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B. Recommendations 

USAID/Chile recommends that a $14, 000, 000 Loan be 
authorized in FY 1976 under the Food and Nutrition funding 
category (FAA Section 103) for the purpose of implementing the 
Agricultural Production Credit Project proposed herein. The 
Government of Chile (GOC) will repay the Loan in 40 years, 
including a 10 year grace period on principal, with interest at 
two percent during the grace period and three percent thereafter. 

C. Description of the Project 

The Project has two components: Agricultural Production 
Credit, including related technical assistance to the principal 
lending institution; and an agricultural Policy Planning and 
Information System (PPLS). 

Credit (including related T. A. 

The purpose of this component of the Project is to 
increase the volume of agricultural production credit available to 
Chilean small farmers and to improve its utilization. This com
ponent totals $12, 00, 000 of A.I.D. Loan funds, of which $7, 500, 000 
are to be relnt through the Institute for Agricultural Development 
(INDA P), an aut,)n0)nious entity of the. Ministry of Agrico lt",re, 
$500, 000 are toh) be, titid to) upgradv INI)AI)'l institutional capacity, 
and $4, 'W0O, 000 arv to 1 rele-.nt through the )anking system in an 
effort to vm tablish a private i.c t or tsu rce ()f financing for tsiTlla1 
farmer production credit needs. The Central Bank will administer 
the A. I.). Loan disbursements both to INDAIP and to the banking 
system. 

Through A.1. D. Loan funds and niat(hi ug (;()(* ( tributioins, 
INDAP will have a permanently (apita lized ( rrdit hind (of $15), 000, 000 
equivalent for providing pr(mid tion t redit 1() ujimill larrierti by thw end 

of the third year (of th, P1ropj-v t. INl)AI) will .itiiph.iaiz. and l)r )ti e 
delivery ,f 4ri-dit and (,te r t.e'vi - thr( gh fa- er gremp|o (organized 

on either A Norxnal or info rinotl ba n. Wh -r fariiier orgarnizat ions 
already exist that hav th p(tential for nerving an thr delivery 
vehicle', INI)AI' will ut miritage and assist thrll to) Improve the" (apa. 

bllty (o thir (,rgA, izati(onu; and in (a en- where they tit) not exist, 
it will et ',urag. farne ra to urganizr th-mee lv. to carry out and 
managr the nervt(ex delivery function. 

http:rele-.nt


-3-


The portion of the A. I. D. Loan to be relent through the banking 
system represents a pilot approach to involve these banks in the busi
ness of small farmer production credit financing, thereby extending 
the available channels and setting the stage for more dynamic private 
initiatives in serving the credit needs of the small farmers. The Loan 
will be used to reimburse the Central Bank for 50 percent of the value 
of the financing it extends to banks that make eligible subloans. By 
the end of the third year of the Project, $ 9,000, 000 will be permanently 
available to finance small farmer credit through this channel. 

Banks will be allowed to lend to individual farmers but are expected 
to lend mainly through farmer groups such as cooperatives, societies of 
agrarian cooperation (SOCA9), and semi-formal associations of farmers 
such as the small farmer suppliers of a particular agro-induatry. Inter
est margins will be adequate to cover the costs of participating lending 
banks. The farmer group entity may charge fees and/or interest over
rides for distributing credits to individual farmers. Lending regulations 
issued by the Central Bank will be required as a condition precedent to 
first disbursement under this activity. 

The development of a detailed plan for utilizing Loan funds for the 
technical assistance to be furnished INDAP depends partly upon the 
results of a study being prepared by the U.S. management consulting 
firm Booz, Allen, and Hamilton. This firm was contracted in October 
1975 by the Ministry of Agriculture with I BRD financing to analyze all 
public sector organizations involved in agriculture. The results should 
be available by May 1976. 

USAID has identified two areas where technical assistance to INDAP 
will likely be necessary to enhance the results of INDAP's credit opera
tions: integrated rural development planning and bad debt management. 
Up to $500, 000 of A. 1. D. funds will be used to contract U.S. and local 
consultants and for other appropriate costs such as participant training 
and observation trips. Specific uses will be subject to prior approval 
of USAID. 

Policy Planning and Information System 

The PPIS component is to provide an ongoing mechanism 
for the formulation and evaluation of projects, programs, 
and policies aimed at improving the welfare of the Chilean 
rural poor. It is specifically designed to provide 
guidance on the impact of agricultural credit, both that 
provided under thin Loon, and the broader agricultural 
credit environment. The PPIS component totails $1,500,000 
of A.T.D. Loan fundn, (including evaluation costs) and will 
finance t'chnlical aflnitance, surveys, 
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data processing, and equipment and supplies. The PPIS
 
involves three different types of information gathering,
 
processing, and analyzing efforts. The first and most
 
important of these is survey based analytical information
 
about agricultural production units, marketing and
 
processing establishments, and consuming households. The
 
second is agricultural census intormation which provides
 
the PPIS with baseline information on land tenure and the
 
product structure and geographic distribution of agriculture.
 
The third is a variety of information about the agricultural
 
sector from the public institutions serving the sector.
 

At the end of the three and one-half year disbursement period 
of the Projec., the Ministry o' Agriculture Development Planning 
Office (ODEPA) will have the basic analytical tools and modernized 
information handling process necessary for improving the allocation 
of public sector credit and other resources for rural development 
and to provide a basis for selected policy making. (The Project
 
will not include complex sector modeling activities.)
 

The PPIS i,3 directly related to the agricultural credit
 
programs in that it will provide the basis for thorouch
 
and in-depth evaluation of the credit programs and will
 
make possible a better undevstanding of the target farmer.
 
It will provide monitoring and portfolio distribution
 
guidance during the later part of the disbursement period.
 

D. Summary Findings 

The Project is socially and economically sound. A portic: of 
the target group is already using agricultural production credit. 
Many more small farmers used production credit reasonably well 
prior to the general and drastic cutback in overall credit availabilities 
that occurred during recent years. The large unfilled demand for 
agricultural credit will promote prompt utilization of A.I.D. funds. 

The GOC has adopted a series of sound policies that favor
 
the productive us(- of credit, including a positive market rate of
 
interest for credit, world prices for agricultural products, a
 
realistic exchange rate that eliminates the previous disincentives to
 
export, and encouragement of the use of cooperatives as a logical
 
way to organize the large number of new small farms resulting
 
from Latin America's most extensive land reform. Plagued by poor
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past policies and financial problems, INDAP is now completing 
the implementation of a series of institutional reforms. These 

include a major revamping of its personnel, a serious effort to 

improve collections, and adoption of a rate of interest that should 
prevent future decapitalization. 

The PPIS component reflects methodology previously developed 
in connection with A.I.D. prog,'ams in other Latin American 

countries and incorporates improvements based on those experiments. 
Its implementation plan is based on a feasibility assessment and 

the cost estimates are reasonably firm. 

The Project meets all applicable statutory criteria as indica ed 
in the completed ceckilist attached as Annex D. The Mission 

Director's certification that Chile has the capacity to maintain 
effectively and utilize the Project is attached as Annex E. 

E. Project Issues 

The guidance cable (State 272223) received in response to 
USAII)'s Interim Report on this Project stated: 'The Mission should 
proceed with the development of the PP or the basis of this (target 
group) definition with the clear recognition that the Project shoild 
be so structure(d that the major share of loan resources reaches 

the poorest half of the Chilean land holderts'. As a result, and 

taking into ac (- un INI)AB' s abflorptiw" c;tpacity, IJSAID increased 

the allouation of ',()t funds to INDAPI from $6, 000,000 to 

$8,000,000 with corne reduction the of,i ,sponding in allocation 

credit to be (chann, lied through thc bankitig systemn from $7, 500, 000 

to $4,5 00, 000. Part 3, Section C contains a discussion of the 

target group that is pertinent to this issue. 

The guidance cable further recommended that within the first 
year of the Project a detailed evaluation be made of whether the 
objective of reaching tho poorest 50% of the Chilean land holders 

was being achieved. As discussed further in Part 4, Section C, 

this would require an imme diate allocation of $40, 000 in technical 
support Food and Nutrition funds to USAID to begin the necessary 

planning and field work for a baseline study prior to the date by 
which Loan funds are expected to be available. 
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PART 2. Project Background and Detailed Description 

(A) Background 

The Project has two components: Agricultural Production Credit, 
includiPn related technical assistance to the principal lending institution; 
and an agricultural Policy Planning and Information System (PPIS). 

The problem to be addressied by the credit component is the severe 
shortage of small tarmer agricultural credit in Chile. This shortage 
is directly related to hyper-inflation and othe-_/ isruptive measure a that 
occurred tinder the previous administration. As inflation ballooned 
during 1971-1973, interest rates did not keep pace. Public agencies 
that provided agricultairal cr eit, tuc.h as the B anco del E'stado de Chile 
(BECII) and the Intoitute for Agricualturail De, elopinknt (INI)At)), were 
lending money at s igrificantly x egative interetit ratesi when the new 
government took powvt.r in Se pte,iber of 1973. 'hetie nepative interest 
rates coupled with lack of serious uollhction intent resulted in decapita

lization of credit resources; credit became, in effect, a mechanism for 
permanent resource transfer and one of the principal means by which a 
''cheap food policy" was kept afloat, at least teanipmrarily. 

The )resent adrlinistratio is taking .vere ,monetary trid iti~tal 

actions to combat inflation. Although progre, 8 it being i.idt - the 
Consumer Price Index (CPI) inc reatse for October 197") wai H..41percent 
compared with 22. 3 percent for October 1974 - ro.ttrict ions will have to 
continue for next years n 1( o tolerthe seyeral if infla t Zt be trtailed to 
able levels. One of the corrective mea.asurtr taken han been contraction 
in the amount of credit available. Even though nionetary and hii %I 
authorities are giving increasing priority to agri c ltore, the artount of 
agricultural credit available in real terms hasidropped to less than 
60 percent of the 1969 levels, according to USAII) estimateo. 

At the same time, the GOc; has announced the policy that public 
sources of agricultural credit should charge a real rate of interest of 
no leiss than eight percent. It plans to achieve tHis through variable 
monthly rates which will be adjusted in accordance with movements in the 
CPI. Other actions being taken to favor the agricultural sector (e. g., 
e.iminati(;n of price and export controls, favoring of fariter organizat Ion, 
in the sale of State-uwned agro-indu tries, and aduption of realist ic 

See I)A! of February 1975 f(or discussion of the downturn in agrivultural 
production during the Allende administration and the resulting food 
import bill. 
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exchange rates) were discussed inthe FY 1977 Annual Budget submission 
as well as inprevious loan documents and will not be repeated for the 
make of Project Paper brevity. 

The availability of A. 1.D. Loan resources will permit the GOC to 

increase the amont of agricultural production credit it can release into 
the system without adversely affecting it anti-inflation program. More 
important, the design of the Project is such that the additional resources 
will be directed towarda low income credit unern. The Proj3rt in there
fore directly responsive to the concern expressed it,the DAP guidance 
message regarding increased availabilities of agricultural credit and to 
Congressional mandates regarding the focus of A. 1. 1). assistance on the 
rural poor. 

In Chile rural poverty is concentrated in pockets whose geographic, 
cultural, and econom ic location make policy and project formulation 
particularly difficult. Little is known about the status and potential of the 

rural poor; that they are poor is about the extent ot current knowledge. 

The principal rural poverty groups are: 

1. small farmers (whether in collective or individual ownership 

patterns); 

2. rural landless agricultural workers; and 

3. rural households employed in various rural agricultural service 
activities, such as marketing, or rural industries such as food process
ing (mostly villagers). 

Until more in known about the specific resource situation of the rural 
poor, their econmic potential, and the specific enterprises in which 
they can engage, policies and programs aimed at them will continue to be 
difficult to formulate and even harder to evaluate. The PPIS is designed 
to help overcome this problemn. 

In preparation for this Plroject, USAID undertook a small farmer 
survey with a sample nize of slightly lean than 500. Pertinent conclusions 
of this survey are incorporated in Part 4, Section C, and in a separate 
report available in ILA/DH project files. 



-8-


USAID also is financing an agricultural sector assessment being 
prepared by Catholic University of Santiago. The first stage of the 
assessment is comprised mainly of a detailed description of agricul
ture and is expected to lead to recommendations on policy and program 
areas that warrant further study. A status summary of the assessment 
is also available in LA/DR project files. USAID is planning to under
take a second stage of its sector assessment, which will focus in greater 
detail on possible future areas for programs directed to the rural poor. 

(B) Project Description 

1. Introduction and Logical Framework 

The goal of the Project is twofold: To achieve greater agricultural 

production and tr increase the income, productivity and employment 
opportunities of the Chilean small farmer. This goal clearly implies 
opting for a small farner food production strategy. Nevertheless, at 

this point in t ite, the bulk of the GOC('s agricultural recovery policy instru
ments being employed, Puch as free narket pricing and realistic ex

change ratts, as well at}ith exintting agricultural credit programs, are 

scale neutr.tl nlde.ivorti. Thits Project is one of the GOC's special 

efforts t.ir !,'t ed .it the riiral poor, in this instance principally reform arid 

L tir to r n.aindIritt. i t 

' lti pul st'of tihe Agrit uIttiral Production C redit component of 

the IProj(t t i to iit r.iae the. vodluie of production credit available to 

Chilean timmill firlir aid to impiirove- its utilization. In order to achieve 

this pUriloi Owi. Prije-t I iitt iiiirove the fumn tioniig of the Chilean 

simAll |lruitit er rvilit iiy nt-m : by lilt rlsintlg its .ailtmiiiB.ttlon, efficiency, 

and nu dil -r (d t redit hanil n. 

T'he k-y aisiiiptiin (if thisi l'r)ti).; t ompnvli l Inithat increased 

availability and better titilization o)f tre(dit will in .o I int reame (hilean 
small producer atttivity, erploly wnieit opportiitlilih, and ii omei, -inwell 
as increase overall agrictilturiil proditiom , In the tirt of IPrtoject 

review UJSAIi) ha s become incrira ingly ( onviiiiel ofthe- validity of this 
key assumption on the basis of tactio preesenteid vinewhre in thil lPiper, 

the DAP, other Projoct documirntAtion, and tho Sainll "arierr Survey. 

http:neutr.tl
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The Project provides for a more rigorous testing of this assump.

tion in the course of its implementation by means of PPIS and survey
 
based special evaluations.
 

The purpose of the PPIS component is to provide an ongoing mecha
nism for in the formulation and evaluation of projects, programs and 

policies aimed at improving Lhe welfare of the rural poor. 

The key assumptions underlying this Project compone-it are: 
- that better information will lead to better policy and project 

formulation, 
- that properly interpreted survey results are a reliable source 

of information for these purposes, 
- that the information obtained can be used selectively to aid the 

rural poor, and 
- that well planned programs aimed at improving the situation 

of the rural poor will actually have that effect. 

The PPIS is related to the agricultural credit 
programs In that it will provide the basis for thorough and
 
in-depth evaluation of the credit programs and make possible a
 
better understanding of the target farmer. The urgent need
 
for the system, became apparent during the course of Project
 
development; there is an immediate opportunity to proceed with
 
implementing it.
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2. 	 Detailed Description of Agricultural Production Credit
 
Component
 

This component totals $12, 500, 000 of A. I. D. Loan funds of 
which $7, 500, 000 ame to be relent through the Institute for Agricultural 
Development (INDAP), an autonomous entity of the Ministry of 
Agriculture, $500, 000oe to be used to upgrade INDAP'a institutional 
capacity. and $4, 500, 000are to be relent through the banking system 
in an effort to establish a private sector source of financing for small 
farmer production credit needs. 

INDAP Small Farmer Production Credit - $7, 500f 000 

A permanently capitalized credit fund of $15, 000, 000 equivalent 
is to be established for INDAP's exclusive use in providing production 
credit to small farmers and subsistence or marginal farmers (mini
fundista outside the reform sector (i.e., farmers who have been pro
vided land under the agrarian reform program). 

The A. 1. D. Loan funds, together with a matching GOC contribution, 

will be used to establish a special Project account in the Central Bank. 

The Central Bank will reimburse INDAP from the account for the full 
amount of qualifying stibloans it makes. Recuperations by INDAP 
from subloans will remain in the permanent credit fund in INDAP for 
relending. ly the end of the three year disbur sement period, INDAP 
will be extending production credits to an estimated 26, 250 clients, 
assuming an average loan size of $570. 

INDAP will establish a special administrative office for managing 
this credit fund. All general overhead and auxiliary services related to 
the loan program will be covered from regular INI)AP budget resources. 

The GOC will assure through two devices that the credit fund will 
not become decapitalized: 

a) the interest rate charged to farmer borrowers will reflect 
the rate of inflation, plus the market value of money in Chile, and 

b) annual budget transfers to INDAP to replace bad debts as 
determined under an A. I. D. approved bad debt management policy. 
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As explained in more detail in Part 4, INDAP will assure the 
provision of necessary auxiliary services for small faimer borrowers, 
either by direct action or through other public or private organizations. 
Such services include technical assistance related to production and 
productivity improvements, input supplies, and market access for output. 
INDAP will emphasize and promote delivery of credit and other services 
through farmer groups organized on either a formal or informal basis. 
Where farmer organizations already exist that have the potential for 
serving as the delivery vehicles, INDAP will encourage and assist them 
to improve the capabilities of their organization, and in cases where they 
do not exist, it will encourage farmers to organize themselves to carry 
out and manage the services delivery function. 

INDAP Technical Assistance - $500t000
 

As a necessary complement to the A.I.D. input for INDAP's credit
 
activities, Loan resources will also finance technical assistance to
 
INDAP for improving its general operations and the effectiveness of
 
its lending program. The use of the AID loan funds for technical
 
assistance will be subject to prior review and concurrence of USAID.
 
The Loan Agreement will provide that no more than $500,000 of Loan
 
funds can be used for this component.
 

USAID has identified two areas where technical assistance will
 
likely be necessary, both of which involve the carrying out of already
 
stated INIDAP policy objectives"
 

Improvement of Rural Development Planning ($300,000): One of
 
the technical assistance activities will concern INh)AP's rural
 
development planning studies. In 1975 INDAP initiated the preparation
 
of rural development programs as a basis of its lending activities.
 
The objective Is gradually to develop overall area development plans
 
or frameworks for areas with high incidence of rural poverty, a con
centration of minilrundia, and resource potential for development.
 
These plans will enaLle INDAP to allocate its human and financial 
resources among different rural areas In accord witt- poverty level
 
priorities. Some twenty-five (25) separate areas of the country

have been tentatively identified by INDAP as having high concentrations
 
of rural poverty. Over the next five years INDAP will prepare rural
 
development plans for moat of these areas. 

Within a given zone a study will enable INDAP to direct its
 
credit resources to activities that provide for optimal utilization
 
of the zone's resources and any inherent advantages due to market
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location, human skills, climatic conditions, etc. The studies, to
$ether with other available information, will also identify important

needs other than production credit that must be addressed In order
 
to catalyze the development process in the zone. Some of these
 
needs will be wit... INDAP's capacity to address, such as
 
cooperat Lve marketing facilities, complementary artisan activities,
 
etc. Other needs will depend on coordination with, and inputs

from public and private agencies other than INDAP. USAID will
 
require that expenditures related to preparation of rural development
 
programs be fully coordinated with the Ministry of Agricultural
 
Planning Office (ODEPA) in view of the possible non-INDAP inputs
 
that such programs may require in the planning or execution phases.
 

Two types of consulting services will be made available to INDAP
 
under this activity. One will relate directly to the preparation of
 
individual studies for speclfc areas. To the extent 
INDAP requires
 
skills not available within its own staff (or within the capacity of
 
other collaborating Ministries and agencies) to complete a specific
 
rural development program, Loan funds will be available to finance
 
contracts for professional aerviceu from individuals, firms, and
 
other'entities. For example, this could involve the preparation of
 
a feasibility study for an agro-industry, the assistance of Chilean
 
universities in reviewing potential cultural/social improvemznts in
 
the design or execution of a specific area program, and general feasi
bility review of proE-qms of more than average complexity.
 

It is estimated that during the disbursement period of the AID
 
Loan that approximately five of the specific area rural development
 
programs will require technical assistance appropriate for financing

under the Loan, with an average expenditure of $20,000 per program for
 
a total of $100,000.
 

