
of the frrs. the stu.nts are examining the practices ofplanting, cul;,'-tfinc and haresting the potao, studying the con-L' "o... L,. s;tude ,,'hcn-

SUMPtn-=sore iio co;,n . the ways in which
. observino 

potatoes are stored t' rnoting the ;vays in ,hici potatoes are
 
bartered for ohjer ots ur are sold directly or throuh inter
meoiaries. in ' I,er the project is desioned to provide a
s. 


-Le7:C C o and
s v 1z CC I tE CK C.. . e . c'01i, C Cult ral social 
a. ... .... .Co: Uli L 

DiffrEnt ye s cf r u- L a,Cti'itI. recIUire d IcallV different p+at 

terns of work, di sion of 1T-or, organza ton, teclci ov and per-on E!.. 

of devel-o7,r officials- to d--, losThe abil II T hl p sma i farmers upon sys

tematic studieS focsng oCSt ac ti.'i ieS invo 1cI n practices ..ivcd of f 

This research is one of the studies that wi ll enhance development practitior..ars' 

understanding ard policy making ability, Specifically, the use of budget 
anulysia ,Cr; locazl ..crm cractic.a.c e.n5 p:"K:.cticm, ili'V2"'.T.e0 ,''ili OiVC' 6c:'ic: mai:cr 

an underst.ndir o socieecono:ric hoizontai i inkae that are necessary for 

sound 3licy ... n. 

Sin~ce c;,= . .. ,.,..... s o- W., £ t is t ie: .,'v a dat.a c&: oocic~n 

method: 02> ,.:"", v~i identi , 0!". , E-l ti:...it is difiCl t 

to speciy tie relationshi s, It is reasonable, thouq'h, at this point to give a 

suggestie list of socic con:Tric f rm.,-lel relationsIps tat my be m.portat 

to farm
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profitability and efficient, effective credit policy design. 
The following
 

forms of interaction might be important.
 

(a)There isa 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 inregard to.farm
 

practices.
 

(2)the degree 'of planning and time horizon of the farmer 

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

disaster
 

(4)the .eight of public opinio, in a tradition-bound society 

(5)tendencies to remain independent ver'sus cooperative 

(C) the division and peatterin of labor for the farm unit 
(c) The level of relationship beteen crop choice and small farnier profit

abi-ity may be quite high. 

(d) The small farmer's responsibility to non-formal credit sources may
 
be Loth social and 
 financial. This r--y cause rerna,;venrt of non-fcrm-. loans 

1e II.,orLZ,n t poirts of co:):.tiiiity betven the farm social svs-te 

and the design of the project. The project design stresses the development of 
policies appropiE:hte to a number of types of fa.rminw ecerprises v.'ith different 

ecoc, F sC a,S agoror;ic nd orc-ni-, ti:;7 i cc, ,'is . And the s:Ell 

farm_?r ca_e studies will specifically take into account the social and organ
izational 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 of members, provides a viable unit 

whih can efficiently utilize technology which is developed. The value pre

ference of farm nMers for cooperative farming coincides with the emphasis 

in the project on developing appropriate credit policies for whole farm systems. 

The norms of group decision-mal:ing that are already established in the multi

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

will involve all members of the farm. 

The relatively simple inventory of farm equipment used in most of these 

farms provides a good opportunity for credit which facilitates technology appro

priate to technica l reeds and I imit d ecc:r'ic mors. The stro: vaue precr'ice 

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

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

balanced against economic erumnts for intermediate technologv. 

The structurn of the farm's social syste , the values held by participants, 

their relationships, and the existing control mechanisms provide a viable social 

system ich can accept and im :,nt the fArm plers contemplated by the project. 

Cre 1it ',;Aoi .2... W On:A .rcde tha ands 00 -get z can flnal 

or iZa&... "i b L ' the c,; " -'" M 
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E. Role of Women
 

Infcrmation on the situation of rural 
women isstill inadequate to allow
 

for better planning of ways inwhich they can be involved more actively in
 
development. The case studies undertaken will moregather behavioral informa

tion on the activities of tle roles their employmentthn, they play, situa
tion, and other similarly related tcopics. This will give a clearer picture 

of the life of women in the rural areas. 

