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1. INTRODUCTION:
 

1.1 Terms of Reference:
 

This report is part of 
a study undertaken by a multi

disciplinary team to develop a project for the consolida

tion phase of the San Julian cuonization area, which is
 

located on the east side of the Rio Grarde from 
,ontero.
 

The responsibility of the credit specialist was to design
 

a credit system for agriculture and small business in the
 

project area, and to determine the credit requirements
 

based cn the data provided by the farm development models
 

and the rate of adoption. 
The economic feasibility of the
 

agricultural credit program was also analyzed from the point
 

of vi.ew of the lender.
 

1.2 Summary:
 

1.2.1 Objective:
 

The objective of the rural financial services
 

element of the proposed project is to, within the constraints1. 

of sound fiscal police provide the capita2 and other 

financial services to the project community iwhich is re

quired for achievement of the rate of socio-economic de

velopment anticipated in the project design. 
Due to the
 



order of the requirements of the various financial services,
 

the appropriate lending services are described here. The/ ,.
 

other services essential to a ruralldeveloping community,
 

including savings, inves'tments, financial transfers and
 

insurance, are deferred for developrnent in the course of
 

project implementation.
 

1.2.2 	 Clients and uses of credit:
 

The following types of loans are proposed:
 

(a) short-term credit, generally required for
 

the support of farm production inputs or to
 

otherwise finance the borrower between
 

harvests
 

(b) medium to long term loans for farm capital
 

investment, such as the purchase of livestock,
 

machinery and land improvement
 

(c) capital and operating loans to finance local
 

agribusinesses which provide essential
 

services to the project area settlers
 

1.2.3 	 Service dclivery systems
 

The financial service delivery systom requires
 

the establishmrtent of a savings and credit sub-agency in
 



-3.
 

San Julian, with enough% doscntrnlim'tion for credit deci

sions, in order to provide a useful and timely service to 

the farmers and to minimize credit delinquency.
 

A roving credit system is recorcmended for maximiz-.
 

ing effectiveness in reaching the farmers, reducing their
 

non-financial costs of credit and improving compliance with
 

the repayment schedule. All credit operations from filling
 

out loan applications to repayments should be done at the
 

corMunity level.
 

The portfolio should :e controlled with as few
 

accounts as possible. Short-term credit for agriculture
 

should be channeled through a line-of-'credit and managed
 

as one outstanding balance per cli&nt to reduce cost and
 

to develop confidence on the part of the farmers regard

ing the availability of funds, provided that they comply
 

with the credit terms.
 

Every new, long-term credit should be blended
 

with the outstanding balance of the previous one to simpli

fy procedures and miniOlize costs. 
 The repayment schedule
 

would be reviewed -,ith every additional credit.
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In the case pf credit for rural-small business,
 

loans for capital equipment and working capitil should be
 

carried as a single account.
 

A credit manual should be drafted and adopted
 

by the lending agency, establishing lending policy, eligi

bility for credit, credit terms, debt service requirements
 

and account management procedures.
 

Loan application forms should be designed to
 

first reveal the elegibility of the applicant. Then they
 

should include questions, the answers to which weighted
 

values can be assigned, the sum of which would be the
 

basic reference point for deciding on the worthiness of
 

the application. Such a scheme would reduce the time
 

required Zo process an application and would contribute
 

to consistency in decision-making.
 

The disbursements provided for each crop and
 

for seasonal activities of permanent crops should be for
 

12 months, and those for long-term uses should have re

'
 payment periods of 'e t eight years. Loans for work- "
 

ing capital for small businesses would have a maximum re

payment period of 30 months, and for fixed assets up to
 

seven years.
 



1.2.4 Charges:
 

Ninimum agricultural and small business loans
 

should be established. Loans below certain amounts are un

economical because they produce very little income from
 

interest charges. Group lending would be the way to over

ccme this constraint in loans for agriculture. A higher
 

interest rate should be charged for small loan amounts 
so
 

as to imorove the contribution to fixed cost.
 

Interest zz''rs of 19% fcr short-term loans and 

I5, for long-tarvm, loans e.-rou.;ed in L"e economic feasibi

lity analysis of agricultural credit. Under the "ssumptions ma'. ths 
 stra
 
ad_ these interest tes were adequate.
 

....


In addition to the interest rate, there should
 

be a commission charge of between 1/2% and 1% on each dis

bursement, so that the lender would be reimbursed imme

diatcllv for the variable cost of processing each applica

tion and disbursing the fund.
 

It should be reasonable to start the small
 

business program with .n interest rrrte of 19% for loans
 

below $b.30,000 and 15% for loans above that amount. 
 Con

sidering that the small-.scale enterpreneur-c: are yet to
 

emerge, it would be reasonable to start a small credit
 



program for them setting a low minimum loan amount of about
 

$b.3,000. Such a policy at the beginning would likely
 

allow more small businesses to get started.
 

The minimum amount for short-term loans for agri

culture should be about $b.3,000. This is due to the fact
 

that with an average outstanding balance of about $b.,2,000
 

at 19% intercst, the contribution to fixed costs would be
 

approximately zero.
 

For long-term loans the minimum amount should be
 

calculated according to the repayment period.
 

1.2.5 Credit reauirement:
 

Based on the rate of adoption of the farm develop

ment models which were estimated in the economic analysis,
 

the credit requirements would be $b.93,000,000 in the first
 

four years of the project. The fund requirements, net of
 

repayments, would be $b.66,353,000. The contribution to
 

fixed costs, net of incremental costs, delinquency and
 

interest, would be about 8.6% .f the outstanding portfolio
 

at the end of the fourth year.
 

Th 9 crodit demand for small and medium size busi

ness was estimated to be $b.56,675,000 during the first 



four years. Credit for agricultural machinery and for two 

sawmills accoultd f or 51.9 and 45.6% of the total re

quirements. \The inclusion of s-ximiils as probable. invest- '. 

mients assures that a clarification and some modifications 

in the forestry policies will be made.1 

1.2.6 Broadening the scope of financial services:K. ' 

Considering the almost complete absence of
 

financial management capabilities aumong the settler' at
 

the present, it is obviously necessary to restrict finan

cial Zrvice t-o the nrovision of credit by outside insti

tutions. However, strong omphavsis should be placad 6n 

deva.e>iping financial management capabilities among the 

.ettle.s.It is recomm nded that they be assistzed in 

developinr, their own multi-purpcse cocperati'-e as rapidly 

as they can. it should include a savings and credit 

activity which could in time manage all of the credi. 

req, 4-ed by its members. 

1.3 Principal References;
 

In addition to field observations and inquiries, the 

following papers were considered in preparing this report: 



1.3.1 	 Observa-tions of "ural Financial Mar!lets in Three
 

Bolivian Regions, by Jerry R. Lacan and Ronald
 

L. Tinnermeier, La Paz, UiAID, October 3), 1977. The
 

anlysis and conclusions of this research provided very
 

valuable background infcrmation for this report.
 

1.3.2 	 'Est;do de !a Rorgani.7':ci6n del Banco Aaricola 

de Bolivia 2 Captcidad p ,.ra li 72-,inistraci6n del 

Credito n! Pecueio ":gricultor, by Pedro r 
La Paz:USAID, August, lE:Co Tt provides reco mendations 

for improvina 	 insraon
of credit to small farmers 

in the anc: g cFo_ as -acomponent of a reorganizaition 

plan. 

1.3.3 	 ;'Provecto Integrado 2 Desarrollo Rural", Chimo

re-Chaoare, aConvenio -CA-IICA N~c. 8/78, Coope

raci6n Tccnica del BID ATC/TF (SP) - 1579-BD. 

1.3.4 The scope and content of the present report are
 

complementary tc the ones mentioned above.
 

2. BASIC DATA ON SAN JULIAN COLONIZATION PROJECT:
 

At the present ti'ne there ar-o approximately 1300 fami

lies settled in the San Julian N"rth area of the proposed
 



project area. It is expected that this number will increase
 

to approximately 3,150 within the next four years. 
Colo

nization of San Julian is said to have started in 1972.
 

Each family is in possession of 50 hectares of arable
 

land, only about 6% of which is cultivated each year.
 

There is practically no animal husbandry activities nor any
 

income ganerating plantations of a pcrmanent type. The
 

agricultural practices are rudimentary. 
The San Julian 

?rcject site is about 109 kilometers from Santa Cruz, which 

is an active industrial and conmercial city. There are
 

scveral marketing constraints for commercial agriculture.
 

The main ones are the lack of a bridge across the Rio 

Grand2 , expensive transpcrtatign nnd lack of farm storaging 

facilities. The San Julian prc.ject area'is divided in 

nucleos of 40 families each. 
A group of nine nucloos forms 

what is called a NADEPA. All of the 50 hectare plots of 

each nucleo extend from a central community residential
 

area. 

Families who move to San Julian are given food for
 

about nine months while they produce and harvest their
 

first crop. They are provided with seed for planting the
 



initial crop. A fbur-months orintation course is also 

offered by the United Churches Committee through a formal 

agreement with the Instituto Nacional de Colonizaci6n. 

The Banco Agrfcola de Bolivia began a credit program
 

in San Julian in the crop period, 1977-1379. From verbal 

information given by the administrator of the !.ontero
 

agency of the Bank and the credit. agnt of thr- , it 

can be supposed that for that crop, it "'prov-ied 13 short

term production loans to groups for a to *al of $US33,000. 

Tho=e !oans benefited approximately 222 group eibers. * 

At tho and c f tic* -eynt period a-utI7% of '-he.cut

stmnding balance was overdue. I.ccording to the Bank agent,. 

thi-s was duc to a severe -rougP.t in 1977-197-. The re

payment of most of the overdue balance was restructured. 

At the present time the Bank credit agent think-s that 

about 10% of the outstanding balance is overdue. 

For the crop season, 1978--1979, the ank rovided
 

about 20 short--term loans to groups with a total of 175
 

members, for the total amount of approximately $US30,000.
 

New loans can be approved only for tlhove farmers .ho
 

do not have overdue balances. The Bank provides only
 

V 
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short-term loans for cash crops as 
stipulated in the USAID
 

loan agreerment which is the 
source of funds.
 

A-ccording to the Bank's policy for the program, loans
 

are available only to groups. 
Each meirer of a group must
 

be a co-signer. According to the agency admnnistrator,
 

the purpose 
of the policy is to minimize cost. However,
 

the Bank's agency Teeps 
a record, outs-ic the account books, 

of the outstanding balance of each membr. 

The Bank's loans cover only 8% of the standard 

budget established for each crop. 

There is an example of a cr.dit cooperative in the
 

rci.on. Ccopi:rativa San Josc5 Orero was organized around 

July 1976, with the assistance cf the United Churches 

Committee. As of January 1979, the portfolio amounted to 

about $US15,000, distributed among 178 of 330 members of
 

the organization. The average loan per member has been
 

around $US100. 
Loans are approved by majority vote of
 

the assembled organization. 
According to the information
 

obtained, there were no overdue accounts as of December
 

1979.
 



3. CONSIDER2.TIONS FOR THE DE.3IGIi OF A CREDIT SYSTEM FOR 

SPALL FARMERS: 

The purpose of this chapter is to establish a thoore

tical framework or a body of principles by which a reliable
 

credit service can be designed.
 

For the purposes of this study, a credit system 

consists of its total components, including policy state

ment, organization, operational procedures, delivering 

sytem, loan service and _repayment. 

T......c..v pr is a systom to ma!ke credit mrket

abe, cort-efficient and effectively c=ntrolable at an 

nc;s~table ! el of risk. 

A credit system must be' esigned within the parameters 

of the credit objectives, volume, credit amount per borrower, 

beneficiarys activities; environment, and the level of de

veloprment already achieved by th:- borrowers, and their 

activities. Ilthcugl these are variable factors, they 

embrace certain basic concepts which are applicable to any 

credit program for small farmers. 
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Although an important tool for providing, the funds 

that small farmers need to carry out theDir farm develop

ment and production plans, credit by itself does not 

4enerate increases in .the income. It is t!.e small farmer's 

goals, values -av .though.:--outand Will, well farm develop

ment plan, land security, appropriat2 technology, efficient
 

mar'Kting. and the effectiveness of the institutions promot

ing these conditicns that really mak a wel!l designed credit
 

system offective in increasing the small f xmer's income.
 
