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Project Authorization Amendment No. 2
 

Name 	of Country/Entity: Guatemala/Fundaci6n del Centavo (Penny

Foundation)
 

Name 	of Program: Commercial Land Markets/Phase II
 

Number of Program: 520-0343
 

1. Pursuant to Section 103 of the Foreign Assistance Act of
 
1961, as amended, the Commercial Land Markets Project/Phase II
 
was authorized on August 30, 1985 (the "Project Authorization").
 
The Project Authorization was amended on July 18, 1986 to
 
increase grant funding. The Project Authorization is hereby
 
amended for the second time by deleting in their entirety
 
Sections 1, 2, 3, and 5 of the Project Authorization as amended
 
and substituting in lieu thereof the following:
 

1. 	 Pursuant to Section 103 of the Foreign Assistance Act
 
of 1961, as amended, I hereby authorize the Commercial
 
Land Market Project/Phase II for the "Fundacion del
 
Centavo," involving plarwied obligations of not to
 
exceed i0,000,000 in grant funds over a seven year
 
period from date of authorization, subject to the
 
availability of funds in accordance with the AID
 
OYB/allotment process, to help in financing foreign
 
exchange and local currency costs for the project. The
 
planned life of the Project is seven (7) years from the
 
date of the initial obligation.
 

2. 	 The Project consists of assistance to establish the
 
Penny Foundation's land purchase activities as a
 
self-supporting program capable of increasing
 
agricultural productivity and incomes of the rural
 
poor; and to identify and promote land-related
 
activities capable of increasing agricultural
 
production and reducing pressure on Guatemala's farm
 
land.
 

3. 	 The Project Agreement, which may be negotiated and
 
executed by the officer(s) to whom such authority is
 
delegated in accordance with AID regulations and
 
Delegations of Authority, shall be subject to the
 
following essential terms and major conditions,
 
together with such other terms and conditions as AID
 
may deem appropriate.
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2. Except as expressly modified or amended hereby, the Project
 
Authorization remains in full force and effect.
 

Anthony J. cauteruci
 
Director
 

USAID/Gua temala
 

DATE: 7/ 27 

Drafted: Action RLA, MKRiedy "'f;v / 

Clearances: Dae
 

PDSO:CHSchoux Date:-.i;Foji 

CONT:JHil1, Jr- i/- Date: _ !_____ 

DD:PEV[hite c/ Date: / V, 
OEPA:MOtt t,..) Date:i 4 j4'k 

8409C
 



ACTION MEMORANDUM FOR THE DIRECTOR
 

THROUGH: 	 Pul E. 11hI 9eputy Director July 30, 1987 

FROM -	 Christina Schoux, Chief, PDSO 4 , 

SUBJECT: 	 Commercial Land Markets II Proj ct (520-0343):
 

Request for Approval of Project Paper Amendment and
 

Project Authorization Amendment No. 2.
 

Problem: Your approval is requested to (a) approve the Project
 
amend the Project
Paper for Commercial Land Markets II, and (b) 


Authorization to increase grant funding by t8.5 million (from
 

Section 102 funds) to a new lite of project total of 10.5
 

million and to establish a Project Assistance Completion Date of
 

August 30, 1992.
 

the twin problems in Guatemala of a high
Background: To address 


a-cg-ree or land concentration and a burgeoning population of
 
million
rural landless and land poor, USAID in 1984 signed a tl 


Operational Program Grant (Project 520-0330) with the Penny
 

Foundation, a Guatemalan PVO, to implement a voluntary land
 

purchase/sale program. This pilot effort established a private
 
small farmers to purchase landsector mecnanism which enables 

(average of 2.8 hectares per family) and providos them with 

production credit and technical assistance to assure maximum
 

return on the land. The program converts underutilized land
 

into higher production units, while at the same time increasing
 

the living standards of the poor participating in the project.
 

Because of the project's initial success, additional funds were
 

1985 and 1086 under Project 520-0343 to support a
added in FYs 


second phase of the program.
 

(est. 4,000 hectares) have been purchased to date
Twenty farms 

by the Penny Foundation and resold to 625 landless or land-poor
 

the process of purchasing land.
families with 400 more in 


Project targets for land purchase and resale to farmers have
 

been exceeded. With Penny Foundation assistance; purchased land
 

has been converted to export vegetables, pineapple, newly
 

planted coffee, cacao and fruit; income from the parcels has
 
to sale
consistently exceeded income generated by the land prior 


and subdivision.
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THE PROPOSED PROJECT AMENDMENT:
 

1. Project Description
 

The Amendment to the Commercial Land Markets II Project

(520-0343) authorizes a grant for the Fundaci6n del Centavo
 
(Penny Foundation) for an additional 8.5 million for five years

to establish and expand the Penny Foundation's voluntary land
 
purchase/sale program as a self-supporting activity capable of
 
increasing agricultural productivity and incomes of the rural
 
poor, and to identify and promote additional instruments to
 
increase production and reduce pressure on agricultural land.
 

The increase in funding will expand the land purchase/sale
 
program to 10,000 hectares. continue an effective program of
 
technical assistance and production credit, and strengthen the
 
management and technical capacity of the Penny Foundation to
 
meet the needs of an expanded program. Funds will also be
 
provided for research to identify ways to expedite land titling,

identify private institutions to provide longer-term financing

for small and medium farm purchases, identify other
 
organizations capable of complementing the efforts of the Penny

Foundation, and examine policy issues resulting from
 
land-related problems.
 

The grant will be administered through a C~operative

Agreement with the Penny Foundation. $7.15 million will be used
 
by the Foundation for the land purchase/sale program including

1.62 million for land purchase, t3.89 million for production


and investment credit, $442,000 for agricultural technical
 
assistance, and t933,000 for administration. kl00,000 will be
 
available for technical assistance for the Penny Foundation, and
 
t600,000 has been allocated for a USAID project liaison
 
officer. t750,000 will be contracted by USAID for evaluation
 
and research to monitor and document the Penny Foundation
 
program and to identify and develop alternative organizations

and mechanisms for additioral land market activities.
 

The Project Paper was reviewed and approved on June 23,

1987, by the USAID Executive Project Review Committee with
 
participation by a representative of LAC/DR/RD (AID/Washington).
 

The revisions required by the Review Committee were: (1)

to create a fund for institutional technical assistance to be
 
provided to the Foundation for organizational and financial
 
management; (2) to include a covenant indicating a good faith
 
effort by the Penny Foundation to raise funds locally and
 
increase membership; (3) to create a reserve allowance for
 
doubtful accounts; (4) to accelerate the baseline survey,
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institute annual evaluations of the project, and to emphasize
 
that evaluation is an on-going process; (5) to assure that the
 
land purchase/sale program will be included in the Foundation's
 
annual external audit; and, (6) to indicate that alternative
 
credit resources will be examined in the context of USAID's
 

agricultural credit study with the objective of freeing up Penny
 
These
Foundation resources for additional land purchases. 


changes have been incorporated into the attached Project Paper.
 

With these revisions, the proposed project extension is
 
determined to be feasible on technical, economic, institutional,
 
financial, socio-cultural, and environmental grounds.
 

2. 	 Beneficiaries
 

Approximately 2,700 families, comprising landless farm
 
laborers and subsistence farmers with inefficiently small and
 
marginally productive plots, are expected to benefit form the
 
project.
 

3. 	 Waivers
 

No waivers are required by the Project Paper Amendment.
 

4. 	 Congressional Notification and Availability of Funds
 

A Congressional Notification for the proposed amendment
 

was sent to the Hill on July 15, 1987 (State 226999); the
 
We expect
statutory waiting period expires on July 30, 1987. 


the remainder of the FY 1987 budget allowance for the project on
 
July 31.
 

5. 	 Financial and Compliance Review
 

RIG/Honduras staff are preparing a scope of work for the
 
financial and compliance review of the Penny Foundation. This
 

review, required of all recipients of Handbook 13 grants and
 
cooperative agreements, will be undertaken by a local office of
 

a U.S.-affiliated accounting firm within six months from the
 

date the Cooperative Agreement is signed.
 

6. 	 Approval of AA/LAC to Enter into a Cooperative Agreement
 

without Competition
 

USAID requested this approval from AA/LAC on July 17, 1987
 
(Guatemala 07496).
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7. Authorities:
 

Per Delegation of Authority No. 753, you may amend a

project auathorization provided that the LOP funding does not
 
exceed t30 million. Per the RLA, this project, when obligated

under an 
OPG, did not have a formal PACD although an OPG
 
termination date of August 30, 1988, is provided for in 
the

OPG. The Project Paper establishes a PACD of August 30, 1992,
 
or a seven-year life of project which is within your authcrty
 
to approve.
 

8. Recommendations
 

(a) That you 	approve the Project Paper by signing the

attached PP Facesheet; (b) that you approve the Project

Amendment to add '8.5 million in grant funds over FYs 1987 and
 
1988 and establish a formal PACD of August 30, 1992, by signing

below; and (c) that you authorize the amended project by signing

the attached project Paper Authorization Amendment No. 2.
 

Approve:
 

Disapprove:
 

Date: 	 3// eP? 

Attachments: 	Project Paper
 
Project Authorization Amendment No. 2
 

Drafted:C/PDSQSChoux
 

Clearances: 

ORD: HWi nq Date: L(L __ 
PRM:TKeleiann-.--b-
CONT:JOHill 

Date: 
Date: 

OEPA:MKOtt j Aij Date: ______-_--_ 

8434C 
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I. SUMMARY AND RECOMMENDATIONS
 

A. Recommendation
 

The Commercial Land Market ProJect Design Committee recommends 
authorization of an additional grant of I8,500,000 to the Penny Foundation to 
supplement the original Project grant of 
2,000,000 and a four-year extension
 
of the Project to August 31, 1992. The Penny Foundation will contribute
 

3,500,000 over the life of the Project as its required counterpart
 
contribution.
 

B. Project Summa-ry
 

Since 1978, Guatemala's economy has been caught in a serious
 
decline. During the first half of the 1980's, real per capita income was
 
reduced by 16.5 percent. Underemployment in Guatemala is a pervasive
problem. Guatemala's negative growth has been extremely difficult theon 
rural poor. In 1985, 83 percent of the rural population was living in rural 
poverty.
 

The major structural characteristic of Guatemala's economy is its
 
dependence on agriculture; it supplies domestic food consumption, provides

employment and accounts the majority of The
for export earnings. 
manufacturing sector is also dominated by agriculture related industries.
 

USNID is assisting the Government of Guate.iala (GG)to reverse its
 
negative economic growth by improving the overall macroeconomic environcment 
and resolving specific sector constraints. impeding maxiinam growth and 
productivity. USAID/Guatemala has encouraged the GOG to adopt policy reforms
 
deemed necessary to reverse the downward economic trend. 
Agriculture has
 
dernonstrated more consistent output performance during the recession than
 
other key sectors of the economy. Because of the pressing need to reverse the
 
general economic decline, the principal agricultural objective is to increase
 
the cumulative value of agricultural production.
 

Land concentration in Guatemala has resulted in the underutilization
 
of large expanses of land. The Commercial Land Markets Project has supported
 
a non-profit foundation, the Penny Foundation, which buys underutilized land
 
and sells it to rural poor. The process has increased agriculture production

and will increase the incomes of the rural poor participating in the Project.

The Commercial Land Markets Project (520-0343) was funded with a grant of $1 
million in 1985, followed by another $1 million in 1986. An additional grant
of t8.5 million is proposed to expand the Foundation's land purchase program
and make it self supporting. 1iowever successful, the Foundation in and of
 
itself, even with an expanded program, will not resolve production and income
 
problems resulting from land concentration. For this reason, the Project will
 
provide financing to investigate alternative ways to resolve land-related
 
production and income problems.
 

I/ 



C. Sunnary Findings
 

The Project Review Coimnittee has reviewed all aspects of the 
proposed $9.5 million amendment: to the Coitercial Litnd trksts II Project 
and finds that it is financiAlly, ecotomically, technically, environmentally, 
and socially sound, ani consistent with the development objectives of the 
Penny Foundation, the ,;overnment of .uateaia and iJSAJiD. [he Project Re view 
Ccmmittee his further datermincl that the Penny Foundlaticn is inIstitutiolally 
capable of administering the Project as designed and explained in the Project 
Paper. 

D. Project Issues 

An AID/]'Iashin!ton guidance cable "ro3 a1 LA/DP/RD memorandum 
identified sone issues to 'b-2 considered during the preparation of the Project 
Paper. These issues are .isted in this section aLong ih a brief response 
and/or inidlication of wiere in the Project Pa-xr the issues are addressed. 

Mechanin to ivohl s...ulators: The Penny Found-vaticn sells parcels 
to the bAeneficiaries w th a first right of refusn L si'uLl the beneficiary 
decide to sell. The waefichirips vn sol I their nA to an.ie a fter 
offering it to the Penny Foundation. histabli pre,ietet!raiinc- I sale price-yai 
or l asis Lor sale rice A not permittaxi h" 1:wiornes:in law. Also, on two 
years of hlri work on .,mmna.I prnjets lis,)urtes those wishing to profit 
from quick land aoor;ciartion. 

Lrive .n]: 
identifie-d as earlv is 1)4 ia an A. i.V-r.nf:,l rport. Tne Penny 'Pna tio 
experience irira r ...:>o -,,,ro!eS t-ne inin (see Section 

Availability of v2"It , l Sufficient lano availability was
 

II. B.2 and INll<(I/I). 

M.nthkis of iCxiatinn sellers: ni[e Pe:rny ['ounda t ion locates sellers
 
several ways (see IT.B. .. - two i ic Atach2ent: Evalutaion of
and roarts: 
Co=mmercial Land >trkets Project; -And br'gani zari n ind Institutional Analysis). 

Lind purclase/saLe terms: [Nscription of land xurclase/sale terms 
and pricing prc,-edures is found in Sections li I. .1.. :. , AN I I/F and AN'NEX 
'I/I. 

Financial Analysis of beneficiaries: A discussion of the capability 
of the beneficiaries to meet the (lcn ptyment ond the Penny Foundation's down 
payment policy is lo.catl in the Fiancial Analysis (ANNE& II/F) and to File 
Attachment refi.Drts: A ial Soundl:ess Ara-lysis and EvaLua,-tion of Coimercial 
Land Markets Project. 

Means of dealing with delinquencies or lefaults: 'he Penny 
Foundation ,iill foreclose on any baneficiary defaulting on a loan. The amount 
beneficiaries owe to the Penny Foundation is secured by the land, and it has 
the legal cackAbility to foreclose. The iriJepoeIlent auditors have estiiat d the 
doubtful accxounts reserve for the Foundation's Land Purchase Program to be
 
zero.
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Steps the. Mission will parsue ini developing a mortgage and/or other 
bond mechanism to 'acces S financial miarkets: Dev e ent of ,long erm land 
financing in Guate aai a constraint to more -smalanmeimsl'ah: 
programns., Mo*rtgage or: other, types of bonds' ma rmynt'ete~~on. 

The'esarhComonent 'of the~Project alocaes funds)~for studies b -ientify 
potential 1anfincicing mehaiss~n evaluate the potential for a landanik 
(see III B and II/ 

Mi~ibt e&t' t ns for the eventual allviat'ion'ofa&ndt~de 
pressuresresulting es

~soc'ial! and econo$ic rnLneses rirlaes 

ncreasire in the ise cip 

GOG land+, isin,,th secin an the Tcncal nalyiprgrm GO:Strteg 
Pen, F a io labjetcpiturchs tProjr elfsupor.<tinrg.~v~~addetionalTor iPr/I)k isUds~igd', o~meste Pro 

brainr Se II"titxn3 fned. Ke Rt estaoiner&tofother'idonrssed( tgpt ap +ACa[iI t FinancialthePrec+Fei)n a 
monitodrng~t i' Losesifrco orgcab imate~ po i're, anditioncs~.th o 

GOG: nd land finncinfnd"andmthsrecladpurcasesMabysincreas Fin~ancialPe,,tyeFoundatondanlysisointirttonad recesits aoualr c 

~T~ayse T ( IFANNEX II/1).~ 

Fincial ostss fland fuands ithrough theiiPennyftofinanning 

Foundion:This is describedi~h Soia Sondestanlyit isZZ the y. 

purchasei4nn rgrm nfdetlleyt climrrnrstateofls 
'incaethe Fsunatei~ot.n'se'dbtrai andramatic oisolnutinl landless~~
 

-t
Fu atrtcondion 
funte speingng 

>ratrthn cnetaigi~This a thesi IIaG-a 

d~bsraehSocia otas.,nd erga~llin datrogh the 

ismerbdin~teSc ra shates progam) 

r Nu~ is ri1esorest s6~uport ctined tolic 5dialseeoeedra nrotrauperfits-f ahacnexopcats. i~ es~~i I~isltojeto Ptiro lldesp 

4pi ieren ua tite The esered,<monet o th 
rathe tan th ncoe contryos widee r ang o~fanisses Groupa 
v' indofidual tnd the nuber oflue~rterusi b i~fimportant at' thoe aimea.s iaf< 
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Advisability of Mission assistance in modernizing land registry:

The Project will analyze the feasibiliity and method for reform of the land
 
registry. Modernization will not be done under this project. Modernization,
 
to include computerization and other institutional strengthening activities, 
may be financed under the aegis of a separate project possibly funded with ZSF 
or PL-480 local currency. 

Benficiary pay-ment of farm support costs: The Foundation expects the
 
beneficiaries to pay for the farm support costs as soon as their farm incomes
 
can support it. 

II. 	 PRi ITChP B\CKGROUND NZD mPrIoaALE 

A. 	 Economic Overview 

During most of the 1960's and 1970's, Guatemala experienced high

economic grow;th, posting a 7.8 percent real growth rate in 1977. Since then,
 
however, the nation has been caught in a serious economic decline resulting

from 	such factors as the world oil price hikes of tne 1970's, the stadnation
 
of the Central Nmerican Com-on Market (CACM%), the generally lov world prices
paid 	for Guateimala's exports, and the paralyzing effects of a major insurgency

experiencedl in the early 1980's. The deterioratinq economic situation Las 
been 	exacerbated and prolonged by the failure cf prior Guatemala 
administrations to respond to changing economic forces with appropriate

macroeconomic policy adjustments. During the first half of the 1980's, 
 real
 
per capita inca-ne was reducedl by 16.5 percent, although recent economic lata
 
show a slowin.1 in the rate of deterioration. Real Gross Doestic PrOc<L.ct
 
(GDP) declined 1.0 percent in 1985.
 

Guatemala's modern economic record indicates its problem to be
 
inconsistent growth with few or no measurable benefits to the poor when it
 
does have real economic grow.th. This can be measured in terms of unemployment
and underemoloyment, although reliaole data on unemploymnent and 
underemployment are not readily available in Guatemala. Nonetneless, by using 
census data of 1970, i it is possi.b"le to compute the pe.rcentage of open

unemployment and the percentage of those working less than 40 hours weekly and
 
earning less than the minimum wage, which are two accep-able measures for
 
underemployment.
 

Although the number of those unemployed in Guatemala is not large,
just 1.5 percent of the work force in rural areas and 3.3 percent in urbarn 
areas, the extent of underemployment is staggering. Including those who work 
less than 40 hours weekly and thnse who work 40 hours or more weekly but earn 
less 	than minimm wage, the pcol of underemployed is 41 percent in the urban
 
areas and 50 percent in the rural areas. With the general economic decline 
th;t began in 1978, the situation has undoubtedly grown worse. 

1/ 	 Census data of 1981 is unreliable. Census takers refused to cover many 
portions of Guatemala because of civil strife. 
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Guatemala has the most skewed income distribution in Central 
America. Income distribution data for 1970 show that in Guatemala the 
bottom 50 percent of the population earned the smallest share (13 percent) and 
the top five percent earnod the greatest share (35 percent) of total National 
Income. Even when Guatemala experienced healthy growth rates, the benefits 
did not reach the majority of the population. Assuming the 1970 patterns of 
income distribution still hold, the 1985 per capita income for the bottom 50 
percent of the population would be 314. The national per capita incone for 
1985 was just $1208. 

The major structural characteristic of Guatemala's economy is its
 
dependence on agriculture. It is largely a rural country with agriculture and
 
agriculture-related economic activity supplying domestic food consumption, 
providing employment, and accounting for the majority of export earnirgs. 
According to the latest data, about 60 percent of tne work force is engaged in
 
agriculture. Agriculture accounts for about two-thirds of all exports with 
three crops (coffee, cotton, and bananas) responsible for about 50 percent. 
Agriculture contributed about 25 percent to GDP between 1981 and 1985. 

The manufacturing sector is also cominated by agriculture related 
industries. Trhe foodstuff industry accounts for almost one-half of real value 
added in the sector. Other industries related to agriculture which contribute 
to the manufacturing sector are rubber, wood, and wocd products. For a brief 
period the importance of manufacturing and the food industry appeared to be 
growing. Under the stimulus of the CACM, manufacturing grewi from 1.2.8 percent 
of GDP in 1960 to 16 percent in 1970. Since 1970, however, import 
substitution stalled, and [manufacturing's participation in GDP stood in 1985 
where it had in 1970, at about 16 percent. 

B. Strategy
 

1. AID Program Strategy 

AID's strategy to assist the Government of Guatemala (GOG)
 
reverse its negative economic growth and concomitant employment problem is to 
establish an overall macroeconomic environment conducive to economic growth,
 
while resolving specific sector constraints impeding maximum growth and 
productivity. The strategy incorporates the participation of the poor in the
 
bcnefits of growth by upgrading the labor skills of the disadvantaged and
 
increasing the productive capacity of their land and/or capital.
 

As indicated in previous USAID Action Plans, Guatemala's
 
military governments responded to a deteriorating economic environmeac with
 
counterproductive policies. The policies included borrowing to support an
 
overvalued exchange rate, a system of multiple exchange rates, an inefficient
 
tax system, price controls on consumer and wholesale commodities, interest
 
rate ceilings, and internal financing of the fiscal deficit.
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One of the first actions of the newly elected government was to
 
formulate and implement a "stabilization plan" (see GOG Strategy) thus
 
fulfilling a commitment to adopt sound economic policy marnagement practices to 
address the economic crisis. USAID/Guatemala has supported the GOG and its 
policy reform strategy and is encouraging additional changes which are 
expected to reverse the downward GDP trend and achieve modest increases in 
real GDP by 1989. The specific stabilization policies at the forefront of the 
Mission's program are full unification of the exchange rate in early FY 1988, 

fiscal reform and improvements in tax administration to meet revenue targets, 
and further liberalization and flexibility of credit policies. Througn ESF, 
PL 480 Title I and Section 416 funding, and a Development Assistance program, 
reductions are executed in the following: in the consolidated public sector 
deficit, central governmen, deficit, Central Bank losses, public enterprise 
deficits, current account negative balance, and consumer price index. The 
policy focus of the Mission's strategy is expected to contribute to real GDP 
growth of 3.5 percent by 1989. 

The economic recession experienced by the Guatemalan economy 

since 1980 has led to a renewed interest in the agricultural sector as an 
engine of growth. In 1980, the Guatemalan economy began contracting, and by 

1985, real GDP was 5.8 percent less than in 1980, but during the same period, 
real agricultural GDP was only 2.8 percent less. Thus in the midst of the 

drastic economic downturn, the agricultural sector demonstrated more 
consistent output perforannce than the other key sectors (manufacturing, 
transportation, storage, and communications). 

Agriculture has always been important in the Mission's 
developme:nt strategy. . seen as an enjine of growth, it becomes even more 
so. Because of the pressing need to reverse the economic decline in
 
Guatemala, the principal agriculture program objective is to increase the
 

cumulative value of agriuiltural production, which will be achieved through 

agricultural diversification (especially fruits and vegetables), research,
 

credit, marketing, improved land use, improved input delivery through 
cooperatives, and infrastructural improvements such As small-scale irrigation, 

soil terracing, agro-processing and rural access rnads. Given the 
vulnerability of Guatemala's economy to international price fluctuations in a 
few key crops, USAID projects emphasize increasing production in 
non-traditional crops when prudent to do so. 

Because of the labor-intensive nature of USAID project-promoted
 
agricultural production, this strategy is well suited to assuring the
 

participation of the unemployed and underemployed in economic growtn. 
Estimates from diversification projects indicate that by the end of 1986 small 
farmer incomes doubled for 4,000 producer families moving from traditional 

basic grain production to non-traditional crops. Similar increases are
 

projected for an additional 9,000 families by the er of 1989. This
 

sustainable increased income and employment among rural poor families in the
 

Altiplano is extremely important, given high levels of malnutrition and
 
poverty which exist there.
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2. USAID Project Strategy 

A USAID/Guatemala agricultural strategy concentrating on
 

increased production must also address land problems. Research in developing 
countries has clearly demonstrated that, except for a few crops such as sugar 
cane, small-and medium-sized farms are the most resource efficient and 
productive per unit of land. Other research indicates that farming land in 
family-sized units has a positive effect on aggregate output. In general,
 
very small farms and very large farms are not as productive as medium-sized
 
farms. Obviously numerous factors affect productivity, but overall those
 
farms which fully utilize family labor are the most efficient.
 

Yet Guatemala's farms are heavily biased toward the very small
 
and very large sizes. About 54 percent of all farms, containing perhaps 80
 
percent of the rural population, consist of plots of 1.4 hectares or less.
 

This is generally considered too small to generate enough subsistence crops 
and cash for the basic needs of a rural family without off-farm employment. 
At the other extreme, large farms of 450 hectares or more contain 34 percent 
of the land. Large farms often are found in the more fertile areas of the 
country. Many ai- not fully utilized, resulting in substantial expanses being
 
abandoned, uncultivated or undergrazed. A 1982 USAID study estimated that
 
over 1.2 million hectares of land ir large farms were underutilized.
 

Many Guatemalan governments have initiated land reform, land 
settlement and colonization programs to raise agricultural production along 
with employment and rural incomes. Unfortunately, the results have ranged 
from controversial to financially and environmentally questionable. 
Furthermore, they have had little impact on resolving economic problems of 
the rural poor.
 

The Arbenz government carried out land reform in 1952 and 1953
 

through expropriation of idle, rented and sharecropped land. This policy of
 
expropriation suffered from progressive political radicalization and a
 

volatile proliferation of land disputes. It ended with a coup. Colonization
 
projects have proven very expensive and have generally transferred highland 

communities to fragile, tropical frontier environments. Such projects are too 
difficult to implement, too costly, and too slow to have the needed impact. 

The failure of prior programs has left land concentration as an 
obstacle to growth with equity. In 1985, 83 percent of the rural population 
was classified as living in poverty. Of that percentage, 41 percent could not 
afford a minimum diet. The rural landless and near-landless population is 
estimated at arounY 400,000 families and growing. Their landlessness and 
poverty present a serious problem to the current elected government. Under 
the more open political environment, campesino organizations are surfacing and 
pressuring the government to respond to their landlessness. The government's 
response is a land marketing program which has much opposition among large 
landholders. 
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In 1984, USAID/Guatemala provided funds to the Penny Foundation 
to carry out the Pilot Commercial Land Markets Project as an experimental
 
effort to address the land problem. The Penny Foundation, a non-profit, local
 
organization dedicated to rural developnent, manages a variety of programs
 
including agricultural credit, education, housing and small enterprise
 
promotion. It raises funds from member donations and international donors.
 

The purpose of the 1984 grant (Project 520-0330) was to 
establish a mechanism (Penny Foundation land prgran) which would permit small 
farmers to purchase arable lands and to provide them with production credit 
and technical assistance in a timely manner. The initial MID-funded effort 
established the mechanism. It resulted in the conversion of underutilized 
land into higher production, while at the same time increasing the living 
standard of the rural poor participating in the Project. The success of the 
Project led to additional funding of ki million in 1985 (Project 520-0343) 
and again in 1986 (Amendment to Project 520-0343) for a total of t2 million. 
The 1985 and 1980 grants were labeled Phase II. The AID-furded Commercial 
Land Markets Project has become the Penny Foundation's largest program. 

The Commercial Land Markets Projects were evaluated in May 
1987. Through the date of the evaluation, the Penny Foundation had purchased 
19 farms, or a total of 3,908 hectares containing 1,223 parcels. The Penny 
Foundation has sold 625 of the parcels to families and has obtained titles to 
153 of them. An additional 400 families are candidates for parcels on the 
most recent farms purchased. The farms are located all over the country, as 
the Penny Foundation buys farms wherever it finds ,good deals. The price paid 
per hectare varied from a high of nearly t2,363 -/to a low of t44. The 
average was $513 per hectare. The export vegetable farms in the highlands 
have proven profitable. The evaluation appears as a File Attachment; the 
summary and recommendations of it appear as A. EX II/C. 

The experience with the Coimmercial lan-d Markets Project has 
demonstrated that: (1)Guatemala does have significant underatilized land 
which owners are willing to sell; (2) subdividing the underutilized land into
 
2.8 hectare plots increases its productivity and is sufficient in size for the
 
newly settled farmers to eventually earn incomes equal to those of the urban
 
middle class; (3) intensive technical assistance and timely, supervised
 
production credit are necessary for the success of the program; and (4) land
 
market imperfections need to be corrected if land sales of this nature are to
 
occur commercially on a larger scale.
 

l/ The exchange rate used throughout the Project Paper is 2.5 Quetzales to
 
the U.S. dollar. 
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In 1982, an AID report, Land and Labor in Guatemala: an
 
Assessment, recommended the development of an active commercial land market.
 
However, it continued by saying: 'It first should be ascertained.. .whether in
 
the present setting there are large farm owners with significant amounts of
 
productive, or potentially productive, lands which they would be willing to
 
put on the market if a financial mechanism existed to facilitate fair and
 
expeditious land transfer." In 1984, another A-ID report, Supply of and Demand
 
for Agricultural Land in Guatemala, concluded that there was sufficient land
 
for sale enabling the development of an active market in real estate. At the
 
time of the report (2/84), the authors identified 95,000 hectares of land for
 
sale. The Commercial Land Markets Project has confirmed land availabilty and
 
the underutilization of that land. In the first three years of the Project,
 
the Penny Foundation examined over 260 farms. The Penny Foundation had no
 
trouble in finding sufficient and suitable land for sale, and found itself in
 
a market where it has been quite selective.
 

Of the farms or portions of farms examined, 19 were bought.
 
The prior owners had these farms in corn and beans, cattle, pasture, forest,
 
low-yielding coffee (useful plant life was expended) and barren land. After
 
purchase, Penny Foundation parcels were converted to export vegetables,
 
pineapple, newly planted coffee, cacao, and fruit. As demonstrated in the
 
economic analysis, actual income and expected income from the parcels have
 
consistently been greater than the prior income from the land before the Penny
 
Foundation purchase.
 

The farmers buying parcels were usually residents on or near
 
the farm purchased by the Foundation. Many of them were farm laborers or
 
subsistence farmers. Wbile they have agricultural backgrounds, they have
 
usually not had experience in running a farm with high value crops. rFne Penny
 
Foundation has found it necessary to provide the b~eneficiaries with technical
 
assistance and training in production, harvesting and marketing. The
 
Foundation has a technician under the supervision of an agronomist atjach
 
farm to provide the necessary technical expertise. The technicians, - who
 
are fluent in the language of the farm's inhabitants, play a supportive role
 
in effecting the transformation of these farmers from subsistence to cash
 
crops agriculture. The Foundation also promotes other rural development
 
programs on farms such as education, health and housing. This approach is
 
proving critical to overcoming resistence to living on isolated farms and to a
 
reduction in living standards until cash crops produce.
 

1/ The technician is a graduate of a technical high school specializing in 
agriculture (perito agronomo). The agronomist is university-trained 
(ingeniero agronomo). 

-9­



One important lesson from the Commercial Land Markets Project
 
is that an organization such as the Penny Foundation can ciCt on behalf of
 
campesinos in the Guatemalan land market. For efficient markets Lo work,
 
infonation, contracting, and liquidity are necessary. The Penny Foundation 
has provided the beneficiaries with all three. 

Rural poor do not have easy access to infonnation about land 
offers or to those willing to sell. Pynts over the last 150 years have 
structured the Guatemalan farm community into social groups so far apart in 
customs, wealth, and language that communicating a willingness to buy and sell 
land between these groups has been impossible. Furthermore, GuaLemalan 
latifundia owners are extremely sensitive to politically related land issues. 
The land expropriations of the Arbenz governent between 1952 and 1954 and 
subsequent violent backlash still are cited as an example of dangers involved
 
in land redistribution in this country. At the same time, landless campesinos 
are mobilizing to gain access to the land market. Growing polarization 
between the landless and those who own most of the land hinders the ability of 
these grcups to comunicate in a land market. 

The Penmy Foundation has facilitated the contracting and 
resolving of administrative problems involved in buying and dividing a farm.
 
A willing elLer will be less disposed to finance a deal if he/she is required 
to collect 50 small moartgage payments each inontn and issue loan statements. 
The payment and adbninistration of surveyin 3 , suiblividigI, an l titling would 
also be beyond the sophistic-itirn of -xst landless groups. 

Finally, even if the necessary coimnunication and negotiation 
were possiblh, there is no cc>rnerciai finiancing of any kind in Guatemala for 
land purcaLses. Comercial banks orefer to loan for coimerce and trade, or 
place their -,oney in low-risk governmaent bernds. Private bank lending for 
agriculture is heavily conce.'trated in workirg capital for high-value exports. 

Commercial land transactions between large landowners and the 
landless work through the Penny Founation bec nise iu acts as a broker and 
banker. It hlas the skills, experience aid ca,.xcity to complete coplicated 
real estate trarsactions. It can negotiate imore effectively with large 
landowners tha-n a group of campesinos ard represent .- em in a politically 
non-threatening manner. It Ihas technical persorneL to appraise a far offered 
for s&ale, estimate its profitability, and determine its value. Once 
purchased, it is better to register .rcfiertirsanable the than indiviual 
buyer. The exryerience of the Comwnecial L -irket Project tihat-nd indicates 
many impxerfections in the Guatemalan land hmarket can be overcome. 

This Project is the only AID-supported oomnercial land market 
project in the m3rld. Further, support is consiLstent with AID Policy 
Determination on Land Tenure (PD-13, May 9, 1986), the Global Focus for AID's 
Agricultural Program to increase incomes of the poor majority (Stkate 131187, 
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May 10, 1987), the Kissinger Comnission Report of 1984, and the U.S. Senate 
recommendation in the Foreign Assistance a-d Related Programs Appropriation 
Bill of 1987.
 

Therefore, the Project strateqy is to continue to support the
 
Per.y Foundation until it has reached a self-supporting level of land
 
transactions compAtible with its institutional capacity and style of
 
operation; to search for other organizations with the capability and
 

characteristics necessary to facilitate land sales that result in more
 
productive uses of land and higher rural incomes; aad to identify other
 
market-oriented stratejies and activities that can increase agricultural
 

production, raise incomes, and reduce land-related tension. Phe accumulated 
effect of these activities, if adeqLuately supported, can have a positive
 
impact on Guatemala's economic problems.
 

3. Goverrmuent of Guatemala Strate.y
 

As stated earlier, the new civilian government, which came to
 
power in January 1986, was well aware of its inherited macroeconomic policy
 

problems. On the policy level, it initiated a "stabilization package,"
 
providing for reform in the area of excha-nge rates, government deficit
 

reduction, price controls and interest rate policy. Ihe G03 has made, and
 

continues to imake, progress uL improving the overall economic environment, a
 

necessary condition for the lasting success of sector programs and policies. 

1986, the Ministry of tgriculture issued its 

Agrarian Polic Overview (i sesPara Sustentir la Politica Xjraria del Pais). 
The fuih:i.mentl objectiv.'e of the -administration's rarian policy is to 
improve the wel birg of those left at the margins of society (Polblacion 

marginada). The Policy Statement establishes a more efficient use of land as 
a priority ii improving the well being of the oor. 

In 1)c.ri>r 

In gener-l, the ATrarian Poli,cy Overview: empjiasizes increasing 

productivity throungh better lanl use; proni i .ts the expropriation of land; 

provides incentives t-o large aril salail farmers and foreign investors to 

increase rural e:mployment; sets small farm probLemus as a lower priority than 
the landless because ,of poLitical pressure and social unrest related to 

landlessne ss; for tail broadand calls a nmrket projrarn, with a sector of 
potential buyers inc lud ing the landless. 

The activities of the Con-mercial ia]nd Markets Project have been 
and will continue to 1bL coY nsistent with the 's Ag-jrarian Policy. Aany 
aspects of the pilot project are reflected in government policy statements. 

While the new administration's policy supports a land 

purchase/sale program and a system of ccoprative farms operated LTy campeysino 

gx:ups, land remains a polarizing issue in ,uatemala. AIL parties seem to 

agree that expropriation is not a viable solution for Guatemala, and there is 

considerable support for open market land purchise programs, although nrany
 

questions remain about their im)lementation. At this date, the G03 is
 

protroting land taxes, colonization -.nd land market activities to address the
 
land problem.
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4. Other Donors 

There are only two land purchase programs in Guatemala. Theyare managed by the Ministry of Development and the Penny Foundation. TheMinistry of Development supports the Pro Land Movement (Movimiento Pro Tierra)
headed by a well known Catholic priest, Father Giron. The Ministry ofAgriculture arranged for the purchase of two farms for the Pro Land Movement
to cultivate. The Ministry of Development assists the Pro Land Movement withtechnical support for the farms, including solicitation of outside financing.
The European Economic Community recently authorized funding for materials and
supplies for the two farms. 
The Pro Land Movement has requested assistance

from the Italian government, but has yet to receive approval. 

The Penny Foundation has, of course, the support of A.I.D. in
its land market program. 
It also has a grant of kl00,000 from the
Interamerican Foundation for agriculture credit. 
The Penny Foundation has
several long-term, low-interest loans with Solidarios, a federation of Central
and Soutn American private develcopment foundations. The Penny Foundation usesloan proceeds for its traditional programs such as housing and small
 
enterprise credit.
 

The French Government is providing 16 million to the GOG for anational cadastre, expected to begin in mid 1997 and take five years tocomplete. The National Cadastre and Property Assessment Office in the

Ministry of Finance 
will be the implementing agency. 

III. PPOJECT DESCRIPrIO 

A. Project Goal, Sub-Goal ad Purpose 

The Goal of the Project is greater participation by Guatemala'srural poor in sustained, real economic growth. The Goal is consistent withthe FY 1986 Country Development Strategy Statement and the subsequent Action
 
Plans.
 

The Sub-Goal of the Project is to increase the cumulative value ofagriculture through a program of better land utilization. The Project'sactivities are expected to result in the application of Coimnercial Land Market

experience to other organizations and lead to the resolution of other
constraints to secure land titles, land financing and other land related
 
activities.
 

The Project Purpose is: To establish and expand the PennyFoundation's voluntary land purchase/sale program as a self supporting
activity capable of increasing agricultural productivity and incomes of the
rural poor, and to identify and promote additional instruments to increase

production and reduce pressure on agricultural land.
 

By the end of the Project, the Penny Foundation's land program will
be self supporting. The Penny Foundation will be selling annually 1,350

hectares in parcels to an estimated 360 beneficiaiy families.
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The project research component will have produced reports on: (1)
 

methods to expedite the processing of parcel titles in the National 
T
Lard 

Registry; (2) need, goals, feasibility and method for reform of the Registry; 

(3) institutions and/or financial mechanisms identified to establish long-term
 
financing for small and medium farm purchases and design of a follow-on
 

project; (4) three additional organizations identified and contacted to manage 
land financinq programs, and proposals for programs with these organizations7 
(5) a baseline survey and two follow-up surveys of a sample of farms and 
beneficiaries in the Penny Foundation program: (Campesinos selected from other 
rural organizations or communities will be surveyed as a control group and 
included in the aialysis and report.) (6) policy and project implications 
drawn from studies3 of at least three additional land-related problems, 
including other land transfer mechanisms such as land rentals, and additional 
or alternative sources of rural income and employment for the land poor and 
landless campesinos. (These studies will build on the Penny Foundation survey 
and control surveys.) 

B. Project Components 

1. Penny Foundation
 

a. Land Purchase/Sale 

The Pet ny Foundation buys large tracts of farm lard and 

resells the lana in approximately 2.8 hectare parcels to rural poor I/. It 

locates properties throui .advertising in the newspaper, real estate agents, 

advertising in -he NjricuLtural Association Journal and informal contacts with 

members, directors and employees. The Foundation contacts those interested in 

selling and arranges for a Foundation agricultural engineer to visit the land 

being offered for sale. 

The visiting agronomist writes a report on the farm 

containing pertinent data such as asking price, location, size, topography, 

soil and climatological information, present crops and their status, 

infrastructural characteristics, expected socio-economic impact and general 

impressions. If the agricultural engineer deems the farm to be satisfactory, 

the Penny Foundation presents the seller with its payment plan of 50 percent 

down with the balance to be paid over five years at nine percent simple 

interest. 

While the 2.8 hectare parcels are also farms, they are referred to as
1/ 
parcels throughout this Project Paper to avoid confusion. Irne term farm
 

is a set of parcels, or a large tract of land, the Penny Foundation buys
 

to subdivide.
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If the seller agrees to the terms, the General Manager of
 
the Foundation goes to the farm to confirm the initial farm profile. 
 If, in 
the opinion of the General Manager, the farm adheres to the established 
criteria, the offer is presented to the Foundation's Board of Directors to 
authorize or reject. 

When the Foundation purchases a farm, the property title
 
is transferred to the Foundation and registered in the 
General Property
Registry. The Foundation then begins the process of subdividing the land into 
family-size- plots and seLecting the beneficiaries for re-sale of the 
properties. Depending on the size of the property, the surveys and 
subdivisios may take up to nine months. The selection of the beneficiaries 
occurs simultaneously. Th-e agronomist and the technician, who moves to the 
farm at this time, carry out the necessary agronomic studies to develop the 
farm plan. Potential beneficiaries usually begin working on the farm during 
this period. Often they plant subsistence crops in order to keep the farm
 
under cultivation at the same time that preparations are made for the 
commercial crop.
 

During the first phase of the beneficiary selection
 
process, the technician ain agronomist hold meetings with potential 
beneficiaries to explain the policies, objectives, and requirements of the
 
program. With the assistance of the technician, each applicant then answers a 
questionnaire which solicits information on number of family members, 
education level, -roperty owned, income, business activities, indebteiness and 
possible plarns for far:ning. TPhe techiician works with the potential 
beneficiaries during this p.)ase and gets to know thlem personally, and can
 
informally validate the information on the questionnaires.
 

The questionnaires also are processed through the
 
computers in the Foundation office to develop a prioritized list of
 
applicants. Thie technician and the agronomist use their knwledge of the 
potential beneficiaries ard the computer list to arrive at the final group of 
beneficiaries.
 

The next phase is a trial period for the beneficiaries as
 
they particirate in pro-ects to 
improve the farm's infrastructure. An 
individual may be asked by either the technician or the beneficiaries as a 
group to leave the program during this time if, for example, the beneficiary
 
does not personally work the land or is unwilling to conform to the farm plan
laid out by the Foundation. So-me beneficiaries also drop oat voluntarily 
during this period. The technician meets with them amid records their reasons 
for leaving. 

The final step is the transfer of the parcels to the 
beneficiaries. Fach participant is responsible for a down payment of ten
 
percent of the price of the parcel. 'phe parcels tne farmon are numbered and 
lots are drawn to determine the location of each beneficiary's piece of land. 
On many farms the beneficiaries have been unable to make the down payment 
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before the parcels are transferred to them. The Foundation has shown 
considerable flexibility in these payments in order to allow the participation 
of landless campesinos who ]ive ew financial assets. In some cases, 
beneficiaries have paid a small pre-down payment before the lottery; in
 
others, they pay the down payment over the first six months or a year. The
 
Foundation calculates the ,rice of the parcel by dividing the cost of the farm
 
plus the cost of the surveying and parceling by the number of parcels. The
 
beneficiaries pay for their parcels over 10 years at 12 percent interest. The
 
interest rate will go to 14 percent. Both 12 and 14 percent are above 
inflation and competitive -jith the prevailing market rate. 

