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Dear Mr. Brown: 

I am pleased to submit 10 copies in English of the Quarterly Report

for the third calendar quarter of 1981 for the above cited grant. 
 In
view of the fact that AID/'?ashington has informed us by telephone that 
the cash flow for calendar year 1982 will be $1,025,000, we have budgeted

those funds. The budget is included in the report. In general, it will
 
require all components to stay within this budget.
 

I should especially like to call your attention to the case of

Panama. 
Almost all of the initial subgrant of $612,000 has now been

disbursed. Only $145,000 rerains undisbursed. We estimate that these
 
funds will be sufficient only to reach 31 
August 1982. Our discussions

with AID about tne continuation of the project have always been positive.

IICA is certainly Interested in continuing as the irkpletrenting agency.

We believe that we have now reached the decision stage if the project is
 
to continue uninterrupted. 'eshould very much appreciate your advising

us how we tray actively participate in planning An extention of this
 
important activity.
 

Sincere)? y s. 

Joy0'Alberto Torres
Direct f Multizonal Projects
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QUARTERLY REPORT FOR JULY 1, 1981. SEPTEMBER 30, 1981
 

FOR GRANT No. AID/LAC/IGR-1297
 

Pursuant to Section (1)of Attachment I of the above cited grant and 

Amendment 2 dated flay 30, 1980, I have prepared the following Quarterly Report
 

for the third calendar quarter of 1981.
 

The third quarter has been a period of limited field activities and 

.preparation for-the forthcoming cycle Ecuador has issued its-first potato 

policies. Bolivia is piloting vegetable insurance in the valleys near La 

Paz and attempting to negotiate to insure lenders cther than BAB, given that 

this institution will have very fewloan funds. 

After being informed of the level of funding of $1,025,000 for the
 

calendar year, we worked intensively to build a budget that would keep all
 

components operating. Relatively heavy cutback will be required inall areas,
 

especially in the Insurer's field operations to remain within budgez.
 

Finally, we are concerned that the subgrant for Panama will enable us to
 

continue operations for about 9 months more, unless the initial grant is
 

e~tended or another source sucn as loans are brought on line. At the end of
 

the third quarter of 1982, we do not believe that the Initial project goals
 

are likely to have been ret or that the insurer will be capable of self
 

sustained growth.
 

Should you wish any further infortration, please contact me.
 

Iread, Crop CZedit Insurance Division 



PROJECT ACTIVITIES INBOLIVIA
 

The Bolivian component continues to work under very difficult conditions 

arising principally from the current public sector financial crisis. Very little 

official credit isavailable inBAB for agricultural production loans. As a conse­

quence, relatively little insurance can be issued to public sector borrowers. 

Seeking to overcome this situation, ASBA is systematically exploring the
 

possibility of working with other lenders. At present, ASBA is planning an insurance
 

program covering rice in the Beni region-which is. financed- by-the Corporaci6n de-De--­

sarrollo del Bent (CODEBEN), and in which the Cooperativa de Trinidad will be one 

of the larger it;,ureds. To move this program along as quickly as possible, ASBA is 

acting as an intermediary between CODEBENI, and the Banco Agricola to obtain Sb 10. 

million to finance production credit. The Cooperativa de Ahorro y Cr~dito "La Cate­

dral" inTariJa isalso working with ASBA to develop an insurance program.
 

The initial insurance operation -potatoes in the Cochabamba area- is also 

encountering problems arising from the restriction of credit. ASBA and the 1ICA 

technicians' are negotiating an additional credit of $b 10.million from the Central
 

Bank to meet the demand generated by last year's successful operations. The Central
 

Bank has agreed to finance farrers through credits to both BAB and the PCPA as well
 

as other banks through the FRA-11 lines of credit.
 

At the same time that ASBA has had to take on an intermediary role in ne­

gotiating finances to insure, ithas been necessary to attempt to convince BA to 

cease lending the funds recovered in last year's insurance operations to ineligible 

clients and In amounts for in excess of production credit needs and to farmers who 

do not qualify. These non insurance role have become increalngly important to the 

success of the program. Otherwise, credit will not be available and the little that 
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isextended will not be based on production costs of eligible farmers and probably
 

will not be recoverir Fortunately, the reputation of ASBA for honesty, integrity,
 

and technical competence is such that most of the requests for funds are honored and
 

complaints about operational practices are remedied.
 