The other type of consulting services will be for the preparation

of industry-wide studies that cut across all or several of the regional

development programs. For example, Chile's exports of honey have
 
dropped off during the last several years. Honey production is
 
especially suited to the operations of the small farmer. It requires

minimum land base, occupies labor, and can be managed in o com
plementary manner to the normal farming operations (i.e. does not
 
require attention during peak planting and harvest periods). To
 
regain former levels of honey exports and to establish a competitive
 
base for sustaining increase in exports, it ts necessary to have an
 
Industry-wide study of honey. Such a study would determine market
 
potential, packaging requirements, sanitary requirements, tariff
 
restricitlons, local production and processing problems and potential,

optimal location for plant infrastructure and standard designs for
 
farm level structures. Because of ODEPA's more general responsibility

and capacity for agriculture development planning, these studies will
 
be carried out under its direction, but with close collaboration and
 
joint decision with INDAP concerning agro-industries selected for
 
study.
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INDAP will only be interested in collaborating in studies that
 
offer high potential impact for its small farmer clientele. It is
 
expected that rot more than three industry wide studies will be
 
selected for financing. The $200,000 budgeted for this subcomponent
 
would thus enable an average AIP input of almost $67,000 per study.
 
This, together with other inputs expected from ODEPA, would be
 
adequate for studies that can be carried out by Chilean professionals.
 
To the extent outside consultants are used, the average cost of the
 
studies will likely increase and a greater ODEPA input may be required.
 

Upgrading of INDAP Optrations - ($200,000): Because INDAP has a 
number o new policy departures and because there has bemn a drastic 
turnover and reduction of personnel, it in important that funds under 
the AiD loan be available to attend to technical assistance neede of 
INDAP for installing the lean, streamlined look INDAP is attempting 
to attain. 

A detailed plan for these technical assistance activities will
 
await the results of the study now being prepared by the U.S. management
 
consulting firm, Booz, Allen and Hamilton. This firm was contracted in
 
October, 1975, by the Ministry of Agriculture with IBRI) financing to
 
analyze all public sector organizations involved In agriculture. The
 
report should be available by May, 1976, and will include reconnenda
tions for organizations and procedural improvements. There are no
 
other external funds available to follow up with any management re
commendations on INDAP's organization that may flow out of the Boot
 
Allen Hamilton Study.
 

A crucial area for consulting services is INDAP'n credit
 
delinquency experience. INDAP is attempting to reverme dramatically
 
its past loan collections experience. The past unfavorable re
cord was due largely to the hyper-inflation phenomenon combined with
 
the policy of subsidized interest rates of the previous (;OC administra
tion. These factors combined to militate against collecting overdue
 
loans since the costs involved were greater than the current value
 
of the amounts due. If a significant reduction in the amount of
 
overdue loans in INDAP's portfolio is to take place an planned, a
 
systematic and thorough collection procedure must be Installed. Such
 
a procedure will have to provide for timely reports to the different
 
levels of INDAP management for decision making and control. It Is
 
planned to use Loan funds to finance a contract between INDAP and a
 
local public accounting firm to assist In developing a bad debt
 
management plan. Thtl work would occur during the first year of the
 
Project and would require about 18 man-months of Chilean professimal
 
services with total estimated costs of approximately $40,000.
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Another activity that will be considered for Loan funding will be
 

the Incountry training of INDAP's field staff, particularly those in

volved in production credit operations. This could be done in con

junction with a Chilean university and possibly the U.S. Department
 

of Agriculture (see AIDTO Circular A-631 of November 11, 1975).
 

Approximately four short term training cycles will be organized and
 

carried out during the Project disbursewtnt period, with each cycle
 

costing up to $30,000 depending on the leigth of each training cycle
 

(not more than two months per cycle is eianned), and the degree to
 

which U.S. advisors are utilized. Tnis would leave $40,000 of the
 

total amount under this component as contingency. In sum, it is
 

expected that the $200,000 earmarked for technical assistance to up

grade INDAP will be sufficient to finance a reasonably adequate level
 

of consulting services and training. If additional funds are required
 

for this activity, the Loan Agreement will be flexiable enough to
 

permit the transfer of funding from the rural development planning
 

element of this component.
 

Bankins System Small Farmer Production Credit - $4, 500, 000 

The portion of the A. I. D. Loan to be relent through the banking 

system will be used to reimburse the Central Bank for 50 percent of 

the value of financing it extends to banks that inakt. subloanti to snmall 

farmers meeting A. I. D. eligibility criteria. The rollovere will continue 

to be made available by the Central fank for the lpeclai purx)e of 

small farmer financing. It is estimated that when fully disbursed this 

component will be satisfying the production credit needs of some 11,250 

small farmers, asauming an average loan size of $800. 
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The banking system is comprised of the Central Bank and the 

banks that operate directly with the general public. These are the 

state-owned Banco del Estado de Chile (BECH) and the 19 commercial 

banks, all with various degrees of state-owned capital. Other sources 

of credit for the agricultural sector are the state-owned Development 

Corporation (CORFO), the private Cooperative Financing Institute I/ 
(IFICOOP), and various agro-industrial and marketing organizations.
 
The banking entities that would have access to the Central Bank redis

count fund under this sub component of the A. I. D. Loan would be the
 

commercial banks and IFICOOP. 

The groups through which these banks will lend the A. I. D. 

societies of agrarian cooperation (SOCAS);resources are: cooperatives; 
the suppliers of farmand semi-formal associations of farmers such ac 

products to a particular agro-industry. Subject to A.I.D. approval, the 

Central Bank will provide general parameters for the rights and responsi

bilities of the parties to the credit contacts, but it is important that the 

parameters be flexible and general enough to let the groups and the banks 

negotiato their own arrangements. 

Cooperatives that will be eligible to participate will be regular 

agricultural cooperatives (cooperativas agrcolas), the peasant (campesino) 
(multirrecoops)promotcooperatives, and the multi-service cooperatives 

ed by the GOC on a regional basis as second level service organizations 

for collectively operated land reform settlements (asentamientos) . These 

categories do not provide clear cut clansifications of different farmer types. 

an asentamiento could be a member of a multirrecoop forFor example, 
obtaining general inputs or mnichinery services and a member of a dairy 

cooperative clastjified in the cooperativas agr(colas category for marketing 

its milk production. 

Moreover, the rural cooperative movement is in flux as a result of 

the new policies of the GOC. One of the important policy changes is the 

decision to stop tht fostering of rural cooperatives based on class differ

favors of regional .*ooperatives that ences. Instead, the GOC the concept 

provide servit en atcross a nuimber of product lines to all income levels of 

Nacional (IANSA) for sugar beets; Empresa NaclonalIndustria Azucarera 
tit! Seinillati (ENI)S) for Heed production in general; Compalfa de Oleagi

nonas y Maravilla, S.A. (COMARSA), for edible oil seeds; Carozzi and 

Luchetli for ha rd wheat; CCIH. Malterfas tinidas, and Malterfa Aconcagua 

for barly, and Compalfa Chilena de Tabacos for tobacco, and rice mills 
for rice production. 
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farmers in their regions. These are called cooperativas agropecuarias 
regionales . While this is a stated GOC policy preference, it i entirely 
voluntary. Such cooperatives offer a number of advantages in terms of 
being able to afford more talented management, effect economies of scale 
and generally operate with greater business efficiency. Eleven of these 
new regional cooperatives have been formed and at hast nine more are 
currently in the process of formation. All involve the restructuring and/ 
or merging of existing cooperatives. 

Another major departure from past GOC policies is the decision 
to complete the land reform process by distributing individual land titles 
to the farmer beneficiaries. This process will be compl,.ed by the end 
of 1977. As the asent, miento structure disappears through individual 
titling, an alternative group organization must be developed Et the farm 

level in order to provide management for common services needs, such 
as the use of jointly owned warehouse space and machinery, distribution 
of irrigation water, etc. The alternative organization structure will be 
the SOCA, a quasi-cooperative for which the governing laws and implement
ing regulations only recently have been promulgated. Although the poten
tial of the SOCA has not been fully tested, it appears to be a viable con
cept and also may be appropriate for groups outside the reform sector. 

Any producer group wishing to associate legally may form a SOCA with

out a lengthy approval process. The SOCA itself can be a member in a 

cooperative. Also, the SOCA will be able to facilitate the provision of 

extension services on a group biasis, with resulting economics and effi
ciencien. The , m,%nlay be th ideal form for less formal producer asso

ciations to organize themiselwem better for negotiating services and sales 

price with local agro-indutries and( other purchasers of their outputs. 

All of the groups dnc cri.bed in the preceding paragraphs reach in 
different degreet the A. I. 1). target farmer. A probl em arises in that 
the groups may not be comprised exciusively of the target farrinr. This 
will be handled in two alternative ways depending on the individual situation. 

First, and preferably, only thospe nemberii of the group falling within the 
A. 1. D. target definition will receive credit fromn A. 1. 1). aasi t4md sources, 
e.g. , in the case of cooperatives that have a fairly broad basied nember

ship structure and can satisfy the neds of their hig)er income xierbers 

with financing available fromn other sourteii. Alte nat ively, a group will 

be considered eligible in the event that 75 percent of its nellbers fall 

within the targ.t (lefinition. In this cane, the total aiount of itnancing 

made available to the farmiern outside the target group will be lhun1ted to 

not more tlnii 'W0 peirc ent of the total loan allount. Also, tie maximum amount 

of credit any faruirr outside the target group may receive will be limited to
 
the amount necessary to work not more than 12 basic irrigated hectares (see 
Part 3-C for explanation of Bill concept).
 

http:compl,.ed
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These restrictions will be reflected in the Central Bank operat
ing regulations to be presented as a condition precedent document. The
 
operating regulations also will set forth the general criteria to be used
 
in formulating appropriate credit size and the input components that 
can
 
be financed. Theme criteria will be devekped by the Ministry of Agricul
ture and will reflect small farmers needs as realistically as possible. 

3. 	 Detailed Description of the Policy Planning Information System 
(PPIS) 

The PPIS componenr totals $1,500,000 of A.I.D. Loan funds, including
 
project evaluation coats. The primary focus of PPIS is two fold:
 

1. To provide evaluation and implementation guidance for the agri
cultural credit programs contemplated under this loan as well as the broader
 
range of Chilean agricultural credit activities;
 

2. To modernize and improve the analytical/planning capacity of
 
ODEPA so that it can better perform its guidance and policy function on all
 
programs focused on rural poverty.
 

Tt 	involves three different types of information gathering, processing
 
and analyzing efforts. The most important is survey based analytical infor
mation about agricultural production units, marketing and processing estab
lishments, and consuming households. The second is census based information
 
on the tenure, product and geographic structure of agriculture. This struc
tural information is required in PPIS to improve the definition of the target 
population and provide a sample frame for the surveys. The third component
is an institutional information system in ODEPA to assist them in carrying
the statistical products to policy conclusions and strengthen their analytical 
and decision-making capacity.
 

Survey Based Analytical Information
 

This subcomponent is a problem oriented information system and is the
 
core of the PPIS. The problems on which it is focused are:
 

1. insufficient income level of the poverty level households in the
 
rural sector;
 

2. income related problems of unemployment and under-amployment of 
the mass of the rural population; and 

3. malnutrition.
 

These problems provide the sorting mechanism for deciding
about the content, coverage, and analytical nature of the system. Infor. 
mation gathered must be directly related not only to the poor but to these 
particular problems as well. Although there are literally thousands of 
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different types of information which could be extracted from the wealth 
of basic data which will be gathered as a part of PPIS, only those pieces 
which have a direct relutionship to these problems will be directly sur
faced and analyzed by PPIS. This does not eliminate the possibility 
that the data base could be made available to private and public entitieli 
for other kinds of aualyss, but it does mean that the PPIS will not get 
lost in the task of trying to engage in the broader analytical effort.
 

For the purpose of clarifying the nature and content of this sub
component four types of information are defined: 

1. Summary basic data from surveys. This type of information 
can be extracted d_-ectly from a survey and printed in tzbles by region, 
farm size, processing scale, etc. It in distinghished from the other 

types of information in that the only activity required after the survey 
in order to produce this information is data processing and cross 
tabulation. These data are "raw" in the sense that no accounting or 
analytical work is ,equired. 

2. The second type of infor-mation is termed accounting information. 
For example. most smiall farmers do not know what their net incomes 
are; in fact, the act ousting concept of net income is unfamiliar to them 

as are the icrual ,and deferral procedure s required to compute it. Only 
careful ac ounting iimanipulaton of the physical and financial flows and 
asset infor mat ion gathered at the fari level can produce u seful 4.sttnates 
of faintly irt 01W. In the (,t vi (df uwtrition a isinilatr exanple illight be 

given for oiruiti tiontu dit.t. Knowledge of the jhyritici quixotit len of food 
consumned ieedts to be iuilj,( ted to aisinpl e at ounting transfornlit tions to 
quantify nutrient initak e a countr. 'lie, at:(counting type of information, then, 
includes itwide variety of inforait ion which taken an intermediate amount 
of analytical effort to produce. 

3. The third group of information is the product of rather simple 
and theoretically neutral analytical procedures, and in therefore termed 
simple analytical information. These results are generally repctitive 
computations of a particular economic or social p)itenouiinon or f Indi
cators such as an income elasticity of demand for mainy produt ti, income 
levels, geographic regions, family sizes, etc. The techniques are general
ly partial and non-relational in that they do not usually seek to quantify 

sector level inter-relationships which require either an elaborate theere
tical or analytical model. 
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4. The last type of information is ter.aed information on aggregate 
interrelationships. This information is characterized by the necessity 
of rather long t'me lags between conception and completion, but requir" 
ing a narrowly focused, theoretically rich analytical process, such as 
sector model buildi-ig. 

The PPIS process will not include the fourth category of information. 
The accounting and simple analytical information is its principal focue, 
along with elaborating and processing basic unanalyzed h.ructural data 
on the sector. Complex interrelational analyses of the data gathered in 
the survey process will be left to specialized entities and will not form 
a part of the PPIS. For example, analysis of yield response to varietal 
differences will be left for the agricultural research network, the nutrition/ 
health interrelationships to CONPAN, and other analytical efforts to the 
relevant university, public or private entities best suited. The PPIS will 
only provide the information base for such analyses. 

The data for the survey subcomponent of the PPIS originate in 
three national sample surveys which will be conducted by the National 
1.1atistics Institute (INE) on a recurring basis. The intent is to cover 
the economic entities and households which are either an integral part 
of the focus problems or have critical and direct impact on alternative 
solutions. The first group to be covered arc farms themselves by 
means of a national sanple survey of agricultural pr-(luction units. 
Becau ," of the iniportance of agricultural marketing and processing acti-
Vitlb in (hll,., the setond sample survey will cover agricultural market
ing and proctens tnig Vh ta IIhr ient 14. The last major group to be surveyed 
are houtieholdi, both urban and rural, which generate the demand for 
agriculttira l productm. 

lk' h of thi' ti sample surveys and the accounting/analytical ,or
mation wit I thy will provide preisent distin ' issu problems, finan
cial and per nnn.l requ reinents, which are discusist. in more detail in 
Annex B and in a t- lthni, al ieatibility atssessment available in USAID and 
LA/IR proj,. t files. 

Cennun Baned l)ata on the Strut ture of Agriculture 

The lint decide has seen a dramatic change in the basic structure 
of the agricultural sector in Chile. The most important part of this 
change has been the shift in tenure patterns due to massive land reform. 
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There is no available baseline atatistical description of the composition 
of the entire sector which post-dates these structural shifts - the last 
agricultural census was carried out in 1965. This means that target group 
identification for credit or other programs is difficult. Without an 
overall view of the farm size, product and geographical d!qtribution of 
the farm population program target man definitions lack context. Census 
breadth is useful to improve these definitions and to improvo the smpling 
frame for mare detailed program impact evaluation studies. It is therefore
 
critical that an agricultural census be undertaken, and that its results
 
be procested and released in a timely faohion.
 

The U.S. Bureau of Census has provided the Mission and the GOC 
with an advisory team charged with jointly elaborating the necessary 
elements to process and publish the census in a timely and efficient man
ner. Its report is available in the Missioa and LA/DR files. Additio

nal cost information on this subcomponent is also presented in Annex B. 

The major conclusion of the Bureau of Census team was that over 
the last five years the institutional capacity of the National Statistics 
Institute (INE) had deteriorated greatly. The principal reason for this 
deterioration was INE' s lack of orderly evolution in the data processing 
area. The team found that in the data procesting area, INE was far 

behind comparable institutions in other Latin American countries. In 

areas outside of data processing such as sar;pling, methodology, etc. 

INE's capacity was generally found to be ou: :tanding from a theoretical 
point of view; however, even these cap.,cities were limited by a lack 

of contact with modern data processing techniques. 

The reasons why INE has not, developed in the data processing area 

are twofold: (1) Government policy in the late 1960's and early 1970's 
emphasized the creation of a centralized public sector data processing 

facility, ECOM, at the expense of data processing capability in other public 

sector entities; and (2) the GOC austerity program haN forced a cut in data 

processing budgets generally. 
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At the present time there exists an awareness in the GOC that all 
public sector data processing activities cannot be centralized and ECOM 
has lost its public sector data processing monopoly. It also is generally 
realized within the GOC and especially within INE that it is not possible to 
develop a modern statistical facility without an expertise in data processing 
and relatively easy access to processing facilities. 

An important by-product of the PPIS is the building of INE insti
tutional ability to integrate modern data processing techniques Into its 
statistics processes. Both the processing of the agricultural census and 
the three surveys will contribute to that end. The planned technical 
assistance and short-term training as well as the in-service training 
practice on the censal and survey exercises using modern data processing 

shouldleave INE with a modern statistical data processing capability. 

Institutional Data of Public Entities Serving the Agricultural Sector 

A wide variety of institutions are concerned with the agricultural 
sector inChile. Many of them are directly connected to the Ministry 
of Agriculture and function in some way as a part of the Ministry. The 
planning and control functions of these institutions is an information 
problem of significant proportions. The third subcomponent of the PPIS 
is intended to provide a framework for both modernizing these institutional 
information flows and drawing useful information from each of the indivi
dual institutions into the overall sector information system. 
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Part 3 PROJECT ANALYSES 

A. Technical Analysis for Credit Activities 

1. Rationale for Selecting Lending Channels 

The IRR for this Project, prepared in January 1975, 
identified four possible lending channels to be studied during 
Intensive Review: the Banco del Estado (BECH); INDAP; a proposed 
new mechanism in the cooperative movement; and food processors 
and marketers through commercial banks or CORFO. DAEC guidance 
(see Annex A) discouraged the selection of INDAP due to the high 
subsidy level involved in its operations. The use of processors and 
marketers was considered a possible experimental adjunct, but on a 
limited biLjis. 

As discussed in the Interim Report submitted to AID/W in mid-
October 1975, and as noted in this Paper, INDAP has terminated its 
policy of highly subsidized lending and is taking other actions that 
overcome the previous objections to dealing with INDAP. (Annex A 
also contains AII)/W commients on the Interim Report.) The possible 
new coopc rative me (hanisn to houste an agricultural production credit 
function envisaged in the II(lR has not yet materialized. The selection 
decisions thus bheame (a) whether INI)AP or I ECII should be the 
principal credit clannerl and (b) how m ight the proposed A.I.1). Loan 
best respond to the opportunitift to involve the ,ooperative movement 
and other producer groups to terve small farmer credit needs in the 
absence of an overall cooperative pr(luction credit mechanism. 

With respect to the first decision, BECII is by far the 
predominant lending institution in agriculture, with over 80% of the 
outstanding credit. Yet its target is not small farmer specific as 
is INDAP's. Moreover, the amount of A.I.D. funds available 
compared to TJECl's total resources is not significant enough to 
expect that A.I.D. could influence BECH to increase substantially 
and permanently its resource allocation to the A.I.D. target group. 
(Section 3-C below discusses the composition of the target group.) 
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BECH currently has access to external financing. It signed 
in April 1974 a $22 million loan with the IDB for agricultural re
lending. As of October 1975, $10. 3 million had been disbursed, 
including approximately $4.8 million for agricultural machinery. 
Orders have been placed for another $3.7 million of imported 
equipment. An IBRD agricultural credit loan of $20 million, 
signed in April 1974, includes $1 3. 2 million for relending through 
BECH using a discount operation with the Central Bank. As of 
October 1975, $10.4 million of the BECH portion had been dis
bursed. The entire loan amount is expected to be disbursed before 
mid-l 976. 

Under these conditions, the addition of A.I.D. resources to 
BECH's portfolio does not appear appropriate when INDAP, with 
much fewer resources, clearly has been charged by the GOC with 
assisting the s.-nall farmers in A. 1. D. 's target group. INDAP has 
limitations. It is undergoing a large reduction and turnover in 
personnel at all levels. It is adopting new operating policies, some 
of which are not yet fully installed and functioning (e.g., rural 
development programming, bad debt management procedures, 
amplification of pr (Auction credit regulations, 'tc.). Its former 
clientele is somewhat confused a)out future sources of credit and 
technical assistance and perhaps a bit wary of the implications of 
a free market pricing system. Moreover, the Ministry of 
Agriculture is undertaking a serious management analysis of all 
agencies operating in the agricultural sector (the Booz, Allen, 
Hamilton study referred to earlier). 