The Penny Foundation land purchase/sale process works
 
well. The Penny Foundation has not kept careful statistics on those who
 
drop-out of the program, but the technicians estimate the percentage to be
 
around 10 percent. Most have left either due to family pressures or because
 
the work is too hard and the payoff too intangible. Most of the technicians 
and agronomists feel that the group that is in place after the first year will
 
most likely be there throught out the 1.fe of the program. The progran buys
 
land expeditiously and selects beneficia.ries from those most in need. Of 386
 
beneficiaries in October of 1986, 316 had no other job. Total income snowed 
that 81.6 percent had incomes under 4800 per year. Over 65 percent had no 
land at all and no one already owning more than 2.8 hectares was admitted to 
the program. Analysis and evaluation of the process indicated only one area 
for modification.
 

A financial review of the Penny Foundation in t4ovenbxer
 
1986 noted the absence of an official procedure for evaluating land values
 
prior to purchase. rhe Nay 1987 evaluation of the Penny Foundation land 
program found the guidelines employed in reviewing farms to be arbitrary and, 
at times, out of context with the area in which the farm in question is 
located. The guidelines were not consistently applied, or were overlooked in 
reviewing some potential farm offers. To improve land purchase procedures, as 
a Condition Precedent to Disbursement, USAID will require the Penny Foundation 
to submit to it the criteria for the purchase evaluation of a farm. The 
review of farms for purchase will be written in a standard format taking into 
account the established criteria and indicate those responsible for approving 
or rejecting an offer. The Penny Foundation will maintain the evaluation on 
file for periodic review by the USAJD Project Officer. 

The land purchase activity of the Project has been
 
designed so that the Penny Foundation's land program will be self supporting 
at Foundation and Mission agreed upon levels of annual land purchases. 'e 
design team identified financial constraints as the prinary obstacle to 
achieving thi Project Purpose. Pro forra cash flow analyses were developed to 
ascertain the amount of funding necessary to nmke the Penny Foundation self 
supporting with a capability to continuously purchase 1,350 hectares of land 
per year. The institutional and social analyses indicated that, with a few 
procedural changes and staff additions, the Penny Foundation can manage this 
level of land purchases (see Maministration and Maagement, below). 
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Based on the financial projections, 1.62 million of 
additional AID funds will be added to the Commercial Lands Project (520-0343) 
for land purchases. Counterpart financing will be 2.495 million, by the end 
of the Project. These funds should purchase approximately 6,700 hectares over 
the next five year. This should result in aroand 1,800 beneficiary families
 
increasing agricultural production and their incomes. This level of funding
 
along with proper financial monitoring will allow the Penny Foundation to be
 
self-supporting and maintain a positive cash flow.
 

A summary budget for this activity is:
 

(us ooo) 
Prior AID Penny 

Obligation Amendment Foundation Total 

Cash Purchase of Land $900 $1,620 2,520 
Certificate Principal 1,900 1i,900 
Certificate Interest 585 585
 

b. Farm Management 

As mentioned earlier, the beneficiaries cl the Penny
 
Foundation land program need technical assistance. The Foundation provides
 
initial technical assistance free of charge to each farm. It expects the
 
beneficiaries to realize the benefits of such assistance and contract
 
technical assistance on their own as their incomes rise. Penny Foundation
 
technicians and agronomists carry out the technical assistance program.
 

The job of technician requires a wide range of skills.
 
The Foundation hires a technician to live on the farm shortly after its
 
purchase. He assists in the initial agronomic and parcelling decisions and
 
participates in beneficiary selec tion by getting to know and evaluate
 
potential beneficiaries who wor% on farm infrastructure projects (e.g., 
preparation of nurseries and road building). Ile decides what the 
beneficiaries will plant, where they will plant it, and how they will 
cultivate it. He manages farm supplies, payroll and accounting. He meets 
with beneficiaries who wish to leave the farm to counsel them in their 
decision. He mediates disputes between neighbors, contacts agencies with 
programs of possible benefit to the farm, and represents the beneficiaries in 
their dealings with the Foundation. 
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The agronomists link the farms and the technicians with 
the Penny Foundation central offices and coordinate and supervise all aspects 
of technical assistnce. Fach agronomist is responsible for four to eight 
farms, divided regionally. 11e visits each farm weekly, discusses the past 
week's activities with the technician, provides on-the-spot technical advice
 
or notes the problem for additional consultation, and brings farmn inputs in a
 
Foundation-provided vehicle.
 

The Penny Foundation maintains its own technical 
assistance unit to insure reliability. It has utilized public and non profit 
agency technical assistance, but refuses to establish any formal ties to 
collaborate with other organizations. The Foundation seeks out individuals in 
support agencies who are technically competent or who share its development 
philosophy. This method of supplementing technical assistance from other
 
agencies works and will be continued.
 

The institutional analysis found the Foundation's
 
personnel structure and assignments for the Farm Management activities to be
 
functioning successfully, although the -amountof time the technicians spend on
 
administrative matters may be a potential problem. According to the social
 
soundness analysis, because of their varied role, the technicians need
 
additional training and logistical support, especially in educating the
 
beneficiaries about credit and in social work. As the program grows, the
 
Penny Foundation will staff regional centers, described in ?dministration and
 
Management ,Activity, to provide the recommended support anid training and
 
reduce the time the technicians spend on administrative matters.
 

To service all farms purchased, the Foundation will need 
12 agronomists and 48 technicians by the fifth year of the Project. Project 
funds will pay their salaries until 1991 when support shifts to the 
beneficiaries and Foundation revenues from the land purchase program. Up to 
t620,000 in AID funding will be necessary for Farm Managment salaries. The 
agronomists and technicians will need vehicles and travel expenses. The Penny 
Foundation will buy 10 four-wheel drive vehicles by the end of the Project
 
using t65,000 in counterpart funds. A.I.D. will budget k17,000 for
 
motorcycles for the technicians. At $80 per month for agronomists and 60 per 
month for technicians, the USAID follow-on funding for Farm Management travel
 
is t120,000.
 

A summary budget for this activity is:
 

(us o0o) 
Prior A.I.D. AID Penny 
Obligation Amendment Foundation Total 

Salaries $280 $305 t 35 O20 
Vehicles 17 65 82 
Travel Expenses 120 120 

280 $ 442 T 100 $ 822 
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c. Production Credit
 

he policy of the Penny Foundation is to p':ovide the
 
necessary working 
credit to each farmer. The credit is presertly loaned at 12 
percent interest but this will increase to 14 percent next year. As with the
 
land sales, this rate is above inflation and competitive wiui market rates.
 
Production credit on vegetable and annual crop parcels is payable annually.

On the parcels with permanent crops the interest accrues until the
 
beneficiaries have crop income.
 

The credit is for farm materials, such as fertilizer, seed
 
and root stock, and a subsistence wage. The beneficiaries apply as a group

through their Directiva (committee representing the beneficiaries) to the
 
Foundation for credit. The Penny Foundation purchases the farm materials
 
which it delivers to each farm. The amount of farm purchases is divided
 
equally amtong the beneficiaries. The Foundation also provides credit to the
 
beneficiaries until the permanent crops come into production. 
The Foundation 
provides credit in the form of "salaries" for work on the farm. The 
beneficiary donates half of his/her work time and is "paid" for the other 
half. Production credit at the end of two years for a representative parcel 
was about W5O, with an additional t125 lent for wage labor.
 

The Penny Foundation will continue to provide the
beneficiaries with credit because there is no other reliable credit available, 
and the short-term credit is 
a good source of cash for the Foundation.
 
Commercial banks will not lend to Foundation beneficiaries as they limit their
 
lending to those with large amounts of collateral. Even wiien the Central Bank
 
makes abundant credit available for agriculture, the comniercial bank
 
collateral requirements limit the recipients tr' 
large farming operations. The

National Agricultural Development Bank (B-ADESA) is a public sector bank that 
specializes in leniing to small- and medium-scale farmers. Unfortwately, its 
future is not bright. It has financial problems, which preclnLde it from being
 
a serious source of working capital for the Penny Foundation beneficiaries. 
While savings and loan cooperatives would not be adverse to Foundation 
beneficiaries joining and applying for credit, the need for the farmers to
apply as a group and coordinate with the Foundation technician makes this 
administratively unworkable, at least in the short-run. 

In addition, recuperation from short-term lending with AID 
grant funds is the only short-term income source the Foundation has to match 
up against its short-term borrowing. It is not in the Foundation's interest 
to send beneficiaries to some other source for working capital itas would 
decrease cash flow and increase the Foundation's ratio of long-term lending to 
short-term borrowing. 

Based on the financial analysis, the total amount of farm
credit necessary to meet the annual needs of the Penny Foundation for five 
years is t4.34 million.
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A summary budget for this activity is: 

(us 0oo) 
Prior A.I.D. AID Penny 
Obligation Amendment Foundation Total 

Production Credit 45O $3,888 $4338 

d. Administration and Management
 

With some organizational changes, the Penny Foundation 
will continue to carry out the Project. The planned changes are the 
introduction of regional centers for Project management and the addition of a
 
few staff positions.
 

The Penny Foundation has four regional centers to support 
its traditional programs of housing and small business, but has not used them 
for the land market program. The utilization and addition of the regional 
centers in the land market program would bring numerous advantages. They 
would provide better access to potential beneficiaries. They would act as 
centers for identifying potential beneficiaries for farms purchased in the 
area or for farms outside the area. They would provide administrative support 
to the agronomists and technicians. Agronomists could -avoidhaving to carry 
checks and messages bet;.;een the Guatemala City office and the field. Tney 
would also coordinate their activities better iith a secretary and tel2incne. 
The technicians would be able to make a relatively short trip to the regional 
office for administrative chores and ronthly meetings to discuss problems. 
The regional offices would also serve as technician training centers for short 
courses in areas such as farm technology, use of pesticides, group dynamics 
and social worK. 

The financial analysis identified a cr, '-cal need for the 
Foundation to monitor its cash flow more rigorously. Because of the 
importance of financial planning, the present Foundation financial manager 
will shift to full-tie work on the land program. He will concentrate on 
financial planning and analysis, cash flow projections, and consolidation of 
financial aspects of farm plans and credit needs. de will be assisted by a 
new computer applications department, staffed by a prograimner and an 
assistant. The computer applications department and accounting departments 
will require additional computer equipment, software, ccmputer training and 
technical assistance (see Financial and Economic Analysis and EXIiBIT F -
Information Systems Arnlysis section). A technical advisor will assist with 
the design of the data bases and financial reports. This should require two 
weeks and could be contracted through an arrangement such as the existing TSM 
contract with the Tex-as Tech University.
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The institutional analysis recommended the hiring of a 
person to manage purchasing. This purchasing specialist would handle 
purchasing of farm suppliers and record-keeping, arrange for transportation of 
m.aterials to be delivered to the fams, manage central warehousing, and 
monior price quotations. This position would relieve technicians and 
agrotxxmists from having to arrange for farm inputs transportation and improve 
warehouse management and control. 

Because of the size of the expanded Project, USAID will
 
finance a Project Manager on its staff. The agricultural expertise of the
 
Penny Foundation obviates the need for a Project Manager with an agricultural
 
background. The position will be primarily managerial. The individual will
 
be hired under a personal service contract to monitor and evaluate Project
 
progress. The Project Manager will advise USAID on all matters pertaining to 
Project administration ind operations. The person will serve as a general 
advisor in the identification of Project problems and their resolution. 

In 1986, a USAID financial analysis documented minor
 
problems with the Foundation's accounting controls. It found that
 
determination of counterpart was difficult, a special report on the financial
 
status of the Grant Agreement was missing in the external audit and the
 
controls for inventory purchasing and handling were nebulous. The
 
institutional analysis undertaken for the Project Paper also recommended
 
improvements in administrative and financial controls, most notably in
 
planning, internal auditing and record-keeping. The establishment of a
 
computer applications department, hiring of a procurement specialist, purchase 
of accounts receivable software, utilization of regional centers, and tighter

Project reporting requirements shoul d address these concerns. 

To evaluate the effectiveness of these Project 
administrative changes, USAID funds will pay for an audit of the Foundation's 
system of internal accounting and administrative controls to evaluate 
budgeting, land purchases, disbursements and payments controls. It will serve 
as an evaluation of the Foundation's modified procedures for activities such 
as budgeting, land purchases, disbursements and payment controls, procurement, 
inventory handling and management, credit collections and payroll. This audit 
will take place six months after recommended changes such as the hiring of a 
procurement specialist and implementation of accounts receivable software ­
are completed. The Project liaison officer will request assistance in 
drafting the scope of work from the Regional Inspector General's Office in 
Honduras. A 
Guatemalan accounting firm with a U.S. affiliate will conduct the audit. With 
the Regional Inspector General's concurrence, this systems audit will fulfill
 
the pre-award audit requirement.
 

The Penny Foundation received t50,00 for its traditional 
programs as part of the original Project 520-0343 grant. The Foundation will 
maintain its traditional programs and integrate some of them into the land 
purchase program. The Foundation will begin to offer and/or arrange for 
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hoising, education and health programs for the farms. This facet of the 
progrum will be fully funded by th' Penny Foundation as a counterpart 
contribution. 

Successful financial and organizational management are 
... nd-mental to the establishment of the program as self-supporting and 
suitainable. As stated in the Evaluation and Monitoring Plan (section V E), a 
consultant is needed at the end of 1988 to assess the extent to which the 
financial control and informational needs of the program are being met. In
 
addition, the on-going project evaluation included in the Project research
 
component will monitor organizational changes to assist the Foundation in
 
identifying organizational problems as they arise and in financing timely
 
technical assistance to deal with them. Some of the topics to be examined
 
include: changes in the management requirements with an increase in the 
number of farms managed and beneficiaries served; trade-offs made in program 
expansion between factors like land cost, land sale price to beneficiaries, 
number of beneficiaries and farm investment costs; long term institutional
 
financial viability; contact with other development organizations for program 
expansion. A fund of t100,000 is budgeted for technical assistance for the 
Penny Foundation in institutional and financial management. 

Based on the budgets used in the cash flow analysis,

A.I.D. will reimburse the Penny Foundation up to $290,000 for administrative 
salaries for staff such as the program director, financial director, regional 
staff members, procurement specialist, administrative assistant, paralegal, 
accountant, data processing programmer, data processing assistant and 
secretary. A.I.D. funds will provide $600,000 for the project liaison officer 
for four years. The budget will include $28,000 in A.I.D. funds for rent and 
t2,000 for miscellaneous equipment and supplies for the regional offices. The 
Project will use 28,000 in grant funds for computer equipment, software
 
technical assistance and training and Wi00,000 for institutional and financial 
technical assistance. Finally, A.I.D. will pay 5,000 for the audit of the 
Foundation's system of internal accounting and administrative controls. The 
Penny Foundation will spend 865,000 for traditional programs to support the 
land purchase program. 

A summary budget for this activity is: 

(us t00o) 
Prior A.I.D. AID Penny 
Obligation Amendment Foundation Total 

Salaries 120 t 170 t290 
AID Project Manager 600 600 
Rent - Regional 28 28 
Equipment and Miscellaneous 

Supplies 2 2 
Audit 5 5 
Computer 28 28 
Institutional Technical Assistance 100 100 
Traditional Programs 50 915 965 

o 933 915 $ 2,018 
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2. Research 

The Mission became involved in the Penny Foundation Comnercial 
Land Market Project in 1984 to demonstrate that a land market program can 
succeed. During the first three years, the Foundation has developed an 
impressive pilot project; continued support to maintain the quality of the
 
program and to enable it to become financially indepen ent is essential. 

At the same time, the scale of the program is limited in
 
proportion to the size of the landless population in Guatemala. Mounting
 
social and econamic pressures from landlessness in rural areas emphasize the 
need for expanded efforts. The Research component of the Project addresses 
this broader problem. An extensive evaluation to analyse, document and 
publicize the Penny Foundation experience will serve other organizations
 
seeking to duplicate their program. More importantly, the project's research
 
compor.ent will investigate a variety of options for designing additional
 
land-related projects to open the land market to a larger portion of the
 
landless population. Land related activities identified by Project-funded

research could be considered as candidates for local currency support (ESF or 
PL 490).
 

Four broad areas of study will be funded: (i) a baseline 
survey and long-term ronitoring and evaluation of the Penny Foundation
 
Project; (2) an analysis of the General Property Registry and development of 
proposals for reform of the registration process; (3) a study of the
 
feasibility of andidesign for a land hank or other financial/institutional 
mechanisms to provide lcans for land purchase; and, (4) the identification of 
alternative organizations and approaches to expanding the land market program 
and/or dealing with the problem of landlessness.
 

a. Penny Foundation Study: 

The Penny Foundation project is a unique effort to improve 
access to land for small farmers through the land market. The evaluation will 
document and analyze the costs and effects of this project. It is important 
not only as input to improve the Penny Foundation project but also to provide 
information for developing future programs in Guatemala and for designing 
strategies and projects to cope with land problems in other countries.
 

The evaluation will involve three levels of analysis of
 
the cost and impact of the program, the beneficiary, the original farm unit 
and the Penny Foundation as an institution. TUhe studies will continue through
 
the five years of the Project. The evaluation will consist of a baseline
 
survey of a sample of Pernny Foundation farms and beneficiaries in late 1987 or 
early 1988, and two follow up surveys in years three and five of the project.
 
Surveys spaced at two year intervals will allow a continuous acc-ounting of the 
Project effects at
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the beneficiary and farm level. The surveys will be accompanied by case 
studies of selected farm units and an on-going monitoring of institutional 
changes in the Penny Foundation. The detailed case stuyly exaLinations, 
concentrated in alternate years, will assist in the interpretation of the 
survey data as well as provide in-depth organizational analysis.
 

The sample for the baseline survey will be drawn,from the
 
farms and beneficiaries as soon as possible after purchase of the farm and
 
selection of beneficiaries. Stratification of the sample will insure that it
 
is representative of variations in farm size, region, and crop. TPhe survey
 
will focus on changes over time in characteristics of the beneficiary
 
families, especially income and level of living and on the utilization and
 
production of the original farm unit. It also will monitor the ability of the
 
beneficiaries to meet debt obligations and pay off their land, and the formal
 
and infoLnal changes in ownership and management of the farms over the five 
years. When the baseline survey is undertaken early in 1988, the Penny
 
Foundation will have at least 1000 beneficiaries and 20 farms A sample of
 
500 beneficiaries and 15 farms will be large enough to allow generalization to
 
the entire group.
 

The Penny Foundation surveys will be matched by surveys of
 
a sample of campesinos from other organizations or commuunities in Penny 
Foundation regions. These groups may be drawn, for example, from other 
private voluntary organizations, cooperatives, peasant organizations, migrant 
worker and/or land rental networks. The questioning of these groups will 
serve two ends in che project research component. The groups will serve as a 
control sample for the Penny Founation surveys, so that cross sectional as 
well as longitudiLal comparisons are possible. Tney also will be the basis
 
for identifying and developing the background information needed for designing 
alternatives and additions to the Penny Foundation program. The control 
samples will include from 300 to 500 campe3inos. 

Finally, Lim- =vaiuatioii will monitor the institutional 
changes in the Penny Foundation program, in terms of changes in financial and 
information management, farm management, terms of expansion, etc. A central 
objective of this project is to provide the backing so that at the end of five 
years, the Penny Foundation program is viable and self-supporting. This part 
of the evaluation is intended to assist the Foundation in identifying
 
organizational problems as they arise and to finance timely technical 
assistance to deal with them. A fund of i00,000 is budgeted for technical 
assistance for the Penny Foundation in institutional and financial management.
A record of Foundation experience in administering the program also will be 
important to the design of similar projects with other organizations. 

Project personnel at the Penny Foundation have expressed 
support for this type of evaluation and would like to participate in it. The 
database files maintained by the program include beneficiary and farm
 
characteristics. These will be tapped for baseline and follow-up information 
and will provide the frame for drawing the sample of beneficiaries. The 
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Foundation >s interested in the research to gain insights into how to improve 
its program but also as a means of publicizing the project. In this regard, 
the USAID mission sryuld consider the possibility of preparing a video 
documentation of tis project. 

The baseline survey arri follow-up evaluation studies could be implemented 
in collaboration with the LAC/DR/RD regional project, Tenure Security and Land 
Market Research Project (598-0638). Affiliation with this project would 
insure caniparabilitv of the Guatemala studies with others in Latin Airyrica, 
and it will facilitate the dissemination of the research results on -a regional
basis. Supplemental funding is available through this regional project so 
that a comparative perspective can be built into the design. (See Annex II/H 
for detailed information on implementation procedures). 

b. General Property R&3istry Study 

The Penny Fourriation has experienced significant delays in 
the registering of bills of sale in the General Property Registry (Registro
General de la Prcpriedad). IlTe registration of title transfer from the seller 
to the Peruy Foundation is usually done quickly, but the transfer of parcel 
titles from the Foundtion to the came>2siros has dragged on for months. The
 
delays reflect the [ ,ct thit RF_ 'jstr; personnel are paid according to the
 
value of the Droyerv rcyr ss, i. [n addition, all registrations -ire entered
 
by hand and there ire- oinly "wo oftices for the entire country. The process is 
cumbersom 2n costly r"or the Penny Fo. :lation prcxjram, the delays are 
important pri:iari lv u, wIthoUt d],l:c'.ets, some oeneuiciaies nave 
questioned the ],giti .cv of the l]and s.iLes. (Initially, the ortg-aje Laonds
 
for the progr-m were to be ud.o by in.divi dual percels rut this proaI2m has
 
been corrected). ,)re gene rally, the >121a/s and costs in the Registry are a
 
constraint to developing :i mcre efficient Lan.1 market, accessible to larue and 
small ovpners ali'e. T!he new constitution calls for the reorganization of the 
Registry, and the establishment of mn office in each of the 22 departments. 

This study will first ulyze ways to expedite the 
movement of Penny F:yindtion titles thrXIuh the Registry, and then examine the 
need, gcxils, intholfeasibility for refornn of the institution. VAn:Lysis: -,m 

t first ne- ewill hein wiin n fie year of the project ald could also 
implemented] in coll-i.5oration with the IAL'C/DR/tD regional project. The team 
involved in th( study will inclde secimlists in cadasters and laryl 
information systims, land law, a-i surveying acnd cartograrhy. It will oe 
important to asc,-rtain the role of the dK.3 a.- of other donors in 
institutiorLa l reorganization. 

c. External Financirg and1Land Bank Feasibility Study 

As a pilot project, the Penny Foundation program has had 
minimal substantive impact on the problein of landlessness in Guatemala, and 
there are institutiona-l limits to the uLtimnte size of this program. one 
alternative for coping with some of the imperfections in the land market and 
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facilitating land purchase by small and medium-size agriculturalists is to 
develop financing mechanisms such as mortgage bonds. Another is to establish 
a full-scale public or private sector land bank. Drawing on the 1983 design 
studies for the proposed Commercial Land Market Project and the experience of 
the Penny Foundation in attempting to issue mortgage bonds, research will be
 
undertaken to analyze the potential for a land bank and the financing
 
imchanisms to support this effort.
 

'This research will involve creatively exploring a variety
 
of financing options. Several avenues exist for developing this program. It
 
may be implemented through the Technical Services to Mission contract with
 
Texas Technical University which was involved in developing the 1983
 
proposal. Another possibility is to seek assistance from I,_AE in Costa Rica,
 
or other contractors specializing in finance. The research should be directed 
by a person with knowledge of third world financial markets and banking. It 
will require the collaboraton of representatives from the Guatemalan financial 
community, experts from other countries with comparable financial markets, and 
from the academic and international banking communities. 

d. Alternatives and A-ditions to the Penny Foundaton Program 

The development of a land bank and external financing is
 
one option for e-panling the land market program. Funds will also be provided 
to identify and design projects for other organizations which could manage 
land purchase/sale progrnins. Potential candidates might include other 
national or reg ionu-.1 nongovernmental organizations, goverrnent lana programs, 
public or private bxnks, and saviings ccoperatives. 

Studies also will be undertaken to gather basic
 
information on now the land market orerates, to identify policy ar
 
institutionail constraints and to identify alternative avenues to land access
 
as, for example, through land rentals. Finally, data from the Penny 
Foundation and control surveys will ce use-I as the basis for studies to 
examine the oolicy and project impilications of the relationship between land 
tenur-e and other sources of employment and income for rural nouseholds. Since 
there is rot eorugh Land to provide income and employment for all the rural 
population tolay and certainly not for the next generation, it is important to 
examine the links between land] programs and non-land alternatives. 

These studies will build on and complement the Penny 
Foundation and control group studies and could be implemented in collaboration 
with the LAC/DR/RD regional project. They will be directed by a social 
science researcher from the U.S. but will benefit greatly from collaboration 
of local researchers and perhaps graduate students. These studies will begin 
with the baseline surveys and will continue through the life of the project. 

The outputs of the research component will include the 
Penny Foundation project evaluation, with special attention to the factors to 
be considered if other organizations want to duplicate the program. 
Documenting and publicizing this experience for others in Guatemala and
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elsewhere in A.I.D. is an important product of this effort. The research also 
will produce specific proposals for expediting the process at the General
 
Property Registry, for developing long-term loan mechanisms for land purchase,
and for additional land ma rket proJrams. Finally, it will provide necessary
backgrouid studies and analyses to address policy and strategy issues
 
involving land and rural developiment.
 

The total cost for the research component of the project

will be t750,000 over five years with kl42,00 set aside for contingencies and
 
inflation. Illustrative budgets are included in Annex II, Exhibit H.
 

A summary budaet for this nmrw-nent i : 

(us ooo) 
Prior A.I.D. AID Penny 
Obligation Amendment Foundation Total 

Baseline and Monitoring
 
surveys 
 t285 t285
 

General Property Regis-ry
 
Study 
 BO 80
 

External Financing and
 
Land Bank 
 92 92
 

Alternative to Penny
 
Fourcat ion 151 151
 

Inflation 
 71 71
 
Contingencies 71 7175-- 750 

C. Summary Budget and Financial Plan 

The total Project cost is tl4 million. The add-on to the original

$2 million grant will be t8.5 million, of which ;7.75 in A.I.D. funds will be
 
for the Penny Foundation ccmpn[ent. 750,000 will be used for research into
 
land and land-related problems. 
 Within the A.I.D. funds for Penny Foundation
 
cociponent, 44 percent will be spent credit, 23 percent land, and 29
on for 

percent for technical assistance and administration. The counterpart
 
contribution will be t3.5 million. The Penny Foundation will 
spend 2.485 
million for land purchases, t100,000 for the Farm 1inagment component and 
t915,000 for traditional program support to the farms. This contribution 
equals the required 25 percent of project total. 

In addition, inflation was built into the financial calculation for 
land and credit needs on a compounded basis. Land costs used a six percent 
factor while credit estimates used five percent. Further allowance of k1.2 
million was made for contingencies and inflation as line items. A detailed 
budget by Source of Funds, Project Outputs/Inputs and Disbursement Schedule by 
Years appear as ANNEX I I.B. 
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COMMERCIAL LAND MARKETS
 
520-0343 PRIOR
 

SUMMARY BUDGET A.I.D. A.I.D. PENNY
 

(U.S. $000) OBLGATN AMNDMT FNDTN TOTAL
 

PENNY FOUNDATION COMPONENT
 

LAND PURCHASE/SALE
 
LAND 1,620 2,520
CASH PURCHASE OF 900 


1,900 1,900
CERTIFICATE PRINCIPAL PAYMEN 

585 585
CERTIFICATE INTEREST PAYMENT 


900 1,620 2,485 5,005
SUB 	TOTAL 


FARM MANAGEMENT
 
280 305 
 35 620
SALARIES 


17 65 82
VEHICLES 

120 120
TRAVEL 


280 442 100 822

SUB 	TOTAL 


450 3,888 	 4,338
PRODUCTION CREDIT LOANS 


ADMINISTRATIVE COSTS
 
290
120 170
SALARIES 


600 600
AID PROJECT LIAISON 

28 28


RENT - REGIONAL OFFICE 


EQUIPMENT & MISC SUPPLIES 	 2 2
 

5 5

AUDIT 


28 28

COMPUTER EQUIPMENT, TRAININ 


50 915 965

TRADITIONAL PROGRAMS 


100 	 100

INSTL TA AND TRAINING 


915 2,018
170 933
SUB 	TOTAL 


50 228 	 278 1/

INFLATION 


789
150 639
CONTINGENCIES 


13,250
2,000 7,750 3,500
COMPONENT TOTAL 


1/ 	 Inflation calculations were already built into the
 

amount budgetted for land and credit. Land costs are
 

calculated using a 6 percent rate compounded annually
 

and credit using 5 percent compounded annually.
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COMMERCIAL LAND MARKETS 
520-0343 PRIOR 

SUMMARY BUDGET A.I.D. A.I.D. PENNY 
(U.S. $000) OBLGATN AMNDMT FNDTN TOTAL 

RESEARCH COMPONENT 

PENNY FOUNDATION STUDY
 
STAFF SALARIES 
 77 
 77

RESEARCH EXPENSES 
 90 
 90
 
INTERNATIONAL TRAVEL 
 48 
 48

DIRE(.f COSTS 
 16 
 16
 
OVERh;KAD 
 54 
 54
 

SUB TOTAL 
 285 
 285
 

GENERAL PROPERTY REGISTRY STUD

STAFF SALARIES 
 33 
 33
 
RESEARCH EXPENSES 
 8 
 8
INTERNATIONAL TRAVEL 
 19 
 19
 
DIRECT COSTS 
 3 
 3
 
OVERHEAD 
 17 
 17
 

SUB TOTAL 
 80 
 80
 

EXTERNAL FIN AND 
LND BNK STUDY
 
STAFF SALARIES 
 12 
 12

RESEARCH EXPENSES 
 50 
 50
 
INTERNATIONAL TRAVEL 
 11 11
DIRECT COSTS 
 3 
 3

OVERHEAD 
 16 
 16
 

SUB TOTAL 
 92 
 92
 

ALTRNTVS & ADDTNS TO PNNY FNDT
 
STAFF SALARIES 
 37 
 37

RESEARCH EXPENSES 
 51 
 51

INTERNATIONAL TRAVEL 
 25 
 25

DIRECT COSTS 
 10 10 
OVERHEAD 
 28 
 28
 

SUB TOTAL 
 151 
 151
 

INFLATION 
 71 
 71
CONTINGENCIES 
 71 
 71
 

COMPONENT TOTAL 
 0 750 
 0 750
 

TOTAL 
 2,000 
 8,500 3,500 14,000
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IV. PROJEC ANALYSES 

A. Institutional Analysis
 

The Institutional Analysis (see ANNEX II.C.) examines the Penny
 
Foundation and discusses its capability to manage an expanded Project. A
 
summary of the findings in the institutional analysis is presented in this 
section. 

The Penny Foundation is a competent and dynamic organization. 
Through lengthy experience and experimentation, it has established an 
effective functional integrated development model for rural Guatemala. Land 
is an important part of this model, but production credit, technical 
assistance, education and health are other important variables. 

The objective of the Commercial Land Markets Project is compatible 
with the philosophy, principal areas of activity and experience of the Penny 
Foundation. The Project hawever, will require tne Foundation to change some of 
its management practices. Top management will have to decentralize 
decision-making and shift fron direct action to guidance and control. The 
Foundation has already made some managements changes in anticipation of the
 
Project and is considering others. The Foundation has the flexibility and
 
willingness to adapt to new conditions and demands such as those brought on by
 
the Project. The Commercial Land Markets Project, as now designed, can
 
successfully be managed by the Foundation.
 

No major changes are needed in the organization at the managerial 
level of the Foundation except in finance and data processing. The Foundation 
has hired a capable Assistant General Manager who will reorganize a few 
offices and administer the finance department. He will assign a person to 
supervise specific areas such as credit collection, financial planning and 
personnel management which are being partially neglected at present. He will 
assign a finance and planning person full-time to the Division of Land 
Commercialization. He will also be responsile for written policies, 
procedures and job descriptions which serve to support the gradual 
decentralization of decision-making of the Foundation. Separate data 
processing centers will be established in the accounting department and in the 
Division of Land Commercialization. This should greatly improve con-trol ard 
decision-making. Data processing training will be necessary. 

These changes will permit the General Manager to dedicate more time 
to global planning, inter-divisional coordination, fund-raising and membership 
drives. Local fund-raising and new membership are areas which have been 
somewhat neglected. ThQ: Foundation is relying increasingly on international 
agencies for financial support.
 

The Division for Land Commercialization will slowly decentralize. 
Two regional centers will be established with Project funds to support 
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collections, training, program promotion, interdepartmental coordination and
communication. 
'Th.swill allow the Division Director to spend more time in
 
administration and less time 
in the field. The administration of the farms

through the regioniaL centers will enable the Division Director to have a
 
manageable span of control, even with the large number of agronomists to be

hired for the land purchase program. 
Because of the increase in centralized

purchasing and deficiencies in inventory control, the Foundation will staif a
 
position in procurement and materials storage.
 

Technical assistance levels are adequate. 
The average ratios of one

agronomist foi 
 four farms and one agricultural technician on each farm are
 
appropriate. The technician is involved in a wide variety of technical,

managerial, commercial, purchasing and promotional functions. 
This reduces
 
cost byut also reduces agricultural support and control. 
A\ditional management

training or farm administrators may be needed in the future as farms became
 
profitable.
 

Planning exists bit is deficient. Each farm has a 
ten-year budget,
but the Foundation does not have written global plans. 
Long-term strategic

concepts have been discussed but specific objectives have not been
established. 
Projected cash flows are not maintained on a systematic basis.
Financial planning will improve with the reorganization of the financial ani
 
data processing departments.
 

Foundation employees are capable and motivated. 
 &Vloyee turnover
 
is low. qo work-relatej conflicts 
mong employees were identified. Personnel
 
policies and procedures are lacking, although the new Assistant General
 
Mam-nager plans on developing them in the near future.
 

Basic financial and systems controls exist in the Penny Foundation
 
and in the Division of Land1 Commercialization. 
The Foundation has had an
 
external annual aLdit the last two years. 
Records are kept for land
 
purchasing, credit extension by user and by farm, payroll, payments and
 
overdue accounts, airO other principal activities. Sone decisions are
 
excessively centralize] for control purposes. 
 In many areas, Fouration
 
controls involve various people at different levels of the organizaton in the
 
same activity. Record-keeping and reporting are deficient. 
The information
 
usually exists, but is 
not well organized or systematically presented. The
Foundation is improving its record-keeping and reporting, particulary for the
 
Project.
 

The processes used for the land purchase, the beneficiary selection,
 
and the credit provision work smoothly.
 

To improve its overall performance and adapt to the additional

growth which will be required by the Project the Foundation should: 
dedicate
 
more effort to local fund-raising and new membership; establish written

policies and procedures for land purchasing, credit authorization, expenditure
 

- 30 ­



authorization; reorganize the financial ar-] data processing departments as 
indicated in this report; initiate global plannirg] ccmiplete with specific 
objectives; continually update cash flow projections; improve the quality of 
projections on costs, Iand values, prices Jirxl other environmental aspects by 
using the collaboration of specialized outside institutions and associations; 
decentralize decision-ivikinyg an controls ba-sfed on the importance of the 
decision; establish a specific position for purchasing and materials handling 
in the Division of Land Commercialization; establish a specific budget for 
managerial and technical training; establish written policies and procedures 
for personnel Tmangeent; improve record-keeping systems; and adapt reports
 
to decision-making centers an potential problem areas.
 

Care should be taken not to promote excessive land purchasing while 
disregarding the other key aspects of production credit, education, technical
 
assistance and he!alth of the integrated rural development model. T1he basic 
creativity and f]exibility of the Foundation should be nurtured to promote 
continued improvement of the model, As the farms grow, the Foundation should 
examine the need for: a position in credit, collections and personnel 
management; three positions as farm administrators; -andone position
 
specializing in ivArketing and exports. 

B. Financial and Economic Analysis 

The financial and economic analyses, contained in ANNEX II/F, 
examined the profitability of the parcels, the financial viability of the
 
Penny Foundation's land market progrm, the information system and reporting
 
requirements of the Foundation, and the benefit/cost ratio. This section
 
summarizes the fin-din-gs.
 

Beneficiary Profitability
 

In general. the Penny Foundation organizes two types of farms: 
those that cultivate vegetables and a food crop; and those that plant
 
permanent crops and a food crop. The crop profitability analysis used actual 
data from three years of experience. The net income calculations from a
 
representative hectare of coffee, pineapple and broccoli appear in ANNE/F.
 
For coffee, the beneficiary goes into debt for about $2,400 by the end of the
 
second year. Yet, by the end of the fourth year, the beneficiary has paid off
 
his accumulated production credit and accrued interest. At the end of year 
five, the beneficiary begins to make payments on his land debt. By the end of 
year seven, the beneficiary is earning a net income of 12,800 not including
 
in-kind and cotmmercial income from .75 hectares of corn. For pineapple nii 
broccoli, the results are immediate. Pineapple nets a family 755 only 18 
months after planting, and tl,200 after the second year. Broccoli produces a 
profit of t2,400 the first year and t2,500 the second. 
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The analysis also uses the income capitalization to estimate the
 
market value of the parcels; that is, the annual flow of income to the land 
determines how much the land is w,-,:th. For the land in these three crops, the 
parcel cost, and subsequent beneficiary land debt, was less than the estimated 
market va],e. Assuming that product and input prices do not move too 
drastically in the wrong direction, and that estimated production levels do 
rot fall more than 40 percent, and given a continuation in the present
 
structure of Guatemalan agriculture, the small farms established by the
 
Foundation are financially sound and profitable.
 

Penny Foundation Financial Viability/Recurring Cost Analysis
 

The objective of the financial analysis was to structure the Project
 
so that the Penny Foundation's land program would be self supporting at
 
Foundation and Mission agreed upon levels of annual land purchases. Pro forma 
cash flow analyses were developal to ascertain the amount of funding necessary 
to make the Penny Foundation self supporting by 1991 with a capability to 
continously purchase 1,350 hectares of land per year. 

Three cash flow projections demonstrated various ways for the Penny

Foundation to reach a self supporting level. The projections demnstrated how 
the Foundation's management of its debt from seller-financei land sales or 
sale of bonds' and its lending to beneficiaries for land and praluction credit 
would determine its level of operations and suc~ess. 1aased on the pro forma 
statements, an additional A.I.D. grant of 7 million was needI for the P.any 
Foundation to achieve the desired level of 1,350 hectares per year. 

Debt financing of the Penny Fourdation's growth through bond sales 
was originally believed to be an option. As deiionstrateii in one cash flow 
projection, bond sales are not recon-,nended. The sale of Fox,.iat.on bo:ds in 
the Guatemalan capital market would force the Foundation to reduce its arlual 
level of land purchases to service the debt. The Penny Fou:nation can expand 
its program in a self-supporting manner if it finances its operations from
 
capital and closely imonitors its debt.
 

Information System Analysis
 

The manner in which the Penny Foundation manages its cash from the
 
land purchase program is critical. Financial planning is imperative. The
 
Foundation will prcxuce, on a quarterly basis, cash flow and pro-forma 
information for: land purchase activity as a whole; farm level as a whole; 
farm level by hectare; farm level by crop; farm level by beneficiary arnd/or
parcel; break even and shutdown prices and/or sales level for each crop and 
farm. 

Additional computer equipment and personnel are needed to meet the 
proposed data processing and reporting needs of the land purchase program. 
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The Penny Foundation will create a separate computer applications department 
with one administrator and assistant. The department will be responsible for
 
database management of operational and financial data. 

Economic Analysis 

The economic analysis of the Penny Foundation component of the
 
Project also calculated benefit-cost ratios based on two model fams. The
 
models were developed using actual production costs, price and yield
 
information for representative crops from the Foundation's existing farms.
 

The analysis showed economic benefit-cost ratios of 1.65 for Zxample
 
Farm 1 and 1.53 for Example Farm 2 using an opportunity cost of capital of 15 
percent. A scenario which calculated the ratio with a non-quota price for
 
coffee did yield a benefit cost ratio of 0.96. 'This, however, is a "worst
 
case" scenario which uses a conservative discount rate and a lower than
 
expected price for coffee. The internal rate of return for Example 1 is 53 
percent. For Example 2, since the net benefit stream is positive throughout, 
an internal rate of return calculation was not possible. ro calculate the 
internal rate of return, the benefit stream must have both negative and 
positive values.
 

The Project shows a higher economic rate of return than most
 
projects in the AID/Guatemala portfolio. Thus, if the Penny Foundation
 
continues to use its current land purchase selection criteria and technical
 
assistance and credit programs for the rural poor, the activities occurring 
under this Project should have a high rate of return similar to those in the
 
past. 

The estimated number of person-years of employment that will be 
generated as a result of the project is 49,200. This was estimated using the
 
labor requirement for the four represented crops and applying it to the
 
project portfolio over the life of the project.
 

C. Technical Analysis 

USAID/Guatemala has been funding the Pilot Commercial Land Markets 
Project with the Penny Foundation since late 1984. A receiit evaluation of the 
project (File Attachment) shows an innovative program which has met its 
targets successfully. The Foundation has maintained an autonomy from USkID, 
which is essential in this politically sensitive activity, but has been open 
and cooperative in terms of reporting requirements anid evaluation. Siven
 
USAID's decision to obligate additional fLnds for expanding the Penny
 
Foundation program, the principal tasks of the project design team have been
 
to analyze the amoLnt of money needed, the potential sources of funds, and the 
management capacity of the program. The technical analysis discusses only the
 
first two topics. The question of managerial capacity is the subject of the
 
institutioal analysis and recommendations from that analysis have been 
incorporated into the project design.
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Background: 

In approving the Foreign Assistance and Related Programs 
Appropriation Bill for 1987, the U.S. Senate recommended that t5 million be
 
set aside for Guatemala land purchase programs. USAID considered various
 
options for use of these funds, including dividing them to implement several 
projects like that of the Penny Foundation, obligating a part to the Penny
 
Foundation, a part to the government and a part to cooperatives, and adding to 
them in order to capitalize a land bank or a Central Bank guarantee fund.
 
These alternatives were by-passed for the present because all require

substantial background investigation and design before they can be funded. In 
order to respond to the Senate recommendation in a timely manner, USAID 
decided to commit about -8.5 million to its successful on-going project. Up
 
to ki million would be retained to fund studies of alternative land market
 
financing entities, reform of the land registry and studies of Guatemala's
 
land problems. This research would be done in anticipation of future land 
programs. 

Justification for the land market approach: 

While the immediate impulse for expansion of the Commercial Land 
Markets Project this year came from the U.S. Senate, USAID's concern with 
rural land distribution as a constraint to agricultural ard rural development 
is not new. A 1932 U&ID contracted study, Land and Labor in Guateinala, 
recommended strengthening the land market and removing the constraElts to 
small farmer access as an appropriate approach to coping with land problems in
 
Guatemala. The Penny Foundation pilot project evolved from this study.
 

Land-related political pressures have been mountina since the return 
of elected government to Guatemala. In the debate of land issues, consensus 
seems to be developinq around two points: that land expropriation should not 
occur in Guatemala; ar.J, that improving the campesiros' ability to buy land 
from willing sellers may be a non-violent avenue to change. The memory of the 
violent backlash to the expropriations of the 1950s and the inefficiencies 
observed in the parcelamientos of the early 1960s, have turned the GCOG's 
attention to other alternatives. Costly colonization projects have
 
uprooted whole communities from the highlands and resulted in the 
deforestation of fragile tropical lands inappropriate for farming. The tax on
 
abandoned and under-utilized land, intended to encourage landowners to use 
their land productively or sell it, is minimal, ineffective and difficult to 
enforce. Both the Ministry of Agriculture and the organizations of landless 
campesinos have endorsed the land market approach. Until the recent purchase 
of farms by the GOG, the Penny Foundation program was the only attempt to 
implement this policy. The presence of many large landowners among Foundation 
members may indicate a tacit acceptance of the approach on their part as well. 
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The Penny Foundation Land Purchase/Sale Program: 

The Penny Foundation program was initiated in 1984, with a 1 
million grant "to demonstrate the feasibility of a private sector land
 
connercialization program" (Project 520-0330). An additional k1 million was
 
added in each of the followaing two years to maintain the project
 
implementation rate (Project 520-0343). With the 3 million in grants, the
 
Foundation has purchased 3,905 hectares of land at a rate of more than 1,000 
hectares per year (1,465 in 1984-5, 1,377 in 1986, 1,063 by mid-1987). 'Me 
farms have been divided into 1223 parcels to be resold to landless families. 

The program has three essential activities: the purchase of land
 
from large land~holders; the sale of land to landless and land-poor
 
beneficiaries; and, the investment of technical assistance and production
 
credit to increase the productivity of the land and insure the profitability
 
of the small farms being created. Up to now, the program has allocated about
 
40 percent of the funds on land purchase, 46 percent on credit, and Lhe 
remainder on technical assistance and administration. 