Aso mattar how good ead efficient the design of a credit
 

sy -tem, it wil b of - the otherEittJ>g fithout es

sentia! elements of"a brnladcr supporting sy stm. 

.credit system for small farmers must met certain 

rec-uirements from the point of view of the farmers as 

well as from that of the lender. 

3.1 Important Characteristics of a Credit System for the
 

Farmer
 

It can be said that in order for a credit system to
 

be viable fqr small farmers, it must have.
 



(a) an efficient logistical system 

(b) adequate terms
 

(c) good image
 

(d) reasonable cost
 

3.1.1 Efficient logistical systemi 

- The syst mn must be easily understandable and 

usable. 

- It must be flexible cncugh so as tD respond 

quickly to different farm situationz and farnmers' needs. 

- It must be able to disburse funds w-hen they 

are needed.
 

- It must avoid, as iuch as possible, paper
 

wcrk and time and transuortaticn-consuming procedures.
 

3.1.2 Adequate termsg
 

- The credit budget and the repajient dates 

should be flexible to allow for considerations and solu

tiens of unforeseen problems that mplay arise due to the 

nature of the business.
 

- The repayment schedule should be in line to
 

the farmer's clash flow. 



- The guarantees and.collateral should be reason

able in value, and within the vorrower' s caPlilities. 

The borrower should feel compelled to repay; however he
 

should nct feel that he will be left hopeless if he were 

not able to epay at due time. 

3.1.3 Good imag3: 

T-e credit system must xmeet the farmer's needs 

in a way that it can be socially acceptalle, depended on
 

when neee, and appreciatod.
 

- ie t rules of the game, the lender mqftust 

gain the confidence of the farmer.
 

3.1.4 Roason-ab.e cost;
 

The interest rate charged on the rutstanding
 

balance and any commision charge cn disbursnments should
 

be the only relevant costs incurred by the farer for
 

borrowing. 
Legal costs should 1-c avoided or at least
 

minimizod to the extent possible. if appropriate, sugges

tions should be made for changes in certain laws and regu

lations which might be increasing cost. Alternative means
 

for meeting the same objectives could he suagestcd in some
 

cases.
 



3.2 	 Important Characteristics of a Cred.it System From the 

Viewpoint of the Lend,.er; 

From the point of view of the lender, the credit
 

system for small farmers must have the following characte

ristics:
 

a) adequa ta organization and support
 

b) efficient, reliable personnel
 

c) low cost and good financial health
 

d) reasonahle control
 

3.2.1 Adequate :rgani7aticn and support;
 

- There must be well--defined tasks and responsi

bilities for each pcsiti,,n and eac'- emploTye. The lines 

of authority should ta well-defincd, and there should be 

only one boss for each employee. There should be a strong 

commitment to the program from top down and vice-versa. 

To accomplish this, it is necessary that everybody complies 

with 	established policies and procedures. The need for
 

mnaking exceptions should seldcm arise, and in such cases 

there should be a standard, known Procedure for processing 

and implementing them. This procedure should operate from 

http:Lend,.er
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field personnel upward and should includi written -iustifi

cation with tho rsir.aturcsof ' least th:rce -eople in the 

line of responsibility. To have a procedure for exceptions
 

is helpful for control and for keoping records. It may
 

lead to detecting the need for desirable adjustments in 

certain norms. 

- There should be an internal -.uditing unit 

headed prefera,b-ly by a Certified Public ?Tccountant. This 

unit should be independent of -ianagement. A-mong its audit

ing tasks, it should verify t'-- complianc with policies 

and procedures at each le&vel of the -.rgani.,ation. The 

chief of the internal au~iting unit should report to the 
...._ any r lack support of.- Dirootors reluctance *f 

the organization imoleimenting com:_lanca with established 

ncrms.
 

- The organization should comply strictly with
 

the quality of services and procedures that it has informed
 

or agreed with the farmers that it would comply. If 

changes are necessary, they should be explained and justi

fied to the farmers in advance Ot rw ,2 th- lender would 

probably lose face as will as the good will of the farmers. 



Once the draft of the systam has bcen completed, it is
 

worthwhile to discuss it tith diffcront groups of. farmers.
 

Orientation seminars should be carried out for community
 

leaders before starting the program in a community. On
 

the other hand, meetings should also be held with the
 

farmers of th community to discuss the systoM, the services 

they would receive, and their rights and dutizs. 

- The whole organizational structure of the 

lender should be reviewed when a small farmr credit system 

is considered to determine if -nd (.w th2 svztm bestcan 

fit in the present organization. It m:zy *; that minor 

adjustments in the system w!ould ze sufficient. On the 

ct>cr hand rajor .djustrnsnts in t- orgnnization may be 

recuired. If this werc the 
case a carefully thought-out
 

plan should be esigned for accomplishing the required 

adjustments.
 

- The organizational structure and the credit 

system itself should consider both the short run and the 

long run potential of each project area as well as the 

growth Df the s~,al_ farmer credit program throughout the 

country as a whole. Without incroasing short run costs to
 



undesirable evel"s, the organizational structure and the 

credit system should be planned so that they woul. be able 

to support potential increases in volume with as a few 

adjustments as possible in organization and procedures. 

This would save cost in the future. It would avoid deep 

changes, redesigning, reraining, disturbing employees and 

human errors. 

Training of field personnel and staff should
 

iven priori A credit 

farmers or for small .cus.ness shculd not be started unless 

it is :ttcrrincd, through th technicue of simulation, 

that everybody h-nc-is his job -,ell and is able to perform 

it without committing serious errors. It should be re

membered that to detect and 'o ccrrect operating errors is 

more costly than training. On the other hand, if there
 

were too many errors, the accounting record would not be
 

up to date, and even worse, many people throughout the
 

organization would spend their time searching for errors 

rather than doing the jobs they were hired to perform. 

ie high t. new system for small 

-
There should be periodic meetings of field 

personnel with regional officers, and of senior executives 
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of these offices with top management. This is most import

ant for maintaining coordination and for k[eoping the crga

o
nization and systems sensitive to field roalities and orga

nizationa! needs.
 

3.2.2 Efficient and reliable pcrsonnel.
 

- Go:.d management should encourage !oyalty to
 

the institution rather th-n to its mem-ers, so hhat all 

members of th crz2niz:ticn -- Il! con'mit themselves faith

fuly to the goals .th orq..nization. 

• :-,yv,, sould "chired, r-' rdd and pro

motad .tr ly on 'h basis of .. r performance. Through 

training and o / thcy s1o.uld come tc realizc the 

importance of th: goals of the program and of their per

formance, participaticn an constructive criticism. This 

is most important for kcping the staff and employees 

highly motivated. The managemcnt style should encourage 

new ideas and suggestions. 

- It is the people in the organi-ation who will 

in the end make the program succoeed or fail. For this 

reason, together with a r;_sc,n.l_, personnel rewarding 
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policy, there should be strict rules for ,-st:ndrd 

performance. Only persons -"ith tho hi':~sz int;grity, 
good intentions and ethics should be aLJo: he work for 

the organization. is Ist andThis the basic important 

corirnitment for a successful creditrcg-ai-. 

Good um.. rela ions within tie organization 

aro importont for promoting good performance, and they 

should be encouraged at all timas. 

3.2.3 Cost- and f"nancial ealtlh-

To ave cost: ono mus '.-- very strict ani care

ful in justifying -everystep o paper arnd;a.d time and 

trasoortation consum.r.g .roc -,durr.z- TO cu.>Lions of what 

wiould happen, ,!hat is the pro'_a.iitv F'. it could happen, 

what would be the loss or the problem if ft should happen, 
in what ether ways could it be prevented from happening, 

in what other ways could it be found out if it should 

happen, and in what cases could a given -It information 

be useful, or would it -be just as useful, av!-ilable and 

safe to louk for it when the need arises .--should always 

be asked before establishing every -orkactivity in the
 

process.
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Collectioh activities should be constant and
 

consistent to prevent defaults. 
 Soie p~opl might have the 

tendency to spend their money for other purposes if they 

do not see, through the collection system, that t is more-.


i-mport-int to ropay the loan. 
On the other hand, an effort
 

should b;e made to get borrowers wvell acquainted with credit 

terms and repayment schedules and the importance of comply

ing with them. There should b. this cducaticnal component 

in the credit s-ystem. The lender should also be ready
 

and willing tc provide financial advise . tnto help the 

fzar:er, through contacts; to g-t thc other services that 

he or his com unl tv needs. 

Grouo and ccnmunity participa--tion in credit 

decisions and repayments should h2 maximizd Co increase 

ccinmunity involv. 7ent, and to improvet systcm. 

- Informal and formal group lending should be 

encouraged to reduce cost. 
 This minimizes the number of 

clients without reducing the nunber of beneficiaries of 

the program. There should he caution, however, and the 

lender should mat... e sure. that the. group transactions are well 

managed and that group members rcally feel a commitment for 

compliance. 
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L-__1 P3S:L-,e ways of int.rinstitutional 

coordination should be explored to incraase the probabili

ties of success of -.development program anrd to reduce cost. 

Each program can be thought of as either an input or a 

support to 7l the other programs. There can 1-e found ways 

within th. -o.,ectives of each organization to plan their 

tasl:s toccch:r. not only to improving effectiv.ness through 

bettor coordination but also to reduce cost through better 

distribution of work load; s .rIn equiment =nd office 
S... nnqimntadofc
 

-.Ri }"boundaries -n defaults :tnd on accumulated
 

losses in thc profit and loss statement should *e established
 

for the program. These bound-.ries should be taken as a
 

comn.itment so that a given strategy should 1,e followed b assure
 

comnlianca to these limits. The implementation plan and the
 

rate of growth of the program should be reviewed in terms of 

the results that are being observed. It is worthwhile to 

design an implementation plan which would concentrate in 

given areas -nd to start the program at a low volume relative 

to the funds which could be available. -nother strategy 

for keeping the program within the risk boundaries would be 



to oceratc portfolio mix, ofwith a " different degrees of 

risr. Thi,-3.. marns thirt, diffcrent pro ct -Ireas, cl.Assifiee 

according to ris]-, should 5e chosen for La'lementing the 

progr ) . -athr than concentrtincr only in Lho highest or 

.... For..- : rs judging t-. risi-, ft should also 

.. ......... ccount t.It tho percentagie; of defaults among 

client w,.ill deipend on thc offectiveness of the other de

v.-- :.mort services.rwnn 

--The cost policy of the credit system should be 

well "ough-tkirg into consicration the mediumkhrough, 


-?- On l±c:tions vm th prcgr-r grows. By
Lonl _,_ .... cost 

poCiy, it is this t.se, mae choice 

a ;-"c th'-7 - i n n, -ig cost witL-h 

relitively low var-f-ble cost and a 

r, in c to a between 

system with high vari

able cost per loan with relatively low investment and fixed 

cost. Semi-vriable cost is aiso implied when reference 

is m:Idc of variable cost. A third alternative: would b a 

compromise between the two altornatives e:-ntiond above; 

that isi to design a plan in which the organization would 

mov.. gradualy from one cost policy to the other. The 

criteria for choosing a given cost policy wco,!d be based 



on the following facnu_-s: a) -In.uring -rofitable, economic 

_oerformancc in t-hs-n long run w'..hout incurrina high decapi

t ali z.-.ion in th& short run, h) tho:.ffect of ach polic1 

on th auality of servico to the farmers, c) its contribu

tion to the.design of a'n effective and efficient system to 

control ,p-. .s and to suzpPly relevant information for 

analytic._ our-.,.d) pro'lems anticipa ,ed '_v radical 

change in cost policv in the future. It can be s _iid that 

in grl; thc higher the r,'. er of cr.dit transictions, 

thr moro 4...r.ant it i , to hoep v.-ro costs low, even 

at th- cx -ns e - igh-cr fixed costs. In some systems a 

policy cf low v .riabr . cost is snfo-r against the risk of 

inf~'tion.
 

- T- is very inportant to consider all the pos

sible means of protection against the effects inflation. 

The higher the percentage of long--term loans in the port

folio, thz greater the adverse effects of inflation on the 

financial halt.- of t-LIc organization. The risk is even 

Igher when the intorest rates are relatively low and even
 

worse ,-he-n they are subsidizcd. 



-
It iz worthwhile to c-onsideri in colonization
 

prcjocts, the possibility. o" having in ooch co -nmunity a 

mix of rclatively efficient faero 
with unshilled farmers. 

