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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 propnsed herein, The
Government of Chile (GOC) will repay the l.oan 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 reclated technical assistance to the principal
lending institution; and an agricultural Policy Planning and
Information System (PPIS).

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 2nd to improve its utilization, This com-
ponent totale $12, 500,000 of A.I.D. l.oan funds, of which $7, 500, 000
are to be relent through the Institute for Agricultural Development
(INDAP), an autonomous entity of the Ministry of Agriculiure,
$500, 000 are to be used to upgrade INDAP's inatitutional capacity,
and $4, 500,000 are to be relent through the banking system in an
effort to eatablish a private sector source of financing for simall
farmer production credit neceds,  The Central Bank will administer
the A.L.D. l.oan disbursements both to INDAP and to the banking
system,

Through A,L.D, Loan funds and matching GOC contributions,
INDAP will have a permanently capitalized credit fund of $15, 000, 000
equivalent for providing production credit to small farmera by the end
of the third year of the Project, INDAP will emphasize and promote
delivery of credit and other services through farmer groups organized
on cither a formal or informal bamis,  Where farmer organizations
alrcady exint that have the potential for serving as the delivery
vehicle, INDAP will encourage and amnist them to improve the capa-
bility of their organizations; and in cases where they do not exist,
it will encourage farmers to organize themaelves to carry out and
manaye the aecrvices delivery function,
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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 reimbursz 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
avallable to finance small farmer credil through this channel.

Banks will be allowed to lend to individual farmers but are expected
to lend mainly through farmer groups such as couperatives, societies of
agrarian cooperation (SOCAs), and semi-formal associations of farmers
such as the small farmer suppliers of a particular agro-industry, 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 devclopment 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 USAILD,

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 this Loan, and the broader agricultural
credit cnvironment. The PPIS component totals $1,500,000
of A.1.D. Loan funds, (including evaluation costs) and will
finance technical assistance, survoeys,



"

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 s=2rving the sector.

At the end of the three and one-half year disbursement period
of the Projec:, the Ministry of Agriculture Development Planning
Office (ODEPA) will have the basic analytical tools and modernized
information handling process necessary for improving tiie 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 i9 directly related to the agricultural credit
programs in that it will provide the Lkasis for thorouch
and in-depth evaluation of the credit programs and will
make possible a better undesstanding of the target farmer.
It will provide monitoring and portfolio distribution
qguidance during the later part of the disbursement period.

D. Summary Findings

The Project is socially and economically sound, A portica of
the target group is already using agricultural production credit,
Many morec small farmers uscd production credit reasonably well
prior to the gencral 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,1.D, funds,

The GOC has adopted a series of sound policies that favor
the productive use of credit, including a positive market rate of
interest for credit, world prices for agricultural products, a
realistic exchange rate that climinates the previous disincentives to
oexport, and cncouragement 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



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,.1.,D, programs in other lLatin American
countries and incorporates improvements based on those experiments.
Its implementation plan is based on a feasibility assessment aud
the cost estirnates are reasonably firm.

The Project meets all applicable statutory criteria as indicated
in the completed checklist 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 Issucs

The guidance cable (State 272223) received in responsn to
USAID's Interim Report on this Project stated: '"The Mission should
proceed with the development of the PP on the basis of thie (target
group) definition with the clear recognition that the Project should
be so structured that the major share of loan resources reaches
the poorest half of the Chilean land holders'., As a result, and
taking into account INDAP's absorptive capacity, USAID increased
the allocation of '.oan funds to INDAP from $6, 000,000 to
$8,000, 000 with & corresponding reduction in the allocation of
credit to be channelled through the banking system from $7, 500, 000
to $4,500,000, IPart 3, Scction C contains a discussion of the
target group that is pertinent to this issuc.

The guidance cable further recommended that within the first
year of the Project a detailed evaluation be made of whether the
objective of reaching the poorest 50% of the Chilcan land holders
was being achieved., As discussed further in Part 4, Section C,
this would require an immecdiate allocation of $40, 000 in technical
support Food and Nutrition funds to USAID to begin the neccssary
planning and ficld work for a bascline study prior to the date by
which Loan funds arc 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,
includiny related technical assistance to the principal lending institution;
and an agricultural Policy Planning and Information System (PPIS),

The problem to be addressed by the credit component is the severe
shortage of small farmer agricultural credit in Chile. This shortage
is directly related to hyper-inflation and othc_f/lisruptive measures that
occurred under the previous administration. As inflation ballooned
during 1971-1973, interest rates did not keep pace.  Public agencies
that provided agricultural credit, such as the Banco del Estado de Chile
(BECH) and the Institute for Agricultural Development (INDAP), were
lending money at significantly 1 egative interest rates when the new
government took power in Septemnber of 1973, These nepative interest
rates coupled with lack of scrious collection intent resulted in decapita-
lization of credit resources; credit became, in effect, a mechanism for
permanent resource transfer and onc of the principal means by which a
""cheap food poiicy" was kept afloat, at least temporarily,

The present administration is taking severe monctary and fiscal
actions to combat inflation.  Although progress is being made - the
Consumer Price Index (CP]) increase for October 1975 wan 8.4 percent
compared with 22,3 percent for October 1974 - restrictions will have to
continue for the next several years if inflation is to be curtailed to toler-
able levels. One of the corrective measurc s taken has been contraction
in the amount of credit available,  Fven though monetary and tiscal
authoritics are giving increasing priority to agriculture, the amount of
agricultural credit available in real terms has dropped to less than
60 percent of the 1969 levels, according to USAID estimatee.

At the same time, the GOC has announced the policy that public
sources of agricultural credit should charge a real rate of intorest of
no less than eight percent, It plans to achieve this through variable
monthly rates which will be adjusted in accordance with movements in the
CPIl. Other actions being taken to favor the agricultural sector (e.g.,
eliminaticn of price and export controln, favoring of farmer orgamzations
in the sale of State-awned agro-industrics, and adoption of realiatic

_I/Sec DAP of February 1976 for discussion of the downturn in agricultural
production during the Allende administration and the resulting food
import bill,



exchange rates) were discussed in the FY 1977 Annual Budget submission
as well as in previous loan documents and will not be repeated for the
sake of Project Paper brevity,

The availability of A. I, D, Loan resources will permit the GOC to
increase the amonunt ot agricultural production credit it can release into
the system without adversely affecting its anti-inflation program. More
important, the design of the Project is such that the additional resources
will be directed towards low income credit users. The Projart is theres
fore directly responsive to the concern expressed in the DAP guidance
message regarding increased availabilities of agricultural credit and to
Congressional mandates regarding the focus of A, 1. DD, assistance on the
rural poor.

In Chile rural poverty is concentrated in pockets whose geographic,
cultural, and economic 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 of current knowledge.
The principal rural poverty groups are:

1. small farmers (whether in collective or individual ownership
patterne);

2. rural landless agricultural workers; and

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

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

In preparation for this Project, USAID undertook a small farmer
survey with a sample mize of shightly less than 500, Pertinent conclusions
of this survey are incorporated 1n Part 3, Section ¢, and in a acparate
report available in LLA/DR project filos,



USAID also is financing an agricultural sector assessment being
prepared by Catholic University of Santiago. The f{irst stage of the
assessment is comprised mainly of a detatled 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

l. 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 irnplies
opting for a small farmer food production strategy. Neverthelens, at
this point in time, the bulk of the GOC's agricultural recovery policy instru-
ments being employed, such as free market pricing and realistic ex-
change rates, as well as the exiating agricultural credit programs, are
scale neutral endeavors.,  This Project is one of the GOC's special
efforts tarpeted ot the rural poor, n this instance principally reform anpd
minfundista sectors,

The purponse of the Agricultural Production Credit component of
the Project i to increane the volume of production credit available to
Chilean small farmiers and to unprove ats utilization., In order to achieve
this purpone the Project must improve the functiomng of the Chilean
small producer credit aynten: by increasing its capitalization, efficiency,
and number of credit channelns,

The key assumption of this Project component an that increased
availability and better utihization of credit will an fact increane Chalean
small producer activity, employment opportumtien and incomen as well
as increase overall agricultural production,  In the courne of Project
review USAID haw become tncreasingly convinced of the valtdity of this
koy assumption on the basis of facts prenented elnewhere in this Paper,
the DAP, other Projoct documentation, and the Small Farmer Survey,
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The Preject provides for a more rigorous testing of this assump-
tion in the course of its implementation by means of PPIS and aurvey
based special evaluations.

The purpose of the PPIS component is to provide an ongoing mecha-
niem for in the formulation and evaluation of projects, programs and
Policies aimed at improving the welfare of the rural poor.

The key assumptions underlying this Project compone.at 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 18 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 are to be relent through the Institute for Agricultural
Development (INDAP), an autonomous entity of the Ministry of
Agriculture, $500, 000are to be used to upgrade INDAP's 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, 500, 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-
fundistagoutside the reform sector (i.e., farmers who have been pro-
vided land under the agrarian reform program).

The A.1.D. Loan funds, togcther 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 subloans it makes. Recuperations by INDAP
from subloans will remain in the permanent credit furd in INDAP for
relending. By the end of the three year disbursement 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 INDAP 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, 1, 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 fazmer 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 - $500,000

As a necessary complement to the A.I.D., input for INDAP's credit
activities, Loan resources will also finance technicel 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 INDAP policy objectives:

Improvement of Rural Development Planning ($300,000): One of
the technical assfstance activities will concern INDAY's rural
development planning studies. 1In 1975 INDAP initiated the preparation
of rural development programs as a basis of 1ts lending activities.
The objective 1s gradually to develop overall area development plans
or frameworks for areas with high incidence of rural poverty, a con~
centration of minifundia, and resource potential for development.
These plans will enabtle INDAP to allocate {te human and financial
resources among different rural areas in accord with poverty level
priorities. Some twenty-five (25) meparate 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 most of these arean.