The Mission's intent in committing additioral funds to the project
 
has been to begin to expand beyond the stage of a pilot project. To measure
 
the potential expansion with an addition of 7.75 million, the cost and income 
data from the first three years of the program were used to project cash flows
 
for the next decade. The cash flow analysis showed that the program was 
facinrg a serious cash shortfall, and without continued USAID support, the
 
Fouration would have had to stop buying land and find other funds to meet its 
deficit.
 

The original design contemplated a grant to the Penny Foundation of
 
t4 million. With USAID grants of 42 million in 1983 and 1989 (and no funding
 
after that time), the program would only have been able to purchase 890 
hectares per year if it were to remain solvent. Although the new grant would 
have been twice the size of the previous grants, the Foundation could not have
 
bought as much land because half of the new money would have had to be used to
 
cover the costs of credit and technical assistance the farms already
 
purchased. If USUlD had insisted that the Foundation continue to us the new
 
grant with the same proportions going to land purchase and other program 
activities as in the past, the program would merely have dug a deeper 
financial hole, and USAID would have had to continue subsidizing the program. 

Given this scenario, the design problem became that of analyzing the 
amount of money needed. To decide this amount, the conflicting demands of two 
issues had to be resolved: (1) how to increase the amount of land purchased 
and resold to the landless and land poor; and, (2) how to establish a viable, 
permanent program within the Penny Foundation for the on-going purchase and 
sale of land. Various options and trade-offs within each program activity 
were considered. Based on financial analysis, an additional grant of $7.75 
million was identified as the amount needed to assure adequate land purchases 
and the viability of the Penny Foundation. 
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Land Purchase: 

The Penny Foundation purchases land on the open market, seeking land 
at the best possible price, with the agroinomic potential to support families 
on relatively small parcels of land. Land which is undeveloped or abandoned,
 
with little infrastructure, costs less per hectare than land which is planted
in coffee or has irrigation or terracing. Land in the Altiplano suitable for
 
winter vegetables and therefore an immediate income from annual cash crops, is
 
more expensive than land suitable for permanent crops which require several
 
years to produce. With limited funds for land purchase, buying more expensive

land means that fewer hectares are purchased and therefore fewer campesinos
 
can enter the program as beneficiaries. aCi the other hand, the more expensive

land eases the Foundation cash flow problem because the long-term credit is
 
replaced by production credit which circulates annually.
 

The Foundation policy of evaluating each farm accorcing to its
 
individual merit for the progrzil has achieved a defensiblc balance over the
 
past three years between seasonal and perianent crops, land with and without
 
infrastructure, and farms located in various ethnic, geographic and political 
regions of the country. The design for the next five years of the Project 
assumes that this same balance will be maintained. The cash flow projections 
used to reconcile the issues of program expansion and institutional viability
 
assume that the Fouantion will buy land at an average price of 900 per

hectare in 1988, with an annual six percent increase after that. This figure,

which takes into account escalating land prices, was derived in consultation 
with the Foundlation by roughly balancing the average negotiated price jii per 
hectare over the past three years with an estimate of the average current 
asking price. If this estimate is too low, the Foundation will purchase less 
land.
 

A second possibility for easing the cash flow problem would be for 
the Foundation to pay cash for the entire price of the land. Prkjram
personnel also argue that with cash they would have less difficulty 
negotiating sales wT! could get. 
 lower pric, Lur the land. The trade-off
 
would be less land purchased in the shortrun. 

The budget for the project extention assumes that the current 
practice of covering approximately 50 percent of the purchase price with 
5-year guarantee certificates will continue. It appears to have been workable 
within the current mrket, and it nearly doubles the number of hectares 
purchased with dollars donated. The presence of the guarantee certificates as 
counterpart funds also insures that the Penny Foundation program remains a 
Guatemalan rather than a USAID land purchase/sale program. 
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Land Sale: 

The sale process begins with the simultaneous selection of the 
beneficiaries and the surveying and parceling of the farms. The cost of the 
parcel for the beneficiary is the price paid for the farm plus the cost of 
surveying and parceling divided by the number of parcels. The project design 
team exunined two potential changes in this activity which could affect the
 
cash flow problem of the program. First, the program could choose to sell
 
parcels to more affluent farmers who could absorb some of the initial costs of
 
developing the farms and reduce the need for subsistence credit. This option
 
is not available under this project. 7he program was developed by the Penny
 
Foundation to serve landless campesinos and the beneficiary characteristics
 
are defined by the Foundation. 'hese characteristics are consistent with the
 
Mission's targets. A central focus of the project's research component is to
 
investigate other mechanisms or programs to increase the access of small- and
 
medium- size farmers and landowners to the land market.
 

The second possibility would be to charge the beneficia.:ies more for 
t,eir purcels. The beneficiary and farm income projections suggest that, even 
though they have nothing now, the buyers will be getting so much income that 
over the long run they can easily absorb more of the cost of the program and 
still enjoy a middle class standard of living. Tis option is rejected, at 
least for the present, because up to this point the program has only income 
projections rather than actual farm earnings. In addition, in a new, pilot 
project of this sort even the appearance that the Foundation is profiting from 
land sales could be detrimental to all future land market programs. 

Farm Management: Technical Assistance and Credit 

The most expensive aspect of the Penny Foundation program is the 
investment in the land after purchaje. Through 1991, the asount spent on 
production credit and agricultural technical assistance is estimated at t4.20 
for each tl.00 paid for land. The Penny Foundation directly manages and 
supplies all technical assistance and credit for the beneficiaries, in order, 
they argue, to avoid political Tmanipulation of their program and to insure the
 
timeliness of these essential inputs.
 

Production and investment credit will account for almost 50 percent
 
of the new USAID grant to the Penny Foundation land program. The increase 
from 46 percent of the first $3 million is due to both an absolute and 
proportional increase in the azTUnt of land under production. In looking at 
the trade-offs involved in the funding of this program, three types of 
questions were examined for credit and technical assist:uce: (1) Are there 
alternative and perhaps less costly sources for these services? (2) Is the 
amount of credit and technical assistance justified? and, (3) what are the 
trade-offs available in terms of credit and technical assistance costs and the 
amount and types of land purchased? 
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The financial analysis for the Project Paper argues that there are
 
not viable alternative sources of production credit, particularly lomg-tern 
credit, available for the program presently. 'he question of alternative 
sources of technical assistance is discussed briefly in the institutional 
analysis. 5/i hiL'ij[ii c tuchiticians and agronomists directly, the Foundation 
is assured that high quality, timely technical assistance will reach the 
beneficiaries.
 

The control of technical assistance and credit services by the
 
Foundation itself is also justified by the fact that it is a pilot project,
 
with the purpose of deaimnstrating the feasibility of the land market approach 
to the land problem. To some extent, this argument also applies in examining 
the amount of technical assistance and credit. Further, the projected incomes 
for the beneficiaries and production for the farms show that the level of 
inputs are economically justified. 'the ratio of ',,.d costs to credit and 
technical assistance costs is consistent with exp .:ience elsewhere as well. 
At the same time, the appropriateness of the level of services should be 
monitored as a part of the project evaluation. The lesson from the Penny 
Foundation program to date seems to be that the costs of credit and technical 
assistance ray be crucial constraints to a successful commercial land market 
program. On the other hand, excessive credit ard.1 technical assistance 
expenditures could have a conservative influence on the program by severely 
limiting its potential size and impact. 

The third imjor issue is the potential trade-off between the aount 
of credit and technical assistance andl the amount and types of land purcihased 
and their effect on cash b-lances. ai the aost general level, since credit 
and technical assistance costs represent capital investment in the land, thr­
ratio of these costs relative to land costs could be reduced by purchasing 
land at a higher price with more infrastructure and/or perinanent crops already 
in place. As a result, less land could be purchased for fewer beneficia-ries.
 
Besides the fact that reducing credit would force a reduction rather than 
expansion of the program, returns on the principal and interest from the 
production credit also are a source of cash for ate program. 

In project design, credit aind technic i] assistance costs established 
over the past three years were use] to indicate-he aount needed for the 
future. A five pe-rcent increase in the benefi-,iary's cost of production is 
built into the a-cxel, as we] 1 as a gradual in :rease in the proportion of land 
requiring credlit to account for more land bei:nj brought into production. 

Using these assIniptions, ard cost and income data from the first 
three years of the progrim, a model was developed to project forward che cash 
flows for the -iext decade under several scenarios of USIID funding (see 
Financial An.,,'i ). The -,r'enario selected, a grant of 7.75 million to the 
Penny Foundlation over the next five years, will allow the Foudiation to 
continue purchasing land at a rate comparable to the past three years, to
 
continue to supply the same levels of credit and technical assistance, and to 
remain financially solvent. At the en-d of five years, the program will be in 
a position to continue to function without furlther grants. 
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External Financing as a Source of Project Funds: 

Generating cash through the sale of mortgage bonds was originally
 
considered as a possible method of supporting the program. Close analysis
 
indicated that mortgage bond financing was not appropriate for the Penny
 
Foundation, even though the Foundation probably could have sold the bonds to
 
local banks, insurance companies and pension funds.
 

The Foundation already has access to and use of loans for its
 
operations, raising the question of why it should seek bond debt anyway.
 
Moreover, if needed for short-term lending, the Foundation is confident it
 
could obtain a simple xnk loan without the expense of underwriting bonds. 
The Foundation's debt strategy is not constrained by an absence of loans, but
 
rather the terms.
 

Creating and promoting a long-term lending market to better meet 
land lending needs is not a function of the Penny Foundation. The objective 
of creating a viable, independent program would only be hindered by burdening 
the program with additional debt in the form of mortgage bonds (see Financial 
Analysis). A long-term lending market will require banking policy changes and 
legislation to determine mortgage and. collateral requirements. The project's 
research component will provide an in-depth analysis of alternative external 
land- f inanc ing mechn sins.a 

Project Research Component: 

The sec ,i co:-,ponent of the project is the research component. A 
detailed description of this c-.iponent, of the implementation procedures and 
of its technical feasibility is found in Annex I, Exhibit H. 

D. Social Souniness Analysis
 

A social soundness analysis of the Project was carried out and 
appears in ANNID< 11.0. The follc ing are some of t.he major findings of that 
analysis. 

Land is important to 'both Indians and Lhdinos. Indians form a 
separate ethnic -4roup characterized by sue:i.ini :.yan languages and a cultural 
inventorl tiel to -n indigenous prenis[oanic [past. Land is extremnely important 
in Indian culture, regairdless of the sUiathnic group or linguistic 
affiliation. Asr etnn'3raphies of Indian cuLture make some mention of tne 
predominaknt plce fal 'nvas in the Indian mind. One exanple is the following 
(John Gillin, The Culttre o)f Smcuritv in 17-n Carlos, Middle American Research 
Irst., >_w Orleas, 195i7): 

In fact, it is not too much to say that the average Indian loves the 
land and feels himself less than a imn if he does not have some 
available on which to work. (p. 12) 
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Ladinos trace their sociocultural heritage more to the Spanish 
conquerors, speak Spanish, and have a more or less Occidental cultural 
outlook. An area of conflict in Ladino-Indian relationships is land. Tne 
Ladino has a generally Occidental approach to land as a source of income or 
investment, as opposed to the Indian mystique about working land personally.

,The Ladino sees land, tenants, and laborer, as a means of social and political 
\,as well as ecoi nic control and power. The Indian cannot see why the Ladino 

Jiill not allow him to work land which the Ladino is not using, for example -
In important element in recent conflicts. Both Indians and Ladinos are 
%4:illing to emigrate permanently from their previous homes to acquire land, an
 
iPi'portant aspect in the success of the Ccxnniercial Lanid Market project. 

The target group population in this Project is made up of the mass 
of land poor subsistence farmers and landless agriculture laborers wt o make up
the bulk of the population involved in agricultural today in Guatemala. The 
lanai-poor farmers are usually those who ihave than four manzanask'less land 
and ,qho live by supplementing their farm incoimes through seasonal migrant 
labo. or through some other non-farm activity. Most of these farmers live in 
the 1\ihlands; Indians in the central and western highlands and Ladinos in the 
easte!:'n highlands. Their actual holdings are small due to inheritance 
patte,\ns which tend to apportion part of the father's land to each of his 
childr\n, particularly but not always the ale children. 

The young landless agricultural laborers are often the children of 
the lanl-yoor farners in the hignlars, and they are generally forced to leave 
their t,'aditional homes to find a means of subsistence elsewhere. This 
solutiorn' is a traditional one, since particularly the Indians from the 
highland.'- have ieen supplementing their farm incomnas with migrant farm labor 
for over -.century. The problem is that the population seeking work on the
 
large far,-.s far exceeds the demand for ,_prTanent employment. There is usually
enough work for all during the coffee harvest, but for at least six months out 
of tne year, the large farms simply cannot absorb large numbers of unskilled 
farm laborers. 

The Penny Foundation program has the advantage of being more of less 
acceptable to the large land owners. it is not "land reform," since land 
reform implies the forced expropriation of farms. But if farm land is freely 
sold and purchased, no owner can justifiably complain. Another advantage is 
that the land parcels are sold, not given, to the beneficiaries, which is also 
a satisfactory action in the eyes of the poLential opposition, the large farm 
owners. 

1/ One manzana is equal to 7/10 of a hectare.
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For the beneficiaries, the program is also highly satisfactory. In 
the first place, the beneficiaries becone owners of ample parcels of land, 
which is for them the goal and dream of a lifetime. The land must be paid 
for, but the farm plans and technical assistance are such that the land will 
eventually be so productive as to make paying off the parcel relatively fast 
and easy. 

They receive the credit they need for agricultural production, and 
the Penny Foundation even provides a "safety net" of subsistence cash for work 
on their own parcels to tide them over until the farm begins producing. They 
are dependent on the Foundation, but the benefits of this association are such 
that this dependence and the paternal role of the Foundation do not pose 
barriers to their acceptance of the program.
 

The beneficiaries usually possess few re-ources when they enter the 
program. Those acquiring land in the export vegetable zone usually have some 
land, a few savings, and a more entrepreneurial outlook, while those acquiring 
land in the predominantly coffee zones have no land or savings and ai-e more 
salary oriented. The vegetable group usually can make its down payment, and 
the nature of vegetable farming is such that regular paymcnts on the land can 
be made immediately. The others may have more difficulty paying the down 
payinent and vay need to postpone payments until their crops begin to provide 
income. Another difference between the two groups is that the vegetable 
farmer group is more likely to have had experience with agricultural
 
production credit than the coffee group. 

The beneficiary profile states that an ideal participant in the
 
program would be a married farmer 35-40 years old with 3-4 children, who has 
no other profession but farming, who derives at least 75% of his income from
 
farming, who has 4 manzanas or less of his own land, and who has no 
outstanding debts. In addition, the individual should be willing to live on
 
this new parcel of land and be predisposed to cash crop diversification.
 

This program does not favor the participation of women as prinmary 
beneficiaries. In Guatemala, both culturally and socially, men are the 
principal agriculturalists and nearly all small farmers, the target group for 
the program, are men. Two additional important points should be considered, 
however. First, the selecticn criteria do not exclude women, although their 
capacity to run a farm is subjected to much closer scrutiny than that of other 
applicants. Second, while most of the primary beneficiaries are men, the 
program is intended to serve household units, families which include women. 
The most important impact of the project on women is in this context. 

The selection process begins with a promotion phase, which consists
 
of establishing the initial contacts with potential beneficiaries, followed by
 
a socioeconomic study in which the potential beneficiaries fill out a
 
questionnaire on number of family members, educational level, property owned, 
annual income, business activities, indebtedness, previous participation in
 
community improvement, and possible plans for the land parcel the beneficiary
 
might receive. The agronomist, the technician and the potential beneficiaries
 
have much more more contact during this period, during which the technical 
personnel attempt to confirm the validity of the information provided oy the
 
potential beneficiaries.
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At the same time, there are a number of activities having to do with 
the preparation of the farm for sale to the beneficiaries, primarily involving 
preparation of the Land parcels in terms of location, type of land, previous 
crops, and so on, which often a couple of months and whichtake to caiiplete 

must be done before 
 the Land parcels can be turned over to the beneficiaries. 

The next phase is a trial period in which Fourndation personnel work 
exclusively with the candidates selected to participate in the program in 
activities oriented toward improving the farm infrastructure. But this phase

is just as important in estanLishing the capabilities of the future
 
beneficiaries as regards their work and how they relate to the other 
beneficiaries, as well as allowing for the future beneficiary to retire from 
the program at this [x)int if he wishes. 'Those who leave the program are 
replaced by the next individual on the list of potential candidates. A 
preselected cardidate nay be deselected at this point by the extensionist if
 
the candidate show signs of riot fitting into the program.
 

One of the problems inherent in the Penny Foundation program is how 
to make services available for the new "town" of beneficiaries which is
 
created when large 
 forms are purchased to be livid-ed among substantial numbers 
of beneficiaries. MG iouilation program, in cases like this, requires what
 
might almost be calloi an uroari plannirij compnent to deal with the needs for
 
roads, bridges, Dotab]e water, 
 h alth services, schools, aryl other services.
 
The Penny Foun.ittion vis ta ken steos toward me ting these needs in 
 the spirit
of intn,,rated rurni' tvol-o ont, inchAuirg proviling teachers, plannir'j for 
medical services, a!ii -in e-arli-er Penny F'oundation housiny prj->ram for 
use in tnis projFc.. Phe Pnny Foulidation assists in the formation of a 
Directiv- on ,ach farm to help, lan and cyxrlinate these services. Ihe 

-Diret: v . >sts "of seven beneficiaries and ,eets every two weeks (See Annex 
II/G). 

This orrrn is an ,"cellent one from a sociocultural point of 
view. )iri I-I o ir staye it wds r' ived withn enthusiasm by the 
benefici r ol irier ,,cy 10 pxtentinL ,P,,ition. It is carefully
.moni tore- -nrouh rhe ti:hn i cfans ir amjona mis s; non-agr icutural proolems 
are "mi )I t w:i th ra, , Wdy; tiUhf -rXessi s ,ouvd; arti,-;eLuctin 

periphec questio s like .. rarical, ethnic, iid agricuLtural z'nones are
 
taken - . Jnt..nsi~ 1r
in -o. .i, tns to i>.e scially andl 
cultural. fe--le .entext One uLtumal-ia. Ihere appear to n3 noin Mf 
obstacles, ' eth-r a Ir ? " ro-jec s b',fici_. or in to otherp ics relation 
social, .,,T.c , )r x) Lici -L .r"ons, whiLh w)uLd seem to imIxede the simooth 
carryi;-t ,i'f),:- rae r, ,'' s )L.m ud. 

he s igni Ein,:ie of the Penny [o"nIt ion program les in part in its 
success as a pil' project whicih >:un 1>e rel ictet by other organizaltions.
The Projct rsairca coNmuiaent will concentrate on identifying organizations 
to maarge a' l litional lnd finucing proograms. The social considerations which 
emphasize the imir tance of this coqloneat are detailed in the Social 
Souryihess Anal ysis. 
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V. IMPL rATIN ARRANGDkEMTS 

A. Administrative Arrangements 

The grant will be obligatcd by a cooperative agreement with the 
Penny Foundation. The cooperative grant agreement will replace the 
operational program grant for the Pilot Conercial Land Markets Program -
Phase II signed on August 30, 1985 and amended on March 3, 1986, and July 18, 
1986. 

A cooperative agreement has been chosen as the grant instrument
 
since it will allow for greater involvement of USAID in Project management.
 
USAID, for instance, may want to influence the direction of the Project 
because of fiin-diis from the on-going monitoring or from the Research 
Component. A conperative agreement will allow USAID/Guateitala the flexibility 
to substantially involve itself in the project if the need arises. 

The Project Liaison Officer in ORD/USID/Guateimala will be 
responsible for periodic review of bulqg,-t allocations and disbursements. The 
Project Liaison Officer wiLl be attentive to Project developments and propose 
modifications in budget allocations if necessary.
 

TPhe Penny Foundation is expected to maintain the General Manager as 
the Project's counterpart coordinator. 

B. Implemrn2tat ion Plan 

Disbursei-tnt of the additional 8.5 million in grant funds is 
schedules over a pericxl of five years. This will extend the Project 
Assistance Coip)letion -ite until August 30, 1992, giving the Project a seven 
year life from the date of initial obligation. 

A schedule of major events follows:
 

ACTIONS DATE 

Signing of Cooperative Agreement 7/87 
Penny Foundation submits implexention plan 8/87 
PIO/T for Research Component 8/87 
Project Liaison Officer hired] 8/87 
PIO/C for Computer Iuipment 9/87 
Penny Foundation imN'ets Cond0ition Precedent 9/87 
Systems Control. Aidit 12/87 
TA for financial reporting 1/88 
Overview report on Registry Operation 6/88 
Baseline Survey (Qnpleted 3/88 
Identification of Alternative 

Organizations Study Begins 3/88 
Rbural zpoloyTent and Income Studies Begins 5/88 
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Financing & Land Bank Seminar I 6/88

Financing & Land Bank Feasibility Study

Begins 6/88
Financing & Land Bank Seminar II 
and Study End 9/89

Regional Offices Opened 
 10/88

II study begins 1/89PhasePhase II RegistryRegistry Study Recommendations 6/89Mtorcycle Purchases 8/89

Follow-up to Baseline Survey Ends 3/90
Final Survey Ends 6/92
Alternative Organization Studies End 6/92 

Rural Employment and Income Studies End 
 6/92
 

C. Disbursement Procedures 

A variety of standard A.I.D. disbursement procedures will be
employed. A.I.D. direct reimburse,ent will be normal under the Project for
most of the grant-funded items. 
 In addition, direct letters of commitment
will be utilized for procurement of commodities requiring foreign exchange.
 

The following table is an illustrative example of the expectedmethod of implementation ad expected method of financing:
 

Methods of ImOlementation and Financing 
(Illustrative exaimple) 

Method of Implementation Method of Financing Approximate Amount 

land purchase - CP Direct Reimbursement 2,520Salaries - CP 
 Direct Reimbursement 
 875
Vehicles - CP&PIo'' Direct Payment Letter of Commitment 17Travel Allotments - CP Direct Reifrbursement 120Credit - CP Direct reirmburse-ment 4,338
Project Liaison
 

Officer - PIO/T 
 Direct PaymentFent - CP 200Equipment & Misc Direct ReimbursementCP Direct Reimbursement 28
2System Audit - PSC Direct Payment 5Computer Equipment- PA Direct Letter of Comitment 18Computer/FimR-ncial T.A.-PSC Direct Payment 10
Research - PSC Direct Payment 608 

Traditional Programs - CP Direct Reimbursement 50 
Contingencies and Inflation 1,209
Total 0,000 

Code
 

CP - Counterpart Procedure 
PIO/C - Project Implementation Order/Comnodity
PIO/T - Project Implemntation Order/Technical Assistance
 
PSC - Personal Service Contract
 
PA - Procurement Agent
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D. Procurement Plan 

The Penny Foundation will continue to be responsible for the 
purchase of land and local small value equipment financed under the Penny 
Foundation Component. Their procurement procedures will be used. USAID will 
procure the grant-funled motorcycles for Foundation technicians under a 
blanket origin waiver approved by the Administrator for one wheel drive
 
motorcycles of 125 cubic centimeter displacement or less. USAID will also
 
procure the recommended computer equipment and software. USAID can initiate 
this procure-ment without SER/IPR clearance as the life of Project funding for 
computer equipnent is urder t100,000. It is recommended that USAID use an 8-A 
firm to procure, insure and ship the motorcycles and computer system. The 
project also calls for research which may be funded in collaboration with a 
regional project. The research entity will make an effort to identify
 
competent, minority, disadvantaged firms to do sub-contract work. The 
research entity will consult the Office of Small and Disadvantaged Business
 
Utilization for a list of potential contractors. The specifications for the
 
computer equipnient and software were drafted during Project design and appear
 
as part of the Information System Analysis of the Penny Foundation (see File
 
Attachment).
 

USAID will also arrange for the technical assistance planned in the
 
Research Co,onent of the Project. The contracting way be done in 
collaboration with TN'/DR/RD Tenure Security and Land A-arket Research Project. 

E. Evaluation and A-nitoring Plan 

1. Monitoring
 

The AID Project Liaison Officer will work closely with the
 
Penny Foundation to assure that Project implementation plans are carried out.
 
The Mission will hold quarterly Project review meetings with more frequent 
meetings if necessary. The Mission Director or his designee will chair the
 
meetings. Representatives from the Ruiral Development Support Office and the 
Controller's Office will participate. The Project liaison officer will be 
responsible for frequent field trips to ctnfirm the information in Penny 
Foundation reports and to identify potential problems. The Rural Development 
and Project T.Wvelopment and Support Offices will draft and review the 
semi-annual Project Progress Report which will be sent to AID/W. 

The Penny Foundation will submit quarterly progress reports to
 
USAID, one week after the close of the reporting quarter, using a form
 
supplied by USAID. The Foundation also will submit, as a pLirt of the progress 
reports, quarterly copies of the internal management reports on financial 
planning and cash flow analyses specified in the Financial aI Economic 
Analysis. The USAID Project liaison officer and fina'cial analysts in 
USAID/Guaterala's Controller Office will review these documnents to ensure that 
the program avoids cash deficits. 
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USAID is requiring that the Foundation revise the form used to 
evaluate property offered for sale. The revised form should build on that 
currently used by the Foundation but should be standardized so that data are 
entered on a computerized data ase file. For those farms which were not 
purchased, the file will state the reason(s) no purchase was made, the point 
at which the decision was imade or the deal broke down, am the individual(s)
involved in the decision. These data will be maintained on a current file at 
the Fourniation and the Project liaison officer will be responsible for 
reviewing them at least semi-annually for evidence of partiality or fraud in 
the use of funds for land purchase. The design team recomnends that the
 
Project liaison officer or a consultant contracted for this purpose, visit
 
annually a sample of the farms rejected by the Foundation, as an independenc 
assessment of adherence to criteria.
 

The Foundation currently submits its entire program to an
 
annual external audit. 
This practice will continue and the Land Purclase/Sale
 
Program will be included in the audit. The audit will inclaJe a special
 
report on the financial status of the Cooperative Agreement, including AID and 
counterpart contributions, the budget status (incona, evoenditures, figures 
budgeted, expended and pineline) and an opinion on the Grantee's compliance
 
with the conditions and covenants contained in the Cooperative Agreement.
 
The audit will also ia-3ke an appropriate allowance for doubtful accounts for
 
the production and land credit. In the early years of the Project, this
 
allowance will be set at five percent of the production credit receivable and 
one-half a oercent of the outstanding receivable for land. This allovraice 
will be adjusted up or down towards the end of the Project based on the 
Foundation's uncollectible experience.
 

The analysis of the Foundation Information Systems undertaken
 
as a part of the project design indicates that the accounting system should be
 
evaluated periodically to determine if the financial control and inform-ational
 
reeds of the program are being met. A consultant should be contracted at the 
e: 3 of 1983 to make this assessment, to decide if changes are needed in the 
financial accounting package and to recommend if further assessments are 
advisable. A fund of l!00,000 is budgeted for technical assistance for the 
Penny Foundation in ii-,mitutional and financial management. 

Monitoring of the research and evaluation component of the
 
project will be specified in the PIO/Ts prepared for the various studies.
 

2. Evaluation
 

The baseline survey and on-going evaluation of the Penny
Foundation program are a separate component of this project. The research 
component is justified not only as an evaluation of the Project but also to 
document and evaluate the land market approach to improving small farmer 
access to land. 
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The research design, outlined in Annex H, provides for a
 
baseline survey at the initiation of the current project of a sample of Penny
 
Foundation farms ana beneficiaries with follow-up surveys in years three and
 
five together with case studie. of selected farm units, concentrated in
 
alternate years, and an on-going monitoring of institutional changes in the
 
Penny Foundation. A sample of campesinos from other organizations or 
communities in the Penny Foundation regions will be surveyed as a control 
group for the Penny Foundation survey. This design will allow both cross
 
sectional and longitudinal analyses. The program managers at the Penny
 
Foundation have expressed interest in cooperating with and participating in
 
this on-going evaluation. The Foundation's computer 
databases on the beneficiaries and the farms are being prepared, in part, with
 
the intention of having them available for these studies.
 

The baseline and follow-up surveys will evaluate the effect of
 
the program on beneficiaries in terms of income and standard of living and on
 
the farms in terms of production and productivity. In addition, an important
 
objective of the project is to provide the means for the Penny Foundation
 
project to become a self-sustaining, viable program which can continue to
 
purchase and sell land after USAID funding ends in 1992. The evaluation will
 
examine progress toward this goal in terms of the organizational, financial,
 
and information management aspects of the program. This institutional
 
analysis will occur at the same time as the surveys so that the Mission can
 
provide technical assistance if nee-ded. The specific issues of concern for
 
the three levels of analysis in the evaluation (beneficiary, farm,
 
organizational) are discussed in Annex H. 

The baseline survey and on-going evaluation could be carried
 
out in collaboration with the LA 2/DR/RD Regional Project (593-0638), renure 
Security and Land Market Research. Collaboration with this project will not
 
only assure access to the expertise and financial resources of the regional
 
effort but also will assure comparability to land-related research elsewhere
 
in the region. This comparability will allow a more general evaluation of the
 
land market approach to improving land access. The regional project also will
 
be a tool for publicizing the Guatemala program among other USAID missions.
 

F. Conditions, Covenants and Negotiating Status
 

The original Project Authorization and amended authrization
 
pertained to the 2 million of Phase II of the Project. The amended
 
authorization for an additional 9.5 million will include a condition
 
precedent and covenant as described below. The covenant will replace Section
 
5.c. of the original PLuject Authorization dated August 30, 1985.
 

i. Conditions Precedent 

Except as AID may otherwise agree in writing: 

Prior to any disbursement of Project funds in excess of 42 
million under the Penny Foundation component, or the issuance of any 
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commitment documents under the Agreement with the Penny Foundation, the Penny 
Foundation will furnish in form and sibstance satisfactory to AID: a) a 
detailed description of its farm pjrchase evaluation process, and a standard 
format it will use to evaluate farm offers indicating the evaluation criteria 
used and those responsible for approving or rejecting an offer, ana b) a 
time-phased staffing plan for all Penny Foundation offices involved in the 
Project, indicating those assigned to project work, those being hired, those 
to be hired within this year and possible future staffing needs. 

2. Covenants
 

The Penny Foundation shall covenant that, unless A I.D 
otherwise agrees in writing, it will: demonstrate a mutual concern for
 
broad-based local membership by initiating and maintaining fund-raising 
activities and membership drives in good faith;
 

Utilize the reflows of A.I.D money from the land sales and
 
credit recuperations for the land purchase program in such a way as to
 
maintain or increase the level of land purchases and beneficry sales for at
 
least five years after the Project Assistance Completion Date.
 

3. Negotiating Status
 

The Project design for an expanded Commercial Land Market
 
Project has been jointly developed with members of the Penny Foundation. The
 
Foundation and the Project Design Committee agree on all aspects of the
 
Project except for one. The Foundation would prefer that AID funds be
 
re-allocated to cover vehicle maintenance and gasoline expenses of the land
 
purchase program. The estimated cost would be k175,000 for the life of the
 
Project. The Foundation would prefer to increase its counterpart contribution
 
for production credit, reduce the AID allocation by an equivalent amount and 
transfer this to a classification for vehicle maintenance and gasoline. 
Although the amount is a small percentage of the Project total, the Project
Design Committee opposed AID payment for vehicle maintenance and gasoline as 
the paperwork and monitoring involved for the numnerous small value 
transactions in burdensome on USAID project and staff offices. The Project 
Design Committee assured the Penny Foundation that the issue was still open
 
for negotiation.
 

3173R
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ANNEX I/A
 
5C(I) - COUNTRY CHECKLIST Page 1 of 20
 

Listed below are statutory
 
criteria aplicable to: (A) FAA
 
funds generally; (b)(1)

Development Assistance funds only:
 
or (b)(2) the Economic Support
 
Fund only.
 

A. 	GENERAL CRITERIA FOR COUNTRY
 
ELIGIBILITY
 

1. 	FY 1987 Continuing The President has not so

Resolution Sec. 526. 
 Has determined. Guatemala does
 
the President certified to take adequate steps to
 
the 	Congres that the 
 prevent narcotics traffic.
 
government of the
 
recepient country is
 
failing to take adequate
 
measures to prevent
 
narcotic drugs or othei
 
controlled substances
 
which are cultivated,
 
produced or processed
 
illicity, in whole or in
 
part, in such country,
 
from being sold illegally
 
within the jurisdiction of
 
such country to United
 
States Government
 
personnel or their
 
dependents or from
 
entering the United States
 
unlawfully?
 

2. FAA Sec. 481(h). (This 	 The President has not so
 
provision applies to 
 detemined.
 
assistance of any kind
 
provided by grant, sale,
 
loan, lease, credit,
 
guaranty, or insurance,
 
except assistance from the
 
Child Survival Fund or
 
relating to international
 
narcotics control,
 
disaster and refugee
 
releif, or the provision
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of food or medicine.) If
 
the recipient is a "major
 
illicit drug producing
 
country" (defined as a
 
country producing during a
 
fiscal year at least five
 
metric tones of opium or
 
500 metric tons of coca or
 
marijuana) or a "major
 
drug-transit country"
 
(defined as a country that
 
is a significant direct
 
source of illicit drugs
 
significantly affecting
 
the United States, through
 
which such drugs are
 
transported, or through
 
which significant sums of
 
drug-related profits are
 
laundered with the
 
knowledge or complicity of
 
the government), has the
 
President in the March 1
 
Internal Narcotic Control
 
Strategy Report (INSCR)
 
determined and certified
 
to the Congress (without
 
Congressional enactment,
 
within 30 days of
 
continuous session, of a
 
resolution disapproving
 
such a certification), or
 
has the President
 
determined and certified
 
to the Congress on any
 
other date (with enactment
 
by Congress of a
 
resolution approving such
 
certification), that (a)
 
during the previous year
 
the country has cooperated
 
fully with the United
 
States or taken adequate
 
steps on its own to
 
prevent illicit drugs
 
produced or processed in
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or transported through 
such country from being 
transported into the 
United States, and to 
prevent and punish drug 
profit laundering in the 
country, or that (b) the 
vital national interests 
of the United States 
require the provision of 
such assistance? 

3. Drug Act Sec. 2013. (This The President has not 
section applies to the submitted a report to 
same categories of 
assistance subject to the 

Congress listing such 
country. 

restrictions in FAA Sec. 
481(h), above.) If 
recipient country is a 
"major illicit drug 
producing country" or 
"major drug-transit 
country" (as defined for 
the purpose of FAA Sec 
481(h), has the President 
submitted a report to 
Congress listing such 
country as one (a) which, 
as a matter of government 
policy, encourages or 
facilitates the production 
or distribution of illicit 
drugs; (b) in which any 
senior official of the 
government engages in, 
encourages, or facilitates 
the production or 
distribution of illegal 
drugs; (c) in which any 
member of a U.S. 
Government agency has 
suffered or been 
threatened with violence 
inflicted by or with the 
complicity of any 
government officer; or (d) 

7
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which fails to provide 
reasonable cooperative to 
lawful activities of U.S. 
drug enforcement agents, 
unless the President has 
provided the required 
certification to Congress 
pertaining to U.S. 
national interests and the 
drug control and criminal 
prosecution efforts of 
that country? 

4. FAA Sec. 620(c). If No 
assistance is tc a 
government, is the 
Government liable as 
debtor or unconditional 
guarantor on any debt to a 
U.S. citizen for goods or 
services furnished or 
ordered where (a) such 
citizen has exhausted 
available legal remedies 
and (b) the debt is not 
denied or contested by 
such government? 

5. FAA Sec. 620(e)(1). If N/A 
assistance is to a 
government, has it 
(including any government 
agencies or subdivisions) 
taken any action which has 
the effect of 
nationalizing, 
expropriating, or 
otherwise seizing 
ownership or control of 
property of U.S. citiz.ens 
or entities beneficially 
owned by them without 
taking steps to discharge 
its obligations toward 
such citizens or entities? 



6. 	 FAA Secs. 620(a), 620(f), 

620D; FY 1987 Continuing
 
Resolution Secs. 512,
 
560. Is recipient country
 
a Communist country? If
 
so, has the President
 
determined that assistance
 
to the country is
 
important to the national
 
interests of the United
 
States? Will assistance
 
be provided to Angola,
 
Cambodia, Cuba, Iraq,
 
Syria, Vietnam, Libya, or
 
South Yemen? Will
 
assistance be provided to
 
Afghanistan without a
 
certification?
 

7. 	FAA Sec. 620(j). Has the 

country permitted, or
 
failed to take adequate
 
measures to prevent,
 
damage or destruction by
 
mob action of U.S.
 
property?
 

8. 	 FAA Sec. 620(1). Has the 

country failed to enter
 
into an investment
 
guaranty agreement with
 
OPIC?
 

9. 	 FAA Sec. 620(o); 

Fishermen's Protective Act
 
of 1967 (as amended) Sec.
 
5. (a) Has the country
 
seized, or imposed any
 
penalty or sanction
 
against, any U.S. fishing
 
vessel because of fishing
 
activities in
 
international waters? (b)
 
If so, has any deduction
 
required by the
 
Fishermen's Protective Act
 
been made?
 

No
 

No
 

No
 

N/A
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10. FAA Sec. 6 2 0(g); FY 1987 
Continuing Resolution Sec. 

N/A 

518. a) Has the 
government of the 
recipient country been in 
default for more than six 
months on inte:-est or 
principal of any loan to 
the country under the 
FAA? (b) has fhe country 
been in defaul~t for more 
than one year on interest 
or principal on any U.S. 
loan under a program for 
which the FY .876 
Continuing Res;olution 
appropriates -unds? 

11. FAA Sec. 620(7). If 
contemplated issistance is 

N/A 

development loan or from 
Economic Support Fund, has 
the Administ-ator taken 
into account, the percent 
of the councry's budget 
and amount of the 
country's 4oreign exchange 
or other rwsource3 spent 
on ril itar, equipment? 
(Referenccmay be made to 
the annualj "Taking Into 
Consideration" memo: "Yes, 
taken intJ account by the 
Administr/tor at time of 
approval ',f Agency OYB." 
This approval by the 
Administrator of the 
Operatiorial Year Budget 
can be tfe basis for an 
affirmat .ve answer during 
the fiscjl year unless 
signific~int changes in 
circumstIances occur.) 

12. FAA Sec. 620(t). Has the No 
country severed diplomatic 
relations with the United 
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States? If so, have
 
relations been resumed and
 

have new bilateral
 

assistance agreements been
 
negotiated and entered
 
into since such resumption?
 

13. 	FAA Sec. 620(u). What is Country is not delinquent.
 
the payment status of the
 

country's U.N.
 
obligations? If the
 
country is in arrears,
 

where such arrearages
 
taken into account by the
 
A.I.D. Administrator in
 
determining the current
 
A.I.D. Operating Year
 

Budget? (Reference may be
 

made to the Taking into
 
Consideration memo.)
 

14. 	FAA Sec. 620A. Has the The President has not so
 
President determined that determined.
 

the 	recipient country
 
grants sanctuary from
 
prosecution to any
 
individual or group which
 
has committed an act of
 
international terrorism or
 
otherwise supports
 
international terrorism?
 

15. 	ISDCA of 1985 Sec. No
 
552(b,). Has the Secretary
 
of State determined that
 
the country is a high
 
terrorist threat country
 
after the Secretary of
 
Transportation has
 
determined, pursuant to
 
section 1115(e)(2) of the
 
Federal Aviation Act of
 
1958, that an airport in
 
the country does not
 

maintain and administer
 
effective secutiry
 
measures?
 



16. 	FAA Sec. 666(b). Does the 

country object, 
on the
 
basis of race, religion,
 
national origin or 
sex, to
 
the presence of any
 
officer or employee of the
 
U.S. who is present in
 
such country to carry out
 
economic development
 
programs under the FAA?
 

17. 	FAA Sec. 669, 670. Has 

the country, after August

3, 1977, delivered to any

other country or received
 
nuclear enrichment or
 
reprocessing equipment,
 
materials, or 
technology,
 
without specified
 
arrangements or
 
safeguards, and without
 
special certification by

the 	President? 
 H1as it
 
transferred a nuclear
 
explosive de.vice 
to a
 
non-nuclear weapon state, 
or if suc]i a state, either
 
received or 
detonated a
 
nuclear explosive device?
 
(FAA Sec. 620E permits a
 
special waiver of 
Sec. 669
 
for Pakistan.)
 

18. 	FAA Sec. 670. 
 If the 

country is 
a non-nuclear
 
weapon state, has it, 
on
 
or after August 8, 1985,

exported (or attempted to
 
export) illegall from the
 
United States any
 
material, equipment, 
or
 
technology which would
 
contribute significantly
 
to the ability of a
 
country to manufacture a
 
nuclear explosive device?
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No
 

No
 

No
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19. ISDCA of 1981 Sec. 720. 
Was the country 

represented at the Meeting 
of Ministers of Foreign 
Affairs and Heads of 
Delegations of the 
Non-Aligned Countries to 
the 36th General Assembly 
of the U.N. on Sept. 25 
and 28, 1981, and failed 
to disassociate itself 
from the communiaue 

Guatemala was 
the meeting. 

not present at 

issued? If so, has the 
President taken it into 
account? (Reference may 
be made to the Taking into 
Consideration memo.) 

20. FY 1987 -­ontinuinq 
Resolution Sr c. 528. Has 
the President to have 
enqaged in a consistent 
pattern of onposition to 
the forei in pol icy of the 
United States? 

No 

21. FY 1987 Continuinq 
Resolution Sec. 513. Has 
the duly elected Ilead of 
Government of the country 
been deposed by military 
coup or decree? 

No 

B. FUNDING SOURCE CRITERIA FOR 
COUNTRY LI[I tY 

1. Development Arsi stance 
Country Cr iteria 

FAA Sec. 116. Has the 
Department of State 
determined that this 
government has engaged in 
a consistent pattern of 

No determination has been 
made regarding gross 
violation of human rights. 

gross violations of 
internationally recognized 



ANNEX I/A 
Page 10 of 20 

human rights? If so, can 
it be demonstrated that 
contemplated assistance 
will directly benefit the 
weedy? 

2. Economic Su pport Fund 
Country Crlteria 

N/A 

FAA Sec. 520B. Has it 
been determined that the 
country has engaged in a 
consistent pattern of 
gross violations of 
internationally recognized 
human rights? If so, has 
the President found that 
the country made such 
significant improvement in 
its human rights record 
that furnishing such 
assistance is in the U.S. 
national interest? 

8117C/8139C 
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A' ,Ga'ERAL CRITERA FOR P ''i'a'=~ 

1 FY 1987 Corgi"in'Resoltion~ 'Sec. A CongressionalNotification was 
2 3,- FAA Sec.,. 634A. "Pescribe ihow sub itted to AID/W1 for transmittal to 

author.ization- ndilprpriations Congress.T No cbligationi will be mnade 
~ comtnI es I f. -Senate;ad IHue have untd ~notificati on requirements have " 

been or will' be otified~6ncerning~ been met~ ~. ­

' p he r-ole, 4 4I­

2. FASec. 611(a)(1). Priorto A Project Financial1 Plan, withKi7:< 
obligation in excess of $500, 000. reasonablyfimetaesofhecss 

~ Will there be (a) nerigj to AI. i ontndints of <e ctsm 
S""- or Paper. containedn inesarfinancial tto 

carry otheassistance, and; (b) a 
~easonably .firm estimate of the' cost--­
t'o the U.S. of the assistance.'K 

3.FAA Sec. 611(a) (2).. If legislative No legislative action by the' 1 
'isrequird~ within: recipient Government o'f Guatemala is "required.4 

~~ ~country, 'what is,,basis 'for reasonable 
-~action 

'' 

I4'expectation' tbat such'4action twill be4-

completed'in time4 to'permitorderly 

W~~:>4. FAA. Sec. 611(b); FY 1987 Continuing j--N/A 4 

" ' 4Resolution Sec.' 501. ;If project is 

~444444 resource conrstruction, have benefits "~~ 

i'-- ~ ~' and costsbeen computed-;to the extent '+ 

practicbl~e 'in accordance with the' 4'' 
4 

j,4­" 4 

established pursuant to' the Water , 4 44-4 

jy,~4 ~Resources' Planning Act (42 U.S.C. '.. " 

- j4-I444444442 .et'seq.)? (SeA.I.D. HandIbook-4 
for guidelines.) 