The 1ICA advisor in Bolivia, Gerardo Mendoza, deserves special mention for
 

his excellent work, his integrity and his innovative problem solving. He has been a
 

great-asset-to the-project-and itcan be-fairly- said-that he-has-been instrumentalV--­

in guiding ASBA through a very difficult time. Much of the credit for the diversifi­

cation of ASBA's insurance operations to include private banks, cooperatives, and
 

even self-financing farmers belongs to Gerardo.
 

At present, ASBA has received 72 requests for insurance for the forthcoming
 

agricultural year. All but 5 of these requested potato insurance. There are current­

ly 14 requests for corn insurance, 19 f',r carrots, 4 for beets, 16 for onions, 6 for
 

beans :haba), and three for other crops. Some farmers have requested 4 different
 

policies. Almost one-half want to Insure at least 2 crops, If financing is forth­

coming, insurance coverage will grow to about Sb 3.5 million, an increase of about
 

$b2.5 million.
 

The Superintendencia de Seguros has not issued the authority to initiate
 

cattle Insurance operations after four months of study. At present, a rqvised version
 

which, at the Supertntendencia's suggestion, r0mved loss of function as an insurable
 

risk, Is under study. We remain hopeful that final approval will be forthcoming in
 

short time so that we can Issue coverage this year. Several other important documents
 

Including the 14ie Insurance tiroject and the coversion of ASBA into a Mutual insurer
 

are also In the Superintendencia, The change over to a mutual structure Isbecoming
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daily more urgent given that the reserve is steadily being eroded by a deteriorating
 

exchange rate and the Inability of ASBA to convert part of its liquid assets to stable
 

currencies,
 

Insummary, ASBA continues to grow and diversify under quite adverse con­

ditions. Ithas been forced by circumstances to become involved inmany new areas
 

such as negotiating finance inorder to keep its programs growing. The continued
 
development of ASBA depends as much upon exogenous variables as 
itdoes upon the
 

insurer itself. ASBA isgrowing more and more technical ly competent and calable of
 

larger scale operations but still depends heavily upon lending institutions decisions
 

to provide production credits. It is Abundantly cleAr that tc prntect the reserve
 

against the devaluation of the Bolivian peso, it is necessary to alter the legal
 

structure to permit holding of stable currencies.
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PROJECT ACTIVITIES INECUADOR
 

The Ecuadorian insurer, CONASA~has undertaken pilot Insurance operations
 

inCarcht inthe north of Ecuador. The first insurance ison potatoes. The first
 

insureds are the production cooperatives of the area. At presents there are 41
 

requests for insurance. Of this number 26 have been given definate coverage. The
 

rest will be issued policies as soon as an adequate germination isevident. About 

150 -hectares are to _be ins-ure-d. -The planned winter. rice insurance was.delayedby.. 

the lack of resolution of the dispute between producers and the government over the 

official price of the product. The lack of a final decis.on has forced the insurer 

to hold up the planned operation. As soon as a final resolution on the price of the 

grain isissued$ operations can begin. As much of the area is Irrigated there are 
almost year around operations. However, 2 policies covering 15 irrigated hectares 

were issued for the summer (dry) cycle. 

Inaddition, planning for the livestock insurance component isgoing ahead. 

At present, all the required documentation Isinthe Superintendencia. The planning 

for the life Insurance program has been effectively halted by legal problem. The 

statutes approved by the Superintendencia last year established CONASA as a mixed 

capital Insurer and not a stock company (sacieds,annia). Itappears under Ecuadori­

an law only the litter can be authorized to Issue life insurance. h~~wever, the con­

version to a stock company would require most of the present members to r'etire from 

the board or directors* thus depriving C014ASA of Its sources of capitalization. Ap­

partntly a special law will be required. The recent loss by the Superintendencia 

of a key person say Imply a rather lengthy process before the life product will be 
authorized.
 

low 
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* 	 CONASA is also well-advanced with feasibility studies for insurance opera­
tion in the integrated rural development, DRI-Silcedo, financed by USAID. The local
 

mission is disposed to help offset the additional administrative costs of offering
 

potato insurance beginning in 1982.
 