Despite the fact that the GOC is still studying the planned 
organizational restructuring of the agricultural sector, it recognizes 
that there is an urgent need for reestablishing an agricultural 
production credit channei to service the small farmer group. The 
GOC's interim policy is to implement this function through a 
revitalized and reoriented INDAP, and to re-establish an expanded 
small farmer credit and development services program as quickly 
as possible. This urgent need, together with the conviction that 
INDAP top management has the capability of translating GOC general 
policy directives into functioning programs, particularly with 
technical assistance in certain key areas, provides the basis for 
USAID's recommendation to proceed with the INDAP component. 



In fact, USAID views the early availability of the A. I. D. input 
as an excellent opportunity to influence positively INDAP's 
policies. A.I.D. will be able to influence INDAP's lending 
criteria, delivery systems, and procedural aspects in an 
environment propitious for testing various alternatives for incor
porating and sustaining target group participation in its own deve
lopment process. 

The use of cooperatives and other producer associations 
through channels that supplement INDAP's outreach to the A.I.D. 
target group is based on two factors: First, cooperatives and 
producer associations are favored by the GOC as a means of 
achieving certain economies of scale for services in an agricul
tural sector where most farm land is in the hands of small scale 
producers. Second, private sector cooperatives and associations 
can tap local level initiative and effort and increase the active 
participation of the target group in the development process. The 
latter point is in accordance with the GOC's development philosophy 
while also being responsive to U.S. Congressional mandates con
cerning cooperatives, local level participation, and private sector 
involvement. 

Given the reservations discussed previously regarding the 
channelling of limited A.I.D. resources through BECH, the Central 
Bank and the banking system is the most appropriate alternative. 
Further, the selection of this channel responds to the GOC's con
cern about reversing the trend of reduced participation of the 
commercial hanking system in agri ultlral financing that has 
occurred since 19(9 and to the (OC's (evirc to foster increased 
competition in banking, particularly as a meians to stimulate more 
dynamic operations within BECtl. (To foster increased competition, 
the GOC is currently selling shares in the commercial banks that 
were acquired unde. the Allende administration.) 

Of the 19 commercial banks presently operating in Chile, nine 
are providing agricultural financing through the credito por pauta 
discount mechanism of the Central Bank. This involves a fixed 
amount of financing per hectare for certain crops and certain zones 
of the country. The mechanism is not entirely satisfactory for 
financing the diverse small farmer credit needs because of its 
limitations. 
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In a meeting sponsored by the agrioultural cooperative 

confederation (COPAGRO) USAID discussed the nature and 

objectives of the proposed Loan with six of these banks. All 

were interested in participating in such a scheme provided that 

individual loan requests could be combined (e. g. by using 

cooperatives). Three of the banks involved are already pro

viding cr~dito por pauta to agricultural cooperatives, including 

cooperatives with small farmer or reform sector members. 

Included among the interested commercial banks is a bank 

that has rec ntly been sold by the GOC to the cooperative 

movement.l- Plans are to establish an agricultural production 

credit financing department that will be operative by the 1976 

crop year. Also, the private cooperative bank, IFICOOP, is 

interested in providing agricultural production credit now that 

interest rates are becoming positive and because of a recent 

ruling by GOC monetary authorities that permits IFICOOP and 

other private development banks to operate in short term 

credit._/ These two banks alone possibly could absorb the 

relatively small amount of A.I.D. funds being proposed for 

channelling through the Central Bank given the extreme shortage 

of production ( re dit in the agricultural sector. However, the 

Central lank will allocate the resources made available under 

this Project component among all the intereste(d banks that can 

provide subloan applications meeting eligibility criteria. A con

servative estimate is that three anks in addition to the two 

already m,.ntioned will participate in this program. 

As dis usHted in the evtluation plan, the experience of 

lending through this channel will be carefully assessed together 

with GOC officials in order to determine whether this type of 

mechanism ii rvaching the small farmer in a meaningful manner, 

and if appropriate, how to improve and/or expand it. As with 

l.J Subscribed ownership is 82 rercent by agricultural cooper

atives, 15 percent by urbar cooperatives, and 3 percent by 

IFICOOP. No one cooperative can own more than 3 percent 

of the capital. 
2/ IFICOOP is currently implementing a FY 1975 $15 million 

A.I.D. loan for cooperative agro-enterprises. See the Capital 
Assistance Paper for Loan 513-T-065 for details. 
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the INDAP credit activity, the availability of A. I. D. funds for 
developing a sound small farmer credit mechanism within the 
banking system will enable A.I.D. to influence the design and 
scope of this alternative channel. Failure to include this sub
component of the Juan might falsely signal to the GOC disagree
ment with its attempts to redress the lopsided imbalance between 
the State and the private sector. 

The selection of the banking system as a channel also will 
permit linkages with the agricultural processors or marketers. 
For example, an agro-industry could sponsor a loan applicatio, 
of a cooperative or of an informal association of its small 
producer suppliers. It could assist in putting together the loan 
package and, by providing an assured market and some technical 
assistance, would facilitate a positive response from a partici
pating bank. 

2. Production Inputs 

The most important itema financed under short term 
production credit are fertilizers and pesticides. The small 
farmer survey indicated that approximately 90% of the farmers 
receiving production credit used at least part to buy fertilizers 
and/or pesticides. The majority of fertilizer has been distributed 
by BECI, most of it as credit in kind. 

Average consumption of fertilizer between 1909 and 1974 has 
been approximately 170 thousand nutrient tons per year. At 
current prices of $350 to $500 per nutrient ton the total annual 
value of fertilizer consumed is between $60 to $85 million. Sales 
of pesticides have tended to average between $8 to $12 million 
per year. Thus, the production credit element of the A.I.D. 
Loan disbursed over a taree year period would finance only a 
small fraction of the total fertilizer/pesticide requirements of the 
country. 

While the BECH is still responsible for over 90% of fertilizer 
imports and sales, it does seil to customers with funds from other 
sources, such as INDAP credit clients. GOC policy is in fact to 
encourage greater competition in the import and distribution of 
fertilizer. Pesticide sales are mainly within the private and 
cooperative sectors. 
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Other productive inputs which could be financed from the 
production credits are labor, seeds, tools, and land improvement, 
all of which are Iomally availablh or will be available from imported 
soux ces. USAlI) (l ,).s not foresee any major change in GOC policy 
which would in an', way artificially reatr.'ct the supply of productive 
agricultural inputs over the course of this Loan disbursement period. 

3. Environtrental Impact 

Over 85. of the loan amount will be for fii.incing small farmer 
agricultural credits having an average loan size of between $570 and $800. 
It is clear that it would be difficult if not impossible to make or control
 
the making of assessments of environtmental impacts for each small aubloan. 
Generally, it is known that the A)I. funds will assist small fermers to pro
cure fertilizer and pesticide .i which in some cases have been shown to have 
an adverse effect on the envirorment if utied in excetis. However, there is 
no evidence that 6y permitting target group tarmers access to thetis pro
ductive inputs they would cause any mnore harm to the eivironment than If 
the inputs were used by non-target gro:ip members either within or outside 
of Chile to produce the equivalent am(- mt of food. on the contrary, because 
of the greater dispersion of users in the country and the saaller individual 
dosages, pollution overflow will be uninimized. There also will be a number 
of either pollot ion neutral or ezivirontent po:.itive input S that this Wxan 
will be used to finance. These inclide - erd. labor, or other inputs to 
improve soil #ind water maniagement. 

The billance "I the A.I I) oat I ttii will be utied to improve the 
effectiveness ot the (OC's agriculturtil credit programs, either through
the analyt ical intornvition to he ge eated by the P'I?; or through technical 
assistance to INIDAP. Their activities wi11 .--ve r adverse envirounental 
impact. On the contrary, 0he information geaerated will enable the GOC to 
take action to end inefficient and wasteful revenue allocation concerning 
agricultural production. 



T- 497 

B. Finacial Anailsis 

1. Financial Plaits and Summary 

The table on the following p9:4 shows the cost breakdown 
for the Project and the estimated disbursement flow. The estimated 
GOC contribution is 48.0 percent, comprised mainly of the proposed 
50-50 cost sharing arrongement for the credit component. Were the 

- farmers' own contributions included, the overall host country contri
button would be even greater. 

The proposed 50-50 cost sharing of the crodit component will 
not occur on a yari.oassu basis, but will be the final result at the 
end of the Project. Thus, A.I.D. would reimburse twe hirds of 
every credit the first year, one-half the second year and an 
appropriate percentage the third year, based on the level of disburse
monts during the first two years. 

The need for the increased level of A.LD. funding the first 
year is to reduce the inflationary impact of now credit releases 
into the economy resulting from the GOC contribution. This concern 
will be extremely important during 1976 as the GOC continues its 
restrictive monetary and fiscal policies. By 1978, the third year of 
the Project, the inflation is expected to have subsided enough so that 
the GOC will be able to finance the larger share of the credit com. 
ponent of the Project without difficulty. The Loan Agreement will 
contain covenants that Project funds will represent an incresse to 
overall levels of agricultural credit. 

The A. 1.D. Loan will be largely for local costs. There will 
be some dollar costs involved in the PPE component and for part 
of the technical asistance to INDAP, but these amounts cannot be 
precisely determined until decisions are made about the data pro. 
cessing configuration and the technical assistance utilisation plan. 

Z. banking S''stem 

Under the banking system component, the margin between 
the cost of money from the Central Bank and the lending rate of the 
participating banks will be established at 3 level great enough to 



Cost Breakdown and Disbursement Projections 

Credit 

Year 1 

($000 or 

Year 

equivalent) 

2 Year 3 Year 4 Total 

A.LD. GOC A.I.D. GOC A.I.D. GOC A.LD. GOC A.I.D. GOC 

Credit Ct: 

-Banking System
-INDAP 

Credit 
T.A. 

2,000 

2r850 
100 

1,000 

1,400 
-

1,500 

3,250 
300 

1,500 

3,250 
-

1,000 

1,400 
100 

2,000 

2,850 
-

4,500 

7,500 
500 

4,500 

7,500 
-

PPIS Component: 790 750 385 33 240 33 85 34 1,500 850 

Total 5,740 3,150 5,435 4,783 2,740 4,883 85 34 14,000 12,850 

___FurN 

Credi-t Caxnnt:-BankL S..-te. 
INDAIFCredit 

.. 

HIs Cccponent 

=TAL 

_ 

957 

1,231 

4,500 

7,500 

216 

12,769 
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cover their costs of administering the credits. The Central Bank 
will finance the entire amount of the credits extended through the 
banking system. 

Since almost all of the credits under this banking system 
lending activity will be through groups such as cooperatives, the 
size of each transaction should be great enough to permit an 
attractive spread to the banks while permitting a reasonable cost 
to the cooperative. Each cooperative will be permitted to determine 
the level of additional charges that it may add on to the final cost 
of credit charged to its individual members. The lending rate to 
participating banks and the limit on their charges will be included 
in lending regulations presented as a condition precedent document. 
The margins envisaged would be approximately the following: 

Margin Total 

A. I.D. Loan - 2.0% 
Central Bank 1.5 3.5% 
Participating Banks 4.0 7.5% 
Cooperatives 4.5 12.0% 

The above illustration is in terms of annual cost of moitey in 
real terms. In practice, the banks wiU charge variable monthly 
interest rates reflecting changes in the inflation rate. Within the 
general guidance laid out above, the Central Bank wil be permitted 
to apply its judgement on periodic adjustments in lending rates and 
margins. 

3. INDAP Financial Appraisal 

A review oi past operations makes apparent that strong 
action is necessary to reverse the unsatisfactory historical record 
of INDAP in carrying out its credit operations. The GOC is 
committed to such strong action, and the June 1975 figures indicate 
that results already are positive. Annex B-1 presents a financial 
analysis of past operations of INDAP. 

As explained elsewhere in this document, INDAP has been 
substantially reorganized and is in the process of carrying out a 
massive reduction in force. Its operating policies and procedures 
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have been, and are continuing to be, reviewed and reoriented. From 

a financial viability point of view, the significant elements of these 

changes are summarized below. 

a. interest rates charged on loans are set to reflect 

the rate of inflation and the market cost of money (presently 8-10 

percent real annual interest), thereby assuring that funda allocated 

for credit are not decapitalized through subsidized interest rates (see 

following Table): 

Interest Rates on Short Term Loans for 1975 

(_onsumer Monthly Effective 

Month Price Index Inte re st Interest 

Jan 13.9 12.8 -1.1 

Feb 16.5 12.8 -3.7 

March 21.2 12.8 -8.4 

April 20.8 12.8 -8.0 

May 16.0 12.8 -3.2 

June 19.8 12.8 -7.0
 

July 9.3 12.8 +3.5 

Aug 8.9 12.8 +3.9
 

Sept 9.2 12.8 +3.6 

Oct 8.4 8.5* +0.1 

Nov 8.2 8.5 +0.3 
Dec 5.5** 8.5 +3.0 

* Interest rates changed to 8. 5% monthly October 15, 1975 to 

keep interest rates equal to that charged by BECH upon its adoption 
of variable interest policy in lieu of flat 200% annual rate. 

** Estimated. 

b. Credit operations have been regionalized and the
 

delivery system is being reoriented to rely more heavily on group
 
methods of borrower selection, supervision, and collection in order
 

to reduce to a minimum the one-to-one relationships required of
 

INDAP field staff, thereby reducing the overhead costs for each
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farmer attended. Farmer organizations will be encouraged to take 
the initiative in executing the ciedit retailing function, as well as 
technical advice and auxiliary economic services to target group 
farmers, with INDI)AP playing primarily a backatopping role. 

This iode of operations is expected to permit a permanent 
reduction in lNI)AP staff to approximately 1/3 of its 1973 size, 
while continuing to have the capability to reach similar or greater 
r.umbers of small farmiers than were being reached in 1973, The 
GOC views INI)A1' technical and relatc(d assietance prs onnel 
b'Idget Ct (t3t as 50 ial d e lopnit t (31nt , ani it i1 committed to 
providing sufficient atnual budget allu, ati onti to aansure that 
adequate hvel s tof theste supporting ti. rvie s are miaintained. 

c. l.nding krite ria an(1 bad d.bt lInztagel1etnt are 

critical elenm nts t th. new j)li y (orit-'natiot 1()r INI)AI ) . The 
GOC is commiitted t th te appla ation of le4ndizir t ritria and bad 
debt nianagement pout i,.t wiw h ar ,I,-.siget.i to zlu.ale loans 
available to small lar wrn ,,ely wiz r, their tse '4 c re-tit in 
profitable to thtl i nall Laruner b)rrwe rn, the.re.by isturing that, 
in the absence of unusual clinattt )rtcotztnit (tuzazuntarl en, 
Wae farmwr can repay principal and init rent trtm in( t r,.anett 
e rnings. Further, a loan collection a-d bad debt znanagrzent 
policy is to be Implemented which will ,.esure that bal debt levels 
under normal circumstances are off-set by a part of the interest 
charged. 

In the event that abnormal climatic or economic conditions 
result in higher than projected bad debt levels, the GOC will replace 
credit fund loses through special subsequent-year budget allocations 
to INDAP, thereby assuring the integrity of capital administered by 
INDAP for subl(.ann to the target group. 

d. l3,plitatton. In the past INDAP found that the same 
,mall farmer. requested credit year after year because of subsidized 
interest rates ant luw-key tolittlion policies. Now, with Interest 
rates comparable to the agri ultural andt commercial sector lending 
raie, and a lending polity based on improved earning capaity of 
borrowers, farmer organliations should be ihl, toiulove as groups 
from INI)AP other iurtes agricultural fort) u of tredit financing 
their mt,mbro' needs. Thus, INDAP will be able to reach out to 
new credit clients on a continual basis. 

http:the.re.by
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The 1975 and 1976 INDAP budget is shown in Annex B-I. 
Funds available for lending totalled $6,614,000 in 1975, with 
approximately $5, 589, 000 for production credit and the balance 
of $1,025,000 for investment credit. INDAP projects financing 
from existing sou ces for expansion in 1976 to a credit program 
of $10,987,000..l ! 1isbursements from the IBRD agricultural 
credit loan signed in April 1975 together with matching Central 
Bank contribution will provide $5, 100, 000 of this amount. The 
balance is expected from 1975 loan repayments and interest 
earnings. A majority of the loan recuperation amounts in the 
budget will not be collected until after mid-year (after the period 
of strongest credit demand from March to June) causing a cash 
flow problem for INDAP during the first half of 1976. Financing 
of this temporary deficit cash position of IN[AP is to be accomplished 
through utilization of Central Bank funds and short term credits from 
the Banco del Estado. Since the IBRD/Central Bank allocation is on 
a one-time basis, i.e., INDAP can lend it out only one time and 
must repay this allocation as sub-loan collections are received, 
additional capital contributions to INDAP will therefore be required 
after 1976 to maintain its 1976 level of lending. 

Comparison of INDAP projected current operating expenses 
and income for 1976 shows that expenses exceed income by 
approximately $748,000. This shortfall is to be financed, to the 
extent possible, by interest income included in the recoveries (loan 
repayments) figure in the 1976 budget. The remainder of operating 
expenses not financed by interest income represents a deficit in 
current budget which must be financed by using INDAP capital unless 
additional GOC budget allocations are forthcoming. The Loan Agreement 
will contain it s?-V Ant en nrnt,.rt tOil -',- 4 1t program linanced by tile
 
AID Loan against sut. decapitalizntion by requiring an adequate budget
 
contribution to INDAP for operational and administrative costs of the
 
program.
 

A comparison between the INI)AP budget submission for 1976 
and the INDAP 1976 credit operations plan and goals shows a short
fall of approximately $7,600,000 between the two ($1 0, 987,000 
financed credit ope rations included in the 1976 budget and 
$18,597,500 as the programmed credit operations budget for 1976). 
The planned level of credit operations is based on an installed 
capacity of personnel anti suppoirt services included in the 1976 
INDAP current opw rating budget mubminssion and already identified 
opportunitiea hi 4bst)rb credit by g rolips meeiting INI)AP eligibility criteria. 

L/ Of the $10, 987, 000 for loans in 1976, $8, 620, 000 are to be
used for prsIlut tion credit with the halane of $, 167, 000 used 

for Invemsirnt rrdit. 

http:nrnt,.rt
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USAID is of the opinion that the INDAP program goal for 
credit operations may be somewhat optimistic in terns of INDAP's 
installed capacity to execute, especially in view of possible lag in 
staffing vacant field positions requested for 1976. Therefore for 
project planning purposes the INDAP program goal for 1976 was 
reduced by approximately 15 percent, to $15,250,000 for credit 
operations. This leaves a balance of about $4,250,000 not yet 
financed in the 1976 INDAP budget submission. A. I. D. and GOC 
counterpart disbursements projections for 1976 to the !NDAP credit 
fund are based on the above estimates. 

Projections made for the utilization of A. I.D. and GOC 
counterpart funds allocated to the INDAP small farmer production 
credit fund assume approximately equal dipbarsementi. to the fund 
for the first and third years but with proportionately greater A.I.D. 
disbursements as compared to GOC counterpart during the first 
year. This arrangement will permit the GOC to sustain its current 
austerity fiscal policy and monetary policy. Disbursement projections 
are summarized as follows: 

(millions of dollars) 

Year Year Yer 3-Year 
One Two Three Total 

A. I.D. Loan 2.85 1.25 1.40 7.5
 
COC Counterpart 1.40 3.25 2.85 7.5
 

Total 4.25 6.5 4.25 15.0 

4. Detailed PPIS Budg,:-t 

The total cost of the PI-IS component of the Project 
including GOC counterpart costs, the $40,000 of grant funding for 
evaluation work requested for early CY 1976, and the anticipated 
$95,000 CONPAN contribution out of Loan 513-T-066 is $2,485,000, 
distributed as follows: 
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(US$000 or equivalent) 

A.I.D. GOCL/ 
Total FX LC 

(1) Survey Sub-component 577.0 150.0 377.0 50.0 
(2) Agricultural Census 1,308.7 488.7 70.0 750.0 
(3) Institutional Information 424.3 332. 3 42.0 50.0 
(4) 	 Agricultural Credit 

Evaluation 175.0 41.0 134.0 -

Total 	 2,485.0 1,012.0 623.0 850.0 

j/ 	 It is not possible to separate the INE and ODEPA increased staff 
into sub-components as they will be working on both. 