Within a given zone a study will enable INDAP to direct 1its
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-
gether with other available information, will also identify important
needs other than production credit that must ba addressed in order

to catalyze the development process in the zone. Some of thess

needs will bae wit.. INDAP's capacity to address, such as

cooperative marketing facilities, complementary artisan activitiass,
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 inpute

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 specifc areas. To the extent INDAP requires
skills not available within 1ts 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 services from individua's, 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 prog-ams of more than average complexity.

It 18 estimated that during the dicbursement period of the AlID
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 exporta 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 » com-
plementary manner to the normal farming operations (1.e. does not
require attention during peak planting and harvest perfods). To
regain former levels of honey exports and to establish a competitive
base for sustaining increase in exporta, it is necessary to have an
industry-wide study of honey. Such a study would determine market
potential, packaging requirements, sanitary requirements, tariff
restricitions, local production and processing problems and potential,
optimal location for plant infrastructure and standard designa for
farm level structures. Because of ODEPA's more general responsibility
and capacity for agriculture development planning, these studies will
be carried out under 1ts direction, but with close collsboration 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 im
expected that rot more than three industry wide studies will be
selected for financing. The $200,000 budgeted for this subcomponent
would thus ¢nable an average AID input of almost $67,0N00 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 Operations ~ (5200,000): Because INDAP has a
number o: new policy departures and because there has bean a drastic
turnover and reduction of personnel, it 1is important that funds under
the AID loan Le available to attend to technical assistance needo of
INDAP for installing the lean, streamlined look INDAP is attempting
to attain.

A detailed plan for these technical assistance activities will
awvait 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 Minfstry of Agriculture with IBRD financing to
analyze all public sector organizations involved in agriculture. The
report should be available by May, 1976, and will include recommenda-
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 Booz
Allen Hamilton Study.

A crucial area for consulting services is INDAP's credit
delinquency expericnce. INDAP {s attempting to reverse dramatically
its past loan collections experience. The paat unfavorable re-
cord was due largely to the hyper-inflation phenomenon combined with
the policy of subsidized interest rates of the previous GOC administira-
tion. These factors combined to militate againnt collecting overdue
loans since the costs involved were greater than the current value
of the amounts due, 1If 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 bhe installed. Such
a procedure will have to provide for timely reports to the different
levels of INDAP management for deciafon making and control. It {le
planned to use loan funds to finance a contract between INDAP and a
local public accounting firm to asaist in developing a bad debt
management plan. Thim work would occur during the firet year of the
Project and would require about 18 man-months of Chilean professional
services with total estimated costs of approximately $40,000.



«15 -

Another activity that will be considerad 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 disburseuent period, with each cycle
costing up to $30,000 depending on the le.gth of each training cycle
(not more than two months per cycle is ¢slanned), and the degree to
which U.S. advisors are utilized. 7Tnis would leave $40,000 of the
total amount under this component as contingency. In sum, it s
sxpected 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 develupment planning
element of this component.

Banking 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 reimbursc the Central Bank for 50 percent of
the value of financing it extends to banks that make subloans to small
farmers meeting A, 1, D, eligibility criteria. The rollovers will continue
to be made available by the Central Bank for the epeciai purposce of
small farmer financing., It is estimated that when fully disbursed this
component will be satisfying the production credit necds 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 1/
(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, 1. D.
resources are: cooperatives; societies of agrarian cooperation (SOCAS);
and semi-formal associations of farmers such ac the suppliers of farm
products to a particular agro-industry. Subject to A.L D. approval, the
Central Bank will provide general parameters for the rights and responsi-
bilities of the partics to the credit contacts, but it is important that the
parameters be flexible and general cnough to let the groups and the banks
negotiate their own arrangements,

Cooperatives that will be eligible to participate will be regular
agricultural cooperatives (cooperativas agricolas), the peasant (campesino)
cooperatives, and the multi-service cooperatives (multirrecoops)promot-
ed by the GOC on a regional basis as second level service organizations
for collectively operated land reform settlements (ascntamientos). These
categorics do not provide clear cut classifications of different farmer types.
For example, an ascntamiento could be a member of a multirrecoop for
obtaining general inputs or machinery services and a member of a dairy
cooperative classified in the cooperativas agricolas category for marketing
ite milk production.

Morcover, the rural cooperative movement is in flux as a result of
the new policies of the GOC. Onc of the important policy changes is the
decision to atop the fostering of rural cooperatives based on class differ-
ences. Instead, the GOC favors the concept of regional ,goopcrativcs that
provide services across a number of product lines to all income levels of

_l/ Industria Azucarcra Nacional (IANSA) for sugar beets; Empresa Nacional
de Semillan (IENDS) for sceed production in general; Compafifa de Oleagi-
nosas y Maravilla, S, A. (COMARSA), for edible oil seeds; Carozzi and
Luchetti for hard wheat; CCU, Malterfas Unidas, and Malterfa Aconcagua
for barley, and Compafifa Chilena de Tabacos for tobacco, and rice mills
for rice production,
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farmers in their regions., Thesc are called cooperativas agropecuarias
regionales . While this is a stated GOC policy preference, it is 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 lcast 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 complated by the end
of 1977. As the asentamiento structure disappears through individual
titling, an alternative group organization must be developed &t the farm
level in order to provide management for common services needs, such
as the use of jointly owned warchouse space and machinery, distribution
of irrigation water, etc, Tbhe alternative organization structure will be
the SOCA, a quasi-cooperative for which the governing laws and implement-
ing regulations only recently have been nromulgated. 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 iteelf can be a member in a
cooperative., Also, the SOCA will be able to facilitate the provision of
extension scrvices on a group basis, with resulting economies and effi-

ciencies, The XA muy be the ideal form for less formal producer asso-
ciations to organize themselves better for negotiating services and sales
price with local agro-industries and other purchasers of their outputs,

All of the groups described in the preceding paragraphs reach in
different degrees the A, L D, target farmer. A problem arises in that
the groups may not be comprised exclusively of the target farmer, This
will be handled in two alternative ways depending on the individual situation.
First, and preferably, only those members of the group falling within the
A.l. D, target definition will receive credit from A LD, assisted sources,
e. g., in the casce of cooperatives that have a fairly broad based member-
ship structure and can satisfy the needs of their higher income members
with financing available from other sources.  Altepnatively, & group will
be considered cligible in the event that 75 percent of 1ts members fall
within the target definition,  In this casce, the total amount of financing
made avaitable to the farmers outside the target group will be himited to

not more than 50 percent of the total [pan amount,  Also, the maximum amount
of credit any larmer outside the target group may recefve will be limited to
the amount neceasnary to work not more than 12 basic {rrigated hectarea (see

Part 3-C for explanation of BIH concept),
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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. These criteria will be developed by the Ministry of Agricul-
ture and will reflect small farmers needs as rcalistically as possible,

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

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

l. 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 {t can better perform its guidance and policy function on all
programs focused on rural poverty.

Tt involves three different types of fnformation 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 {8 censues based information
on the tenure, product and geographic structure of agriculture, This struc-
tural information i{s 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 {nformat{on system in ODEPA to assist them {n carrying
the statistical products to policy conclusions and strengthen their analytical
and decision-making capacity,.

Survey Based Analytical Information

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

1. insufficient income level of the poverty level housesholds {n the
rural sector;

2, income related problems of unemployment and under-employment of
the mass of the rural population; and

J. malnutrition,

These problems provide the sorting mechanism for deciding
about the content, coverage, and analytical nature of the systom. Infor-
mation gathered must be directly related not only to the poor but to these
particular problems as well, Although therc 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 avallable to private and public entities
for other kinds of analys's, but it does mean that the PPIS will not get
lost in the task of tryving 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:

l. Summary basic data from surveys. This type of information
can be extracted d.rectly from a survey and printed in tzbles by region,
farm size, processing scale, etc. It is distinghished from the other
types of information in that the only activily 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 vequired,

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

as arc the accrual and deferral procedures required to compute it, Only
careful accounting mampulation of the physical and financial {lows and
asset information gathered at the farm level can produce useful estunates
of family income.  In the case of nutrition a sumilar example might be
given for conaumption data. Knowledge of the physical quantities of food
consumned needs to be subjected to mumple accounting transfornn tiona to
quantify nutrient intake accounts,  The accounting type of information, then,
includes a4 wide variety of information which takes an intermediate amount
of analytical effort to produce,

3. The third group of information is the product of rather simple
and theoretically necutral analytical procedures, and 1s therefore termed
simple analytical information, These results are generally repetitive
computations of a particular economic or social phenomenon or of indi-
cators such as an income clasticity of demand for many products, incume
lovels, goographic regions, family sizos, etc, The techniques are general-
ly partial and non-relational in that they do not usually seok to quantify
soctor lovel intor-relationships which require cither an elaborate thacra-
tical or analytical model.
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4, The last type of information is termed 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 building.

The PPIS process will not include the fourth category of information,
The accounting and simple analytical information is its principal focug,
along with elaborating and processing basic unanalyzed s.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
Ltatistics Institute (INE) on a recurring basis. The intent {s to cover
the economic entities and houscholds 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 are farms themselves by
means of a national sample survey of agricultural production units,
Because of the importance of agricultural marketing and processing acti-
vities in Chale, the second sample survey will cover agricultural market-
ing and processung estabhishments,  The last major group to be surveyed
are houncholds, both urban and rural, which generate the demand for
agricultural products,

Fiach of these aample surveys and the accounting/analytical ¢ ,.or-
mation which they will provide present distin * issu: problems, finan-
cial and perasonnel requirements, which are discusse . 1n more detail in
Annex I3 and in 4 techmcal feasibility asnsessment available in USAID and
LA/DR project filen,

Cenosuns Based Data on the Structure of Agriculture

The lant decade 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 otatistical description of the composition
of the entire sector which post-dates these structural shifts - the last
agricultural census was carried out in 1965. Thic means that target group
identification for credit or other programs is difficult, Without an
overall view of the farm sire, product and geographical distribution of

the farm population program target man definitions lack context., Census
breadth is useful to improve these definitions end to improve the sampling
frame for rore detailed program impact evaluation studies., It is therefore
critical that an agricultural census be undertaken, and that its results

be procesced and rcleased in a timely fashion.