In this w-.v the trinsfer of technology would he enhanced. 

,, rcduccs costs to plan. up to the., point that 

it is possiblo, thn reception of ocan 2pplicaticns from 

each cortznunitv so th.t 2ll of them can be rocessed at tha 

sama time and co~unitv coopcratic,. would be mcre feasible. 

Lc--n Dplications --s wzll as fi.-ursomonts sculd bo plan

ned with t>.c community. 

The cost of P credit is function of 

.u... ' -n applicat'ions a 7accounts in the port--.. 


folio. o it is worthwhile to thin- of A scheme by which 

the nu.-"'r of loan -pplications can mini-a account: be 

mized without limiting the numboer of credit beneficiaries. 

Finaneial charges to bcorrowers: Thc. crodit 

transactions shcu-lP g nrat, to the lender a.n income -large 

enough to cover costs at a reasonable portfolio level. 

Bcsides the opcr-ting expenscs, ths lender's costs also 

include the cost of money and a provision for bad dcbts. 



- 27 

in the medium term, as the volume increases, the lender 

should operate with a resonnblc prof it. To h-.ve a profit

able, economical performance is consistcnt with develop

inent purposes; because it is the moct certain way to insure 

continuous apntio,Urowth. is thc only wy byand This 

which it can be -hopcd that the program would bc alle to 

expand" continuously and tc be l to rezoh, in the long 

run, most of the small farmer sector. 

.. The lender should consider charging a comision 

on each 3isbursccent in orler to 1;e ixmediateiv refunded 

for the average cost associated with proccssing loan appli-

caticns and dis'urseIntso This would sinificantly improve 

the profit and lo statzment in the hort-run. coLmio.: 

sion of about 1% in each disbursement should be considered. 

- For calculating the approrpiato interest rate 

the average variable and semivariable cost per year of emch 

credit transaction and account in the portfolio should be 

figured. This coet figure, divided by the average outstand

ing balance per account, would provide one of the components 

of the interest rate to be charged. The sccond component 

would be the cost of mcney, i.e.. the interest rate paid by
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the lender. The opportunity cost of money might come cut
 

unreasonable high for most of the activities that the
 

program could pcssinle finance at the 'gining. Howeve.L,
 

when the funds come from international devezlopment agencies,
 

it could be considered that the opportunity cost is equal
 

to the interest rate paid, due to the fact that the funds 

would not 'e avail-ble for any other purpos!.. The third
 

ccmponent of the interest rate to be charged would be an 

estimate of a r-sonahie provi'sion for the ris!k of losses 

.'hough defaults. The fourth component would be wiat might 

be estimated to ;:e a rensonable contribut.ion to fixed cost 

for raching thIe brgak-evon point with a givan portfolio 

volume.
 

3.2.4 Contro!v 

- There sho ul ! be a relevant control of the port

folio. It should he dosigned with the cbjectives of, a) 

keeping up-dated information for effective and efficient 

collections, b) avoiding frauds and discovering human 

errors and c) producing information for analytical purposes.
 



--The supervision of 'thc use Of credit funds by 

the farmer shovruld bc .imed ,-t verifying :ccpliance with. 

credit tcrms; howevor, care should be ta],-en that farmer -


feelings will nct be hurt.
 

-.jn effective auditing system should be designed 

for irl'3l-. ntr-.ticn by the internal auditing unit to con

tinouslv chec: c-n loan operations 7ind compliance with Poli

cies and procadures.
 

-
There should be periodic orientation meetings
 

with the cormunity. Farmers should be informed about all 

of the aspects thit should conc-:rn them a.nd they should be 

encour.age -tomake suggestions for improving the system. 

It Shuld 'e poDinted out that the farmer's knowledge of 

the system is also a very important control tool. 

4. COMPONENTS, DELIVERYTERMS A-ND SYSTEMS: 

4.1 Assumptions: 

The components that are suggested for the credit
 

system are based on the following assumptions.
 



1.1.1 -Flexible, tcchnologically and economicallyf-=_ - - L_ ., ...... i p m n
 
--siblo farm development models for gradual irplerenta

tion in a reasonable period of time, according to each
 

farmer's n.-ility, would be 2vail-k-1lc for assuring a con

tinuous gro.wth in farmers" income and st.ndard of living.
 

The models 1etaken is cuides and
:uu:d -. --iculd be reviewed
 

=eriodical!v. The .lender would... tako, into consideration
 

c.angas in.. variables '.nd 2ssumntions of the models. 

4 - The pro ect re-i '-,ould be .orovieddwi-h a package 

of effective, intecratod -and. coordinated services, includ

.
..u.tn,. .ea4-th: ..xt.nsin and social promotion, 

cc-.unity in tegration -ni l&:.-dorship development activities 
.-- _.. community com itm nt _ -<.,.._. 
 prticipation and

contribution to its progress. 

.1.3 Inputs for farm activities would be easily acces

sible. Furthermore, f-mrs either would have access or 

would be required to build, with loan funds, the proper 

storage units for their products. This is very important 

as they mov-e- toward coimercial agriculture. In the case 

cf nnimal tus'andry, the building of aq-mtc infristruc

ture would also h- done, for minimizing tra7nsportatio#-- " 

costs. 
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complying with thz! conditions cst-blis'yc3 1y tho In.itituto 

,Nacicnnl d"i onoiz:.ci6n would b elogiblo to, participate 

in tbnc credit program. Credit would h-_ -vnilbl' to in

,_Lausl farmez, wi1 as t #sormm.l -,nd informal groups 

who .are wAl crgan"zcd. 

.v.. . s.. -Fcr;-dit-

S1ort Term,, Rep ymc nt pcr iod up to 12 months. 

Farmn..s th ... s uld be -ivn thc _ :_p,,rtnity to 

-.-_.talish in the 1o-:n a lic~tion the firal date for ro

-.',in" the loan, This woul give them flexibility for 

mzrreting -cnir products and could "ont-rlutedevelopto 

nq higher r.ep:.ymen cc.in.it:ent on their .rt. 

Lone Term R, pamcnt pcricd rore than 12 mnths 

and up t. eight yoears. 

4.2.3] Line of credit:
 

Clients wh- are approved for short term loans
 

for the second year in a row would be authorized a line 

of credit for all their short term financing recuircments. 

This line of credit would be tablishad for a given period, 

which could be 5 years; and urcr conditions which would 
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give the lc-,enr the right to ntop disbursemcnts bccause of 

lack of com.plincc from the cliont, incr- ,s in risk or 

lack of funds. Tho amount of th line of credit would be 

established iccoring to the client's plan for the next 5 

y ars... ... 3]jectives of the line of credit would be to 

,avci the .ddjitinal cost oC hriving to approvc loan applic-

ations for c-ch.seTason and of. having to -e.c_-a diffcrenL 

outstannding >l!nce account for e-ch activity and for each
 

S-::-scn. 

.Rcord cf outstnding lon term loans..l'anco.f 

,i th the urpose of minimizing costs and imnrov

in ...... _:rt t, ..... nev.rbong trm !..-n would be 

authorized and dis'-,,ured. the previous dutsta'nding b.alance 

wculd be consolidated with the new disbursear-nts in a singi 

account. 
 The whole reyment schedule would be reviewed.
 

T.e loan contract would includ2 this consideration.
 

4.2.5 Purpose of loans,
 

To provide needed funds for viabl production
 

activitios and investments with the following purposes:
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~.2. 5.1 rrL-rkjci ('?nital' 'ccor,9inc- t-n ftrir Cdveoprent 

pl,-rs, rr-.' ctrn fc'nor c,--s ropc i--rc nc 

harvestingc f peorr--rrnent crrn.~ in~prcr'uc-J (.h P'incr repairs 

cf ccji'rn-nt v~rul '1 -e includc!: 

4.22~.2 ~'ixo - Fsrts -'ncl/or farr, pr~rckr cee
 
inc t.- f,-rr vc c n'o tr m c 1-eirpler.-P t jo cf
 

porma.nent cro-F., .rr'i' J.]isl- r.rv, af:-rr-- infr;-si-ructure arc 
PUrChpv;2 o'c t-rrl nnr ccyurrr of cc7nnr raj_,C'Fccr 

rcnpirs or rrccrr'-Iiticnirr rf 0rnrirrmnt r'n7' -:obirery~. 

' .2 3 Ctcr Tr i-o iopr~ rlm, -t rn rrrprjitC tir, 

if Jir'rCqs 'I.rrc w'eb. it C(-1-110 1-C cr-si/'c-7~ tr) nrriri-le 

lc,-c- for Y-'-'c Jr- rcvr"c'pts ,r - Fr p- r~or~c~3~ 

nro- cssiopn! l-uisy "uo 97]ef'- the nuIF-~cs. 

Certp'ir t-.'pe-s -f po-rsorpl JrpnrF. coit.( el.Er%bo considered~ 

to sx'vo tcfr-rr fro-' lwvinc to cc to nriv2tc Jlerncrs w1hc 

Charce hig~her intcrest rp'tcs. 

Plirir1- !(-.axn r:inrunt rpor cli-nt-. 

1Lr--ns bcolrrr ? ccrt 7in iarrvnf-, a.brut l,11.3,rl, to 

*iarrncrs t.'ho i' hn,o Pi-~o'prevoOl can/r c'islhursc' a 

1c.Fn vicilec not'%- - apprrvcO.. 
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:i'o niini-Trur'l1~rP'C ror c~j rrt- .wcL* rnrPrurt: 

t h at w ,u ,- Fr (v i r7 pt 1c~t .' r c -n r i hutc n t c fix C.d 

ccst rer yea~r. r77i ii.~ J ic! br, eSt. Shc~ to0- ~v0i 

crc !it, trr7ns -cticnfl- Whic!7 wMUld ctuso 2csss. Ffowever, in 

cr, cr tr TIE'P0 ti~o crcY(it Pnc~cr~r ?v~~~otr the 'rcrr--ct 

of the rrcr<, thc 1on(ror v,,ruld oc ' tho f;7ry-crs with 

'c,'n rccu-rcrnrtF 17lrw +-Im-nfi, to rpl-c' -i' mt Ppprlicr

tie.*nF'. In th is t,~u{ I cn :VfIII-I For f-,c,!r tc use 

]h,,ut4 --i-n toc-cJfx c cc Ft. If t)-r, 1oonmarc nr~c~orcne 

in t-Lc 1oKd toc cc-sarcur' .rc, I--- rnor. 

c vcmo rujd hc yco- t r o'cccrp}'ble 

rn,-r srm?Jl f-rr'ors in Trrjc-ci-s CCI P 711].Sr, here the0rn ) 

~irzesof ~.nucico- livc ir . rroe or les~s ccpccntrei-cn ;:r. 

rzt.b'cr th'-n disos~ ir :, wir'c r 

?.2.7 P'axirwur loc.n a.nount nor client: 

Thce r'ayirurr io.n airount v-'ouk hoc rnvie-wed' rericilic

"illy and -. ejurfce nccrrdinc- to- the, h-uclc-cts r- Stacc in the 

proccss of irlrntto of ti-n fprr T-rclcJ. Dy rFxirrur 

irer i'nrurt ic r.c-,int t'.,r: torpr(-znt r-f iThIc rro.cr' 

nutctarp9ino. T-.~l,7ncc in tlhe TrortfrIin plus thPnf OflVi, 

c!itronr,1 ).or Prrnlirytirn t- is lon-oc'~1 



The Yrrrowxer' s ir'iec-ritv, Tnrirle, rceeC. will, and 

hnov-heiv 7~rr the rst reoeiznt. cuar.;'ntctc. ('oJlateraJ. c-n 

fp-r7 Preouction 1vC-uiO '-0 C- I-'iE- ~. ;-r~ ie~ sense 

of Ccr-ritc-r1fbyt farp'ers. If thorro T.ro-r.-) f~ ir'ecai 

ex~cnses irv-1vnO. for nrctic- th-is rcuhrcrorts, it p'icht14 

trnr ou- trc >c ina~vi'ik-le to incwrheor Fpr-, rrvTh.if 

t',i7 w*.'rc thc c-.so- F1 th.rucrht rl-rui' 1-c -ivcr.. to !?vucstirc

a e-iffc-.rnt 2eo- rrccrc ~tibcriil her rrrc crr'patihle 

w:i 	 vrl= L.ovc-crt. cvrh osit cc,'c.h rc-,'J.izccl 

--LF f~ ivt -Lt cruIO 'c n Jlrurc.1 sc,-3.c to '?Otb 

tv>C. crlatc~rc1 c~f si-.7l1 -- rr'c~uc(rP i ee' ul titutc for 

rC''\TontThrr ~'o~d -erroblircs of loc-isticcs'.n(' of the 

lcn r's irace. 