At present, finances for the forthcoming year appear to be too tight to
 

begin a researrh effort in Ecuador. We plan to use limited amounts of findnce to
 

lay the basis upon which future efforts can build if additional research money
 

become available. While a great deal of potentially valuable data will be lost,
 

there appears little alternative given the estimated cash flQw of slightly more
 

than $1 million for calendar year 1982. The research will produce extensive research
 

from Panama ind some illustrative comparative finding from a quite different mileau,
 

8olivia. 
The project can not at this stage, given the late start-up and the financial
 

restriction for calendar year 1981, produce good time-series data in Ecuador within
 

the life of the present project. Instead, we will destine research money to assisting
 

CONASA to develop an "organization and rethods" section with the capability of surveying
 

insured on their acceptance of the products and on how CONASA's servicing may be
 

improved.
 

The insurance plan for the forthcoming cycle is currently under develop­

went. The principle insurance operations that COASA will undertake are the
 

fol lowing:
 

1. 	Carcht: Expansion of potato Insurance and Inclusion of corn
 

insura'nce.
 

2. 	North Central Pa-gton: 200 hectares of potato insurance.
 

3. 	Daule: a- Issumace of rice insurance for the winter cycle.
 

4. 	Daule: b- Issuance of winter corn insurance.
 

S. Sierra: firestoc insrance of which 20* will be reproductive 

and crossbreeds (estizo) stock, and 80% native (crioll ) stock. 



At this stage, itisuncertain how much of this planned operation can
 

be carried out due to the present finao'cial restrictions Imposed by the reduced
 

cash flow. Ifboth the ntional contribution of 2.5 million Sucres (32.6 Sucresu
 

$1), and $150,000 suplied by the subgrant are considetiq, the operational deficit
 

under strict austerity is estimated at about $20,000. 
To carry out the planned
 

operations, 2 additional vehicles costing about $17,000 are required. 
An 

additional 2 inspectors will be required.. V2 estimate the p.s.nnel costs at 

approxiiateiy $16,000. The total shortfall appears to be about $53,000. 

There are relatively fta options at present to offset this shortfall.
 

Ecuadorian law requires a 
large part of the reserve to be tnvasted ingovernment
 

paper with a very low yield. Interest income previously destined to capital­

ization can cover part of the shortfall. The other option, unless more capital
 

becomes available upon which interest can be earned, is 
to reduce the planned
 

Insurance program sharply to make them cost compatable with available resources.
 

We wIll continue to explore these options and reach a final docision by year's
 

end.
 



PROJEC INPNM
ACTVIIE 


In the last Quarterly Report, we presented an extensive analysis of 

the Panamanian experience. Since the aariculture iscyclical and this quarter 

Shas been characterized by a low level of activity, there isrelatively little
 

new infcrmation to report from the agricultural insurer'soperations,
 

Panama continues to be our primary research laboratory, By year's 
end, we expect to have completed the first extensive and sophisticated study of 

the impact of agricultural credit Insurance upon small farmers and the 
agricul tural lenders. These documents will be forwarded for your review, comments 

and criticism as soon as completed, We also plan to present them at in IICA/ 

IFPRI symposlu:' in February to a large audience drawn from the countries of the
 

hemisphere and the international lending institutions. This will we believe
 

be the first in depth theoretical 4nd policy discussion of agricultural Insurance
 

inLatin America.
 

Inaddition, Panair has recently served as our field laboratory for 

training the Ecuadorian staff. The Ecuadorians were able to work together with 

their Panamnian counterparts in a week of intensive field training. 
This will
 

be followed up by TDY's of Pnamnian personnel inEcuador at several key
 

stages of agricultural insurance activities such as at germination 'i , 

as well as after losses and at D~arvest t re, 

The Pandnan Drooram rviAins th# stronnest of the three. On other 

occasion, We have, howeer, ,Ointed out Several Potential problems. ISA continues 
to operate With a very s-all reserve and a vague govern",nt guarc:tee. Its 

board 1 fc~r II ractflA? pCLp ~-~ p oS4 of t i*i(nistote 4f ;VAricultgre and 



:personnel Tihese rik aeo de motance pivento recen changesof
 

~oiia poer We continue to be tl i e ve tat the long term success of the iiiii~ 
in -h1urerdepends less upon climatological vralsadmr pngvrmn 

Sdecisions. :We have developed a hiphly dlirsified portfoli to :protect:against....: ::::!r: 

: almost: alrl losses, . i rHowever, to leave the insurer at te prject':s end in a 
.... ! strong posi tion. the reservems be strengthened~adtqlQ~,,tutr must.. 