5.FAA Sec. :611(e). If project is N/A ~ 
capital assistance (~. ' )i - 4 

,4444;4~4~444- construction), and total' U.S.44- , -'' 

assistanc fo twl xceed$1, 

Scertified,adRegional Assistant' 4 4 - '-4- '- -' 4 j i--'­

Amxni'stratortaken into~44 ~~'' ~<~<4
'4.-'-~ 

-4.4 -'~~ 'conslderadtinthe', counitry's44' 
'41 4-'effectively to maintaini :~~:>z:;-;'j' 4 44- 4 ~~' '.- 4capailit' -4''"4 

an utlz t-4-"> project?: 1,,­

4' 14 , ­4 J ~~~~4'-



6. 	 FAA Sec. 209. Is project susceptible 
to execution as part of regional or 
multilateral project? If so, why is 
project not so executed? Information
 
and 2onclusion whether assistance
 
will encourage regional development 
programs. 

7. 	 FAA Sec. 601(a). Information and 
conclusions on whether projects will 
encourage efforts of the country to: 
(a) increase the flow of 
international trade: (b) foster 
private initiative and competition: 
(c) 	 encourage development and use of 
cooperatives, credit unions and 
savings and loan associations; (d) 
discourage monopolistic practices: 
(e) improve technical efficiency of 

industry, agriculture and conrtrce; 

and (f) strengthen free labor unions. 


8. 	 FAA Sec. 601(b). Information and 
conclusions on how project will 

encourage U.S. private trade and
 
investment abroad and encourage 
private U.S. participation in foreign
 
assistance program (including use of
 
private trade channels and the
 
services of U.S. private enterprise).
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The Research Compxnent of the Project 
may be executed as part of a regional 
Project. 

(a) Some of the agricultural
 
commodities grown by the Project's
 
beneficiaries will be sold on
 
international markets. (o) The Project 
transforms farm laborers into farm 
owners, creating entrepeneurs. (c) The 
Project does not specifically 
encourage the development of
 
cooperatives or savings and loans.
 
'Thebeneficiaries, however, will be
 
free to participate with existing 
cooperatives or create their ovn. (d) 
The Project attempts to resolve a land
 
tenure (olipDlogy) problem. L.rid in
 
Guatemala is unevenly distributed with
 
imost of the fertile araole land
 
concentrated in the hands of a small
 
percentage of the rural population.
 
(e) The Project provides technical
 
assistance to assure that the 
beneficiaries are cultivating farms. 
with the most efficient technology. 
(f) 	 No effect is anticipated. 

The Research component will probably
 
be contracted out to a US University.
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9. 	 FAA Secs. 612(b), 636(h). Describe The Project counterpart is a 
steps taken to assure that, to the non-profit organization which will 
maximum extent possible, the country only use local currency to meet its 
is contributing local currencies to Project obligations. 
meet the cost of contractual and 
other services, and foreign 
currencies oined by the U.S. are 
utilized in lieu of dollars. 

10. FAA Sec. 612(d). Does the U.S. own NO
 
excess foreign currency of the
 
country and, if so, what arrangements 
have been made for its release?
 

11. 	FY 1987 Continuing Resolution Sec. NO 
521. If assistance is for the
 
production of any commodity for
 
export, is the commodity likely to be
 
in surplus on world markets at the
 
time the resulting productive
 
capacity becomes operative, and in
 
such assistance likely to cause
 
substantial injury to U.S. producers
 

of 'che same, similar or competing
 
comodity?
 

12. 	FY 1987 Continuing Resolution Sec. N/A
 
558. (as interpreted by conference
 

report). If assistance is for
 
agricultural development activities
 
(specifically, any testing or
 
breeding feasibility study, variety
 
improvement or introduction,
 
consultancy, publikcation, conference,
 
or training), are such activities (a)
 
specifically and principally designed
 
to increase agricultural exports by 
the host country to a country other
 
than the United States, where the
 
export would lead to direct
 
competition in that third country
 
with exports of a similar commodity
 
grown or produced in the United
 
States, and can the activities
 
reasonably be expected to cause
 
substantial injury to U.S. exporters
 
of a similar agricultural conmodity: 
or (b)in support of research that is
 
intended primarily to benefit U.S.
 
producers?
 



13. FY 1987 Continuing Resolution Sec. 
59-. Will the assistance (except for 
programs in Caribbean Basin 
Initiative countries under U.S.
 
Tariff Schedule "Section 807," which 
allows reduced tariffs on articles 
assembled abroad from U.S.-made 
ccmponents) be used directly to 
procure feasibility studies,
 
prefeasibility studies, or project

profiles of potential investment in,
 
or to assist the establishment of
 
facilities specifically designed for,

the manufacture for export to the
 
United States or to third country

markets in direct competition with
 
U.S. exports, of textiles, apparel,

footwear, handbags, flat goods (such
 
as wallets or coin purses worn on the
 
person), work gloves or leather
 
wearing apparel?
 

14. FAA Sec. 118(c). Does the assistance 

comply with the environmental 

procedures set forth on A.I.D. 

Regulation 16? Does the assistance
 
place a high priority on conservation
 
and sustainable management of 
tropical forests? Specifically, does
 
the assistance, to the fullest e.:tent
 
feasible: (a)stress the importance 

of conserving and sustainably

managing forest resources; (b) 

support activities which offer 

employment and iniome alternatives to 

those who otherwise would cause 

destruction and loss of forests, and
 
help countries identify and implement

alternatives to colonizing forested
 
areas: (c)support training programs,

educational efforts, and the 

establishment or strengthening of
 
institutions to improve forest
 
management; (d)help end destructive 

slash-and-burn agriculture by

supporting stable and productive 
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No 

Yes. An Initial Environmental
 
Examination made a negative
 
determination.
 

(a)The Project does not anticipate
 
management of forests.
 
(b)Project provides underutilized
 
farm land to the landless, reducing
 
pressure on the landless to slash and
 
burn virgin tropical forests.
 

(c)The Project does not anticipate
 
training in forest management.
 

(d)Project provides underutilized
 
land to landless laborers, reducing

the pressure on the landless to slash
 



farming practices; (e) help conserve 

forests which have not yet been 

degraded. by helping to increase 

production on lands already cleared 
or degraded; (f) conserve forested 
watersheds and rehabilitate those 
which have been deforest "d; (g) 
support training, research, and other 
actions which lead to sustainable and 
more environmentally sound practices 
for timber harvesting, removal, and 
processing; (h) support research to 

expanding knowledge of tropical 

forests and identify alternatives
 
which will prevent forest
 
destruction, loss, or degradation;
 
(i) conserve biological diversity in 
forest areas by supporting efforts to 
identify, establish, and maintain a 
representative network of protected 
tropical forest ecosystems on a
 
worlwide basis, by making the 
establishment of protected areas a
 
condition of support for activities
 
involving forest clearance or
 
degradation, and by helping to
 
identify tropical forest ecosystems 
and species in need of protection and 
establish and maintain appropriate 
protected areas; (j) seek to increase 
the awareness of U.S. government 
agencies and other donors of the 
immediate and long-term value of
 
tropical forests; and (k) utilize the 

resources and abilities or all
 
relevant U.S. government agencies?
 

15. FAA Sec. 119(g)(4)-(6). Will the
 
assistance (a) support training and 

education efforts which improve the
 
capacity of recipient countries to
 
prevent loss of biological diversity;
 
(b) be provided under a long-term 

agreement in which the recipient
 
country agrees to protect ecosystems
 
or other wildlife habitats; (c) 

support efforts to identify and
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and burn virgin tropical forests.
 
(e) The Project helps to increase
 
production on lands already cleared or
 
degraded. 
(f) The Project in some instances
 
plants permanent tree crops on
 
degraded hillsides, improving
 
watershed management. 
(g) The Project does not anticipate
 
training or other actions to improve
 
timber harvesting.
 
(h) The Project does not anticipate
 
tropical forest research.
 

i) The Project does not anticipate 
virgin tropical forest clearance or 
degradation. 

(j) The Project will not increase 
awareness of long-term value of 
tropical forests. 

(k) N/A
 

(a) No. 

(b) No.
 

(c) No.
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survey ecosystems in recipient 
countries worthy of protection; or 
(d) by any direct or indirect means 
significantly degrade national parks 
or similar protected areas or 
introduce exotic plants or animals 
into such areas? 

(d) No. 

16. FAA 121(d). If a Sahel project, has 
a determination been made that the 
host governnent L-s an adequate 
system for accounting for and 
controlling receipt and expenditures 
of project funds (either dollars or 
local currency generated therefrom)? 

N/A 

17. FY 1987 Continuing Resolution Sec. 
532. Is disbursement of the 

No. 

assistance conditioned solely on the 
basis of the policies of any 
multilateral institution? 

B. FUNDING CRITERIA FOR PROJEar 

1. Development Assistance Project 

Criteria 

a. FAA Secs. 102(b), 111, 113, 
281(a). Describe extent to which 
activity will (a) effectively 
involve the poor in development by 
extending access to economy at 
local level, increasing 
labor-intensive production and the 
use of appropriate technology, 
dispersing investment from cities 
to small towns and rural areas, 
and insuring wide participation of 
the poor in the benefits of 
development on a sustained basis, 
using appropriate U.S. 
institutions: (b) help develop 
cooperatives, especially by 
technical assistance, to assist 
rural aid urban poor to help 
themselves toward better life, and 
otherwise encourage democratic 

(a) The Project will provide the rural 
poor with access to buy and farm land 
using the technolocxy most appropriate 
for the geographic area and crop. 

(b) The Project provides the landless 
with access to land and an opportunity 
to improve their lives. The Project 
also encourages democratic community 
organizations to develop and monitor 
public services such as schools. 



private and local governmental 

institutions; (c) support the 
self-help efforts of developing 
countries; (d) prorate the 
particip7ticn of women in the 

national economies of developing 
countries and the improvement of 
women's status; anil (e) utilize and 
encourage regional cooperation by 
developing countries. 

b. 	FAA Secs. 103, 103A, 104, 105, 106, 

12-21. 1X>3s dhe project fit the 
criteria for the source of funds 
(functional account) being used? 

c. 	FAA Sec. 1.07. Is emphasis placed on 
use of atoropriate technology 
(relatively smaller, cost-saving, 
labor-using technologies that are 
generally most appropriate for the 
small farms, small businesses, and 
small incoms of the po)or)? 

d. 	FAA Secs. 110, 124(d). Will the 

recipient country provide at least 25 

percent of the costs of the program,
 
project, or activity with respect to
 
which the assistance is to be
 
furnished (or is the latter
 
cost-sharing requirement being waived
 
for a "relatively least developed"
 
country)?
 

e. 	FAA Sec. 129(b). If the activity 

attempts to increase the 

institutional capabilities of private
 
organizations or the government of
 
the 	country, or if it attempts to
 
stimulate scientific and
 
technological research, has it been
 
designed and will it be monitored to
 
ensure that the ultimate
 
beneficiaries are the poor majority?
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(c) The Project is a self-help
 
effort. The beneficiaries raise their
 
standard of living througn their own
 
hird work.
 
(d) Women benefit from the Project as
 
members of families. The Project also
 
has a couple of instances of single
 
women with families owning and 
operating farm plots.
 
(e) The Project's Research Component
 
will be carried out in collaboration
 
with a Latin ,AmericaRegional Project.
 

Yes.
 

Project emphasizes the technology
 
appropriate for the geographic terrain
 
and crop.
 

Counterpart organization will provide
 
25 percent of the total Project cost.
 

The Project is designed to select
 
beneficiaries from the poor majority.
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f. 	 FAA Sec. 281(b). Describe extent to 
which program recognizes the 
particular needs, desires, and
 
capacities of the people of the 
country; utilizes the country's
 
intellectual resources to encourage 
institutional development; and 
supports civil education and training
 
in skills required for effective
 
participation in governmental
 
processes essential to
 
self-government.
 

g. 	FY 1987 Continuing Resolution Sec. 

540. Are any of the funds to be used 
for the performance of abortions as a 
method of family planning or to 
motivate or coerce any person to 
practice abortions?
 

Are any of the funds to be used to 
pay for the perfornance of 
involuntary sterilization as a method 
of family planning or to coerce or
 
provide any financial incentive to
 
any person to undergo sterilizations?
 

Are 	any of the funds to be used to
 
pay 	for any biomedical research which
 
relates, in whole or in part, to
 
methods of, or the performance of, 
abortions or involuntary 
sterilization as a means of family 
planning? 

h. 	FY 1987 Continuing Resolution. Is 
the assistance being made available 
to any organization or program which 
has been determined to support or 
participate in the management of a 
program of coercive abortion or 
involuntary sterilization? 
If assistance is from the population 
functional account, are any of the 
funds to be made available to 
voluntary family planning projects
 
which do not offer, either directly 
or through referral to or information 
about access to, a broad range of 
family planning methods and services? 

The 	Project recognizes the need to
 
resolve land tenure problems. 

NO.
 

NO. 

.\ y
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i. 	 FAA Sec. 601(e). Will the project Yes. 
utilize competitive selection
 
procedures for the awarding of
 
contracts, except where applicable 
procurement rules allow otherwise? 

j. 	 FY 1937 Continuing Resolution. How About t35,000 will be available for 
much of the funds will be available procurement. The only other foreign 
only for activities of economically exchange expenditures will probably be 
and socially disadvantaged contracted through social research 
enterprises, historically black organizations in the U.S. 
colleges and universities, and
 
private and voluntary organizations
 
whic.h are controlled by individuals
 
who are black Americans, Hispanic
 
Aericans, or NativP Americans, or
 
twho are economically or socially
 
disadvantages (including women)?
 

k. 	FAA Sec. 113(c)(13). If the N/A
 
assistance will support a program or 
project significantly aiffecting
 
tropical forests (including projects 
involving the planting of exotic
 
plant species), will the program or 
project (a) be based upon careful 
analysis of the alternatives
 
available to achieve the best
 
sustainable use of the land, and (b)
 
take full account of the
 
environmental impacts of the proposed
 
activities on biological diversity?
 

1. FAA Sec. i18(c)(14). Will assistance 
be used for (a) the procurement or (a) No. 
use of logging equipment, unless an 
environmental assessment indicates 
that all timber harvesting operations 
involved will be conducted in an 
environmentally sound manner and that 
the proposed activity will produce 
positive economic benefits and 
sustainable forest management 
systems; or (b) actions which (b) No. 
significantly degrade national parks 
or similar protected areas which 
contain tropical forests, or 
introduce exotic plants or animals 
into such areas? 

A/
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m. FAA Sec. 118(c)(15). Will assistance
 
be used for (a) activities which (a) No. 
would result in the conversion of
 
forest lands to the hearing of
 
livestock; (b) the construction, (b) No.
 
upgrading, or maintenance of roads
 
(including temporary haul roads for
 
logging or other extractive
 
industries) which pass through

relatively undergraded forests lands;
 
(c) the colonization of forest lands; 
 (c) No.
 
or (d) the construction of das or (d) No. 
other water control structures which 
flood relatively undergraded forest 
lands, unless with respect to each 
such activity an environmental
 
assessment indicates that the
 
activity will contribute 
significantly and directly to
 
improving the liveLihood of the rural 
poor and will be conducted in an
 
environmentally sound manner which
 
supports sustainable development?
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WtERCIAL IAN) M\1KEI"S SIRCE OF FUNDS 
520-0343 PRIOR PRIOR 

S-IMJY OS5T'EsihI-E A.I.D. A.I.D. A.I.D. A.I.D. PENNY 
(US$A(XO) OBLMXIN OBMIN& VM)T t MNMJFNMIN TUEAL 

FX LC IxLC 
TEOF I')I'IURE 

CASH Pfl'C1IXSE OF LVO 900 1,620 2,520 
C(IFIC.\VI1- 1PRI ,CIPzV PANE 1,900 1,900 
(]lrfIFGCIE 1,,1iEi5T PAY,.N 585 585 
SALARIES 400 475 35 910 
VEHICLES 17 65 82 
TRAVEL AUJIfa.t.s 120 120 
PRDIJC'ION WI )IT LOAS 450 3,888 4,338 
AID PROJ1F2J' LIAISC1 500 100 600 
RETr - EGIcVL OFFIC(ES 28 28 
EQUI-.1I.;'I' & >11SC - PlEh;ICVAL 2 2 

I CCL,(AqlO1, 'TDIT 5 5 
CXIPUiF'lE ilP1'1t'f & TA 5 23 28 
TRADY TIO:\,L tP1WX.S 50 915 965 
IINSTL TA XID lzAr4,L'lc 100 10 
INI'F-lCCN 50 59 240 349 
f"iN ,al..XCIKFS 50 100 72 638 860 

PESE ,CII 'I]DIQ'-\L ASSISAN 135 18 153 
RESFI\( I 2it-'\ClSl S 117 80 197 
INJA.'II iO\l. ITVEL 103 103 
DIRECT COS'1S 32 32 
OVERHEAD 123 123 

TOTAL 50 1,950 
 1,231 7,269 3,500 14,000
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COMMERCIAL LAND MARKETS
 
520-0343 PENNY RESEARCH TOTAL
 

COSTING OF PROJECT OUTPUTS/INP FNDTN
 
(US$000)
 

AID APPROPRIATED
 
CASH PURCHASE OF LAND 2,520 2,520
 
SALARIES 875 
 875
 
VEHICLES 17 
 17
 
TRAVEL ALLOTMENTS 120 120
 
PRODUCTION CREDIT LOANS 4,338 4,338
 
AID PROJECT LIASON 600 600
 
RENT - REGIONAL OFFICES 28 28
 
EQUIPMENT & MISC - REGIONAL 2 2
 
INTERNAL CONTROL AUDIT 5 5
 
COMPUTER EQUIPMENT 28 28
 
TRADITIONAL PROGRAMS 50 50
 
INSTL TA & TRAINING 100 100
 
INFLATION 278 71 349
 
CONTINGENCIES 789 71 860
 
RESEARCH TECHNICAL ASSISTAN 153 153
 
RESEARCH EXPENSES 
 197 197
 
INTERANTIONAL TRAVEL 
 103 103
 
DIRECT COSTS 
 32 32
 
OVERHEAD 
 123 123
 

PENNY FOUNDATION
 
CERTIFICAIE PRINCIPAL PAYME 1,900 1,900
 
CERTIFICATE INTEREST PAYMEN 585 585
 
SALARIES 35 35
 
VEHICLES 65 65
 
TRADIIIONAL PROGRAMS 915 915
 

TOTAL 13,250 750 14,000
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EVALUATION OF COMIRCIAL LAND MARKTUI' PROEI' 

EXECUTIVE sUMMnRY 

egi ri, nq in riIJ(i, ther nTD rnisi7,nr in Guatroala has-, funded a 
Ccrirercia1 Land Marint Pr',:,jec- carried ,,,t by the Perny 
Fcur,dati or, (Furdacii6n drl Cent avc), a pr ivate ,-,cal devel,-prierit 
cv ark i at ior. The thr r ueE- i I . d.cl ars irn fitrdirig as pt',-,vided 
focw the prr-hir t-, ,-if fairi I ar,d, t hr, i cal as i5t-, avice, irid 

pt',r ,_ucti~rl c ,'r it as w r-1I ,i c-v-r i nq pa t of the Penny 
For, dat i o,' s am i r, i t) -at i re c;t t,-, rmaria qe thc project. Under 
the ter-rs of tihe fprant airl s trthe Penny Frrdation (a) 
rieqt i ates the pI c ae :,rf fai -rar, d or, the oper, mat-ket, paying up 
to 50/ in cas7h at ttier tirio of sale and the ba lance over a three 
to five year penicd t hrct 1 h cetificat es of quat-artee; (b) 
rdivides the farm in crrmL- 1ial]]y viable, family-sized p-nrcels: 
(c) seiect c-Ji9hi e partwi ciprts Willirg to._ hac-. t-11- par-ce]s 
ard capable of mahl i rig a .1.". d,-wri payment ; (d) firiancc' the sle 
tc, selected part icir ar. tT;: a rid (e) provides technical assistance 
arid producti, :,r, cred it for the t i e riecessay fcr4 the new 
hIseho1d_ t ci bec,,rme acqluairtPd w i t h the new crops and 
techr cioy. The Perrn' Fcundation Larnd Marl et Po ject i- ;:% i q'.', 
effort t,: pr-vide acccess to 1and for th rural poor in atema a. 
The pract ice -,F pry-ovidir ro--t qauc f inaricirq f'ot fpr'r1arid
 
purchases, is Cj 'li t r- ,,d i n i rdustt'ia1 ized hut has nev-r re rc- ived.
 
suppr t frorm Laftin fnmericar, qr vetr, -r, t s cr i nt -:,n,-,nat i i d 

Lrit i 1 rw.
 

The r,:,lJect is iprip antt o . I.D. , as the Po 1 icv
 
St rr i, na i; r, on Larid T r, e (PD--, May 3, 1913G) 7t.aIte that
 

"fl. I.D. wi 11 al s n , pt prrn am- that broade-, the ,pport r, ity 
f,-,t a -ces_ t, a r i c,.,i,t itra ard, promo-,te t er ur. secu t v ard 
stimulate , -,rlctivy ,t ?. ,f 1-arid t.-, ame]1.i,rat;e the ha,-ir- s t, 
market rrt ry that; e.'i st; it-, ,a e LDC . " F,.rthrr, fn. T. D. i­
prepared to, ann i nt c,ri r'-i i ri 1 and mar,,et proqraril. that (a)cc-

prom,-.,te tranc, act bept ui 1 1 iriq ard r's : (h),n% ,wre buyers sell 
pr'o:rl,0 t r t tar, ac t i.', y-n Lt.JrjI .-,* r, ff ecorrii air; c ) a .,ow. fn 

the wde di, sril Iatior of the .:ppcrt.nity to: buy the laid; (r)
 
land t rnun.pe i- 5 f ci nly s.cpr e 7,r, that land tvrar,-.acti,-rs car,
 

The renny FrD'ind,-Dior, Poiect is the First and on l.v s.!ch 
activity currn tlv s,,pp,-,ted hv fl. i.rD. in the wyld. U':hrr 
co,.ifr -ics 'rid i nt riati , rl1 s are watchiri, the Ptri met',-,, r 

,devr l,-,rrvr,;. nof rn-,ilt.- tji i the1 j dr'a f,-.,- ir ntor iri iro i lar-pler.rfp r 
pr,:jrcts ir, ,-:t~lhe r,,.,r,;'ire'-. F,-,r P,.iatcrliala, th)e pro. i-c 

epeo ,ri t r, the cr]v r (crt , ,;l1,rar t ha, c, -r, iza I ion t, , ,1r t'e:1 th? 
tard dstC,ril i hit ir itj -as lted it- iriefficres ,-,, 

.r'.)r-",rirt r ,I a -tI ari rcr i.'riteda i w r.;p-.Ii ' l t i r, ,r i riad qi r 

pe~r ,:,rma-rr byv tir. i- tr'.lIt.t 'i a1 ,ect. 

The Pc'r,ry F-.,.rrt,-t i r t * h lr-,- f-r +-i- rir ,-t i , "- idi 
all ' mi r~i a] afrcr~ ; ,-,F ttir- 1a-Iri p','r h,r-' -%rd c,- p. fr' I I riln, 
hiaridlt t;l'r, i:r'n,..r'ti,,, v'i ti thr F,',, dat ,,- dire t lv ir-, f . , 
€a o .f ,7tr'n i a1 b luy l'-. Thr effrct , .th Findat J ,r hr'r",",mlr1n-ou, 
i, wnrer" ,'if tire irrri . pnyj ,,g Lier '-'1 l ,r 59.4 ,-,F the friti ,"e~ 
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price in cah, with the balance covered by guarantee certificates

payable over 5 years at 9% irterest. After parcel inq 
 the landthe Fo'ndation re-sells it to individual peasant farmers with a10% down payment arid 10 year mortgages at 12% interest. 

The Foundation, founded in 1 9e by Sam Greere, is aGuatermwalan private nron-pr-fit orarizatior, dedicated to rural
development. Historicalxy it has promoted a variety of Pro-,qrams
including agricultural credit, education, housing and small 
ent erprise. Funds have come both from rember donat ions and frominternati-,nal d,-prcrs. The comr,ercial lard market project is
currernt ly the largest prog-ara of the Fourdatiorn, arid the pro'ject
director is a university trained agronomist. In addition to
office support staff, the project persorel include 3 otheragrrcnorists who are respons ible for rqaing farls purchased irnthree regions of the court-y, arid high-school t;"ained technicians 
who live and provide technical assistarice on each farm. 

The Penrnv FoundatiOrn to date has purchased 19 farms,principally for coffee arid exp-rt vegetable productior. lith,uh
all of the farms have some poter'tial, the purchase process could
be improved by careful act ererce to purchase criteria,
particularly iri purchAsi rq farms for coffee already in pr-,ductiorn
to provide irmeo iate iricome t, beneficiaries for l ivir, expenses
arid debt repayment. Irproved computer capability is es-ential to 
bettering the farm purchase prtcess. 

Both coffee farms, located in the north and costal req4,ors
of the country, and export vegetable farms in the highland area,
are profi table. After a farm is purchas-,J, it is surveyed arid

analyzed agrn--nricicallv to determine the nurmber 
 and l.cati,.-rs ofthe land parcels, a process which takes several months. Both
 
types of farm, are ,divided into lard parcels with ar area of
about 4 rarzaras, wich has 
 been determined to be at optirur, size
farr,. Once the parcels are in full, technically sound
production, they are able t.-, produce 2. family -nnual i come of at
 
least Q. 500) ($2o000).
 

The program her, ficiarit-s can he grouped into two main
types: farm 
 laborers and small subs-isterce farrmers. The first

gr'Op is Mad-
 up of l h-,rers w.-h,o ha. e worled ,-,rn large farrils, have no land of their own, who ar- -cCatP.d around the major coffee­
growirgq a,'as 
 o:,f the rour, try arid who nale up the bullk of tht.hbereficiaries oin the prq-ar' coffee farms. The sec-,r,d nr,:,upare smi all, Iridian farrim--s with s;ii 1 piocts in the highl.-idrd, rlanyof whorm havre hr rui t,-. charjr, from purely subsist enre
farmers depririd arl-i o:,ri c,,rr ard bean crops to cash crop
ent rprer, eurs qrow iri,q p-,rt vegetables ir, conjuricti on with the 
agro:export c,-,parries. Nearly all berneficiaries are male hrads offami 1 is, av-raq irig 6. 1 drprnt,dr-rt s . about .5 yr,'Ars olId, w.il;h lh,.,w
i nc,.-ri arid r,- m7re t ,rt f,-,ur m:arroa.s, of their- own IAr,
although G5%4 had ro land at ;ll. 
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The Penny Fr.undation proprari makLes contact with ttja
 

beneficiaries after pu.rch-s-in a farm 
 in the area. Carc-idatespresprit themselves, l tat-r ah.:.ut the proqram, fill out a 

questior r, aire, arid are initerviewed by Found ation persornrel. 
Potential berieficiaries wot-k with the farm technical assistance 
personnel in lard prearatior, activities while the land surveying 
is being carried, which helps the Penny Foundation in the 
selection process. Finally, lots are drawn to assign each 
beneFiciary his parcel, the beneficiary makes his 10% dowr, 
payment, arid the process of transferring a provisionary'title to 
the berieficiar-y is begu. The beneficiaries may leave the 
program at any time without penalty, although it is esti ated 
that ro more th.An'10%/ of the beneficiaries have left after 
receiving their parcels.
 

The Penny Foundation pt-ovides agricultural productior 
technical assistance to the beneficiaries, but other costs, such 
as product ion costs, housing, arid subsistence expenses, are paid 
for by the beneficiaries, who have these exoenses added to their
 
total indebtedress to be paid off when the farm is in production. 
Technical assistance is crucial if the beneficiaries are to learn
 
the technology necessary for cash crop production. The tcniico, 
a hiah school-trainf-d agricultural technician, lives on the farmi 
and provides the day-to-day technical supervision, while an
 
agronomist assigned several farms in a region provides overall 
supervision. 

In general, the Penny Foundation land market prograram is a 
sound one with the potential to make a real contribution to 
solving the reeds of landless and land poor farmers. The program 
could be improved by irnplement ing the following recomrnr,dati .rns 
in the areas of farm purchase selection, relations with the 
bereficiaries, and program oraanization. 

/\V
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fecormerndat iorns: 

I. Procedural changes are needed in the purchase prcess to 
exped ite the re jection or purchase of the farm. The sr.:,rid
eval uative visit to a farm beirg considet-ed for purchase, which
is made by the Fo,.ndation general ranaget and the director of the
Land Purchase -rorar,, could el imirated thebe and agr ic,.it,.tral
engireer ergireer who rial, s the iritial aqronomic eval s.iti,:r, ,-of
the fat-r could become more irvolved in the price, negotiatior
 
process.
 

2.. A series of guidelines, both agronomic and socio-ec,:,r.rnic

should be drawn up an-d estblished as primary criteria 
 for the
 
initial evaluatiOr, of 
 the farm in question. These guidelines

should be sensitive 
 to the wide set of agr,,oriic variables
 
encourtered ir different 
 areas of the country as well as the
 
correspording crop possibilities.
 

3. If the program is to begin new phasea which includes a
 
possible expansion, it is imperative that reliable and complete

data are 
 riaraged in a respc,rsible and comprehensive marrer
 
allowing in-depth progress analysis.
 

4. Roth the vegetable and the coffee farms appear- to be
 
profitable within the context 
of this progrim The Perny

FoUndatior, is exploring
currently alternative crop possibilities

for developing Mortel imar, a farm which does rot 
 fit the profiles
of other Fourdation farms. By explo,rirg a varliet}, of optc :ris
 
this farm car, be usPd by the Fourdation as a proving gr,-,urd 
 for'

expansion beyond the traditional activities coffeein arid 
vegetables.
 

5. The highlands are precisely the area of greatest civil 
confl ict in recert years, and the irplemertat ion of the Ferry
Four,dati-ro,,grar fo-'r pe,:,ple thisin area should help alleviate
the pressures which lerl to this corflict. .Both the acqlij-iti,-,r
of farmns for distrihuti,,ri in the highlards as well as the 
purchase of coffee fa'ws whet'e the beneficiaries are primarily
from the highlands should be attempted. 

G. The Foundati or ha, puchase-d both producirg and nor,-pr:,ducirig
farms for coffee p,',-,d,.ctior. There should be greater F-wphasi-c
giver, to pr-.d,,cir,q farms, since there is less risk ivoilvrer
both the herefi c jar i . who Ci,:, not have to survive three vars

for 

without ir icorai, rird frr the F,:,.rdat :r,, because of the ,-uer 
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bereficiat.y turnover and lack of need to build the entire
 
operatior, frcm nothing.
 

7. The questiorrait-e used to collect information from applicar,ts 
for select ior, of bereficiaries is adequate for this purpose, but 
the computer capabilities fo-r ecording ard processirg this 
iniformation ar-e ,uidimeritary and both the hat-dware ard software
 
sh,-,uld be updated.
 

8. The p"ocess of educating beneficiaries about their tights ard 
responsibilities c,-,uld be improved by pr-eparation ard use of some 
form of stardard ized irformatior, packet, either a prir, ted 
inforrmationr sheet ,,"Raudiovisual material which could be
 
irIcC,'pcY-ated into on-farnm quest ior 
 ard arswer sessions. 

9. The Fourdati-,r,'s flexibility ir devising special ar-tangeriierts 
for collectio,,n, of the dowr paymert is imp-rt-tant to insure that 
the irterde, bereficiar-ies are served by the p-ogt-am, arid it 
should be crtirued. 

10. Additicnnaql trairiing and l,-,gistical support for the t~cricos
 
in educatirg khe b.prjficiaries abo-,ut credit and in the collection
 
ard accourtirQ ,-f p ilymer ts.
 

11. The !.;r i cos -h,:,uld p-roduce wi'ittere r-epotrts about
 
bPrneficiapi ec -,,holave 
 which include reasrF given fo;" leaving,

tirwie spert in the prograrl ard how wpll they seeried to fit the
 
pro gria v.
 

12. The r,:,'r,-dati on should actively putrsue the housirg pr,:,gra:i or
 
the farm in order to alleviate the poor living corditirs which
 
cause r"esistarce to 
residjnn on the farm arid cottrihbute to
 
bet'ieficiary t ur,:v.r.
 

13. The Fourdatior,'.-, n1ar, to cristt-uct _c-h,:,,:IF ard hire tear-hers
 
on the fari- i s _n 
excel.er, t ,luticn to the problerli of prvidinrio

educatior,, a prio':ri ty for the 
be , cian cs if they are to:' reside
 
on the farm. The pro,am _huld be exparde.d.
 

14. The Found',-tinr mi chl, citat mpt t- establish its , wnr 17v~teii of 
health pr,,,-tion, perhaps through a mobil health unit, staffpd by 
a doctc,- ard r,.c-r , anid c-rritryig hei lth supplies. The ,.,nit cc uld 
pr,,vi de di rect r,ecJ c,a services and trair, tocal proriot -r am-.riq 
the bereficiai-r.e. Hoqwever, t, be effective any initiative ir, 
the area of, hralth anid sari it,-tion shodld have the ac.tivp s,.tpp,:,rt 
of the berpficiaries. 

15. The pr',-:,,-am w-,uI rl brr,f it q-eaf Iy by the part i ci lt i ,r, of 
social W,-Ile1-s to r,-r - t?. prctp-ar,'s prs.res totwrd it s 
soc i a I n,-,a , .- t pAI,v i rIro - ? ' ieC~iC itr grtoep dyramics ne d d to, 
hilild sacr- . frfq Di-rA'tiv.- arn- enc.re ,-.f c-ior,m rnity, ird t,,
sear'ch f,:.Yoddi tiral .o,'ces of assistaice for commun, itv 

http:excel.er
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irnprcverierit pr,-q)'ar,,. The social worPers also could provideimportarnt coun.r, s linrq ar,d training in how to is. additi,-,r,.1 ircome 
for improvin livirir st rdar'd-.. This type of training may be

particularly iraportart ire wr,.ring 
 with the women on the farms. 

J6. The Foundat ior,!s rep ioal offices should be utilized by the
land rmarliet pr,7qra 1 7S certe -s tr, ider, tify potential
bereficiarie-,, t,-. pr'vide adi,iriistrative ',.tppo-t (relievinq the
agronormis-ts -,F riiuh 
 o- the resporsiblity of carrying messages

from the capital to t,,e farml, providirig 
 more direct support to
the tecricos in the r't - ,, assisting in the logistics o-f
 arrar girg the 
 arrsr, i t ' farr visits), ard to- serve as training
centers fr the tcr ic,) 'n the regicr, rb-,th fo-,r short courses
and for m-nrthly mreetin, Lto discuss problems or their farms. 

17. m th,-,uqh fliD hal ,7 cz_?sfr-1ly allowed the Penny F,,ridation afree hand in devel,:,pi),q the program to date, it would seem wise

for lID to over-see th-. 
 re 

increases, part 


m-oar carefully as furdir, 
icu] arlv iv, te-rs of controls or, the pronrar s


Finances and in the iorp 
 ien:ationof info,_-rrlati,,n marja Imrit 
systems arid the stardardized eval uation of farms for purchase. 

18. In expand irng the lard m rhet program, the experience -,f the
Penny Fourdg,ti,,r, sh,-litId be iscid both to e>:pard the pro,,nram with
the Fouridcti-r arid thr,,h other or-ganizaticrs. Other 
institution , which miht be viable candidates For parallel
prograr,,s are Gtatemalan, coOperative federatiors and other pr iv.A..edevelopment orgal-,i Zati,-r, such as the Movimiento Guatemalteco: de 
R construccir Rural (MGRR). 
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INITIAL ENVIRONMENTAL EXAMINATION
 

Project Country 


Project Title and Number : 


Life of Project 


LOP Funding 


IEE Prepared by 


IEE Cleared by 


Funding 


Recommended Threshold
 
Decision 


Concurrence 


Guatemala
 

Commercial Land Markets II
 
(520-0343) (Grant Agreement)
 

4 Years (FY'88-92)
 

$ 10.5 million (Grant)
 

Frank Zadroga, REMS/ROCAP
 

Roberto Figueroa/EO, USAID/G
 

$8.5 million Grant
 

Positive determination; the
 
project will carry out an
 
Environmental Assessment
 
emphasizing the issues
 
identified in this IEE.
 

__"___ 

efit1 bny terucci
 
A 4ission Director
 

USAID/G
 

Dat
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•. BACKGROUND
 

Land concentration in Guatemala has 
resulted in the
 
improper use of large expanses of 
land. The Commercial
 
Land Markets Project has supported a non-profit
 
organization, the Penny Fo-ndation, which buys
 
underutilized land and sells it to rural poor. 
 This land
 
market service is intended to increase agriculture
 
production as well as the incomes of small 
farmers
 
participating in the Project. The Commercial Land Markets
 
Project (520-0343) was funded with a 
grant of $1 million
 
in 1985, followed by another of $1 million in 1986. 
 An
 
additional grant of $8.5 million is proposed to expand the
 
Foundation's land purchase program and make self
it 

supporting. 
 Project approval would give a four-year
 
extension of the Project thru August 31, 1992. The Penny

Foundation will contribute $3,500,000 over the life of the
 
project as its required counterpart contribution.
 

PROJECT DESCRIPTION
 

The Goal of the Project is to achieve greater
 
participation by Guatemala's rural poor in sustained, real
 
economic growth. The goal is consistent with USAID/G's FY
 
1986 Country Development Strategy Statement and subsequent
 
Action Plans.
 

The Sub-goal of the Project is to increase the cumulative
 
value of agriculture through a program of better land
 
utilization. The Project's activities 
are <-xpected to
 
result in the transfer of the Commercial Land Market
 
experience to other organizations and lead to the
 
resolution of other constraints to secure land titles,
 
land financing and other land-related activities in
 
Guatemala.
 

The Project Purpose is: to establish and expand the Penny

Foundation's voluntary land purchase/sale program as a
 
self-supporting activity capable of increasing
 
agricu'tural productivity and incomes of the rural poor,

and to identify and promote additional instruments to
 
increase production and intensify the use of agricultural
 
land.
 

.7<
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By the end of the Project, the Penny Foundation's land
 
program proposes to be self supporting. The Penny

Foundation will be selling annually 1,350 hectares 
in
 
parcels to an estimated 360 beneficiary families.
 

The Project has five major components that all contribute
 
to the overall action of purchase of underutilized land
 
and its sale to and adoption by the rural poor. These are:
 

1. Land purchase and sale;
 
2. Farm Management;
 
3. Production Credit;
 
4. Administration and Management; and
 
5. Research
 

Specific project outputs include the purchase of 
a total
 
of 9,000 hectares of land over the life of the project and
 
its parcelization and transfer to 
rural poor. Annual
 
outputs are estimated at the purchase of 1,350 hectares of
 
lend and the sale of 360 farm oarcels to beneficiary

families. Parcels sold to beneficiaries will average

approximately 2.3 hectares 
(7 acres) and be cultivated
 
intensively in any one of several crops, including: corn,

wheat, 
sesame seed, mangoes, coffee, cocoa, pineapple,
 
caulifower, brussels sprouts, broccoli and other
 
commercial fruits and vegetables. Most lands purchased by

the Penny Foundation were previously underutilized and/or

fallow. Many of the farms have marginal or forest lands
 
on the property even though the Foundation attempts to buy

commercial agricultural lands. Occasionally properties

have been purchased with a predominantly limited (i.e.,

forestry or permanent crops) land ufse capability. The
 
size of properties purchased to date vary from slightly
 
more then 10 to over 1,200 hectares.
 

Under the farm management component, the Foundation will
 
hire an estimated 48 agricultural technicians and 12
 
agronomists to provide technical assistance free of charge

to project beneficiaries; in addition, they will provide

technical skills for farm planning and management before
 
lands are parceled out.
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Production credit totaling $4.37 million will be used to
 
support each farmer/beneficiary of the program. 
Credit
 
funds 
are used for farm materials (fertilizer, seed,

pesticides, root stock, etc.) 
and a subsistence wage.

Farm materials are generally purchased by the Foundation
 
and delivered to eacn farm.
 

The project research component will produce reports on:
 
(1) methods to expedite the processing of parcel titles in
 
the National Land Registry; (2) need, goals, feasibility

and method for reform of 
the Registry; (3) institutions
 
and/or financial mechanisms identified to establish
 
long-term financing for 
small and medium-sized farm
 
purchases and design of a follow-on project; 
(4) three
 
additional organizations identified aid contacted to
 
manage land financing programs, and proposals for programs

with these organizations; (5) a baseline survey and two
 
follow-up surveys of 
a sample of farms and beneficiaries
 
in the Penny Foundation program: (Campe,-inos selected from
 
other rural organizations or communities will be surveyed
 
as a -­ontrol group and included in the analysis and
 
repor .); (6) policy and project implications drawn from
 
studies of at 
least three additional land-related
 
problems, including other land transfer mechanisms such as
 
land rentals, and additional or alternative sources of
 
rural income and employment for the 
land poor and landless
 
campesinos.
 

II. ENVIRONMENT AFFECTED
 

The Commercial Land Markets 
II Project does not establish
 
any geographic restriction for land purchase.
 

Conversations with Foundation staff indicated that 
factors
 
such as project experience, administrative and logistical

limitations, 
land prices, and general environmental
 
conditions naturally restrict project land purchase from
 
certain areas as
such the Peten, where productive

agricultural lands are scarce, and 
the southern coast,

where land values are excessively high. Officially,

however, land purchase, sale and development could occur
 
anywhere in Guatemala with its 
tremendous environmental
 
diversity (see Guatemala Country Environmental Profile).
 

- (4\
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IV. POTENTIAL ENVIRONMENTAL CONSEQUENCES
 

The Commercial Land Markets II Project proposed has
as 

both positive and negative environmental consequences.

Project components and actions, as currently contemplated,

will assist in intensifying land use, agricultural

productivity and in improving the welfare and incomes of
 
beneficiary rural poor.
 

In order to sustain these productivity and social welfare
 
benefits and to avoid undesirable environmental impacts,

certain environmental and impact mitigation measures are
 
needed, as outlined in Section V.
 

The project proposes to procure and use pesticides and
 
other agrochemicals, several of them under special review
 
or in the restricted category. This could lead 
to human
 
health and environmental contamination impacts directly

affecting project beneficiaries, or other downstream users
 
and natural ecosystems in the project area of
 
environmental influence.
 

The purchase, sale and use by the Penny Foundation of
 
properties raises the issue of sustainability of land
 
use. Improper planning and management of land resources
 
could lead to soil and water resource degradation, the
 
establishment of farms which are not economically

sustainable, and production systems which either over or
 
under utilize the land resources. Farm planning and
 
management should be carried out 
in accordance with land
 
use capabilities; farm system approaches may be necessary

instead of monocultures under certain environmental and
 
socio-economic conditions.
 

The sale and development of properties could lead to the
 
unjustified cutting of 
forest lands and destruction of
 
biological resources. Many, if not most, of the
 
properties managed by the Penny Foundation have fragile or
 
marginal lands that require either protection or
 
controlled management in order to conserve their
 
biological resources. Likewise, many properties produce

goods and services on a communial level and should be
 
managed and/or protected as commons. Watersheds yielding

water for drinking or irrigation, and forest reserves
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yielding fuelwood, sawtimber, game and other resources are
 
the two most common examples. Improper planning and
 
management could lead to the parceling up of entire
 
properties and the undesirable destruction of biological
 
and communal resources.
 

V. MAJOR ENVTRONMENTAL CONCERNS
 

The following foir areas of concern have been identified
 
with 	respect to tiis project:
 

1. 	 Pesticide procurement and use;
 
2. 	 The sustainability of land use and the management of
 

Foundation properties in accordance with land use
 
capability;
 

3. 	 The protection of biological and tropical forest
 
resources; and
 

4. 	 The conservation of communal natural resources
 
including woodlots, forest reserves and water
 
supplies.
 

Without proper environmental impact assessment, the
 
identification of mitigative measures, and the carrying
 
out of the necessary environmental management practices,
 
significant impact could result compromising the
 
achievement of the project goal and purposes.
 