(mdl ter-.71 or. ti-r Pssots )heirc-fi.-rcc." iwoul 1 . te. 

rccuircd oen lopns for fixe-I Ps ,F P rrrtc-p- on the Plot 

woule also Ibe recuircO! if t-!, law wmil2, P)1low the farrers 

to scl2. the lot 

Pecre it-417r' -ov.O 1- rionticnr t.J-rt every' 

offrrt she-vilr he rp~n to c~rucrto the. f17rrers cr'. the use r':F 

http:rrvTh.if
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cre--Ut ance to strrnc-tIhon 1-'c±rprsrn,, v:,v ~r(r sonso oF 

corr -tr'ent. Thi'3: is' vortN 'rbi]e. -Fr(on tl'o, c'cvr-7orr'cfl- -(2. nt 

of vicv.7, as woll r-s to tto r.rr fncl.)h 't. 

2~.. Interost rato rnO cor!'7issior rr "±i'-rsront

interest i-'rcc ci,±vcn ;'-'cvc (3.?3 krtl hhrrt te-.rn ---nd 1cnc

terr' lcoans wcul- Ihav onc ir.orost r-tc -F*c- l 1(c-.ns 

with1in F, ccrta-in -:nce . 'rrl- rM;' interestr.tofr.ihr 

7co--Ij-Si-cn cf 1.1 on 1 -1rcfi.f c-'cV- rcc=

n,-,c n (2' sc P t r j.T-rrcve t lo- pr c- t; ~nc0 , st, t rrnnt, rF 

the lendler in t o sY-3ert run crr.tr v itl: ci-ch cOis-

1-urserent o' rcvenue which wouj- rnore, or- 3- -* -~ncstc 

for the. cost. nrcFin b- c~~Ppic-7tior.ircrorent;-1 !of-

anc' cishursinc- th-e funrs. 

7' penalty interest, riitn for k'Ptc roTpe ynont wculO 

he es-hiso. nd it si-ould ho hiho-. -f: t-'he- visou1e. 

;llowit, thec pnri lty shruld7 be. oc-uivrnJcnt to -'brut 501%of 

the rociulpr interc-st r~ltC. The wouic? b,: -:ivrs :--n0/or 

restructurrr, rf ti-e ror'onqrt r-rcdulcs .r e fi'rnos ae 

not able to rc!-rv on ti,-.- Oue to causes t,;-1 7.rc nct iir 

thleir contrr. 
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Loene -auThe~Olor. m1-V rchtrc-ulcW o(p,-fro

are unbet :cr l it, r e'ayrint .'. 44 Ou-, C7'o'a a 11 un 

rzblav 1' a-'gr4444. ltur".44 co di-an 4,4. rooe aa',>' t 

2.44'sr .i be." -e 

tern loan eq rotucuo not d'Tstout> re,:+rct~rina.ert 

nThe c1topqrwhen' cinte I-e. esoelycimortnetcci-maunivc' would~t 


iunaeet to~CC't'ply Wththisay1(mft3s o To' .- conr;4.
 

In e ti e and re'.~ rds -t.-ran,4,Z,-a4,, 

prole cod.inr~~Tt the tgrculura crnscla..cr. wc'scc th oca 
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some kind of recoanition to ccrrunities or nucleos with out

standing repayment records. This schepe, if introuce 

properly, would probable incre*?sn the croun comritment and 

loyalty to the credit rrograr, ancl woul( develop a group 

need for corpliance.
 

".3 Delivery Systemr 

43.1 Lo'n applications!
 

The loan appli.caticn form would contain euestions, 

the answers to w.,hich woull deterrine the oleai-i.itv of thr: 

applicant anO, his rror.-sition cor crecit consicderation. 

The cuestions c-f theoc eilitv type could be 

such as these!
 

- Is there any liticgtion recardinT the plot you 

are planning to plant? 

Yes: 
 PTO 

- Po you also plant on another farm in another 

recTion? 

Yes! _ __ 

- VWho is aoin7 to irploPment yoiir :Farn plan this 

year? 

Your fater_ Frothor7 Ycurself: 

Priond_ 0 ther (give name) 



- Whic j,mntbs of the year cio' yru live at your 

plot in Pan Julian?
 

L nL J ;j 

.. 
 , , -. __ ;IN ,;D 

- Confieential opinion of the cor'runitv cred't
 

ccrittee:,
 

Excellent7 
 -__,Td ? d___ 

The aiplication fcr. would also contain cuesticns
 

whose answers ccu!8 1e given w'ci'.to9 nurerical values such 

-.s the fc~lowiija

-Hcw loncg ycu lived, in the ccrnunity? 1--cre 

than 5 years -cre than 3 year 
 Less than 1 year
 

-- Tat yicld ner hectare Oid vou cet 2ast vear? 

I'ore than 10P0 , Between 51) a. n 
__O _, Between 25 

anr 5 

How ruch incomrne did you act frorm your farm. acti

vities last year? 

- TDo you owrn oxe~n? Ye -; 

- Do vu use a tractor? Yes - o. 

- Do you own it ___ Pc, you rent it 

,st Available
 



The loan application wruli0 also crntain , pag~e for 

the farm Plan and the .hudacet for the activity. This part of 

the application would Ic: cor'r]etce, hy the frror with the 

h-elp cf. the extension agent. .Pothwnu-ru! acree on the data. 

The system cf assionina oeiahts nr nun.rical vaiues 

tc certain answers would bme evelope sc t -at there woule he 

a weighing of risk in the eecisirn. TIis schere fci.litatcs 

consistency and accuracy. The xibhts assicgned to; each 

answer could Ie changed over tine acccriic an.r experience 

.gained. 

The loan applicatin 'cr for rodjur rnO lonc 

term, leans for permanent crors a-nd investrents in fixer 

assets wculd also include the peocific infr-rmaticn gelevant 

to each activity that the ler,:or finances in the project 

area. The feasibility of ralon aPrlication of this type 

should almost he determoined 1w reference to the model. 

?pplications 1-,% groups fcr lcans to purchase 

ecuiprent for sharingsuch as tractors, co-uld be analyzeO 

in much the same fashion as indicatee above. The idlea is 

tc have a 1-ind rfa. routine stanc'ard for determining the; 

feasibility of each lean application. so that the staff in 

:W4 



the project area could anaplyze it in very sshlrt order. 

Tn,'S ".e?or any. loan apnrlicati-n for anvthing 

shculd he received, even thouc-b tie specific activity might 

net c'ualifv under the lender's present plicies. TThese. 

ideas should he discussed with the annlicant lnrl ppssed cn 

tr hicher authorities frr [!ecidinc whether thev irerit further 

study. 

3 . 2 Loan authcrizatic 

3.21 Shcrt terr 1c-ns- The authrizaticn levels ,mould 

he such that at !ezst 99 of the anplicationF wou]c'.ke a.

rrcved in the suh-Ac.ency which servicerz tlre project area. 

In the case cf San Julirn a liuit cf between Und3, 

US$4,000 would prcbably he appro'-riatc. 

The above statement rn'Thes it aevisaJ-le for the 

lendinc organization to choose, for each project area, an 

aancv head and a suh-agency crecit arent whc hpve cateco

ries in the pers!nnel aministration system that is in 

keeping with the forecast volur-e cf credit. in this way 

employees with licher cptecories will.he assianed to agen

cies and suhaconcies where thcrr- is a stroncyer de'and for 

relatively higher loan arrunts. 

http:wou]c'.ke


Ioan applications which are not sanctioned I-v the 

cirunitv credit cc'rrittco would net be :pnrrrveo. Frwever, 

the credit aaent wculd verify tll.it the cr.mnittee~s opinirn 

is based Lin gocd judgoment anr is well.intcfi. ed. 

T.t his cwn discreticn the credit acent would discuss
 

certain lon pp~licaticns with Persons nrrviing ethcer serices 

in the area. 

Loans above a certain limit w-rulO be sent te te 

next hiaher ranking office in thc orcanitirn f -r consieer

aticn. 

.3.2. 2 Lenc- tcr' loas- ithin certain liimits long terr 

lcans would ho akcprcve -., e credit corittc- c'f the lender 

at the agency level. The cc*rmittce wulrd include the agency 

mranager, the credit officer, a rer-er of the orcanization 

which provides extensin services,*nd a rember of the one 

that provides sccial prcrctien services. Thc autoncircus 

limit of the acency could b- betw.een USS7,nO0 and S$lO,000. 

This scheme wculd increase coorolinaticn end wruld help tC 

irinirize risV. 



,-.3.3 	 Lngistics for fillincy 2car arrlicaticns ane f(-,r 

Oi shursevents: 

Dependinc on the dcgree of cr.mmunity nrcanization
 

an_ conmitrent and the crcerptien thpt enc- nuclec is ablle
 

end willinT to prcvide to the crccOit prr-rm. a credit 

officer oicht he a!'le to effectively servicc from as a few 

as 20 ccn'.unities to as many cs rlablle sixtv. Tt the 

present in the San Julian project, a cr: ct acont coul 

probahly service wil only hcf-ween 2(' to 3r nuc]eos. 

The short and rediu_- teri-- ohjectives frr com-runit, 

cccreratirn wit.h tbe credit -rrc-rar frot- the viewpoint of 

the lender shruld he

-. 'T cive 	r'inin recarOinc thc.crceit risk of 

each applicint.
 

- To nrvie feeObac- 'ror the c -- unity remrbers. 

- To coordinate all t!- meetincs cf nembners. 

To help to answer ruestinns of mehers. 

- To hand 	 cut the funds of Ians being disursed. 

- Tc help Ocvelcp a sense of cor-piance to the 

terms of the leans. 

-- To collect repayrents. 



,1-.e rr-cecure i.-culC e ut ir; nr,?ctice is the- ccrr

'un-ity res-enc's t!, thn ahevo cb- ectivC-. n thc eej&1.ur terr

there wcule Ihe- crea.t,:r tire e-:'pn en the -,-ri- of the lender. 

This prcec'ure l-ule hc. a~!justce' Fn( ir-rrcvc' as rcre ex

nnric'nce in cainc0- in the.- irnjTlrenta-t4ien plhase. 

TheC- cre9itt ac-cpn.t wc'ulc' visit the ccrrun-ities well 

beft-re each nlant,-ic- -sesrn, Fe l-,rulc9 infr-r- t!he ccer.unitv 

crcrani1 .ticn o f the Oates hr? weu.V4 Ie pri-sent tr receive 

lcan aprplica1-icns frCT- the f:-rrrr:F,. In t ,c ciscs OfE neces

Sit'h w-ul - 4ill 1-he iT-Foif the rleta-li~.in with12 

th rC'I -cenitt forrer i.7oulcl hFve s ruc1' th -,s i tence 

o-f the exten-irn acent ir -roprr c~P fzrr- rlpn Pr. 1-uc--_t. 

which uwcule 'Le a nert of th-e vpplicetirn.* 

The crerlit acnt T7uOcensult the1ccirruni-.ty_ 

creeit cer'nittee ir Prrivinc~ rt E risk classificatirn of 

each applicant for shrrt anOd J-rnc- terr~ learns. 

The crcc~t acent weWinferri ea' Pnnrlicant 

throcmh the ccrrpnity credlit cermnittec ef the Occision on 

his ap'plicaticn. 

http:ccirruni-.ty
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Each farmer 1iahose I.ar .''s a.prover' wu.l sic-rn a 

fcrm., statreent authorizes t"'e lender to honrl out tic credit 

finds (cash an(/r kin) to roiven rerlber cf ti- conpunitv 

credit coxrm ittce. : lawyer sh,,l.' I-e helpful in writing 

the TrintcO text cf the forr'. 

civen the one 

other emlr--vns from *the lenoer's cf-Fice, woul.d -meetwith 

the ccrmunitv crcanizaticn t- dishurse the ltans in cash 

and/or kind nrCe to cat a receipt sine(l rn 1-ehalf of each 

client. The c-rm.unity creit cormrittee would then hane out 

the cash -.. r/cr creds t- each r.-rrc-r and cet a receipt 

sicned ,-yeach cne. 

