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I. Background and Purpose 

The purpose of t h e  p ro jec t  was t o  es tab l i sh  a commercially viable  ag r i cu l tu ra l  
t rading company which would open new market channels and promote the 
prodwtion and co~~sumption of regionally-produced agr icu l tura l  commodities. 
The loan was t o  be used for  working cap i t a l  t o  buy produce from farmers and t o  
pack and sh ip  it t o  external  markets. 

The project  was e s sen t i a l l y  designed a s  an e f f o r t  t o  promote ag r i cu l tu ra l  
d ive r s i f i ca t ion  i n  t h e  OECS s t a t e s ,  - i.e., encourage export of f resh  produce t o  
extra-regimal  markets to complement foreign exchange earnings from bananas; 
and t o  support inter-regional t rade between the OECS, Trinidad and Barbados. 

CaTCO was incorporated i n  Barbados i n  1981. Its majority shareholder 
(fif ty-one per cen t )  is t h e  Caribbean Food Corporation (CFC), which is wholly 
owned by the Caribbean Commur:i t y  (CAFUCCII) governments. The remaining 
forty-nine per cent  is owned by e igh t  p r iva te  sec tor  companies. By its 
char te r  , the company has both developmental and prof it-making goals, i .e. , its 
primary focus is t o  conduct inter-regional and extra-regional t rade.  However, 
its c l i e n t s  a r e  producer associat ions  cmpr ised  of small farmers, t o  whom 
CAfP(30 provides t r a in ing  and technical  ass i s tance  i n  production, post-harvest 
processing and marketing. This l a t t e r  aspect of the  company's char ter  was 
i n i t i a t e d  by leaders of the  island nations and development i n s t i t u t i o n s  i n  
response t o  the s t rongly fe l t  need for  improvement i n  these areas.  
Unanticipated s tar t -up problems were experienced but now C r X O  is the  region's  
leading i n s t i t u t i o n  f o r  non-traditional agr icu l tura l  exports and has an 
extremely rapid r a t e  of s a l e s  growth. 

11. Description of Project  Inputs 

The or ig ina l  cbl igated amount of the  loan was $4,000,000, which was t o  be 
used f o r  working c a p i t a l  (82%), investme9t c a p i t a l  f o r  f a c i l i t i e s  (13%) 
and technical  ass is tance (5%) .  However, because of i n i t i a l  management 
probiems, slowness of loan expenditures and t h e  i n s t i t u t i o n ' s  i n i t i a l l y  
slow growth ra te ,  CATYX) recognized t h a t  the  f u l l  amount would not be 
u t i l i z e d  by the o r ig ina l  PACD (9/30/87) and requested tha t  the loan be 
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Table 1 

Summarization of I n i t i a l  Failures and Remedial Actions Taken - 

Wly C A D  i n i t i a l l y  fai led Remedial Actions Taken (Current Status 

1. Designers mistakenly assumed spot 
purchases of readily abundant agricul tural  
produce, which d i d  not materialize i n  
volumes needed. 

1. C A T O  recognizes it must  seek 
out and stimulate agricultural 
local production, not rely on spot 
purchases. C A D  provides 
assistance on farming technolagies 
and post-harvest handling 
procedures. 

2. project designers assumed there was 
money t o  be made trading agricultural 
inputs, by now such trade was projected 
t o  have been $1.5 million. 

2. Company recognizes it w i l l  not 
make worthwhile p ro f i t  providing 
some farm inputs, though now trades 
i r r iga t ion  equipment profitably. 

3 .  During f i r s t  3 years of project, 
qualified managers were not recruited i n  
the Eastern Caribbean. 

3 .  In 1985 C A D  Board accepted 
EEC offer t o  provide expatriate 
management, which remains 
mobilized and competent. 

4 .  C A E Q  mard i n i t i a l l y  was reluctant to  
apply normal commercial standards t o  local 
management companies approved by USAID 

4. Commercial standards now used. 

5. projections assumed Trinidad and Tobago 
markets would be open, they are  closed t o  
many commodities . 

5. CATCO now seeks extra-regional 
markets, i n  Europe and N. America. 
Currently 88% of the i r  sales  are  
t o  extra-regional markets. 

6. project anticipated bananas would be 
20% of volume and would equal 4,000 boxes/ 
week now. The demand fo r  bananas is 
already being met. 

6. Company learned it must seek 
niche markets, and move quickly 
t o  f i l l  them. C A D  is no longer 
bound by inflexible " c m o d i t y  
l i s t s , "  and in  fac t  exports more 
than t h i r t y  different  commodities. 

7. A small, effective, grant- 
supported 4-8 person s taf f  is 
adequate fo r  most trading 
in i t i a t ives ,  providing it is a 
well-trained unit .  It currently 
is thal:. 

7. Staff was t o  have numbered 1 2 ,  
increasing t o  22 in 1986-87.  his 
never materialized. 



Furthermore, CATCO was unable t o  prof i tably market inputs a s  o r ig ina l ly  planned 
i n  the project  paper, because of ex is t ing  agency arrangements ( f ranchises)  held 
by other trading companies. Generating enough trade t o  cover both operatirig 
and developmental cos t s  was d i f f i c u l t ,  and penetration in to  markets was slow. 

The company was a l s o  plagued with management problems, and by 1985 had 
accumulated a net  l i a b i l i t y  of abou?: $500,000. A t  t ha t  time, CATCO had already 
experimented with several  management arrangements, and i n  1985 signed on 
FIXrRAC Consultants, whose contract  t o  mmqe the  company was funded with a 
grant from tha EDF. 