The U,S. Bureau of Census has provided the Miassion 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 reportis available in the Mission and LA/DR files. Additio-
nal cost information on this subcomponent is also presented in Annex B,

The major conclusion of the Dureau of Census team was that over
the last five years the institutional capacity of the National Statistics
Institute (INE) had deteriorated greatly. The principal reascn for this
deterioration was INE's lack of orderly evolution in the data processing
areca. The team found that in the data processing area, INE was far
behind comparable institutions in other Latin American countries. In
areas outside of data processing such as sarnpling, methodology, etc.
INE's capacity was generally found to be ou: tanding frorn a theoretical
point of view; however, even these capacities 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 sestor data processing
facility, ECOM, at the ecxpense of data prccessing capability in other public
sector entities; and (2) the GOC austerity program has 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 mcdern 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

should leave 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 in Chile. 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 uscful information from ecach 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 sclection of INDAP due to the high
subsidy level involved in iis operations. The use of processors and
marketers was considered a possible experimental adjunct, but on a
limited bésis,

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 AID/W comments on the Interim Report.) The possible
ncw cooperative mechaniam to house an agricultural production credit
function envisaged in the IRR has not yet materialized,  The selection
decisions thus became (a) whether INDAP or BECH should be the
principal credit channel and (b) how might the proposed A, 1D, Loan
best reapond to the opportunitiers to involve the cooperative movement
and other producer groups to serve small farmer credit needs in the
absence of an overall cooperative production credit mechanism,

With respect to the first decision, BECH is by far the
predominant lending institution in agriculture, with over 80% of the
outetanding credit, Yet its target is not small farmer specific as
is INDAP's. Moreover, the amount of A,1.D, funds available
compared to BSECH's tntal resources is not significant enough to
expect that A,1,D, could influence BECH to increase substantially
and permanently its resource allocation to the A.1.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 $13.2 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-
burscd. The cntire loan amount is expected to be disbursed before
mid-1976.

Under these conditions, the addition of A, 1.D. resources to
BECH's portfolio does not appear appropriate when INDAF, with
much fewer resources, clearly has been charged by the GOC with
assisting the small farmers in A,1,D,'s target group. INDAP has
limitations., It is8 undergoing a large reduction and turnover in
personncl 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 production credit regulations, ete.). Ita former
clientele is somewhat confused about 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 recestablishing an agricultural
production credit channeir to service the small farmer group. The
GOC's interim policy is to implement this function through a
revitalized and rcoriented 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,
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In fact, USAID views the early availability of the A.l.D., input

as an excellent opportunity to influence positively INDAP's
policics. A.1l.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.I1.D.
target group is based on two factors: First, cooperatives and
producer associations are favored by the GOC as a means of
achieving certain economiecs 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 rescrvations discussed previously regarding the
channelling of limited A.I1.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 banking systemn in agricaltural financing that has
occurred since 1969 and to the GOC's desive to foster incrcased
competition in banking, particularly as a means to stimulate more
dynamic operations within BECH. (To foster incrcased competition,
the GOC is currently selling shares in the commercial banks that
were acquired unde:- the Allende administration. )

Of the 19 commercial banka presently operating in Chile, nine
are providing agricultural financing through the crédito 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 agri:ultural cooperative
confederation (COPAGRO) USAID discussed the nature and
objectives of the proposed koan 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 crédito 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 recently been sold by the GOC to the cooperative
movement.-lj Plans are to establish an agricultural production
credit financing department that will be operative by the 1976
crop ycar, Also, the private cooperative bank, IFICOOP, is
interested in providing agricultural production credit now that
interest rates arc becoming positive and because of a recent
ruling by GOC monetary authoritics that permits 1FICOOP and
other private development banks to opcrate in short term
credit.2/ 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 c¢redit in the agricultural scctor. However, the
Central Bank will allocate the resources made available under
this Project component among all the interested banks that can
provide subloan applications meeting eligibility criteria. A con-
servative cstimate is that three sanks in addition to the two
already mentioned will participate in this program,

As discussed in the evaluation plan, the experience of
lending through this channel will be carefully asscssed together
with GOC officials in order to determine whether this type of
mechanism is reaching the small farmer in a mcaningful manner,
and if appropriate, how to improve and/or expand it. As with

_l_/ Subscribed ownership i8 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.1.D. loan for cooperative agro-enterprises. Seoc the Capital
Assistance Paper for Loan 512-T-065 for dotails.
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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.1.D. to influence the design and
scope of this alternative channel. Failure to include this sub-
component of the Jpan 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 application
of a cooperative or of an informal association of its small
producer supplicrs. 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 items 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 BECH, most of it as credit in kind.

Average consumption of fertilizer between 1969 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.l.D,
Loan disburscd 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 salcs, 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 arc mainly within the private and
cooperative sectors,
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Other productive inputs which could be financed from the
production credits are labor, sceds, tools, and land improvementas,
all of which are locally available or will be available from imported
sources. USAID does not foresce any major change in GOC policy
which would in anv way artificially restrict the supply of productive
agricultural inputs over the course of this l.oan disbursement period,

3. Environmental Impact

Over 857 of the loan amount will be for fii.ncing small farmer
agricultural credits having an average loan size of between $570 and $800.
It 18 clear that {t would be difffcult {f not {mpossible to make or control
the making of assessments of environmental tmpacts tor each small subloan.
Generally, it {s known that the AID funds will assist small fearmers to pro-
cure fertilizer and pesticides which {n some cases have been shown to have
an adverse effect on the environment {f used in excess, However, there (s
no evidence that by permitting target yroup larmers access to thease pro-
ductive inputs they would cause any more harm to the enviromnsent than {f
the inputs were used by non-target group members efther within or outside
of Chile to produce the equivalent amc int of food. On the contrary, because
of the greater Jdispersfon of users {n the country and the smaller {ndividual
dosages, pollution overflow will be minimized. There also will be a number
of either pollution neutral or environnent positive fuputs that this Loan
will be used to fi{nance, Thene include seed, labor, uvr other {nputa to
improve soil and water mamnapement,

The balance of the AID loan tunds will be used to {mprove the
effectiveness ot the GOC's agricultural credit proprams, either through
the analytical f{nformation to be generated by the PPIS or through technical
assistance to INDAP., Thefr activities will %zve r adverse environmental
impact, On the contrary, rthe {nformation geaerated will enable the GOC to
take action to end fnefficient and wastuful revenue allocat fon concerning
agricultural production,






Cost Breakdown and Disbursement Projections

{($000 or equivalent)
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TOTAL 1,231 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. FEach 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,1.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 morey in
real terms. In practice, the banks will charge variable monthly
interest rates reflecting changes in the inflation rate. Within the
general guidance laid out above, the Central Bank will be permitted
to apply its judgement on periodic adjustments in lending rates and
margins.

3. INDAP Financial Appraisal

A review i past operations makes apparent that strong
action is necessary to reverse the unsatisfactory historicel 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 arc set to reflect
the rate of inflation and the market cost of moncy (presently 8-10
percent real annual interest), thereby assuring that funds allocated
for credit arc not decapitalized through subsidized interest rates (see
following Table):

Interest Rates on Short Term l.oans for 1975

(_onsumer Monthly Effective
Month Price Index Interest Interest
Jan 13.9 12.8 -1.1
Teb 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 12.38 +3.5
Aug 8.9 12.8 +3.9
Sept 9,2 12.8 +3.6
Oct 8.‘ 8. 5. +0.l
Nov 8.2 805 +0.3
Dec 5, 5% 8.5 +3.0

L] Interost rates changed to 8.5% monthly October 15, 1975 to
keep interest rates cqual to that charged by BECH upon ite adoption
of variable interest policy in licu of flat 200% annual rate.

Ll 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 ficld staff, thoreby reducing the overhoad costs for oach
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farmer attended. Farmer organizations will be encouraged to take
the initiative in e¢xecuting the credit retailing function, as well as
technical advice and auxiliary economic services to target group
farmers, with INDAP playing primarily a backstopping role.