VI. CONCLUSIONS AND RECOMMENDATIONS
 

According to the A.I.D. environmental procedures Section
 
216.2(a) environmental analysis/evaluation is required for
 
all substantive project amendments, as well as new
 
projects. Furthermore, in the case of the Commercial Land
 
Markets II Project, significant potential impact could
 
result from the procurement and use of pesticides and the
 
clearing and development of tropical forest lands. Both
 
of these actions require the preparation of an
 
Environmental Assessment (or Impact Statement) per 22 CFR
 
Section 216.3(b) and FAA Section 118, respectively.
 

USAID/Guatemala will issue a Sequential Project
 
Implementation Letter stating that funds under the
 

'9
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amendment will not 
be utilized for pesticide procurement

until the required environmental assessment has been
 
completed and taken 
into account. USAID/Guatemala further
 
agrees to 
modify project amendment implementation plans in
 
accordance with 
the environmental assessment 
and
 
subsequent review to 
be carried out by the LAC/DR/CEO, if
 
it is 
decided that modifications 
are necessary.
 

0055C
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EXHIBIT E. Institutional Analysis
 

The Penny Foundation is a successful organization that has survived and 
grown quite impressively over the last 25 years. It nas remined active 
during tremendously turbulent times, especially for organizations involved in 
rural development in Guateirala. Overall, the Penny Foundation has produced 
remarkable results. 

The Founation is the result of' gradual. growth. it began operations in 
1962 with donations of less than 'tO,00(). initially, the activities of th-
Foundation were nxodest. 'hey started with the building of latrines, water 
systems and other lbasic services in rural. areas on a limited scale and in 
coordination with rural mnicipalities. Little by little they expanded into 
other areas. 'ihey began supplying fertilizer and other needed products to 
simall farmers. 'Thev start-d seeking the decentralization of medlica] and 
dentistry services to rural areis. 'Ihey ibeg]an to support sm- ll businesses and 
cooperatives with non-colateral prclucticn lcans. ihey expainded their 
mission to be .'he Rr solut:lenof a Piural. (Joimuni tv's F elt Needs." 

In the late sixti s, [le Foundat ion made its first covn for the purchase
 
of land. '111,'s first at teP:.t were haphanard. Pr :x:rt ies were purch :ed and
 
handeil out qr'at given11 land
c<ncer: qi;tnoi to tit Ls or form 1.40t.of No 

m ,, Z)( -ietermnorefforts were o i , ity , C .eneficiaries thir
 
dedlication to -he a rrxram. ,e se si::ply on the basis of having
wre-. ect<d 
worked on a ;I--. 7e'I initinl prc-r7u wais no ca.illy successful. It was 
noted that little impact was I erang made on the life styles of those reci ving
assistance. Problem-.s were l> ring [)Ostped~( but .Ot: resolved. Fortunately, at 
the beginning, the prcxiram was Limited to a anagecbe size. The Foudation 
was able to le.arn from its expe-riences without naving over-extended its 
resources or its comitments. 

With the earthn(lake in 1976, the princilxal efforts of the Foundation were 
re-directed tcA ards housing needs. In these efforts, the Foundation received 
considerable supX)rt from iiiternational agencies. 

It was not until 1983 that attention was again foussed on the land 
car ercializat ion prcoram. But ,:(i a new phi [os-,nnv was evolving in the 
Foundation. 'Pne gm]l becimle to improve inst('cd of just avintain the Life 
styles of the bneficliaries. , income of t32100 per year - similar to tihat of 
a middle-class person in GIriterrul a City - wi's soght. Pai additional benefit 
would be a reduction of migration to the capital city. 

An integrat(d] development program evolved. Its focus was on the 
development of the person and not on the purchase of land. The program has 
five basic elemnents: 
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Modern Agriculture - land distribution is to be naximized by using 
highly-profitable crops on small parcels with continuous 
technological input. Considerable changes in traditional crops and
 
methods of farming are required. Those who refuse to change are not
 
accepted into the program.
 

Education - Literacy training is to be given to adults. Children 
are obliged to attend school instead c--working on the farms. Since 
parcels cannot be profitably subdiviued, only one child, on average, 
should remain on the land. The rest must be prepared for different 
careers. Future plans include seeking scholarships for high school 
and college for the most capable students, contacting and developing 
local businesses to provide on--the-job training, a small business
 
program to provide opportunity for others.
 

Management development - Transfer of management from the Penny 
Foundation to the beneficiaries is gradual. It enables 
beneficiaries to concentrate on farming until they have increased 
their incomes and develcied nagerial capabilities. 

Careful selection of beneficiaries - There is a trial period of 
pproxinmtely one year before land titles are assigned. 

Long-tera financial supp)rt - Long-termi production credit is 
provided. In fact, the land purchase cost is a relatively minor 
part of the total investment needed pe.rparcel. Historical data 
indicate the follaqing approxiimite average investment distribution: 
Land - 25%; Production Credit - 60%; Administration and technical 
costs.- 15%. 

There is obvious compatibility of the Project with the philosophy and 
principal areas of activity of the Penny Foundation. There is also 
compatibility between the Project and the managerial environment at the 
present level of activity. This, once again, is Lorne out by the success of
 
the land purchase program.
 

The Foundation is at a critical stage of institutional growth. It has
 
most of the characteristics of a typical smll operation. These include 
direct involvement of top management at all levels of activity, centralized 
decision-making, and personalized, informal management, planning and 
controls. These qualities have been crucial in its success to the present.

However, to achieve successful growth, top nanagement will have to
 
decentralize decision-making and shift from direct ac.ion to guidance and
 
indirect control.
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No major reorganization will be needed in the next five or even ten years
 
to manaqe the Project. Several changes will, nevertheless, be needed. Some
 
of these changes and staff additions are aliady LUderway, reflecting
 
favorz-bly on the ability and willingness of those in the Foundation to respond
 
to the Project. Others are under study.
 

The Penny Foundation is maIde up of four tvxes of members: founders, 
active members, contributors and honorary members. Founders, active members 
and contributors have voice and vote in the General Assembly, which is the 
supreme governing Ix-xy of the Foundation. Honorary members have voice but not 
vote.
 

To I-come an active miember in the Fountdation, one must contribute 40O 
over an unlimite-I pericd of time. Active memb>ers may ine either individuals or 
compe-ies. Thle Foundation has the rigfht to refuse active membership by 
turning c]wm a contribution. There are about 550 active memIbers. The %.xord 
active is more by definition than by action. Only about 40 to 50 participate
 
in the Genera] Xlsehnbly. Only about four or five [Participate actively in
 
Foundation activities dIlring any given year.
 

unitions vre spor i(>c. No systemiitic 2ffort exists to obtain theln.
 
Between !_) 7 19 and 9Fi9 d' t half a million dollars was raised. Tne ensuing
 
economic rcjsc; io in- ,cnatiors to dirop drastically. No efforc has been
 
macde to react ivate hifunding sc irce.
 

Attention to new e(:2eto-rship has fallen off to practically nothing. 
According to records reviewed, which are messibly incomplete, only t;. new 
members nave joined in the past three years. I):nations from private sources 
have been received in the last three years. 'lost donations have come from 
internaticnal organizations such as the interainerican Foundation, C.I.D.A., 
the OAS, P.A.C.T. and others. Lanagement attention has been directed towards 
the land purchase program. 

According to available data, annual donations and numiber of donors since 
1977 are the follo*,.;ing: 

1977 	1978 1979 1980 1981 1982 1983 1984 1985 1986
 

1b. donors 	 19 12 98 41 13 9 12 4 19 6
 

Amount-Cetzalesll/ 80 2 150 150 160 29 17 .2 57 52
 

(Q000s)
 

1/ 	 Exchange rate was 1 Quetzal to the dollar until November 1984. During
 
1985 the rate went as high as 04 to lUS 4. From 1986 on, it has more or
 
less held at Q2 to 1U&t.
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The General Assembly of the Foundation meets annually. Its participation

is more formal than active. 
 Its functions include: set Foundaticn policy;

elect the members of the Board of Directors; approve the financial statements
 
and the proposed budgets; revise the by-laws if necessary; decide on the
liquidation of the Foundation; designate honorary memberships; accept the 
resignations of memers of the Board of Directors.
 

The Board of Directors is the top executive authority of the Foundation.
 
It is quite active for a Board of Directors of a nor-profit organization. It

usually meets every week or two. 
Sometimes sessions are r..ore 
frequent. Its
 
members also participate in visits to farms to evaluate potential purchases

and in special-purpose committees. 
'Thleyoften use their influence and
 
contacts in support of Foundation programs.
 

The Board of Directors consists of seven members and two substitutes.

Terms are for two years. Re-election is parmitted. Usually about half of

those whose terms expire seek re-election. Participation is ad honorum and
 
requires much sacrifice. The President has held the 
post since 1979. He is
 very active in promoting and participating in FouLndation activities.

General Manager attends meetings but 

The
 
does not have a vote. Members have

varied backgrotznds. "Tneyare lawyers,farmers, bankers, writers and
 
accountants.
 

Duties of the Board of Directors include: comply with the resolutions ofthe General Assembly; name and remove the general manager End top executives;

convoke sessions of the General Assembly; oversee fund use adj Foundation
 
program development; report annually to the General Assembhly; accept new
members and contributors; approve plans and budgets. Members often have

concerned themselves with program details 
to the neglect of fund-raising. TheFoundation is increasing its reliance on international donations at the
 
expense of a local funding base. The Board of Directors also has developed

ties with international organizations such as SOLIDARIOS which enables it to
 
obta:n financing and technical qupport if needed. 

Several committees exist within the Board of Directors to expedite the

handling of specific problems. Some committees such as the Credit Committee
and the La]nd Purchase Committee are pera-Lnent. Others, such as the 2 5-year
Anniversary Committee, are formed for special occasions. 

The General Manager and the President are the driving forces behind the 
success of the Penny Foundation. Most of the creative ideas appear to emanate

from the General Manager and are discussed with the President before they are
carried out. Most authority resides with them. They are supported by
professional financial and legal advice from members. 
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According to the Foundation's by-laws, the General Manager has the
 
following responsibilities: name and remove technical and administrative
 
personnel; prepare the budget and the annual report; comply with the
 
inJructions of the Board of Directors; present plans and expansion studies to
 
the Board of Directors.
 

In practice the General Manager is involved in practically every
 
activity, although he tends to concentrate his efforts on the land markets
 
program. When asked what his principal functions are he responded: "'I'hat is a
 
complicated question. I do a little of everthing. I get involved in anything
 
that needs to be done. If a visitor needs to be taken some place I am the
 
driver. I sign all checks - sometimes 30 to 40 a day. I approve all loans.
 
I visit the properties and negotiate their purchase. Much of my time I spend 
trying out new ideas." The response is typical of a successful entrepreneur.
 
But it can complicate gro%,th beyond a certain level. Ideas are not
 
communicated in writing. Tnis problem was mentioned continually in the
 
interviews and questionnaires.
 

Fortunately, the General Mtanager is very capable, well prepared in many
 
areas, very dynamic and really knows the business. Despite his reluctance to
 
delegate, he will continue to be a very positive factor in the success of the
 
Commercial Land Markets Project.
 

Besides attending to the activities mentioned in the by-laws, he should 
concentrate on: long-term planning and policy; fund-raising; guidance and 
control of the departments which report directly to him; membership ex-ansion 
and support; organizational development; inter-departmental coordination at
 
the primary level; representation of the Penny Foundation; land purchase
 
negotiations; short-tern planning at the primary level; signing of checks
 
which surpass a given amount to be determined.
 

The new Assistant General Manager is an ideal person to fill the needs of
 
the Foundation. He has a background in business administration, finance and
 
controls. These are precisely the areas ,;here the needs are greatest. He is
 
also very familiar with the Foundation, having worked in its accounting
 
department before becoming involved as regional director of SOLIDARIOS.
 

The new Assistant General Manager will begin by participating in and
 
directing the establishment of formal policies, procedures and job
 
descriptions. He will improve the system of accounting controls. 11e will
 
also give courses such as funds flow accounting to upgrade the accounting
 
department. He will be able to attend to most of the training needs without
 
bringing in external technical assistance.
 

Eventually, the new Assistant General Manager will be in charge of
 
administration and finance for the Foundation. He will directly cover the
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areas of greatest need and will be able to greatly reduce the work load of the

General Manager. Among his principal functions will be the following:

financial control of the Foundation; signing of routine checks; authorization

of payments up to an amount to be determined; participation in global

plarning; budgeting and cash flow determination; financial analysis;

supervision of accounting practices, control systems and reporting procedures;

training in technical areas; supervision of personnel policy; assist the
 
General N,,ager in fund-raising activities; guidance and control of

subordinates; assist the General 
Manager as necessary; replace the General
 
Manager in his absence.
 

Beneath the Assistant General Manager, the Foundation is organized bypermanent project and by function. 
There are three basic project divisions:
 
the Division of Land Commercializaticn, the Division of Rural iiusing, the

Division of Rural Credit Projects. 'llere is also a Division of Support

Programs. Its principal activity consists of public relations and the issuing

of new coins and medals cormemorating important Guateraalan figures and 
events. This activity is a fund-raiser. It generates a net income of about
 
t25,000 per year.
 

Apart from the divisions, there is a Department of klministration and

Finance. The Dv 'xirtment of Niministration and Finance presently has 12
 
empoyees including a manr, 
 an assistant maner/awitor, five accotntantsand general services n rso.nne]. This f)bxart:nent is somwhat in disarr-y. qhe
financial planning and rep!rting in some areas are deficient. Important
functions such as credit collections could use more direct attention. i.such of
 
the accounting is done manually. Thie problem is not so much 
 one of incapacityas it is a problem of grai th and organization. There has been little time
 
available to dedicate to organization of the work. Financial systems are

informal. 
 There are excessive delays in incorporating financial inforrmation
 
from the land purchase process and other processes into the estimated funds
flow. The funds accounting systemn is not adequately understood. The internal
auditor is a mixture of coordinator, manager, accountant and occasional 
auditor. Much financial data is not computer ized in a form that is meaningful
for managers. It is not nade readily available for their use on a periodic

basis. The Department needs exclusive use of a computer and computer training.
 

To a great extent, the problem in the financial department will be

resolved by the new Assistant Gneral .anager. A re-organization is now in 
process. 
The present financial manager will be transferred to the Division of

Land Projects. Preliminary indications are that the present financial
 
assistant/internal auditor will take the position of controller/personnel

manager. 
He will assist in the design of formal control procedures leading

towards the establishment of a true internal auditing function. 
Th1is person
will also concentrate on credit collections. lke will revise credit forms and 
work with the Assistant General Mnager to develcp a formal personnel policy. 
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Credit collections, at present, do not appear to be a major problem 
although there are inefficiencies involved. The Foundation had a total of
 
approximately kl,000,000 of loans outstanding as of December 1986. Doubtful 
accounts estimates are kept by source of funds and range from zero to nine 
percent. The nine percent is for the Foundation's rural housing program 
concentrated in the Chimailtenango area. The residents of this region suffered 
under severe civil strife, resulting in the deaths or flight of many heads of
 
househod. The zero estimate is for the land markets program. The total 
estimate is only 3 percent of total loans receivable. The expansion in 
production credit contemplated will greatly increase the importance of
 
collections. A separate position for credit collections and personnel might
 
eventually be needed.
 

If a separate position is established, it should be limited to the 
function of control of credit collection. An additional function could be the 
development of a standard educational program for the benficiaries on credit 
use and payment, to be adinistered by the teclicians. Collections also 
should be made by the technicians instead of hiring seprate! collection 
personnel. If credit collection become a serious problem, it rviy be necessary 
to hire a lawyer at least part time to assist in legal actions. 

A new division thait is contemplated is the Smill Business Division. The 
Penny Foundat oionhas entered-( into agreements with IWP'iECAP - a Guatemalan 
technical training institute-and a Swiss Foundation. It has commenced 
development activities witl a number of sm-all mechanic shops located in the 
perimeter of Guateimala City. If these experiments are successful, it plans to 
expand its sWmall business development activities to the small towns of the 
interior. The intention is to bolster local economies, reduce the migratory 
flow towards the capital and also provide job and business opportunities for
 
the children of Land Project beneficiaries. 

The Division of L4-nd Commercialization functions separately from the
 
other divisions. It presently has 29 employees. Most of the efforts of the
 
Foundation are being concentrated on this Division. It will continue to grow
 

quite rapidly.
 

The Director of the Division has considerable authority in day-to-day 
operations, but basic decisions are made, at least formally, by the President 
and General Manager. Coordination among the Director, the General Manager and 
the President appears to be excellent. 

Authority within the Division is centralized. The Director is directly
 
involved in every level of activity. Much of his time is spent on the farms.
 
He is familiar with the details of activity on each farm. By his own words he 
spends 50% of his time in direct field supervision, because the project is 
still in the developmental stage. He? feels a personal commitment to the 
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project model. It is this on-the-spot attention that has enabled the
 
Foundation to adapt so readily to the evolving requirements of the program.
 
Later, when the program has stabilized and the icdel has beccme more
 
standardized], he intends to devote much more time to administrative duties. 
Once again, there is a strong exitiple of entrepreneurial spirit and initiative. 

This 50 percent in the field provides a qreat cushion for exTansion. The
Division Director is working full-time, but as the program grows, he will be 
able to delegate nore field activity and spend more time in management. His 
management span of control can be greatly extended. His capacity and
 
familiarity with all aspects of the program 
 will enable him to eventually
 
manage indirectly with effectiveness. A matjor reorganization will not be
 
needed to handle Divisional growth required by the Commercial Liand Mtarkets
 
Project. It can be successfully mranaged. 

The rem1iininq 502 of the Director's time is srxent in adbministrative
 
duties (252), planning of farm activities (102), appraisal and negotiation of

farm properties (10%) and other activities (5%). A cdetailci, written, 2-page
 
job description exists which covers the ircnagerial duties of the Director.
 

At present, bencath the Director, there are 5 agronmis:s (ono of whom
 
has just ben transferrcd full-time to the Ciata processiuq ieartlment), anI
 
administrative assistant, secretary, technicians, leal aivi
a 15 one -r,

three teac]hers an] tw;o accountants. An organization chart is prcsent " to
 
show the hierarchical relationships of the present structure.
 

Organizational plans are now being developed to encomx-iss expansion of 
the Land Purchase Program and also to augment the philosophy of intearated 
development. The most immediate need is for a person to manage purchasing.
The specific functions of this person would be: seek price quotations on a 
continual hasis; handle purchasing operations and record-keeping; arrrage for 
transportation of materials to be delivered to the farms; and manage the 
central warehouse.
 

This activity is now the responsibility of the administrative assistant.
 
A specialist in purchasing will provide several benefits: permit the
 
administrative assistant to attend to other duties; enable better prices to be
 
obtained through specialization and greater volume of purchases; eliminate 
time lost by technicians and agronomists in che arrangement of materials 
transportation; and, improve warehouse Imanagement and control systems. 

Another change in process is the transfer of the financial manager
full-time to the Division of Land Commercialization. lie will concentrate on 
financial planning and analysis, cash flow projections, consolidation of 
financial aspects of farm plans and credit needs, an-1 improved communications 
with the financial department.
 

/ 
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Tb meet the ever-increasing need for quality information, a full-time

position has just been established for data processing. 
 lhis is another
 
indication of the Foundation's ability to rapidly adjust to growth
 
requirements.
 

Three regional centers will be opened to accommodate growth and to reduce 
pressure on the program director. 
Each center will be staffed by an
administrator/ accountant. Three or four agronomists will work out of the
 
center; one will be respensible for the center.
 

An organization chart of the Foundation at present and a projectedstructure at the end of five years is included. 'Tils structure is feasible
and manageable within the financial resource and administrative capacity ofthe Foundation. Tle project inwill be capable and experienced hands -nd will 
be successfully implemented. 

As mentioned, direct farm management beqins with the Division Directorwho s ends approxinvtely 50% of his time on the farms. Beneath the Director 
are the agronomists. Each agronomist is in charcie of an averaqe of fourfarms. Eventually, almost all operational authority will be delegated to the 
agronomists through the rengional centers. 

Accocrding to quiestionnaires andI interviews for this analysis, theagronomlsts sp>.:n,] ab1Dut 50% of their time in direct contact an1 supervision ofthe beneficiaries, 15% in thesup>2rvising technicians, 10% in the purchasing
process, 10% in plannirg activities, 10% in the promotion and selection of
beneficiaries, aind 5% in other activities. One agronomist is beginninq

spend considerable time in marketing. 

to
 

Beneath the agronomists are the agricultural technicians. They are the
principal direct link of the program with the 1>mneficiaries. According to thequestionnairres -and interviews, they spend about 60% of their time in directtechnical superv sion, 20% in administrative duties, 10% in organizational
aspects with tl'e beneficiaries and planning,10% in traveling andcoordination. The technicians are responsible for an average of 70

beneficiaries. Their responsibilities 
of assisting individual farmers and 
attending to other duties cDuld be excessive.
 

The biggest complaint of the technicians is the amount of time they have
to dedicate to administrative duties such 
as supplies nmlnagement, payroll andaccounting. 7hey feel that they are not adecpately pre!rnre to handle theseduties and that they detract from their technical work. On one farm onethe beneficiaries is a bookkeeper 
of 

a-:nd he helps out. On another, the teacherassists in supplies niuagement. technician'he said that he could not 
possibly do his work if it were not for the teacher.
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The technician is responsible for development of comunity organization.
 
He may influence the selection of those he feels have leadership qua] ities.
 
He also participates in the promotion of the program arid the selection of
 
beneficiaries.
 

It is the intention of the Foundation to have at least one teacher on
 
each farm. Besides school duties, teachers will become involved in the 
organization of community services anid adult literacy programs. Teachers and
 
techniciaus live on the farm. 'The teacher will be responsible to the 
technician, but the social worker will not. 

The present farm mnagement structure is functioning successfully.
 
Staffing most definitely canot be reduced. Direct and continuous technical
 
assistance is a key element of the program. The small parcels of land and
 
objectives of the programn make high technolxjy farming imperative.
 

One as>ect which has riot been fully studied is the eventual transfer of 
farm maragement to ihe lccal comunity. t4{ramelit committees are formed on 
each farm and administrative duties are increangly turned over to them. 
Their direct prticipation in decision-making is sought from the cry 
begimni ng. it is hopedl that the administr-itive transfer will occur at the end 
of five ye-.rs, although it is doubtful that a complete transfer will bhe 
achieved before e end of 10 years when pru-merties are fully repaid. 

Given the fact that common productive pro;'rties are being set up, common 
payroll oligations exist, all beneficiaries are individually and jointly 
responsible legally for prrxluction credit, mat rials handling is centralized, 
debt payments are to le centralized and marketing vay becTme centralized, 
considerable managerial responsibilities wil exist at the community level. 
If coffee processing facilities (beneficios) are set up on the farms, an 
administrator will definitely be necessary. At present, the technician is 
responsinle for handling administrative obligations and preparing the 
management comittee for assuming these responsibilities.
 

Management is not the area of expertise of the technicians. It detracts 
from their giving full attention to their technical duties. t-aterials
 
handling alone takes up to 3 hours each morning. The technicians are now 
being supported by the agronomists who must spend more time with beneficiaries 
and less time supervising. 1'bre attention is being spent on activities of 
less specialization.
 

At present, cost considerations prohibit greater specialization. In the
 
future, as the moment of administrative transfer to the community approaches,
 
the creation of a farm administrative position should be contemplated. 'The 
duties of the admninistrator would include: accounting; imaterials handling and 
warehouse control; payroll responsibilities; health promotion coordination 
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with the Health Director; management of production and sales data: management 
of processing facilities if established; and management training and 
preparation of beneficiaries as an organization and as individual
 
entrepreneurs.
 

On smaller farms this function could be managed by the regional centers.
 
On larger farms having more than 50 beneficiaries this would be a resident,
 
possibly short-ten, position. Beneficiaries would be trained and the
 
responsibilities then transferred to them. If processing facilities exist,
 
this would be a permanent post.
 

Outsid- support by the Foundation should be needed for no more than a
 
year. At planned land purchase levels, no more than three of these positions
 
will be required, beginning as the farms approach financial independence.
 

The total cost of these positions would be approximately 412,000 per
 
year. The benefit is hard to measure. It includes better-quality data, a
 
more successful transition to community management, perhaps a larger span of 
control of agronomists, and possioly higher productivity due to concentration 
of technicians on technical aspects.
 

The present Foundation method for technical assistance and later transfer 
of the co5t to the 1x ,-ficiaries is appropriate. A bonus system Ixased on farm 
productivity could he considere, . This could bc negotiated between the 
tech ician and the fairm r inagement committee. It would not affect the 
project. This seems more favorable than giving the technician a parcel of 
land which might distract his attention from attending to the beneficiaries. 

No formal long-term planning exists for the Foundation as whole. In the 
Division of Land Cominurcialization, a ten-year cash flow was just developed by 
Foundation personnel to substantiate the data of the Commercial Land Ma-rkets 
Project design team. The capacity for financial planning exists but principal 
aspects are often postponed because of attention to other matters. 

Ten-year plans, based on constant costs and prices, are drawn up for each 
farm. These include crop estimates and cash flows. They are being 
computerized. Present value and internal rates of returns are calculated. 

Farm plans are drawn up by the technicians and agronomists. Technical 
personnel are involved in planning to enable them to betcer understand the 
long-term impact of their decisions. The inclusion of the financial/planning 
manager full-time into the Division should make this function a relative
 
strength of the organization.
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Administrative and technical personnel in positions directly and 
indirectly related to the implementation of the Commercial Land Markets
Project were found to be very capable, and well qualified to carry out their 
responsibilities. No serious deficiencies or probleiis were encountered in
 
this area.
 

Personal relationships among employees are very good. No indication 
whatsoever was given in the interviews and questionnaires of any problems 
among employees. Some felt that they are somewhat isolated from the employees
of other departments and divisions. Tley indicated a desire to improve
interdepartmental contacts and relations. 

No problem was encountered in employee motivation. However, no active
attention nor official. recognition of accomplishments is given to e-ployees. 
No motivational prograns or activities exist.
 

The biggest problem in the area of staffing is the lack of policies,procedures and job l]escrintions. 'Ievre wre many comments in the interviews
 
and questionnaires about this lack. This is, indeed, 
 becoming a nc-cessitv due 
to the rc otf-ththe Fbuylat ion. ir.ea-e e-ecoming toD large to handle 
personnel re-)ation nI an entirely inlformal basis. The ne Assistant General
Manager has l:",icce high prioritv on this problem. He and an assist :lt will.
 
personally at tetnd to this area.
 

Salarie's of top onacement ar71ar 'o 'be adequate. Salaries of

middle-level personnel are inconsistent 
due to the lack of policy and formal
 
study in this area. R-.Pises are determined on the bisis of informal
 
interaction 
betw-en the general Lanager and division director. No formal
 
evaluations exist.
 

At the technical level, salaries of agronomists appear to be adequate.
Technicians appcair to re slightly underp]iid given the extent of their 
activities and obli'ations. The problem is not serious. Personnel turnover
in the division is low. -,ccorning to the Director, only one or two leave each 
year. The Division is able to attract highly qualified [peo-ple with lengthy 
experience and retain them in the Foundation.
 

No spcific neeIs for training were encountered except in the areas of 
computers and accounting. Computer training needs are discussed in another 
section. A'ccounting training needs are being attended to by the Assistant 
General Ma]nager.
 

There is a need for refresher courses and up]ating, ha-jever. General
 
management concepts and skills could be improved to keep pace with the 
organizational growth. Training is also an important motivational factor 
which can be used as a reward for those who are doing exceptional vrork.
 

(
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Maaeet 1 zi es instbitution in, 1aestriintr _g t~id 
tii'~ i~tr~nin ~ can meV~~is~t~in~i Guatemala At, 

development arid .irtivation . Updating of technica1 ;l~edge'lis needed in the,
ar1ea 6f'-offe.--Acouple--of- trips..should-be-arra-nged to-the-'off'e sac 
institute sin~ osta c,,ad Coluiiia.' Productivitinhe cures', 
much high'er_,than it is in~ uamla Greater advantage ~should a~lso'be tahen 

Sof l1ocal institutions- suchas ANAAEEhich~ occasioal fecurs, 

Basic finiancial, and sytems controls exist inthe 4Penny'Foundaiiion arnd in 
the Division of Lan Comriliain An~anual rport has ben produced in, 
each of th last two years.> Tereport~s incluide a,.alanc see and income 
statement-. The FoundationbhsA alsohaanetrl ",d uetae b a 
-repual accounting- firmin each o6f the past two~ years. Th fi~Pnancial
 
statements were approved-with~ no observations made.~-


Reod aeas 'kept&of each 4prthcipal activitiy including land i 
~ purchasing, credit etnsion by 4user and by farm, payroll~, ;payments record1s'~ 

~~Records~ar also 1keot for nopi-onetaxy activities suc rs fams vi.sitedN 
>and rejected, .and beneficiay analysis. Th-e purpose is to prov[ide systematic r 

anlyi lead.ing to imro Aeii Aaig
 

'MTe foundation ay..emIp's to aodmisuse of funds'byi lv~ing several.'A 
peole n ensitive activities.§ ihe.land purchas.e lprocess involves four 

levels'. Cridit.approval Iinvolves, four, or five levels dpendingShierarchical, 
2
<,Uon the amo~unt. The GeneraJ M~aaer can appro ve loans of leiss thai $2000. The-

can approve loans oup to 00 rdtc~te ossigo 
3' Board3 menibers approves, loans' of more than t4000. This 'process is somnewhat ~ 

Ai"President 

4 slo" ,'Ilas in creditA aprvlaemnindasapoll',ysm techncbaA. 
- personnel 'in~ other programs. A A4 ''"&'4 AAA ',''' 

Wasof',presen'atiom an repor '~'are aprpit'lw""s for~Aform'AatsA not 
'Acision-making.def The accountng systemjis finds related which ~ena3les a >' A-A 

Atifa~cLoryunUerstadi';ly donors~'of.ha'their money is being used, but is5 ~A 

no l4y ietyapial to'potenti'1a problem areas.. OverdueA accounts,AA' 
-fork ins taice, arebased on fwundiig sorces and are not centered~on programs 

.AAA'"Aand persnne involved. AA4A 

'Atepesn
' Much of the inforaton does not directl rec the had 

w~i'hs th~e -time to stdyit thie talent tlytere t hands of uhciyt
 
£ respond )Improvement is underway.A More and more data a.re being comiputerizedr
 
-;"inewreports are being structurd;-accounting deprmn traiing couses~are,
 

'~ beiA'ng pl~anned;ad- h finAancial department i~s loeing reorganzd 'lliedetil'
 
'fths aton r discused inother sectios. h'Meresult~il soo bea
 
syte'f controls'that ishighly adequate for the needs of the Commercial?
 

9 A­
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Analysis of Penny Foundation management systems demonstrates that
 
procedures are basically adequate. 
Land purchasing is not a bottleneck and no 
major changes arc needed in the beneficiary selection process. The transfer 
of land titles is a slow process but the problem resides outside the
Foundation. No institutional changes can substantially expddite the process. 
The biggest credit-related problem is in materials procurement and handling.
 

The Penny Foundatijn can successfully carry out an expanded project.
Change is needed in management practices, but most of the needed changes are
 
now being addresed or being studied. No major changes in organization or 
personnel are needed. 

Care should be taken not to promote excessive land purchasing while 
disregarding the other key aspects of production credit, education, technical 
assistance and health. The basic flexibility of the Foundation should be 
appreciated and nurtured. 

In sumuary, the positions to be staffed or evaluated under the Project 
are:
 

Position 
 Status
 

Assistant Coneral ,M-anacier Hired 
Financial Punning Chief, Cormercial Land 1.1nrkets Assigned full time 
Procurcneme t/ terla Is Hndl nj Si-x-cialist Hired 
Regional Administrators/Accountnts To be hired
Ita Processing iA-pa rtment fk-ad Assigned full time 
Data Processing Assistant To be hired 
Civil Engineer, Comnercial Land .rkets To be hired 
Credit and Personnel R-inager (tentative) To be assigned
Credit Collections Aidinistrator To be evaluated 
Marketing/'Exprt Specialist To be evaluated 
Farm Administrators To be evaluated 
Social Worker (counterpart funded) To be hired 
Health Director (counterpirt finded) To be hired 
Teachers (counterpart funded) to be b red 
Technical ibusing Personnel (counterp rt funded) to be hired 

The Penny Foundation issues annual. financial statements for the calendar 
year. The statements are ae:ited by a local firm affiliated with a U.S. big
eight accounting firm. The Foundation's accounting is maintained by funds,
according to the operation supportel by a fund and the fund's source of credit 
or donation. 
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Analysis of the consolidated statements shows donations to be the
 
Foundation's biggest source of income. 
During 1986, A.I.D.-supported
 
activities accounted for almost t850,000. This was 54 percent of the 
Foundation's total annual income and 69 percent of all donations. 
qle next,
 
and only other significant source of funds was for rural housing. Foreign
 
donations in 1986 for housing came to 23 percent of all donations. The
 
Foundation did book an extraordinary gain of about t47,000 on foreign exchange
 
appreciation.
 

Foundation expenses were prinmrily salaries, general administration and
 
interest. Salaries and ahninistration came to 266,000 or just under 60 
percent of total expenses. Salaries and administration, hcwever, were 17
 
percent of total income, which in the U.S. is a commendable percentage for a
 
non-profit organization. Interest expense came to 898,000 or 22 percent of
 
total expenses.
 

The Foundation's asset side of the balance sheet is heavily weighted with 
loans receivables and land. Short and long-term loans account for 23 percent 
of total assets. Iand for sale makes up about 33 percent of total assets. An
 
amount for appreciation in dollar dominated securities or currency was added 
to the asset side of the balance sheet. This came to 12 percent of total
 
assets.
 

The liability and fund bl-lance side of the balance sheet shows the 
payments for seller financed land sales to be 29 percent of total
liabilities. This percentage has increased 10 percent within a year and will
continue to rise as the land purchase program advances. Soft foreign exchange 
loans make up 39 percent of the total liabilities, bank loans 12 percent and 
accounts payable nine percent. The Foundation's fund balance has more than
 
doubled, mostly due to the Commercial Land kMarkets Program. 

The Penny Foundation's consolidated balance sheet, income statement and 
statement of changes in financial position are presented in this ANNEX. They,
in effect, demonstrate the growing importance of the Commercial Land '-a-rkets 
II Project in terms of their financial status. The amounts are in Quetzales.
 
The exchange rate to be used in converting to dollars is 2.5 Quetzales to the
 
dollar.
 

3220R
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FUNDACION DEL CENTAVO 

(Fundaci6n Guatemalteca para el Desarrollo) 

ESTAUO DE ACTIVOS Y PASIVOS 

A] 31 de diciembre de 1986 y 1985 

(en quetzales - nota 1) 

ACTIVO 

1986 1985 

Circulante 

Efectivo en caja y bancos 
Pr~stamos 
Deudores varios 
Inventarios 
Plantaciones 
Terrenos para la venta 
Gastos anticipados 
Invers iones 

814,762 
1,234,894 
467,163 
314,604 
114,193 

3,4U3,140 
4,545 

25,800 

467,220 
1,141,525 
510,889 
99,593 
-

1,230,789 
3,913 

76,600 

6,379,101 3,530,529 

Otros activcs 

Inve rs ione s 
Pr6star.:os a largo plazo 

909,385 756,711 

Deudores varios a larqo plazoTerrenos en fincas r~sticas 
Construccionus en proceso 
Otros 

1,198,447 
38,784

264,514 
65,734 
-

882,790 
36,425

297,126 
6,833 
4,229 

2,476,864 1,984,114 

.nmuebles K equipo 

Costo 
Depreciacion acumulada 

471,417 
(174,724) 

285,942 
(93,706) 

296,593 192,236 

Cargos di!ericos 1,264,680 1,761,o52 

10,417,338 7,468,331 
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FUNDACION DEL CENTAVO 

(Fundaci6n Guatemalteca para el Desarrollo)
 

ESTADO DE ACTIVOS Y PASIVOS
 

Al 31 de diciembre de 1986 y 1985 

(en quetzales - nota 1) 

PASIVO
 

986 1985
 

Obligaciones a corto plazo 

Prestamos de entidades del exterior 
615,161 1,072,464 

Pr~stamos bancarios 46,664 46,664
 
Cuentas varias por pagar 459,406 336,473
 
Documentos por pagar 379,475 192,200
 
Anticipos sobre ventas de terrenos 
en fincas rOsticas 	 157,113 189,610
 

1,657,819 1,837,411
 

Obligaciones a largo plazo 

Documentos por pacar 1,072,325 	 360,050
 

Pr~stamos de entidades del exterior 
1,321,785 1,807,168
 

Prdstamos bancarios 543,228 	 589,893 
112,220Fondo de desarrollo social 	 112,220 


3,049,558 2,869,331
 

Otros pasivos 

Ingresos por realizar 96,326 71,710 

Provisidn para indemnizaciones 80,690 73,030 
Provisi6n seauro de vida 37,280 40,160 

214,Z96 184,90U
 

Suma pasivo 	 4,921,573 4,391,542
 

FONDO SOCIAL
 

Fondo social al inicio del afio 2,576,389 1,356,433 
Exceuente de ingresos sobre gastos del 

2,913,776, 720,-*51periodo 
10,417,338 7,76,3) 

10,417,333 7,468,431 
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FUNDACION DEL CENTAVO
 

(Fundaci6n Guatemalteca para el Desarrollo)
 

ESTADO DE INGRESOS Y GASTOS
 

Del 
lo. de enero al 31 de diciembre de 1986 y 1985 

(en quetzales - nota 1) 

1986 1985 

Ingresos 

Beneficio en 
Donaciones 

venta de meda]las 70,496 
3,073,370 

21,561 
1,058,838 

Intereses por dep6sitos de ahorro y
certi fi cados 
Intereses sobre pr~stamos 
Asistencia t~cnica 
Productos agricolas y otros 

261,972 
180,241 

1,149 
335,007 

250,319 
94,493 
31,476 
21,827 

3,922,235 1,478,514 

Gastos
 

Costo de productos agricolas 
 48,829 -Sueldos y prestaciones 
 342.984 217,272

Intereses sobre prdstamos 
 246,595 230,486

astos generales 

322,754 
 274.721
Cuentas de dudosa recuperaci6n 
 99,616 70,667
Depreciaciones 60,071 26,589
 

1,120,849 81V,735
 
Diferencia en cambio de rmneda 
 117,390 61,672
 

Excedente de ingresos sobre gastos 
 2,918,776 720,451
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FUNDACION DEL CEWTAVO
 

(Fundaci6n Guatemalteca para el Desarrollo)
 

ESTADO DE CAMIBIOS EN LA SITUACION FINANCIERA 

Del lo. de enero al 31 de diciembre de 1986 y 1985
 

(en quetzales - nota 1) 

1986 1985
 

Los recursos financieros fueron provistos 
por: 

Operaciones 
Excedente de ingresos sobre gastos 2,918,776 720,451
 
M~s: cargos (menos cr~ditos) a in­
gresos y gastos que no requirieron
 
capital de trabajo:
 
Depreci ac' ones 58,308 26,589 
Indemni zaciones 25,343 16,726 
P~rdida en activos fijos 2,633 -
Provisi6n por seguro de vida 3,990 
Utilidad realizada en venta de 
tierras (40,644) (11,177)
 

2,964,416 756,579
 

Pr~stamos del exterior 282,392 1,647,481
 
Documentos por pagar a largo plazo 712,275 352,050
 
Reclamo de seguro vehfculo 39,242 26,900
 
Aumento de ingresos por real izar 65,260
 
Disminuci6n de deudores varios a
 
largo plazo - 7,557 

Otros 4,229 27,097
 
Diferencia en cambio de moneda 496,972
 
Recuperaci6n en ventas de tierras 32,612
 
RecuDeraci6n valor certificado de
 
garantfa 26,500 -_ 

4,623,898 2,817,564
 
Disminuci6n del capital de
 

trabajo - .___ 151_ 5 

1,623,"-8 3,81E,15 
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FUNDACION DEL CENTAVO 

(Fundaci6n Guatemalteca para el Desarrollo) 

ESTADO DE CAMBIOS EN LA SITUACION FINANCIERA 

Del lo. de enero al 31 de diciembre de 1986 y 1985 

(en quetzales nota 1) 

1986 1985 

{I Los recursos financieros fueron aplicados a 

Inversiones en valores 
Prcvisihn d_ pcgo pa. a pr~starms a largo plazo 
Aur.ento de pr6stao', por cobrar a largo plazo 
Adquisici6n de bien2s fijos 
Pago de indemnizac-cnes 
Prdstamos incobrables 
Construcciores de proceso y otros 
Aumento de dudores a largo plazo 
Diferencia en cambio de moneda 
Disminuciones de ingresos por realizar 

299,174 
814,440 
315,657 
204,640 
17,683 
2,880 
58,901 
2,359 
-
-

1,715,734 

752,711 
912,639 
238,706 
123,709 
6,310 
19,035 

1,761,652 
1,053 

3,815,815 

Ajustes del capital de trabajo 

Caja y bancos (120,000) 

1,595,734 

-

3,815,815 

Aumento del capital de trabajo 3,028,164 -

4,623,898 3,815,815 
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FUNDACIOU DEL CENTAVO 

(Fundaci6n Guatemalteca para el Desarrollo) 

ESTADO DE CAMBIOS EN LA SITUACIUN FINANCIERA 

Del Jo. de enero al 31 de diciembre de 1986 y 1985 

(en quetzales - nota 1) 

1986 1985
 

Il Variaci6n del capital de trabajo 

Aumento (disminuci6n) en el activo 
circuiante: 

Efectivo en caja y bancos 347,542 (1,308,135)

Prdstamos 
 93,369 18,097
 
Deudores varios 
 (43,726) 393,357

Inventarios 215,011 (41,170)

Plantaciones 114,193 
 -

Terrenos para la venta 
 2,172,351 1,178,789

Gastos anticipados 
 632 (1,940)

Inversiones 
 (53,800) 50,800
 

2,848,572 289,798
 

(Aumento) disminucidn en las obligacio­
nes a corto plazo: 

Pr~stamos de entidades del exterior 457,303 (773,878)
Cuentas varias por pagar (122,933) (266,677)
Qocumentos por pagar (187,275) (134,200)

Prestamos bancarios 
 (33,332)
 
Anticipos sobre ventas de terrenos
 
en fincas r-sticas 
 32,497 (29,362)
 

179,592 (1,287,949)
 

Aumento (aisminuci6n) del capital de
 
trabajo 
 3,028,164 (998 ,1I) 
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Financial Analysis
 

The purpose of the Financial Analysis is to assess the financial
 
feasibility of providing additional funding to the Penny Foundation. '[o
 
financial issues are critical for the success of the land purchase program.
 
The first is the profitibility of the parcels. Will the parcels generate
 
enough income so the families are able to repay the production and land 
credit? The second issue is the financial viaoility of the Penny Foundation. 
Can the Foundation operate by financing half of its land purchases over a 
short-term and lend to its beneficiaries over a long-term. 

Small Farm Profitability
 

In general, the Penny Foundation organizes two kinds of family-sized 
parcels, those that cultivate vegetables and a food crop; and those that plant 
permanent crops and a food crop. The vegetable parcels are located in the 
Altiplar; are more expensive; are relatively smaller; require only short-term 
production loans; and begin land repayments the first year. The coffee and 
cacao parcels are located throughout the country. They are quite large but 
less exp-ensive, and thus accom.odate more beneficiaries. The problem is 
these parcels need substantial aounts of long-term production credit for 
inputs and labor, which drat-ws on the capital resources of the Penny 
Foundation. This creates a cash flo problem for the Penny Foundation because 
these families are unable to repay the production and land loans for four 
years. 

Fortunately, the Penny Foundation has three-years experience so data are
 
available for analyzing the parcel profitability and debt servicing capacity
 
of the individual parcels. To analyze the repayment capacity three crops are
 
presented, coffee, pineapple and broccoli.
 

One of the most typical types of family parcels established by the Penny 
Foundation is a 2.75 hectares parcel where 2 ha. are dedicated to coffee and 
.75 are planted in basic grains. ,qhen the Penny Foundation buys farms which 
have been idle for a number of years, a large capital investment is required 
over a peri-1 of several years before the resulting parcels sell enough coffee 
beans to repay the debt. During this period, hhe families must survive on 
three sources of income:
 

1. 	 9hey receive a wage income for one-half their total labor. For
 
example, if a male participant works 30 days on the coffee project
 
and the daily wage is Q3.20, then he earns 15 days wages, which are
 
financed with long-term credit.
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2. 	 The corn production serves as both a consumption and a commercial 
product. 

