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I. INTRODUCTION 

Checchi and Company welcomed the opportunity in the summer of 

1977 to evaluate again the progress of the Latin American Agribusiners 

Development Corporation and, in particular, the operations of its sub­

sidiary in Central America. The first evaluation took place three years 

ago after the initial loan by the Agency for International Development 

(AID) to LAAD. At that time, LAAD's primary objectives were to 

forge missing links in a chain of Central American agribusiness enter­

prises in the field of non-traditional agriculture and, at the same time, 

to develop markets for its own shares and for those of companies it 

financed. LAAD also saw its activities as bringing new employment 

opportunities for the rural population and other less advantaged groups. 

The findings and recommendations of the first evaluation need not 

be repeated here. Suffice it to say, the achievements of LAAD in 

Central America were sufficiently impressive to justify its continued 

support by its shareholders and by AID. 

In 1975, LAAD received a second loan of $5 million from AID to 

be accompanied,as was the first loan,by $2 million of new equity. The 

loan was to be drawn down by Novmber 1978. LAAD-Central America 

is well ahead of this schedule and only $475,000 of the loan now remains 

to be committed. 
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The second loan also was to be used to support the non-traditional 

agricultural activities of LAAD. But It also was to increase the partici­

pation of the rural poor in these activities. Both loans looked towards 

developing a self-sufficiency or viability on the part of LAAD which 

would enable it to continue growing without the further infusion of AID 

funda. 

The Checchl team organized itself to study these aspects of LAAD's 

activities in Central America and commenced its work on July 11, 1977 

upon its arrival in Guatemala City. The work to be performed was 

divided among the three team members in the followirg manner: 

Mr. Jack C. Corbett - In additioa to overall responsibility 

for the project, Mr. Corbett was specifically concerned with the 

financial results obtained by LAAD-CA and its prospective viability 

after the disbursement of the second AID loan. 

Mr. Ronald J. Ivey - Mr. Ivey was responsible for review 

of the sub-projects financed under the second AID loan, the viability 

of these projects and their contribution to the objectives and goals of 

LAAD-CA. 
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Dr. Kenneth Kusterer - As the socio-anthropologist, Dr. 

Kusterer was responsible for determining the economic and social 

impact of the LAAD-CA projects upon the rural poor and unemployed. 

He was particularly concerned with the cultural implications induced 

by the implementation and i.avelopment of the LAAD-CA sub-projects. 

In addition, Dr. Kusterer made an intensive, in-depth study of one 

selected area to determine the soc ial-cultural impact on the partici­

pating small farmers in a specific project. 

The foregoing tasks required, along with orientation and debriefing 

periods in Guatemala City with the Regional Office for Central American 

Programs (ROCAP), an average of more than one week in each country 

of Central America. A considerable period of time was spent with the 

officers of LAAD-CA reviewing its operations, files, and the expecta­

tions and outlook for the future. At the same time, extended discussions 

were held on the individual s;ub-projects to hi, visited by the team. In 

each country, the actual sub-projects were visited and st"uctured 

interviews with the borrowers were conducted. Following these inter­

views, arrangements were made for the socio-anthropologist to visit 

and interview small farmers ,elected at random and in such a manner 

as to give the best approximation possible to a valid sample of small 

farmers. Very nearly 100 such interviews were conducted. 
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Dr. Kusterer visited the field area where his in-depth study was 

thus allowing him to participateconducted in a pick-up truck or a van 

in the transport of agricultural products to market. This significantly 

enhanced his rapport with the interviewees who spoke with him freely 

of their views regarding the projects and how they were affecting 

their lives. 

There is attached to this report the interview forms that were 

used to conduct the investigations of the sub-projects and to determine 

the attitudes of the small farmers. While Checchi and Company 

retains the individual responses to these interviews, the results are 

categorized and interpreted in the report. 

The Checchi team believes that the procedures and methodologies 

used to review, study and analyze the operations of LAAD-CA insure 

a fair and balanced evaluation. Sub-projects financed by the first 

AID loan were not studied except ir, connection with our review of the 

financial results obtained by LAAD-CA. However, all intermediate 

credit institutions (ICIs) receiving loans from LAAD-CA during the 

second AID loan, and all but $1,40, 000 (two projects) of specific sub­

projects loans made or committed under the second loan were visited 

by the team. Therefore, we believe our Interpretations and 
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conclusions regarding LAAD-CA's use of and accomplishments with 

the second AID loan are well grounded. 

It will be noted that the report pays particular attention to the 

Congressional and AID mandates that LAAD-CA use the second AID 

loan in ways that bring benefits and a sense of participation to the 

small farmer and the rural poor. The consultants appreciate the 

difficulty of an investment company bringing small landholders and 

agricultural workers into the orbit of modern industrial organizations 

in a meaningful way. Our conclusion is that not only is this possible 

but, in fact, it may become one of the strengths of the new businesses 

being financed by LAAD-CA. 



II.
CONCLUSIONS AND RECOMMENDATIONS 
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I. CONCLUSIONS AND RECOMMENDATIONS 

A, CONCLUSIONS 

1. Access to Resources and Opportunities 

a. Raw Material Purchases 

(1) LAAD-CA's maximum potential impact on small 

farmers results from loans that open new markets for products that have 

not traditionally been grown on a large commercial scale. Loans to pro­

cessing plants are likely to accomplish this most directly. 

(2) Small farmers benefit most when processing plants 

are able to offer contracts that offer the farmer greater price stability 

and an assured market for all he can grow on !he contracted acreage. 

(3) Small farmer participation is maximized when the 

processing plant takes charge of transportation arrangements. 

(4) Although many processors have not traditionally dealt 

directly with small farmers nor taken responsibility for transportation. 

it iS in their interest to do so. Such arrangement s may 'Itabilize raw 

material supplien, lessen dependence on individual suppliers, and allow 

for raw material to be purchased at a slight discount below the average 

open market price. 
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(5) By making loans to processors of non-traditional 

products, LAAD-CA does help to create new opportunities for economic 

and social advancement to both the landed (primarily through raw material 

purchases) and landless segments (through employment) of the rural poor, 

whose only previous access to such opportunities was through migration. 

Analysis of LAAD-CA's direct loan and intermediate credit institution 

subprojects seem to indicate that greater economic impact is created 

through raw material purchases rather than employment at somewhat 

capital intensive, processing plants. 

(6) rhe small farmers affected by LAAD-CA's activities 

tend to be those who are already active in commercial agriculture. They 

already possess rational and even entrepreneurial economic attitudes. 

Cultural incompatibility between their new agricultural activities and 

their native culture is therefore not an issue. 

(7) Participation in LAAD-CA-sponsored projects does 

result in even further changes in farmers' cultural attitudes and value 

systems. The farmeri involved do not seem to regret these changes, 

and they are the ultimate judge of the desirability or undesirability of 

such cultural change. 