The above sub-component cost figures are based on illustrative 
data processing configurations for the INE and OI)EPA itstallations. 
The illustrative configurations and detail of the A.]. D. financed 
portions of sub-components (1) through (3) are in Annex B. Cost 
details of th, Agricultural Credit Fvaluation sub-component are in 
Part 4, Sect ion C. The cost etiniaten do not include the AID/W 
TDY service estimated to be ne.es sary. 
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C. Social Analysis 

1. Farm Sector Profile 

Essentially four groups of farmers can be classified and 
defined in Chile: 

(a) Minifundista and family operated small farms. This 
group is often referred to as "traditional" small farmers to distinguish 
them from "new" farmers receiving land through agrarian reform. 
The minifundista farmer has a land parcel below six BII often wit*i 
margi-:al quality land and follows subsistence farming practices. The 
family operated small farms are generally considered to be up to 
twelve B1H. 

The number of rural parcels of less than six B1I is approximately 
220,000; of these approximately 120,000 are less than one BIH / The 
number of farm families is significantly smaller than the number of 
parcels since one farmer may own several; many parcels are rented; 
plots near cities may be little more than homesites; and some parcels 
are institutionally owned. Our best estimates at this time are that 
these groups could be composed of the following: 

80,000 families with lesi than one Bill. 
80,000 families with one to six Bill. 
15,000 families with six to twelve 11111. 

Many small farm'ers and minifundistas or members of their 
house-holds have ,,ther source of income such as custom machinery 
services to othe'r farmiert, truking, shopkeeping, other work for their 
own account, agricut Itu rit I produce, work for othe r farmers, and 
full or part timew jobs. 

l_ To facilitate land reform activities in Chile, a system of 
quantifying rural land in terms of "Basi, Irrigated electares' 

(13111) watt developed as an "index" to place all farins on a comparative 
basis. Th- f111 index suffe ins ce rtain impt-rfectionh, particularly when 
applied to simall fa'nin since its main function wan to determine which 
of the large landh,,l(lings w(Aild bhe -xpropriated. Neverthelens, the 
system is nupe rior to qtiantifyi ng land only in terms of Irrigated or 

rainfed physical size. 
./ Averaging lesio than one-third 1ill. 
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(b) Reform sector farmers. The land reform that

began in Chile 
 in 1965 has been one of the most extensive and
far reaching in Latin America. Over 60 percent of the irrigated
farmland was expropriated. Some 5,300 farms representing
approximately ten million hectares were expropriated. Most of

this land was in the 
 rich central agricu3t.rral zone, which is

Chile's most 
 prosperous and productive area. The beneficiaries
 
of reform activities are some 63,000 farmers (heads 
and potential
heads of families) who were formerly laborers on the large
haciendas. Until 1974 most appropriated units had been farmed 
collectively as state administered asentamientos. While the

expropriation phase 
 of agrarian reform is essentially complete, the 
GOC is further committed to distributing titles to individual 
farmers and to improving their incomes and output capability. 

In 1974, when the individual titling process began in earnest,
the GOC estimated that six basic irrigated hectares was the 
appropriate farm size to provide an acceptable level of income
 
(i.e., 
 at or near the Chilean median) once these parcels were
 
fully exploited. As of mid-1975, 
 only about ten percent of the
 
expropriated farms 
 had gone through the individual titling process;
the balance is programmed to be completed by the end of 1977. In 
the Small Farm Survey described below, the average was 7.7 BIH, 
the range being 5 to 12 13111. 

(c ) Medium size farms - 12 BII[1 to 80 I1I. Mediumsize "arms are mnainly located in the, prime farming areas of the 
central zone and in the south. wereThese originally acquired
through traditional land grants, conceissions, or sales (luring the 
colonial period, as well as through purchase by more recent 
immigrants from E'tur, e. Included in this category are somne 
5,000 farms in the more r,-cently created "reserye" sector, con
sisting of of to 80 1111 fromareas up eXonerate(I expropriation
and left in the hands of the original hacienda owners. The medium 
size farm grouIp is small in number of farms - probably about 
20,000, or less than 10 percent of the total number farmsof in 
the country; they account for approximately 30 pe rcent of the 
farmland in terms of 1 111. Medium farmers generally have more 
ready access to credit, markets, and technological inputs than 
other farming groups. 
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2. Selection of Target Groups 

Credit eligibility under the Project includes farmers in 
the reform sector and those with substantially equal or less income 
or resource base in the traditional sector. 

There is no easy way to establish a consistently accurate 
measure for determining those farmers who are equal to the land 
reform beneficiary. The use of BIl equivalents provides some 
approximation, but has limits since the overall average BIH of the 
individual parcels in the reform sector will not be known until 
after the titling process is complete. -/ 

Nevertheless, there must be some trade-off between what is 
practical and what is perfect. It is planned, therefore, to start 
the lending program for the non-reform groip with a target group 

limit of up to and including six 11111 au the maximum size, based 
on earlier GOC policy statements that (ndicatedthat this was the 
minimum individual parcel to be distribute d in the reform sector. 
While it is somewhat below the probable average basic hectare 
allotment under land reform, there is a rough equivalence in that 
the reform farmer has little non-land capital relative to the 
traditiori.1 small farm,'!r and, indeed, is indebted for the purchase 
price of his land. 

Adjustmetnt may be made in this equivalency criterion based 
on the availability of further information concerning relative 
incomes and on actual experience in loan impienentation. In 
this regard, data generated under the PPL and evaluation com
ponent will be valuable. 

There will be no minimum size of farm eligibility for credit 
under the Project. However, many very small parcel-holders 
may have less practical interest in agricultural production credit 
since they are not primarily farnierti. Inmprovements in their wel
fare must be attained through other types tof programs, such as 

agro-indust y and rural ermploynient generation. 

More.ov. ', ven in te rins of 11l11 ther,, will probably be a 
variaitior of .tm inucli aui (on*4-third be-tween different regions 

in the. itinourt o)f land tile re'fo n be.noticiairy will receive. This 

refitecto wtj h probldetis as it relhu t anc, to inowc people among 

asentamientot to atcount for dennity diffe renceS. 
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The total target population to which the credit component of 
the A.I.D. Loan will be addressed can be summarized as follows: 

Category Estimated N* of 
Farm Families 

Minifundista up to one BIH: of the 
80,000, those with sufficient farm 
land and interest may approximate ..... 25,000 

Minifundista and family-operated 
small farms of I through 6 BIH ....... 80,000 

Reform Sector ................ . 63,000
 

Total Target Population ....... ... 168,000
 

3. Qualification as Lowest Income Groups 

The two groups that we have selected as targets for this 
program are obviously the two poorest farmer groups in Chile. 
They are poor relative to each other in different respects: 

Reform Minifundista 
Item Sector Sector 

Net capital ($3000 average 
reform vs. $6814 minifundista) Lower Higher 

Total incril ($?.2 rnedian per 
capita /eforin vs. $14( ninifun
di s ta- Higher Lower 

Non farm in-w ($10 average 
per (cipita reform vs. $45 
minifundistia) Lower Higher 

Wage rait r,.,eived in working 

on f(arin ,,f ,the ri ($1. 1 
averag,, i,,r day 1nirliifunuinta 

vs. $. H( rhtiiii) Lower Higher 

/I.1 In inajr h ighet iri , zu" ,entral agricultural area only; other 
areatt have, ( iniderably lu(w.r inconmrs. 
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Size of land holding Higher Lower 

Educational level Lower Higher 

Farm management experience Lower Higher 

General social level Lower Higher 

This seemingly contradictory rattern is the result of ).',nd reform 
which is giving to what was the lowest social class (agricultural labor) 
the opportunity to rise on the socio-economic scale. 

Attempting to make fine distinctions between or within these two 
groups - i.e., which are more worthy program participants ,is not 
realistic. 

The purpose of land reform in Chile is to make all the land 
reform farmers more or less equal. To attempt to distinguish 
among them is like shelling peas and trying to separate them by 
eyeball judgments into different pots according to size. By what 
criterion is smallness or poverty measured? On the basis of land 
size we could probably select something like 7. 5 hectares as a 
median point. However, there is no direct relation betwen land size 
and farm income. For example, one farmer with 11 hectares made 
only $30 in 1974-1975 according to the Small Farmer Survey. 
Another who got only 4.5 hectares out of the agrarian reform 
earned $3,730. 

With respe(t to minifundititas those with v ery little land tend 
to be the. poorest, though non-farm income (as reported below) can 
alter this dramati cally. Let u" suppose, however, that we concentrate 
a program very he,'avily at the h-vel of the mini fundista with 2.5 
hectaren and below. Any effective program lkt this level would 
presumably be ba,ned on intensifying the use of the land. I Iowe ve r, 
the market for i]o.,t intrnnive, t r,ps in already under a great deal 
of pricv p)r,-n ure in (hile owing toi he.cavy proluction. Principal 
exception stuIth an ougar beetn and t obacco are not eligible for 
A.I.D. ftnancing. Furthe.r, the ininifurulistas of O'Higgins, for 
example, already have 70 percent of their cultivated land in 
vegetables, fruits and gardens. 
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Within both the reform and minifundista sectors there is 
considerable underemployment as the following survey figures show: 

Percent of Workdays Employsd - ! 

On Own Farm On Farms of Others 

Minifundistas 

Men 12-64 25% 4% 

Women 12-64 5% 0.2% 

Reform Sector 

Men 12-64 35% 3%
 
Women 12-64 5% 0%
 

1_/ Based on 300 work days per year. 

4. The Reform Sector FarmeriL/ 

The 03,000 reform sector farmers were, until recently, 

agricultural laborers on formerly large Chilean latifundios. 

Historically they have been at the bottom of the economic and social 

ladder in the country. Their illiteracy rate is half again an large 

as that of the rminifundista. D)uring recent years, since expropriation 

of land under agrariun reform, they have been farming communally 

under Governrment supervision. The communal organizations through 

which they haye b-en working have never functi()ned very effectively. 

Production levels remain considerably lower than they were prior to 

land reform. 

Tih- G()C itn currently ,,,ndutting a mas lye program to assign 

individual titles to the participants in thin program. While any 

L/ Tbin a d the following aectlo in ban, d heavily on the 

Preliminary Findings, Small Farmer Sample Survey, Central 

Irrigated Agricultural Region of Chile, Contracted by ODEPA/A.I.D., 
1 975. 



- 43 

groups of farmers who desire to do so will be able to choose to 
continue farming communally, and some will probably make this 
election, almost all are expected to become individual entre
preneurs. 

As the Small Farmer Survey shows, the reform sector farmer 
will receive a significant amount of land, usually not less than six 
BIH and only in rare cases as much as twelve. The average, 
according to the Small Farmer Survey, was 7.7 basic hectares 

- /(equal to 9 physical hectares). While the land being distributed 
includes a large part of the best agricultural land in Chile, some of 
it is dry land, much of which is situated in areas of very limited 
production and market opportunity. Moreover, even in the richest 
agricultural areas it should not be assumed that the reform farmer 
will purchase better land than the minifundistaonow own. The 
results of the Small Farmer Survey show that the valu, per hectare 
of the minifundistas' land, often improved with vineyards and fruit 
trees, is on average a third h;gher than that of the reform farmer. 

As they become new farm entrepreneurs the reform sector 
farmers are almost entirely devoid of capital. They may have a 
few farm animals of their own and there may be some communal 
assets to divide, though many have not been paid for and the legal 
ownership/credit picture is muddy. 

Both the United Statet. and Chile are con'tnitted to the 

principles of the Charter of Punt a del Este, whith stateRa s One Of 
its objectivea the following: 

"'0. To) v'nucmrage, in actrdance with thr ihara terintics 

of each country, p rograim a of c mprehennivr agrtr an reforni 

leading to ,.ffttive tran formattmn, where rcqoi red, o)f unjust 
structurem and tsyntema ,f land tentire and uine, with a view to 

replacing latiftindi;, andi dwarf litidlingn by an equitable system of 
land tenure , thiat, with the h-lp o)f t iely and_..Ad!jquatr ( redit 
(emphasiti nuppli,-l), te,-hni al annmntan e and fatilitier for muarieting 
and (listribti n tf pr.du( t-, the lAnd will b|et ol for the mian who 

works it the b,,nzn of hin ,' ,n,,iii, atability, the f,,ritulatin if his 
increianing welfare, and the guarantee tif hin fr-,rdt,, Anl ,li'.ity". 

j/ In addition, a few reform nert t4r farz:ii ra have retrd ut4iii 
adlitimal land no that the average farin aire- was 7. P basit 

and 9., physital hettarrs. 
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It would be inconsistent with this objective of the Charter to 
disclaim interest in the timely provision of such follow-up support 
to reform beneficiaries in favor of a program of exclusive attention 
to minifundists or dwarf holdings. 

Consider also the problem from the point of view of the 
agricultural worker: For generation* he has had the least social. 
economic and educational opportunity, He has almost no capital. 
116 has no experience as an independent agricultural entrepreneur. 
Overnight he is placed in possession of a farm as owner/manager/ 
operator. He is obligated to pay for this farm at fair value. Thus 
he finds himself for the first time owing a substantial debt - in an 
approximate amount of $5, 000. 

The present is the crucial point in the land reform process 
when the beneficiary needs support. If he does not receive such 
support in sufficient measure there is increased possibility that he 
will fail. If a substantial proportion of recipients fail, then the 
experience of land reform will fail. 

S. Small Farmer/Mlnifundist 

The following highlights from the small Farmer Survey 
are particularly useful in understanding the social and economic 
characteristics and the farming operations of the small farmers in 
the major irrigated farming region of the country. 

(a) The average small farmsr/minifundista family is 
smaller (5.6 individuals) then the average reform sector family 
(7 individuals) and is older in age. Younger people have a stronger 
tendency to leave home in the minifundista sector, presumably 
because the small farm units provide an inadequate economic base 
ardolder population also obviously has fewer children at home. 

(b) The min~ zts/smaU farmer members, which 
constitute a traditional class of small entrepreneurs, are socially 
more advanced than the reformed sector, which consists of the 
former farm laborer class. Only 13.7 percent of small farmers/ 
miaiftodist are illiterate compared with 20.4 percent In the 
reform sector. Some 16.8 percent have studied at middle level 
compared with oly 7.7 percent in the reform sector. 
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(c) The small farmer/minifundistas earn nearly 20 
percent of their incomes off their farm@, partly in farm work for 
others but mainly in other occupations. Some also have pensions. 
In contr st, the reform farmers earn less than 5 percent off their 
farms. 1 

(d) Because of "other income" the smallest minifun
distas do not necessarily have lower incomes than those with some

what larger tracts of lends. Total incomes for farmers in various 
ranges of physical farm size for small farms are as follows (in 

thousands of escudos of May 15, 1975): 

Total Farm Other 
Income Income* Income 

384 2,4121 hectare and less** 2,796 
1.1 to 2 hectares 2,314 1,646 668 
2.1 to 3 hectares 2,591 2,245 346
 

3.1 to 5 hectares 3,928 3,415 513 

* Including return on family labor and on invested capital. 

44 Not fully representative inasmuch as the sample included only 

farmers with one or more basic hectares, which given a bias 

in favor of A-oncagua, the province in which a banic hectare is most 

often considered to be less trtian one physi'al hectare. 

(e) The farm 1114 Orulte Of Ma In.. farine r0/mninifuri istas 

rises with increased ltndhOtldtnga and they (1o An well or better than 

reform farmers when their landholdings alppr oa(h the- six basic 

hectare level of the A.grariirn r.o rrii prograrn. 

(f) Indeed, the ntioll farintera uiiinifundth tas in C(uric6/ 
Talca, with ave rare" lanclho|doig of ',. physttfl }e(tlare, ft hirved 

a 'modestly higher In( ,,tle- per a|)itia from ,all sairtaes then the 

Sonir at tllm farzstiers/tniii wtindistA probably nlso retrive 

remittant em from aintily inertibers in the cities. but these 

data were not c ollected. 
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reform sector farmers. The small farmers/minifundistas in 
Aconcagua and O'Higgins, with 2.2 and 3.8 hectares, respectively, 
did worse: 

Average income per capita 
(thousands escudos of 5/15/75) 

Minifundistas 

Aconcagua ................. 541.9
 

O'Higgins 754.5 
Curic6/Talca ...... , • ,, 1059.7 

Reform Sector 0..** ........... 1001.7
 

(g) The small farmers/Minifundistas produce just as 
much net income per hectare as the reformr sector farmers but they 
do not (as observed in some other countries) produce more per 
hectare despite the facts that: 

- the average value of their land and permanent improvements 
is one-third higher than the reform sector chiefly because of per
manent crop improvement. 

- they utilize more family labor per hectare (value not deducted 
as an expense in the net income per hectare calculation). 

- they engage in more intensive farming (fruits and vegetables). 

(h) Minifund istas varn less return pe-r day on their 
family farm labor than reform fatnilie. Major reasns for this are: 

- generally lower yirldn, .apt-cially in (.rra.lis. 

- market pressure onrs the pri rs of niany frusits and vegletables 
in which minifundista prodmu ti,,n is heavy. 

- /- very minxt't aupplrn1ivw-tary income from live tock. 

In part a rvflri tion of 1a(k ofr(fonlire of sciale and neeusity to 
ptir( hase a lturer pr,)port(in of ferds. NoIte Aime, htuwever, that in 

other ( witiit - nicftrit-ra with tmk i u its armlivr I wAilf tally a sturvry get 
scome, ad v etn .. r,, ii ther riaing t oft heir il vr try o 1wing I flat ion.r va t) t t, 

In Chile the )oar it A ( oiAtAit IEst ud liftr11inintel afy sNU h1 gin. 
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- fewer economices of scale. 

- possible lack of interest on the part of some farmers who 
have other incomes and may be in semi-retirement. 

The fact that many minifundistas do not use modern inputs 
(107 of 299 do not use chemical fertilizer) cannot be added to the 
list because on a per cultivated hectare basis the use of fertilizer 
is the same between reform and traditional farffmer and the uij of 
insecticides and pesticides by the latter is over twice as great per 
hectare. 

Outside th. central agri(ultural area of Chile where the 
survey was condu(:-d, less dtetailrd information it available. There 
are zones of extreme rural pvrrty in various se tors of the 
country, chiefly in the Sotftth, whre '(mnditions approxirnate those 
found in the poorest regions tof Central Arnrrica. In between these 
extremes io the outhern dry farmfling area (if the Central Valley 
in which interml-lrinry ondtionn taln be f(xin(l]. lit any (ae, 
generalization wouldhbr reiinly haza rvdu an the geographybe 

of the country extrinU overr 11 i1Iy degreea of latitLIle, anld with 
signifi ant (IhAneae even withiln !a(h latitudinal Zone dependinug upon 
the locations and tharatter tsti( if valleys, riverN, and transport 
facilities. 

In coneiving any prog ramn to work with inxi i funtista, they 

probably should t, considered as ismmisting (if three oub-groups 
with the following genera! charActeristltsi 

a) Those with other incme moarces and very little land 
whose interest in farming may not be particularly responsive to 
farm programs and who can probably *elf.finance modest inputs 
from other sources. 

b) Those who ar. or want to be serious farmers but whose 
most critical need in an adequate land base to achisve a fair return 
on family labor under agricultural conditions in Chile. 

0) Those whose landholdingo, though below the level of 
agrarian reform, are idequate to make a (air living. 
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Minifundistas, although they have more capital and less land 
than the reform farmer, wanted more ciedit: $2, 047 for the 1975

1976 agricultural year compared with $1, 684 for the reformed. The 

difference is more than fully explained by the fact that 31% of 

minifundistas interviewed want credit for land. 

6. Role of Women 

Women play a substantial role in the minifundista sector 

as heads of family/farm managers. Approximately 7% of all 

farmers in this sector, according to the Small Farmer Survey, are 

women. In the reform sector women numbered only 1% of farmers 

surveyed. Over time, however, this sector can be expected to 

approxim,,te the minifundista. 

Women in Chile do not work in the fields as this is believed 

more suitable for males. In consequence, in both reform and 

traditional sectors, only 5% of the average farm family's female 

labor supply (12 to 64 years) ii utilized in farming operations 

compared with about 30% of the male. Female labor is used 

primarily for care of animals and sonic work in the family garden. 