Things then began t o  improve subs tan t ia l ly .  CATCO'S compound annual r a t e  of 
s a l e s  growth for  f i s c a l  years 1987, 1958 and 1989 is about 60 per cent.  The 
reasons why CATCD f a i l e d  t o  meet the projected trading volume i n  the i n i t i a l  
years,  and what remedial act ions  were taken t o  correct these def ic iencies ,  a r e  
summarized i n  Table 1 above. The new management was able  t o  stem increasing 
losses ,  and was successful  i n  developing C A E O 1 s  reputation i n  the  European 
market f o r  high qua l i t y  West Indian e thn ic  foods a t  competitive pr ices .  Growth 
i n  volumes traded was the following: 

Tons Traded. Gross Income and Net Defic i t  

Fiscal  Years* 

tons traded 500 372 548 1,006 1,572 
gross income ($000) 593 

372 $44; 953 t , 5 0 0  
ne t  d e f i c i t  ($000) 482 $6 0 67 25 0 
member s t a t e s  

supplying produce 2 2 2 8 9 10 

* projected. The CATCC, f i s c a l  year is Ju ly  1st t o  June 30th. 
Source: CATCO f inanc ia l  records. 

CAE0 thus increased its volume of produce traded and export earnings by more 
than e igh t  times s ince  1984, and improved its f inanc ia l  performance t o  the  
poir,t where the operation could i n  f a c t  become prof i table .  The d e f i c i t  i n  1989 
( a k ~ v e )  increased f o r  two reasons: cessat ion of donor-funded grant p ro jec t s  
t h a t  covered most of s t a f f  (primarily developnental) costs, and improvements i n  
accounting procedures t h a t  involved wri t ing off  bad debts and increasing 
depreciation charges. 



Because of the l eve l  of developmental a c t i v i t y  still required t o  elicit l a rge r  
volumes of produce, the company continues t o  have d i f f i c u l t y  i n  meeting t h e  
burden of the USAID loan i n  t h e  sense tha t  meeting it requires CATCO t o  borrow 
a t  commercial ra tes  t o  pay it o f f .  

IV. project  Impact 

In t h e  OECS region, meeting t h e  requirements f o r  high-quality and consis tent  
suppl ies  of f resh produce is not just a task of research and extension 
agencies, fo r  i t  requires c lose  collaboration with exporters.  Technical 
ass i s tance  given on production and qua l i ty  is most e f f ec t ive  when t h e  exporter 
takes the  lead, i den t i f i e s  t he  products t h a t  can be marketed, and is prepared 
t o  purchase them. Above a l l ,  it is successful when the exporter knows the 
farming techniques t h a t  w i l l  y i e ld  t h e  best  product, f o r  then he can judge t h e  
f inanc ia l  f e a s i b l i t y  for  the farmer of adopting the new techniques. 

In other words, successful  export of agr icu l tura l  produce from the OECS region 
requires  some form of v e r t i c a l  in tegrat ion,  where the t rader  is involved with 
appl icat ion of recommended production packages, a s  well a s  harvest, packing and 
shipnent.  CAKO has shown tha t  t h i s  system works well, and the company has had 
an important demonstration e X e c t  i n  che region during a time when governments 
have been seized w i t h  the necessity of agr icu l tura l  d ivers i f ica t ion  away from 
bananas. The company has become the only t r u l y  regional agr icu l tura l  t rading 
company i n  the Eastern Caribbean. 

V. Continued AID Monitoring Requirements 

The 1986 evaluation recommended t h a t  A I D  continue t o  support CAW because it 
was a major leader f o r  ag r i cu l tu ra l  d ive r s i f i ca t ion  i n  the  region. More 
important, the evaluation d i f fe ren t ia ted  between CATCO1s purely trading 
a c t i v i t i e s ,  aiA CATCOIS developmental r ~ l e  or' working with small farmers and 
farmer groups t o  insure adequate suppl.ies of high qua l i t y  produce. The cos t  of 
t h i s  l a t t e r  a c t i v i t y  is very high, cannot be met with t rading revenues and is 
appropriate fo r  support by the  publ ic  sec tor  much l i k e  government extension 
services .  CATCO provides market-oriented extension servicxs  which a r e  more 
e f f ec t ive  fo r  non-traditional exports than governmental extension services .  
RDO/C should therefore continue t o  monitor CATCO1s work, and seek t o  include 
t h i s  important organization i n  its current  po r t fo l io  of project  a c t i v i t i e s  
wherever feas ib le .  In par t icu la r ,  RDO/C should be sens i t i ve  t o  o p ~ r t u n i t i e s  
t o  pr iva t ize  the company through d ives t i t u re  of shares  held by Ck'C. 

The evaluation a l s o  proposed t h a t  the  terms of the  loan be softened. No matter 
how jus t i f i ed  t h i s  proposal m y  be, ,%tion 620(r)  of the  t;AA of 1961, as 
amended, prohibi ts  t he  forgiveness o r  compromise of the  payment of any 
contracted i n t e r e s t  and pr incipal ,  and permits only the  re-scheduling of 
payments with the cap i t a l i za t ion  of owed amounts. Any longer-term compromise 
of owed amounts o r  reduction of contracted i n t e r e s t  r a t e s  would require some 
leg i s l a t ed  re laxat ion of the  620(r)  prohibit ion.  A t  the  request of CAW i n  
March of 1989, t h e  USAID Mission asked AIDFJ  t o  approve an amendment t o  the 
terms and conditions of the  loan, which i f  approved, w i l l  improve CATCO~S 
medium term cash-flow posi t ion and permit t rading of la rger  volumes. 



V I I .  Lessons Learned 

Tne most important lesson Learned from t h i s  project is that good technical 
design, namely financial projections based on assumed availability of a 
tradeable volume of agricultural produce, is extremely important for any 
project of t h i s  type, especially where the program involves an AID loan, and 
particularly where the loan is based on semi-commercial terms. 
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