(8) The raw material scarcity faced by some processors 

occurs because: (a) the processor is attempting to Introduce Into the 
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area a completely new crop; (b) he is not using purchasing arrangements 

which act as an incentive for steady and adequate supply; (c) the normal 

supply-and-demand operation of the market has led farmers to grow other 

more profitable crops; or (d) farmers mistruSt the processor as a result 

of previous mismanagement. Such scarcity is not due to a ('onservative 

or non-recoptive attitude on the part of small farmers. Nor i,. it due to 

a lack of production credit, except in the case of such crops as fruits. 

which require a separation of several years between the initial investment 

and the first harvest. 

b. Employment 

(1) . Participation by small farmers in LAAD-CA's pro­

jects leads to increases in family labor time, increases In the product­

ivity of such labor, and increases in the family't agricultural inveltments, 

(2) Although AlI)/OC AII haa strongly eriphanized the 

landed segment of the target group, lAA)-(_A-,sponaore(d conmerciali­

zation of non-raditlonal agricultural producta can also benefit, although 

to a lesser extent, the landle!n -if.gment of thi. rural poor. 

(3) The project, evaluated :i.emed to be capital -intensivoe, 

rt.quIring $16,393 to cre:atte one full-tline job. Th i rtepreenta a slight 

shift towards capital intenuivenenri compared to that found in the first 

Checchi evaluation of LAADI-CA a:tivttel . 
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(4) A major proportion (84 percent) of LAAD-CA's pro-

Jects create direct employment opportunities in rural areas. Indirect 

rural employment is likely to be even greater. 

(5) Non-traditional processors may have a significant 

indirect effect on rural employment as the result of the encouragement 

they give to non-traditional niudilul and large farmers, who offer a new 

type of more akilled. year-round employmzient. These jobs are qualita­

tively different ,'rom the unstable, highly tieasorial, or migratory jobs 

offered by large farmers in many traditional crops. 

(6) Small farmers do not generally utilize labor beyond 

thir families when initially making the'transition from traditional to non­

traditional production, but do create labor opportunities in the medium 

term. 

2. Viability of LAAD-CA 

a. The atset bane of LAAD-CA Is not yet large enough to insure 

that the organia.tion will continue to grow and become a major factor in 

the Central American non-traditional agricultural picture. 

b. Prospective #.arnings of .AA)-CA at best will only be 

sufficient to finance the re'payments on All) lo;ans. It is possible that the 

allot base may shrink which would put LAAD-CA into a wind-down 

syndrome. 
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ce LAAD-CA's future lending will become more or less related 

to the volume of repayment from the subprojects in absence of new 

resources.
 

d. LAAD-CA has not yet built up an equity portfolio which 

promises significant gains in the foresee'able future. It does not appear 

that fixed income loans will be sufficient to allow LAAD-CA to continue 

its growth. 

e. LAAD-CA prospects for raising additional outside funds
 

from conventional 
sources do not appear promising. Terms of bank 

borrowing would require alterations in LAAD-CA lending policies. 

LAAD-CA likewise would find borrowing in the Cent ral ,rnerican capital 

market too costly, it ,it all pos ible. Additional equity capital would 

probably have to be accompanied by funds obtained on concessional terms. 

f. LAAD-CA expenses have been rising steadily putting pressure 

on net earnings. 

3. Development of Equity Investments 

a. LAAD-CA does not have prospects of developing a market for 

Its equity 6'ares in Central America. It has a negligible dividend and 

oirnings record which are preconditions for a successful stock issue 

program. 
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b. LAAD-CA has not been successful in developing an equity 

portfolio in conjunction with its lending program. This was a prime 

feature of the LAAD-CA program under the first AID loan. Wile 

LAAD-CA continues to be interested in equity investments, it has, 

during the second AID loan, concentrated on fixed interest conventional 

loans. 

c. While LAAD-CA has maintained its contacts with institutions 

which might assist it in sales of its equity holdings, the fact is the 

LAAD-CA equity portfolio would be of primary interest to majority 

shareholders in the subject companies rather than to the investing 

public at large. 

4. Lending Policies 

a. LAAD-CA lending policies have undergone significant changes 

from the period of the first AID loan to the period of the second AlD loan. 

b. During tile first All) loan, there was enphasis on the develop­

ment of an equity portfolio and ipon forfring needed lireks in tre chain of 

production and marketing for non-traditional agricultural jroduct3. 

c. While a number of loans were made giving IAAI)-CA the 

option to convert ,uch loann into equity, very f w of thenie opportunities 

materialized and most such options have expired. 
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d. LAAD-CA, under the first loan, made a wide variety of sub­

project loans in differing fields--aviation, essential oils, food whole­

saling, sanitary products, cattle raising, and aerial photography, among 

others--but its impact on any particular field was somewhat diffused. 

e. The project loans under the second AID loan were concentrated 

on the one hand in food processing and have tended to be, on the average, 

large:,. Substantial loans were made to intermediate credit institutions. 

There has been much greater emphasis in both cases on increasing the 

participation of the rural poor in activities flowing from these loans. 

f. Very little emphasis has been placed on equity investments
 

in the past three years.
 

g. Interest rates to subprojects have been increased to 11 per­

cent from 9 percent, and an additional closing fee of 1 percent has been
 

Introduced. As a result, I.AAD-CA income has been improved.
 

h. LAAD-CA has had to devote more linie to monitoring old 

loans and working with borrowers to turn around troublesome situations. 

In addition, some of the old borrowers have required follow-on loans 

either in connection with refinancing or for expanded activities. 
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5. Sub2 roject Evaluations 

a. Technical Assistance 

(1) The technical assistance to small farmers that is most 

relevant and best utilized is that provided by knowledgeable processing 

plant representatives who come in repeated contact with the farmers 

over an extended period of time. 

(2) Product-specific technical assistance is actively 

desired and sought by small farmers, or at least that segment of the 

small farmer population that chooses to become involved in LAAD-CA 

projects. 

(3) Technical assistance provided by other agronomists, 

such as bank or government representatives, tends to be less specific, 

less continuously available, and thus Ies utilized than technical assist­

ance provided by processing plant representatives. 

(4) Snce the besit advice i, that which is product specific, 

such agrtLt',ltural ,echnicianle3 need not be highly trained agronomists. 

Often an informally trained technical representative, a para-agronomist, 

can be more effective, hcth because he may postiessH more detailed 

product-specific knowledge andi because he is les:i likely to be separated 

from the farmers by an urbanized, middle cOas}i lifestyle. 
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(5) LAAD-CA, in the course of monitoring loans, has 

assisted a number of borrowers with management and financial advice. 

However, in the fields of production, processing and marketing, there 

is a considerable flow of technical information (processor-grower, 

government-grower, input supplier-grower, and parent company­

processor). 

b. LAAD-CA performance is very good in terms of supporting 

non-traditional production. 

c. LAAD-CA funding has concentrated among its direct loan 

recipients upon production and the overall contribution to agribusiness 

system building as a result of these projects is viewed as good. The 

results were far superior to those found in the first Checchi e.aluation 

of LAAD-CA. 

d. Although the LAAD-CA direct loan subprojects do not demon­

strate solid viability at present, most are still in their sttrt-up phase, 

and their prospects nppar good for the future. 

e. If the collective projections of the plant managers are correct, 

total raw material purchases and small farmer purchases will triple by 

1980.
 

f. The e3timate for employment expansion among all the sub­

projects studied was a 20 percent increase with two plants accounting 

for the bulk of that projected new employment. 
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g. 	 A trend towards more capital intensiveness is seen looking 

as seven out of eleven projects plan plant or equipmentforward to 1980. 


additions during that period.
 

h. The subproject performance regarding foreign exchange 

earnings is regarded as lackluster which is in part due to several pro­

jects which cater exclusively to the domestic market. 