The important role of t;omen 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 rural areas, found that the 
wife usually acts as the rural family's main decision maker. As such, she
 

can be a potent inf,;"luence in the 
 adoption of needed chC.n.e, The reseaarcher 
I?- r,.
 

' 
, . . l ,n2L.r . an'y i nova,,c- In te rural areas, field w,orkas- ' 

might get faster results if they work through both farmers and their ives. 

Feliciano's (1965) findings confirm th. actiye prticipation of the wife 

in decision-makin- regm)rding farm operationS. A major ity of tle farr,er
resporo-i2ns said they m-_:ke dccsions on farm manage-ent ith pri or consl ta

tion ith their i%,ires. 

Succeeding studies furthr support earlier findir;os on the role of wor;en 
inr v f c c ; . C..'-. c., ( h? n... ;i'H""; i ' ' 'i, " *', bo 'r .c* V F i" V ' .' , 

for the frm, and decisions on 'hat plant recia./ed asto are iore joint husband

wife rather than husband-only decisions. 

1'adiqan'i study (1.69) st the inou~e.."ye has considerable in
-fl 'Ijr c1' ir " S I S nC C' E.. E L Ev U S s t t 

fi ei dworker's level of sUpport in coz1..munitV deveior.,ient 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 expenditures." 

Considering -the influential role played by women in farm and home decision

•makin, 	 her involvement in the associati on affairs and community decision-making 

should, not be overlooked. How to enlarge on this role in rural development 

is an area the case studies \,,,ill explore further. 

The Project will also study the e:nplovment status of rural women: In

creased employment opportunities can be affected ty changes from single to 

multiple cropping patterns. the utilizrtion of "hired" or "exchange" labor, 

and 	 the introducLion of farm mechcni zat,' n. 

The prcject give specific to w.,omen inill 	 :tterti: the role P1 de.

cisi. S OsO, tIe " in , r . .. "- credit4 E ai::l tion of
 
-
the 	 role io c e ert maiinq in6 ... "..... -';oc' En rr 	 -n" iy 

w,ill 	 L.. made. Creit availabiitya' s. to n's h--_. of S,li d;., 	 household; 

analyze. In addition. ,,,omen in','i v in tie pvooe cl could improve the design 
and i!:.e Lct3. Thus. 'omn ,h, e'e c"a ' 

eMpi oyce in-country as inierv ie .'ers . as ccns,l1 ts and evaluators, and in 

adnin-sta-i vie positions. 



F. Financial Plan and Budget
 

The estimated budget for the project is $816.000 over three years with
 

the cooperating 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 co'ntries. In addition, the project will utilize
 

approximately 46 m.m. of the cooperating university on 
campus and in short-term
 

technical advisors to 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 professional 

with expertise in credit,, finance or business. The short-term technical ad

visors Wil have expertise in fields of agricultural credit, farm management, 

agricultur-l economics or data 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 

Salary and Fringe Benefits 54.0 54.0 54.0 
Overhead 38.0 38.0 38.3 
Travel and Per Diem 20. 25. 25. 
Conti ngercy 7 7 7 

119.0 124.0 124.0 3C,7.0 

Total Cos s 197.0 332.C 287.0 816.0 

Cooperatiny Universities 22.0 22.0 22.0 65.Q 

AID 175.0 310.0 265.0 7900 



IV. IMPLEMEN'i, TiJN ARRAINGEMENTS 

A. Analysis of Administrative Arranoements 

I. Recipient
 

This project wil i be managed by one land gran- university.
 