This mode of operations is cexpected to permit a permanent
reduction in INDAP ataff to approximately 1/3 of its 1973 size,
while continuing to have the capability to reach similar or greater
rumbers of small farmers than were being reached in 1973,  The
GOC views INDAD technical and related assistance personnel
budget costs as social development conts, and it 18 committed to
providing sufficient annual budget allocations to assure that
adequate levels of these supporting scervices are maintained,

C. Lending criteria and bad debt management are
critical elements of the new policy orientation for INDAP,  The
GOC is committed to the apphoation of Jending ¢riteria and bad

debt management policies which are designed to make Joans
available to small farmers only where their use of credit is
profitable to the small farmer borrowers, thereby assuring that,
in the absence of unusual climatic or economic circamnstances,
the farmer can repay principal and inte reat from increased
earnings. Further, a loan collection and bad debt management
pelicy is to be implemented which will wesure that bad debt levels
under normal circumstances are off-se¢t 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 Josses through special subsequent-year budget allocations
to INDAP, thereby assuring the integrity of capital administered by
INDAP for sublcans to the target group,

d. Replication, In the past INDAP found that the same
small farmers requested credit year after yoar because of subsidized
intorest rates and luw.key collection policies, Now, with interost
rates comparable to the agricultural and commercial sector lending
raie, and a lending policy based on improved earning caparity of
borrowers, farmer organizations should be ablc to move as groups
from INDADP to other sources of agricultural credit {inancing for
their mombers' needs, Thus, INDAP will be able to reach out to
new credit clients on a continua)l basis,
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The 1975 and 1976 INDAP budget is shown in Annex B-1,
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 souyces for expansion in 1976 to a credit program
of $10, 987,000.1./ Disbursements 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-ycar (after the period
of strongest credit demand from March to Junc) causing a cash
flow problem for INDAP during the first half of 1976. Financing
of this temporary deficit cash position of INDAP 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
& 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 recquired
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
expensces 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 Agrcement
will contain a cnvenant tn nratect the ~red{t nrogram “inanced by the
AID Loan agafnsat suc. decapitalization by requiring an adequate budget
contribution to INDAP for operational and administrative costes of the
program,

A comparison between the INDAP 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 ($10, 987, 000
financed credit operations included in the 1976 budget and
$18,597,500 as the programmed credit operations budget for 1976),
The planned level of credit operations is bascd on an installed
capacity of personnel and support services included in the 1976
INDAP current operating budget submission and already {dentified
opportunitics tu absorb credit by groups meoting INDAP oligibility critoria,

T

l_/ Of the $10, 987,000 for loans in 1976, $8, 620, 000 are to be

used for production credit with the balance of $2, 167,000 umed
for inveatment o redit,
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USAID is of the opinion that the INDAP program goal for
credit opcrations may be somewhat optimistic in terms of INDAP's
installed capacity to execute, ecspecially in view of possible lag in
staffing vacant field positions requested for 1976, Therefore for
project nlanning 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
countcrpart disbursements projections for 1976 to the YNDAP credit
fund are based on the above estimates,

Projections made for the utilization of A,I1.D. and GOC
counterpart funds allocated to the INDAP small farmer production
credit fund assume approximately equal disbarsements to the fund
for the first and third years but with proportionately greater A.I1.D,
disbursements as compared to GOC counterpart during the first
year. This arrangemeat 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 Yesr 3-Year
One Two Three Total
A.I,D, Loan 2.85 5.25 1.40 7.5
GOC Counterpart 1.40 3.25 2.85 7.5
Total 4,25 6.5 4.25 15.0

4. Detailed PPIS Budga=t

The total cost of the PPII5 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.1D., cocl/
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

1/ 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 ODEPA installations.
The illustrative configurations and detail of the A,1.D. financed
portions of sub-components (1) through (3) are in Annex B. Cost
details of the Agricultural Credit Evaluation sub-component are in
Part 4, Section C. The cost estimates do not include the AID/W
TDY service estimated to be necessary,
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C. Social Analysis

1, Farm Sector Profile

Esscntially 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 distinguieh
them from 'new' farmers receiving land through agrarian reform,

The minifundista farmer has a land parcel below six BIHL/ often with
margi.al quality land and follows subsistence farming practices. The
family operated small farms are generally considered to be up to
twelve BIH,

The number of rural parcels of less than six BIH is approximately
220,000; of these approximately 120,000 are less than one BIHZ/ 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 less than one BIH,
80, 000 families with one to six DBIH.
15,000 families with six to twelve BIH,

Many small farmers and minifundistas or members of their
house-holds have other sources of income such as custom machinery
services to other farmers, trucking, shopkeeping, other work for their
own account, agricultural produce, work for other farmers, and
full or part time jobs.

_!/ To facilitate land reform activities in Chile, a system of
quantifying rural land in terms of "Basic Irrigated Hectares"
(BIH) was developed as an "index'" to place all farms on a comparative
basis., The BIH index suffers certain imperfections, particularly when
applied to small farms since its main function was to determine which
of the large landholdings would be expropriated.  Nevertheleas, the
system is superior to quantifying land only in terms of irrigated or

rainfed phyaical size,
y Averaging lesus than one-third DI,
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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 hectarcs were expropriated, Most of
this land was in the rich central agricultuaral 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 unitse 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 carnest,
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 Chilecan median) once these parcels were
fully exploited. As of mid-197s, 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 BII.

(c) Medium size farms - 12 BIH to 80 BIH,. Medium
s8ize ‘arms are mainly located in the prime farming areas of the
central zonc and in the south, These were originally acquired
through traditional land grants, concessions, or sales during the
colonial period, as well as through purchase by more recent
immigrants from Europe. Included in this category are some

5,000 farms in the more recently created reserve' gector, con-
sisting of arcas of up to 80 BII e¢xoncrated from expropriation

and left in the hands of the original bhacienda owners.,  The medium
size farm group is small in number of farms - probably about
20,000, or leas than 10 percent of the total number of farmas in
the country; they account for approximately 30 percent of the
farmland in terms of BIH. Medium farmers generally have more
ready access to credit, markets, and technological inputs than
other farming groups.



-39 .

2. Selection of Target Groups

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

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

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 gronp with a target group
limit of up to and including six BIH as the maximum size, based
on earlier GOC policy statements that indicated that this was the
minimum individual parcel to be distribmed in the reform sector.
While it is somewhat below the probable average basic hectare
allotment under land reform, there is a rough cquivalence in that
the rceform farmer has little non-land ecapital relative to the
traditioril small farmar and, indeed, is indebted for the purchase
price of his land.

Adjustment may be made in this equivalency criterion based
on the availability of further information concerning relative
incomes and on actual expericence in loan impiementation, In
this regard, data generated under the PPIS 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 farmers.  Improvements in their wel-
farc must be attained through other types of programs, such as

agro-industy and rural employment generation,

l/ Morcover, even in termsa of BIH there will probably be a

variation of as much as one-third between different regions
in the amount of land the reform beneficiary will receive.  This
refiects such problems as a reluctance to move people among
ascentamicntos to account for density differencen,
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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-opecrated

small farms of 1 through 6 BIH ....... 80, 000
Reform Sector ...vieveeeervvnnsoosoonse 63,000

Total Target Population ...eeceese 168,000
3. Qualification as lLowest Income Groups

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

Reform Minifundista
Item Sector Sector
Net capital ($3000 average
reform va. $6814 minifundista) Lower Higher
Total income ($222 median per
capita reform vs. $146 minifun-
distaﬂ/ Higher Lower
Non farm income ($10 average
per capita reform vs, $45
minifundista) Lower Higher
Wage rate received in working
on farms of othery ($1. 33
average per day minifundista
va.$. 80 reforim) Lower Higher

l/ In major higlu'ﬂtmin( ome central agricultural area only; other

arcas have considerably lower incomes,



Size of land holding Higher Lower
Educational level Lower Higher
Farm management experience Lower Higher
General social level Lower Higher

This seemingly cantradictory pattern is the result of !'ind 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 smallncss or poverty measured? On the basis of land
size we could probably sclect 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 $20 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 respect to minifundistas those with very little land tend
to be the poorest, though non-farm income (as reported below) can
alter this dramatically, l.et us suppose, however, that we concentrate
a program very heavily at the level of the minifundista with 2,5
hectares and below.  Any effective program at this level would

presumably be basced on intensifying the use of the land., However,
the market for mont intensive crops is already under a great deal
of price presaure an Chile owing to heavy production,  Principal
exceptions such aas sugar beets and tobacco are not eligible for

A. LD, financing. Further, the minifundistas of O‘Higgine, for
oxample, already have 70 percent of their cultivated land in
vegotables, 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 Employedl/

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 Farmcr.l/

The 63,000 reform scctor 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 as large
as that of the minifundista. During recent years, since expropriation
of land under agrarinn reform, they have been farming communally
under Government supervision.  The communal organizations through
which they have been working have never functioned very effectively,
Production levels remain considerably lower than they were prior to
land reform.

The GOC is currently conducting a massive program to assign
individual titles to the participants in this program. While any

_l_/ Thin and the following sectioy is bas:d heavily on the
Preliminary Findings, Small Farmer Sample Survey, Central

Irrigated Agricultural Region of Chile, Contracted by ODEPA/A,LD,,
1975,
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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 Farmerjurvey, was 7.7 basic hectares
(equal to 9 physical hectarel).1 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 minifundistas now own. The
results of the Small Farmer Survey show that the value per hectare
of the minifundistas' land, often improved with vineyards and fruit
trees, is on average a third higher 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 States and Chile are committed to the
principlea of the Charter of Punta del Feate, which statea as one of
its objectives the following:

"6, To encourage, in accordance with the (haracterinstics
of each country, programs of comprehenaive agrarian reform
leading to effective transformation, where required, of unjust
structures and systems of land tenure and use, with a view to
replacing latifundia and dwarf holdings by an equitable aystem of
land tenure o that, with the help of timely and adequate credit

(emphasin nupplicd), technical aanintance and facilitics for marketing
and distribution of producta, the land will beconie for the man who
works it the bosin of his economic atability, the formulation of his
increasing welfare, and the guarantee of hia freedom and dignity',

l/ In addition, a few reform asector farmern have rented sane
additional land so that the average farm aize was 7.7 basic
and 9,2 physical hectares,
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(¢) The small farmer/minifundistas earn nearly 20
percent of their incomes off their farms, partly in farm work for
others but mainly in other occupations. Some also have pensions.
In cont-x}lt, the reform farmers earn less than 5 percent off their
farms.

(d) Because of 'other income' the smallest minifun-
distas do not necessarily have lower incomes than those with some-
what Jarger tracts of lands, 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
1 hectare and less ** 2,796 384 2,412
1.1 to 2 hectares 2,314 1, 646 668
2.1 to 3 hectares 2,591 2,245 146
3.1 to 5 hectares 3,928 3,415 5113
* Including return on family labor and on invested capital.