B. RECOMMENDATIONS 

1. Access to Resources and Opportunities 

a. Raw 	Material Purchaes 

(1) The most important link to be developed in new com­

mercial agricultural systems is the food processing industry rather than 

farm input suppliers or farm credit ins titutions. LAAI)-CA should con­

tinue to develop proces:sior capacity and. where possible,, finance pro­

cessors who will providu for company representatives, who will work 

directly with small and other farmors to develop output; and finance those 

who will provide credit (especially in kind) and transportation to stimulate 

the production process. 

(2) Although processors may be funded either directly or 

through intermediate credit institutions, there does not appear to be any 

significant additional benefit to the loan recipients or the mandated target 
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group that results from ICI participation. Whenever possible, processing 

plant loans should therefore be made directly 

(3) The fact that a large portion (35. 1 percent) of raw 

material purchases made by LAAD-CA subprojects from small farmers 

may be partially attributable to the Congressional mandate concerning the 

rural poor suggests the workability of the concept. Therefore, LAAD-CA 

should continue to finance those firms which show a strong small farmer 

impact. 

b. Employment 

(1) AID should be aware that typical LAAD-CA processing 

plants must be somewhat capital intensive because they must be .competi­

tive in national and international markets. Nevertheless, considerable 

indirect unemployment is created on farnm, even small farms in the 

medium term, with the, cul.iwvaton of labor intensive, non-traditional crops. 

(2) LAAI)-CA should continue to select and support, wher­

ever possible, agribusinesses located in rural areas. 

2. ViabiliLy 

a. LAAD-CA should seek additional concessional loans and out­

side equity to give it the possibility of building up its earnings base. 
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b. LAAD-CA should review its expenses including those for 

services performed on its behalf by LAAD-S. A. to see if growth in 

expenses can be contained. 

c. The continuing growth in expenses reduces the possibilities 

of earnings growth and tends to offset the advantages deriving from 

concessional loans. 

d. LAAD-CA cannot expect to increase significantly its rate of 

interest on subproject loans. Therefore, in addition to holding down the 

growth in expenses, it should seriously pursue the development of equity 

investments which would pay off in three or four years in amounts 

exceeding the interest income foregone. 

3. Development of Equity Portfolio 

a. LAAD-CA should seek to play a major role in new ventures 

in the food processing field, thus gaining the right to an equity position. 

b. LAAD-CA should be prepared to participate more dire ctly 

in management since it is in the formative years that new enterprises 

suffer their most fatal set-backs. 

c. LAAD-CA can also consider investing in companies in 

difficulties which have a product line in consonance with LAAD-CA 

interests. These investments have their perils but the rewards can 

be significant. 
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d. LAAD-CA does not need to concern itself with developing 

equity markets in Central America. In all likelihood, LAAD-CA's 

equities will be sold to the majority shareholders or to foreign com­

panies seeking a Central American base. 

e. The present time and for the next two years would be most 

propitious for the development of equity interests. LAAD-CA could 

afford to forego some income on new loans although this would mean 

a plateau in net earnings. If additional resources are obtained, this 

policy could be followed by LAAD-CA without notable impact on its 

earnings. From 1981 on, the debt repayment to AID will become a 

more serious cash drain, reducing LAAD .,A's ability to afford equity 

inves tment3. 

4. Lending Policies 

a. LAAD-CA should concentrate on food procesingventures 

since 1!ch loans tend to support needed industries and to have the greatest 

impact upon the rural poor. This concentration would not exclude other 

loans linked to non-traditional agriculture. 

b. LAAD-CA should dedicate some portion of its investible 

resources to equities since this would not only give LAAD-CA the prospect 

of future gains but would also reduce this burden of heavy interest pay­

ments on a new enterprise. 
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C. LAAD-CA should not count on increasing its interest rates 

and charges beyond present levels lest it discourage worthy borrowers. 

d. LAAD-CA should, in general, seek to impact small farmers 

through its loans to industrial enterprises rather than lending through 

other financial institutions. This would not exclude such loans when 

necessary to support small producers supplying new food processing 

ventures. 

5. Subproject Evaluations 

a. Technical Assistance. Some borrowers do not expect tech­

nical assistance from LAAD-CA. However, LAAD-CA could contribute 

considerably by analyzing trends in major export market areas in order 

to assist subprojects to Expand production, and by entering new product 

lines and geographic areas. 

b. Non-Traditional Products. LAAD-CA should continue to 

expand the development of agribusiness systems in non-traditional 

agricultural fields, since this most directly expands the benefits of the 

rural poor. These products will provide for a stronger export sector, 

important for these Central American republics which are in a pre­

industrialization phase. 
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III. ACCESS TO RESOURCES AND OPPORTUNITIES 

Overall AID policy toward agricultural development has changed 

within the past five years to become more responsive to the needs of the 

poor majority within developing countries. This poor majority lives 

primarily in rural areas. Despite this. economic growth in Latin 

America has been "primarily an urban phenomenon and one that is con­

centrated in the small part of the agricultural sector that is commer­

cially and/or export oriented." L/ Barring some kind of system-wide 

revolutionary change, the only way that peasants and agricultural 

workers can benefit from this economic growth is by increased partici­

pation in the dynamic commercial agricultural sector. The expansion 

of commercial processing activities in non-traditional agriculture have 

the potential .or dramatically increasing the social and economic welfare. 

To this end, the AID/HOCAP stipulatf d that I.AAI) loan and 

invest in companies which had a positive economic impact upon small 

farmers -.nd landless workers. LAAD-CA proposed to foment this 

impact in three ways: (1) lend to processing plants which would pur­

chase a portion of its raw materials from small farmers, (2) lend to 

I/ Thiesenhusen, William C., Current Development Patterns in Latin 
America with Special Reference to Agrarian Policy, " University of 
Wisconsin: Land Tenure Center, P. 5. 
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intermediate credit institutions which would relend the money to small 

farmers for farm credit, and (3) finance suppliers of farm inputs who 

would sell those inputs to small farmers. 

In the interviews with loan recipients, LAAD had apparently 

communicated this aspect of All) policy well. Interviewee after inter­

viewee stated that the loan, for whatever purpose it has been obtained, 

had a "small farmer e:lement" included. 

The consultants felt that the question as to whether small 

farmers and landless workers were able to participate in the develop­

mental process as a result of LAAD-CA's activities was one of the most 

important asked in 110- study. 

In this section, two important means to resource access and 

opportunities arv dio.unsed: (1) raw material purchases. and (2) 

employme.nt. With regard to raw material purchases. this section 

,,brings out important finding.; rog r'ding, p'jrchasi rar.in ents, 

small f..rtner viewSj. purchasc! through coopt-rativi.° ai well as a tabu­

lation of raw material ourchaties from variou:i proup)i: :imall farmers, 

medium and large Iftrni.rs. and conipany ( ulti .,.tion. 

Several important aspvctm regarding e.mployment are also dis­

cussed in this section: (1) analysis of employment creation due to 

http:Iftrni.rs
http:employme.nt
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LAAD-CA's capital inputs to specific subprojects; (2) evaluation of the 

relative capital or labor intensiveness of LAAD-CA projects; (3) 

direct employment creation in rural or urban ,sites; (4) indirect farm 

labor creation; and (5) an estimation of total wage benefits. 