3. 	 The beneficiaries are allowed to seek off-farm wage income during
slack work periods. 

Table 1 provides an example. At a 	Q3.20 wage per day for coffee labor,the beneficiaries are allowed to borrow Q525.00 per hectare, or Q1,050 if they
have 2 hectares of coffee. This debt accumulates along with other production
debt until some coffee beans are sold at the end of the third year. 

While this is only a bare subsistence income, in comibination with thefood crops and off-farm income the participants are slightly better off than
before they joined the program. The average rural family income for 1986 isQ1,500 (USID,1987). Estimates for Guatemala indicate that a family of five can obtain an adequate diet with a one-half hectare piece of land (Kennedy,

1984). The beneficiaries' incomes are 
only just above the average rural 
income levels during the project's first years.
 

Table 1 provides an overview of estimated costs and returns for one
hectare of coffee planted on barren land. 
Production expenses are very high

the first few years. Te beneficiary goes into debt Q5,963 by the end of the
second year (Q11,936 for a 2 ha. coffee parcel). 
 By the end of the fourth
 
year, the accumulated production loans and interest is retired. 
The land
 
payments begin at the end of year five. 
The very high land payment in the

sixth year is due to the accumulated interest charges. 
By the seventh year, a

farm family will be earning nearly Q7,000, not including in-kind and
 
commercial income from the .75 ha corn crop.
 

To determine the profitability and value of a farm, the Penny Foundation
personnel must appraise each individual property offered for sale. 

different appraisal methods are commonly used. 

'wo
 
The comparable sales method
 

uses the selling price of a similar farm to arrive at a reasonable market

price. 
Since no two farms are exactly alike, the previous sale must be
adjusted to reflect different characteristics. 
This method is useless for the
Penny Foundation project. Because the market value of a farm may reflect
 
nonagricultural factors. Speculators, for instance, may be buying up

agricultural land for development as an urban zone some time in the future.
 

The second approach, income capitalization, is appropriate for the landpurchase program. Income capitalization is a procedure which projects the
annual net return from a farm property by subtracting the estimated labor and
input costs from gross income to provide an annual flow of income to land.The residual is used to estimate the market value of the farm by capitalizing
the return to land. 
The discount rate is the profit rate an investor would
 
require.
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To date, the Penny Foundation has not paid more that Q1,800 per hectare 
for farmland they have subdivided into coffee parcels. The appraised market 
value of the one-hectare coffee parcel in Table I is Q7,944. To determine the
 
market value, the net return to land after the third year, Q3,295, is divided
 
by 20% (the interest rate a smart investor could earn lending money inside the
 
country). The present value of this number is Q7.944.
 

The example in Table 1, estimates that over the next few years the
 
maximum price for farms which will be converted into coffee production is
 
Q2,500. For the 1 ha example in Table 1, the maximum price the Penny

Foundation should pay is QT,944 per hectare. 
Even assuming, the beneficiaries
 
have to pay for technical assistance after they become self-sufficent, the
 
appraised value is Q7,040 (calculating the technical assistance costs at Q375
 
per family).
 

Using the income capitalization approach to appraise the land cultivated
 
in pineapple and broccoli (Table 2 and Table 3), 
yields similar results.
 
Pineapple is a semipermanent crop, with decreasing yields over a three-year

period. It takes about 19 months to produce the first crop. Many Penny

Foundation farms will be producing coffee, pineapple, and corn in
 
combination. Parcels will have 2 ha of coffee, 
.5 ha of pineapple, and .25 ha
 
of corn. The example in Table 2 demonstrates that the expected benefits from
 
pineapple will bring about immediate results, netting a family Q1,888 only
 
eighteen months after planting (Q944 for .5 ha), and Q3,009 the second year
 
(Q1,505) for .5 ha.
 

A typical vegetable farmer in the Altiplano will have 2 ha with the Penny
Foundation project. The majority of these parcels are capable of producing 2
 
crops of broccoli, or some other vegetable, and one corn crop in a single
 
year. 
Obviously, this land is much more expensive. The Penny Foundation has
 
had to pay up to Q6,000 per hectare for good properties in the Altiplano. 'he 
example in Table 3 demonstrates that even if the price per ha climbed to 
Q7,000, and product and input prices remained unchanged, the net crop income 
is adequate to meet the land payments. The appraised value of the land in
 
Table 3 is Q15,985 per ha.
 

The vegetable farms are attractive to the Penny Foundation because they
only require short-term credit, usually about 4 months, and begin land 
repayments the first year of the project. But, they are also much more 
expensive, and will not accommodate as many beneficiaries as the coffee farms. 

Assuming that product and input prices do not move too drastically in the 
wrong dii'ection, and that estimated production levels do not fall more than 
40%, and given a continuation in the present structure of Guatemalan 
agriculture, the small farms established by the Penny Foundation are 



TADLE 1 

REPAYMENT CAPACITY FOR ONE HECT'ARE OF COFFEE 

(EQuetza Iesy 

2.5 cuetzales to 1 U.S. dollar 

Year 

1 2 3 4 

------------------------------------------------------------------------------------------------------------------------------------­

5 6 7 9 10 

Production Empenses 

Accrued Expenses 

Land Payments a 

Coffee Sales 

Net Income 

Ending Balance 

Net Family Income b 

4,132 

4,132 

0 

(1 

(4, 132) 

(4, 172) 

525 

1,340 

5,968 

0 

0 

(1,340) 

(5,968) 

190 

2,028 3, 185 

5,084 2, 500 

0 a 

3,628 6, .60 

1,600 3,295 

(5.04) (2,500) 

598 770 

3 1B5 

0 

40:, 

6.480 

3,295 

2132 

934 

3, 185 

0 

2,200 

6,460 

3,295 

1,095 

1,994 

3,185 

0 

760 

6.480 

3,295 

2,515 

3,414 

3,185 

0 

710 

6,480 

3,295 

2,565 

3,484 

3,185 

0 

640 

6,480 

3,295 

2,655 

3.554 

3,185 

(1 

570 

6,480 

3.295 

2,725 

.64 

a 
------------------------------------------------------------------------------------------------------------------------
The price for one hectz.re of coffee land is Q 2,500. 
The interest rate (or land and production credit is 14% 

Net family income includes one-half of the labor cost which are covered by production credit. 

JZ 
I> 
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TABLE 2 

REPAYMEN'F CAPACITY FOR ONE HECTARE OF PINEAPPLE 

(Ouet iAI VS) 

2.5 Quetzales to 1 U.S. dollar 
Year 

2 3 4 5 6 7 6 9 10 

----------------------------------------------------------------------------------------------------------------------------------

Production E::penses 

Land Payments a 

Pineapple Sales 

Net Crop Income 

Net Farm Incomeb 

Net Family Income C 

5,397 

600 

7,200 

1,803 

1,203 

1,888 

3,488 

565 

6,750 

3,262 

2,697 

3,009 

2,920 

530 

5,400 

2,490 

1,950 

2,262 

5,397 

495 

7,200 

1,805 

1,309 

1,993 

3,489 

460 

6,750 

3,262 

2,8 2 

3,114 

2,920 

425 

5,400 

2,400 

2,055 

2,367 

5,397 

390 

7,200 

1,803 

1,413 

2,098 

3,488 

355 

6,750 

3,262 

2,907 

3,219 

2,920 

32(1 

5,400 

2,480 

2, 160 

2,472 

5,397 

285 

7,200 

1,803 

1,518 

2,203 

------------------------------------------------------------------------------------------------------------------------------­

a The price for one hectare of pineapple land is 0 2,500. 
The interest rate (or land and production crodit is 14% 

b Net ;arm income is equal to net 

c Family income includes one half 

crcp income les! 

the total labor 

land payments. 

couts which are financed with production credit 0 

Ln 
H 

0OH 

N, 



TAELE 3 

REPAYMENT CAPACIrY FOR ONE I4ECTARE OIL DROCCOLI 

(PLIet= a I eS) 

2.5 Quetzales to 1 U.S. dollar 

2 3 4 

Year 

5 6 7 e 9 10 

--------------------------------------------------------------------------------------------------------------------------------

Production E::penses 

Land Payments a 

Broccoli Sales 

Net Crop Income 

Net Farm Incomeb 

?iet Family Income c 

5.217 

1.610 

8,414 

3, 197 

1,517 

2,399 

5,217 

1,582 

6.414 

3,197 

1,615 

2,497 

5.217 

1,484 

8,414 

3. 197 

1,713 

2,595 

5,217 

1,386 

8,414 

3, 197 

1,311 

2,693 

5.27 

1,28 

8.414 

3,197 

1,909 

2, 791 

5,217 

1,190 

8414 

3,197 

2,007 

2,B89 

5,217 

1,092 

8,414 

3, 197 

2, 105 

2,987 

5,217 

994 

8,414 

3197 

2,203 

3)035 

5,217 

896 

8,414 

3, 197 

2,301 

3, 183 

5,217 

798 

8,414 

3, 197 

2,399 

3,221 

a 
------------------------------------------------------------------------------------------------------------------------------

The price for one hectare of broccoli land Ic 0 7,000. 
Th interest rate for land and production credit is 14;b 

b 

c 

Net farm income is equal to 

Family income includes one 

net 

hall 

crop 

Ihu 

income less 

totsl 1Ibor 

land payr,.ents. 

co'3ts which am inaced with prodUction credit 

LO
CD 
a di

0) 
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financially sound and profitable. 
The problem is whether the Penny Foundation
 
can avoid a negative cash flow while waiting on the credit reflows from the
 
permanent crops.
 

Penny Foundation Financial Viability
 

The Penny Foundation has flexible credit policies tailored to the needs
 
of the beneficiaries participating in the Project. 
MIany beneficiaries come
 
into the program with few to no assets. Consequently, the Penny Foundation
 
postpones the repayment of credit and naortgage for many of the beneficiaries
 
until they have an income from which to make payments. The Foundation
 
maintains this flexible policy because the population it serves needs it. The
 
Penny Foundation is after all, a non-profit development organinzation, not a
 
commercial real estate developer.
 

While the Foundation's flexible credit policies meet the needs of the
 
landless poor, they make the Foundation's financial planning difficult and
 
critical. The Fo ndation has the seller finance half of each land purchase
 
over a five-year period. 
It pays the seller with its collections of credit 
and mortgage from the beneficiaries. Since the beneficiaries have .10 years to 
pay hack their mortgqa-es, rmny with a grace period, and several years to pay

orcruction the Foundationback their long-te prm creIit, has to carefully limit 
its annual debt to sellers in accorda:ince with its anntual rate of recuperat ions. 

The origiral AID grants of t3 million allowed the Founation to bWv
 
nearly 4,000 hectares of land. -hile this has b-en 
a social success for the
 
more than 600 families buying parcels, the financial position of tne
Foundation's land txirchase prograin has b-een compromised. The payments on the
original 4,000 hectares along with the farm support costs will exceed the land
program's cash income over the next few years. Without continued AID support, 
the program would exp>erience a cash crisis.
 

The purpose of the original grant project was to establish a mechanism to 
permit small farmers to purcl-ase arable lands. The mechanism was expected to 
be made self supporting and cover cash shortages by having the Penny

Foundation n-irket .mortgaTebonds in the Guatemalan financial market. 
This did
 
not happen, and even 
if it had, would not haive iade the Peiny Foundation self
supporting (see Technical Analysis). Be)cause the Foundation works with rural 
landless who need long-term credit with grace periods, tie Peny Foundation 
can use the Cuate~malan capital wmrkets only as a source of short-term funding 
to cover cash deficits. 

The local market for selling debt instruments sets the terms at five 
years with an interest rate of anywhere from 12 to 16 percent for top quality

securities. For this financing to be useful, the Fouilation would have to 
charge its beneficiaries interest costs above 16 percent and collect payment 
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over a shorter payback period. The families now benefitting from the program
could not sustain these additional costs. With the existing successful
 
Project, the use of local capital market financing by the Penny Foundation for 
its program, would exacerbate the existing problem of borrowing short and 
lending long. The additional debt servicinq would stall or reduce the program 
if the beneficiary credit and imortgage recup>erations were sufficient to
 
service the addition.l bos debt, and end the program if they were not. 

Consequently, the objective of the fiLnncial amlysis is 
to structure the

Project so that the Penny FLndation's land program would be self supporting
 
at Foundation 
 and Mission agreed upon levels of annual land purchases. Pro 
forma cash flow analyses were developed] to ascertain tha amount of funding 
necessary to -riake the Penny Foundation self supporting by 1991 with a
 
capability to continuously purchase well over 1,000 hectares of land per 
year. The pro fornvi analyses uscd actual Project cost data for 1935 and 
1986. Assumptions and backgroun'd information for the projections included: 

Land will be bught -t an average of t900 per hectare. Land prices will 
be subject to inflation of 7 percent per year. Project average to date for 
land purchases has been 513. 

Cost of farir prD]uction will rise at five percent per year. 

The amount of land re uiring production credit will increase from 45 to 
60 percent as nore land goes into production. 

The crop mixes, seasonal arnd permanent, will be in the same proportion as 
they have been over the past three years. 

AID funds are used for parcel and production credit. 

Penny Foundation pays interest and principal on seller financed land 
purchases.
 

Farmers with their land in seasonal crops repay their production credit 
in the following year. 

Farmers with land in seasonal crops amortize land payments with simple 
interest beginning year after loan is nude. 

Farmers with land in permanent crops have a three year grace period and 
then amortize their land debt over 10 years.
 