** Not fully representative inasmuch as the sample included only

farmers with one or more basic hectares, which gives a bias
in favor of Aconcagua, the province in which a basic hectare is most
often comsidered to be less than one physical hectare,

(e) The farm income of amall farmers/minifundistas
rises with increased landholdings and they do as well or better than
roform farmers when their landholdings approach the six basic
hectare level of the agrarian reform program,

(f) Indecd, the mmall farmers manifundiatas in (Iuric()/

Talca, with average landholdinga of 5 8 physical hectares, achieved
a modestly higher income per capita from all sources than the

U Some amall farmers/minifundistas probably aleo receive
remittances {rom family members in the cities, but these
data wero not collected,
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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
ACO“C‘S“‘ ses o000t N0 tes RS 5‘1.9
O'Higginl *eenssssenssrsrea 754.5
Curic6/Ta1ca srveeene0sneo e 1059, 7
Reform Sector ....eeveosnvocese 1001.7

() The small farmers/minifundistas produce just as
much net income per hectare as the reform 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 Jand and permanent improvements
is one-third higher than the reform sector chiefly because of per-
manent crop improuvement,

- 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)  Minifundiatas carn less return per day on their
family farm labor than reform familiea, Major reasons for this are;

- generally lower yields, capecially in cercals.

- market pressure on the prices of many fruits and vegotables
in which minifundista production is heavy,

- very modent supplementary income from “Vﬂll()(‘k.!/

e

1/ In part a reflection of Jack of economics of scale and nacossity to
purchase a larger proportion of fredns, Note also, however, that In

other countrien farmers with lHveatock waiuld uaually in a farm survey get
some advantage from the rising value of their inventory owing to inflation,
In Chile the uae of a conatant Eascudo eliminated any such gain,



- 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 farmers and the uss of
insecticides and pesticides by the latter is over twice as great per
hectare.

Outside the central agricultural area of Chile where the
survey was conduci=d, less detailed information is available., There
are rones of extreme rural poverty in various sectore of the
country, chiefly in the south, where conditions approximate those
found in the poorest regions of Central America, In between these
extremes 18 the southern dry farming arca of the Central Valley
in which intermediary conditions can be found,  In any case,
generalization would be extremely harardous as the geography
of the country rxtends over many degrees of latitude, and with
significant changes even within ach Jatitudinal zune depending upon
the locations and characteristicr of valleys, rivers, and transport
facilities,

In conceiving any program to work with minifundistas, they
probably should be counsidered as consisting of three aub-groups
with the following genera! characteristice;

a) Those with other income sources and very little land
whose interest in farming may not be particularly responsive to
farm programs and who can prubably self.finance modest inpute
from other sources,

b) Those who are or want tuo be serious farmers but whose
most critical need s an adoquate land base to achlieve a {air return
on [amily labur under agricultural conditions in Chile,

c) Those whose landholdinge, though below the leave) of
agrarian reform, are edequate to make a fair 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
approximuate the minifundista.

Women in Chile do not work in the ficlde as this is believed
more suitable for males. In consequence, in both reform and
traditional scctors, only 5% of the average farm family's female
labor supply (12 to 64 years) iy utilized in farming operations
compared with about 30% of the male. Female labor is used
primarily for care of animals and some work in the family garden,

Young rural women in Chile secking work are attracted to
cities, to an even greater extent than young males. In consequence,
rural families have a disproportionate number ui 1nale to female

adults:

Minifundista Reform

Sector_
Women age 12 and over 2.0 2.1
Mon age 12 and over 2.3 2.7

Undor the Priuject, women will be given cxactly the same
privilegos a» malrs in all respects, including particularly access to
loans for the improvement of their farms and for the financing of
annual inputs,
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This Project contains one element which way have a significant
impact on the options available to Chilean rural women. Tne credit
under this project unlike other credit in Chile will provide for the
funding of both family and hired labor during 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 other 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
?rogram. The PPIS system, in‘particular, should make heavy use of

emales 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,






.50.

(d) Small farmer production technology data., The lack of

small farmer oriented production technology data {n general, and dry
land small farmer oriented data in particular, also is a serious con-
straint to analysis. Most production technclogy 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 coats 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 degrees of profit-
ability between areas and crops, and therefore such conclueions as are
drawn are at beat tentative,

In the case of dry land (rainfed) small farmer agriculture, reliance
on observational data from INDAP and recommended production technol-
ogics from IICA/Chile has been necessary, The limited analyses possi-
ble to date from the Small Farmer Survey data for irrigated land and
from the INDAD and lICA information for rainfed agriculture show that
credit can be used quite profitably by both types of farmers. These
analyscs arec summarized in greater detail below,

(a) Profitahility of credit use in the central irrigated region,
The Small Farmer Survey, which contains data for the 1974/1975 agri-
cultural year in the central irrigated region of Chile, indicates that a
very strong, almonst dramatic, association exists between credit use

and higher incomes,

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 Phgllcal Hectare)

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

(Value in 000's of Escudos of 5/15/75)

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 casy to cstablish the exact linkages between credit and income
for all crops. With respect to three baaic crops studied, the following
findings are relevant (on a per physaicil hectare basis):

(i) Vegetables, The credit farmers have the highest value
of production, the highent level of input use, and the highest gross margin,

{i1) Fruita, Farmers who do not have credit but who do not
regard it as important have the highent grons profit margins, the highest
level of input use, and the largest gross margins.,

(iti)  Other cropa (cercaln, nugar beeta, tobacco, potatoes, etc,)
Credit farmerns have the highest value of production, the higheat level of

direct inputs une, and the highent gronns margin,

y Between four and nine observations; all others have 1] obser vations
or more,
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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 follcwing statements appear the
most relevant and supportable:

(1) Institutional credit appears to be assoclated 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 y
Size of Farm Borrowers from
(Hectares) All Farmers INDAP BECH Coops All Lenders

5 877.4 (123) 669.6 (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)
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 products and GOC
policies with respect thereto, The larger wheat farmers, rnost with credit,
did very well with a GOC supported price of wheat. Smali 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
income, This 18 true within the minifupndiata sector as well as the reform
scctor. The potential for mobilizing rural savings through the banking
sector component an a long-term poasible 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.

1/ Before deducting 6 percent return on capital,
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(lv) Thereo is a close association between farmers with
credit and the purchase of chemical fertilizer:

Chemical Fertilizer Natural Fertllize;

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's of E°)

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
oxcept possibly in the Province of O'Higgins (note small sample size).

Net lncome Per Hectare

Credit Farmers Non-Credit Farmers

No, Aver, No, Aver,

(000 E*°) (000 E*)
Aconcagua 20 546.0 79 170.8
O'Higgins 17 63.9 83 407. 8
Curlc6/Talca 41 684,2 59 586. 6
Total Minifundista Sector 78 513.6 221 362.9

On the basins 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 gross output §s significantly incr=ased thereby, Thus,
provision of credit to mmost small farmers on {irrigated land should not only
increase their incomes considerably, but also should reault in afgnificant
increanes in aggregate production of foodatuf{s for both national consump-
tion and for export,
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advantages in terms of data "hardness' (i.e., less reliance on recall),
the option was discarded for the purposes at hand for the foll 'wing
reasons:

(a) In general, small farmera 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 js 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 posovible projects, they will provide useful comparisons with the
survey data,
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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 investinents in the rural sector,
including storage facilities, slaughterhousecs, and other agro-industrial
enterpriscs.

INDAP grew at first in a fairly rational manner and by about
1967 had a staff considered professional end 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 %, 700 in 1973, over half of whom
were non-professional promotores, whose tasks were involved vrith po-
litical indoctrination.  Ite operating budget tripled in real terms from
1970 to 1974,

structure le d to two problems. One was that individuals in the
regional uflices had dual loyalties, They officially were part of a
national office (1. e., Offtice of Credit) while 1n fact being part of a
regional office. Conmequently, it became difftcult for a regronal office

to direct itsell as a umit toward defined regronal objectives, Secondly,
there were two distindt types of extension agents who worked quite
independently: those who provided credit and those who provided other
technical servicens. Since roaral development work requires close coordi-
nation between credit and other technical servic :a, this divistion of
responsibility proved unsatisfactory.

INDAP' a current vrggnization resolves these problems. It also
puts greater cinphasis on planning and on the linkages between planning
and operat ons,
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INDAP
Board of Directors

Exec. Vice Prusident |
top operating ofﬂcor[ ‘

Program Legal, Public Relations,
Comaiteee Audit, atc,

] Director General I

[ I 1
| Planning Otﬂc_g__l Accounting ! Administrative
Office l Office

l Regional Directox-]

[ Legal and Other Staff_ |

- e e mEm a m e = .-

Planning and Acccunting I Administrative
| Operation Section ) Section
Section

“. --=--4 Area Office

The Board of Directors currently consiste of six persons: The
Minister of Agriculture, as chairman, the Subsecretary of Agriculture,
the Executive Vice Pronident of INDAP, the Executive Vice President
of the land reform ageacy (CORA), the Executive Director of the Agri-
cultural Extennion Gervice (SAG), and the Preaident of the Banco del
Estado de Chile (BECH)., The Doard meets every two woek.., and each
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individual sends a high level representative when not able to attend
personally. In addition, ths Controller General's office sends a non-
voting representstive to each meeting. Provision is made in the legis-
lation affecting INDAP to have up to 15 persons on the Board, and frem
time to time in the past other persons have been included.

The Program Commilittee 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 {s the focus of INDAP's
operations. It has the responsibility for making national policies,
designing methodologics, setting priorities, assessing the feasibility
of investment projects, coordinating budget development with operating
needs, cvaluating regional programs in relation to national objectives,
and maintaining systems of information and control between the r ‘gional
offices and the national office. The Planning Office is divided into seven
sections:

(1) Diagnosis and Study - to understand the realities of the
rural sector and 1o act action priorities to solve the bottlenecks impeding
developmient of the amall farmer.