It is anticipated that Cooperative Agreements 
 to fund the required.
 

technical scrvices vill be negotiatod with two universities and
 

addititnal sub-contractino 
 of services CJ individuals outsi.e either 

u.- iversit v-1 l, For b%, t.he nrcviSiOn. of tne t.,em,',-

Tinls arranga.;,itar J'"' :-"i;'; .vJ] .C.. nt ofs-,s cZ" c.. L 

the activities envisioned L!nder this project while also drawing 

upon other q2ul ifie,. inldivic'uals, The proposed coo-perative agreemen't.s 

are EXpe,'_:ct2 tO . ...... to Ltil the resources frcm,U.S. universities 

in cooperation ,it and on..,-Ietd by avail-,ble expertise in the 

p-tici patirg cc.untries. The manac i ng Univrsity will assist in 

thed .n ,"s-o' The proj.ect in that tlhe c werc in 
.. .. .. ... ...•..',: 
 .....
 

nethodo C,s "r,t3 diff1ren' r eqions of d canLL; ,.zh- vori ,- rgt, 

tooetiher and ceneralized for other countries and regions. The develop

ment o' tr ,1-,1r,. . r a J o ,. ).:C!courses o0 1)+ 

C . c : . I...I ....,',.-- ': ..... . , ,: ._-,. r.. Onc,:!o..... . . ,.. ,n . l i"
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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 	 level analysis. A thorough knowledge of small farmer :redit institutions, 

alternative deIivery mechanisms, and operational procedures and needs also 

will 	be needed for successful project implementation.
 

Once c e cooperatin.,g universities are selec-ed, the next step will be the
 

final 	seiectior: of tw"o LDC's and the cooperating credit institutions within 

each 	 country. The mzn-acing university will have the prir-cary responsibility 

for thiS final seiCtion but in cons-Itation with, and approval of TA/AGR, 

the appri-- ate USID mission, and the host governments. As mentioncd pievious

ly, prel iri-,ry conversations alre.dy have been held with Honduras and t;ie 

Phi ii 	pAra,.; --": it is orcbabi e th se ,i be the two ccu;,.tries f"i ly sc- ; .... . 

e. to r., ,aturea finral sl ect-o;, at. this stac- since 

the invl-_-" .L,D Re? ozr:l Dureaus, and potentia..l cooperating LDC's
 

logically prefer to '".. rore details about the 
project, 

It is anticipated that the host agency in each of the two LDC's will be 
nc.~ fnca>... ,-.:-~a '.orkinc: ,iti, s.tJ<, 1 ;ri'u.er 0'7 Ccuvza 

tihe actub saictCc; ...... u;.& 	 ;" ic ~ .	 is ~ u h :2~ Ceany of 	 tLI same " : .. c. :dr;. i" - * t 

e r, 	. c, , , reel , . c e 

the tir-e constraints of the project to iplerent the in-country objectives of 

thle Project. 

Concurrent with or immediately following the selection of the cooperating 

Countries and financial institutions, arrangements will be mode by the cooperting 



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 of the project.
 

2. A.I.D.
 

There are no unususl administrative features of the project which would
 

require additional direct-hire staff. The responsibility for project monitor

ing w,.ill be in TA/AGR/ESP and will require normal monitoring and administrative
 

activities similar to most centrally funded projects. 
 These will include
 

periodic co unications with the cooperatincg universit es on project matters of 

mutual interest, coordination and coq.unication with I D missions in coun

tries ,;Ke,-e the project is impe;ven d., and periodic and end-of-project eval

.. .. ... othe ........ n W . .... n W
:7 n regular p jz AS. USA ', s o' :,ill
 

not be exp::": to pro\vide any u:*Kova-k-!ut1 a under this 

project, .evr, is Se isson migh' A cele :s:poit possibl to allocate 

a portion of a staff mer;Ler's time to ,c'itate the identification A7 the 

L2 partlci atir. institution art to assist in dMfir,, thE mintrative and 

operational responsibilities of the participatino LDC institution, US. and 

the cooerat'ng university. 

A Planne Perfor-,on:e Tra:.i. t::,.r cArt is pr-se.nted and eXlained 

C £h. .ti. ; aM 

critical pr-:- pi 

in "- This s,-..7 i:ps Wr-"Asin; of A signifi

cant ac C:. to ":r. t also es milstces 

against Y"oh plannsd impl maonaticn can be masured. A.re precise timing 

and milesto:;es will be incorp.ratEc into the cooperative aQreement of the 

selected cooperating university upon approval of the project. 