Or el ecdate credit agent, with er two 

7nrther alternative fcr .'isllursirc the loans wcu! 

be for the creOdit agent hirmself to hand cut the r-cney to 

each bnrrcwer. However, it would. t ,c rmrre time .rcioul. 

prebably create nere logistical problems. 

Comrrunities which are nrt far frrr the lender's
 

office or acency and have ret-srnale mears of trrnspcrta

ticn woule.dishurse the lcans at the acgencv's office cn
 

pre-established dates.
 



Inans for relativ(.]v l-rcae ,mrunt' frr fixoe in

vest.ents .uI. ho Cishurc c rnl> in th office In such 

cases the transportatirn costs anO rther expenses incurred 

by the borrower are insicnificart in nrnrrrtir.n to the size 

.of the loan. 

T"3Lan repavrent

La.r re.,$ments wrculd 1e cn!,nctel at the comruni

ty level 1-v the- credit acont r,-/rr ..rc' tho cr..munity 

creit cprn'itt-e at the proper tiFO. 

t .east every tWo rntbs ea.ch client wr,uld receive 

a statem'ent with l! the infcr-r7ti-cn rcc1,r,9inc, 0.sl.s-rsemcnts, 

repayrents, interrs.t chrgreO z'n" his outst,-n1inc, balance: 

includ-ina how ruch r-oney Te cwes rue tc Pccrure interest
 

since the l.st_ such statement.
 

The credit acent wrul neke pcrscnal contacts with 

clients who fall hehinci their ropnayent schedules. The agent 

would )e expectee to gain the support of the cc-r,unity orga

nizaticn for this tpsk.
 



,'.3.5 Portfolio data and crntrol'
 

The 6pta to 1e Yept an the reports to te issued

could be civicee in thi-..e grcups, according to their purpcse:"
 

-Pate and reports t- 1e used for f-llow-up and 

for centro rf epcl' client's repaxi-ent. 

- Dp.ta an reports for evaluatin- the credit 

prorirap at the ccFrmunity, recirra] anO nsticnal level. 

- P-Pt an reports frr analvsis Pnd revision of 

rules regarinc eecisirns en credrit nprcval and for test

inc epparent correlatirns hetv.,ecn the p-rtfolic situation 

and specific viariables.
 

The use cf a ccri-puter should he considered.
 

-Then there is z irc- numher c-f clients, it is 

ilnortant to have rules for est;-lishincr pri-rities for col

lecticn effcrts. It is necessary in this case to he able 

to produce a clpssific,?tion of clients in each commrunity ac

ccrding to the priorities established.
 

4.4 Investment and Costs!
 

,A .
Assurntirns.
 

a) There wrulO be su-aency at the colonization 

prcject site for rrccessinc J.can apprrnwls, dishursements 



and cellecticns, ane for prvP<.-nr creit training and 

cuir.'ance to the .-eneficiF.ries. ,?,4thin est7liiberJ authnri

zaticn limits of the agency, ,.o credit aoent with the con

currance and assistanco of the crrrunitv nrcanization, would 

approve anr'.dishurse short term loans. The head.of tie 

agency w-ulrd later indicate his authorization by sioning the 

ccntract.
 

) urinc the first tw- ycears -f oFperation, the 

credit apent ;z ule assist an ,-verae ,F rnly 25 crprunitics 

'-wit an averace of a.pr- i atelxv 20 brneficiarips et.ch. 

c) There -e a onshier the s whc','ru. Jn Si1b- eCToncv 

woul .also -op a record of ec client' r isl-urcerents an( 

re v,_ents. 

0) Seascn;'l i'hor wrul_ Ve hirc urino peek times 

fcr helping h.n'le disursorrrt.r in 1kird. 

e) The acency woul!7 rrake the accounting entries of 

each transaction. It w-ull koeep the record of the outstand

inrT balances, anO it wrulcl issue perior.ic statemnits to the 

client and the suh-.vency of the trnnsactions rmar during 

the period. 

f) The repor-s of tlc 6ilv opor'tions to the 

P-atc-ncv vmulr. 1-o sicned. by ...cshier onc' t.'e crecit avent. 

http:perior.ic


C!) The cret-i acent ,-'.-ul' be rcsrcnsible fc..: the 

- 2aerinistratin of the siih-enc y . 

h) -he' impact c'f t.he sub-c'acencv oF cost c.urinc the 

first four years, Wule I-, the slries'.. mnths per year, 

plus 10% of.*'itienal fringe horefits, plus ?n% allo,wnce 

frr hareship,,, ..uo 5% per ricr. The rate of increase cf 

these cost items is 10% per Tnnr ritirn to this, the 

tctal irpact r-n rut-of.-oc]-t op crating costs cf the w cle 

institution wcul. I- eeuivalent tr R0.% of the total sur, of 

th-e cost items mcntioned a'-ve, plus the ecuivalent tc 20% 

of the r-i7inal price -f the vehicle. 

i) 7 secn, creoit ,cont and a secon cashier 

w-ul,'- h rccuire,1 , h--inincg ith. tbir-d ".eo . ..ac- cre0it 
_c'et wule be ,ssine! to service a ccf. rf commrunities 

chosen in such a way that h'rth p (ents coul .,se the sare 

vehicle. it ',culd. he planned so. that the date that cne ef 

them visits a nuclcc, tho oth.er one woul, visit the neighbor

ing nuclec. "t t:.i.s point hok.eeer w.oui he reruired in 

the PcencV for mointp'ininc the upateO, eutstan icr .-alance 

of ea-ch account anOc for Oc..nc- other rinor, relate' jobs. 

) Rustic office arO il ing cuarters -Youlcd have tc 

be built. 



2 
CoSt ceatr 

:7\cccrcdinc to, t - a'evcv ,Furticn7- the irvstr'ent 

req~uired for fixed. assets wT(ulcl 1z C.S$23,200 t:re first year 

azn6 Z, total of S?- O: in thr fmir vo,,-r Pericd (see the 

.:.-e incrernont.-l cost woulcO be USI$,25,200 USS 30,3001; 

LSSE1,000; US!FRle 
for the first four yercrnsecutivelv,

fcr . total cf 2$PL.P frr theo four year rerioO. 
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S-1 f7 JULIUM CPOLONIZPTIC,.!!rfl P f_'- CONSCIIDfmTCNPF7SF 
INVFSTyF T ND INCP 'NT' OPF.PT ' COS"' OF THE CPFPIT PFOCP? 

I. Investrent Reauire&
 

Investrents - S 1,OOsIters Year 1 Year 2 3
Yoe.r vc.-r Total 
Units SUS UNITE USUTn- s SUJ Units SUS T.itc-s-

-House. cffice
 
Sr)ace an._& !ivinc
 
ace frr three
 

I-eple, z0 scuare
Ireters 1 12.0 . .
 . .. .. .
 1 12.0
 
-fcsks 2 0.F - - 1 n.. - 3 1.0 
- C1irs 3 0.2 .. .. . .
 . . 3 0." 
- $ fi1e 1 1.0 ..- 1 1.0
 - Calculatcrs 2 0.2 .
 . .. . .. . 2 0.2
-'- 1writer1 0.2 . . . . ... 1 0.2


f'furnituresu-,r - 0.5 .
 . . 0.2 0.2
- 0.9
 
- -cur- w.! Irive 

vehicle 1 .5 ..
.. . ..- 1 °
 Cth~2rs .... 
 l.f 0.5 
 - 1 - 2.5 
TC T . 23° 1. 1o0i2 2C ...
 '
 

II. Incre-nta!n 
Costs Year 1 
 Year 2 Year 3 
 Year Total
 

Croeit r'cent
 
1 months !.C 
 5,-"10.9 11.9 
 33.0
 
Cashier 2.9 3.2 7.0
.4 19.5
 
Eoc.4eeper pro
porticne! 0.0 0.0 2.9 3.2 61.1
?uditin- salaries 2.0 3.0 .°5 
 13.5Fringce benefits 
 1.0 1.2 2.! 2.7 7.3
 
All.owanco for hard
•shir. 
 1.F- 1.8 3.," 3.3 10.6
Per Diem n.5 
 0(r 1.2 1.t 
 3.7
Out-.'ff-nocket
 
.*peratinr- crst 10.3 
 12.1 2Ao9 27.6 
Others 2. 3.0 F.0 

7 
i 

.0 
r ,.0 

.L25. 30.3 F1.0 68.1 g,.
 
NOTF": a) The ratio of increrental cost peor client in fHe -c.ricultura port

folio alone, t7kin as !-hsis tic .Youlea /th year, probahly he 
between $US27 -n(. U[122.

b) Tha percentarca -f cost nveri-Ftio increnental thc c'.ricultural 
portfolio in the fourth ye,7r wou] he arcund 2%. 



5. CPFPIT rpOrp'? FOP S!-"LIy, ,I'TPUSIF.SS:-rFPXu 

5.1 ObIjctive:s of the Pro'rarm 

The objectives of the credit prograr vis-a-vis agri

business c6evelorrent in the consoiceaticn Fh,se cf the San
 

Julian crlohization project wrulr hei
 

P) to rr-cte the cramnizaticn of feaFtsible business, 

for supplying tho expectr! crowth in demand for ccds anO 

services ar the farring prreuctinr Pctiviti-s PnO the inccre 

of the farmers increase 

b) to facilitate the instpllntion of inrr'stries for 

prcceszinc the r., reateri~is rrcrlucerl in the area 

c) tc contribute tc the Oevelc~mrent of the area by 

creating ne. sources of incocme an stahle, e.r'loyment 

5.2 The Components an. Terms of the Credit cvste':
 

The general consieerations discussc in Chapter 3 re

garding the objectives of a creeit syster 
are also applic

able to the snall business credit progeram. 

The institutional rramnization suacestce 
in Chapter 3
 

for the credit rrnrar f'r s.nall forrers cre the rovinc
 



credit services at the ccrr-.unitv or nuckc' level are also 

recor'nended as ccrponents -f the syster. for the srmall husi

ness rcgr r. 

The sare rersonnel staffinc the 
ub-E'encv in San Ju

lian woule rcvide services to sfmall nd medium size '6up;'e. 

projects.
 

5.2.1 Cree'it -neficienries

f nall and 'ediur sizc entrepreneurs wbn -re a!

rea--i livinc :n the Erc;ject rro c SFn Julinr 
or w-ho h.wc
 

decieLed to estaIlish ti -rselvcs with purposcthe of operat

ina e feasile business would he elecihile to nortici;'te 

in the -rccra.-r Liewir fnrr'rs or grcvi-n of farcrs cf 

the nucleos w.bh wculc- ]I.I-e tc engage i' s-li 1-usiness ac

tivities which they have gained the necessary. skills to 

orerate successfully wcoul( e clec~ile. 

5.2.2 Types of credit: 

Forwork inc capital: The repavrent perioe -w.uld 

he up tc 3n ronths. The principal and interest would be 

amorti7Cd thrcuch eaual Fr'unts on a monthly cr cuarterly 

basis. 7 line of credit is not recmrnnendecr in this case, 



even thruc' it was reccr'reneO for shcrt-ter' credit fcr
 

a-nriculture.ure f s-pl! 1usincss is rifferent. 

eT1erea.s in the usual acricultura.l 7ctivitins of srll 

farrers the sales rnd incores Pr' cpscnal. In the ca:se
 

of sreli. business the sales nre rcre rr less even thrcuc.-. 

cut the year, and reltIve].v .ir-b inventories c.f rc ; irate

riels Fnd finishe . rreucts must he ?rept. It is ir-re ap

prcpriate for sralll husiness to reray their i.,orkina capital 

loans perio8icallv over a r,.an.l nerieA iTcwever there 

1shcul. -e flexi.-ilitv erl care, eue to the fnct thpt there 

ere some small b-usiness activ.;-ios which are seascnl, such 

treshnc cr (!ehullina. 

T''r 4nr'c.nc- fixcr7 :,'sset- -1-c rerayent reric

would he up to S.^ months. The princiral anO interest wrul. 

be aF'xrtizee throic-h ecue!, rc-nthly c-uartcrly or seiniannual 

payment s. 