Young rural women in Chile seeking work are attracted to 

cities, to an even greater extent than young males. In consequence, 

rural families have a disproportionate number oi iiale to female 

adults: 

Minifundista Reform 
Sector
 

Women age 12 and over 2.0 2.1 
Man age 12 and over 2.3 2.7 

Undvir the Pr.j,;ct, women will be given exactly the same 

privileges as mafrs in all respects, including particularly access to 

loans for *hv irrproverent of their (arms and for the financing of 

annual inputs. 
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This Project contains one element which-ay have a significant 
impact on the options available to Chilean rural vomen, Tn. credit 
under this project unlike other credit in Chile will provide for the 
funding of both family and hired labor dqrfng the crop year. To the 
extent that women are now working off of the farm to bring in needed 
cash, there will be new opportunities created for their on-farm employ
ment. On the othar hand, to the extent that women now employed on the farm 
have aspirations to dedicate their time to other activities, the credit 
provided may make possible the employment of hired labor to substitute 
for their services.
 

Women play a very important role in Chile as professional and 
sub-professional personnel with Government and the banking system. 
Accordingly they will participate very actively in administration of the 
program. The PPIS systern in particular, should make heavy use of 
females as a large proportion of statisticians and other professional and 
skilled personnel of the National Institute of Statistics and other govern
mental organizations are female. 
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D. Eaonomic Analysis. 

Do . et ro tAuoisedi 

The critical question addressed here is the degree to which 
small farmer production credit components can be expected to achieve 
the goal of increasing smull farmer incomes ad production, and with 
what efficiency. The task of estimating costs and returns to small 
farmers resulting from the use of credit for the purchase of inputs must 
take into account unique Chilean conditions that may not exist to the 
same degree in other countress 

(a) Wide varatios in oroduction conditions. Agricultural
production in Chile takes place under widely differing (1)climatic con
ditlons that range from completely arid to extremely high rainf l with 
subtropical to frigid temperatures; (2)eale from high to very poor
quality and from flatand to steeply sloping lands, and (3) land use 
Intensity that varies from intensive Irrigated crops to extensive unim. 
proved pasture. Those conditions often are found in quite different 
combinations in small microclimate. only short distes apart. 

(b) Magy unstakle prices for tautos ad outunu Price data 
for inputs and output are very difficult to compare and even more dif
cult to match into some kind of "normal" cot/price relatlonship due to 
hyperinftlon, abrupt policy chanos on price controls and tauntion, 
pricing policies by public agencies which control the movement of most 
or major portions of production inputs, and the rapidly changing world 
price structure for many of Chile's agricultural imports Inputs and 
products) and exports. 

(c) Lack of farm level data. There is a paucity of farm 
level data on costs and returns for individual crops raieod by major 
eegments of the target group, especially for dry land small farmers 

and reform sector farmers the latter of whom only began farming on 
an individual basis In 197/1974. Using costs and returns data that 
are available, there is little possibility of distinguishing between 
different technology levels to permit estimates of returns to increased 
levels of inputs purchased with credit. 
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(d) Small farmer Production technology data. The lack of 
small firmer oriented production technology data in general, and dry 
land small farmer oriented data in particular, also is a serious con
straint to analysis. Most production technology information is oriented 
toward larger farms (haciendas and asentamientos) and irrigated land. 
Little data appear to be available for dry land small farm conditions. 
Thus, comparative costs and returns information for different tech
nologies is not available even from experimental data. 

The Small Farmer Survey does provide some useful information 
for determining costs and returns for reform sub-sector irrigated 
farmers in the Central Valley, comparing relative returns of those who 
had credit with those who did not have credit. Also, general compari
sons can be made between reform and other irrigated small farmers in 
terms of relative levels of production costs and concomitant levels of 
returns. The results of the above comparisons generally demonstrate 
the profitability of credit used for applying increasing levels of cash 
inputs. However, there is considerable variation in d, grees of profit
ability between areab and crops, and therefore such conclusions as are 
drawn are at best tentative. 

In the case of dry land (rainfed) small farmer agriculture, reliance 
on observational data from INDAP and recommended production technol
ogies from IICA/Chile has been necessary. Th limited analyses possi
ble to date from the Small Farmer Survey data for irrigated land and 
from the INI)AIP and ILCA information for rainfed agriculture show that 
credit cai be u.ied quite profitably by both types of farmers. These 
analys,.s are tsiun arized in greater detail below. 

(a) 'rofitability of c redit uime in the central irrigated region, 
The Small Yariner Survey, which contairin data for the 1974/1975 agri
cultural yva-r in the central irrigated region of Chile, indicates that a 
very strong, alniiott dramatic, aitsociation exists between credit use 
and higher incole". 

The following are some of the highlights: 
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Farmers Farmers Without Credit
 
with Who Say They:
 

Item Credit Need Credit Don't Need Credit 
(Yield in Kilos Per Phyical Hectare) 

Wheat 2489 179 2495 
Maize 3356 2419 1747 
Potatoes 8994 5585 5574 
Beans 1477 1311 1140 
Grapes 8008 1 3865 5772 1/ 
Apples 6828 3703 -. 

(Value in 000's of Escudos of 5M15 75 

Crop production per 
physical hectare of 
cultivated land 1891.8 1567.2 1335.0 

Total net income 
per physical ha. 689.3 341.0 454.8 

Total family 
income 7255.0 3299.0 3876.0 

While these broad aggregates appear to make a solid case for credit, 
it is less easy to establish the exact linkages between credit and income 
for all crops. With respect to three basic crops studied, the following 

findings are- relevant (on a per physic; 1 hectare basis): 

(i) Vegetablen. The credit farmers have the highest value 
of production, the highest level (ifinput unt, and the highest gross margin. 

(ii) Fruiitn. larmiv.rh who do not have credit but who do not 
regard it an important have the hig~hemt groan profit 111argins, the highest 
level of input une, and the largent groan marginn. 

r !,j.re.als uuxar 	 etc. )(iii) Oth r( . *-j . be-ta tobacco, potatoes, 
Credit (arm.rt hav# the highetva valti e (J production, the highest level of 
direct input. one,- . nd the highest grosn margin. 

TJ 	 hlr.twe,.11 for awd nine observations; all others have I1 observations 
or more. 

http:hlr.twe,.11
http:larmiv.rh
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Considerably more analysis of the data would be required to 
reach more comprehensive conclusions with respect to the impact of 
credit. However, at this writing the following statements appear the 
most relevant and supportable: 

(i) Institutional credit appears to be associated with higher 
Incomes in all size groups as shown in the following chart: 

Net Income Per Hectare In 000's of E of May 15. 1975 1/ 
Size of Farm B o r r o w e r s f r o m 
(Hectares) All Farmers INDAP BECH Coops All Lenders 

0 - 2.5 877.4 (123) 669.9 (3) 1535.8(3) 2167.1(4) 1528.6(10) 
2.5 - 5.0 848.2 (115) 612.8 (5) 1482.2(19) 496.8(6) 1140.2(30) 

Over 5.0 819.4 (165) 446.3(16) 989.3(71) 818.1(22) 875.0(109) 
All Sizes 845.2 (403) 508.9(24) 1107.6(93) 926.5(32) 972.3(149) 

NOTE: Figures in parentheses are number of observations. 

(ii) The profitability of farm investments and credit is very 

closely inter-related with the market prices of specific p.oducts and GOC 
policies with respect thereto. The larger wheat farmers, r.-ost with credit, 
did very well with a GOC supported price of wheat. Sma! maize farmers, 
most without credit, did poorly, particularly as the GOC left the price con
stant for an extended period despite acute general price inflation. 

(iii) While many farmers lost money or did poorly, many others 
were fortunate in enjoying good market prices and substantial annual 
incone. This is true within the m sector as well as the reform 
sector. 'lThe potential for mobilizing rural savings through the banking 
sector component an a long-term possible alternative for meeting the 
sector's credit demand is most encouraging. The critical problem is 
to give farmers confidence that the purchasing power of money saved 
at harvest time will be preserved. 

I/ Before deducting 6 percent return on capital. 
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(iv) There is a close association between farmers with 
credit and the pu rchase of chemical fertilizer: 

Pur-hase ner hectare in 000' E'5/15/75
Chemical Fertilizer Natural Fertilizer 

Farmers with credit 223.3 10.3 
No credit - but need 130.0 11.2 
No credit; don't need 103, 3 6.6 

There also is a close association between use of 

chemical fertilizers and farm profits: 

Net Profit per Hectare 

(000'1 of El 

Farmers who use chemical fertilizers 568.7 
Farmers who do not use chemical fertilizers 370.4 

(v) Credit farmers were found to do better in all groups 
except possibly in the Province of O'Higgins (note small sample size). 

Cred
Net 
it F

Income 
armer i 

Per liectare 
Non-Credit Farmers 

No, Aver. 
(000 E') 

No. Aver, 
(000 E') 

Aconcagua 
O'Higgins 
Curic6/Talca 

20 
17 
41 

546.0 
63.9 

684.2 

79 
83 
59 

170.8 
407.8 
586.6 

Total Minifundista Sector 78 513.6 221 361. 9 

On the basin of the available analysis to date, it can be concluded 
that not only do most farmers on irrigated land use credit profitAbly, 
but also that groan otitput is significantly incr-asrd thereby. Thus, 
provision of ( redit to most s mall fariters on Irrigated lAnd should not only 
increase their inc'o sn(onniderahly, but alec) should rreolt in signifi cant 
increases in aggregate production of foodstuffs for both national consumttp
tion and for export. 
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The mull Farmer Survey provides some indications of present 
unsatisfied demand for credit by small farmers in the irrilated central 
regions. Zighty percent of the farmers surveyed who did not have credit 
said they needed credit 49 percent said they needed credit for annual 
inputs. Of those farmers, who said they needed credit for annual inputs, 
reform sector farmers said they needed an average of $682 for annual 
inputs for their farm (including fiancing for hired labor &adbadly 
expenses during the growing season), and traditional small farmers 
(1 to 6 S11) said they needed $569. As these farmersimprove their 
production efficiency, their need for credit can be expected to Increase 
by 20 percent to 40 percent to &nestimated average of $750 to $850 pr 
farmers 

In order to estimate credit productivity for small farmers on Irritated 
land, the difference in average cost of annual inputs of no-credit (who say 
they need credit) farmre and credit farmers was compared to the average 
gross value of production per hectare of these two groups. This compri. 
son indicates that an additional 105, 000 3 ° of annual inputs produces an 
additional 335, 000 Z9 of output. On this basis, each dollar of l4ditional 
credit can be expected to result in added production of $3. 19. hI 

Is a 
Since many ldistas and traditional small farmers live n rainfed 
areas and have only a osl portion or none of their land irrigated, it 
Is necessary to make some determination of the economic feasibility of 
a credit program for this large segment of the INDAP target group. 
Since there is such wide variation from area to area in Chile in terms 
of climatic conditions, relative farm else, soil quality, rainfall, tem. 
perature, etc., a decision was made to base such analysis on one region 
(Regson VUI) that has largely rainfed agriculture and for which some 
data are available. The analytical results presented below are consdered 
to be illustrative of mixed drylaad-irrigated farming in that area. IV 

(b) Profitabilit of credit in rnLafed arilcllr regis 

The approximately $8,000 farms in Region VIII that have less than 
five basic irrigated hectares show the following average distribution of 

if 	 It should be noted that when direct costs and returns are disaggregated to 
crop groups of vegetables, fruits, and other crops (Irais,etc.) this pro. 
ductivity level appears to be attributable almost entirely to the latter crop 
group.

3/ 	 A USAID Mission Economist prepared the analysis, based on INDAP sur. 
vey data and information available from UCA "AnGlisis Mcondmlco del 
Impacto de Credito a Nivel del Productor-Region VIII" available in the 
USA/D bulk Alo. 
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land per farm, in physical hectares, according to INDAPi 

IrrIgated 0,5
 
Arable rainfed 3s.5
 
Non-arable rainfed
 

Total 11.6 

INDAP study results show that this average composite farm 
typically has a use pattern as follows: 

Irrigated land 0.5 ha. in potatoes 
Arable rainfed 3. 0 ha. in wheat 

0,5 ha, in iallow 
Non-arable reaifed 0. 4 ha. in vineyards 

7.2 ha. in unimproved pasture 
for sheep 

On the above "typical" farm, annual gross production amounts to 
$1. 195, with a cash expenditure of $483 for seed, pesticide, ad fortil. 
ner, providing a net return to land, labor, owned capital, menaement, 
and profit (net family income) of $622 annuaUy ($175 of which Is attrib. 
utable to labor calculated on the basis of a daily wage rate of $1.39).
Using an estimated average family sise of six persons, this Is an annual 
per capita income of slightly more than $100. 

The relationship between net family income and credit for this 
typical operation, assuming credit only for all cash expenditures for 
seed, pesticide, and fertillser, as well as for 50 percent of the labor 
utilised, Is $1.09 per $1.00 of credit. The credit to value of production 
ratio is one to 2. 09. 

Since budget estimates were not available for a farm that does not 
use purchased inputs shown In the "1typical" farm above, the available 
data do not permit the estimating of a benefit/cost ratio for purchased 
inputs of this "typical" farm budget. However, the 9IDAP report includes 
an "improved" farm budget based on INDAP estimates of potential for an 
Improved farm operation with the same cropping pattern as the average 
"typical" farm. Some marginal costs and returns concluslo4a can be 
drRwn by comparing these two budgets. 
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The INDAP "improved" farm plan requires cash inputs of !o01 as 
compared to the 'actual" farm level of $483. The value of production 
Ot this "Improved" farm ineases 90 $1#800 %9compted t0 $1,195 
from the"actual, and disposable family income increases to $910 as 
compared to $622 actal. The additional credit reqirement for the 
"Improved" farm Is $110, and Additiona 0tput I1365,Areturn of 
So ?? for each additional dollar Invostedo In terms of the relation. 
ship between family Income and credit required, the ratio is 1.34 to 
one as compared to 1.09 to one for the "typical" farm. 

A third farm budget was constructed for the Region V "rage 
small farm, based on RICA recommendations for changes in croppin 
patterns and other improvements. This budget calls for the following 
farm production plant 

Irrigated land 0. 25 ha. in potatoes 
0.25 ha. in corn 

Arable ralnfed 1s 40 ha. in wheat 
I.40 has i leatils 
0?0 has In fallow 

Non-arable raiofed O.40 ha. in vineyards (ahangeod) 
7.20 ha. in improved paeltre 
(deep-rooting clover) for 
improved sheep. 

It should be noted that recommended ehifts in cropping patterns 
do not appear to present demand problems because Chile Is at present 
exporting lentils, and corn is primarily used as a feed grain. 

This new enterprise combination results in a total value of produetion 
of $1,987, and a net famly income of $1,3)6, more thandouble that of 
the "typical" farm. and nearly 50 percent more than the "Improved" farm. 
Credit requirements increase to $714, with marginal gross return to eacb 
additional dollar of credit (as compared to the "typical" farm) being $S.SO. 

The aggregate increase in gross value of produetion for the 5. ,00 
traditional small farmers In Region VII. Itthey were to haqe from the 
present averae production level to the moet improved new enterprise 
combination explained above, would be $45, 9)6, 000 annually, Involving 
an additional credit demand of $8,352, 000 over that required by the present 
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average level of operation. u ad small farmersIf traditional m a..n,, 
in other arOs Of the country wore to achdeve a simlar lovel of advance in 
their farm operatlons, the estimated 150, 000 Amui ,1i and small 
farmers In the country with up to six basic itripled hectares equivalent
would need a total of 27, 79,000 additional cash to produce an addiltfn 
$152 million of annual output. 

(a) EsImted mat of re--t Cenmoeat ofth Proh.', If the 
analysis above rolted to Irrigated small armer redit needs Is used as a 
proxy for te boaki system credit sub-omponakt, and that related to 
raifed small farmrs as a proxy for the iN sub.oompoaeak, the lend. 
ins levels and output Impacts during the third year of the Project would 
be as followsa 

(1) With an average site loan of slightly more than $800, 
the $ 9 millionclad throug the banking system would supply annual 
credit nods of approxdmately 11,2 50 reform sector and other small 
farmers, resulting to added total output of agricultural production Bell. 
nuted at $29 millon. 

(Ii) With a averago eis loan of $570, the $15 millon in the 
INDAP small armer production credit hd would su0 a "" prouco 
*redit noods of approimately 6. 25 smal farmers reult. 
ing in added total output of agrcultural prodton of ill 

Thus, during the third year of the Project, the total $3 million credit 
component can be oqeted to supply annual production credit NOde of 
37, 0 small brmers, resulting in additional agricultural production of 
$40 million. 

2. Cost.eftevess @1 the PPIS 

One of the nujor reasons that little is known about the rural poor
Is the difficulty and costs of studying them. Two related problems account 
for most of the lack of available infornmtloa 

(a) The groups are poraphically dispersed and aot easily

samplod Only expeasive are Iframe sampling tehudques are adequate
 
to obtain statistically sloaficSaat Informatloo.
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(b) The principal problems of the poor (income, employment, 
health, and nutrlton) are extremely complex and require a depth and 
detail of data and analysis hr beyond the resources of individual lneUtu
tons dealing with only a parto the problem. 

The nformation pattern which naturally emerges under these condi
tions Is sporadic and is characterized by either in-depth case studies of 
a particular problem, which are of Umtad useftulesse for policy making 
or project formulatlon because of the narrow statistical confidence JA 
their conclusions, or by statistically signiWcant but insufficiently detailed 
information which fails to deal with the problems themselves In enough 
depth to suggest any specific policy or project diroctionse. Numerous 
examples of each of these two study types are available in Chile. The 
principal characteristic which distinguishes PPMS Is that it combines 
national level probability samples with in-depth content. 

An obvious Implication of combining the element of content depth 
and statistical coverage is elevated cost. Moroover, the costliest 
elements of the system are always related to the poor segment@ of the 
populations covered. For example, in the agricultural marketing seg
meat, It is relatively inexpensive to lather information on the principal 
wholesale and retail establishments. Their central geographic location 
and small number mean that sampling from inxpensive list frame methods 
will be cheap and rapid. To gather information an the status and potential 
of the thousands of rural, village, and urban small vendors whose liveli
hood comes from some small link in the food marketing chain Is a compli
cated and relatively expensive task. In addition to the elevated costs of 
sampling and logistical expenses related to the poor populations, the 
costs and related difficulty in achieving the necessary depth of content 
in the information obtained Is much higher. When the cost Implications 
of these two combined factors are talied, it is no surprise that project 
planners and policy makers And such Information unavailable. No 
university department, or even individual public sector institution con. 
cerned with only a part of the problem could muster the necessary 
resources for such an effort. 

ULAD and the GO have examined one alternative to the farm 
survey element of the PPA, the establishment of a system of farm 
records. Although a farm records system might have some clear 
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advantages in terms of data "hardness" (i.e., less relianca on recall), 
the option was discarded for the purposes at hand for the foU-wing 
reasons:
 

(a) In general, small farmersi in Chile keep no formal records; 
a technical assistance component to assist them would therefore be needed. 

(b) Because participation in the program would have to Le volun
tary, farmers participating in such an activity would self-select and ran
domness would be lost. 

The foregoing does not mean that the establishment of a farm records 
program as a part of a la:ger far.,%management undertaking is not, in 
and of itself, a worthwhile activity, - in fact, USAID is considering such 
an activity as a part of its possible ICIRA Project. It does mean, however, 
that USAID and the GOC have concluded that given the choice of one system 
or another, for PPIS purposes in Chile. farm level surveys are a more 
cost-effective approach. To the extent farm record data are generated by 
future posaible projects, they will provide useful comparisons with the 
survey data. 
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PART 4. mrnenttln Arranm en 

The ImAgweement will be siped with th 000, represented
by the Minittry of ineao, together with the Ministry of Agriculture
and the Central fh* in view of theIr operatIona responslbtltles The 
Ministry of Financ, will bear th overmall repon bIlty of repymen 
to A. L D. The Central Bank will afmnletrate the credit activIties 
under the A. L D. Len ad will request disbursements diroetly rom 
USAID. ODEPA will be responsible for the overall a•laistrrton of the 
non-credit elements of the Project and will enter Into agromonts with 
1NE and with INDAP concerning their respective partac atlon 

ODEPA will bae" the overall reso iblity for negotiating the 
Loan Agreement# arrging for its sipaters and seing that all con. 
ditlons precedent are fulfilled , for the credit as well a" the nonscredlt 
components. ODEPA will direct the evaluation of the Project. 