The effect of farm credits channeled through ICIs and the pro­

ductivity increases resulting from agricultural inputs are evaluated 

later in the report aai a part of the comparative analysi of which fund­

ing channel creates the gre:,tetit impact upon the target group. 

A. Raw Material Purchases 

Among all the projects visited, six direct loan and three 

intermediate 6redit institution subprojects purchased raw materials 

from farmers. Crucial to thil evaluation was the delin,,ation between 

raw material nupplit ra, mtcdiurnsmall, and large farm,:rs, and that 

part which was raised on company-owned fari. 

The definition of small farmer seemed to vary from source to 

source, 

The formula used at the AID Spring Review cn small farmer 

credit utilized farmers' total resources and their operationi' profTt­

ability without ref.rence to land acreage. 1/ The Capital Assistance 

1/ Donald. Gordon, Credit for Small Farmers in Developing

Countries, Boulder: Wastview Press# 1976, P. 15.
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Paper (CAP) provided no specifics regarding the characteristics of a 

small farmer. 

More recently, the poor majority has been defined by AID/ 

Washington as that proportion of a population with incomes in 1976 

prices of at least $250 to $300 per capita. 

Unfortunat,'!y, with regard to a precise definition of the small 

farmer, information regarding raw material purchases came, for the 

most part, from the procesini,plants. Their concern was not with the 

incomes of those farmers, although they do directly influence those 

incomes, Their preoccupation is with supply for the'r plants and this.is 

translated outward to the 'arni, r.q in yield and acreage terms. Indeei, 

there seernt.-J to be a ,ornnion tmcan s to t],-ieintate s inall from larger 

farmers. This delineation most likely reflects climatic conditions, 

productivity levels, etc. currently existing for Central American 

farmers. 

Most processors defined their growers as follows: 

Small farmers: less than 10 nanzanas (17 acres) 

Medium farmers: 10 to 50 manzanas (17 to 85 acres) 

Large farmiers: over 50 manzanas 

Most plant managern emphato-ded that many of the small farmers had 

the "mimnimum-ntzed" farni, that being approximately two to three 

manzanas. 
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Utilizing this breakdown of farm sizes, Table III-I presents how 

the plant managers calculated by source actual raw material purchases. 

Industrias Agricolas Ideal has been segregated in the analysis because 

of its huge volume of purchases from large farmers which produced a 

very strong bias toward medium and large farmer purchases. 

The consultants feel that the direct impact upon small farmers
 

is very good--35. 1 percent of all 
raw material supplies originated with
 

them (excluding Industrias Agricolas Ideal).
 

1. Purchasinog ArraneinOnts 

Table 111-2 delineates these projects by name, products, 

number of suppliers, and purchasinl arrangements utilized. The pur­

chasing arrangements (agreements, contracts, etc. ) varied from very 

informal to formal contractual arrangements. 

The most informal arrarianierint.s were in two projects visited 

where the processors purchased goods from truckers who acted as 

middlemen between the procjssinrg plant:i and the farmers. It was 

learned that those truckers had a .i the.ir hutv;tmesjs the, tranport of 

general freight to outlying villag,,s :nd towns, and that rather than 

return to the capital city with ,e.mpty tru( ks., they would purchase a 

few boxes of produce to pay for the r-!turn trip. 



Table 111-1 

ACTUAL RAW MATERIAL PURCHASES BY
 
LAAD DIRECT LOAN SUBPROJECTS AND SELECTED ICI SUBPROJECTS
 

(Most Recent Fiscal Year) 

Raw Material Small Mediurm and Company
Purchases Farmer Percent Large Farmer Percent Cultivation PNrceft 

Dtrect Loans: 

Alimente Congelados (ALCCSA) $ 892.840 $ 312.494 35 $ 223.210 25 $357.136 40
Conserv-as de Ceotroamerica 275. 567 113. 506 41 162. 584 59 - 0
Arrocera Los Corrals 1/ 763.669 314.613 41.2 449.037 58.8 - 0
Aliremtcs de Costa Rica 892.050 133.807 is 490.627 55 267. 615 30 
Le-zhe Lerivados (I-EYDE) 1.320,079 580.834 44 739.244 56 - 30 
Ir-ustrta Vrutera del Gran Lago 

(IF U'GALASA) 2/ 1.069.750 456,943 42.7 400.140 37.4 212.667 19.8 
Total Itre, l-oan Purchases 5.213.955 1.912.197 36.7 2.464.842 47.3 837.418 16.0 

ICI Stbprolects: 
Moltno Arrocero Chorotega 290.16! 166.552 57.4 123.318 42.5 - 0
Lassally y Cta. 3/ 417.612 2.262 .5 352.708 84.5 62.642 15.0 

Total ICI SuLprojects 707.7-.3 168.814 23.9 476.026 67.3 62.642 8.8 

Total Direzt 1,oan and 
IC! , pro~rc s 5.921.72d 2.081.011 35.1 2.940.868 49.6 900.060 15.1 

Indus-ria- Agricolas Ideal 4/ 22.920.000 2.388.000 10.4 20.652.OCG 89.6 - 0 

Grand Total $28,841.72S $4.469.011 15.3 $23.592,868 81.6 $900.060 3.1
 

1/ Toal xprc!ases 76/77 were $1. 563.669 with $800.000 (80.000 cwt @ $10) of that in imports.

2/ Total purLhases 76/77 were $1. 159.750 with $90.000 in deciduous fruit pulp imports. LAAD-CA loan not disbursed during this period.

3/ Ilclry prouactton only.
 
7/ Coffee and sesame production only.
 



Table 111-2
 
PURCHASING ARRANGEMENTS UTILIZED
 

BlY LAAD SOBPROJECTS
 

I) 

2) 

3) 

Name 

Alimentos Congelada 

Arrocera Los Corrales 

Cooservas de Centroamerica 

Product 

okra 

broccoli 

cauliflower 
rice 

tomatoes 

Number of Suppliers 

3 

Company pt oduction 
70 plus 
245 farmers 
14 truckers 

3C fincludes several 

Purchasing Arrangements 

Price is presently based on California market; 
cash paid week~y 

Purchase contract especially when inputs are 
advanced. Price set at harvest time 
Pre-set price based on main competitor's price 

peaches 

deciduous and 

tropical fruit. 

cooperatives)
2 

N.A. 
Pre-set pi-ice -,egotiated with farmers 

Purchascs mainly from truckers 

4) Lecbe y Derivados 
Juices and nectars 
milk 150 Verbal negotiation with crmitd de proveedores 

5) 

6) 

Alimentos de Costa Rica 

Industria Frutera del 
Gran Lago. S. A. 

rice 

tomato paste 

68 farmers and 

company production 
14 farmers, one 20-memtber 
cooperative, and company 

(suppliers committee); farmers paid bi-weekly 
Purchase contract made in advance with prices 
determined at harvest 
Contract with California price as competitive 
factor 

sa 

production 
papaya/guava 

pineapple 

5 farmers 

15 farmers 
Letter of intent to purchase 

Formal letter to INFONAC regarding intent to 
purchase; eventually will be a contract with 

7) 

8) 

9) 

Molino Arrocero Chorotega 

Lasally y Cia. 