Under special circrrstances clients would be al

lowed to cancel only a fraction of the periodic repayrent. 

However, they wculd he charaed P penalty interest rate Cf 

iD Der month on the rverdue balance. 

http:4nr'c.nc


2' crace period of u- to JP rnontbs could 1-c provided, 

dependina on the forecast cash flew of the business. 

5.2.3 	 Record of cutstandino ba!ance
 

There sl-culd he onli, one outstaneinc halance ac

count per client. This reans that for clients who 1,%ve 

obtained loans for wvrkinc- capital znd fixed assets, the 

amounts to be repaid at each rcNmrent period woid. 'e based 

:n the forecast of their flows. .Phis iscas- eauivalent to 

savinc that the lcans for wcrtinc cpnitp] z-nO for fixed 

assets wculd he Ilone- int. lust one account per client. 

5.2.4 	 Purpose of lcans
 

To provide funds for oTvrkina caprita-l and fixed 

assets for the develcpment and operation of viable projects 

of small and rediun size industry, handicraft, services and 

corrinerce. Loans for workinc capital would 17c mainly for
 

financing inventories. lorans for fixed assets wculO be
 

for financing machinery, ecuirrpent, tools ane warehouses or
 

storzging facilities.
 

5.2.5 	 Fininur loan anount- per client-

The rmininum loan arount shoul, be relatively low 

at the berinninc 
of the proran -- al-cut 5h-.3000 or '9h.5,090. 



The economic irrplication of this pclicy for the lenc'er should 

he analyzed after eishursin about 50 lop.ns. The rinimru
 

loan amount would -e 
rised,if the cost of disbursoeent and
 

servicina shcul result in a less to 
the lenier. This would 

he the case if there were a concentration of ranv small 

lcans with a sianificant r'un er of them producing a negative 

contribution tc fixee ccst.
 

The above strategy Trich-t seer inccnsistert or eif

ferent to the one reccmmeneO fcr agricultural credit. It
 

does not seem prcbable in the case of small hiusiness that
 

small entrepreneurs, each one With. his wn usiness, would 

want to mal-e joint lean ,.Pplicatirns for reeting P civen 

minimum loan arount recuirr!,crt. The case is -.lso eifferent 

hecause there would as smallnet 1e r'any businessmen as 

there would he farr-ers. Purtherncre, the sal business

ren weule prcably not live Ps 
close to epch ether as would
 

he the case of the farmers, thus they woulcd not ].now each 

other as well. There is prcably elso a hicher sense of 

competition arnono businessmen of t1-is type than amena farmers.
 

5.2.f Yaxirrur lan amountpor client 

The naximuir loan .munt would he establisheO at 

$US3C,000 at the beginning rf the program. For cooperatives
 

and corporations the maxinur, would hc $UTS70,000. 



5.2.7 	 C(upranteesL
 

Here again, the horrcr's ittcritv, pride, crood.
 

will 
and know-how are the rost relevant cuarantees.
 

Collateral wculd 'e establisheO on finished prc

ducts and raw m-aterials if cnly worl-inc cnnital were financee.
 

Collateral would Ihe estal-lishece 
-n all the fixed assets of
 

the business when lcans werenrovide 
for purchasincg assets. 

I'ortcFaces 	on the l.-nd Pncd huildinc would be re

c-uired when loans were rrovi!'ee for construction.
 

The cuarantees of two cr-sicners wcu¢ld he recruired. 

in all c-ses for lcans beclw 5'r75,0nn. Ono of the co-sic-ners 

would have to be a person who d4 not belong to the family
 

cf the borrower.
 

Peardless of the above mentioned general rolicies,
 

additional guarantees wnulic he recuired. for hicher risk loans.
 

The additional guarantees could 'he 
a mnixture 	of those venticned
 

above.
 

5.2.8 	 Tprovinr loan arplications

rs in the case of siali farmers, the loan 0pli

cation fort for s'all businesses should contain elegibility 

Pnd risk evaluation cuestionc (".3. 1 , above). 



Flecibility cueuticns for ineividupl loans wculCe 

reveal: 

-hank and co!r.ercial references, cr on.znions 

frcm scre of the neighbcrs if the applicant Oces not heve 

references frcir hanks or corrrerce: 

- whether or nr-t tie applicant is ,-rerranent 

resident of the prci-ct " rea 

- type cf -usiness 

Fisk evaluation cucstions that w-ul h'e ;Fssignee 

weichted nu.erical values ccul. reveat the fcllowing: 

- Derice of tire that the husiness has been in 

cperaticn: 

- deet-equitv ratio 

- fp'ctcr cf prcjecto- nrcfih /Ocht 

- inccre cf cc-sicners 

5.2.9 Limit cf Oebt:ecuitv ratio:
 

Businesses with relptively higb investrents in 

fixed assets (fixed assets/total 'ssets, hicI'er than O.F) 

wculd be rec-uired a de-'-?ecuity ratio cf less than 2.5. 

Businesses with lo,,er investments in fixCd assets 

wculd he recuired a deht:ecuitv ratio of less tban 1.2. 



-- --cfl 

Since usualiy those us~icsses Or not keep ac

counting recores, it wouO. he necessary to inspcct the 

husiness of the cTplic-nt and ostehlisI- the ' ce state

ment thrcuah a physical evaluation of .the assets. 

5.2.10 Peterminin? the repayrment perio 

The repavyent period would I-e Oetern'ined in such 

a way that the pericdic repayrents would. not re l-eve a 

certain percentage of the profit of the business. This 

percentage 'ould 1e estaYlished taking into account that 

the profits are the source of funOs for the livino exrenses 

of the client and his fariilv. 

The r'aximum, nericdic refpavient aircunt for indi

vidual leans x.cul i-e ecuivlent to 20 percent ef the 

expected profits cf the period when the total profit is 

less than an average of $US100 per tent]-. The total period 

for repavina the loan would then Ie detervined, keeping 

within the rraxinum alloale euration for the type of loan 

in cuesticn.
 

5.2.11 Interest rate and corinission on Oisurse-ents!
 

The sare criteria estO-Iishee for credit fcr'sall 

farmners is applicabhl tc tho creit progra- for small and 



mediurn size .husinesses (<.2.P). The inferest rote would
 

be hiTher frr sra!ler lans.
 

5.2.12 Pefinancinc-


Clients whose husinesses are perforring well and 

are c!assif'ic2 as oc'r3 crodit rislks wou'l have the cppcr

tunitv to combine their outstnnrin balances with new loans
 

to meet lustified need of the hjusness. 

5.2.13 Educaticnal ccrponent-


There would he a.low-cost educaticnal ccrpcnent 

for ir'proving the overall ac]-inistrative skills of snall 

business operators. 

Ferinars wcul@ he helO at the M3PEP9 level cn 

sirple, practical concerts of crst efficiency, revenue rne 

expense records ane ceneral nmarketing principles. 

In the medium-terr, specific studies ond serrinars 

woule be held en the rest comron Y-usiness activities cf the 

project area. The rnst comon, year-round processing acti

vities would proa!-le be- bakeries, corn products 0airy 

prceucts, sweets, leather products; shoes, belts, harness,
 

garments, wood prcducts, '-rick an. roofinc tile.
 



5.2. Loan autboriz'tion ]J.rit.ts of the sul-.,c'oncy ann 

Pcgency
 

The authcrizaticn limrits per loan for the sub

acency would be !US3,f0l0 anr for the accncv $US25,Onn.
 

6. INSURINC LFZ'_FR's CTP, cImY .ND AV..BILITY OF FUNDF:
 

The financial institution in clarie ef channeling sub-

Icans to the project area woulO he olcT.'o to. ake a margin 

large enoucrh to cover ccsts, inclulin' a provision fcr ha, 

eets, and to receive a resenrhle contril, tirn tc fixe. 

costs. 

It wculd 1e rccuestcd th--t ti-is financiE.l institution 

meet the following recuirements" 

-. it woule. have OesicneO .ll the recuiriO systers and 

procedures to the lest dctail

- the whcole credit system woulr3 have been prcven to 

fit in the orgTanizational structure anO the accounting and 

auditing systcmrs; 

- it o.,ould ,e al)-l to s*cw a sound personnel policy; 

- the personnel chosen fcr the program would reat the
 

rminioum eualifications establishcc in the job descriptions;
 

http:J.rit.ts


- the whole orconi: 'ticn woull he wel accuainted with 

and cormitted to the rogrom, in. the personnel who :woule 

operate it wrule have .cen gciven the prerer trnining. The 

effectiveness of the training Wuld -e rrovee throuch siru

lation.
 

It wculd also he recuestc that --my ref'cw of the pro

cram funds not >ein "useCe for creit at amy civen tiime he 

dercsitce in P srecial, intcrest-eoarinc Pcctiunt, preferahly 

at the Ce.ntral Bank. 

Thectrct-2 P-cunt rislurser&to the financil institu

ticn wculce be al ti'es ecual t-- the pcrtfolio of the*t 


prrcran plus the -alance in the above rrtinnpO special 

deposit account. 

7. !7 VIl~(7-

A savings s:,sters wr-ulr be introduced at the proper 

tixre with the purpose of &evelonin the !hP'it cf saving 

amonc hb.th ,.rults and children in the comunity. Ts the 

incce of the people rise there woCuld ;isr iw P need for a 

way cf safe-]:eeping their cprl. The savincs cf the people 

livinc in the community cru!P become an irport,-nt source 



of funds for the leneer in the J.rIr.c rur. 

It woul) he eesier to Oevolor confidence t-n the Fart 

cf the people in a savincs svsterm if them, were pleasec, with 

the credit syster. 

The alternatives f'rn a spvincs syster shnue.d he discus

sed with the orcaniz0r.tion cf each Nf'PFP in Orrer tr i.nprcve 

the prbal-hilities cf success c7f h systo. Some alterne

tives for a saving syster are: 

- the w,ell--nrwn savincgs j.'s E!Cok; 

--Fakirr the creit account! a.Jeu).e :urprse mne; t.-at 

is to say that the cre,.it. a,.ccrm.t wculVl autorratically be

crre a .vincs iccrunt [,on it :hm[-O a nrsitive halance 

in faver of the client (The lera.l and accounting irnplica

ticns of this alternative wrvui have to 're vtudie'); 

-. civin the client sovinas stem"s for each Oercsit 

made tlhrcugh the 17nks's acent Pt the cemrunity level. 

The client woule exchange the stnrps for cash when he went 

to the sub-agency's o-fficc, cr he coulO return the stamps 

and have the amount crcr ited in h-is ppsshoek. The prcmc

tion rf wnll--c'roni7 cr'r irrtivcs !hcul( .'lso 'e rursue& 

as a means f-r developing savinc habits Pnd collcctinr, 

funds for crcdit prograis. 



8. 	 FnPECAST OP 7,CRICUT1TUA.L CPEPTT D!Y'V:TD, CSH-FLCOWS, 

OtJTSTA\N1DItjC PORTFCLIO ,NYP CONTPTBUTIMN TO FIYfD COST: 

8.1 	 Pssumptions

-ettlerent capacity cf tlie project as of Septerber 

1979
 

- Ccnst'!nt Bolivian pescs
 

- Pate r.f aOcption cf the farr mce_.anl creeit enand 

pe c forecast in the proposed prrlect echievee.ectivity 

8.2 	 :nalysis. 

8.2. 1 Capitol reauireents; 

The 	 crcdit recuirerents for evch activity shown 

in the project devolopreent plan for the area were groupee 

acccriny to the lencht cf repz-'rnent period. 

The credit disburser-ents cf each croup or type
 

of creOit for a period of ten years are sbcwn in Table 1.
 

The total disburserents for the wl-cle perioqwould be
 

$b.326,792,100. The distribution is as follcws: t3.7% for
 

lnc term 5 yver creit? 1.9% frr meOiun terrn creit (three
 

years repayment period) anO 54 .4% for short terr credit.
 



The creeit rccau-irercnts 4r , rcriecO r,-F cnlv four 

vees -wn,' in. Ta lc 2. The trt:,7. -Aip ursenents f6r 

t'his ncriecC wcule. 1-c :T';$t.,3,"e5) Jistrih

utoc'. as folle'si Fl,"' f--.- lnnc- tcrrir, J.P% terfr m'ociuir 


~r3:.8.% for slhert terrv. 

c ',nces frcm : hicrher p-rrert--j.n of lcna to=r crc 'il to a

hi~h~*nrcen~-cc cf sho(-rt tcr crorlit. 