.Fi#rna, coun~ry aa ntctun ni selection 1.?'" 
"1n(o nt,..:'tl 4{l7 :b~~ 

C e ra ti VG:U ni v ers i t i ni co nsulIta L 1 A ,I .D. " 'e a l ,p r ol t i 'Ses i ...... '" i n 

geemetin 4tc-v,"iaes . w.! ....I dbear-,e e t ., .. - .. '... 4"".... ->, :. .i I re a c h:d on;a t i fli ty d i o i d t e mt a e p n s I i i i s a, . 7 
I , a 4', , * ,FI n e ac I Tes= r.4J: ec- ' v .s-,,'.-:.:c invlVed r:U"i~p ] S=pmeFi nstOf'C1,c'ntheprojepartliesaLis anerp:ei d nacti%,iyi b nted in119eEh 111) 1S rn CtIV8&c
 

1n+c oi at -on wi t h t he othier e ' '
Fiya conr .,,ildv 11 f 'in a ze 1: E J n CC Ur t y, d e i g 1 t1 C-S ' 1an ncoutr i cvctryti Let ion1 b'ls-bea d te i thr s tc~
 
Mi, t" Study im l ementat imn: plan =fol'tW st-C! : D
m]cred and vi 1I pr'epare :an ti,". u-,r r.. "- " S ' : 

w riulur lslc :pkms, ag a lfinance an.,- dFt io/ ra o lvi 

the end of stage one., , oyor _ ,. . _ 

Coun:Y Personnel (prE-erabiy the credid instituti h, arhl bpaoult his 

e tsh r a e r esS t,t gre e m ill bsPC I o ,i -,e , dpuo.em , ,l e s o ' . 0 1.Z .tt hi.&l 
This r hE , :Ih (es l u t T op,,nn .p tht in e act vi prt and r l ntt a ni co en - n.0~b'1 nife ar1ro-1t C,~ i-cno ac Isar alvfr Cr;i~r inhLLyrspaect e a, ! c! 

c ns slon piIiio ects. Athethe s e time e, Of lfitnliatUre w illbn Ma'td t.......i0 

.. hi v. -1,11
 

OF: ex -s t llrg Tf .- i;Id, ,. ' a + . r.. h '2 "....: rtI sF, - 'IC Ed 
 . 1i 4b .o.... S -1" " : " 

bn nIo f st e os . i ton o il bto ar t c i.n m r t r:nJi sior FA0 armii-?,agEmen d afr h co n trlisanselected. in tma ewc'r s ilt~E-, I
CIL. r'.-i' c rcddtLaz o I n;;Sys, CILi 1orcrI,tE", ri neS s hi- ion for:r a levS 

E? ur-,ZeIt' one , r t~lc rcu i dhe ma ; n rre t ~Ccs1 g,,ai L ocr h *liomDt *i0 1 o 

credit, i 11sti tut ionsA '' ., 4 i2-;Y : 
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At the su-e time a review of literature will be made to summarize current informa
tion on credit by small farmers. This will include anda review of farm-level 

Other srrvEys 
 on the use of credit by sml farmers and an evalua.tion o, e'xisting 
farm level cata for the two cc'ntries selected. Initial work .ill begin on 
devel oping the analytica M-todolo, es to be used in the project and in clsign
ing the d :a collection systems required to obtain the necessary Iinformai--on
 

analysis.
 