Industria Agricolas Ideal 

rice 

boney 

coffee 

70 farmers and 39 
marketing co-ops 
115 farmers plus 
company production 
1. 900 farmers 

individual farmers 
Advance purchase contract; will now begin to set 
prices at the tire of harvest 
Sign purchase agreement only when cash advance is 
made; pays conpetitive local market price 
Purchase agreement is signed. Price set at 
harvest time 

sesame N.A. Purchases entirely 
from farmers 

No purthase agreement; delivery is 
is adequate 

made if price 
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It should be noted that the impact upon small farmers is very 

difficult to quantify in these cases. First of all, no one except the 

trucker knows who his suppliers are, and the actual amount of the 

purchase price to the farmer cannot be determined. In the case of 

Conservas de Centroamerica who utilizes truckers to obtain tropical 

and most of its deciduous fruits, the truckers are occasionally given 

small, short-term advances so they can encourage farmers to harvest 

and deliver more production. This certainly represents one of the 

characteristics of traditional purchasing methods. 

a. Transportation 

Three processors do not rely entirely on truckers 

or 'he farmers themselves to transport goods to the plant. ALCOSA 

weighs and purchases its raw materials at local buying stations, and 

takes responsibility for transporting the purchased material from 

these buying itations to the plant. The cost of this service is taken into 

account in setting the price that A LCOSA is wi]ling to pay. l'ollowing 

a common dairy industry practice, LEY DE's trucks pick up milk at the 

farm, charging the farmers seven percent of the purchase price for 

this service. Altmento1 de (:osta Hica re-nts trucks and harvesting 

combines to any farmer who is intreSVterd, subtracting this rental fee 

from the amount (u, the farmer upon delivery to the plant. 
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Unless the processing plant can make some arrangements to 

provide transportation from the farm to the plant, many small pro­

ducers may simply be precluded from selling to this new expanding 

market. This is especially true with products such as fruits, vege­

tables and milk, which involve daily production over long periods. 

Under these conditions, snmall producers simply cannot harvest enough 

at any one time to make it feasible to rent a truck, no matter how small. 

Such small farmers, even when members of co-ops, generally lack the 

time and organizational know-how to put together some kind of collec­

tive transportation arrangement. Process ing plants, however, can do 

this easily and at no cost to themselve,,, since transportation charges 

can be subtracted from the prices paid for the farmers' goods. 

Nevertheless, processors have been traditionally reluctant to 

take on the adled complications of establishing trucking routes or 

local buying ,3tations. In some crops, this has led to reliance on a 

few large -scale producers, who have no difficulty in providing their 

own transportation. In other crops more su ited to small-scale pro­

duction, the transportation fun c tion has ho-,n t'laken over by nidiidlemen, 

or transportistas. By making a great numb,.r of small purchases at 

the farmt, or local markets , the.;c mniddvi,Wn a,e ;ah to collect enough 

product to e'conomically transport It for resal,., at the, processing plant. 
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As has been frequently pointed out, these middlemen do serve an
 

economic function, but the price they charge the farmers for this
 

function is considerably higher than that charged by other processing
 

plants who are willing to undertake this service. More importantly, 

the middleman serves as an almost absolute block to all communication 

between the processor and its growers. For instance, a company like 

Conservas. which purchased 100 percent of its small farmer production 

through middlemen, is unable to increase its raw material supply by 

providing these farmers technical assistance that would increase yields. 

(This is an important means by which ALCOSA and Alimentos de Costa 

Rica have been able to increase their supplies.) Furthermore, Conservas 

is unable to communicate to growers even such basic information as what 

fruits or varieties it would like to purchase more of in the future. It 

can only communicate its wants and desires through an uncertain pricing 

mechanism, never knowing whether higher prices would in fact serve 

as production incentives, since it can never know whether price increases 

are in fact passed on by the middleman to the farmer. Provision of trans­

portation is thus a key variable determining the quantity and quality of 

small farmer participation, their access to resources and opportunties, 

in agricultural production for processing plants. 
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b. Assured Demand Contracts 

Another element of the purchasing arrangements was 

whether they provided for assured-demand and price stabilization features. 

ALCOSA, LEYDE and Alimentos de Costa Rica all enter into agreements 

with their growers that provide these features. All agree to buy the total 

production of a stated number of input units (acreage or herd size). 

Prices are fixed, either by the company (ALCOSA) or by government 

regulation (LEYDE, Alimentos). L/ 

Goldberg. noted in his book on fruit and vegetable marketing in 

Latin America that processors and packers procuring by contract may 

have greater long-run potential than completely integrated operations. 

1/ 	 There are three distinct sets of circumstances which determine 
how prices are set. One is where the goods are domestically 
traded and prices r'csult from supply and demand. Good examples 
are fruit juiee, tomato paste or canned jalapenos. Second, are 
goods which ar'e internation ally traded and whre production price 
must be lower than that in the injiarkt a .osr'a thlat, trade can take 
place. Good ex:mples are cauliflower, okra and broccoli whose 
Central American feasibility depends greatly upon the (California 
output price. Third is the case of nationally important commiod­
ities, such as milk or rice, whose prices are set by government 
fiat. 
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This is especially true in areas such as Central America where land 

pressure and concern over rural income distribution are present. 

The 	trend in Mexico is guided by credit and infrastructure investment 

weighted toward small farmer procurement is some type of contractual 

relationship with cooperatives, private packers and processors.-1/ 

Conservas (in the case of deciduous and tropical fruits), and Urcozon 

and Prosanca (yucca processors many of whose growers receive credits 

from the Banco de Costa Rica) do not enter into contracts with farmers 

and, therefore, do not provide assured demand and price stability. All 

are having self-admitted problems of raw material shortages, thus 

constituting a serious threat to the companies' profitability. 

Prosanca used to offer assured demand 2ontracts but contracted 

for more production than they had the capacity o handle. When a good 

harvest came along, it found itself unable to honor commitments. 

Molino Arrocero Chorotcga provides a similar example. It formerly 

provided for assured demand contracts with price features. Faced 

with a bumper crop and a shortage of working capital, it was unable 

to pay for all of the production received. Furthermore, its sales 

prices fell drasti .lly and it lost money. Chorotega no longer offers 

price features with its promises to buy. As the result of these two 

1/ 	 Goldberg, Hay A. et al., Agribusiness Management for Developing 
Countries - Latin America, Ballinger: Cambridge, 1974. 



33.
 

companies' experiences, many farmers mistrust them, and are unwill­

ing to deal with them except as a last resort when no other market is 

available. 

A common purchasing arrangement results where the processing 

plant provides credit to farmers generally in the form of seeds, fertil­

izer or other inputs. Thereupon, a contract is signed with the farmer 

to guarantee that adequate produce is delivered to the plant to repay the 

credit. 

A good example of this was Los Corrales (rice) which imports 

high-yield seed from the United States and provides it to farmers who 

contract to sell their total production to Los Corrales. These contracts 

do not specify prices, although Los Corrales does as a matter of policy 

pay prices that at any given time are slightly higher than the prices 

offered by the small mills who constitute their only competition. 

In the case of most fruits and vegetables, it is tempting for the 

farmer to sell in the fresh market when those prices exceed the con­

tracted or anticipated prices from the processing plant. One processor 

stated that he would not tolerate sales of contracted production to the 

fresh market, and refused to purchase subsequent deliveries from the 

farmer after, he discovered the fresh market sales. To offset the 



34.
 

diversion of badly needed production, they, in a positive manner, 

encouraged the farmers to plant adequate amounts for the fresh market 

along with the contracted amount for his plant. 