The hc~-c ror-rm--nt sche~'ulc -- r P~ -crrinO 

(- e yepro is sbrvri inlT'i ~ 

Th~c -rri--:aJ.e -ut.3t ii~ ncrtfrli. fer co-ch year, 

the rePr Yirnts flew r~l' thr nt cash flew, -,* fri-,hursercents 

an' rer-avre'nt vo.,rc estirp.tc(' in T-,-ale 5. For estiratinci 

tl'c r~r~~ortfclio, it -"'cs rsstme. tlhat -,he cvcrcl~ue 

hal,-'nce wr-.ulO be cuiv'.lcnt tc IL59, of the thpeereticail port

fcolio in1 the first thL-ree yers Pr, 10% of teprrtfolic 

frerm then on. 

The portfolio roe7chos its pep3- in thie eighth --car 

P' h9,?~G t the on-' c-1 the fcurth vror. the r-rt-

Eclic wcul]J he $h.(66353,lPC. F('evert tc) suppnert the. 

http:estirp.tc
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Froposed farm developmennnt moodel at the prcjecte rate ef 

adoption woulO reauire %9,OPO for funinc the peak
$hO9' 

Fcrtfolic level. This is almost ecual to the total dis

*burserment cf 8h.92,710,OPO estimated for the first four 
years of t-e plan. 

In the ninth and tenth years the cash flow would 

1-e -ossitive. renavments wouP1 he hicher than Olishursements.
 

8.2.2 interest inccrme
 

The interest income casl- flow is showvn in Tak4!e 

6. The interest charcec were calculate for tho current 

nortfrlic at 1% for medium lrn? tc lrpnr and 19,terr at 

for short term, credit. 

The ccntrihution to fixed crst in each one of the
 

first four years of the progra is shcvm in Tal-le 3. In
 

the third and fourth years te contrihution to fixed cost
 

over the outstan0inc portfolio is 6.P% and 7.%o Between.
 

the fourth and the eighth year the interest income would
 

-rcw fro 't to 81.13,370,0P or 

The ahove analysis is relip>lo at a civen mix rf 

short and long termr portfolics at 15% and 19% interest. It 
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shows that the program is feasible for an.established organization to
 

undertake.
 

8.2.3 MInimum loans:
 

The outstanding portfolio for short term loans at zero
 

contribution to fixed costs would be approximately:
 

For short term portfolio: (O.19X-o.o3x-o.4x = $b. 

1,362,000 ; X = $b. 1,800
 
3,150 clients x 2 accounts
 

client 

Medium and ong term loans would have different values for the 

minimum loan amounts which produce zero contribution to fixes cost, 

depending on the length of the repayment period. 

The minimum loan amount could be determined, allowing for a 

10 error, as follows: 

a) Estimate the minimum outstanding portfolio balance which 

would produce zero contribution to fixed costs n a period of one year 

without taking into consideration any provision for bad debts. 

Y = $216 + 1 

http:O.19X-o.o3x-o.4x


where Y = averace account halance in the portfolio.
 

Y = 216/0.11 =-$b.1,0 63
 

b) The followinry equation would provide the velue
 

of the minimum loan amount, takina intc consideration thc
 

lenath of the repayent period but nnt incluc'inc the provi

sion for bad debts:
 

(Y X 2) x r
P + 1
 

where P = length of repayr'ent period. 

If o repaynent perice of 5 7Ye.rs were assured, it 

would read: 

(.h i,.E3 x ' 
5 + 1.1- x 5 = 5b.3,270 

c) The Trinimum Piount thus cpIcuPated, would have 

to be increased tc provide for chdebts, which in this 

case assutme, to he 3% cf the loans dishurse&. 

$b.3,270 Y =YC 0 

The approximate minimum loan amount for a five
 

year repayment period loan, wcuYi be:
 

$b.3,270 + (98/0.15) = $!.3,923
 

8.2.4 Costs and retuhrns to t1e len er (an exaniple): 

7s further exrlanaticn, the incrrn. and expenses 

generated h" this !can wuld be shown: 

http:216/0.11
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The amortization of the principal:
 

$b.3,923/5 = $1o784 per year
 

- The variable cost per year rer account in the
 

portfolio is $b.216 

- Income and expenses: 

Income and Fxpenses from a Five veer Loan of $h. 

3,923 at 15 Percent Interest and Percent Cost 

to its lender
 

Outstanding Income Finencial
 
Y'ear Balance from 15% Cost to the
 

Interest Lender -4%
 

1 $1.3,923 Sh. r88 Sb. 157
 

2 3,139 170 125
 

3 2,355 353 9/
 

4 1,571 236. 63
 

5 787 118 31
 

$-.1,765 $h. !70
 

- Interest income = cost (+) error 

Error = $.i,765 -$b.216 Y 5 + '].A7n + $h98 

Errcr = $b.1,7F5 - 1h.l,6A9 = $bi17 

Percent error = (117/1,765) Y 100% = E.6% 

Pncther irmnortant variple is the percentage cf 

loan disbursements which wculd eventualy have to 1e .ritten 

off. In the estimates made, it was assumed that ad debts 
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would be only 3% of loans Cisbursed. Tt the averace cut

st.nding curront halance ner client of $.,9 ($b 

59,723,000/3,150) in the fourth year, the contribution to 

fixed cost would he zero if the nercentc'e cf hec' c'eht per
 

disbursement were:
 

=$ . IS,960 X 0.15 $. ".32 + 51-. 33,979,0 + 
3,150 clients
 

($b.!,06:);Y= 10. 1 

In this exzmple the cost cf rnycv tn the lender was assurmeu 

to be .1 nercent. 

-~t the -veraae oitstan9inr current 'alance per 

client of $b.1C,96n,. ths contrihutirn to fix-e crst would 

1e zer- if the crst nf money wore

$b.!8,960 x 0.159 =$h.' 32 +$h.i,019,000 • 
3,150 clients 

Based on the credit systerm Ocscribod in-Chapter A, the 

variable cost per account in the pcrtfolio would he $b.216 

per year. There woulO he only two accounts ner client, one 

for his short term loan anO t)e other for his lona term. 

In this way, variable cost per client per outst'.cninc
 

current balance would he ahout 2.3%. 
Average interest rate of the portfolio mix of short and long term 

credit. 
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P11 the ahove estimates are based on constant
 

Bolivian pesos.
 

9. 	 FOPECAST OF CPEVIT DFYNr FOP SPALL ~r t EDIUV SIF 

BUSIME'SS: 

9.1 	Assumpticns:
 

- Settle'ent capacity cf the project as of September 

1979. 

- Ccnstant Bclivian pesos. 

- ?ore than 3,00n families settles by the heginning of 

the third year. 

- Tho acro-eccnomic rodel would )- implerented as 

planned. 

- Small business activities would -e implemented hy 

individual families living in the nucleos. 

- Credit would he previeeci to cocreratives or other
 

forrmal or informal aroups fcr purchasinga tractors and
 

threshing machines. In any case, the machines would be
 

used by several farmers through a rental system or other
 

arrancements.
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- Tw7o sawrills woulr' he established f-r Processing the 

tirmer which .scut in the process of clearing forw land" 

(Table 10) 

There will he no public electric power service in the 

Sfcur-year perioe ccnsidered. 

- Excludin the hire. cf acricultur'l eeuirnent, between 

25% and 35% of the Purchasin frower wnule be spent for pur

chases from the l!cal sm.ll businesses witr-in the four year
 

period.
 

The percentaces of the trt-1 local purchases from
 

epch sub-sector wculO, 1-a U15 from commerce, 1;% from ineus

try and 251 from services.
 

-. The nv-er -f small busincsscs to he e-!tahlishee 

each year was estimate. in Table 10, assuring the sales 

volui'e arn a reasonable percentrge profit over sales. The 

total investment reguirements of each business was estirated, 

assumina what was considered to he a usual and reasonable
 

return on investment for each sub-sector of small business
 

in an area which is relatively remote from the urban centers.
 

The creeit recuirenents weere Oterrinel, assurring a
 

reasonal d.Tht:eouity ratio (5.2.9).
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9.2 Znalvsis: 

The credit requirerents of spall businesses would be
 

only $h.1,315,000 during the four.years of the project.
 

This ar-ount is equivalent to 2.5% cf the total credit re

cuirerm.ents .Tahle 10). 
 The number. of clients who w.7ould
 

receive loans wou!A Ie 
 131 for small cormerce, 11 for smJ1! 

inustry and " f:or services. The overace icon per client 
would he Sb.Ct0,l for small comrerce, $h.31,%C for industry 

and $3.21:700 fcr services.
 

Small industry, which coulc' be establ-Jishcd or expanded 

durinc the period, includes qa!zerics,cTrrents, hrick, roof 

tile, leather _or'ucts n r.,r-o-r products. me service 

sector would be engaged mostly in repair :of equiprent,hand 

operated pumps and machines an equirment us,.d fcr farring, 

ane some construction. ost thecf credit recuirepents 

would be for the purchase of ecuipvent for ericulture and 

transportetion. The participeticn of this type of credit 

would be $b.27,3E0,000, which is ecuivalent to 51.9% of 

the total credit recuirempnts. Threshing .achines alone,
 

accordina to the units forecast in the rproduction mocel,
 

would account for 3a.2%.
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The seccn, hicher t crhst reruire-ent wric,10 come fror 

the installation anO o.eration of two sa: nil s with a total 

credit recuirement of $h.2:1,100,00P which is ecuivalent to
 

45.6% cf the totel reauirement of the whclr precram.
 

The avexace repayyent reriors w'ouldc -c three y,-ars fcr
 

small commerce, six years for srall industry and the sawmills, 

four years for invest'ents in n.Fchines for acriculture and
 

other services.
 

Even thuc'h a cash flow of repayments was not prepared, 

as in the case of credit fnr acriculture; it can 1e expected 

that the reflows w!rGud Ie relatively small 'uring the project 

Pericd 'ue to !rnc repayen-t -er:Lis enq c'ue tn the projec

ticn that 62% of the tota!l recuirerents wculd he disbursed 

in the last two years. 

r-iven that the smallest loan would. be $h.4,4', and 

takinc into considcration the lcnc repayment pericds, it 

would be adecuate to charce an interest rate cf 19% on all 

lcans below $h.30,000 to got P reasrnahle ccnstrihution to
 

fixed costs. For loans aove this 'rcuntthe interest rate 

wculd be 15%. 



Tab l 1 SUMMARY OF TOTAL CREDIT REQUIREMENTS PER YEAR FOR TEN 

(Thousands of Constant Bolivian Pesos) 

YFARS 

YEAR 

I T Z M 1 2 3 /1 5 6 7 8 9 10 TOTAL PERCEUT 

P1MODUCTIVE INVEST4IEUTI: 

Long Term 

Repayment Period, 5 Years 
Interest Ratu, 15% 

Mdium T(err= 

Rcpay~mcnt Period, 3 Years 
Int:rust Rate, 15% 

Production 

Repaym2nt Period, 1 Year 
Interest Rate, 19% 

10,074 

432 

2,301 

12,634 

666 

5,085 

16,665 

864 

9,931 

17,54-1 

1,530 

14,905 

13,875 

1,296 

10,733 

21,063 

1,296 

22,113 

19,145 

216 

23,233 

16,753 

216 

25,455 

7,408 

216 

27,396 

7,182 

216 

28,270 

142,341 

6,9A8 

177,503 

43.7 

1.9 

54.4 

T 0 T A L 12,887 18,385 27,460 33,979 33,9(P 44,472 45,594 42,424 35,020 35,668 326,792 1)0.o 



Table 2 

SUMMARY OF 

SAN JULIAN CONSOLIDATION PROJECT 

AGRICULTURAL CREDIT REQUIREM-ENTS FOR THE 

($b. 1,000's) 