L.tmDA Ormanivation 

(a) History INDAP was founded In 1963 as part of a reorganliation
of the Ministry of Alrculture under lollelatiom establishing Chile's agra. 
rian reform program. Among Its specific tasks weroa 

(1) Provide technical assistance and credit to small and 
meditun farmeres Including minundlate and Indians, and to their coope. 
retivees and provide assistance to handicraft enterprises and other aall 
Industries In rural areas, especially those that complement agriculture, 

(i1) Provide credit and other assistance to miu1landisa so 
as to facilitate the purchasing and legal ttling of lan In case o7herI. 
tance, purchasing of adjolning land to make an uneconoemie 5j-a gat a 
viable economic unit. and other such situations. 

(MiI)Develop means by which land can be farmed In counmon and 
make other development arrangements in cases In which the land cannot 
be productively utllied In individual small plots. 
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(iv) Promote the organization of cooperatives and assist 
those cooperative activities which relate to the production and market
ing of food, animal, forest, and fish products and to the betterment of 
rural life in general. 

(v) Promote productive investments in the rural sector, 
including storage facilities, slaughterhouses, and other agro-industrial 

enterprises. 

INDAP grew at first in a fairly rational manner and by about 
19) had a staff considered professional and effective. It subsequently 
became heavily politicized both as to staff and clientele, and adopted 
questionable procedures. Its staff grew from approximately 900 in 

1963 to 3, 400 at the end of 1970 and to 5, 700 in 1973, over half of whom 
were non-profebsion Al prornotores, whose tasks were involved ,'ith po
litical infdo trin.2tion. Its operating budget tripled in real terms from 
1970 to 1971. 

(b) Orjai2zAt1ion9 INI)A)" a o-igMl centralized org izational: 

structure I r d to two probleme. One wais that individual s in the 

regional (fAtILra had dual loyalties. They officially were part of a 

national offi r (i. e. , Office of (redit) while in fact being part of a 

regional ,,lto r. (ztaequiently, it brianws dtffit Lilt for A regional office 

to direr t itself .,.4 uauit toward d ftired regional obje tives. Secondly, 

there wrrr tw," ltiri& t typen tif extc-insion agenti who worked quite 

jndc|)riir 't 1. ly tl)tsr who ; 4ovi d-d ( re di and tho sr who provided othe!r 

tehnk( al brrvit ro. Sint r r Yral develoiment work requires close coordi

nation brtwrr t rrdit aind otl, rtr Hnit al servic s, this division of 
responsibility provel tinatistai tory. 

IPN)AI"a , orrent orgqnization resolves these problems. It also 
pt;(s greatrr rtliph amm on planning and on the linkages between planning 
and operat ona, 
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Bord of i t or 

Io ViceEc.Prcuident 
top opera ingofficer)
 

Legal, Public Relations,Prog ram 7- Audit, etc.Conmitcee 

Director General 

Jjjlnnin Oice~ Accounting 1*Office [Xihmin itrati7v.f1ic 

.JeLfonalDirector I 

l egal and (%herstfJ 

Planning and Accecnting [AdministrativeOperation Lectlon Section 

Section 

.....- "Ar; Office I 

The Board of Directors currently consists of six personsi The 
Minister of Agriculture, as chairmyan, the Subsec -etary of Agriculture,
the Executive Vice Prosident of INIDAI, the E:xecutive Vice President 
of the land reform ageacy (CORA), tbe E;xecutive Director of the .%Sri
cultural Extension Service (SAG), anm' the Presadonil of the IlAnco del 
Estado de Chile (BEClf). The Board meets ever'y two week.., and each 
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individual sends a high level representative when not able to attend 
personally. In addition, thei Controller General's office sends a non
voting representntive to each meeting. Provision is made in the legis
latlon affecting INDAP to have up to 15 persons on the Board, and fr, m 
time to time in the past other persons have been included. 

The Program Committee is an internal body which advises the 
Executive Vice President on such policy issues as use of the budget, 
credit policies, sources of capital, and needed studies. 

At the national level, the Planning Office is the focus of INDAP's 
operations. It has the responsibility for making national policies. 
designing nethodologies, setting priorities, assessing the feasibility 
of investment projet ts, coordinating budget development with operating 
needs, CIvaluattng regional programs in relation to national objectives, 
and maintaining systems of infto'-ration and control between the r -gional 
offices and the national office. The Planning Office is divided into seven 
sections: 

(i) Diagnosis and Study - to understand the realities of the 
rural sector and to set action priorities to solve the bottlenecks impeding 
development of the small farmer. 

ii) 'r,,;r t Appraival - to aet criteria for Project design, 
ApprAtal 11111 C v.1ut'4tI, tit bi* ui " t ritrriA fur investrlirnt of funds. 

tit) t)UprfIAtimn - tip niprt tar a4ni mrt tiormlin fr the field 
oporatkitnel , |,. tilt dl.4rl~y III thxr .-tr.. il c rr¢||t. 

(1v) 'Ic4h dlma'ilqr It ~i n -Il It i-lu iinltr tirt htnk At 4(lvk r 
whith will iamaiut the firl wio.rb',s iii ting t hat thehr hot( 4lrig th 

assistant r giVril In A;);)! pl, La r. 

grains thit INI Ai' iii trIer mt Ifi grAtelr l11 rt j 1 t.it % 11 ,1$r, i n 

(vi ) ! u)p34y - itii (mirthinnt-! the N*Iil1Y*fl imb ritiezt ofad *ha 

Ag lt ult r l II1h11) l . 

(VII) ( ,tr4linsti st iat|il (tlla tril - 3 0tall gimz io Anri '011u11, fani" 

whi t tou t i-naIr the othr r i1s et liotW1a, prr mr- a-ai alilt a I ;Tr o raffs, 

and irepare. the tlmiilo . 
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The Planning Office will establish a small unit, attached to the
 
office director, that will be responsible for coordinating and managing
 
the use of Loan funds allocated to INDAP.
 

All day to day operat Ing decisions are now made in INDAP's 13
 
regional offices. Each office has a planning and operations section in
 
addition to normal staff sections such as administration, financial and
 
legal. This section does all the studies, analyses, planning, technical 
supervision, und control of the field work. It contains both administra
tive and technical personnel.
 

The actual field work is carried out from the 99 area offices with
 
support from the technical personnel 
at the regional offices. These area@ 
offices contain both professionals (veterinarians, agronomists with uni
versity degrees, university trained business administrators, etc. ) and 
technicians (extension agents with less than university training). 

(c)Personnel: In 1963, INDAP had 900 erployees, many of them
 
skilled professionals trained by A. I. D. This level built up over the
 
following five years to about 1, 600, as INDAP 
 increased its coverage

and servi-vies. DIu ring the charged politicail atmoophere of 
1969-1970,
 
INI)AP inc red ned 
 itti ,taff to 3, 400, the entire increase beiing made up

of politiclic Urniotoresand their back -up support at the central level.
rt 


The ront i o ri were Iik- soc ial workers, the miten visiting cooperatives

and tile Wolilell vinting 
won n'i. t4( Itin or in(divlidl households to train
 
the pripI. ini 1)pliti l pret is. Het ,unv of their tshlver nuiuzbers, they
 
had gre.tt itnflutitit v 
 on who re( evei ( redit and technic al he'tvices. Most 
of the r.s ot orh wert-e utnlh ti,.il p ,)pl-froin the local comtmIuIhInitien. 
P fter the vle( t )Iol (d 1"7l, f111o t of the Indiv iuals holditn; the 'rornotores 
pouit i n h.nged, but thf-Ir imnubers (oritijtueiJ to grow, with INI)AP's 
total "t.if I trat h Ilig a4 pr.. 4)! '), 700 itn107 1. 

Sim e thte ,h.trige iti (;)vrrriirrit noine i, 100 persons left INDAP 
through tri(lividtlal firingn. voluntwry renignatIons, and retirements, 
leaving .bouit , e mild-I 9)T .. vt.))ployeei by INI)A11 onslders that
 

tX)tlb itia ( 1.11r.1l ,t.ff ,ti|ffItn f -tI( ,l.ot field staff (th- le g 
 t y of the 
tdays of the pol in '.ie- ) are atill t,() bip and In r-dilit ing personllel 

throt)igh fo r, -d-t 11,11 Ins i 'r-, vat |1 )fabmit U i)erstolls, taking place 
every thie-.- ililiih s ntarting. Atiu st lh,, 1'97,. 01 the tuver 1,20() persons 
beting rrlr-ase*il, oily 'Y' have any prols-nnional title, .and thene are i ainly in 
non-pri rity p| ,t,-4ni(ois li r ii'rualiarzu; the r-in inrier are u srikilled 

http:1.11r.1l
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clerks or technicians. About two-thirds of the reduction is taking place 
in the Santiago central offices. 

Two of the four reductions have taken place leaving INDAP with 
some 1,950 employees as of late November 1975. INDAP recognizes
that its professional and trained technical field staff must be increased 
to carry out increased credit and extension activities. Therefore, INDAP 
has formally requested to the GOC that it be allowed to hire some 420 
professionals and technicians mainly for field positions; its total staff 
would number 1, 724 by the end of the CY 76. INDAP, looking at GOC 
budget realities, more realistically estimates its minimum needs for 
new field staff as between 200 to 300. USAID concurs with INDAP's 
analysis of its needs and as a condition precedent to first disbursement 
is requiring INDAP to show a well defined and GOC-approved plan for 
hring the additional personnel it needs. 

3. Oeating Criteria for INDAP Credit Component 

(a) Introduction: As described above, INDAP in the past operat
ed what can be characterized as a highly subsidized supervised credit 
program. It currently is involved in implementing new basic policins
designed to make its operation efficient, effective, and well targeted. 
The more impo rtant criteri a related to new INDAI > policies anti adminis
trative at rang,.t-mnts to be implvi nented beginninzg in 1976 are surnmarizcd 
below. Momt of the. elemc ents dvii ribed still are. in the formulation stage 
in terrors of operdting detail, although decisions on general policy guide
lines alr,eady havc betn iade. New INI)A P operatingand adninistrative 
regulationti will cipell out the relevaint imnplementation arrangements in 
detail. Approval (f appropriate regulations will be a condition precedent 
to disbur tiu t-ti1t lor t redit. 

(hb) AdiminttirvttaVc Arrangeients: INI)A P will establish a segregat
ed permndtinmit iall Fa rtner Agricultural Credit Fund ("I'und") for receiv
ing A. I. I). and (O)C ( tnterp)irt disburnenents from the Central lank, as 
well ias r',11o.vrm .antd inter.nt paymen cnts from saubloan, 111an.e therefromn. 
The move ment If lmnies of thi }[ii ud will be acc ounted for sep.arately 
from other funds under INI)APJ control. 

http:inter.nt
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The Fund will begin operations with an initial advance 
from the Central Bank, and thereafter receive reimbursements for 
eligible subloans based on agreed documentation submitted by INDAP 
to the Central Bank. INDAP will not be required to repay either the 
A. I. D. or GOC counterpart component received into the Fund nor 
will it pay any interest charges. 

INDAP management will allocate Fund resources for on
farm agricultural production credit of a short and medium term nature 
for qualified target group minifundista farmers, first to satisfy require
ments within integrated area development programs (described below), 
and thereafter to area offices within regions that INDAP certifies will 
apply the A. I. D. approved operating regulations and procedures required 
as a condition precedent to disbursements for INDAP credit, as well as 
A. 1. D. approved reporting requirements, loan collection and bad debt 
management criteria and procedures. 

Before a regional or area office can be certified for utilization 
of resources of the Fund, INDAP managemznt must satisfy A. I. D. that 
staffing levels, capability and orientation are adequate to reasonably 
assure application of Fund resources in accordance with the intent and 
purpose of the Project, am articulated in the approved operating procedures 
and regulations. Procedures will he described in Implementation Letters. 

The slecial unit within the Planning Office of INDA1P will main

tain a close lia son wlth A. 1. 1). for the purpostie of reviewing financial 

reports and cvalu.itlion information to ;gree upon advisable coursle correc

tions and adju1tirietiti throughout thie Project period. As overill INDAP 

operations rca d a s.itIllfactory level of perforxnanue in terms of the 

purpose of this Project, A. I. I). , if requi-ated by INl)AP eithr r during or 

citer the Project period, itay .gre that INI)A 1 nierge I'und resources 

with other INl)AlP resour( ets. 

The (OC will assure throt, * .e aMnual bIdget assignment 

to INDAP the financing r,.qu rrd for all INI)AP pertsonnel expenses, 

including thon e related to the c r,.dit activities fina nced by the Fund. 
The GOC annuil budget assignnent to INI)A also will provide any funds 
required to replaice any decapitalization of the Fund. 
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Utilization of the resources of the Fund by INDAP will in all 
other respects follow the normal procedures as other INDAP credit 
resources for production credit. The Fund and related field opera
tions will be subject to periodic A. I. D. and external audits. 

(c) Interest Rate and Loan Collection Criteria: The GOC 
already has made the decision that interest rates charged by INDAP 
should reflect the actual market interest rate for internally generated 
funds. INDAP preoently charges the same rate of interest as that 
charged by BECH (8. 5 percent per month on short term production 
loans, and 8 percent per annum plus readjustment of principal for 
CPI changes for longer term loans). rhese rates will shortly reflect 
the cost of money given that the rate of inflation is decreasing month by 
month. In the future, INDAP will mnaintain its rate equivAlent to BECH1 
in order than INDAP clientele who achieve a satisfactory performance 
record can pats to the BECHt ( or to the private banking myntemi) loan 
portfolio, thereby freeing INI)AP resources for use among other muembers 
of its target group. Closely related to the new policy on interest rates 
is a new policy on loan collection. In the past many loans were made 
under doubtful conditions in terrins of profitability to the farmer, and 
collection often was not enforced. Present policy calls for t redit based 
on a farm plan that reflects sufficient returns to the farmer to assure 
repayment capacity from inc reased earnings. Further, coll ettlun 
procedures are being reoriented mo t hat the farmer has a clear under
standing ,at the t)Littit that he rn tit rep*iy, and that INI)AlP will take 
whatever tst-,.i arc necet, try to) t()lie( t. Various AterrLxtiven will 
be tested to ,(tIt! rmioin, the ben.t itioh(d of a.,suring repayment, including 
co-signing )y borr)wvrn, peer group loan supervision committees, 
group collv. tioin r(-,P,)ntii ilty, ,.£ . 

HI ,H l)j.port ing INI)AI 

lines retognir. tht in)apropi-iat en-tos of providing credit to si all 
farmers that (h),- o)t nm.rvt- to imo)rive varning (.i.( Ity of the fa.riier 
in the use (l thie uiour( rt, hir h.% in hin fnariii .riterprit . Ihir ability 
to improve eatrning aj.at ily iii.ty ro- luirr adJintnrnlitm in pro(du httch 

(d) Cr.(Iit . am I S Ser vices policy guide

technology and/or banit hiatnger iii diri ntriit urer ol1 the fariti enter.

prise, i. e. , nhiiftt Irom existing t ri ) or .ilioal produt tion -A(tivitirs 

to different ()nes, or different tiiliin.itliton . -'iirthier, the xiiia1l fariier's 
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weimbe4ing depends upon his entire family economic sltualto , not Just , 
one, 94 thecrops he grows1,4ow on etity he carrilsi oU Thus, the 
WDAPiapproaschwill beto asireI technical assistiee that a&-st
the farner Io look at his total family busilsotoi how he can beat A 
organize his land, labor sad apital resources, in combhletion with J. 
say outside credit resources that may b requied, to achieve their 
most elilent and produtiveuse in teorms osustalined family IncolMe. 

cnorder to spport this, foe Arm"apPrOah. Project foods will
be available for credit for all costsiof a dors-tom production Palure, " 
as well as for medium term on.farm inve te in emnntcrops,
land Improvemonte, on.farm irrigation investmemtso almal production
and crop storage facUlles. An Important policy change proposed by
INDAP for Inclusion in the revised credit regulations is to ponnit the 
costs of hired labor, as well as a portion of family labor where justUid,
to be included for credit fnancing. 

(e) hlivery Bhlj U4DAP is Isi the process of developing Its
operating methods for delivering the credit ad support services required
to achieve selfosustaining Improvement In the ncome, earnig capacity of 
its clientele. The basic principle being applied is for 1NDA prsonnl
to function to the mauiuon extent possible hrough organlsed groups
comprised of target group mambers. To the extent that farmer orgatta. 
tions already exist in areas that have significant numbers of manmgIlaa
INDAP will seek to establish working relationships with such organizatios
in order that credit and services reach the target farmer through his org.
nlsaton. Where no appropriate f(armer orgm tuation exists to serve as 
a vehicle for providing Individual minifluansta access to NDP credit 
and services, INDAP will assist farmers in orlaniuinglither formal 
or informal group organliatlons to serve as the delivery vehicle. 

Many of the existing farmer organizations will require substantial
guidance and assistance from INDAP before they can take on full responsi
bility of credit delivery and collection, input supply and assuring markets 
to members for their production. Nevertheless, INDAP operating phUo
sophy will be to turn over operating initiative to the farmer organlztion,
with INDAP personnel providing more or les guidance and supervisiont 
as the occasion demands. 
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It must be kept in mind that the operating criteria described 
above reflect a model toward which INDAP is working. Given the 
fact that it has inherited, in various stages of disarray, on-going 
operations based on an altogether different model (that of INDAP 
as the patr6n of minifundistas on an individualized as well as group, 
basis), a part of its operations temporarily will continue to function 
in the more conventional individualized manner, with major changes 
being only in interest rate charged and more dynamic IoAn -ollection 
procedures. As INDAP field staff becorre more proficrnt at applying 
group methods and in implanting the concepts of coopn-Ation and self
sustaining income earning changes among the leaders of farmer organiza
tions and rank and file farmers, the "new" model eventually will expand 
to the total INDAP effort. 

(f) Integrated Area Development Programs : In 1975 INDAP 
began carrying out studies designed to serve as the basts for planning 
and implementing integrated area development programs. 

The purpose it to provide an objective basis for allocating INDAP 

reqources among different rural areas in accordance with relative needs 
in terms of poverty levels and incidence. Further, within a given area, 

such studies (and result ing plans) improve INI)AP' aibility to direct its 
resour es to activities that tap inherent advantages due to rnark,!t location, 
human skills, cliniatio. conditions, resource base, etc. Additionally, 
important eteedn for integrated (evelopniient other than those that Involve 

INDAP re ponnihilittes diret tly are identified. Such information can be 
made avai lable to r levant phjl lt and private institutions for appropriate 
action coiplement.ary to INI)A|' t.ffrtn. 

An itkudie n and renulting )lans .ire conipleted for initially selected 
areas. utudinm for .iddit tonal .trra v will be undertaken. The first plan 

recently wai l enIlt.t ton initiated. Anothrr sevenmiiplete .rid nlplC 

plans ar; -xp't ,.d t4o bre Tompleted during 0'70 and i npletnientatton begun. 
Six to eight nrw .irv. pl.tn ar repr)j ctrd to be (onrlepted eah year 

during 1977 and 9l'tH .nld elrieiititton initiated. Thus. a total 14 20 

to 241 plann will hie onmipleticd and irmvtrtto iiderw.ty by thr eric! 

of 197H. A iwrl ion f the INI)AI' tv( hicaI .11 n"int.1iio C ( orpontill of thle 

A. I. 1). l..in will ,nintir Oh" INI)AI' plantning ( itt- ill ittiproving ,.spability 
in calrryinr out thc re-levaint btudif-t and ulevrlojuiig itegratedi a rt.i develop

ment plans. 1 .ilrvi " in . ra where aim( h pl.inn .irr being imiiplemiiente(d 

will be ,an.ignrd highint priority by INI)AI in progra mning use of produc
tion ( rcdt funds from tit P'roje t. 

http:iiderw.ty


A I"It r eiAsIa fa f ' " m 'nm...&. 

The Central Bak tolether with the binisty of Agriculture
will develop roeoperatSloon pi n Ireduat that'establ 

lendilg arteri for obtiig access to Proj'o td by. baniIng
 
ysitmi Thergulatiot s ll be a cu dtiO s 04r0eed40t hirtAtio
 

burema un rlcopent.t•ar
er tis 

The lening criteria to be applited will be broader t. the

present szituzMu crop specific dis0o6"t,11ines0 Inthat all

cr"pa Inivesock enterprises iath farer opertos GAS b 
finaind4 AddItionally, the l a ag ofubor will be permit"ed and 

nY liMUtton On the level of Inputs to be finaed per hee . or,
rm4 nIt wlill reflet a realistic relatim eshito p cIcaapmts


able practIces. Credit will be limite to short term production pos.
 
poses.M orts will be made to keep lendn criteria as broad an
 

imlhel as poss1ib tI order not to discourage private bak perttn
 
sooiS as the appropriate target group members are bei reache and
 
purposes *chieved. 