These changes acquire particular importance in light of: the fat ha 

the 1612,000 s ub-grarn: to ISA will. be exhausted in-August 1902. At preset
only about $145,000 remains to be disbursed. If the project is to continue its 

work in Panama urgent action is required to get adaltional grant or loan resources : 
" on line. 
At present, we estimate that we will begitn to close dlown operations i
 
Labo 
 ut mid-June 1982 unless additional funding isavailable. 
 ::
 

:: .... :In the last Quarterly Report., we reported our budceeted and actual :: 

expenses.expendituresWe anticipated 4 cash shortfall of for the calendar year.for the first set, seer of 1981 andS14oO00Lour anticipated Second Sevvster 4 

As of the end of the third quarters the economies that we have introduced In
 
dolyed contracting* deferred capital purchAses, 
 Aind reduced levels of oprations, 

we are currently elstir~ttna that due the SI50,000 year and money we ill! reach 

t.... yea r ' % end with S50*000 on hand. . . 

The cash fiost for CY 1982 of S1,025 mill ion his bw tentatively 

budgwv,. 4#v ost! to ai short(40l o( about $156,PO for' tm# three Insurers. I 
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isour belief that all three insurers probably can survive these sharp cuts.
 

However~, the consequences will be quite severe,
 

InPanima, the Director General of ISA has reported that the loss of
 
artticipated grant funds will require a 
"drastic" reduction of field operations.

and, consequently, 
a reductionin the amount of itisUrance. 
 There isalmost no
 

flexibility inother areas such as personnel. 
.ISA's staff are government
 
.i........ Ii
oyees.and--ansno tesily--be frdf-The-lnterest-arned-on--theres
 ea:id
 

.part of the reserve 
itself would be required to maintain the same level of
 
operations. Additional governm'ent funding will have to be obtained ifthe same
 
level of operations isto be maintained. At present, prospects are not too
 

4! 
 bright for additional government funds.
 

Bolivia and Ecuador have cash shortfalls of $35,000 and $46,000
 

respectively. 
 Both will be required to maintain very small programs of insurance
 
to stay within budgut. 
 Interests on the small reserves are inadequate to offset
 

these shortfalls. Additional capital will be required or else the reserve will
 
~ 4 have to cover part of operating expenses. (A contingency expressly prohibited
 

inBolivia).
 

The RICA component of the project is estimating a cash shortfall of
 
$163,000. 
 This will require a sharp reduction inconsultants, tralninq, travel,
 
and research. 
As of year's end, should mission funds not be avallablL., our
 
,activities in the 06minican Republic will be terminated as quickly as possible.
 

The overdue conracting of another technician to reove the increasingly heavy
travel doand on the San Jose staff cannot be contviplated, While we believe 
we can hold together most, if not all, the carefusly rbcrultd and well trained 
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insrerwil b vey l mited. Li l esoureability to opeat a research... 

prograwilbersritd
 

'i' +l....percentag + of+l: e the request, to +sta ii thin budget.++ Iti;l lialso be ++r: '+li+necessairy to +
4I~ 4 444 

!+if+!++ revisei the annual operationalf plans to mke them comatble with+ avii lable+? / 
44 

?il7i 
44 '4 24 4 4m - 4}+++ 44~ 4~ 

44 
" L+: resources. Welanticipate.444.4444 that the r~equired revisions will! be very difficult and i +! +4,4 44,44 444 44 4 444 444 44444444444~4~444.4444 44444444 4444 444 44 4 4 4 4., 4j 4~4 ~~44444

44 44444,444 47 444'4 * 4r 
444444 444444 '7;444 44 .4,444444j444~ 

.... While we retn hopeful that AID/Washington willl be able to augmeint 

the cash flow by about SZO500 duringi the first mnths of 1981 so that there ;r 

wilil be su fficient lead tie torograml insurance activities, vm are prepared:;ii.+:
to try to keep all components functioning, alb44at a reduced levl. Our beief 

I~ tat It Is possilel and weltrust thattAlIs woluiiton of lllA's performaince;+ ;i! 

; of the contract will bebasedt uo our reduced caalitiesll,. .. .:.. ++'-+ 
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