() Project Appraisal - to set criteria for Project design,
appraisal, and evalvation, including criterta for investinent of {fundas.

(11) Uperationa - to aupervise and oet norme for the {ield
operations, particalarly 1o the area of ¢ redit,

(1v) Technical Supervision - to formulate technical advice
which will aseiet the field worker s intaking sure that the technic al

assistance given 1o appropriate.

{v) SHocsal Developnent - ta develop and aupervise the pro-

grame that INDAP carries aut inintegrated rural developmnent,

(vi) Supply - tu coordinat=s the supply and disbhurariment of
agricultural inputa,

(vii) Coordination amnid Control - 3 stall group and “think tank'
whith coordinaten the other sin set tione, prepares an anneal program,

and preparcae the hudgel,



The Planning Office will establish a small unit, attached to the
office director, that will be responsible fox 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, enalyses, 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 areap
offices contain both professionale (veterinarians, agronomists with uni-
verslty degrees, university trained busineas administrators, etc.) and
technicians (extension agents with less than university training).

(c)Personnel: In 1963, INDAP had 900 eriployecs, many of them
skilled professionals trained by A.1. D, This level built up over the
following five years to about 1, 600, as INDAP increased its coverage
and services, During the charged political atmosphere of 1969-1970,
INDAP increaned ita ataff to 3,400, the entire increase being made up
of political promotores and their back-up support at the central level.
The promotorens were like social workers, the men visiting cooperatives
and the women visiting women's clubs or individual households to train
the people in political precepts. Because of their sheer numbers, they
had great influence on who received credit and technical services. Most
of the promotores were unnkalled people from the local communities.

2 fter the election of 1971, mont of the individuals holding the promotores

positions changed, but their numberns continued to grow, with INDAP's
total staff reaching a peak of 4, 700 1 1973,

Since the change in Government some 3, 100 peraons left INDAP
through individual firings, voluntary resignations, and retirements,
leaving about 2, 600 employees by mid-197%. INDAP (onsiders that
both ats central atatt and 1ta non-technical field staff (the legacy of the
dayn of the promotores Jare atill too big and i reducing peraonnel
through four reductionn in force, cach of about 324 perraona, taking place
every three mnonthe atarting Augant 16, 1975, Of the over 1,200 peraons
being releancd, only 5% have any profleanmional title, and these are mainly in

non-priority proteesions Like journaliam,; the remainder are unakilled
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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
profeesionals and technicians mainly for field positions; its total staff
would number 1, 724 by the end of theCY 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 defin ed and GOC-approved plan for
hiring the additional personnel it needs.

3. Operating 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 policiss

designed to make its operation efficient, effective, and well targeted.

The more important criteria related to new INDAP policies and adminis-
trative arrangements to be implemented beginning in 1976 are summarized
below. Most of the elements described still are in the formulation stago
in terms of operating detail, although decisions on general policy guide-
lines already have been made. New INDAP operating and administrative
regulations will wpell out the relevant implementation arrangements in
detail. Approval of appropriate regulations will be a condition precedent
to disburnement tor credit.,

(b) Adimimistrative Arrangements:  INDAP will establish a scgregat-
ed permanent Small Farmer Agricultural Credit Fund ("Fund”) for receiv-
ing A. L. D. and GOC counterpart disbursements from the Central Bank, as

well as rollovers and interest payments from subloans made therefrom,
The movement of monies of thin Fund will be accounted for separately
from other funds under INDAP control.
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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.1.,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, 1. D. approved operating regulations and procedures required
as a conlition precedent to disbursements for INDAP credit, as well as
A.l1.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 managem=znt must satisfy A, 1. 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, as articulated in the approved operating procedures
and regulationa. Procedures will be described in Implementation Letters,

The special unit within the Planning Office of INDAP will main-
tain a ciose Liarson with A L, D, for the purpose of reviewing financial
reports and cvaluation information to agree upon advisable course correc- .
tions and adjustiments throughout the Project period. As overall INDAP
operations reach a satisfactory level of performance in terms of the
purpose of this Project, A 1. D)., f requested by INDAP eitle r during or
cfter the Project period, may agree that INDAP merge Fund resources
with other INDAP resources,

The GOC will assure through U.e annual budget assignment
to INDAP the hinancing required for all INDAP personnel expenses,
including those related to the credit activities financed by the Fund.

The GOC annual budget ansignment to INDAP alao will provide any funds
required to replace 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,l. 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 preocently 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). These rates will shortly reflect
the cost of money given that the rate of inflation is decreasing month by
month. In the future, INDAP will maintain its rate equivalent to BECH
in order than INDAP clientele who achieve a satisfactory performance
record can pass to the BECH ( or to the private banking system) loan
portfolio, thereby freeing INDAP resources for use among other members
of its target group. Closecly 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 terms of profitability to the farmer, and
collection often was not enforced. Present policy calls for credit based
on a farm plan that reflects sufficient returns to the farmer to assure
repayment capacity {from increased earnings, Further, collection
procedures are being reoriented so that the farmer has a clear under-
standing at the outset that he munt repay, and that INDAP will take

whatever ateps are neceasiry to collect,  Various altermatives will

be tested to determine the bent method of assuring repayment, tncluding
co-signing by borrowers, peer proup loan supervision committees,
group collection reaponmibihity, ote,

(d) Credit Unse and Supporting Servicea:  INDAP policy guide-

lines recogmeze the mappropriateness of providing ¢redit to small
farmers that does not aerve to unprove ecarning capacity of the farmer

in the use of the renources he has in his farm enterprise. The ability

to iImprove carnimg capacity may re puire adjustinents in production
technology and/or hamic changens in the stracture of the farm enter -
prise,t.e., shiftn trom exanting « rop or antinal production activitles

to different ones, or different combinations.  Further, the smmmall farmer'as
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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 patrén 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 loun ollection
procedures. As INDAP field staff become more proficlent at applying
group methods and in implanting the concepts of coonaration 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 baris for planning
and implementing integrated area development programas,

The purpose is to provide an objective baesis for allocating INDAP
resources 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 INDAP's ability to direct its
resources to activities that tap inherent advantages due to market location,
human alkille, climatic conditions, resource base, etc, Additionally,
important needs tor integrated development other than those that involve
INDAP renponsibinhitiens directly are identified.  Such information can be
made available to relevant public and private institutions for appropriate
action complementary to INDADP etfforts,

An ntudies and resulting plans are completed for initially selected
arean, studhies for additional arear will be undertaken, The first plan
recently was «ompleted and implementation initiated,  Another seven
plans are expected to be completed during 1976 and unplementation begun,
Six to eight new area plans are projected to be completed each year
during 1977 and 1978 and unplementation imtiated, Thuns, a total of 20
to 24 plans will be completed and unplementation underway by the end
of 1978, A portion of the INDAP technical anaistance component of the
A. LD, Loan will ssaet the INDA planning otfice in unproving capability
in carrying out the relevant studies and developing integrated area develop-
ment plans.  Farmers oo areas where such planas are being tmplemented
will be amnigned highent priornity by INDAP in programming use of produc-
tion credit funds from this Project,
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in planning and carrying out all phases of this component, including

the selection of and nrrangements 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 systeins 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- "“icnal analytical work that will be neccessary as a
result of the information generated by the surveys.

As a condition precedent to first disbursement ODEPA will
p-esent a subsidiary agreement signed with INE spelling out in detail
the responaibilities of each institution in implementing the PPIS,
including the relcase of Loan funds and the use of the counterpart
contribution for the first year, Updated plans will be submitted annually
thereafter for USA!D 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
proceesing and the publication of "raw' diata, (If the GOC's Natrition
Planning Council, CONPAN, makes a contribution to this portion of the
PPIS, as 15 expected, initiation of this activity prior to first l.oan disburse-
ment early 1n CY 1976 will be posmible. If the planned CONPAN contribu-
tion 18 not forthcoming, thia sub-component will not begin to function until
the middle of CY 1976 and 1t will not be possible to begin the farm level
survey fieldwork until May or June of 1977,)

All sepments of the PPIS have data proceasing clements, Two
data procenming facihities are contemplated, one 1n INE and the other
in ODEPA. For timely procesning of the agricultural census, a data
procesming <apabshity should extat in INE by the 4th quarter of CY 1976,
Two options appear viable: (1) o muimi-computer installation for INE,
compatible with that planned for ODEPA, or (2) a Remote Job Entry
(RJE) arrangement with the National Computer Center (ECOM),

Accordingly, USAID s requesting AID/W assimtance in arranging for
the TDY 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. A, 1.D, Monitoring

Within USAID, the day to day monitoring responsibilities for the
Project will be within its Project Group I. The special unit within INDAP
and the resident advisor within ODEPA will promote more efficient use
of USAID's Project monitorin; r» ourcus. However, very close working
relationships nevertheloss will have «w Le maintained just to keep the
Project moving on schedule,

Depending on the workload requirements of other possible FY 1976
and FY 1977 projecta, home leave schedules, and other factors that will
have to be conevdered during early CY 1976, USAID may auginent tts tnoni-
toring capacity for the ¢redit component by contracting a Chilean ¢ redit
specialiat for the first year of the Project to help aet up the nevrenssary
procedures. USAIDL must rely on backatopping from AlD W for asaistance
in monitoring the PPIS component. In particular, the knowledge and man-
power resources available within the LA DR Sector Analysis Diviaion muast
be available tu the USAID and ODEPA 1o help reeolve substantive Guestions
that may appear during Project implementation as well as to provide perito-
dic appraisal of the I’PlS achievements and suggest future diredtions. In
addition, All). W backetopping for finding short-term advisors will be
requested.
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Illustrative Timetable of Implementation Events

Activity

wredit

Loan Authorized

Loan Agreement Signed

CP's met

First A, 1,D, reimbursement
to Central Bank processed .