Farmers with land in permanent crops have a three year grace period and 
repay the debt with interest in the fourth year. 
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Credit and land~default payments are zero., The Foundation will forecloses
~~~and 1~tproducirg farms,, in default. Farm beneficire r on~'ib~% 
Sfor 'predution credit. Excpected parcelI~ncome would ha'e Eo d~rop40 ecn 

tZ~Ziz ~ul gn~toaffect- eb-r'payment-capcity.. -

Of -ecashflow; projectionis, developed, thre were'sjcc o j~~j9~ 
zy prsentation. Based nfthe analyses,c an additionalL AID) giant t&.'the Penny,
4I KFoundatiof 07 5 million is recommended, With the originai. grants, ,
 
j:> (520-0343), of t2 million anid the 1 million 'in research,,. the toal Project

**~*~Wfundin4 will come to $10 million. tUnd~r this propo~sal (see Table 4), grant


j*. funding would be used to' establ.ish maxirnr annual land purchases of 1l3G0 
hectares per year. KThis is the average annual level of.'purchases the Penny
Foundation can~ sustain on a self suporting basis. Exceeding this annual 
level, f land purcahses without a* larger grant wil~l raise d.ebt lev'els higher
than,'the PennyFoundation can efficiently manage. 

Soriginal Project budgeting contemplated a follow-on grant of t4 million 
for the Penny Foundation (see Table 5). With the Penny Foundation's impending
cash deficit, though, the amo~unt of funding available for annual land sales 
was unider 900 hectares per 4year on a self-supporting basis. This wa's 
considered too low a level of annual activity given the size of the lnls 
problem and the Foundation's capability.
 

Finally, the analysis considered funding of the Penny Foundation at 4 
million in grant funds and t2 million from the sale of mortgage or investment 
bonds (see Table 6). This analysis assumed the best conditions for the 
Foundation to issue bonds in Guatemala: bonds would be sold' at face valuer 
interest rate payments would be copunded at 12 percent and deferred until 
maturity; and maturity would be five years. To avoid a cash crisis and 
service its additional bond debt, the Foundation's annual level of land 

&J< purchases would be limited to 600 hectares. 

In sum, the Penny Foundation can expand its program inr a self-supporting 
manner if it finances its operations from capital (fund balance) and closely 

.:monitors its debt. With additional grant', ftnding of 7 million~for .the~ landi 
purchase component of the Project, the Penny' Foundation could'purchase der " 
10,9000hcae by the end of the Project and continue annua ucae of 
about 1300 hectares on into the future'. 

Because the viability of the Foundation' s land ,purcbase program depends 
~K>w" son its debt, th Foundation' s -financial information-ainmnagement' reports

''~<"become critical to teprogram' s 'success. , ",, ' i-x "
 

k. ~he, 
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Information Systems Analysis 

An information systems analyst surveyed data collection and analysis 
procedures for the Foundation's operations, finances and management. In 
operations, the Foundation's information management system covers beneficiary 
selection, farm purch-ise/rejection and processing of individual farm cost and 
production data. Of .hese three tasks, only beneficiary selection data are 
processed and storedl on a FoLudation computer. The farm purchase/rejection 
information consists of written description of the farms visited and reasons 
for or for not buying them. Farm cost and proluction data are also manually 
managed. Foundation agronomists collect some farm-level cost data and send it 
to the accounting department for processing and posting. The information 
analyst recomnended that, in addition to the existing ocy-ration data, the 
Foundation collect information and report quarterly on beneficiary turnover
 
per farm, family income, hectares purchased and average price paid per hectare 
for each farm. All the operation reports should be maintained on a computer 
datz base. 

Financial monitoring involves functions that e~isure the financial health 
of the organization. It consists of accounting and financial planning. A 
Guatemalan firm developed( standard general ledger software for the
 
Foundation's accounting. TIhe general ledger is used to sumarize all 
financial transactions and prepare balance sheets and income statements. The 
Foundation's general ledger software is not integrated with payroll, 
inventory, accounts receivable, accounts payable or other subsi.diary journals, 
as the Foundation maintains these manually.
 

The Foundation's accounting software works and is adequate for the 
activities planned under the Project. It is not as efficient as it could be, 
though. The ideal accounting software would allow the Foundation to write any 
report they desired out from an integrated system. An integrated accounting 
system would be nice, but none are available in Spanish for fund accounting. 
To write the integrated components for the existing general ledger software 
would be too expensive. The information systems analyst therefore reconmmended 
that the Foundation continue to use its general ledger package, buy a stand 
alone accounts receivable package and produce cash flow and financial reports 
on auxiliary spreadsheet and database software. As the land purchase program 
grows the Foundation should evaluate the costs, benefits, and availability of 
an integrated fund accounting system. 

The way the Penny Foundation manages its cash from the land purchase 
program will determine its success or failure. The current obligations of the 
Foundation cannot be paid with future collections. Financial planning is 
imperative. For this reason, the Foundation will buy accounts/notes
 
receivable software to monitor inflows and outflows of production and land
 
purchase credit. It will buy either a stand-alone package or develop one
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internally. The Foundation will also produce cash flow and pro-forma 
information on a quarterly basis for:
 

Land Purchase Activity as a whole
 
Farm level as a whole
 
Farm level by hectare
 
Farm level by crop
 
Farm level by beneficiary and/or parcel

Break even and shutdown (variable) prices and/or sales level for each
 
crop and farm. 

To assist the Foundation in the design of databases and required 
financial reports, USAID will fund some short-term technical assistance. The 
contractor should be familiar with information systems and data base designs
 
for farm production and financial analysis. If available, the information
 
systems analyst who evaluated the information system for the Project design
 
should be contracted. He is familiar with the Foundation's needs and
 
demonstrated consummate skill in this field.
 

The computer equipment and personnel need to be expanded to meet the 
proposed data processing and reporting needs of the land purchase program. As 
many small organizations have done in the past, the Foundation has adopted 
computer techrology hanhazardly. It obtained two computers, an I1M PC X!, and 
an Apple Acintosh, with printers and a small aimunt of software to handle 
simple accounting. Through the initiative of one individual, an agronomist

who has had sonie training in computer applications, the Foundation expanded 
the computers' use to include some financial planning and operational data 
processing for the land market program. The agronomnist has shown the ability 
to creatively apply coaputer software to various Foundation inforn-tion
 
needs. He has the skill and initiative to develop more computer uses, out
 
cannot because: he is working only part time on computer applications; the
 
equipment is tied up much of the time by the accounting department; and the 
equipment has reached its operating and storage capacity.
 

After evaluating the information system, proposed information needs, and 
the organization and personnel involved in information management, the 
information analyst recommended the purchase of hardware, software and 
organizational changes. 

Recomended hardware purchases should include: 

1 IBM PC AT or compatible with 640K of RAM memory, one 1.2 megabyte 
floppy disk drive, one 360K floppy disk drive and one 20 megabyte hard 
disk drive
 
2 Epson LX 1000 printers
 
1 Hayes compatible modem
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1 Apple Macintosh modem 
1 Surge protector/line conditioner
 
1 Memory expansion card 256K to 640K
 
1 Hard disk expansion (IBM) 20 megabyte
 
1 Hard disk expansion (Apple) 20 megabyte
 

Recommended software purchases are: 

Lotus 1-2-3 
WordPerfect 
Dbase III plus 
Microsoft Chart 
PC to MAC and Back 
Reflex
 
A/R loan package - custom program
 

The Penny Foundation should create a separate computer applications 
department with one administrator and head/programmer, preferably the 
agronomist, and one assistant. The department would have the IBM PC AT, or 
clone, and Apple Macintosh computers with the above listed software. The 
department would be responsible for database management, and provide support 
to the Foundation in special projects. The accounting department should 
receive the existing IBM PC XT with some of the above listed enhancements. 

Finally, the Penny Foundation needs to obtain some depth among its
 
perosonnel in computer literacy and competency. The Project will fund
 
training for basic computer skills for administrative staff, basic skill in
 

financial modlelling and database management for imanagement, particularly 
financial personnel, and advanced courses in database applications, computer 
applications and financial modelling for the computer applications department 
staff. Local vendors can provide the training. 
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ECCN(OMTC ANALYSIS
 
Intrcduction 

To determine whether the Lands Market Project is an appropriate use of
 
scarce resources, a comparison of the future discounted benefit and cost
 
streams generated by two Example Farms was made. 
 Several adjustments were

made to the data in order to better reflect the physical resource use and the

economic opportunity cost of the Project. 
The amlyses for both farms yielded

high economic rates of return for the investment made.
 

Based on the results of the pilot project of the Penny Foundation, the
Foundation has been successful in transforming underutilized land into
 
productive, labor-intensive small-holdings p-roducing, in many cases,

non-traditional export crops. 
 These croos have contributed to national income
and providedi the new owners of the individual farm plots with sufficient
financial returns to erable them to airortize th-eir loans ahead of schedule and 
to increase their standard of living. 
The Penny Foundation combines the
purchase of under-used or barren land from landowners for transfer to small
farmers who are willing to purchase the land and receive technical assistance 
in labor-intensive cultivation of high v~ilue crops. 
Both the sale prices

received by the origirl. owners and the purchase prices paid by the Projectbeneficiaries refle-ct tne fair market value of the land. 
 The Project produces

an expansion of the national output in which everyone involved is at 
least as

well off as he/she was before the transaction took place and many are much
 
better off.
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Benefit-Cost Analyses
 

The benefit-cost analyses described below were based on two model farms. 
The two modu.l farms were derived from the overall portfolio of the Penny 
Foundation. An overview of the portfolio indicates that of the total number
 
of 1,427 hectares being financed by the Penny Foundation in 1987, 36% are 
planted in coffee, 14% in corn, 9% in vegetables, and 3% in pineapple, for an 
overall total of 69%. Thus the two farms which are assumed to be producing 
coffee, pineapple, broccoli and corn provide a representative sample of the
 
range of projects which the Penny Foundation administers. The production 
costs, price and yield information were obtaine] from the Penny Foundation and 
reflect actual operating results from existing parcels of land. 

Several assumptions comnon to both model farms were used in the analysis.
A discount rate of 15% was used to reflect the opportunity cost of capital and 
prices were dcnoinated in 1987 Quetzales. To calculate relatively long-term
benefits and costs which would arise as a result of the project, the analysis 
was carried out over a 10-year period. Unskilled labor in the analysis was 
shadow-priced at 80% of the minimum wa7:e to reflect its overabundance thein 

ecnomy. [arm gate prices were used! throughout the analysis, that is the net
 
prices received by the farmers for thier produce after transportation and 
processing costs (in the case of coffee) are dedIucted. The Penny Fournation 
revenue estnirios assume that the coffee will be sold at quota prices, that is 
at kl30 per quinrial. A sensitivity analysis was performed in which it was 
assumed tit the revenue generated was based on a nonquota price of 70 per 
quintal. This scenario yielded a benefit-cost ratio of 0.96 and an internal 
rate of return of 12.07 percent. Thus, with very conservative coffee revenue 
assumptions, the analysis indicates that the discounted future stream of costs 
will slightly exceed the future stream of benefits. Also note that the 
windfall export tax on coffee was not factored in because it will be 
eliminated early on in the project life. 

The Penny Foundation's administrative costs are included as a cost of
 
production because they represent resources with potential alternative uses in
 
Guatemala. In addition, a general cost of "Tecdnical Assistance" was charged
 
against each mocdel farm in order to reflect all of the kl2.3 million cost of
 
the project throughout its life. Note however that although this category is
 
comprised principally of technical assistance costs, that it also includes
 
funding for sona items that will not be charged directly to the Penny

Foundation. 

Example Farm 1 

This first model farm consists of 2.75 hectares of lanu. -Or the purposes 
of the analysis it was assumed that coffee would be grown on 2 hectares, 

I. 
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pineapple on hectare and on the remaining .25.5 corn hectare. The economic 
costs of producing the above crops include administrative costs of the Penny
Foundation (incorporated here on a Q 106 l/ per hectare basis), technical 
assistance cos*-s (Q 588 per hectare ), the costand of agricultural inputs
(such as seeds and fertilizer), labor, and equipnent. Labor costs for 
unskilled labor are shadow-priced downward in this analysis to reflect the 
excess supply of unskilled farm labor in Guatemala. Another economic cost 
which is usually included in this type of analysis is the opportunity cost of 
land. It is assumed that this land was barren before the project and that it 
would not be producing any crops, thus its economic opportunity cost for the 
analysis is zero. 

The analysis assumes that all of the crops were planted in the first year

of the project. Coffee requires two years after the initial planting to
 
produce beans. 
Thus, output from this source was riot incorporated into the
 
benefit stream until the third year. 
Pineapples grow in a three-year cycle

which requires that they be completely replanted every fourth year. The
plants require 18 months' growth before they can be harvested and then they
produce for three years. Output from pineapple production enters the benefit 
stream in the second year, continues through the fourth year, then ceases for 
two years as the lands are replanted to Degin the cycle again. Corn was 
assumed to generate output from the first year of the project through the 
final year. 

Benefits of the project are calculated as the market value of the three
 
crops produced on the Example Farm.
 

Example Farm 2 

The size of the second Example Farm is two hectares. It was assumed that 
broccoli and corn would be produced on this land. theAgain, economic costs
 
include the administrative costs of the Penny Foundation and technical
 
assistance costs (Q 143 and Q 650 respectively, per hectare), and the cost of

agricultural inputs, labor, and equipment. This analysis also incorporates an 
opportunity cost for land because it was assumed that before the project it 
was planted in corn. 
To provide a "with" and "without" project comparison,

the value of the corn which would have been produced in the absence of the
 
project is charged against the project as a production cost. In a similar
 
manner, the amount of labor required to 'harvest the broccoli was adjusted
downward by the anount of jorn]es, or man-days which would have been used to
produce only the corn crop in the absense of the project. It was assumed that 
without the project generally this corn would be produced by orrenters 
squatters, thus the two hectares planted in corn would received minimal
 
agricultural inputs and these "without" project production costs are zero.
 

l/ Exchange rate is 2.5 2uetzales to 1 dollar.
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Employment Generation 

To estimate the number of person-years of employment that would be

generated as a result of 
 the project, the labor requirements (both family and 
hired) for the four crops used in this analysis were assumed to be 
representative of the labor requirements of the entire portfolio of the Penny
Foundation. By applying the same labor uses to the projected portfolio over

the ten-year project life (based on a total number of hectares production
financed ranging from 1,427 in year 1 to 7,828 in year 10) and including the

additional agronomists and technicians who will be added to the Penny
Foundation staff during the life of the project, a total figure of more than
 
49,200 person-years was estimated to be generated by the project. (See Table

3) (This calculation was based on a 240-day person-year.) Of this total, 63 
percent would result from continued and increased coffee production, 3 percent

from pineapple production, 19 percent from broccoli production, 14 percent
from corn production, and I percent from additional PeLny Foundation staff. 
The total amount of la!or required was adjusted downwarJ to reflect the amount 
of labor that would have been required had the lands in broccoli production
remained solely in corn production, as would have been the case without the 
project. 

\
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Conclusion
 

The analyses show a economic benefit-cost ratio of 1.65 for Exnple Farm
and 1.53 for Example Farm 2, based on al economic opportunity cost of c --i 
of 15 percent. Note that while a scenario for Example Farm 1 based on irfee
revenuies generatel totall I on noaquota prices yiel.ded a benefit-cost ratio of
0.96, this is pairt iallv offset by the conservative op:Drtunity cost of capital
assump-,ion us(,d throujlhout the aLalysis. Tnat is to cay tiLtt if a less
conservative discount 'ate (12 percent or lchier) used even thewere 

benefit-cyost ratio fro, the least-optimistic scensio w ould be greater than
 
one.
 

The interriad rate of return for Example F.irm i. is 53 percent. For Fxample
Farm 2 it ,..is not possinle to calculate the inter:i-,l raze of return because 
the net b.enefit stream is :ositive throt]4hout the p)erioi of analysis. To 
calculate the internal rate of return, the be2nefit stre-am must change from
positive to neYjative or from negative to positivt2 during the life of the
project. This Project sho,'xs a higher economic rate of return- than most of the 
projects in USAkID/Catenila's portfolio. Thus, if the Pe-nny FonOdation 
continues t-o use its current Land purcIase selection criteria and teclhnical 
assistance prcxjram for the new sraill land oners, then the activities occuring
under this 'Project should haove a high rate of return similar to those in the 
past. 

The analysis assumes that the Exacmple arm would produce two harvests of 
broccoli and one of corn in each year. 
T- , benefits from the project are 
made up of the market value of the broccoli and corn. 

3234R
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TAELE I 

LAND FNETFJECT
 

BENEFIT/CGST ANALYIS5 FOR 05EL F. I
 

YEAR 157 19:2 1989 1990 IM IK2 1993 1994 [?55 1996 

COSTS (O's): 

Penrv F:u.ndtion 22 92 2 9 292. 2 29 29 2o9 

Technical tnce 1.:26 132 1.,326 1,325 1.326 1.326 1.326 326 1.326 1.326 

Production iC:r)
 
Land0 0 0 0 0 0 0 0 0 0


1 51 51 51 51 5 51 51 51 51
 
Ajicrj 1n~uts 5 56 5 56 56 56 5o 56 56 56
 
E0 0 0 0 0 0 0 0 0
 

Lnd 0 0 0 0 0 0 0 0 0 0
 

:ricu....2. 0.5, 351 272 05 35 272 5 351 272 E5
...
 
E:ic:E: 0 0 0 0 0 0 0 0 0 0 

Froductiun (2zi{s) 

L nd 0 0 0 0 0 0 0 0 0 
L~:r 1.45i 53 ..229 2.320 7,120 1.170 .12I0 .1: 3,120 .120
 
r u r I nct 5,724 1.79) 2.470 2...0 2.81) 2.810 2.i1') 2.310 2.10 2. 2,)
 

Equi::n: 0 0 0 0 0 0 0 0 
 0 0 

Total C-:-s 10.260 4.r26 5.963 9.207 8.73 8.094 9.0,07 8.173 S.094 ,)07 

HEFITE Q2's): 

lutcut:
 

E:rn 225 2:5 225 22 . .525 25 ... .. 
0 2.70' 2.475 1.95) 0 0 2.7&')2.47E 1.95o 0 

Cii 0 ') 7,422 19,164 1 .64 H37i4 1..7.4 ,70 1.74 !2.714 

E1~it n~t22 . 10-122 2!.3?17 I.5 I3.C; 41~3 y !?Cz214 2C-.9 

Totai Cst Io.:±otznto 3. Zs 4,43 5.3h 4.4k 4.C24 3.34 3.072 2 6 M2Sot 

icta1 c:::Eeiits 2.5 14.0? .~4 62 4 5, ."W9rta 40 7,03 197- 6.~ 

ao ... ..
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LAND MARKETS FROJECT 

BENEFIT/COST ANALYSIS FOR MODEL FARM 2 

YEAR 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

COSTS (Ws): 

Penny Foundation 286 286 286 286 286 296 286 286 286 286 

Technical Assistance 1,301 1,3301 1,01 1,301 1,301 1.301 1.301 1.301 1.301 1.301 

Production (Froccoli)
Land 
Labor 
Aoricultural Incutt 
EquigEent 

1,800 
2,170 
5,557 

177 

1.200 
2.170 
5.57 

0 

1.800 
2,170 
5,557 

0 

1,800 
2.170 
5.557 

0 

1.90) 
2.170 
5,57 

0 

1,800 
2,17) 
5,557 

0 

1,3I) 
2,170 
5,57 

0 

1,800 
2.17,) 
5,057 

0 

1,900 
2.170 
5,557 

0 

10000 
2,17,) 
5,57 

0 

Prcducr:on (Ccrn)
Land 
Lab.r 
Aaric:IturaI Inouts 

0 
404 
447 

0 
404 
447 

0 
404 
447 

0 
404 
447 

0 
404 
447 

0 
404 
447 

0 
404 
447 

0 
404 
447 

0 
404 
447 

0 
404 
47 

E~ui. n 
Tct--l. 

c ~£=. 

0 
1217" •, 
24 

0 0 
.II!QIaT6 
l !'96I,9. 11,9 

0 0 0 

1,W. 11,% 

0 0 0 
% 

11.66 !.6 

0 

11,9A 

BENEFITS (Q'C) 

OutPuts: 

Brocc:ii 
Corn 

16,!Ev 

1.800 
16,E 

1.0') 
16,! 

1elm, 
16-H? 

I8 
16.!E? 
I,)0 

16.52 
1.2') 

16.!59 
!.%, I.,') 

16,5 
!.s)0 

16,!59 
1,800 

Total B seiI9.E; 15..7-.5? 16.:63 19.733 IE.:Sq 12:p G] 19.729 18.359 

Total ": ., C: 12,4 .,., 9,047 7.2 6 ,.23 5.09 5.23 4.92 3.-22 -.40 

Totai 2 :ntoc ?f~t 1E.29 15.?! 13.904 12.,90 10.404 9,143 7.549 6.912 6.01! 5.22 

hrne~it,^ G',sl 
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TABLE 3
 

EMPLOYMENT 6ENERATION ESTIMATES
 
BY YEAR AND SOUpCE
 

YEAR NUM3ER OF HEC. COFFEE PINEAPPLE BROCCOLI CORN PEiNY FUND. 
 TOTAL PERSON TOTAL PERSON
 
PER YEAR 
 INCF.:E. STAFF DAYS YEARS*. 

1 1.427 226.618 26.536 71.533 
 24.980 0 349.666 1,457
2 2,051 191,983 15.712 102,897 53.122 
 2,160 365,874 1,524

3 2.695 332.954 19.278 135,362 
 82.212 4,320 574.125 2.392

4 3.360 525,924 32.359 168,927 112,251 6,240 845.701 3,524

5 4.046 663.8T6 31.043 203.573 
 143.239 8.400 1,050.08- 4,375
 

4.755 806,133 35,554 239,359 175.175 
 13)36) 1.266.7;' 5.278

7 5.487 952.901 44.952 276.226 202.376 12.240 1.494,734 6,228

8 6,243 1,104,761 44,532 314,193 242.525 
 14,400 1,720. !1 7,168

9 7.023 1,260,?% 48.774 353,26 !777940 
 16,560 1,957.531 8,156

10 7.828 1,422,970 54 119 33,429 314.03 18,720 2.2034) 9,151
 

7,429,04 352.38 2,25H9,776 1,674.122 9,610 11.228.442 49.725
 
Z CF TOTAL 0.63 0.03 0.17 
 0.14 0.01 
 1.00
 

#'NOTE: BASE9 ON240 4ORFZiNG DAYS PER YEAR. 

http:1,050.08
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EXHIBIT G. Social Soundness Analysis
 

This ANNEX excerpts some of the most relevant sections from a longer

social soundness analysis appearing as a File Attachment (see Contercial Land
 
Purchase Project: A Social Analysis)
 

Importance of land in ethnic culture:
 

Land is extremely important in Indian culture, regardless of the
 
subethnic group or linguistic affiliation. Nearly all ethnographies of Indian
 
culture make some mention of the predominant place land has in the Indian
 
mind. One example is the following (John Gillin, The Culture of Securitv in 
San Carlos, Middle American Research Inst., New Orleans, 1951):
 

In fact, it is not too much to say that the average Indian loves the 
land and feels himself less than a mun if he does not have some 
available on which to work. (p. 12)
 

Land: 	 Highly valuei, but a inn must work it with his own hands even though he 
can pay helpers. Non-agricultural occupations are followed to provide 
money 	 to buy land. (p. 121) 

Importance of land in Indian-Ladino relationships: 

An area of cDnflict in Lnadino-Indian relationships is land. The Ladino 
has a generally Occidental approavch to land as a source of inceome or 
investment, as oppos(:-i to the Indian mystique: about working Iand persorally. 
The Ladino sees land, te:ants, and laborers as a means of social aid political 
as well as economic control and power. The Indian car-ot see why the Ladino 
will not allow him to work land which the 1Wilino is not using, for example, an 
important element in recent conflicts.
 

This is not to say that Indians are irrational in their views about how 
land should be used. It may have been true in the past that the Indian felt 
that he should plant corn above all else, and the ethnorapinic literature 
reports that in some caL2s Indians have felt that corn not groin by their own 
hands was not as nutritive as their own corn. But Indians ihave sho',n great 
flexibility in adaptingj to necw technology, as snA in the adoption of 
chemical fertiizers (see RTiceirdo F"il Li, '1<oich R>i I , }ilitoriai 
Universitaria, Guatemwl-a, 1978; originally a LUiversity of Puexas Ph.D. thesis). 

Indian-. lil,- -ivo:.nr-else, ,would prefer to hive land close to their 
traditionil homes in the central and western 'hignLands, out they are L1ot 
adverse to moving elsewhere perimanientLy if there is lanl available. Dialect 
studies of pielmont Quiche-speakers ihas allowe researchers to identify the 
ancestral homie of whole coixmuniLies. For examoe, linguistic evidence in the 
Quiche language from "-Sn l'rancisco 7;unotitlan, Sn Pablo Jocopilas, and 
Zunilito suggests that the [pople there came originially from Cantel; the 
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people of Santo Tomils La Uni6n come from Nahual5; the people of El Palmear areoriginally from Monostenango. he Mam of the piedmont towns of (G6nova,Colomba, and Flores Costa Cuca indicates that the people their came originally

from the Ostuncalco area. 

Types of land tenure: 

According to the agricultural census of 1979, there are five types of
land tenure: private property, rented, share-cropped, communal, and other.Private property land tenure makes up 71 percent of the total and includes
farms from the smallest to the largest. Rented land tends foundto be insmall parcels, usually used by saall or subsistence farmers with little or noland of their own, andJ represents I0 p2rcent of the total. The amount of

rented land tends to diminish as time goes by.
 

Share-crootril the of alsola 1:2 amount which is -liminishing as owners pl-ice the lan i 'i c*sh cros, is usully 
land 

land provided by large farm
 
oners to their m net 1er.iborars as part of their payiment. In 1979,
type of Ian) te1ur2 re -snt,.] 10 cercent of 

this
 
the total. Corwuna L lands, fivepercent of the t ata, . : >en s loly decreas inz1 as thte usually India­

comnunit ies cci i tiec 
a llow-. tne to paIss in one way or another into privatehands. Thr._- t : t-.j} arc c.:Vks l'a.-ns that -are simp].y "occupied" bysrlI subs',....-roers oit w'hi jh often have other lecal owners. 

An lys is ca tr-liet -;r'up 1-x)rulation and- relative benefits to buyers and 
sellers:
 

The tar-get r :YDInopulatiorn in this Project is made up of the ,ass
land poor so 'sistece in asni cron farmers an:] 
of
 

landless agricultural laborers
who make he bul )f tht, pooulaiion invlve~d in agriculture today inGuatemala. F.ae Iand ~oxr :rmers are usua].ly those who have consideraoly lessthan four *i.]is 1.tr, i tona- " of - wh na nije live by supplemnentinb their farm
incomes thrsan ! sesomLl Mig4rant iL-dor or through some other non-farm
activity. s --E-ht2s-,2 fiarmers live in the hi-nlanis: Indians in thecentral Lin.: western high.lds]inosand L in the eastern highlands. T"neir
actual holdi.gs -re s:mm iL iue to inheritance 
 ;xtterns ,hich terni to apportionpart of the father's land to ecAch of his children, particularly but not always

the nvmle chillren.
 

Parents are not always able to provide laMd to their children,
particularly 2t the uiva'ent their children neect it. Many young people, bothIndians and Lielinos, mUry younj, as earLy as 15 years of age, and thus in 
many cases they nee-d Lind when the2ir pa]rents are still economically active andusing these 3opethe lind whicn youn] [ might liter inherit. A young couple
might well be face< with the prospect of waiting as long 20 years beforeas 
inheriting a simall parcel which even then might be just barely adequate for 

http:holdi.gs
http:usua].ly


0 

thirsusitece,, This situation-demonstrates how the land poor groupY<~
~ dovetails'with the Iandless agricultural Ilabor group, Wich is the "secord ~ j 
~7 definAble division in the target group population. ~kj'I:K 

~,The-young landless agricultural laborers are often the childr-en -­of..he.~
 
--l-n I-or farmer itheagans Iadte aregerferally forced 'to leave~thieir, traditional homes to find a means-of' subsistence' elsewhere. Some joint 

<' the informal, service industry ih ~the capital, shining shoes or selling gum and 
~cigarettes, on 'street corners, but manyseek work as agiulua laborers on
thel~arge cash crop farmis, us ually on-the south coast~and iedmo~nt ~areas .,
~This~soluition is a traditional one,.since particularly the Iridiani from the
highlands have been supplementing their farm incomes with migrant farm labor,7,,.~f for over a century. 	

, 

The problem is that the population seeking work on the large farms far
exceeds the demanid for permanent employment. There is usually enough work for
all during the coffee harvest, but for at least six months out of the year the 

~.. 	 large farm~s simply cannot absorb large numbers of unskilled farm laborers..
 
The same is generally true of many of the other large farm cash crops, such 
as 
sugar 	and cotton. 

WMy of the large farms provide an acceptable income to their owners on 
no or very little fertilizer, ignoring pest control, and in the case of 
coffee, not bothering to renew their stands of coffee.. They are able to 

sLrvvecomfortably onpoorly producing 'coffee&because the aeeog
acreage planted in it. 

A lan& owner of the above type who sells off a, portion of -his land:-may, 
not be able-'to continue these, lackadaisical farmn practices, 'but rather will­
have to invest in making the portion' of 'the farm, he retains to make it more 

~tprofitable~per acre, but his income in the end may well be the'same.,-~t 

j.The ,Penny 'Fourdation program is also oriented toward intensive 
~ ,production. Since 1hebeneficiaries +have just four manzanai - of' land, they

mustrinvest sufficient time,~,moneyt. care,'and tecl-noogy, into assur gthe
best paoff,'of,,their land.',Thedndd result is:,s that', the~ entire farm',:both tthe' 

A -.. part the owner~ retains: that he.must now'i work h~arder'as, 'wellt	 ,as~theprtsl 

tote.Pnny Foundation prograni,-,now produces as'-much as twice~as-iuch as~it ~ 
pareviously, axxl.'tle benef its 'of' this, situation'-are distributed among an­

ampe~rop ofbeneficiaries. Tlie ,program has the 'further~advantage in that~ 
no one loses." 	 .~.. 

-Discussion of social costs and benefits of channeling land puchs 
U<.~ funds through'the Pe-nny Foundation:' .. . ~ ~. . 

-'-'"5..... 

S~ .- ~ 5 '-s5-. ~ -'b'~fl-4~A 
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The Penny Foundation program has the advantage of being a program more 
or less acceptable to the large land owners. It is not "land refonni," since
 
land refon implies the forced expropriation of farms, the owners of which are
 
compensated for the land, but this compensation never seems to be sufficient
 
and in any event the fact that it is a forced sale is guaranteed to produce
resentment. But if farm land is freely sold and purchased, no owne" can 
justifiably ccmplain.
 

Another advantage is that the land parcels are sold, not given, to the 
beneficiaries, which is also a satisfactory action in the eyes of the 
potential opposition to the program, the large farm owners. The program
 
contains no charity, end the beneficiaries pay for their land rather than 
receiving it as a right, and even the agricultural credit is paid for ard with 
interest. Everything is carried out in a very businesslike manner apparently,
in the eyes of the large land owner, which makes it nearly impossible for any

real opposition to the program to build up in this sector.
 

For the beneficiaries, the program is also highly satisfactory. In the 
first place, the beneficiaries become o.,ners of aimple parcels of land, which 
is for iost of them the goal ancd dream of a lifetime. The land must be paid
for, of course, but the farm plans and technical assistance are such that the 
land will eventually b>e so prodIuctive as to make palying off the parcel
relatively fast and easy. They receive the credit they need for agricaltural
production, and the Penny ?oundation even orovides a "safety net" of 
subsistence cash for work on their own parcels to tide them over until tie 
farm hlgins producing. They are dependent on the Founation, but the benefits 
of this association are such that this depend-lence and the paternal role of the 
Foundation do not pose barriers to their acceptance of the program. 

Probable impact on land pressures, migration patterns, rural poverty,
rural labor availability: 

The Penny Foundation program is too small at present to have much 
immediate impact on land pressure, migration patterns, rural poverty, or rural
labor availability, although the expansion of the program in the future might
be able to do so. One of its future effects might be to channel people away
from the capital city as their only hope of acquiring subsistence. With 
laborers moving into the program, another effect might be the improvement of 
labor conditions for other rural laborers, both permanent and migrant.
Migration patterns should continue to be much the same, as the cash crops like 
coffee always need harvesting. 

One interesting side effect is that the Penny Foundation program even
 
now provides work for non-beneficiary farm laborers. The vegetable farms in 
particular have provided immediate income for their beneficiaries, which has
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allowed them to turn aroLMd and provide farm employment for other members of
 

their communities as well as 
for themselves and their families.
 

Guatemalan government and land reform historically:
 

Although agrarian problems and agrarian transformation policies date
 
from the Spanish conquest and colonization, the modern era in this area begins
in 1871 with the period of Justo Rufino Barrios. Until this time, the major
portion of lands were in the hands of the Catholic church with the rest 
divided between the Indian commuunities, under utilize]d large ard medim-sized 
farms, and unused government lands. 

Barrios effected a sweeping transformation in the structure of land
 
tenure. 
Private ownership with legal titles exxnded enormously at tile
 expense of the lands owned by the church, conmutal and municipal lands in most 
cases held by Indians, and lands without l&gal title in the hands of
individuals, wlho were once again usually Indians. Larais without legal title 
were sold to foreign buyers who planned to plant coffee, thus providing the 
government Ioth with capital from the sale of the land ,-1aI with export taxincoe from coffee exports. The Indian groups which suffered most were those
like the kahi in Alta Verapoz whose lands were ieal for cofffee and wno were
unlikely to rm_)ssess the means to dispute the transactioIs. fKakchi Indian­
communities oynuny] to Live on the Lan], providing jiabor in return for small 
parcels left without coffee, although nviny iekchis also left in search ofunused ]_n7s, exIXaadi,ling their presence to the north and east until today the
 
area o--cupie&1 by iK kchi speakers is the largest of all Indian groups.
 

Barrios also instituted a law to provide agricultural labor for the new
 
coffee farmers, espcially for those 
on the coastal pieamont without resident
Indians. The law stipulated that those without a salaried of certaininco.ne a 

amount ha: d to provile a fixed number 
of days of either agricultural lailor or
public works laYor, such as roa-ds. 'This labxor was paid, altnoujn poorly, and
without it the coffee farmers would have rKD way to attract labor for the

coffee ha-rvest. This system was miaintained from Barrios' time until the
 
Revolution of 1944.
 

The 1944 Revolution overturned the above law, but by this time the
Indian popula-ion had grown sufficiently -ind they ld subdivided their lands 
to such an extent that migraint Indian farm lab.or coint inui. I'e presidency of
Dr. Juan Jose Arevalo from 1945 to 1951 wits characterizd by the 
implementation of laws anld institwtions f:ivoriieg the comonon people, from
universal (ducation to social security, and among the projects begun at this 
time was lar] reform. 

Steps directed toward laiy] reform continued with the arrival of the
presidency of Jacobo Arbenz in 1951. The 1952 the Agrarian Reform Law, kncn 
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in Guatemala as "Decreto 900," was passed containing the follcwing fundamental 
elements:
 

suspended 

a. - Privately held lands could be expropriated if they had not been 
cultivated or rented during the previous three years. 

b. - No farm smaller than 
farm of 200 hectares 

90 hectares could be expropriated, nor 
where 75% of the land was cultivated. 

any 

C. - No lands could be expropriated if their crops were destined for 

internal or export markets. 

d. - No communal Indian ].ands could be expropriated. 

With the 1954 coup overthrowing the Arbenz government, Decreto 900 was 
and lands which 'had been expropriated were returned to tneir 

previous owners. Tne Agrarian Reform Law was replaced by the Agrarian
Transformation L:w with the objective of creating development zones where 
there was greatest demand, using land still owned by the state. Between 1955 
and 1967, 4-31 parcels were deeded over by the government in these development 
zones. At the same time, the government stimulated the colonization of new 
lands, particularly in the area known as the Northern Transverse along the 
northern fringe of Quich$, duehuetenango, ALta Veraiplz, and Izabal 
departments, as well as in the sparsely p)opulated Peten. These measures were 
incapable of solving the structural problem of land tenure, nor were tney able 
to really act as an escape valve for those wiho were lanlless or lari1 poor. 

By 1970 and the years following, the :errntive of seasonal farm labor 
was less and less able to meet the needs of the landless and land poor, and 
the government measures such as the Aricultural F-evelopment Plan of 1971-1975 
were ised on maintaining the traditional bipolar ajricultural relationships.
There were some benefits to med3ium range farmers and to cooperatives, but 
there was no real questioning of the system of land tenure. This period saw 
the acceleration of land distribution in the brthern Transverse, but this 
policy was weakenei by fraud, by the rernval of traditional farmers without 
titles already on the layd, and by the fact that much of the land is little 
suited for intensive agricultural use. 

Rural grass-roots organizations historically and today: 

Until 1944 there were no successful rural grass-roots organizations, due
 
to the favoring of large land owners by the succession of presidents or
 
dictators from the time of Barrios in the 19th century throajh the 20-year 
reign of Estrada Cabrera in the early 20th century to the last old style
dictator, Jorge Ubico, from 1931 to 1944. The dciiiination of the coffee 
farmers and the legal exploitation of the highland Indians in farm labor was 
secure. 
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The situation changed radically in 1944 with the popular revolution 
overthrowing the Ubico government and tile democratic opening urder Arevalo.
 
For example, the cooperative movement that lad been to
to point able organize 
just 20 cooperatives, while in the next five years it was possible to organize 
more than 700 cooperatives Lnd orient them toward obtaining land through
agrarian reform. This movement Lecame further strengthened under the Arbenz 
government and the prcnulgation of IDecreto 90). hilere were ntuerous abuses at 
this time, as cwn[esino cooperatives invaded farms, often with little care as 
to wether the agrarian reform law permitted their expropriation or not. 

Because of their meories of this period], the large land owners still
 
react violently to the mere mention of agrarian reform an-ud consider anyone

sympathetic of -a,-,y change in the structure of land tenure in G(uatem--la to be a"comunist.' Since then, the coonrative imovement redirected its '-Dicies 
toward credit and technical assistance and -way from obtaining land, although 
even so, the ccaorrative n'o)vement has been IoundedI from time to time by the 
govermnent and its supporters airong the ].andedi cl:ass. 

Beginning in the .ni 1. 9 70's, camj3sino qroups made uo of both farm
 
laborers and sn l lari-i vrs bea.-n to grow and become 
 more radical in theirdeman.nds under the- inf 1 n of guerill I :rouns, anA they were drairn ore ud
 
more 
 into taki:rj i- arms. \n eX:anMole of Sucnh an organiz;ation is the Calxyosirn
Unity Committee (C:TmitA ]o la 0JJi -a Th.ese tOiled to.,i-zi -10). Im)vements 

separate the successtub 
 smio Indin farmers, many of wIhLoD were involved in 
the cooperative movement, fron :xxrer Inyiaus who often felt they had no
 
choice but to join one of tihe radical groups or emigrate to the city, the
 
south coast, or everi to ,exico arxi the United States.
 

In contrast to the camresirios, the large land owners have always been
 
well organizedI with the Iominant group being the coffee growers. Th-eir
 
principle or~anization at present is 
 the National lfarm Union (Uni6n NaTcional 
Agropecuario aiRO),Li the Farmersma up of C3neral Assocat-Ton icijn
General de _.ricuLtors - ar-l chamber of .iriculture ofA'.A) the Guate,,mLa
'C!Amara del i,;ro I-u--la), which in turn form part of tne Coordinating

Committee of %'3riculturaL, Co-,murciaL, Industrial and Financial Institutions 
(Comite_ Coor i,:r ,]e Institciones Mricolas, Comerciales, Industriales y
Finiancieras - t, ) whicn is pres nitly the mo<)st powerful non-goverimental 
pressure group in the country. 

Land and political pressures today: 

During the last 30 years the population of Guatemala has grown at an 
average rate of 3 percent pe-r year, causirxg a population increase between 1950 
and the present from 3.3 to 7.8 millions. Soine 56 percent of these people
live in rural areas, or around 4 million people. 'Taking another persp-ective, 
the 1973 
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census paced the number of rural people who were economically active at
 
884,100, corresponding to 56 percent of the total economically active
 
population. 
From this angle, what is most notable is the atomization and
 
proliferation of land parcels of less than one manzana (less than .G9 
hectares), which increased by 162,007 between 1964 and 1979 at a rate of
 
increase of 190.4 percent, while the area covered by these microparcels

increased Dy 40,374, wh:.ch represents at rate of increase of 86.5 percent.

The difference in rates indicates that the average size of a microparcel went
 
from 0.5 to 0.3 manzanas (from .347 hectares to .208 hectares). Two
 
observations possible on these figures are that there are new microparcels in
 
geographic areas where they did not previously exist, in part due to the
 
distribution of parcels by the government, arid that the subdivision of parcels
 
has produced new microparcels.
 

Rural poverty has generated land pressure alleviated only by seasonal 
labor. 
 But this seasonal work market operates in a situation of an excess of
unskilled labor, which has the effect of depressing salaries and mini-mizing 
its positive effects in the capesino economy. In addition, falling prices in
 
some export crops requiring hand labor (cotton, cardamom, sugar) have further 
contracted the demand for labor. 

Diffusion of land market mechanism for use by other groups: 

In the diffusion of the land market mechanism for use by other groups,
two aspects of the mechanism are important. The first is the purchase of land 
on the open market, and the second is the re-sale of this land to the 
campesinos. Aany in Guatemala recognize that there is a land distribution 
problem and that land issues are potentially destabilizing fDr this 
government, but land expropriations and traditional approach-es to land 
redistribution are not accepted as options for dealing with the situation.
 
The violence associated with agrarian reform historically in this country, the 
polarized response to land issues today, and the evidence of recent massive 
reforms in El Salvador and 

purchased 

across a spectrum of 
Nica

Guatemalan 
ragua are 
society, 

som
for a 

e 
land 

of the reasons for the support, 
market approach to land 

problems. 

There is agreement that underutilized or abandoned land should be 
on the open market and re-sold to landless buyers committed to 

increasing land productivity and agricultural production. Differences arise
 
around the form in which the land should be re-sold to the canpesinos. Tlhe 
Penny Foundation insists on a model of sale of fanily-sized plots to
 
individual buyers. 

In December 1986, the Ministerio de Agricultura, Ganaderia y

Alimentacion issued an agrarian policy which advocates the fostering of a land
 
purchase/sale mechanism to serve canpesinos, the agricultural middle class and
 
agricultural technicians without land. 
 It outlines the steps necessary for
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the government to become involved as an intermediary between landowners 
selling large tracts of land and landless buyers, in an approach similar to 
that of the Penny Foundation. However, the government encourages the 
development of cooperative farms operated as business units by groups of 
campesinos. 

The proposal issued in June 1986 by the Nlovimiento Pro Tierra, of Padre 
Giron calls for a program to "stimulate the process of lemocratic purchase and 
sale of land". Tis proposal seeks the organization of the farms as 
"agribusiness centers." Caunpesinos will be shareholders in the farm 
enterprise which will be farmed as a unit.
 

The general mnager of the Penny Foundation reports that at least one 
other private development organization recently contacted the Foundlation for 
information on how to assist campesinos in their area in the purchase of 
land. The cmnoesinos from this organization aL:cepted the inlividual. o,.nership 
model but were not interested in the large technical assistance requirement of 
the Penny Founda tion prar -m. 

Social Considerations for Further Research and Evaluation 

Because of the suppnort for strengthening the land mrket as a means of 
increasing access to rur-il land, coup]ad with the differences of approach to 
the terms of sale, USAID needs to invest in a p:rcxram of research to separate 
out the iss:es involve d in these discussions, to analyse the needs of various 
segments of the rural population and to draw up proposals for alternatives to 
meet these needs. 

Some of the issues that should be considered are the necessity of using 
the total package of the Perny Fournation project with all population groups. 

For example, could funds be Fnade available for Land purchase througjh rural 

savings cooperatives so that farmers who are Iand -oor or farm rented land, 

who do not need technical assistance could borro,, to add to their present land 
holdings?
 

The cooperative federations, the Federacion Nacional de Cooperativras de 
Ahorro y Credito (FPNAODAC) and the FPederacion le Ccoperativas Agricolas 
Regionales (FIXXAR), are Dssible candidates for such a program. Both seem to 
be maintaining a strict control on debt payr,ent, ;mTking the group responsible 
for members' nonpaymlient. Both have a good education program ard the l-oan 
repayment and technical assistance appaxratus. The farmers a -e well known to 
the cooperative and a sense of common purDose is fostered tnrough regular 
meetings of the local cooperative memders. 
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The possibility of expanding the program through the establishment of a
land bank or to open the market through a similar financial mec-chanism or
institution also has been discussed. 
What are the legal and financial
requirements of such an institution? 
Who would be able to take advantage of
such a sector? Another issue is the extent to which credit for land purchaseshould be linked to production credit. The Penny Foundation experiencesuggests that the establishment of a land bank or 
similar land financing
mechanism without adequate and timely production credit would be ineffective?

What would be the role of BANDESA in this activity?
 

The relative costs and benefits of alternative types of farm
organization also should be considered. Is an in'egrated rural developmentapproach necessary to insure that the next generation on small holdings withindividual title do not divide up their parents' parcels into sub-family sizeplots? Does region, ethnicity or crop affect whether a cooperative, corporate
or individual farm organization would be most appropriate?
 

There are also other development organizations like the Penny Foundationwhich might be able to institute similar projects. One such organization is
the Iovimiento Guatealteco de Recorstruccion Rural (,mARR). The NU4JRR his a
rotatihg credit fund which complements its program 
of technical assistance,has trained rural promoters, and has worked with coffee crou improvementI,basic grains, soil. conservation, and variety of crops.a fne ,43RR is smillerthan the Penny Foury-ition, with most of its activities focused Jalw)a,on butits organizational structure and developmant strategy similar.areimportant financial and organizational issue is whether programs with 
An

otherdevelopment organizations should be implemented as discrete activities or
whether the progr ms of 
small organiz-ations could be channeled through the

Penny Foundation.
 

Public response to land purchase activities:
 

One of the most important aspects of the Penny Foundation program in the
context of Guaterala is that it has produced very little public commentary,which indicates principaxlly that the program is not seen as being threatening
to anyone. The fact that it is based on the free market purchase and sale ofland, with transactions taking place in the same way as other such landtransactions, has kept the 9.ocram from being seen as "land reform," which isa phrase which produces strong reactions for and against from different 
sectors of Guatemalan society. 
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There are basically two elements in the program which balance each other
 
in the minds of both the left and right, making the program neither
 
particularly exciting nor really unpalatable to either the left or right. 
The
 
fact that the program objective is to place land in the hands of the landless
 
and land poor is not viewed with much enthusiasm by the right wing or the
 
large land owners, but the fact that it is all done in a businesslike way with
 
the purchase of farms on the free market leaves them with no real objection to
 
the program. On the other hand, the left might applaud a program which 
provided lands to the landless and land poor, but the very fact 
that these
 
lands are bought and paid for commercially and with interest by the
 
beneficiaries makes it less interesting to them.
 

It is worth noting that the largest Guatemalan daily newspaper had a
 
full-page article on the Penny Foundation program with color pictures under a
 
headline stating that " taking farms is not an easy task." 'Tihisarticle
 
produced very little commtent, and there was no follow-up on !-he story, in
 
spite of the fact that the transfer of farms to landless laborers on the south
 
coast brought about through pressure on the government has produced news
 
reports almost daily.
 

Reasons for selling or not selling to the Penny Foundation in particular
 
and other buyers on the market:
 

Land ownrers are motivated to sell to the Penny Foundation by purely

econoaLic reasons: a good price for their land. 
The Penny Foundation
 
personnel feel that they receive many offers by whoowners simply feel that 
the Penny Founflation will pay them far more than other buyers, and many of the
 
farms are offered at very inflated prices. Tnere have undoubtably been offers
 
made to the Foundation which would not have be-en considered reasonable if made
 
to private buyers. The Penny Foundation, though, has been very selective
 
about buying, turning down obviously inflated offers for overvalued land.
 

There have been few instances of sellers deciding against selling to the
 
Foundation once an offer has been made. 
One owner with close ties to El
 
Salvador had had an unpleasant experience with land reform in El Salvador,

thought the program sounded a little too much like "land reform," and decided
 
not to sell. But such cases have been very rare.
 

There are other buyers on the narket. A farmer who has had gcod success
 
with a particular crop may feel he could easily double his acreage ana get a
 
good return on his investment. Tere is also speculation in land, where
 
individuals buy land they feel they will be able to sell shortly at a much
 
higher price. In short, the Penny Foundation is just one of many potential
 
buyers of agricultural land in Guatemala.
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Penny Foundation experience 
of the farm community: 

in terms of social and economic organization 

Both subsistence farming and agricultural labor are concerns that 
involve the entire family in one way or another, and the beneficiaries in the
 
Penny Foundation program have also involved their whole families in the 
enterprise.
 

There have been almost no problems to date in building the Penny
Foundation fartms into social and economic co'nunities. Phc selection process 
is sufficiently long and careful ti-]t the Founud--ion has managed to achieve 
groups of beneficiaries that are fairly hDiow-jenous, Jetdicate.d to the program, 
and capable of working urgether for comnon economic ends. It has been 
possible to observe beneficiaries working together at com:xrn tasks, such as 
the preLparation of coffee seedlings, that will eventually benefit the entire 
group. 

It is important that most of the beneficiaries have had comrion 
experiences. The principally coffee farms of the coast and north have 
attracted popl- who have all worW-e on coffee farms doing farm labor, and 
this comion experience helps them to see themselves ani e-ich other as members 
of a colmzbo cuorL'unity. The highland vegjetable farmers also form a fairly 
hocgene ous 3raup, their previous co:mmuon experience as subsistence corn and 
bean firers providirrg a bond for working tojether in the Penny Foun Iiion 
program. 

The early stages of the program place the Penny Foundation in quite a 
paternalistic position in relation to the beneficiaries. !7ne Foundation at 
the beginning often uproots the ben:eficiaries from their previous coimiunities, 
places them in debt to the Foundation, and changes their entire previous
orientation as regards their work anl economic life. The dep0endence of tile 
beneficiaries on the Foundation beins with the laid prrcel but extends to 
production credit as well, since the production of casn crops reqluires 
substantial infusions of capital. In addition, the work on the new farm 
required both individually and collectlvely of the beneficiaries is such that 
they depenyd on the Penny Foundation even for subsistence 'efore the cash crops 
begin paying off. 

The objective of the Penny Foundation program to create self-sufficient 
agricultural entrepreneurs of farm laborers and subsistence far,'iers makes this 
paternalistic position necessairy at the beginning. But the Foniation program
also includes a strategy for eventually transforming this relationshiip and 
retiring from the farms, but not before the beneficiaries are capable of 
running the operation on their own. Po do so, the Penny Foundation has 
established its presence on the farm, principally in the person of the field 
technician, to effect the educational ard organizational process required 
before the Foundation can retire. 
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Criteria for Beneficiary selection:
 

The Foundation program has outlined the type of person it feels is ideal
 
for this program. The ideal participant should be a married farmer 35-40 years 
old with 3-4 children, wno has no other profession but farming, who derives at
 
least 75 percent of his income from farming, who has 4 manzanas or less of his
 
own land, ard who has no outstanding debts. In addition, the individual should
 
be willing to live on this new parcel of land and be predisposed to cash crop
 
diversification. He should also have an annual income that is roughly similar
 
to that of the other participaints.
 

This profile seems perfectly reasonable. Some of the criteria are
 
obviously oriented toward guaranteeing the participants be steady, active,
 
responsible farmers. Other criteria assure that the individual will be able to
 
best take advantage of the program in that they have no debt buIrden. The
 
income parity criterion assures to a great extent social parity on the part of 
the participants, and the four anzana land limit means that the new land will 
be placed in the hands of those that need it most. 

Geographic distribition: 

The Penny Founlat:ion farms are fOurri in three principal geographical 
regions of the country: t-he northern hills, the central highlads, and the 
coastal plain and niolmant. The farms in the northern and calstal pi~rnont 
regions are prime cotfeu producing areas of the country, alth.ough other tree 
crops such as cacao and citrus can b growvn in parts of these regions. ihe 
one coastal plains farm is being planted in mango for export, althoagh other 
cash crops might be possible there with the intro.duction of irrigation. ae 
of the piedmont farms is trying pineapple for exCport as well as coffee. The 
central highland farms are almost completely dcedicated to export vegetamles. 

Socioeconomic characteristics of the Beneficiaries: 

The Foublaition has been quite successful in meeting its own criteria for 
selection. Of 336 beneficiaries in October of 1986, 337 were married (either 
legally or com:non law), although there were 45 never married men in the 
participant group. The average age of the participant farmers was 35 years, 
although a si.a.able group over age 55 (about 15 percent) was included. In 
terms of family size, 17.4 percent Lid 3 children, 16.3 >ercent lid 4 
children, and 14.5% had 5 children. On the average, each beneficiary had 4.1 
dependents.
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As regards occupation, 316 participants had no other job. Total incane 
as la criterion shows that 81.6 percent had incomesyear, 	 under 0.2000 (t800) periwhich seems a reasonable amount for the average small farmer to earn,4j but 5 percent,,earn more than Q.34000 (kl600) which seems higher than one'would~ Z.~be led to expect. IThe fact that one individual was already making.0.13,000..~ j''- (t5200) from agriculture should have precluded him' from tiia 	o nte
 

~ <~' 	 ianzanalimit:>iioo'6n6ninih r than 4~manzaiias,,was adnitedto the program,
aind 6 5 .5 percent ,had no landiat all. 
 Mobst often they 'wer~e 'previou.sly residenteither 	on or near the farm 'purchase yh Foundation., 

The design of this program, whichv seek's to make lIand.avai.able tolandless and land poor agricultu~ralists,, doe~s not favdr the 'participation of.
 
<~&, women as primary beneficiaries. In Guatema~la, 
 both culturally and socially, ..men are the~principal~agriculturalists, and nearly all small farmers, the

target~group for the program, are men. 

Two additional important points should be considered, however. First,,the 'selection criteria do not exclude women, 	 although their capacity to run afarm is subjected to much 	closer scrutiny than that of other applicants. Atleast three women heads of house-odardietbnfcres On Sam 
" 

Greene farm the sole female beneficiary is a non-Indian in a farm where only21 of 128 are non-Indians. She,like the woman on San IS-colas, is a widow,whose three sons' assist her in working the farm. On the Las Victorias farm,the woman was accepted on the assurncre that she was capable of carrying outthe hard agricultural labor required of all' beneficiaries. She previously had 'Abeen supporting her family doing just this sort of work. 

Second, while most of the primary beneficiaries are men, the program is
intended to serve household units, families which include, women. The most
jmoran impact of the Project on women is 
 ifi this 	cotx.Severali 
quetios
dseve areulmnitoring as thePrjc elos.Washudb


doet acdere tediyndsof the families in order to reduce the 
tunoerrate and ipoetelvlof lvn ntehueod n
communities? W4hat protection isgiven the wife for retaining possession of
the land in case of death or. incapacity, of her husband?,.~ What is the, changework load-of'the wives with the acquisition of land?-What is~the',effect of 

in~ 

the land on the income of women,' which they may earn in other tasJks and whichthey traditionally control?.''
 

Ethnic 	characteristics of'the Beneficiaries: '4-
' 

There are toprincipal etfizic groups in Guatemala: 'Indians and,
"iadinos, or non-Indians.-
4' 

The Indians are furthersubdiivided, principally-

44~K-~>according to the 'Mayan language'they speak. Thie Penny.Foundation proram-' 	

­

".3~~'~-~~--'~works with Ladinos and with Quiche-speaking,~ Cakchlquel-speaking, aryl----------" 
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The children of the land poor often become the landless. They have
accompanied their parents the coastal to doto farms seasonial work, but they
now have no economic ties to their highland homes and are forced to look 
elsewhere. 
They often stay on the south coast as year-around lacorers,

returning to their highland homes only for special occasions. They have hadless experience in operating their own farm operations, however small, and
they are likely to have h-ed a much iaore unidimensione]l exp-erience with cash 
crops, often limited unskilled tasks or carrying out instructions involving

agricultural technology without LurJerstandling the reasoning behind it. 

The Penny Foundation effectively works with both of these two groups.

The highland v_ getable farmers are those 
who still have a little ind and are
able to just get by econo;nically. The arrival of the Penny Foundation prograin
allows them to take control of their agriculture and economic sit:u-tion by

allowing them to substantially improve their 'heir
incomes. im)rovel incomes
should allow their children to dedicate themselves more fully to education so
that at least some of them will be able to find praluctive elmplo.ment outside 
agriculture.
 

The farms which are predominantly in coffee provide landless farm

laborers, ntny of whom are the children of iand
the poor farmers of the

highlands -nd east, with the, oppoDrtunity to transform thesIlves from the

agricultur:a lan:rers on cash crop farms the
to owner-o:4rators of thos­
farms. This regn1ir_.zs that they larn i,:,t as-ts 'L cash crop far:n otration
which were formerly left to the owners ani their technicians, Wut it is a
 
challenge that most .eneficiaries seem to w-lcome.
 

Thus the Penny Foundation program does work with a very representative
sample of the Guatem-ailan rural population: land jxxc highland farmers living

in their traditional homelands, the landless children of these la.yi p-oor

farmers looki-g for options away 
 from their homes, and the [_Y2rmanent landless

labor force on the coastal -id northern farms. These are discrete categories,

of course, but rather a spectrurn of the various situations which are the 
focus
 
of the Penny Foundation proram.
 

Farm Organization: 

The Directiva is the primary link between the Penny Foundation and theproject participants. The Directiva is basically a committee wnich represents
the entire beneficiary population, with officers which are elected annually.

Its objective is the coordination product marketing, and 
 social services.
Although the quality of each Directiva is determined to some degree by the 
type and quality of its members, it is nonetheless possible to observe that
those projects which have been in existence longer tend to ha7ve better 
Directivas. For example, at farms such as Venecia and Sucum I, the Directivas
 
were interested in resolving social problems, such as aseducation and health,
well as in the problems entailed in marketing farm products. 

http:regn1ir_.zs
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.Tetechnician appoints the1 first' grc.ip of 	 Page-dalto7fom th
 
~iva'a;~non-deakocratc butnecessary principle during the early days of ;,

~pthe program when not alir the beneficiaries ko each other. After a' year a 
newDirectv&is elected by 'the'.beneficiaries. TheiDirectiva, has seven"<Q
members, and .meetings are held every two weeks . 

IThe existence of the techniCianL sbould'make it possibler for theV 
SDirectivas to avoid some of the abuses often found'among the officers of K~' 

.. similar organizations, althlough this has no~t always been the case. ',. . 

Inheritance patterns: ' "' 

- The, traditional inheritance pattern in Guatemala' is to provide the male
>7-children with 'a more 'or less eqa fthe father's material wealth. ,oto L 

There are exception to this scheme, in which female children may inherit or ini 
-'which the children inherit from their mrother instead of their father, hut the.-­

above is the most conruon'. Since most small or subsistence farmers hav)e 
A', ­ nothing of value other than their land, they tend to divide up the land 

between their 'male children. If they own other objects of value, however,----­
they may divide their. inheritance' in such a way that some children inherit 

-, land while other inherit other objects of value. ' 

Conclusions:
 

This project has shown itself to I>-socially and culturally feasible in 
F ~~ 	 the context of Guatemala. There appear to be no obstacles, whether arnon' thze 

projected beneficiaries or in relation to other social, economic, or political~ 
groups, which would seem to impede the smooth carrying -out of the p~roject as 
planned. 

'4253R' 

YA i7 r 



ANNEX II/H 
Page I of 12 

Research Program for the Commercial Land Markets Project 

The land issue in Guatemala is recognized as a constraint to agricultural 
development and a source of social friction. Attempts at land reform 
historically, such as expropriations and colonization, have been ineffective
 
in alleviating the problems and have resulted in bloodshed and social
 
polarization. Increasingly, a consensus is developing around the concept that 
the land issue be corfronted by dealing with imperfections in the land market, 
by finding ways to increase the access of landless and land poor farmers to a 
market made up of willing sellers and willing buyers. 

USAID initiated the Pilot Conmercial Land Markets Project with the Penny 
Foundation "to demonstrate the feasibility of a private sector land 
commercialization program." Through 1987, USAIID has committed US.3 million to 
this effort. The Penny Foundation has purchased 19 farms with 3908 hectares
 
and 1223 parcels to be resold to landless families. Nearly 500 families
 
already are farming these parcels. The additional funds from this project
 
will place the program on a financial footing that will allow it to continue
 
independent of outside subsidies.
 

The impulse for this additional fundi.og came in part from political 
pressures in Guntemala and increasing concern in the U.S. Congress with the 
imLlications of these pressures. In respozise to the U.S. Senate request that 
US$5 million be commnitted to land programs in Guatemala, the USAID mission 
develop-d a two part project. First, recognizing the incipient quality of the 
pioncering effort of the Penny Foundation and the pDtential lessons to be 
demonstrated by a successful land coiamercialization program, most of the funds 
are destined to this program. At the same time, it is clear that the impact 
of the Penny Foundation program on landlessness in Guatemala is primarily that 
of a demonstration project. Actually alleviating land pressures on a 
significant scale will require that this ex xerience be multiplied many times, 
or that alternative mechanisms to correct the imperfections in the market be 
devised. The research component of this project is intended to evaluate and 
document the Penny Foundation program so that it can be duplicated and to 
investigate and propose alternative approaches to the land market and to the 
problem of landlessness.
 