The definition# spelled out elsewhere in this paper wegardn g
farmsue lImits (Part eC) and cooperative membership compositin 
(Part 24) will be reflected in the lending criteria. VerIfication of 
compliance with ais limits will be based on property tax statements 
which all farmers can make available to their banks or cooperatives. 
These tax statements include all information required to calculate
the BIH equivalent owned by the farmer. Uf the farmer Is a renter, 
he must Present his rental contract He also will be requiredt his 
loan application to certify that he neither owns or operates farmland 
other than that which he has disclosed. 

USAID will have a right to "eto subloans to cooperatives or
other groups involving more than $ZOO0,000 of A. L.D, loan funds. This
limit will be subject to revision as participating banks and the Central 
Bank demonstrate their ability to make choices appropriate to goals of 
the Project. 

The Central Bank will be responsible for establishing safeguards
to alsure compliance with the operating regulations by partic Oatlia banks. 
Although the PPIN component eventually may be able to provide the woes. 
eary Information to monitor compliance, It will not be developed sufficIent. 
ly to do so for most If nOt all of the Implementation period. U necessry 
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the Central Bank will use part of the funds that accrue from Interest margne t6 contract out the work of poet-eheuk for complane on 
a smplelbass The fhladecision will de on the equacyof the 
safearde established In the operating relati (ofs$, level of 
finOs depre. of Inspection by Superlntendet of anks oc and som" 
Initial eaperleus in applying these sfegards. 

The Courl ank and the Mnstr of Ag ltue wll a*e 
Project funds uder this Component uing the following proeedrasa 

(a) An explanation of program objectives toether with operating
rules will be ieued to all potential participating banks. 

(b) Denks that are interested will be requested to advise the 
Central Bank in writing and to provide suppeting informatlon on their 
expected loan volume. 

(c) The Central Dank and the Ministry of Agricultwo will mke 
tentative allocations of Project fnds pinnMd for releae during the 
agricultural year among different interested banks based on Informatim 
received and the bank's post performane In agriculturo. 

(d) These allocatioss will be divided into periodic allotmonts, 
perhaps quarterly. If an Individual bank does not use its aUomet 
during the period, downward adjustments will be made and the funds 

eallotted among other baks. 

In sum. the process for channelling credits under this component 
will be as follows 

(a) Central Bank publishe annoucement of availability of financing.
Indicating the objectives of the program and estimated lending levels for 
crop year. 

(b) Potesntal participating banks discuss possible credits with 
cooperatives and other farmer organizations that may qualify and request 
levele of financing from Central Dank. 
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(a) Central B nk and Ministry of Agriculture determine prelt 
minary allocations among Interested baulk. 

(d)Biwks receiving allotments flnalhisn their 'credit programs 
besod on applying A. L D. eligibility Ori"tia and nora b.ail. 

judgement. Bank' a review for eligibilitywill includecid of
 
com.pliance with A. L Do target group specificationsJ e. reform
 
sector or not more than six M Owndwi d or eanted) -nd, 4onsi I , 7..
 

with credit norms set for'h in Central Bank lending reSulatilon /
1' 


(s) Central Bank reviews documentation presented by lending 
banks and transfers credit disbursements to their accounts it all ro
qutred documentation and certUtcations are in order. Central bank 
then proceeds to request USAID for reimbursement for groups of such 
transactions. 

(f) Post check for compliance take place through. field sudltas 
regular inspections by staff of Superintendent of Banks PPIM and 
possibly special sample surveys and inspections (PPI will help provide 
cross check Information,). 

S. Policy Ningt and Information ystenm (PPE) 

The PPIS project component will be implemented Jointly by 
ODEPA and IE,with overall responsibility residing in ODEPA. 
Both entitles participated in the feasibility appraisal of this compo

int are aware of the nature of the work involved in Pro) sot execu
fion, and are looking forward to having a functioning PPIS in place. 

ODEPA will use Loan funds to contract with a qualified profes
sional to act as full time resident manager/advisor for this component. 
This contract will include travel funds to assure that he will be able to 
take advantage of experience gained In other countries involved In siml. 
lar work and consult with AID/W Sector Analysis personnel and other 
U.S. based professionals. He will assist and advise INE and ODEPA 

,U credit exceeds 200, 000 banks would obtain prior clearanco 
from Central Bank, which in turn would inform USAID of proposed 
as. of funds and ask approval. 
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in planning and carrying out all phase@ of this component, including 
the selection of and r rrangements for short term advisors. In the 
process, he will provide on the job training to the ODEPA profes
sionals who will eventually form a permanent unit within ODEPA to 
continue the PPIS. ODEPA has capable systems analysts and data 
processors that can be trained to handle the institutional information 
aspects. Eventually. it will have to add two or three trained economists 
to its staff for th- ad._ l-onal analytical work that will be necessary as a 
result of the information generated by the surveys. 

As a condition precedent to first disbursement ODEPA will 
present a subsidiary agreement signed with INE spelling out in detail 
the responsibilities of each institution in implementing the PPIS, 
including the release of Loan funds and the use of the counterpart 
contribution for the first year. Updated plans will be submitted annually 
thereafter for USA!I) review and approval prior to making a further com
mitment of Loan funds. INE will have the responsibility for carrying out 
and processing the three planned continuing surveys, including a sample 
design, training interviewers, field work, data coding, data input, data 
processing and the publication of "raw" d.lta. (If the GOC's Nutrition 
Planning Count il, CONPAN, makes a contribution to this portion of the 
PPIS, as in expected, initiation of this activity prior to first Loan disburse
ment early in CY 1976 will be possible. If the planned CONPAN contribu
tion in not forth, orning, thin nub-coniponent will not begin to function until 
the rniddli- of ( Y 1976 and it will niot be possible to begin the farill level 
survey fieldwork- until May or J.nv of 1977. ) 

All n.eim-tn (d th" ]I|'IS havo- data i prot esftitg eleiiientis. Two 
dati pro( t-niti lita ilititti .ar- (roitrilplat d, one in INE and the other 
in OD)IEPA. F,,r timtiely pro( rning of the agritultutr.l census, A data 
procratsing . hibility should exiet in INIE by the 4th quarter of CY 1976. 
Two optiotih ape.tr viable: (1) a uitini-tomptter inotallation for INE, 
compatibli- with tha.t pla.Aned for ()1K. 'A, or (2) a trinotCe Jot) Entry 
(RIE) 4trrangitginent with the Natioiial (;onputer C(enter (1K COM). 

Accordingly, USAID is requesting AID/W assistance in arranging for 
the TOY advisory services of a specialist In data processing equipment 
during JanuAry 1976 to help USAID and the GOC decide on the beat alternative. 
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6. AT. D . Monitoring 

Within USAID, the day to day monitoring responsibiltties for the 
Project will be within its Project Group 1. The special unit within INDAP 
and the resident advisor within ODEPA will promote more efficient use 
of USAID's Project monitorin" - , ourcrs. However, very close working 
relationships nevertheless will have tu 'e maintained just to keep the 
Project moving on schedule. 

Depending on the workload requirements of other )oseLhle YY 1976 
and FY 1977 projects, honie leave schedules, And other factors that will 
have to be conaidrr -d during early CY 1976, USAI1) may augnirrit ts :niont
toring capacity for the t redit ( miiponernt by tcmirat ting A ('lllan t redit 
specialist for the tiret year of the Projct Ito hrlp art uap thr ncrtrauary 
procedurea. t'SAIb itriat rely (,i uiaeto)ppoir Igrurm All) W f 4suiotantcrA: 
in f l'ofit rtflg the i1111S , Uiix)trit. In pArtit lar, thl r wlrdgv anrd n an
power rrmourt-e avalabhle w ithin the I-A DlI 4e ti)r Analysis l)iviasn 1r1ust 
be available to thr I 0 to beita:ntiveISAJI)A ()a)iIl'A help reso1).l yietions 
that may apprar during llroje.t inmlel:itrtat o AN we!l as to provide perio
dic appraisal ol the 11PI.S a(he veinetcsiaand s ge at future dire it tul. In 
addition, All) W batkatupping for finding short-term advisors will be 
requested. 



!5.B Imnlementatin Plan/ 

Aesomins Loan authorisftm by December 31, 1975, the 
target date for Loan Agreement signatme is Mareh 31, 1976, Thigs 
requ es that a draft Loan Agsrment be provided to theGOC by m4d.

* 	 Jamars0o t4at together with the basic instructions of hnplemenft.
ti Letter One, it would be fully negotlated by the end of February.,
At l est three weeks will be needed to obtain the Foreign Ministry'o
approval Of the 8pUish traslation, the clearance of the OOC's later.ag8eny Consulidng Commlission on WtonL Assistance, and the Pro.
sidentla decree authorlaing aiSnaturs. 

The tight scheduling for signature reflects the Intenion of USAD 
and the Ministry of Agricultur, to have" ,LD. Loan funds available for
the begin8'of the 1976-77 crop year J an to dovetail as closely as 
possible the PPI5 component with the 1976 agricultural census compie.
ties* 

The estimated timetable for accomplishing certain key activities
of the Lou Project compoents (excluding the elements of Wa neeo. 
tatlo and signature) are shown in the chronological Usng on the ol. 
lowing page. Oreatest detail is provided fotr the first year of the Pro.
jecto SlIppae undoubtedly will occur, depending particularly on what
happens during the first sin months of 1976. Any reprogramming
will be reflected in first year plans for credit utiisasdon and for the 
PPVS, to be submitted as condition precedent documents. 

./ Depending on location, the crop year in Chile begins with planinS
in May through July of winter wbeat, rice, eome oil e"ds, pasture,
and fruit, and plating in August through October of corn, lentils,
beans, pottoes, tomwatoe, melos, spring wheat, etc. Harvest 
begins in Januaryand runs through May. 
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Illustrative Timetable of Impleawntation Events 

Activity 

,,redit 

12/31/75 Loan Authorized 

2/29/76 

3/31/76 Loan Agreement Signed 


5/15/76 


6/30/76 CP's met 

8/15/76 First A. I.D. reimbursement 
to Central Bank processed 

9/30/76 Agreed upon plan for use of 
technical assistance funds 
for INDAP. 

10/31/76 

11/30/76 lot. INDAP technical assist
ance contract signed, 

12/31/76 

3/31/77 Znd. year credit distribu.
 
tion plan Completed.
 

6/30/77 

PPIS 

Loan Authukiized 

Data processing configuration 
and specitication finalized 

Loan Agreement Signed. 

Fitld work initiated for evalua
tion of Isrget penetration. 

CP'S met. 

Data processing capability
in place, installed and/or 

rented. 

Begin processing of census 
fie d data. 

Ta.Act group penetration 
evaluation completed. 

Znd. year implementation 
plan completed 
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Illustrative Timetable of Implumentation Events (Cont.t,) 

Ac tivity ,, 

Date Credit PPIS 

2/28/78 Credit effectiveness evalu
ation completed.
 

3/31/78 3rd. year credit distribution
 
plan completed.
 

6/30/78 3rd. year implementation
 
plan complet4d.
 

6/30/79 Final disbursement for
 
Credit
 

12/31/79 Loan evaluation report 
completed. 

Final disbursement for PPIS. 

2. Disbursement Procedures 

(a) Credit Activities 

As explained previotisly, the Central Bank will administer 

the credit ,( tivities under the A. I. 1). Loan. It will receive documentation 
from INDA1 ) and from the participating banks evidencing that eligible 
subloans havc been- rudr. The Central BlAnk will transfer the correspon

ding lotal utirrency deposits to the acconts of INI)AYP and the participat

ing bankm. 'hir Cri ral B1ank will avit-rnir ri ze the trAilmaCtonD and re

quest A. 1. 1). r- ritbursernent fo(r the agreed upotn portions and charge the 

Loan. leimrnbrarrment will be in dollars, a l(ilAte(d at the highest le

gal prev~ailitig rate <nnsstent with normal loan agreement reqiuirements. 
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Disbursement will be made as frequently as necessary but probably not 
more than once each month. 

A. I. D. funds will not be attributed to any individual subloan or to a 
particular element of subloans. This will minimize the end use docimnen. 
tation requirements for payment. (Actual end use checks will still be 
possible through field level audits at the local INDAP offices, the partici
pating banks, and the cooperatives.) When credits are made to a coope
rative or other group instead of to individual farmers, the loan will not 
be eligible for reimbursement If more than 50 percent of the credit is 
used to finance production of crops excluded by A. I. 0. manual orders. 

(b) PtPIS 

Efforts will be made to contract the resident advisor to 
ODEPA for this component through a personal services contract with a 
Chilean, U. S. , or third country professional. Payments will be pro
cessed directly by ITSAII) to the" individual, based on monthly requests 
from ODJI:A. If the selected individual is located outside of Chile, 
moving expnses could be reimbursed. Short term advisors will be 
contracted from the private sector, universities, and PASA arrangements 
as may be appropriate for the specific needs of the Project. Normal 
contract procedures will be followed. Dollar and local currency costs 
will be paid directly by A. I. 1). based on ODEPA requests. 

Disbursement procedures for data processing will depend on wheth
er purchase or rental is involved. Imported equipment will be paid 
for through the A. 1. I). Letter of Commitment procedure. Local rental 
costs will be paid directly by A. I. D., based on OI)EJA requests. 

Costs involved in survey work will be largely in local currency. 
The annual implementation plans presented for USAI) approval will 
detail the use of A. . D. Loan funds during each year. There are two 
alternatives for making disbursement for these costs. One is to finance 
an agreed upon percentage of the costs, with periodit disburst.rnent 
based on evidence that [NE has perforred in accord;An(e with the plan. 
The other is to identify those items most apprupruate for A. 1. 1). financing 
up to the annual A. I. 1). contribution amount and disburse in accordance 
with the documentation appropriate for cath itern involved (e.g.. print
ing of questionnaires, supplies and materials, gasoline and vehicle 
maintenance, and local per diem). USAID would prefer to make this 
decision jointly with the GOC once the first annual plan is available. 
Imported equipment for this activity will be paid for through the Letter 
o( Commitment procedure. 
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C. Evaluation Plan 

1. Principal Evaluation Questions 

Among the most important questions to be answered in 
the course of the Project's evaluation aret 

(1) Is the Projict's definition of the target group an 
appropriate one? If not, how should it be reformulated? 

(2) Are the Project's eligibility criteria structured so 
as to maximize the probability of reaching the poorer 50% of 
Chile's agricultural landholders? 

(3) Is a significant share of the Project's resources
 
reachLig the poorest members of the Project's target group?
 

(4) If in the course of Project implementation the 

target group is found not to be adequately served, how can the 
eligibility criteria best be reformulated? 

(5) Are the re(ipients of the Project's resources 
utilizing them in a pr(iuctive manner (i.e., are their net incomes 
being affetted favorably by the Project)? 

(6) Are the Project's resources contributing to a
 
better utilization of family labor, hired labor, land, and other
 
re sou rces?
 

(7) Is more food being produced by credit recipients 
than formr ly? 

(8) What relationship, if any, exists between the
 
recipients' incomes and/or wealth and their loan repayment
 
records?
 

(9) What relationship, if any, exists between the 

differing tec:hnologies employed and the recipients' incomes? 
Does the presence or lack of T.A. have a bearing on recipient 
success?
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(10) Do differing outreach mechanisnuemployed in the 
Project have a bearing on the recipients' ability to utilize credit 
productively or on loan repayments (e. g., INDAP recipients versus 
banking system recipients or multirrecoops versus campesino 
coope rative s)? 

(11) Have t , nutritional levels of the credit recipients 
improved? 

(12) Are data systems such as the PPIS a worthwhile 
development assistance investment? 

The Project's planned evaluations will attempt to answer the 
above questions as well as similar ones which may arise in the 
course of the Project's implementation. USAID does not think that 
answering the above questions definitively will be easy given that 
other GOC resources and programs will be aimed at the same 
group of recipients; no doubt the effects of other factors such as 
changes in crop prices also wil be difficult to isolate. In spite of 
the foregoing reservations, a careful attempt will be made to assess 
the Project's impact both during its implementation and at its end. 

2. E'valuation Methodology 

,"l'h. iPolicy Planning Information System (PPLS) described 
in Part 2 and in Annex 11 ctyntaina components that will provide both 
the inst rurne tts and the (ontrol data needed for the contemplated 
in-depth evaltIMatt-, of thr- Proje ct. The principal instruments to 
supply data for the rvaluatiron will be the PPLS annual farm level 
micro-e(onota i su rvey and its annual rural budget survey. The 
farm l.ve tin ro-r'c ,n(oji ic survey, built on the fornat, methodology, 
anti 'xj)erient- by ILatin Ane ri an Bureau Seetiornvdeloped the 
Analysis Group in (Colonbia, (Gu.temala, and the Dominican 
Republit, will prov idt, the nete .t.1ry dt ta base for studying the 
evaluation otv-ati(,ra relat d to, farn) levrl profitability, int-orme. 
eniploytrwnt, w,-alth, thAneS in tao tor utilizatlon, etc. The rural 
budget atsrvey will provide the n"t, .sary data base for answe ring 
questions hi t pissihe indii v0 (hiange in Consurhption patterns 
and nutritiu,nAl I l,. . T ahesetwo surveys will be adnministered to 
randomily meIr ted saale~l (i ( rcilt applicants and to randomly 
selected sattiplea of the rural poplattion at large through the 
normal 1111; inte rviewo. 
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What is contemplated is the administration of the two PPMS 
questionnaires t% the credit applicants about the crop year prior 
to entering the program and on a yearly basis thereafter. Thus 
the surveys would provide baseline and year-by-year data for both 
credit program participants and unsuccessful applicants. In order 
to compensate for changes other than the availability of credit, 
the beneficiaries of the Project can be compared with non-beneficiarieu 
of the Project who have been interviewed in the PPIS component of 
the Project (the control group). For the purposes of the evaluation, 
the program applicants who by chance would be included in the 
normal PPIS sample would be lumped together with the credit 
applicant group. Similarly, every intent will be made to 
normalize for extraneous factors such as regional variations and 
price changes to assure maximum comparability between groups 
and sub-groups of the samples. Total normalization will of course 
not be possible. 

In order to minimize distortions in the answers by credit 
applicants, the interview process will not be associated with the 
credit application procedure. The sample frame for the credit 
evaluation will include all applicants for credit under the program. 

A sample of both successful and unsuccessful credit applicants will 
be followed, thus permitting comparisons between the successful 
and unsuccessful applicants and providing one important basis for 
the ongoing evaluation of lending criteria. Interviews of credit 
applicants will be carried out in conjunction with the regular 
interviews under the PPIS but will not form part of the regular 
PPIS stratified rantlorn sar.iple. 

3. Evaluat ion 5(hedul-

Spr oil valutti ns are a( heduled for 8 months after 

the first Loan d(ithirseImlent. bsecause its principal purpose will 
be to determin, whether changes are needed in the Project's 
eligibility uratrta and lending nehanims, the scoup of the first 
evaluation will fo(us on addrensing principal evaluation questions 
1-4, which relate to the Projett's direct beneficiaries, its target 
group, and to the lending eligibility criteria. 
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The second evaluation, scheduled to take place 1Z months 
after the first, would address the more difficult questions about 
the Project's impact on the incomes and lives of the Project 
beneficiaries (e.g., principal evaluation questions 5-i1). The 
final evaluation is scheduled for the end of Project. In addition 
to covering similar ground to that covered in the first two 
evaluations, it would add as an additional focus the evaluation 
of the PPIS and of the evaluation system itself. 

4. Evaluation of the PPI' 

The evaluation questions associated with the PPB 
deserve further attention. To attempt to answer the larger 

question of whether or not information systrms like the PPIS are 
a worthwhile ictivity for external assistance (principal evaluation 
question 12), the following poitm need to )*- rxarnined: 

(0) Is the system pr,,viding Laaeline measurements 

of the income, resourc es, and spri If:,- r( ofrinkic potential of the 

Chilean poor?
 

(2) Is thc 1PI'.S an )ingoing mie hanirn in pliase for 

the evaluation of the iimip|tt )f prjcr- t, prograro , And policies 

aimed at altering the welfare ,f (hilr'a po,,rer groups'A 

(i) Hfas the I'i.; eyntv-i; been of , ie in the rvaluation 

of the agri cultu r i re-dit c,,rnpinctn ,of the Projr t" 

(4) IlAm th i'll'; system lm-rn tiaefil for the formu

lation or .vA4itiait n (Al tither dt yw-lopm nt pr oje ts in the fooI and 
nutrition Arr. has it ttontributed t,, ! using those projects on the 

' needs of the po+ur 

(') Is I)TLS generated information 1wing employed by 

others beside O)EI'PA; is it rradily available t,, thenf" 

(01) Is the Ji|l.! a r latJvely (,,t -e e (tlye mean* for 

gsthering, ,rialyzing Airi uissemm nating reliable and atatistically 
significant inrtorr.mati nereded for the forn,!lat ion ant evaluation 
of developriunt pr)Jetts? 
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(7) Assuming that the PPlS is found to be an activity 
worth continuing, how could it be improved? 