Agreed upon plan for use of

technical agsistance funds
for INDAP.

1ot, INDAP technical assist.
ance contract signed,

2nd, year credit distriby-
tion plan completed,

PPIS

Loan Authorized

Data processing configusation
and specification finalized

Loan Agreement Signed,

Field work initiated for evalua-
tion ot larget penetration,

CP's met,

Data processing capability
in place, installed and/or
rented,

Begin processing of census
fie.d data,

Ta. get group penetration
evaluation completed.

Znd, year implementation
plan comnpleted
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Nlustrative Timetable of Implementation Events (Cont,,,)

Activity
Date Credit PPIS
2/28/78 - Credit sffectiveness evalu-
ation completed,
3/31/78 3rd, year credit distribution
plan compls‘ed, -
6/30/78 - 3rd. year implementation
plan completed,
6/30/79 Final disbursement for -
Credit
12/31/79 - Loan evaluation report
completed,
Final disbursement for PPIS,
2. Disbursement Procedures

(a) Credit Activitics

An explained previously, the Central Bank will administer
the credit activities under the A, L. D, Loan, It will ruceive documentation
from INDAP and [rom the participating banks evidencing that eligible
subloans have been made,  The Central Bank will transfer the correspon-
ding local currency deposits to the accounts of INDAP and the participat-
ing banka, The Central Bank will summarize the trapsactions and re-
quest A, LD, reimbursement for the agreed upon portions and charge the
l.oan. Heumbursement will be in dollars, calculated at the highest le-
gal prevailing rate coneistent with normal loan agreement requirements,
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Disbursement will be made as {requently as necessary but probably not
more than once each month,

A.1.D, funde will not be attributed to any individual subloan or to a
particular element of subloans, This will minimize the end use docvmen-
tation requirements for payment, (Actual end use checks will still be
possible through fleld 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, N, manual orderas.

(b) PPIS

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 USAID to the individual, based on monthly requests
from ODEPA, If the selected individual is located outside of Chile,
moving expenses could be reimburesed, Short term advisors will be
contracted from the private sector, universities, and PASA arrangements
&8 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, 1, D. based on ODEPA requestas,

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. D, Letter of Commitment procedure, Local rental
costs will be paid directly by A.1.D,, based on ODEPA rejuests,

Costs involved in survey work will be largely in local currency,
The annual implementation plans presented for USAID approval will
detail the use of A, 1.D, l.oan funds during each year, There are two
alternatives for making disbursement tor these costa,  One is to finance
an agreed upon percentage of the costs, with periodic disbursement
based on evidence that INE has performed in accordance with the plan,
The other {s to identify those itemns most appropriate for A, 1, D, financing
up to the annual A, 1, D, contribution amount and dishurse in accordance
with the documentation appropriate for each item involved (e, 4., print-
ing of questionnaires, supplice and materials, gasoline and vehicle
maintenance, and local per diem). USAID would prefer to make this
decleion jointly with the GOC once the first annual plan is available,
Imported equipment for this activity will be paid for through the Letter
of 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 are:

(1) Is the Proj=act's definition of the target group an
a ppropriate one? If not, how should it be reformulated?

() 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
reachiag 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 recipients of the Project's resources
utilizing them in a productive manner (i,e., are their net incomes
being affected favorably by the Project)?

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

(7) ls more food being produced by credit recipients
than formerly?

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

(7N What relationship, if any, exists beotween the
differing technologies employed and the recipionts' incomes?
Does the presence or lack of T.A., have a bearing oun reciplent
success?



(10) Do differing outreach mechanisms employed 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
cooperatives)?

{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 will 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. Evaluation Methodology

The Policy Planning Information System (PPIS) described
in Part 2 and in Annex B contains components that will provide both
the instruments and the control data needed for the contemplated
in-depth evaluation of the Project.  The principal instruments to
supply data for the evaluation will be the PPIS annual farm level
micro-cconomic survey and its annual rural budget survey, The
farm level mucro-economic survey, built on the format, methodology,
and experience developed by the fatin Amierican Bureau Sector
Analysis Group in Colombia, Guatemala, and the Dominican
Republic, will provide the necesaary data base for studying the
evaluation queations related to farm level profitability, income,
employment, wealth, changes 1n factor utilization, etc.  The rural
budget survey will provide the necosary data base for answering
questions about poasible induced changes in consumption patterns
and nutritional levels,  Theae two surveys will be administered to
randomly sclected aamples of credit applicants and to randomly
selocted samplea of the rural population at large through the
normal PPLS intervicwas,
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What is contemplated is the administration of the two PPIS
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 {or changes other than the availability of credit,
the beneficiaries of the Project can be compared with non-beneficiaries
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 succesaful and unsuccessful credit applicants will
be followed, thus permitting comparisons between the successful
and unsuccesnful 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
interviewa under the PPIS but will not form part of the regular
PPIS stratified random saraple,

3. Evaluation Schedule

Special evaluations are scheduled for 8 months after
the first l.oan disbursement, Because its principal purpose will
be to determine whether changes are needed in the Project's
eligibility criteria and lending mechaninms, the scope of the first
evaluation will focus on addreaming principal evaluation questions
1-4, which relate to the Project's direct beneficiaries, its target
group, and to the lending eligibility criteria.
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The second evaluation, scheduled to take place 12 months
after the first, would address the more difficult questions adbout
the Project's impact on the incomes and lives of the Project
beneficiaries (e.g., principal evaluation questions 5-11). 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 iteelf,

4, Evaluation of the PPIT

The evaluation questions associated with the PPIS
deserve further attention. To attempt to answer the larger
question of whether or not information systema like the PPIS are
a worthwhile activity for external assistance (principal evaluation
question 12), the folowing points need to br examined;

(1) Is the system providing baseline measurements
of the income, resources, and specific economic potential of the

Chilean poor?

(2) Is the PPIS an ongoing mechanism in place for
the evaluation of the impact of projecta, programae, and policies
aimed at altering the welfare of Chile's poorer groupas?

(1) Hae the P'PLS aystemn been of ase in the rvaluation
of the agricultural credit component of the Project”

(4) Has the PPLIS systen been useful for the formu-
lation or evaluation of other development projects in the food and
nutrition areca; has 1t contributed to {ocusing those projects on the
needs of the puor”

() Is PPLS generated information being employed by
others beside ONDEPA; Il it readily available to them”

{t) Is thre PPLIS a relatively cost-effective means for
gathering, snalyzing and disseminating reltable and atatistically
significant infoarmatiun needed for the formulation and svaluation
of develupmunt projecte?
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(7) Assuming that the PPIS is found to be an activity
worth continuing, how could it be improved?

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

5. Evaluation System Implementation

An cestimated 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 Statce. However, approximately seven mun of evaluation
T.A. should be {frum 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 summarized in the following

budgets:
Evaluation Technical Assistance Budget
(US$000)
A.! DO

LC FX

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

Loan Funded
First Evaluation Analynais 2 mm 2.0 6,0
Second Evaluation Analysis 4 mm 4.0 10.0
Fina! Evaluation Anhlysis 6 mm 6,0 15,4
Total l.oan Funded 12 mm 12,0 3.0
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Evaluation Su rvey Budlct

A,l,Dl
EC FX
Grant Funded
Firet Year Field Work & Coding 26,0 -
Total Grant Funded 26,0 .
Loan Funded
Second Year Field Work & Coding 39.0 -
Third Year Ficld Work & Coding 53.0 -
Total l.oan Funded 92.0 -
Total Evaluation Cost Summary
(US$000)
A, 1. D,
CY 16 CYy 717 cY 78 CY 79 CY76-79
CGrant Funded
Technical Assistance 14.0 --- .- “ee 14,0
Survey Costs 26,0 -ea .- -se 26.0
Grant Funded 40.0 casm see cse 40.0
}#onn Funded
Technical Ansistance cen 8.0 14.0 21.0 43.0
Survey Costs cea 39,0 $3.0 cwe 92.0
l.oan Funded cen 47.0 67.0 21,0 135.0
Total Evaluation Costs 40.0 47.0 67.0 21,0 175.0






.86-

USAID suggests the following solution for DAEC consideration: that
$40,000 in grant funds be made available concurrent with Loan
suthorisation to finance the design of the evaluation system and to
provide for the proper and timely gathering of baseline data on
eredit azplicants, The grant would provide $14, 000 for four mm
of eva'uation system design and credit applicant sample and
questionnaire design, and $26, 000 for questionnalre printing and
admin stration. Data processing of the information would be
financed using Loan funde. ODEPA would be expected to contract
U.8. and Chilean T.A. for the activity and contract with INE for
questionnaire printing and administration,



D. Conditions Precedent and Covenants

The development of detailed operating plans 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 (eape-
clally with respect to the first year of operation), to identify required
professional and technical field personnel needs in the first year tage-
ther with avidence of authority to hire and maintatn 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 rogula-
tions defining the relationship of the Contral Bank with lending banks,
lending criteria and sub-borrower selection criterta and evidence of
capitalizatior availabilities will be required.

The conditions precedent to commitments or disbursements for
the Loan or components uf the Loan (in addition to the "atandard cond.-
tions'') will he anm follows:

Except aa A 1. 1), may otherwiae agree in writing

). Prior to any lishursement for agricultural production
credit by INDAP, Borrower shall preeent in form and
substance satisfactory ta AL D, :

a) A detailed implementation plan including INDAP' »
Jending tegulationa amd criteria, {irat Yyear plln
for allocation ol credit, analysia ol professional
and technical tirld personnel needs and plans for
meet inyg theee ncels through additional ataff and, as
neceasary, 'echnlial anslatancae)

b)  Evidence of the avaslability of required counterpart

funde as capitalization of the «redit program,

¢) Evidence that INDAJ has established 2 separate account
for crodits tu be financed under the l.oan,






In addition to the above listed conditions precedent and to
“gtandard'’ covenants, the Borrower will covenant as follows:

ll

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.