2. 	 Production for Processing Plants vs. Production 
for the Traditional Market: Small Farmer Reactions 

Interviews with small farmers and with lower level 

personnel who deal directly with these farmers provide no basis what­

soever for any supposition that small farmers are unwilling to produce 

for new processing plants because of traditionalism, conservatism, 

reluctance to innovatc, or any other cultural 'backwardness often 

attributed to such campesinos. Generally, small farmers discuss their 

decision whether to grow a particular product for a processing plant or 

the same or other products for the fresh market in strictly economic 

terms. As a rule, the prices that processing plants are willing to pay 

some­are substantially below cyclical peak fresh market prices and 

what above the cyclical lows. Farmers thus must make an ec-onomic 

decision, weighing the security of the proccssor's contract versus 

the possibly higher income of production for the local fresh market. 

Naturally, since the small farmers interviewed were producing for 

processing plants, they were unanimous in their conclusion that an 

assured market was very important to them. Not surprisingly, the 
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degree of enthusiasm they still held for their previous decision depended 

upon the current prices in the fresh market that they had foregone. 

Farmers generally were willing to give up a considerable
 

amount of potential 
income for the security of a fixed price contract.
 

Processors who do 
not offer this type of contract are therefore in effect 

buying on the open market, paying more for their raw materials than
 

they might otherwise have to pay if they 
were willing to offer their
 

growers contractual security. 
 When the processing plant is paying 

open market prics and offering no contracts, then the farmer's main 

decision is not whether to produck for the processing plant or not but
 

whether to grow the processing plant's product 
or some other. Except
 

for Industrias Aricolas 
Ideal's coffee farrners and some traditional
 

rice farmers (a group th.it made 
up almost all of L.os Corrales' small
 

producers, a few of Alimentos ', and of (Jhoroteg a':,),
none the small
 

farmers interviewed were all experienced cultivators of at leas, 
a
 

limited variety of crops. 
 They are therefore constantly assessing 

current prices, trying to foresee which crops will be likely to be most 

profitable in the coming year. 

The collective result of all this rational dec inion-making on the 

part of the small farmers may be a complete lack of a particular type of 

raw material for processors who are, unwilling to pay more than the open 
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market price. For instance, when Prosanca and Urcozon first began 

to process and purchase yucca, the price was quite high. Costa Rican 

farmers as a result moved into yucca production in great numbers 

causing a so-called "yucca boom." The plants were unable to process 

all of the resulting production, and therefore refused deliveries to some 

farmers. Prices dropped drastically, to very low levels, where they 

remain today. As a result, neither Urcozon nor Prosanca have been 

able to operate at even one-half capacity. Prosanca, which has recently 

established a policy of paying a premium over the market r de, has been 

able to continue to entice farmers who live within oxcart hauling distance 

to produce yucca. But these deliveries are only enough to keep the plant 

open one week out of every two. Urcozon, paying the going market rate, 

has been hardly able to secure any deliv,.ri.s at all. In facet, yucca 

farmers stated that at current market prices it wa.s not ',v-ri worth their 

while to harvest yucca that they had ready in the ground. In short, small 

farmers who have been willing and able to produce yucca in the past have 

simply turned to other crops. As they se it, they have been driven out 

of yucca production by the unprofitably low price levels that the pro­

cessing plants,, are curreatly paying. 'I'h,. plants' pant inability to provide 

price stabilization has h(d them to their curre.nt situation of a desperate 

shortage of raw material. 

http:curre.nt
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Many people, including some of the company managers inter­

viewed, believe that a major factor contributing to raw material short­

ages is a reluctance on the part of small nampes inos to eithf-r move 

into new crops or to adopt innovative agriilcur-vielId tech­airtultural 

nology. No basis for this belief was found in the interviewn with small 

farmers. Indee(d. agronomistts and agi-icultura| te 'hnictanls who dealt 

directly with small fa rrne r.i werr iuna ninIOus tm rtec ting ths conclusion. 

Typically, small farmer.s took advantaqv of the interview situation to 

ask for specific te*chnical infornattion, vithe.r from the (hee.'hi socio­

anthropologist or from the project rprerestllati vowho accoropanied him. 

Small farmer reiponderit s w*.r, al.so eager to know of any additional 

crops that thO proc-,sor miahgt he tnt re.-ited In PUrc:i,ing,. (asual 

comments by it.her ?Hi. project repr:i-nentativi or the :toclo-arlnthropol.­

ogist about ne.w 'rops or ntw vari,.t e. of tlie :iatn,e rop wvetr often 

respondd to aggre .'iively1)y timall farm.r, who oft'te ,ahtd dlretly 

to be inclhted in the new program. or to be allowed to make a trial 

planting of the new variety. .tc. 

For example., t group of AL.C. Ans cauliflower growers, after 

being told thIat NorIh American cauliflower va ri li-i w,,re he.vker than 

the native plaint , reali-e(d lrmnetdiatoly thut thry ninght ,.mrn more 

money from the new varietics, since they were paid by the pound. 
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They repeatedly and persistently questioned ALCOSA's technical repre­

sentative as to where they might be able to purchase these North 

American seeds. All he could say was that such seeds would have to 

be imported from the United States. More than a month later, while 

visiting .A-COSA's farms, this saine group of cainpesirios came across 

an experimental seed bed of Imperial cauliflower, one of the new North 

American varieties. They imnmediately bAdge red !he farm personnel 

into being allowed to take a few ,3ample plants hoie "for a trial planting. " 

Later, they confided to the Checchi socio-anthropologist that they had 

no intention of using these plants as a test per se, but as a source of 

seeds for the new variety. 

In the standard interview schedule, small farmers were asked if 

they had ever received technical advice about the agricultural pr.bleins 

that they had encountered in the cultivation of their particular crop. 

Farmers who annwerd in the negative almost invariable addld a spon­

taneous comment to th#.! effect that they flt thv nf,,d for such advice, or 

that they really would like tht to receive advice. Theouportunity ach 

whole questlon of the effective communication of technical adv~cc by 

LAAD loan recipients will be aoidreted in d,.-tail later; the point to be 

made her, is that HUCI advt,:V ilnd the inInoVwAi ons tehit night r,'sult 

were eagerly sought after by small farnern. This phenomenon was 
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repeatedly observed by the Checchi socto-anthropologist, and confirmed 

unanimously by all interviews with project agronomists, but upper level 

project management nevertheless tended to accept the stereolype shared 

by most Latin American urbanites of a tradition-bound, change resistent 

peasantry. 

3. 	 Purchasing Through Cooperatives 

Several processors cited a finding of the previous 

LAAD evaluation that there was an aversion to purchasing through 

production or marketing cooperatives. This varied from country to 

country, but cooperativer, are viewed as politically based with leaders 

who make political mileage through confrontations with packers and 

processors.
 

The milk processor, Leche y Derivados, found itself negotiating 

prices with a suppliers' committee. Upon notification from the Honduran 

Government that the price be raised L. 02 per liter, that committee 

attempted to force hira to pay the entire inct-r elnt to Ihe producer 

rather than halving it a:;u the pro(vsiaor had propose(. There seemed 

to be no idi h '3,( d a:i a good .xample ofpoliti(al overton:(;., th(e ,rw 

how inte rest group.s will form to pi ofct the. intere.,itt of' the far'mer. 