FIRST FOUR YEARS 

YEAR 

I T E M 1 2 3 4 TOTAL PERCENT 

PRODUCTIVE INJVESTMENT 

Long Terrm 

Repayment Period, 5 Years 
Intcrest Rate, 15% 

Medit Term 

10,074 

432 

12,634 

666 

16,665 

864 

17,544 

1,530 

56,916 

3,492 

61.4 

3.8 

Repayment Period, 3 Years 
Interest Rat- 15% 

Production 

Repayment Period, 1 Year 

Interest Rate, 19% 

2,381 5,085 9,931 14,905 32,303 34.8 

T'O T A L 

Percent of Total Requirements 

12,887 

13.9 

18,385 

19.8 

27,460 

29 .6 

33,979 

36.7 

92,711 

-

100.0 

100.0 



rablt 3 SCHEDULE OF THE AMORTIZATION OF THE LOANS DISBURSED EACH YEAR FOR TEN YEARS 

(Numbers in Columns Indicate Outstanding Loans by Year of Disbursement) 

YEAR 

I TE 1 2 3 4 5 6 7 8 9 10 

THEORETICAL REFLOWS 

Long Term Credit 

(20% per year repayment 

from each ycar.'s loans) 

Medium Term Credit 

(33.33% per year repayment 
from each,year's loans) 

Short Term (Production) Credit: 

(100% per year repayment 
from each year's loans) 

0-

0-

0 

1-

1-

1 

1-2-

1-2-

2 

1-2-3-

1-2-3-

3 

1-2-3-4 

2-3-4-

4 

1-2-3-4-

5 

3-4-5-

5 

2-3-4-

5-6-

4-5-6-

6 

3-4-

5-6-7-

5-6-7-

7 

4 

5-6-7-8-

6-7-8-

8 

!-6-7-8

_c 

-8-9-

E 

I



T-bl- 4 THEORETICAL TOTAL REPAYMENTS CF PRINCIPAL 

($b. 1,000's) 

PER YEAR 

YEAR 

T E M 1 2 3 4 5 6 7 8 9 10 TOTAL 

TMEORETICAL PEFLOWS 

Long Term Credit : 2,015 4,541 7,874 11,383 14,158 16,355 17,456 17,674 15,674 107,330 

(20% per year repayment 

from each's year's loans) 

Medium Term Credit 0 143 366 653 1,018 1,228 1,372 934 574 214 6,502 

(33.33% per year repayment 

from each year's loans) 

Short Term (Production) Credit: . 2,380 5,085 9,931 14,905 18,732 22,113 23,233 25,454 27,396 149,229 

(100% per year repayment 
from each's year's loans) 

THEORETICAL TOIAL ,538 9,992 18,458 27,306 34,118 39,840 41,823 43,702 43,284 263,061 



Table 5 PROBABLE OUTSTANDING POrTMVLIO BAIANCE, REPAYMENT, CASH FLOW OF THE PRINCIPAL 

1ET CASH FLOW OF DISBURSEMENT 7MD REPAYMENTS BY YEAR FOR TE9 YEARS 

($b. 1,000's) 

Y E A R 

1 2 3 1 5 6 7 8 9 10 

A. Total Disburscmnts 

B. Theoretical Repayments 

C. Thcorvticnl Outstpnding 
Portfolio Balance" 
(Cx = C(x-1)+A--B) 

D. Probable bverdue Balance: 
15% of theorical balance 

The First Threc Years -

.and 10% thu rust of the 

period 

12,887 

0 

12,887 

18,385 

4,538 

26,734 

1,933 

27,460 

9,992 

44,202 

4,010 

33,979 

18,458 

59,723 

6,630 

33,903 

27,306 

66,320 

5,972 

.14,471 

34,118 

76,673 

6,632 

45,593 

39,840 

82,426 

7,667 

42,424 

41,823 

83,027 

8,242 

35,020 

43,702 

74,345 

8,302 

35,568 

43,284 

66,729 

7,434 

E. Probable Outstanding 
Portfolio Balance 
E = C-D 12,887 28,667 48,212 66,353 72,292 83,309 90,093 91,269 82,647 74,163 

F. Repayments Cash Flow 

B - (D2 - D1 ) 0 2,605 7,915 15,838 27,954 33,458 38,805 41,248 43,642 44,152 

G. Net.Cash Flow 
(F - A) (12,887) (15,780) (19,545) (18,141) ( 5,949) (11,013) ( 6,788) (1,176) (8,622) ( 8,484) 

Ln 



T,-bLa E 

SOURCE 

Long and Medium Term; 
(15% Interest) 

Current Portfolio 
Interest Income . : 

Short Term
 
(19% Interest)
 

Current Portfolio : 
Interest Income : 

TOTAL INCa.1E FROM INTEREST 


INTEREST INCOME CASH 

($b. 1,000's) 

FLaJ 

1 2 3 4 

YEAR 

5 6 7 8 9 10 

10,745 
1,611 

22,158 
3,323 

35,264 
5,289 

46.309 
6,946 

49,461 
7,419 

5G,772 
8,515 

61,336 
9,200 

60,117 
9,017 

49,6S9 
7,453 

41,287 
6,193 

12,142 
406 

2,017 

4,576 
869 

4,192 

0,938 
1,690 

6,987 

13,414 
2,548 

9,494 

16,859 
3,203 

10,622 

19,901 
3,781 

12,296 

20,910 
3,973 

13,173 

22,910 
4,353 

13,370 

24,656 
4,684 

12,137 

25,442 
4,834 

11.027 

Note 1-- Assumption: Interest income will be generated only by the currant outstanding balance (See Table 5 Line E 

Note 2.- Assumption: The current outstanding portfolio of shorL term loans at the end of each year will be equal to 90% of the short 
term credit (1 year repayment period) disbursed the previous year. The current outstanding portfolio of med&U 
and long term credit was estimated by substracting the short term potfolio from the total current outstanding 
portfolio (See Table 5 , Line E 



Table 9 ESTIMATED CASH LIQUIDITY OF FARMERS AND TP.EIR EXPENDITURES 

LOCAL SMALL BUSINESS 

WITH 

($b. 1,000's) 

YEAR 

I T E M 2 3 5 6 7 8 9 10 

A. Disbursements of Agricultural 
Credit Prog.: (Table 1) 12,886 18,385 27,460 33,979 33,.903 44,471 45,593 42,424, 35,020 35,668 

B. Production Costs and Investments: 
(Fran Economic AnalysiS. 

45,660 60,040 77,720 96,220 104,240 126,040 134,860 144,040 142,380 150,260 

C. Value of Production: 
(From Economic Analysiz 

D. Repayments (Table 5) 

45,100 

-

61,460 

2,605 

87,060 

7,915 

110,760 

15,839 

134,780 

27,954 

159,540 

33,458 

179,720 

38,805 

200,800 

41,248 

214,210 

43,642 

417,800 

44,152 

E. Cash"Liquidity 
(A-B+C-D) 

12,126 17,200 28,885 32,661 36,489 44,513 51,648 57,936 63,118 

F. Percent of Cash Liquidity used 
in Local Purchase of Goods and 

Services 25 25 30 35 

G. Cash Liquidity used in Local 
Purchase of Goods and Services 3,031 4,300 8,665 11,438 

H. Purchase nmade in Local Commerce, 
60% 

1,818 2,580 5,199 6,863 

I. Purchase made from Local Industry 
15% 

456 645 1,300 1,716 

J.* Purchases of Services, 25% (does 
not include the hire of threshing 
services because it was included 
in Ag. Credit) 757 1,0/5 2,166 2,859 

Note: Cash Liquidity in t.e ards of Fars - Ui.hurzi. ' P.: t:ct--u Z:t" :::i Inve.;tz~er (+) V.Aaif . L- '--:; 



Tnble 10 ESTIMATED PROFITS, INVESTMeNTS AND CREDIT REQUIPI4ENTS OF LOCAL SMALL BUSINESS 

($b. 1,000's) 

Y E A R AVERAGE TOTAL PERCENT OF AVERAGE 
S UBSECTOR REPAYMENT PER TOTAL PER 

1 2 3 4 PERIOD SECTOR DISBURSEMENTS CLIENT 
YEARS 

.1 CbZmE RCE 3 

- Average Sales per Unit per 
year $b. 1,000's 40 42 45 52 ... 

- Total Number of Clients: 45 61 115 131 .... 
- New Clients : 45 16 54 16 .... 

- Sales of New Clients:$b. 1,000 1,818 672 2,430 832 .... 

Profits of New Clients: 
15% over sales $b. 1,000 270 100 364 124 - 858 

- Total Investment  $b. 1,000 

Fixed Assets - 10% 'of Sales 180 67 243 83 - -

Working C .pital: 10% of Sales 180 67 243 83 -

S U M 360 134 486 166 - 1,146 

Credit Requirement 

50% of Sum- Sb, 1,000 180 67 243 G3 - 573 1.1 4.4 

2. INDUSTY 

- Average Sales per Unit per 

Year  $b. 1,000 100 110 140 150 6 

- Total -Numberof Clients: 4 5 9 11 

- New Clients : ^ 1 4 2 -... 

Sales of New Clients-$b. 1,000 456 110 460 300 - -

- Profits of New Clients 
15% over sales - $b. 1,000 68 16 69 45 - 198 - -

- Total Investment - $b. 1,000 

Fixed Assets; 2 Times tbhe Profits 136 32 138 90 -... 

Working Capital: 10% Over Sales 45 11 46 30 

S U M 181 43 184 120 - 528 - -
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/3. ESTIMATED PROFITS, INVESqT ENTS AND CREDIT REOUIREMenTS OF LOCAL SMALL BUSINESS 

4.3. Trucks - 4 Units at 
$b. 800,000 per Unit - 1,600 1,600 4 3,200 6.1 

5. OTHER FOR MEDIUM! 
Size Indus'ry: 
Sbw !-Iills  2 Units 
Production Value of each unit 

between $b. 10,003,000 and 

16,000,000.-

TOT L CrEDIT 

TOTAL CREDIT REQUIREMENTS: 

-

3,685 

12,000 

16,355 

-

10,354 

12,000 

22,281 

6 

-

24,000 

52,675 

45.6 

100.0 

TOTAL 

Note. 

CEDIT REQUIREMENT 

By new business it 

FOR THE PERIOD: $b. 52,675,000 or US$ 2,633,750 

is also meant establishod businesses which receive loans. 



Table 7 
 NET C\.SH FLOW FROM INTEIREST "ECL , 
MINUS TOTAL INCrm4EnTAL C7ST DURING THE F-IRST FOUR YEARS 

($b. 1,O00's) 

YE AR 

1 2 34 

Total Income from Interest 
Received 
(From Table ) 2,017 4,192 6,987 9,494 

Total Incremental Operating 
Cost 
(5-4-2 above, data expressed 
in $bs.) 50,1 606 1,220 1,362 

Net Cash Flow from Interest 
Received 'Mir-usIncremental Cost 1,513 3,586 5,767 8,132 

Note: 
 The total out of pocket cost of the credit programs, including 
. small 
business,was charged to the agricultural credit program for simplicity
taking into consideration that the 7.gricultural Program would be major
activity of the lender in the project from the point of view of nutber 
of beneficiaries. 



Tab1- 8 APPROXIMIATE CONTRIBUTION TO FIXED COST
 

during the first four years
 

($b. 1,000's)
 

YEAR
 

12 3 

Net Cash Flow from 
(Table ): 1,513 3,586 5,767 
 8,132
 

MLINUS
 

Provision for bad debts:
 
3% of disbursements 
 386 551
: 823 1,019
 

Financial Cost 4%: 
 515 1,146 1,928 2,654
 

Contributicn to Fixed Cost 612 1,889 3,016 .',59
 

Percent of contributicn over 
current outstanding portafolio 
at the end of the year: ".7 7.0 6.8 7. 

Note: Neither the co.ma.ission of one percent on disbursement or possible interest 
income fran excess liquidity was included. 
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//3. ESTIMATED PROFITS, tNVESTENTS AND CREDIT REQUIREMETS OF LOCAL SMALL BUSINESS 

4.3. Trucks - .1 Units at 
$b. 800,000 per Unit - - 1,600 1,600 4 3,200 6.1 

5. OThi FOR MEDIUM 
Size Induslry: 
Saw .,ills - 2 Units 
Production Value of each unit 
between Sb. 10,000,00C and 
16,000,000.-

TOTL.CrZEDIT - 12,000 12,000 6 24,00 45.6 

TOT L CPEDIT ZQUIFEMEN-S - 3,685 16,355 10,354 22,281 - 52,675 100.0 

TOTAL CREDIT PEQUIREMENT FOR THE PERIOD: $b. 52,675,000 or US$ 2,633,750 

Notei By now business it is also meant established -businesses which receive loens. 