In addition to the contribution for credit counterpart,
GOC will assure budget contributions to INDAP
sufficient to administer and operate the credit program
which 18 part of this Project and will provide any
additional budget contribution necessary to avoid
decapitalization of INDAP funds available for reicnding.

The GOC and the concerned institutions are aware of the
nature of the conditions precedent in terme of institutional upgrading
and the amount of planning which will be required before disbursement,

INDAP i» especially aware of the preparation which will be involved.

The Central Mank has accepted the role of adminiatrator and is aware

that a substantial oatlay of tunding will be required.  While the specific

requiremente of the conditions and covenants have not been negotiated,

the role to be played and the effort Ievels involved are generally under-
etood biy the Chilean institutions involved,
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Institutional Information and Survey Data Analysis and Divulgation

Sub-component (ODEPA) - ESTIMATED PPIS BUDGET,

(in US$1,000's)

Description Estimated Cost

Mini.computer and Peripherals
Basic 64K Configuration 43,6
Nine Track Tape Drive 15,0
Decktape Tape Transport (Typeset) 10,5
Four Floppy Discs 11.0
Eight Terminals 16.0
High Speed Printer-Plotter (500 LPM) 12, 5
Flatbed Plotter 5.5
16K Dec Data System 310 13,0
Card Rcader 5.1
Airfreight and Other Costs 19,6

Data Input
Supplies 12,0

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

Photctypeset 15,0
Press (11 x 17) 14.0
Collator and Binder 11.0
Camera /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, 24 MM 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 configuratien will need the input
of advisor requested,
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Agricultural Census Precessing and Publication Sub-Compenents (INE),
ESTIMATED PPIS BUDGET - (in US$1, 000's and equivalent)

Description Estimated Cost

Mini-cemputer and Peripherals

Basic 126 K Configuration 58.6
Foeur 9-Track Tape Drives 48.0
Decktape Transpert (Typeset) 10,5
Two Floppy Discs 5.5
Four Terminals 8.0
Two High Speed Printer-Plotters (500 LLPM) 30,0
Flatbed Flotter 5.5
Card Reader 5.1
Airfreight and Other Cests 30,0
Data Input 7
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)
Publicatieon (Typeset and Picture Book)
Statistical Analysis Fackage
Timesharing RSTS/E, SORT 11, Disc and

Tape Elle Maintenance (1/2 of $35, 000) 17,5
Service and Maintenance Contract 35.0
Publication

Phototypeset 15,0
Press (11 x 17) 14,0
Collator and Binder 11,0
Camera/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 15,0
Sub-component Total 558, 7

NOTE: Budget is illustrative only; 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)

Farm Household Marketing &
Level Budget Processing
Description Survey Survey Survey
Technical Assistance
Data Processing
Resident (Same as
Other Components) 8.0 2MM 8.0 2MM 8.0 2MM
Short Term 30,0 5MM 18,0 3MM 12,0 2ZMM
Short Term Sampling 24,0 4MM 12,0 2MM 6.0 1IMM
Data Analysis
Short Term 50,0 9IMM 44,0 8SMM 24,0 4aMM
Data Gathering
Transportation
(vehicles) 25,0
Local Survey Costs 175, 0 15,0 8,0
Sub-component Total 312,0 157.0 58, 0

(Total Cost All Surveys $527,0)
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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.

P

/ Stuart H. Van Dyke
Director, USAID/Chile

December 5, 1975

Date
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pars el sector do pequofios productorvs a travds de INDAD es une
preccupacidn del Golderno que estf silendo roterialicaia en los
progranns Co orédito agrfoola futuros, Croszmos que 1n polftica
de otorganionto do préstanos de AlD es coir-idents corn la de INDAP
y oste organisno estd en condiciones de rocibir recurnos pars rea~
1isar proyecios y a la voz nejorar su oapacidad de cporrcién y de
gonerecién de nusvos proysctos de desarrolilo,

Por otra parte, al Golderno le interesa la canalizacién do recur—
808 de orédito a travée dsl sistona bancario parm atender direota~-
mente y a trovés de 1as cooperatives u otrus formas de organisacién
& los pequefios produztoros agrfcolas, Es nusstro desso el impulsar
1s capacidad de los pequafios productores cozo las organizaciones,
de utilizar el norcado firanciero corriorte cono una ranora do lo=
grar una real y efectiva incorporacién ao éutos en la utilizacién
de las eatruoturas disponibles y asf hacer su desarrollo nfs psrma=
nente, De hocho, a travfs dcl crddito bancario se entf canalizando
parte irportante de los recuri:1 a oste soctor, a travds de 1f7cas
espocialos (o orédito para capital do trabajo, El Coblormno ow.f es=
todiando un perfecoionamiento de estos sistonns que pernitan una
atenoidn oficiento del cector qus nos preozupa y especialnente a
través de ou> organizacionss, sictoma qui quadard definido pars
opersr para cuando este préstano entre on funoionaniento,

El proyecto incluye el firanciamiento para el Plan do Informftica
dsl Jootor Agrfcols, cuys objetivo es o) mejoraniento de los siste~
man da recolaceifn v procesaniento de inforuanién agricola pars la
tooa de doclsjones en polftica oconfnoica, La falta de datoe buenos
¥ oportunos mstiringe actuairente 1la precisién necesaria para defi-
pir aspectos cord la denanda do recurnos do crédito a la agrioulturs,
su forna, vstacionalidad y fines, 1l propdsito os contar con un sis-
tena pormanente de inforuacién de loa aspectos socio—ecnnéalr>e nda
relevantos do la agriculturs,

En este sontido, ol prédnianc de AID eutd concebido para crear la
capacidad intorna d« ur atstea do inforraucidn eficiente, £l pro=
yooto incluye un coaponerme para lnfrar obtennr con prontitu’ ante=~
cedcntoa del cenno quo ee rvalizard durante 1976, antocedentos que
apartardn criterios tfslccs para la buona rarcha del Plan de Infore
nbtica, Dobo seialar que on ealos aspactos se ha contals con la
valiosa colab” 1ién de profesivralee do AlJ y del Bureau of Census
da Estadons Unidoo de liorteandrica,

Desoo reitorar a Ud, la irportancia que roviate pam nuestro pafs

0] acelerado denarrallo do la agriculturn, L1 Goblornu cstf ponlene
4o oapecial £nfasis on losrar el bush 6xito de proyectom couo éste,
pars ol cual asegurarf 1oa recurnos que sean necessrios para su tuer
humUO.

Laa permanentes conversacionss de funcionarios del Minlatorio com
nienbros de AID han adelantado en buena forma los diforentos aspeo=
Loa necesarios parm precisar este 7ri700to que vione a couplenentar
1o eafwersos dol Coldermo de Chile on ol desarrollo do su agriouls
turs,

l/...
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DRAFT LOAN AUTHORIZATION

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

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 ('L oan'') , 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 o exceed
fifteen million United States Dollars ($15, 000, 000) to assist in
financing the foreign exchange and local currency costs of a project
to improve the delivery system in Chile for providing ugricultural
production credit to the small scale farmer and to improve the
information systerns 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 Repayment

Borrower shall repay the lLoan to A, 1. D, in United States
Dollars witlkin forty (40) years [rom the date of the firet disburse-
ment under tae Loan, including a grace period of not to exceed ten
(10) years. Borrower shall pay to A, 1. D. in United States Dollare
on the disburscd balance and upon any due and unpaid interest of the
Loan intereat at the rate of two percent (2%) per annum during the
grace period and three percent (3%) per annurmn thereafter.

2. Other Terms and Conditions

(a) Except for ocean shipping, goods and services financed
under the Loan shall have their source and origin in Chile and
countries included 1n A. L. D. Geographic Code 941, provided that
marine insurance of such aource and origin may be financed under the
Loan only if 1t in obtained on a competitive basis and any claimes there-
under are¢ payable incomertible currencies, Ocean shipping financed
under the Loan shall be procured in any country included in A, 1. D,
Geographic Code 941,
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(b) United States Dollars utilized under the Loan to
finance local currency costs shall be made available pursuant to
procedures satisfactory to A, L. D,

(c) Borrower shall agree that except as A, 1. 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.Il. D.:

i)

i)

i1i)

A detailed implementation plan including INDAP's
lending regulations 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;

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

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

{2) Prior to any distursements for studies, consulting services,
training and other costs of assiatance to INDAP, Borrower
shall present in form and substance satisfactory to A. 1. D.

a plan for the utilization of Loan funds for this purpoase.

(3)

Prior to any disbursement for agricultural production
credit by the banking system, Borrower shall preaent
in form and asubsatance natisfactory to A 1. D, :

i)

A detailed unplementation plan including lending and
operating regulations governing traneactions hetween
the Central Bank and participating banks, sub-borrower
selection and lending criteria and a first year credit
allocation plan,
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{i) Evidence of the availebility of required counterpart
funde 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,

il) A signed agreement between ODEPA and INE describ-
ing thelr respective roles, and

fil) A revised cost breakdown showing the plan for first
year usc of funds.

(8) 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.1. D,, detailed plans regarding the use of Loan funds
for the second and third years, respectively, of the Project
and such related information 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,

(2) In addition to the contribution for credit counterpart, the
GOC will asnure hudget contributions to INDAP sufficient
to adminieter and operate the credit program which is
part of thin Project and will provide any additional budyget
contr hution neceanary to avoid decapitalization of INDAP
funds available for relending.