Attlent.n .ill Le given 
to the perfored L',:rk,y D.A.I . on the sythes S 
of e'isti: infcrma-tin systcm, A s i Lburc -Lecysterns ha;s bcen 

. A.. as one sit: c I oTi i; c d to hc Epd &:Jcitt ct..', 
r, o r,' ,ie ti 1C !• ur. r ¢._ -

LDC c Itr~:, fSr c,...ZC cC.- cIe S 0- ue 
cvelo, ',.:r,'I, relation.s withth, , -sE 1 d I.inncial 41.t... 
,... r-tl c 4ect1 ves, rid to initiC-te pre I nIrdnry ,.,, csett-nCi C!dtE 

. .... .. St ',',"I' ol I.. - I ii 1.. S. Z L 2t c- '. Ion" .V thI s I.ti.ea 

.... rr ..... L.c. r ccd c', .:, ,r ce iec s farmers. It is 



- 66 	 

anticipated that initial data requirements will include information on the 

farmer's financial position (assets and liabilities); his production-consumption

marketing Pn\vironment;costs and returns of alternative production practices and tech

nologies; farmer attitudes tovard informal and formal credit sources; and the 

flow of noney, goods and services from the small farmer to the external environ

ment and back. Data analysis and budgeting may be initiated during this stage 

if accurate and reliable data are available. 

3. 	 Stace Three: 

Data enalysis and its institutionalization will be emphasized during the 

final stace of the project. The methodologies developed in stage one and t,'o 

li I-e utzed ithth data Collcted d. "ingstage t.o tc achie''e the proj.Cc
 
purposies i21-ntified earli. I ise a. during this stage The v.I
 

C, The 	co" , ,, ..an ", ad fcr boro:caal\'- e 

sel -cti on, credit ..... Tlf C, r r 'nr, ,: IIct' E'mn
 
and Suse l,';rri",','1r ,, for 


ject desi ;n.s. etc. will be sLufficia:-,tlyv ,ide..t that the host instittution
 

ectc-" and 	 subeCut use 

an cvrnm .ilstroncliy s"ppo-t i'ts cntlin,:C Tcrocf nacii l',v and acm,'
 

is+"-+v~ . E,'en sc, fu .... r I.. i.D. and ccc',erati,", .... x,.,e s tie5 ;n olvC;:2 nt
 

ma b j ustified dependirc upon the outccme of the project and the desire 

of the LDO io\'er"nrent. 

I ..ie- . -_,: . .	 . - ..U! 	 . . ' . " . ' 
&5 O'.r' , jf.'_::-,,C s~ ie ve si-u,.', &.,:e~aiWr t .: (, ".... 

u::.cn the --4 o "'-" .... Of 1 1 ........ c ::L tr. 

On .	 F, -r L 

r"..:F 	." Sc.r : a..., i5 -... t....... 1 1o i v .
 

at .cfcnt, th e '1.l s.,a-:- t,.: am tire will be ruov,-'d for- -d'
i lit 

For plnrmi ngp.,,"rpces, the follow.4in. aereral time secuences are expectad to 

hold I I LcJ_for 	the life of the pject: 



1980 
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1978 	 1979 

Stage One
 

Stage Two 

Stage Three 

The literature survey and development of analytical methodologies primarily 

will be carried out in the U.S., wh,,ile the d~ta collection and most of the data 

analysis w.;ill be done in the selected LDC's. 

D. Eva1 tt i on Pi .!l 

The .. '- t v:vi1 b. 	 ;'on a.::-ul . Th.-', 
' l ' .. . "-r ... n. r, at,	 a.ui 

1'r'+tC5 	 .35*iJC"',-	 at., iS. t',hovUL':.h proc~ress rerort 

,1C:F CtIV -l- i L b, h- i-c- . e1.Yi ' n-coi u ri, . Tr./ ,I,F'IFSL ill 

Cet-2'Frf jf SCct\'CSOfin- v: -i s 
or , u,,r 

review, t.he.se to .1c O re mrt m"- - s c; 1, 
v ~'.n:.i~U.c .z 	 .....~ or "Il~r:; ~'t' 

In at'd it.ri , an i- -,:e;,,h ev 1u:i in ,i11 be conducted ',ter I& ,onth, of 

iI-1-ce :'j!-.,- -c.;&- . . This s. . revie, cn.' 'i .,e i h.e.-- - , 

j,-;s :;c; er:G,,, ,, L:;,i 'the cc..ev ,tin~u n 'si'eS.' w Of 10l'V. ~ ."otv' t-his,,_ 

month revi,C.'1i11 	 cU ide coriti numi! project orra icrsi nFd kill tse,,zs the 
t ... c- ,'l .. sfils 

n 	 rto L ' n o o I .. . i sC " f m 
c ti on -r ev uIFe 	 . to b•o ofte use .. ,0, -...'"V t 15ybeu.etaenb m., 

be undertaken by the LDC or the mission. 