For in stance, in Melxi'o,, growe r ,npe r:i ttw.ye pta y a :itt-on g role in 

quality contr-ol rind tiipp ing !whedulc a dhere.nwe*. Althou gih rnanagement 

preferi not to buy froi nuth coope ralives, coll-cctiwv organizations of 

suppliers will tend to occur an the grower-provenmor relutionn mnature. 
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B. Employment 

This section will discuss and analyze (1) the relative 

capital or labor intensiveness of LAAD-CA projects; (2) direct employ­

ment creation attributable to LAAD-CA's capital input; (3) indirect 

farm labor creation; (4) total wage benefits; and (5) direct employment 

creation in rural and urban workzites. 

1. Labor versus Capital Intensiveness 

Because one of the congressional mandates is to 

cause the "shifttng from capital intensive to labor intensive policies, 

and projects, " -/ it is important to determine whether the LAAD-CA 

subproject3 are relatively capital or labor intensive. The problem is 

one of proper factor proportions. Checchi's opinion is that any state­

ment regarding labor or capital intensiveness must recognize the need 

of any enterprise to be competitive pricewise now and in the longer 

term. This istrue especially in the case of those plant,- which face 

considerable competition either domestically or on the world market. 

For example. both ALCOSA and IFRUGALASA cited the importance of 

1/ Capital Assistance Paper, P. 28. 



41.
 

California prices as a determinant in demand for their products. 

Furthermore, if the long-run trends in food processing projects follow 

the tendencies in the U. S., there will be concentration to achieve 

economies of scale and the result will be larger plant size and more 

capital intensiveness. 1/ Therefore, although it is generally agreed 

that employment is desirable, one cannot expect these plants to be 

equipped in such a way that long-run profitability is seriously handi­

capped.
 

In the 1974 Checchi evaluation which encompassed a broader 

range of business activities, average capitalization per full-time 

employee was $10, 756. The range of capitalization for Cull-time 

employee was from $.2, 18.3 and $4,306 capital per employee for two 

floriculture operations to $,47, 815 for a frozen vegetable processor who 

operated on a highly seasonal basis. 

Table 111-3 permits the evaluation: of relative labor-capital inten­

siveness among the subprojects visited during the second evaluation. 

For the purposes of this analysis, part-time employees have been con­

verted into person-years to give a total "full-time employment' figure. 

1/ Goldberg, Hay A. et al.. op. cit., P. 115. 



Table 111-3 

RELATIVE LABOR - CAPITAL INTENSIVENESS 
BY SUBPROJECTS VISITED 

July - August 1977 

Part -time 
Employees Total 

Total Full-timeDirect Loans Full-time "Flwl-timen
Capitallzatiom Employees Equivalent Employment Capital/Labor 

Alimentos Congeladom
Frozen Vegetables $ 1.671.508 355 ­ 355 $ 4.708 
Conservas de Centreamerica 
Fr-.: i-.i Tomato Processing 163?.477. 395 2 115 15.015 
Arroce- Los Corrales 
Rice Miil 1.351.853 32 ­ 32 42.245 
Ahmentos de Costa RicaRice Mill 1,364,670 32 3 34 40.137 
Leche y D-rivados 
M lk Processor 1.203.817 89 . 89 13.526 
Ind-stria Frutera del Gran Lago-Fruit anJ Tomato Processor 


IC! S.r)ro 'ect s
 

Molo Arrocero Chorotega

RiceM:! 


Inc-istrias Agricolas Ideal

Co'.fee a,- Sesame 


Lassally y Cia.

Iloney 


Maquinaria Agricola
Farm Equipment 

Seraillas. S.A.
Hybrid Corn Processor 

To:als 

I/ Estima:ed capitalization: 

3.400.000 26 161 18" 18.182 

983.608 27 ­ 27 36. 429 

5135,451 Is ISO 18 30.936 

300.000 33 ­ 33 9.090 

70.252 14 ­ 14 5.018 

500.489 24 ­ 24 20. 854 

$18.459.043 
 811 315 1.128 Ia. 393 

$2.2 million building and fixtures; $800.000 equipment. $400,000 working capital. 
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Curiously, Alimentos Congelados, a frozen vegetable processor, 

was found to be the most labor intensive--in the same category as the 

floriculturalists from the previous study. This result may be attributed 

to the fact that 200 of ALCOSA's workers are presently found on the 

company's broccoli farms, an activity which will continue at least 

another five years during which time it will encourage individual farmer 

production of that crop. 

At the other end of the scale are the three rice mills and the 

coffee processor. The rice mills are indeed capital intensive, operat­

ing with a irnall labor force from stored inventories over long periods. 

These mills could even become more capital intensive with the addition 

of conveyor and auger equipment to replace physical handling of sacked 

and bulk rice. 

The average capital-labor figure of $16, 393, if taken as an 

estimator for the present LAAJ) operation, and the $10, 756 capital­

labor figure (where part--time labor was not converted into its full­

time equivalent) from the pa ist e(valuation, represents a definite shift 

toward more capital intensive projects, although Iprice inflation may 

account for some of this inc re;v e. It would he noted that the loans to 

rice mills which have biased this figure upward have othefr important 

attributes as basic grains activities which make these important loans 
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for LAAD. However, it does seem that projects such as vegetable, 

fruit, milk, and honey processing, and the small equipment supplier 

(if it can be properly analyzed using this framework) represent accept­

able levels of labor intensiveness vis-a-vis the Congressional mandate. 

2. 	 Direct Employment Creation 

Employment creation was considered to be an 

important element of the overall LAAD-CA program. This activity 

recognizes the plight of landless peasants, and farmers whose land­

holdings are inadequate for efficient production. The Capital Assistance 

Paper stated that "a significant number of Central Ameri a's rural poor 

will never ha.ve the opportunity to become even moderately successful 

farmers, but many of this group could well perform related tasks which 

are more productive than ma,inal farming. " LAAD estimated that 

through the $7 million in loans and investments brought into play by the 

second All) loan and LAAD's shareholders, an additional $10 million 

would be invested by subproject owners and/or loane:d by their creditors. 

This $17 million in capital was to have brought about direct creation 

of 5, 150 full-time jobs. An estimated average of $3, .00 in capital 

outlay was required to create one full-time job. 
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Before analyzing LAAD's impact upon employment, several 

caveats should bL mentioned. First, if the loan were for workin­

capital, the implication is that the business was already set ",­

required funds to finance for raw material inventories or other opera­

tional expenses. This, unquestionably, is essential to the ongoing 

nature of the business; however, the credit may be said to have had the 

effect of maintaining rather than creating new employment. Because 

there is no practical way to make this differentiation, we have assumed 

that all employment effects are and createhomogeneous employment. 

One ICI subproject loan, that to Salwdor- Machinery, has been omitted 

from the analysis altogether because it was felt that employment was 

neither created nor maintained by the infusion of LAAD funds, and that 

the loan enabled that company to expand its sales by ten percent utiliz­

ing its normal labor force. 