The focus of this Evaluation Plan on special evaluation questions 
does not mean that more routine evaluation questions wiU not be 
dealt with by USAID. 

5. Evaluatiom System Implementation 

An estimated 16 mm of technical assistance will be 
needed for the design of the evaluation system and for the perfor
mance of the periodic evaluation analyses. The technicians 
involved could be Chilean, third country nationals, or from the 

United States. ]ltowever, approximately seven nn of evaluation 
T.A. should be fromr sources familiar with A.I.D. evaluation needs 
and procedures; these technicians probably will come from the U.S. 

6. Evaluation Costs 

The evaluation costs are summarited in the following 

budgets:
 

Evaluation Technical Assistance Budget 
(US$000)
 

A.1 D. 

LC FX 

Grant Funded 

Evaluatin System Design 2 mm 2.0 5.0 

Design of Credit Applicant Sample 2mm 2.0 5.0 
Total Grant Funded 4 mm 4.0 10.0 

joan F'unded 

First Evaluxatjirm Analysis 2 nun 2.0 6.0
 

Seond Evalmiutmn Analysis 4 mmni 4.0 10.0
 
Final Evaluatimn Anilysis 6 mm 6.0 15. i
 

Total Loan Funded 1Z mm 12.0 31.0 
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Evaluation Survey BudLet 

A.1, D, 
x. L..p

Grant Funded 

First Year Field Work & Coding 26.0 

Total Grant Funded 26.0 

Loan Funded 

Second Year Field Work & Coding 39.0 
Third Year Field Work & Coding 53.0 -

Total Loan Funded 92.0 -

Total Evaluation Cost Sumrnary 

(US$000) 

A. I , Do 
CY 76 CY 77 CY 78 CY 79 CY76-79 

Grant Funded 

Technical Assistance 14.0 ... ... ... 14,0 
Survey Costs 26.0 "2" . - 26.0 

Grant Funded 40.0 ... ... ... 40.0 

Loan 	 Funded 

Tedhmiil1 Amunitance New 8.0 14.0 21.0 43.0 
Survey Costs ... 320 53.0 .92,0 

lo-an Funded 47.0 67.0 21.0 135.0 

-otal -vl-aoCo -6
 

Total 	 Evaluation Coste 40.0 47.0 67. 0 21.0 175.0 



Those budOt do not silde two = 1 AI/W "Big 

Y*eoetW by WA3 ftot do rvew a1 the ysm NAd ul thm p 
design "Oy foweteolp~, th oftniInpalc 14," 

ho sec d yer 1, o WitInp4, 000. Nat. th 
these figUre mst be und In ** eowwr id th crdb.appian
sample. Should the immte budgeted SeOkthe 4redit aw lent son* 
be either too large at too smal, L n funds Gouldbe shifted as 
needed between the survey empnent of the PPN' ad h,'$% y 
costs of evaluation. 

As pointed out In Part 4-A and Annex 3.1 of tl Paper,
CONPAN will likely provide $95 000 fro tho proceeds 01 A*L D. 
Loa 51 $.T.06, Ibltetisal Dop met to boa dho Oat up costs 
of the PP= survey components thes e8de will be avalVale prior to 
the disbursement of Loss fus from this Prject. Mldwo epead.
itures for the PlII fall within the sope of the CONPAN Les tho 
supplementary sufy at credit applicants the design of h credit 
applicant sample frame. and the fial design of the evaluation 
system are clearly outside of the scope o the CONPAN los. 

The AID/W Interim Report Cable Otate 27223) Instructs 
USAID that the "PP should provide for the collection of d" =I 
farmers at an early juncture in Loss implementatm (L.e., within 
six to aim manths). This data would provide the basis for a detailed 
evaluation within the first year of the Project.... 10 The timely
gathering of proper baseline data an credit applicants prior to their 
use of Loan provided credit funds will require that the fM design 
of the evaluation system be completed end the first credit applicant 
survey be in process during the third quarter of CY 761 at that 
time Loan disburseme te will only be belinning, even though it is 
expected that OOC counterpart disbursements will have beun. 

USAID concurs with AZD/W on the importance of timely ad 
meaningful baseline data on credit applicants for the first evalkatio 
At the same time, W IDcannot overstress the urgency of having 
Loan provided disbursements flowing for the 1976.1977 crop year. 
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ISMAID suggests the following solution for DAEC considerationt that 
$40. 000 in grant funds be made available concurrent with Loan 
authorization to finance the design of the evaluation system and to 
provide for the proper and timely gathering of baseline data on 
crcdit x .ptlcantv. The grant would provide $14,000 for four mm 
of va'uation system design and credit applicant sample and 
qui-ti )nnalre e..sign, and $26, 000 for questionnaire printing and 
admin stration. Data processing of the information would be 
financtd uising Luan furnis. ODEPA would be expected to contract 
U.S. and Chilean T.A, for the activity and contract with INE for 
questionnaire printing and administration. 
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D. Conditions Precedent and Covenants 

The 4#volopment of detailed operating plant and criteria will 
be crucial to efficient and effective implementation of the Loan. 
INDAP will be required to modify its regulations and lending criteria 
applicable to the Project. to present plans for allocating credit (espe
cially with respect to the first year of operation), to identify required 
professional and technical field personnel needs in the first year toge
ther with evidence of authority to hire and mainta n such staff, and. to 
provide evidence of budget assurances for administrative support and, 
of course, conterpart capitalIzation. 

The banking system component will require detailed plans also 
but less in the way of institution building. Operating policy and regula
tions defining the relationship of the Central Bank with lending banks, 
lending criteria and sub-borrower selection criteria and evidence of 
capitalizati(r' availabilities will be required. 

The onti tle, precedeit it) ( olimitxments or disburserents for 
the Loan or (ot ri;n-rit a of the L.oan (in additton to the "standnard cond.
tions") will lie as followts: 

Excrept an A. 1. 1). imay othverwise agree in writing 

1. 	 Prior to any lithur artn it for agritcaltur al production 
credit by INI)AP. horrower shall present in form and 
substant e sat tuac tory to A. 1. 1). 

a) 	 A dertailed itlmprttirittation plan including INDAP's 
lon~thtu tj attI ,ain atid ( rtte rin. first year plan 
for allt4 atkon tit t redie, anaslysis of professional 
And 	 tI hylit al f ril peroouiial tre.d. Anld plains for 
Rest 	111-J t hoae nc I I ht( ,Ujh &.4Iit I,:tA 1 atstf and, as 
110o nslS~ly, !, 0t) , 41, Aftlatancte 

b) 	 Xvidlont i , the avatl;biiity of rroluirrd comitorlitart 
fuuif as a1)tIaItat i i it ofI |(h t rmdit Jr)gra iiI. 

C) 	 Evtdan, o that INDIA1' has established a sparato account 
tor credits to be fitoarnted under the Loan. 



2. 	 Prior to my disbursoments for tdios, conultin servieot 
training MAd odhr costs t s..iso Ap. BoDerrower

aDWl proSnt is form SM 0uba4404 SlaWuory to A. s09 
a plan for dth uttsaetlo. o l fhoe tfor WM puraose, 

3. 	 Prior to Oy disbursemnt for agricultural Prdetiom credit
by the ba*ag systm. Brrower &W preNt Inform adlsubstance sMtsacdtory to A*l D. s 

a) 	 A doted impentatioen plan l HNdq loading andoperatngrooulatons governi8 IAeto between 
the Centrl BankaM participating I sukend-borsower 
eoloctio ad leading criteria and a firstyou credit 

allocation plea. 

b) 	 Evideoce of the avaUability of requirod oeTe P 
funds s captalioation for deredit program. 

4. 	 Prior to ny disbursemens for the PPM activity Borrowr 
hall prosent a detailed pa in form sad substance stle. 

factory to A. L D. for the first year'e operation inluding. 

a) 	 A tec',nical determination of the most approprko

confluration for all data processing elemots of
 
Whis 	 activity, 

b) 	 A signed agreement between ODZPA and D(3 describ. 
Ing their respective role@* and 

) 	 A revised cost breakdown s h the ptan for first 
year Us of fuds. 

.	 Prior to any commitment of Loan funds for the credit or
PPI3 activities, sfter the tirot year from initial disburse. 
mot under the Loan and after tho secod year, the Borrower 
shall presents in form and substance satis torr o A. L D,
dedoed piano regarding the u of Loan uads for the second 
and third wears, respectively, of die Project and such related 
information as A. I. D. may proescribe. 
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In addition to the above listed conditions precedent and to 

"standard" covenants, the Borrower will covenant as followat 

1. 	 Consistent with current GOC policy, all agricultural 

production credit financed under this Project shall bear 
positive interest rates reflecting the market val.,e of 

money in Chile, and shall represent a net addition to 

the agricultural credit available In Chile. 

2. 	 In addition to the contribution for credit counterpart, 

GOC will assure budget ( ontributions to INDAP 
suffit i t to adwiInister and operate the cre itprogram 

whk h is part of this :'-oject and will provic'e any 

additional budget ontribution necessary to avoid 

decapitalitation of INDAP funds available for ..-,nding. 

The GOC anti the concerned institutions are aware of the 

nature of the tondit ions precedent in terms of itistituttonal upgrading 

and the aujiount tif planning wisli h will be required before disbursement. 

INDAP to rope, ially ,warrt of the ptirparation which will be involved. 

The (entril 1ari hs t ,r|itrl tIhr stltr (ifadrl iglatrtator and is aware 
that a su latcaintial ,,tlay of fuar|1ing will bir rrqyirrid. While the specific 

requtrrIcrat. ooI t1ir i imiItict4 n s lltt iioVr altt have lit)t been negotiated, 

the role to be playrd and the effort levrls involved are generally under

stood by [ho ( Ihilan institutions involved. 
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Institutional Information and SurveV Data Analysis and Divulgatlen 
Sub-component (ODEPA) - ESTIMATED PPIS BUDGET. 

(in US$1,000's) 

Description Estimated Coit 

Mini-computer and Peripherals 
Basic 64K Configuration 43.6 
Nine Track Tape Drive 15.0 
Decktape Tape Transport (Typeset) 10.5 
Four Floppy Discs 1.0 
Eight Terminals 1.0 
High Speed Printer-Plotter (500 LPM) 12.5 
Flatbed Plotter 5*5 
16K Dec Data System 310 15.0 
Card Reader 5*1 
Airfreight and Other Costs 19.6 

Data Input 
Supplies i,2 0 

Software (Cost shared with INE) 
Languages (Fortran IV, COBOL, Basic) 
Publication (Typeset and Picture Book) 
Statistical Analysis Packages 
Timesharing RSTS/E, SORT 11, Disc and Tape File 

Maintenance (1/2 of $35,000) 17.5 

Service and Maintenance Contract 24.0 

Publication 
Photetypeset 15.0 
Press (11 x 17) 14.0 
Collator and Binder 11.0 
Came ra /Platemaker 12.0 
Publication Supplies 5.0 

T.A. and Training 
Data Processing
 

Resident, 6 MM (Shared with INE) 25.0
 
Short Term, 3 MM 18.0
 

Data Analysis
 
Resident, 24MM 40.0
 
Short Term, 3 MM (Market Information) 18.0
 

Training Costs 11.0 

Sub-component Total 374.3 

NOTE: Budget Is illustrative only; definitive configuration will need the input 
of advisor requested. 
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Agricultural Census Processing and Publication Sub-Components (INE), 
ESTIMATED PPIS BUDGET - (in US$1, 000's and equivalent) 

Description Estimated Cost 

Mini-computer and Peripherals 
Basic 128 K Configuration 58.6 
Four 9-Track Tape Drives 48.0 
Decktape Transport (Typeset) 10.5 
Two Floppy Discs 5.5 
Four Terminals 8.0 
Two High Speed Printer-Plotters (500 LPM) 30.0 
Flatbed Plotter 5.5 
Card Reader 5.1 
Airfreight and Other Costs 30.0 

Data Input 
Two Station Key to Diskette (8 mo Rental, 6/Purchase, 4) 50.0 
Converter 19.0 
Supplies 20.0 

Software (Costs Shared with ODEPA) 
Languages (Fortran IV, Basic, COBOL) 
Publication (Typeset and Picture Book) 
Statistical Analysis Package 
Timesharing RSTS/E, SORT 11, Disc and 

Tape File Maintenance (1/2 of $35,000) 17.5 

Service and Maintenance Contract 35.0 

Publication 
Phototype set 15.0 
Press (IIx 17) 14.0 
Collator and Binder 11.0 
Came ra/Platemaker 12.0 
Publications Supplies 27.0 

T. A. and Training 
Data Processing 

Resident, 12 MM (Shared with ODEPA) 50.0 
Short Term, 12 MM 72.0 

Training Costs 1500 

Sub-component Total 558.7 

NOTE: Budget Is illustrative onlys definitive configuration will need 
the input of advisory services requested. 
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SUB-COMPONENT (ODEPA/INE) - ESTIMATED PPIS BUDGET 
(in US$ 1, 000's and equivalent) 

Description 

Farm 
Level 
Survey 

Household 
Budget 
Survey 

Marketing & 
Processing 
Survey 

Technical Assistance 
Data Processing 

Resident (Sameas 
Other Components) 

Short Term 
Short Term Samplin

Data Analysis 
Short Term 

g 

8.0 
30.0 
24.0 

50.0 

2MM 
5MM 
4MM 

9MM 

8.0 2MM 
18.0 3MM 
12.0 2MM 

44.0 8MM 

8. 0 2MM 
12.0 2MM 
6. 0 1MM 

24.0 4MM 

Data Gathering 
Transportation 
(vehicles) 

Local Survey Costs 
25.0 
175 0 75.0 8,0 

Sub-component Total 312.0 157.0 58.0 

(Total Cost All Surveys $527.0) 
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Ci I PRATIZV 

5/30/76 Loan signed and conditions pre- 13. 5/31/78 Third year credit allocation 
cedent expected to .e met. plan ready. 

2. 8/31/76 All computer equipment for ODEP 14S. 8/31/78 Plan for third year of PPIS 
& IKE selected ready 

3. 8/31/76 First year plan for info. Syste 15. 9/31/78 Farm level survey complete in 
(PPIS) drawn up; INE and OLDEP time for final loan evaluation 
sign inter-institutional agree 
ment re: responsibilities and 
funding for PPIS activities. 

4. 9/30/76 Complete field work for gather
ing base-line for evaluation. 

5. 12/31/76 Loan funded PPI3 advisor on 
board -

6. 12/31/76 Data processing capability avai 
lable for PPIS;all computer 
equipment installed 

7. 1/31/77 Agreement from INDAP on use of 
technical assist. funds to im
prove bad debt management. 

8. 4/30/77 Complete target group penetra
tion analysis. 

9. 5/31/77 Bad debt management plan fully 
functional 

10. 5/31/77 Second year credit allocation 
plan ready. 

11. 8/31/77 Plan for second year of PPIS 
ready. 

12. 4/30/78 First credit effectiveness eva
luation completed. 
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ANNEX E
 

CERTIFICATION PURSUANT TO SECTION 611(e) OF 

THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

I, Stuart H. Van Dyke, the principal officer of the Agency for 
International Development in Chile, having taken into account, 
among other factors, the maintenance and utilization of projects 
in Chile previously financed or assisted by the United States, do 
hereby certify that in my judgment Chile has both the financial 
capability and the human resources capability to utilize and 
maintain effectively the capital assistance project proposed for 
financing under the Agricultural Production Credit Loan. 

/ Stuart H1 Van Dyke 
Director, USAID/Chile 

December S. 1975 
Date 
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DRAFT LOAN AUTHORIZATION 

Provided Under: FAA, Section 103 
Country: Chile 
Loan Amount : US$15, 000, 000 

Pursuant to the authority vested in the Administrator, Agency 
for International Development, by the Foreign Assistance Act of 
1961, as amended, and the delegations of authority issued thereunder, 
I hereby authorize the establishment of a loan ("Loan") , pursuant to 
Part I, Chapter 2, Title VI and Section 103 (Food and Nutrition) of 
said Act, to the Government of Chile ( "Borrower") of not to exceed 
fifteen million United States Dollars ($15, 000, 000) to assist in 
financing the foreign exchangc and local currency costs of a project 
to improve the delivery system in Chile for providing agricultural 
production credit to the small scale farmer and to improve the 
information systems available in Chile for solving problems in the 
agricultural sector. The Loan shall be subject to the following terms 
and conditions: 

1. Interest and Terms of Repayent 

Borrower shall repay the Loan to A. I.D. in United States 
Dollars witl in forty (40) years from the date of the first disburse
ment under tieLoan, including i grace period of not to exceed ten 
(10) years. liorrower shall pay to A. 1. D. in United States Dollars 
on the disbursed balance and upon any due and unpaid interest of the 
Loan interest at the rate of two percent (2-%) per annum during the 
grace period and three percent (,',) per annum thereafter. 

2. Other Terms and Conditions 

(a) Except for occan shipping, goods and services financed 
under the Loan shall have their source and origin in Chile and 
countries included in A. 1. 1). Grographic Code 941, provided that 
marine inauir;In( of nud h sour,,. and origin may he financ ed under the 

Loan only if it it (jhtbtil,,td on a (oMpet tve haste and Any Claimm & there
under are payable i,nctmvertible (urrencies. Ocean shipping financed 
under the loan nh.ll be procured in any country included inA. 1. D. 
Geographi' Code '941. 
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(b) United States Dollars utilimed under the Loan to 
finance local currency costs shall be made available pursuant to 
procedures satisfactory to A. I. D. 

(c) Borrower shall agree that except as A. I. D. may 
otherwise ageee in writing: 

(1) 	 Pricr to any disbursement for agricultural production 
credit by INDAP, Borrower shall present in form and 
substance satisfactory to A. I. D. : 

i) 	 A detailed implementation plan including INDAP's 
lending regulation3 and criteria, first year plan 
for allocation of credit, analysis of professional 

and technical field personnel needs and evidence 
of the ability to fill them; 

it) 	 Evidence of the availability of required counterpart 
funds as capitalization of the credit program; 

tit) 	 Evidence that INDAP has established a separate 
account for credits to be financed under the Loan. 

(2) 	 Prior to any ditil ,iraements for studies, consulting services, 

training and other costtj of assistance to INDAP, Borrower 
shnll present in forn and substance satisfactory to A. 1. D. 
a plan for the utilization of Loan funds for thi s purpose. 

(3) 	 Prior to any ditiburt nr, eznt for agricultural production 
credit by the banking iytitemn, Borrower shall present 

in form and substace satinfactory to A. I. 1).: 

i) 	 A detailed irpl emeritation plaii in: luding lending and 

operating regulttions governing transactionn between 
the Central 1B.ik and participating banks, ,tub-borrower 

selection and irnding criteria and a first year credit 
allocation plan. 
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it) 	 Evidence of the availability of required counterpart 
funds as capitalization for the credit program. 

(4) 	 Prior to any disbursement for the PPIS activity Borrower 
shall present a detailed plan in form and substance satis
factory to A. I. D. for the first year' s operation including: 

I) 	 A technical determination of the most appropriate 
configuration for all data processing elements of 
this activity. 

it) 	 A signed agreement between ODEPA and INE describ
ing their respective roles, and 

Iti) 	 A revised cost breakdown showing the plan for first 
year use of funds. 

(5) Prior to any commitment of Loan funds for the credit or 
PPIS activities, after the first year from initial disburse
ment under the Loan and after the second year, the 
Borrower shall present, in form and substance satisfactory 
to A. I. D., detailed plans regarding the use of Loan funds 
for the second and third years, respectively, of the Project 
and such related informatioi, as A. I. D. may prescribe. 

(d) 	 Borrower shall covenant as follows: 

(1) 	 Consistent with current GOC policy, all agricultural 
production credit financed under this Project shall bear 
positive interest rates reflecting the market value of 
money in Chile, and shall represent a net addition to 
the 	agricultural credit available in Chile. 

(Z) 	 In addition to th. ( oitritbution for credit counterpart, the 
GOC will aasurr tudgrt contributions to INDAI ) sufficient 
to admintntrr and ,peratr the credit program which is 
part of thin l'rojer I and will provide any additional budget 
contr abution nr v nan ry to avoid decapitalizatton of INDAP 

funds 	availabl, for relending. 