'2IC BUDGETING DEFINITIONS Annex// A 

1 of 2 

A fa buVU'-.
t is a plan for the future use of farm resources, including
land, ]elo)4 land,..c caial al-"A! fa..I.. budget or plan is not a record of past per
formance, rr:1er it is 
 a plan for Lhe future development and future use of
 
resourc.... 
 a budgeting technique is P va2uable decision making ad, It
 
can .. :ist t.e 
::cisi c-naher in Choh ...ng from al:ong alternatives, such s \:hether 
or not to s9- .d . credit, ho: to best a].locate capital among com:patin.
 
uses, 0T1. 
 :.to .s. amcng .ternative technologies. There are several diff.ren 

tvi.es o5 
c s Cudgets, n understanding of the -role and concepts of 
tIne

dcffere!':- t:.2ms of u. is vcry ipartant to their appropriatc applicatnion to 

decision :&:inr T ...
 

A ]Jo:-__-' t-  :,..' "S a huadg' t w,.hich ov.w,!ua tes ci.:-cr nere a.~LtC".Y.:. x . 

• ~ -' , .'. c C F, tct nL:,JS, -,"

in g 1)r C0 C u . .. . techno 0 y . Thus a Icng ter7 bd, ,0t "is an a n...ual plan nor ' en 

forr, 1.7. ...... Fz'iabS., oCh7r
o.c suC' w.hich ,r,..i t c:tinaan e CC CLouc:::czs a: to- a.:v: ':-:ior :Keriod inva>3v.A in adopting 

':'j 

a f-rrF.c-J aiter:-'-~i., 

plan. y 'I;'.'ic,,,a long ter. fae.r .lan r:a, be changcd or re'isW du to in 
',-';'v
[:....- :.es
s - 's ......in" tt ,~ = " ' 
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A whole farm bud, et relates to total farm resource allocation dccisions. 

Typically a whole farm budget involves a resource allocation plan including 

several different cnterprises, On the other , enrcrprise budgots relate 

to a 	 plan for one enterprise,' iven a set of -)rlce, techno'logy, and resource 

aumpti... Th.e enterpriSe budget is ... 1 -Ya basic tool in farm budget

i.g 	 :lid PILn and s a necestury pre-recuisite to -,'hole farm budgeting. 

A cnz:x'2o:e farm ud.et is one alternarive plan for the future in which all 

inputs 	 of r....urces a;nd outputs of proc!ucts aE. c ns dcred.'Thus a complete 

CLoT est ir.::tion epec.ed inccn-.t the given enterprises of c-t fron 

alternative or the given total farm plan. S-. :.d ite-; as tor:cs, insurance, 

and deprecat in w~.ou d be inclu2]c in addition to operati:-; exponsos such as 

-e"....il ...........cha-s - Cee"oand labor. A cc.-;Ie'ze :.ar::. tuccet ma be 'ither 
iL ' Crif ?C ' ,r C4 )U !t T 

ls F 

-..... ... i- for f£:tut' it: '.2.ch onlyV the i~ ...of inn,,t 

T0er:7 	 C. o:Ort tern n. atur'e. 

-... -... plar. thc. 
4an )C 	 o v t•- a 0...S 

ane output w:ich are e:.:pected to chance ,i:-. a c-ngce in !n are ccasi.ured 

i ,mu's cr output.s vhich remain cona .nt b -t;eena].ternoti.es being con

i'Crt_l rn,,. , SC do.......... esttes of n et returns 

to the en_-_prise or to the fLormun..'" Ec',exr expected gains or losses frorp a 

set of Parial pe a systematic and accurate co,.;arison of altornat:.e 

*Lile a particular crop or livestock acti,ity. 
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