Four broad areas of study will be funded: (1) a baseline survey and long 
term monitoring and evaluation of the Penny Fowundation project; (2) an 
analysis of the General Property Registry and development of proposals for 
reform of the registration process; (3) a study of the feasibility of and3 
design for a land bank or other financial/institutional mechanisms to provide 
loans for land purchase; and, (4) the identification of alternative 
organizations ar-1 arA)roaches to expand the land market program and/or to deal 
with the problem of landlessness.
 

http:fundi.og
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Implementation:
 

The wrk in three areas, the ev-alwuation of the Penny FoudLation, the
analysis of the Registry and the identification of alternative organizations
and approaches, could be implemented as a buy-in to the LA/DP/RD regional
project (593-0633), Tenire Security and Land :4rket Researcn. The purpose of 
this project is "to carry out cross-country and Loi-itulinal research on land 
tenure issues in the [C re jion" and "to provide an instructive and
informative anlvsis of hcw tenrure p'atterns affect three sets of interrelated 
development issues: eoonomic issues; rural development issues; and
 
environmental issues."
 

The regional project was designed to support country specific research
and draw on ani conitribite to the bronider knowledj-e base. Research is either
on-going or bLldjeted under this project with RDJ/C (St. LW-cia), lbnduras,
Ecuador and [Hiti. The studies planned by the Guatemala mission fall clearly
under the purview of this regioral effort. The principal research areas for
 
the LAL/DR/RD project 
 Are "tenure security through ilmprovc-d titling and land
registration s.'stcns, the potential for farmlanl uAirrkets to increase access to

lalrY, 'Ind scoai 11-jenerit- ion probl,2s :of existinj agrarian reforms." 

Affiliation with this Project woul:1 insure co.-nirability of the Guateamala 
studies with jtiy rs in Laltin ? nerici, and it will facilitate the dissemination
of the research results on a regional rtisis. Supplemental funling is
available througn the regional project so tLat a comparative perspective can
 
be built into the design.
 

The LAC/D/RD project is implemented through the S&T Bureau Cooperative
Agreement with the University of Wisconsin L.and Tenure Center (LTC). 
 LAC was
 
formed in 1962 with funds from A.I.D. adJ has developxd into a center of
excellence recojnized internationally for its work on land anJ rural 
development. Researchers from the Lid Tenure Center will work closely with
personnel from the Penny Foundation and other organizations included in the 
surveys, and with Guatemalan social scientists. 

The current Cooperative Agreement with S&T/RD began in FY 1984 and will 
extend through FY 1988, an extension until Mairch 1993 is currently underway.
The regional project (Tenure Security and Land Markets Research) extends 
through FY 1990.
 

\(
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Several avenues exist for implernenting the study of the feasibility and

design of a land bank. This research will build on the backjround studies 
carried out by Texas Technical University for the L983 Co:iuwrcial l_;inJ -arkets
PID and the Pilot Project with the Penny Founation. ()De option Imay be to 
contract through the Technical Services to Mission with Texais Tech. Another
possibility is to seek issistance from INCkiE, in Costa Rica, or other
 
contractors sjx.cializincg in finance. The fAC/DR/RD recgion A project also

could be utilize,!. The resar,-irch will require the collaoration of
 
representives from the Gu temaLin financial cotUMnunity, experts from othercountries with comntarabl, firancial markets, and from the -icademic and
 
international -A-nking commrunity.
 

Penny Foundation Study: 

The lAnd Purchase/Sale Program of the Penny Foundation is the only
private institution in uaitemala that makes loans to buy land, and one of the
 
first attempts in the world to establish a prc)3run to improve small farmers'
 
access to lan! through th e land market. '-heland market 1pproach to
 
increasing e.litLy in lani distriution has ben endorse{l by A.I.D. as the

model Lor mission-suo.r-- land prorams, :ilthougn it haL:s not yet ben
 
implementedC sew, r e . I L±evaluiionu: 
 and dWcxanenting of tnis program is
 
important as a- too i. L-ve 
 chis program, to provide information for other 
organization; in 11.tmilhui ryiA ",; estb Laish s imilar pr,) rirt; and to assist
 
other USAID nis'ion in as ignijg I iAi straTtegies oril pricts.
 

The evaluation will involve thrue levels of analysis of the cost and

impact of the projrm, the oxeneficiary, the original farm unit anl the Penny

Foundation as an irnstitution. The studies will continue througn the five
 
years of the project. The evaluation will consist of a baseline survey of a

sample of Penny Foundation farm and berneficiaries in late 1987 or early 1928,

and two follow up surveys in years three and five of the project. Surveys
spaced at two year intervals will allow a continous accounting of the effects 
of the project at the benefiiary and farm level. The surveys will be
accompanied by case studies of selected farm units and an on-going monitoring
of institutional changes in the Penny Foundation. 
The detailed case study
examinations, concentratqd in alterrate years, will assist in the
 
interpretation of the survey data 
as well as provide indepth organizational 
analysis. 

The sample for the baseline will be drawn from farms and beneficiaries 
incorporated into the program by that time so that the effects of the program 
can be tracted over five years. Stratification of the sample will insure that
 
it is representative of variations in farm size, region and crop. 
The 
database files imaintainedJ by the Foundation on beneficiaries and farms will be
tapped for as much of the baseline and follow-up informiation as possible, and 
will serve as the frane for drawing the sample of beneficiaries. A Penny
Foundation sample size of approxiimtely 500 beneficiaries ard at least 15 
farms is anticipated.
 

/ 

2 
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These samples will be matched by samples of campesinos from other 
organizations or communitites in the Penny Foundation regions. These
 
respondents may be drawn, for example, from other private voluntary

organizations, cooperatives, peasant organizations, migrant worker and/or land
rental networks. The questioning of these groups will serve two ends in the
 
project research component. First, as a control sample for the Penny

Foundation surveys, they will allow cross sectional as well as longitudinal

comparisons. 
They also will be the basis for identifying and developing the
 
background information neeJed for designing alternatives and additions to the
Penny Foundation program. The control samples will include from 300 to 500 
campesinos. Surveys of the control groups will be timed to provide comparable
data to the Penny Foundation sample. 

The beneficiary-level analysis could include, among others, description

of demographic characteristics and analysis of change in household 
characteristics including income, labor allocations, composition, level of

living, off-farm employment, education and investments. Farm-level analysis

could 
 include, a-ong others, changes in production, C:oJuctivity and 
profitability, rate and timir.g of beneficiary turnover, ext.ent of informal
parcel sub-d]ivisions, :nanagemnent of community-o'0n]d proealty aid couiit:Y 
activites, co:rcmnity governance. -,: imPortant asoe4ch of this anaLlysis will be 
an evaluation of aaount of techl-ical assistance and prb>U( iuIon credit re,.Juired
for the beneficiaries relative to the debt burden- incurrJ. 

The third level of analysis for the evalua-ttion is to ,a:mnitor the

institutional changes in the Penny F-uryation progrLm. Since the project

funding is intended to allow the prog-ram to be establishe d as self-supxoorting,

this part of the evaluation will assist in
the IFoundation identifying]
organiz.atioinal problems as they arise and in financing timely teclhnical
assistance to deal with them. A fund of i00,000 is budgeted for technical
 
assistance for the Penny Foudtior, in institutional and firIncial
 
marangement. A record of the Foundation experience in program manageanent also 
will be useful to other organizations designing similar programs. iom9 of the
topics to be examined include: changes in the management requirements with an
increase in the number of farms mavnged and b2neficiaries served; tradec-offs 
made in projram expansion ttween factors like land cost, land sale price to
beneficiaries, numb2r of beneficiaries L-nd farm ii-lestment costs; long term 
institutional financial viability; contact with other develoxnent 
organizations for program expansion. 

The project pe-rsonnel at the Penny Foundation have expressed interest in
participkiting in these studies and in providinj use of the dataxase files. 
The Foundation is interested in the reseazch in xirt as a means of put)lfcizing
the project. A part of the doc(umentation of their experience might be to
develop a video to delmanstrate visually the changes in the farns over time. 
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The intent of the monitoring and evaluation of the Penny Foundation is to
 
provide a constant record and tracking of the project experience. The outputs
 
from this ccnponent will include at least, reports on each of the baseline and
 
follow-up surveys with discussion of the three levels of analysis 
(beneficiaries farms and institution), and cross sectional comparisons between 
the Penny Foundation and the control groups. In addition, case studies of 
selected farms, the control groups and the project adlainistration may be 
useful especially in terms of developing alternative pr-gra:ms. The number and 
content of these studies and r-ports will e soxecified at the time of 
funding. After thc third survey, a final report will submittel suaarizingxe 

the previous -eryorts and including the anailysis of changes over time. It will 
specify conclusions aibOut the effectiveness of the program ard of the land 
market approach to aind probl.ems, ard recoimendations for future programming. 
USAID also might consider fun.ling the prejxiration of documents or visual 
presentations wich are intended primarily to educate about the program rather 
than to af-ilyse it. 

Researchers will work closely with personnel from the Penny Foundation 
and with local resmrchers in develooing these survey's. U.S. researchers 
inijht inclule -n aIricultural economi st, a lanA tenure specialist, a rural. 
sc__iolo(>ist, a se i:ist in or: ni:zi'tion mana ge1eat and a survey spo_>ialist. 

D1: M'[- sifiii S]_s
Loc-l c- l > (Ia fr-om_S : fi - :)t -ilso sho l.]i inclJde 
aoro:y ]msts-~ nY] $)ne t:..,'oiuare willallt. or (rT _zssisa!ts 
participio in te f work the llt<ianlysi. lest ofei lnd i At three ;:.ionths 
field W_)rk simallh]i. pAoirio~ fo)r each survey. This estimite d:es fnot 
include the t i r-relumr-. 1aefore the survey to [lentify the samnples,
especially the or-ani _tLions to mLus(l h control groups, nor the timex for 
required aifter the survey for u]at-i prep ririon, ana-Lysis, aid repor,: writing. 

(t t;)Illustrative b .et 

1988 1990 1992 Total 
Staff sal]ries (20 p>rson 
mos. plus frin-m,2 I,insur.) 31,000 21,000 21,000 73,000 

Research e:'Oens,es 38,000 25,000 25,000 88,000
 

Interi t-i-)r 
airfare & L..r diem) 

i trivjl 
23,000 15,000 15,000 53,000 

Direct co-sts 
cCAnmuno1mtion, 

(,,lin, 
etc.) 5,000 4,000 3,000 12,000 

Sub-total 97,000 65,000 65,000 226,000 

Overhe-vd (.,A) 25,000 17,000 17,000 59,000 

Total costs 122,000 82,000 81,000 285,000 

General Property Registry Study: 
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The process for registering land titles in Guatemala is inefficient

and costly. The Mirch 1987 Semi-Annual. Report of the Penny Foun-dation 
program cited delays in registration and title search at the General

"rorty Registry (Registro General de la Propriedad) as one of the 
problems encountered in implementing the project. Registering the title
 
transfer froan the seller to the Foundation usually is done quickly, but

the transfer of parcel titles from the Founlation to the campesinos has
 
dragged on for iiyonths. Th1-e delays reflect the fact that Registry

personnel are 
paid according to the value of the proprty processed. In
 
addition, all re.gistrations are entered by hland and there are only two
 
offices for the entire colntry 
 (in the capital. and in C aetzsatenango).
For the Penny Foundation prcxjram, the delays are important priimrily
because, without (loenments, some beneficiaries h:ive questioned the
 
legiti~mcy of the lid sales. Mbre generally, the delays anul costs in the

Registry are a constraint to developing a r-e efficient Land market
 
accessible to Large and stmall. ci~ers alike. 'he new constitution calls 
for the reorganization of he Registry, and the estalislnent of an office
 
in each of the 22 departments.
 

The Registry study hnas texo goals, ex[aliting the registration of
Penny Foundatioi titles and inalysing the need, goals, feasibility, and
 
method for reform of the institution. The Penny Found ation legal procurer
 
can assist with initial access to the Rejistry for analysis of
 
registration procLdures. The 
 first phase of the study, which will begin
 
as soon as possible after the obliation of funds for the project, will
 
produce a report including an overview of the Registry operation and
 
recommendations for the design of methods to speed the 
registration of 
parcel titles. 
The report also will sp>ecify the direction for the
 
continuing study and design work on Registry reform. 

The definition of tne second phase of the study depends in part on
 
the results of the first. 
 'he purpose of the study will be to understand
 
the constraints to more efficient and equitable operation. 
Registry

reform is a politically sensitive area arO the extent of cooperation by

the hierarchy of the Registry in defining and designing needed reform is a
 
key research question. It also will be important to ascertain the role
 
of the COG and of other donors in the institutional reform. The output of
the second phase of this study will be the specification of the USAID 
mission's role in the Registry reforn mandated by the constitution. The 
comparative analysis of systems of mapping and registraton being carried 
out under the LAC/DR/RD regional project will be particularly useful. for 
this design. 

The analysis of the Registry may consider the following questions, 
among others. What are the factors in delays in registration - personnei,
recording methods, management, centralization, costs, others? How 
accurate is the Registry? What is the cost of maintenance? vahat is the 
extent of title registration by different classes of landholders? 1bw 
does the Registry afiect land taxes and revenue generation? Wthat is the
institutional history of the Registry and the property rights system?
What are the social and political constraints to R}egistry reform? 
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Staff for these studies probably will include specialists in
 
cadasters and land information sys tems, land law, and surveying and 
cartography and land tenure. Up to three months should be programmed for 
the first phase of the study. Three additional months are budgeted for 
the second design phase. 

Illustrative budget (US$): 
1988 1989 1990 

Staff salaries (9 person 
mos. plus fringe & insur.) 16,000 8,000 8,000 

Total 

32,000 

Research expenses 4,000 2,000 2,000 8,000 

Internatiorvl travel 
airfare & per diem) 11,000 5,000 5,000 21,000 

Direct costs (admin, 
communication, etc.) 1,000 500 500 2,000 

Sub-total 32,000 15,500 15,500 63,000 

Overhead (26%) 8,000 5,000 4,000 17,000 

I-Ibal costs 40,000 20,500 19,500 80,000 

External Financing and Land Bank Feasibility Study: 

A program like that of the Penny Foundation requires a large grant 
input to capitalize and subsidize the early years. This support is
 
required in part because the program explicitly serves landless and land
 
poor campesinos who have minimal assets and little experience as 
entrepreneurs in coimmercial agriculture. The Penny Foundation has an
 
intensive program which includes production credit, technical assistance,
 
and support services as well as loans to buy land. The impact of this
 
project on the landless population and on the openness of the land market 
is necessa-ily limited by its cost and by the institutional capacity of a
 
private development organization.
 

There is no mortgage bond or secondary market in Guatemala now, and
 
except for the Penny ?oundation program, it is not possible to borrow to 
buy land. Creating a more open land market with increased access to land
 
purchase for small or medium-size agriculturalists, many of whom will not 
need the total package offered by the Foundation, implies the development
of alternative financing methods such as mortgage and/or other types of 
bonds, or a full public or private sector land bank. The purpose of this 
set of studies is to analyse the potential for a land bank in Guatem.la 

I,'
 

http:Guatem.la
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and the financing mechanisms to support this effort. The work will build
 
on the 1983 design studies for the proposed Commercial Land Market Project
 
and the experience of the Penny Foundation in attempting to issue nrtgage
 
bonds.
 

The analysis will examine the legal context for the formation of a
 
bank and the issuing of bonds, the potential institutional context for a
 
land bank, and the receptivity of the Guatemala financial community to the
 
bank and the bonds. The studies also will evaluate alternative sources of
 
funds to capitalize land purchase/sale prograns of banks, private

voluntary organizations or related groups. Exanples of the kinds of
 
mechanisms to be evaluated include mortgage bonds, institutional bonds,

H/G type financing, long term loans from private banks, long term soft
 
loans from the international community and endowments. 

This study segment should begin within the first year of the project
 
with the initial concentration on the external financing mechanisms. The
 
evaluation of the potential for and design of a land bank should be
 
completed by the end of the second year of the project. The work should 
be directed by a person with knowledge of third world financial markets 
and banking. Others on the team might include specialists in Guatea.alan 
banking law, in finance and mortgages, a pexrson with knowledge of the land 
bank system in the United States, a soecialist in manaqe;nent and 
organizational design. Th1ree to six mronths of field work in Guatemala are 
prograLned for this activity. 

The outputs of this segment will include one or two working seminars
 
with representatives from the Guatemala financial community, experts from
 
other countries with comparable financial markets, and from the acade.nic
 
and international banking community. Their purpose will be to (1)
brainstorm about potential financing mechanisms and land bank 
possibilities and to (2) evaluate the designs developed for Guatemala. 
The study team will submit reports on the results of the seminars and onthe evaluation of the external financing mechanisms. They also will 
provide a design of a land bank and/or comparable alternative, including 
cost estimates, sources of funding, and evaluation of the potential for
 
institutional success and for its impact on the land market. A central 
task will be to identify appropriate counterparts and implementing
 
institutions.
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Illustrative budget (USt):
 
1988 1989 
 Total


Staff salaries (3 person
 
plus frirge & insur.) 5,000
mos. 

5,000 10,000 

Research expenses (incl. seminars) 26,000 26,000 52,000 

International travel
 
airfare & per diem) 
 4,000 5,000 9,000
 

Direct costs (admin,
 
communication, etc.) 
 1,000 1,000 2,000
 

Sub-total 
 36,000 37,000 73,000
 

Overhead (26%) 
 9,000 10,000 19,000
 

Total costs 
 45,000 47,000 92,000
 

Studies of Alternatives and Ad1ditions to the Penny Foundation Program: 

Although the Penny Foundation progran has met its goals successfully,it remains a pilot project. The next step is to identify ways to amplify
its impact on the problem of lanlessness. The develoament 
 of a land Dankand external financing is one option for ex:}anding the hind marketprogram, based aon large capital investment and service primarily to
small and meium-size farmers rather to
than the landless population. Thepurpose of this set of studies is to explore other alternatives. Research
is needed to (1) identify organizations to develop additional projects
like that of the Penny Foundation, (2) to evaluate alternative 
avenues toincrease land access throuqh the land market, and (3) to investigatelinks between land programs and other 
the 

sources of rural employmaent and 
income.
 

These studies will draw heavily on the data collected in the baseline
and follow-up surveys for the Penny Foundation evaluation, and supplementthem with contextual, historical and institutional data specific to eachresearch problem. PFecause of their link to the baseline and follow-upsurveys, work on these problems should begin at the same time as the survey so that pertinent variables can included thebe in questionnairesand so that the control group samples for the survey will be adequate to
address these topics. 
This group of studies will extend through the life
of the project. 
They will involve substantial collaboration with local
 
researchers.
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An important first step will be to identify alternative organizations
 
for additional purchase/sale programs. This work should begin as soon as
 
possible so that these organizations or coimmunities can be included in the
 
samples for the control group surveys and so tLat decisions concerning the
 
design of alternative or expanded programs can be made expeditiously.
 
Potential groups for consideration include nationa]. or regional

nongovernmental development organizations like the Penny Foundation,
 
government land proJrams, public or private bank lending programs and
 
savings cooperatives. 

The purpose will be to compile a list of tli-se options, and to
 
provide the background information and analysis to develop similar
 
programs to finance land purchasing for other secitors of the landless 
population, either through the Penny Foundation or independently.

Particular attention will be given to reaching people who are not served
 
by the Penny Foundation, such as land poor or tenant farmers who may not
 
need extensive technical assistance, or beneficiaries in particular
 
regions of the country. A central focus must be on the availability of
 
production credit as an essential element of a land purchase program.
 

In addition to the information gathered from the surveys, this
 
activity will invoLve case studies of at least three of t-hese
 
organizations or progrI~ms. The researchers will projuce a report

identifying and anialysing the organizations to mazoge land purchase/sale
prograiis, including an affirmation of their interest in the program and 
detailing proposals for new projects. 

The second major focus in the search for alternatives to the Penny
Foundation program will be on the land market itself. The purpose will be 
to seek basic inforiation on how the market operates and on the policy and
 
institutional constraints which affect it. ,hat are the necessary 
conditions, and institutional and policy fraieworks needed to create 
dyrnmic land markets which operate to benefit small farmers and the 
lardless? These studies will produce one or iiore reports detailing the 
policy and project implications of the land imarket studies, especially the 
analysis of land rental markets. They will be developad through a 
combination of analysis of the survey data and the use of case study and 
archival data collection methods. 

The following are examples of the types of questions which will be
 
investigated. 
1ibw can a land market for small farmers be stimulated? What 
would be the effect of improving the title registry, reducing market 
transaction costs, providing funds to buyers, instituting inducements such 
as taxes to se:llers? Most of these questions are anticipated in the
 
recent GOG statement on agrarian policy.
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What are the patterns of land tenancy regionally? What is the extentof the rental market? What types of land and what size of units arerented? 
How long do rental contracts run and how are they regulated?
What are the characteristics of the owners and renters? 
 Does land rental

offer a viable alternative avenue to land access for some landless?
Similarly, what are the conditions, characteristics, extent of, regulation

of sharecropping arrangements?
 

The third area of investigation of alternatives to the Penny
Foundation program will confront two concerns which come up in any

discussion of the land problem in Guatemala: 
 (I) there is not enough land
to satisfy all those in rural areas who are without land; and, (2) land

purchased in family-size plots now will be minifundia in the next
generation as childrenthe claim their inheritaice. These studies will beconcerned with non-land sources of income and employment in rural areas.
 
They will investigate the relationship between land tenure and other
sources of ernolo?-ent andi income for rural households, and develop projectand policv alternatives which Link land market programs to other ruraldevelopryent objectives. The necessity of identifying these links andexpanding rur-il Y:nloy nent opportunities is cited in the most recent USAIDAction Plan, in the CO)G agriculture policy stateaent inand the PennyFoundation insistence levelopingon Iucational services theon farms. 

The survey data from the Pen-ny Foundation evaluation provide an idealopportunity to investigate these questions and tne analysis will

contribute to interpreting 
 the long term impict of the Penny Foundationprogram. Case studies to gather in-depth information on particular
con7unities will supplement the surveys. The outputs from these studieswill incltde at least three reports on the policy and project implications
of the research with emphasis theon non-farm employment and incomeopportunities for the landless and land poor and on the second generation

effects of land market projects.
 

The following are potential study topics. The first would addressthe effect of land tenure on the options of the next generation. In
addition, in contrast to most studies which concentrate on the effect of
land and agriculture on the family unit and on men as farmers, this studywould look within the household to the effecL of land on women's
activities, income and outside employment. What are the sources of familyincome and the distribution of household labor? 
1Lbw do these factors vary
by land tenure status? 
 Ha,; do they change with land purchase? Inparticular, whac is the relationship between tenure status and status
change and the work of women and their contribution to household income? 
What is the relation to child labor and education?
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Particulary in the Penny Foundation program a study could examine
employment creation. What is the relationship between land parceling and
sale and the development of small busine!,ses or other non-agriculutral
income opportunities in the farm communities or in the surrounding areas?
Again focusing on hlth the immediate and the second generation impact of

land tenure: How does land ownership (and change in tenure status) affect
migration, either seasonal or rural/urban? Who migrates, and for what 
purpose? 

Illustrative bLudget (US ): 
1988 1989 1990 1991 1992 Total 

Staff salaries (10 person 
mos. plus fringe & insur.) 7,000 8,000 8,000 8,000 8,000 39,000 

Research expenses 7,000 9,000 9,000 9,000 9,000 43,000 

International travel 
airfare & per diem) 5,000 6,000 6,000 6,000 6,000 29,000 

Direct costs (admin, 
communication, etc.) 1,000 2,000 2,000 2,000 2,000 9,000 

Sub-total 20,000 24,000 24,000 24,000 24,000 120,000 

Overhead (26%) 5,000 6,000 6,000 6,000 6,000 31,000 

Total costs 25,000 30,000 30,000 30,000 30,000 151,000 

3235R
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Background
 

In 1984, USAD/Guatemala initiated the Pilot Commercial Land Markets
 
Project with the Fundaci6n del Centavo (Penny Foundation) on the basis of a
 
million grant (Project 520-0330). The goal of the project was "to deronstrate
 
the feasibility of a private sector land commercialization program" by
 
establishing a mechanism to permit small farmers to purchase arable lands and
 
to provide them with production credit and timely technical assistance. An
 
additional l million was added in each of the following years (Project

520-0343). While the pilot project has confirmed the feasibility of a
 
commercial land market program, it also las shown that for .xostcamjx-sinos the
 
shift from farm laborer to farmer requires not only ownersnip of land but also
 
access to credit and training in commercial agriculture. A land purchase/sale
 
effort alone will fall short of the goAls of increased income and living
 
standards for a significant portion of the target population in rural areas.
 
A recent evaluation of the project (File Attaclment) shows an innovative
 
program which has exceeded its targets for the amount of land purchased and
 
the number of beneficiaries served. The Foundation has maintained an autonomy
 
from USAID, which is essential in this politically sensitive activity, but has
 
been open and coolerative in terms of reporting requirements and evalua=tion.
 

When the U.S. Senat appended a recoi-endcation to the Foreign Assistance 
and Related programs Appropriation Bill for 1937, tlat US$5 million DWset. 
aside for Guateml-] land purchase programs USAlD considered several coitons. 
These included dividing the funds to implement several projects like that of 
the Penmy Foundation, obligating a part to the Pennly Foundation, a part to the 
government and a part to ooperatives, and adding to them in order to
 
capitalize a land bank or a Central Brank guarantee fund. Ihese alter.atives
 
were by-passed for the present because all require substantial background
 
investigation and design before they can be funded. In order to respond to
 
the Senate recommendation in a timely manner, the Mission decided to commit
 
about $4 million to the successful on--oing Penny Foundation program. Up to
 
$1 million was to be retained to fund studies of alternative land market
 
financing entities, reform of the land registry and studies of Guatemala's
 
land problems. This research was to be done in anticipation of future land
 
programs.
 

Land Tenure in Guatemala
 

Land ownership in Guatemala, even more than elsewhere in Latin America is
 
characterized by a skewed distribution and a pattern of minifundio/and
latifundio. Large owners tend to control the most productive farmland on the 
coast and in the fertile mountain valleys where they concentrate on extensive 
export production. Small farmers with minimal resources and a dependence on 
subsistence crops engage in intensive cultivation of steep nillsides, wnich 
not only limits their productivity but also contributes to erosion and
 
environmental degradation.
 

In addition to the minifundio/latifun-lio pattern, the presence of nearly 
400,000 agricultural workers who own no Luil magnifies the land pressure, 
while the skewel ownership distribution has resulted in substantial expanses 

of idle lands (tierras ociosas); privately-held lands which are abandoned,

uncultivated or undergrdT--.
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The unequal land distribution, extensive farming and idle lands are
 
associated with lagging agricultural prcduction overall, a shortfall in the
 
production of consumption crops like corn and beans, and an inability to
 
translate agricultural growth into improved standards ot living and reductions
 
in rural poverty. Historically, land tenure problems also have been the
 
source of rural social unrest and violent confrontations. Today this same
 
political tension is manifested in the campesino movements which have
 
crystalized first on the south coast and recently in other regions.
 

Justification for the Land Markets Aporo-ich 

Political Context:
 

Land tenure is 
an economic issue since it defines the structural context
 
for agriculture. It is almost always a political issue as well, and in

Central America as a whole and Guatemala is particular it Ias been an
 
extremely volatile issue. Both Nicaragua and 
 L Salvador have carried out
 
massive agrarian reforms lbased on expropriation of private lands during this
 
decade. Lirge landow%-;ners in Guatemiala, represented at the national 
 level by
UNAGRO, are sensitive to any indication of the possibility of expropriation in
this country and they are determined LO protect their interests. 

The entrenchment of the large landowners in opposition to land 
redistribution is counteredi by the recent emergence of cam[>esino organiza tions 
who are calling for gover-nment assistance in gaining access to land. The
 
largest of these move:ents is the A'%vimiento Pro-lierra, ied by Padre Andres
 
Giron, with headquarters in Nueva cecion, Lscuintla. Tile movement 
 is 
expressly non-violent and wants assistance in purchasing farms to be re-sold
 
to landless campesinos. Initially, the organization outlined a model of
 
corporate farm organization; more recent statements point out that farm
 
organization will be based on agronomic considerations, and some farms may be
 
more effectively sub-divided and farmed by individual small owners.
 

The Ministry of Agriculture recently issued an agrarian policy statement
 
which affirms that expropriation of land is not an option for improving land
 
use in rural Guatemla. Land taxes, colonization and land market activities
 
are being promoted to address the land problem, but land remains a polarizing

issue. 
All parties seem to agree that expropriation is not a viable option

for Guatemala, and there is considerable support for open market land purchase
programs, although imany questions reimain about implementation. As the 
government policy paper states "The alternative is clear: either the private
sector, the campesinos and the Government unite around a program with both 
short and medium term goals to rauce rural misery, or the pressure of poverty

will become so great that it will be impossible to find peaceful solutions."
 

Alternatives:
 

The commercial land market approach to "the land problem" advocateshas 
within the governm:nt, thc campesino movements and some large landowers.
Although there are differences of opinion about how the farming units should 
be organized for an~d small holders, there to be inby appears some consensus 
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the need to develop mechanisms to make land which is abandoned, underutilized
 
or on the market for some other reason, available for purchase by the landless
 
and land poor. The Penny Foundation with funds from USAID, has developed and
 
tested one model for a land purchase/sale program. 

There is also consensus that land expropriation should not occur in
 
Guatemala. The memory of the violent backlash to the expropriations of the
 
1950s and the inefficiences observed in the parcelamientos of the early 1960s, 
have turned the COG's attention to other alternatives. Colonization projects
 
have been shown to be unjustifiably expensive (see Evaluation of the Ixcan 
Colonization Project, January 1934). They uprooted whole communities from the
 
highlands and resulted in the deforestation of fragile tropical laind
 
inappropriate for fanning. Many of these lands are now abandoned. 'Thetax on
 
idle and underutilized land, intended as an incentive to landowners to either
 
use their land productively or sell it, is minimail, ineffective and difficult
 
to enforce.
 

U.S. Policy Context:
 

While the immediate impulse for expansion of the.Pilot Commercial Land 
Markets Project this year came from the U.S. Senate, attention to the rural 
land distribution as a constraint to agricultural and rural developnoent and a 
cause of rural poverty, urb-in migration and civil inrest is not new. In 1984, 
the Kissinger Coi-Lnission cite] the need for a more equal dlistribution of 
income and wealth, including land. Tne Cormission report specifically 
recommends that long term credit be made available to small farmers for land 
purchase -as a means of redistributing land and increasing agricultural 
production. The financial support base should be strengthened so that new 
property owners can improve their standards of living and formrer owners can be 
compensated for their land. The report also recoimmends efforts to improve
 
land title registration and to protect thc- property rights of farmers.
 

USAID/Guatenimla contracted a study, Land and Labor in Guatemala: An 
Assessment (i.e., the Green Book) in 1982, to provide an assessment of 
historical and current "agrarian transformation" problems and to suggest a 
prospective set of possible future actions by the Guatemalan Goverrment. The 
study was the subject of a large negative media campaign an,- condeimned by the 
large landowners as a call for land refc:-m. A 20 million Comercial Land
 
Market project proposed in 1983 but not implemented gre& out of this study.
 
USAID initiated the current pilot project in late 1984.
 

The Penny Foundation project is the only conercial land market project 
currently supported by A.I.D. in the world. It has taken on new importance 
for the Agency with the clarification of A.I.D. policy for land tenure 
programming. £he A.I.D. Policy Determination on [and Tenure (PD-13, May 9, 
1986) points to the role of land as a fundOamental factor of all agricultural 
production and "is specifically coacerned with prograning A.I.D.'S resources 
to support increased productivity of land as a factor of prcx]uction in a 
context of equality of opportunity for access to land". It states that 
"A.I.D. will also support programs that broaden the opportunity for access to 
agricultural land, promote tenure security wnd stimulate productive uses of 
land to ameliorate the barriers to market entry that exist in some LDCs." 
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Further, A.I.D. is prepared to assist countries in land market programs that(a) promote transactions between willinq buyers and sellers; 
(b) promote

transactions which occur for economic gain; (c) allow for the wide
 
dissemination of the opportunity to buy the land; 
(d) land tenure issufficiently secure so that land transactions canioccur. 
The project not only
demonstrates the viability of this approach to improving access to land in
Guatemala but may serve as a model for similar programs in other countries.
 

Components of -he Commercial Land Markets Project
 

The Penny Foundation land program purchases land from large landholders,sells land to land poor and landless beneficiaries; and provides technical

assistance and production credit to the beneficiaries to increase the
productivity of their land and insure their profitability. The current

Commercial Land 'airkets Project amendment will expand the program with thePenny Foundation and include a research component which will be administered 
separately. 

The Penny Foundation Component: In the on-going project the Penny
Foundation (a) negotiates the purchase of faLmland on 
 the open market, paying
up to 50 Tercent in cash at the time of sale and the balance in five yearcertificates of guarantee; 
(b) divides the farm in commercially viable,

family-sized parcels; (c) selects eligible participants to purchase the

parcels; (d) fiuances the sale of individual family-sized plots to selected
partici-uit;; and (e) provides tecnnical assistance aind production crelit sothat the participants can become acquainated with the new crons and tec.nology. 

The Penny Foundation acts as broker for all aspects of the land purchaseand sale so that sellers deal with the Foundation rather than with a group ofpotential buyers. In effect, the Foundation becomes owner of the property,

using the USAID grant to pay half of the purchase price in cash, and covering
the remainder with certificates of guarantee. After parceling the land the
Foundation re-sells it to individual campesino farmers with a 10 percent down

payment and 10 
 year mortgages. The Foundation pays 9 percent interest on thecertificates of guarantee; the campesino mortgages are assessed 12 percent

interest (projecced to increase to 14 percent).
 

Technical assistance is provided by university trained agronomists

(ingenieros agrononos) who are responsible for overseeing farms on a regional

basis, and agricultural technicians (peritos agronimos) who live on the
farms. The technicians make day to day decisions about farm managment, train

thr beneficiaries in farming methods for the new crops, and work with the

beneficiaries to develop other aspects of the farm communities.
 

The Foundation provides both production and subsistence credit to the

beneficiaries. The amount and terms of the credit vary by farm.

Beneficiaries on farms which generate immediate income (vegetable farms)

receive annuJL credit; for those on coffee farms which come into production
after four or five years, credit accrues throughout this period. Twelve
 
percent interest is collected on production loans.
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As of th uarof 1987, the Foundation has budgeted~ approxi~mately 50% 
. percent of thie USAID fundAs for the actual purchase ofteln. locatis 

for productioni credit have accounted for~about23 percent.'Withi the remainder&
goi.ng totech~nical assistance and administration. i*_, us ee ouationUhs_ 

~ Eaiffy77al-f the purdhasepr ice' in cash, ~the re-i~er66 s, fin;Whe
~seller wiho receives 'certificates of guarantee from the PennyFoundation. Oniedollar of A I.D. fLipds .1uy's ,two dollars worth of, land. 9 

~ h otidtinhs cuultdin~ the certificates of guarantee, the- costs of N4 ~ technical' assistance andithe 4outJlays-obfproduction~credit- for the farms
purchased'during~the first, three years ~6f the project, mean~that~ th 

-

Sproportional anxounts to be spent for landai-d the~oLher cooents~cannot beA
maintained at the 'same~rate.~ These osts musC~be covered.,it.h cash during a.­
period when many of the beneficiaries are notyet recognizingincme from 

- ~ theirmnew land -and~ therefore are hot making land'~or other debt aymients to 
-r-

the-~ 
~ Foundation. (See Econornic~ and Financial Anal'ysis.)7 j 

Thedeignofa ommrcalland-purchase/sale program with~technical~>-~?K 
* ~----~ assistance and credit~i defended on-several grounds.'. Historically

6xperience-with agrarian reformi -worldwide has shown that access to6 land,
while often a riecessary,I is rnot a sufficient .condition, for,:landless campexsinos­

-~to mnove-out of poverty., 'Access to1 productiin credit hash beerf identified as -an­essentialingredient for- most commercial.agriculture; of ten campesinos who 
have not had land'rneed 'tr~aingno ueciredit as well. -

In-the~ rjc, he~camipesino must be. involved incurn farmer
conmercial) agricultuare if he/she is to pay the mrk't' rate for he land~and-
survive and support a' family on a 2.6 hectar 

­

parcel' Inimst~cases, the land 
-­

~ poor and'landless who are eligible as~benefciaries of the program have been 
wor-cig s lborrs n arge estates.. Although mny havedilyorresden 

-'------ planted small< plots in -corn and"beans, 1their experience :as l~aborers has note -- '~ 
-'.---. given theman oealsneof -the -process, of-growing 1cof fee i-1 cacao or-----­veatbls ,They have: 1followd orders, on a day-tb-day basis. " Technicl>­
77assistance is~needed not' only to~prvd.tetann inh agoomn o hcommercial crops but al'so.inthe decision-iaking and plni prcse that 
aretecesar tobninde'pendent entrepreneur rather Lthan anLnem~ployee. 

" 

I~1'Finally,-,financifally profitable- commierclial '.operations pa-rUtdLula2j n:-- I'
'-involve'substant'ial' capital >

permanent crs investmrent 'up-front. These <i4$;


benefi'ciaries have little ,or no savings~ or alternativeL'sources of inccome and~% 7
 
4-"-would 
 be unableIto make these investments WIthoiutIhe initi4 al technical ani­creitassistance from thlonain h nvestments of labor and credit~ 

-al*so 
 substantially increase the value of the land (eg., through th presence 
~..of permanent drops). ''peec
 

-~A The Research Program1-Component:4 The newproect wiliclude si-bl I 

reeac copnn tthstudy four' broad areas:~a'bseline sur~vey and_ 
- '-longterm mnitoring an2 ,evaluation of the- Penny Fonato 'rjcan

analysis of the landregisryid developmnt of mneais' for~facilitat~ing 'e
reitration process an examination of additional rganiZations',,land tenutre_pror d~14andrelatd employent activities hich could be impo t in 

:.dealing,' h nprolem ,te andoban or simila innciaL,,,1and -natt~oa lmechanis o improve te fu i o n ni mar et 
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The Penny Foundation project is a unique effort to attempt to improve

access to land for small farmers through the land market. Although the 
approach was endorsed recently by A.I.D. as the model for mission-supported
land programs, to date the pilot project in Guatemala is the only A.I.D.
activity in the world where this approach has been implemented. The on-going
monitoring and documenting of the costs and effects of the land market
 
approach is needed for developing future programs in Guatemala; it also can 
provide important insights for other countries in developing strategies and 
designing programs to cope with land problems. The evaluation and monitoring
will consider three levels of program impact, the beneficiary household, the
farm unit (i.e., the original farm purchased) and the institution (the Penny 
Foundation). 

Although the Penny Foundation Project has met its goals successfully, it
 
remains a pilot Project. Even with the injection of additional funds, the
 
substantive impact of this Project on the problem of landlessness in Guatemala
 
is miniscule. There are institutional limits to the expansion of a land
 
market program within a private foundation (see institutional analysis), and
 
research is needed to identify additional organizations which can carry out
 
similar projects, to evaluate alternative avenues to increase land access
 
(e.g., land rental markets), to explore the means to build on the Penny

Foundation experience to create a land bank. The objective of these studies 
will be to define the possibilities for an expanded A.I.D. land-related 
program. Recognizing as well that the l.and problem in Guatemala is not 
solvable through land purchase and tosale alone, research will be underc.lken 
investigate the links between land program-s and alternative sources of rural
 
employment and income. These land-relatedI studies will build on 
the data
 
being gathered for the baseline and monitoring analysis and for the land
 
tenure research. 
Finally, delays in title search and registration in the
 
nat ional land registry have been a problem for the purchase/sale program of 
the Penny Foundation. 
The analysis and proposals for alleviation of these
 
problems will be directed both to facilitating the on-going project and to 
reforms needed foc a more efficient land larket overall.
 

Justification for Selected Project Activities
 

The Penny Foundation Land Purchase/Sale Program: 

Given the Mission decision to obligate additional funds for expanding the
 
Penny Foundation program, the principal tasks of the project design team have
 
been to analyse the amount of money neaed, the potential sources of funds,

and the management capacity of the orogram. The technical analysis discusses
only the first two topics. The question of managerial capacity is the subject
of the institutioal analysis and recoiuendations from that analysis have been 
incorporated into the project design.
 

The Mission began with the intent to commit additional funds to the 
project to expand beyond the stage of a pilot project. The cost and income 
data from the first threc years of tihe prcxjrain were used to project cash flows 
for the next decade. The cash flow analysis sl-owed that the program was 
facing a serious cash shortfall, and without continued USAID support, the
 
Foundation would have had to stof buying land and find other funds to meet its
 
deficit.
 



ANNEX II/I 
Page 7 of 13 

With USAID grants of t2 million in 1988 and 1989 (and no funding after 
that time), the program would be able to purchase only 890 hectares per year 
and remain solvent. The Foundation would not be able to buy as much land 
because half of the new grant money would have to be used to cover the costs 
of existing farms. If USAID insisted that the Foundation continue to use the 
new grant with the same proportions going to land purchase andO other program 
activities as in the past, the program would merely be di-3ing a deeper 
financial hole, and USAID would have to continue subsidizing the program.
 

Given this scenario, the design problem became that of analysing the
 
amount of money needed. To decide this amount, the conflicting demands of two 
issues had to be resolved: (1) how to increase the amount of land purchased
 
and resold to the landless and land poor; and (2) how to establish a viable,
 
permanent program within the Penny foundation for the on-going purchase and
 
sale of land. Various options and trade-offs within each program activity
 
were considered.
 

Land Purchase: 

The Penny Foundation purchases land on the open market, seeking land at
 
the best possible price, with the agronomic potential to support families on
 
relatively small parcels of land. Lind which is undeveloped or abandoned,
 
with little infrastructure costs less per hectare than land which is planted 
in coffee or has irrigation or terracing. Land in the Altiplano suitable for 
winter vegetables and therefore an iimxiedliate incone from annual cash crvs is 
more expensive than land suitable for fieritanent crops which require several 
years to produce. With limited funds for land purchase, buying more exo)ensive 
land means that fewer hectares are purcihasead and therefore fewer campesinos
 
can enter the prorgram as beneficiaries. On the other hand, the more expensive
 
land eases the Foundation cash flow problem because the longterm credit is 
replacc-1 bi production credit which circulates annually. 

To thic: point the policy of the Foundation program has been to purchase
 
farms in ai regions of the country, some suitable for permanent crops, others 
suitable b0cr seasonal crops, some with infrastructure and others without. The 
deeuior to purchase a particular farm is guided only by price and agronomic 
potential. The Economic Aalysis shows that the price paid for the land 
already purchased by the program has been justified according to the criteria. 
of agroomic potential. 'he recent project evaluation indicated that, overall 
the price paid reflects skilled negotiating within current market rates.
 

Using the method of evaluating each farm according to its individu~al 
merit for the program, the Foundation has achieved a defendable balance over 
the past three years between seasonal and permanent crops, land with and 
without infrastructure and farms lcxated in various ethnic, geographic and 
political regions of the country. The design for the next five years of the 
project assumes that this same Ibalance will be maintained. The cash floYw 
projections used to reconcile the issues of program expansion and 
institutional viability assume that the Foudantion will buy land at an average 
price of t90O pe:r hectare in 1988, with an annual six percent increase after 
that. This figure, which takes account of escalating land prices, was derived 
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in consultation with the Foundation by roughly balancing the average

negotiated price paid per hectare over 
the past three years with an estimate
 
of the average current asking price. 
 If this estimate is too low the
 
Foundation will purchase less land.
 

A second possibility for easing the cash flow problem would be for theFoundation to oay casn for the entire price of tne lhnd, and thus avoid the 
cash shortfall incurrei by the five year difference between the five-year
certificates of guarantee offered by the Foundation (nine percent interest)
and the 10-year nortgages of the beneficiaries. Program personnel also arguethat with cash they wouLd hive less difficulty n.tgoatiating sales and could
get a lower price for the land. 'he trade-off would1be Less land purciased in 
the shortrun. 

The budget for the project add-on assumes that the current practice of
covering approximately 50 p--rcent of the purchavse price with 5-year guarantee
certificates will continue. While it .itAy complicate the negotiating process,
the amount of land ;ht has been purchased sha.is theft it is workable within
the current m7arker, and it -a.rly doubles the numiibe2r of hectares ourculased
with dollars donated. The presence of the guarantee certificates as 
counterpart fdslS a so insures that the Penny Fouc:iation projr:Am reiains a

Guatem alan rather tha-n 
 a _SA1D land purchase/s-ile program. 

The Penny o.J.ii- ex-.-xrience luring the -::st thre years has confirmed
the findings of a a)cce-project study on the Suol i id D1: in for Lanj '.iiGuatemala (1983) that t here is adequate aqricu'tr il lan-ziavailable on tiLe

market. -Further, the 
Pteny Foundation has consileraole flexibility innegotiating in this market because ualike the )3, it is not forced to buy

quickly to satisfy constituent demands. Given 
 the oresent level of land

purchase by the Foundation there 
 is no evidence that its activities affect themarket by inflating prices, and the Fouandation can wait out short term price

increases such as those created when the G(G is 
 forced to go shopping. 

Land Sale: 

Land purchased by the Foundation from large landowners is divided into2.8 hectare parcels and re-sold to landless or landl poor cmwpesino farmers
(beneficiaries). Tne recent project evaluation snowed that the beneficiary
population matches the profile sought by the Foundation. The carnpesino

families taking advantage of this program :ire agriculturalists, with few

assets and little or no Land. The program espoxises an objective selection
procedure, based on individual cjualifications. Algain, the evaluation and thesocial soundness analysis report that the stated proce-dure is used. In irost
 
cases the beneficiaries are drawn 
 from the area around the farm although there 
is no policy against selling to migrants from other regions.
 

The program has had no difficulty in locating beneficiaries and selling
the parcels as they become available. There ras been, however, an average
turnover rate of about 1.0 percent of the Lx-ieficiares across the 19 farms.
Turnover is much higher on some farms than others, reflecting the harsh living
conditions on the formerly abandoned properties and the intensity of the work 
required to plant permanent crops. Most who leave the program drop oU' 
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before the lottery to distribute the parcels, although a few have departed

later, suspicious that they were being used merely as cheap labor since they

were given no land titles. The subsistence credit included in the program and
 
the emphasis given to traditional activities like housing, potable water and
 
education are 
intended to cope with the harsh conditions. The General
 
Property Registry is responsible for the delays in 
 issuing parcel ownership

titles. One of the stuiies included in the research component of the project
will focus on hom to correct this problem. (Efxhiit H) 

The sale process involves the simultaneous selection of the beneficiaries 
and the surveying and pirc, ing of the farms. 'The cost of the parcel for the 
beneficiary is the price '>±id for the farm plus tecost of surveying ad -
parceling diviIed --y aumixr of pvircels. 'he Penny Founiiation pr-ra-m is 
firmly oommitteo io -vrceLs with individual titles. The (-D3 on the otner hand 
advocates the l,LO,, A forativeC.. farms, while the first propr of:-ies
the Movimiento Pro Viorr- are to be organize as agro-industry centers in 
which the a s 102nri- shareholders rather t indivial pro ety
owners. Tn Founatio p'rsonnel base their d .ision on their previous
unsatisfactory ">o'ri.n w t
,ih coou._rncive far;, and, thny ar:gue, the
campesieos tnemel var i!Ydividual titles. At the sami.e time, tne
Foundation for i vo some co mu Al. activities a parts of tihe pro erties
(dcmonstrati an pl]os s',v ls, ­ .. ing olants)r pxfle are ,-nLIod by th 
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rather than actual farm earnings. In addition, in a new, pilot project of
 
this sort even the appearance that the Foundation is profiting from land sales
 
could be detrimental to all future land market programs.
 

Farm Management: Technical Assistance and Credit 

The most expensive aspect of the Penny Foundation program is ie
 
investment in the land after purchase. Through 1991, the adount spent on
 
investment and production credit, and agricultural technical assistance is
 
estimated at t4.20 for each l.00 paid for land. The Penny Foundation
 
directly manages and supplies all technical assistance and credit for the
 
beneficiaries, in order, they argue, to avoid political manipulation of their
 
program and to insure the timeliness of these essential inputs.
 

All technical assistance on the farm is the responsibility of the
 
resident agricultural technician, managed and assisted by the regional

agronomist. In addition tc -roviding guidance and training in agriculture, 
the Penny Foundation seeks to assist the beneficiaries in other aspects of
 
life in the new communities including housing, education, medical car(, and 
community governance, and organization. T-nese programs refiect the
 
Fouration's rural development philosophy which has evolved over the past 25
 
years. The Foundation leadership seos the land program as the base for
 
exlxnsion of these traditional programis. 3t the same time, these activities
 
are integral to the success of the ltid program. Access to land, the, argue,

is meaningfil only if it results in improved livirg conditioLs for this
 
generation and the next. USAID funds in this Project will be used only for
 
agricultural tecnnical assistance; the traditional programs on the farms will
 
be supported by counterpart funds. 

Production and subsistence credit loans will account for almost 60 
percent of the new USAID grant to the Penny Foundation land program. The
 
increase from 23 percent of the first 3 million is due both to an absolute
 
and a proportional increase in the amount of land under production. Also, as
 
cost of production goes up, credit amoLnts must also increase. 
The
 
development of permanent crops like coffee require four years of credit before 
any crop income, and therefore rexayment, is possible. During the first years
of the project, money is only lent for these farms. The amount spent on 
subsistence credit is also dizectly related to the proportion of farms with 
permanent crops.
 

In developing the cash flow projections for the project extension, a five 
percent annual increase in the beneficiary's cost of production is assumed. 
Also, beneficiaries with seasonal crops will pa.iy back producton credit 
annually, and will pay for the land in the 10 years after their first 
harvest. Fo- beneficiaries growing [ermanent crops, on the other hand, land 
costs and long-term credit will be paid back within 10 years after the first 
harvest, which, for example would be the fourth year after plantimg coffee. 
This assumption differs from the Penny Foundation estimates that all debts 
will be met within 10 vears after plantiryg. The projection is based on a 100 
percent repaiyiment rate, an assumption justified by the less than one percent 
default rate in Penny Foundgation traditioaal lending programs, and the 
presence of the land as collateral.
 

\ 
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In looking at the trade-offs involved in the funding of this program,

three types of questions were examined for credit and technical assistance:
 
(1) are there alternative and perhaps less costly sources for these services? 
(2) is the amount of credit and technical assistance justified? and, (3) what 
are the trade-offs available in te-ms of credit and technical assistance costs 
and the amount and types of land furchased? 

The Financial Analysis argues that there are no viable alternative
 
sources for investment and production credit, particularly long-term credit.
 
The question of alternvative sources of technical assistance is discussed
 
briefly in the institutional analysis. By hiring the technicians and
 
agronomists directly, the Foundation is assured that high quality, timely
 
technical assistance will reach the farns. Further, because the technician 
resides on the farm he fulfills a variety of functions beyond that of
 
agricultural extension. The GCG agricultural extension service is
 
understaffed in the field and has set program priorities which do not
 
necessarily correspoi to the needs of the Foundation farms. 

The control of technical assistance and credit services by the Foundation
 
itself also is justified by the fact that this is a pilot project, with the
 
purpose of de(ro1strating the feasibility of the land nautrket appronch to the 
land probl.m. As a demonstration project, conditions s:iould be set so that it 
is not uv-iermnen& by problems of cxordinationi whicn couLd be controlled]. To 
some extent, t.iis argumerit also -plies in excifl ining tne 1ThUn-t of tecn-lical 
assistance ai-,l credit. Further, the program at the Penny Foundation. is 
staffed by agronoliists who are experts in farm management, and the projected 
incomes for the bnneficiaries and prcluction for the farms give an economic 
justification for the level of inputs. 

The fact that the investment in credit and technical assistance is more
 
than four times the investment in land, is not exorbitant in view of the 
experience elsewhere. For a person entering farming in the Uin-ited States, the 
investment in land is only half of the total initial investment needed. The
 
ratio would be expected to be largez in Guatemala where land costs are 
relatively low and the land is less develope-d and requires more inputs. 
Further, agriculture in the tropical zones Ihas been shown to require about six 
times the amount of pesticides as agriculture in the United States.
 

Historically, in Latin America, the expected benefits of agrarian reform
 
often have not been realized because sufficient resources were not committed
 
to the investment in the land and the farmers after the land was 
re-distributed. The Penny Foundation itself was involved in a land sale 
program on a very small scale in the early 1970s. The beneficiaries of these 
sales are basically subsistence farmers today, which Foundation personnel say 
is due to lack of follow-up services after the land sales. At the same time, 
the question of the appropriateness of the level of services should be 
monitored as a part of the project evaluaticn. Comiparisons between the Penny 
Foundation beneficiaries and the control groups will be the basis of this 
evaluation. The lesson from the Penny FoundLation program to date seems to be 
that the costs of credit arid technical assistance are crucial constraints to a 
successful coimrercial land market program. On the other hand, excessive 
credit and technical assistance expenditures could have a conservative 
influence on the program by severely limitinj its potential size and impact. 

/
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The third major issue is the potential trade-off between the amount ofcredit and technical assistance and the ainount and types of land purchased andtheir effect on cash balances. On the most general level, since credit andassistance costs represent caital investment in the land, the ratio of thesecosts relative to land costs could be reduced by purchsing land at a higher
price with more infrastructrue and/or permanent crops already in place. 
As a
result, less land could be purchased for fewer beneficiaries. In addition,

principal repayment and interest payments from the production credit are a
 
source of cash for the program.
 

In project design, the credit and technical expenses established over the
 
past three years were used to indicate the amoun: needed for the future. Fivepercent increase in the beneficiary's cost of production was built into the
model, as well as a gradual increase in the proportion of land requiring

credit, to account for more land being brought into production. 

Using these assumptions, and cost and income data from the first threeyears of the program, a model was develoed to project for-ward the cash flows
for the next decade under several scenarios of USAID funding (see Financial
Analysis). The scenario selected, a arant of US$7.75 million to the Penny
Foundation over the next five years will allow the Foundation to continue

purchasing land at a rate comparable to the past three years, to continue to
supply the same levels of credit and technical assistance, and to remain
financially solvent. 
At the end of five years, the program will be in a
 
position to continue to function without further grants.
 

External Financing as a Source of Project Funds:
 

Cash is necessary for the Penny Foundation to expand its program. 
The
Foundation raises the needed cash from donations, revenues from its sales of
commemorative products, interest and principal collections from its credit
 programs and land sales, and debt. 
 An analysis of the Foundation's ability toincorporate debt into its growth strategy indicated the need for extreme

caution. If the Foundation increases its debt, it must also increase its debt

carrying capacity. 

Generating cash through the sale of mortgage bonds was originally

considered as a possible method of supporting the program. 
Close analysis
indicated that mortgage bond financing was not appropriate for the Penny
Foundation, even though the Foundation probably could have sold the bonds to
local banks, insurance companies and pension funds. 

The FomuYlation contemplated test issuance of ki million in mortgage bonds
at 12 percent payable ove: 
five years, but did not follow through with the
registration. 
This may have been fortuitous. If the Foundation paid off
seller financed debt with the proceeds of a bond sale, it would have only
changed seller financed debt to bond debt. 
To service the bonds and pay them
off at maturity, the Foundation would have had to reduce its land program or
raise higher revenues 
 from the program. If the Foundation used the bond
proceeds to expand the program without improving its revenues, it would be
setting itself up for a serious cash crunch when the seller financed payments

and bond debt came due. 
Making these payments would probably require another
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bond issue, which in a weakened financial position would increase the cost of 
the next round of borrcwing. The debt load would accelerate until the next 
maturity date when the same predicznent would arise. 

The Foundation already has access to and use of loans for its operations,
raising the question of why it should seek bond debt anyway. 
It purchases

land with a 50 xercent down jfxayent and has the seller carry the remainder 
over five years at nine percenL interest. Seller firicing at nine percent is 
obviously better than bonds or bank loans at 12 to 16 percent. It has soft
 
dollar loans, althoygh the Quetzal devaluation reduced their softness
 
somewhat, from Solidarioiis, a Latin %nerican federation of non profit

development organization:, that it uses for its craditional prograns. In
 
addition to being at 5 pw: zent, 
 they have 15 years left until maturity.

KDreover, if needed for shiort--term lending, the Foundati.on is confident it

could obtain a simple r:ank 
loan without the expense of underwriting bonds. 
The Foundation's debt stra'.iegy is not constrained by an absence of loans, but
 
rather the terms.
 

The Foundation' s land prrogram needs long-term, local currency debt
 
financing that conple.rn:n,_s its revenue base. It carries its lai3 sales to

campesinos 
 for M0 .,e-r;, often with a Eirst payment deferral of three years.The Guatemalan bond maal-l " ycars long-term. theirurket ive as Obviously, 

borrc(.qing ai:id re.enlinn do noc Emtch. 
 Creating anrd pro;Atinj a long-term
lenling eto e-ett r meet lanJ lending needs is not a function of the
 
Penny -- uncb ... ;. lon -tar:n lending -urket will re.uire bankir 1xlicv
 
changes anti l&egslation to determine mortgage and collateral requ rements.
 
Project Pa[>x-r guiiance fromn LAC/Dio R noted the complexity of initiating a program of long-erm oDnd or diLS type fina-ncing to support land purchases.
he guidance recoamended an examination of alternative external land financing 

as part of the Project's research component. This analysis concurs with the 
recommnendaticn and has designed the Project accordingly. 

Project Research Component: 

A detailed description of the research comporient, of the implementation

procedures and of its technical feasibility is found in Annex II, Exhibit H.
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