Second, if a loan were for equipment purchases, it is conceivable 

that the effect may have been to reduce employment, replacing laborers 

with machines. There however. evidence view.was, no of that 

Third, it should also be noted that LAAID's capital contribution 

represents only a portion of the total capitalization of each firm. If 

one is to quantify LAAD-CA's employment creation effects, it would 

appear logical that this be based on LAAD's proportion of the total 



48.
 

capital employed in each subproject. This was taken into consideration 

and employment was discounted by the LAAD financing/total capital 

ratio. 

Table 111-4 analyzes the actual employment situation in each 

project. LAAD-CA had made previous loans to some of these projects 

and the total LAAD financing was utilized in those cases. One direct 

loan subproject, Industria Frutera del Gran Lago, S. A., had not 

received its loan at the time of our visit pending finalization of the 

audit for its first year of operations, and therefore, LAAD-CA has not 

really contributed to employment creation at that plant. Nevertheless, 

for the sake of analysis and because when made it will certainly have a 

supportive effect, it has been assumed that that loan has been made. 

This table indicates that LAAD's capital contribution represents 

17 percent of the capital investment of the projects visited. 

The $18 million total capitalization of the subprojects visited is 

close enough to the estimated $17 million capital for easy comparison. 

The inclusion of capital intensive Industrias Agricolas Ideal (which has 

a relatively small loan compared to Its,, total capitalization) gives an 

upward bias to the capital outlay per job figure. Recognizing this bias 

and including Industrias Agricolas Ideal, we calculatecan that LAAD's 



Table MU-4 

EMPLOYMENT IN DIRECT LOAN AND SELECTED ICI SUBPROJECTS 

Direct Loans:
 
Alimentos Congelados 

Conservas de Centroamerica 

Arrocera Los Corrales 

Alic !ntosde Costa Rica 

Leche v Dertvados 

Indus:ria 'rutera del Gran Lago 


ICI Subprojects: 
Mclrno Arrocero Chorotega 
Industrias Agricolas Ideal 
Lassally y Cia 
Maquinaria Agricola 
Semillas. S.A. 

Totals 

Including Industrias Agricolas Ideal: 

Excluding Industrias Agricolas Ideal: 

Full-time 

Equivalent 


355 

165 

32 

34 

89 


187 


27 

166 

33 

14 

24 


1.126 

July - August 1977 

LAAD 
Financing 

$ 500.000 
400,000 
447.000 
230.000 
275.000 

400.000 

500.000 
100.000 
80.000 
20.000 

120.000 

3.072.000 

$18. 459.043 Capital
1. 126 full-time jobs 

S13.1324. 552 Capital960 full-time jobs 

Total 
Capitalization 

$ 	 1. 671. 508 

2.477,395 

1,351. 853 

1.364,670 

1.203.817 

3,400.000 

983.608 
5,135.451 

300,000 
70,252 

500.489 

18.459.043 

= $16.393 capital/job 

- $13.880 capltal/job 

LAAD 
LAAD Employment 
Capital Creation 

.30 107
 

.16 26
 

.33 11
 

.17 6
 

.23 	 21
 

.12 	 22
 

.51 14
 

.02 3
 
.27 9
 
.28 4
 
.24 6
 

.17 	 191
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$7 million capital input would "enable" a total subproject capitalization 

of $42 million. Direct employment creation at the rate of $16, 393 

capital per job would be 2, 570 full-time jobs, far short of the Capital 

Assistance Paper goal of 5, 150 full-time jobs. 

If Industrias Agricolas Ideal is eliminated from the analysis, 

LAAD's $7 million capital input will "enable" $31. 7 million of total 

subproject capitalization. At the rate of $-";13. 880 capital outlay per job, 

2,286 jobs would be created. This is still far short of the CAP goal. 

3. Indirect Farm Labor Creation 

Given the number of crops, seasonal utilization of 

farm labor, and the fact that, in certain instances where middlemen 

were employed, the agribusinesses could not identify who their suppliers 

were, no attempt will be made here to estimate the total magnitude of 

indirect farm labor created. 

Nevertheless, a general impression, along with some specific 

examples, can be given. With the AID emphasis upon small farmers, 

it should be recognized as inherent in thos small operations that little 

outside labor is used. The primary source of labor comes from the 

immediate family. This practice doets not have the same (,Nl" effects 

as hired labor, hut has the positive effect of keeping the, faiily more 

productively ,,mployed thus'; maximizing their in,:ome potentil. A good 

example of family cultivation was the small cauliflower farmers who 

grow for ALCOSA. 
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Eventually, the trend will be toward utilizing outside labor even 

on these small acreages. Tomato growers in Guatemala who have only 

five manzanas, employ two to th',ee workers. Small milk producers in 

Honduras utilize one to three workers on a permanent basis, and an 

additional ten laborers for tw,, to three weeks a year to clear pastures. 

Medium milk producers have two to six permanent employees. Medium­

sized Salvadorean bee keepers hire three to five workers full time. 

Much of this employment is planting or harvest oriented. 

Medium growers for Arrocera Los Corrales (rice) have one to two 

permanent employe,,;, but utilize 10 to 15 workers during harvest. 

Even small pineapple produ..ers in Nicaragua hire one extra man for 

one month a year to help with the harve-st. Small (:ofTet producers in 

El Salvador use 10 workers for each manzana cultivated for a month 

during harvest. 

This type of employment creation is important in that it is 

rurally based and, in some cases, demonstrates a high labor intensive­

ness relative to capital inputs. 

4. Annual Wage Benefits 

Although e.mployment numbers are extremely useful 

Indicators of economic impact a'id enable one to determine the relative 

capital or labor Intensiveness of any given LAAD-CA subproject, it Is 
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perhaps even more important to convert employment numbers into wages 

and benefits to measure the full import of employment creation activities. 

This will ultimately enable us to test how well the All) loan affects the
 

marginally productive farmer or landless worker.
 

Wage information was given by plant managers. Some estimation 

was required for top management salaries and fringe benefits where 

required. Table 111-5 tabulates the wage benefits for direct loan and
 

ICI subprojects. The 11 projects 
listed have received $2. 7 million in 

direct or indirect LAAD financing. The same I.AAI)-CA financing to 

total capitalization ratio as found in Table III-4 has been utilized to dis­

count wage and fringe ben'it ,ffects attributable to ILAADI-CA. Wages 

and fringe benefits attributable to I.AAI)-CA equall,,d $,1 . 706. 

Assuming that the remainder of the $5 million will create or maintain 

employment at about 85 percent as effectively :;u the studied $2.7 million 

(Salvador Machinery will produce, no direct employment effect!s and a 

large portion of the 'osta ican ICIs i4 strictly !or farm production 

credits), our estimate is that thi, total wage benefiti will be $105,011 

annually. The economic Impact isj far less than that of raw material 

purchasen, even raw material purchases of small farmern. 
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This low impact can be illustrated further by comparing relative 

input costs for two products made in the IFRUGALASA plant in 

Nicaragua:
 

Pineapple Juice Apple Juice 

Raw material 13% 19% 
Cans 59% 53% 
Sugar 6% 7% 
Indirect costs 16% 17% 
Labor 5% 2% 
Other 1% 2% 

100% 100% 

The conclusion which can readily be drawn by the nature of 

these industries is that they tend to be capital intensive; ware 

benefits (from factory empoym.nt) will ihe a minor but.important 

impact aa a result of LAAD-CA's subproje.ct employinent. 

5. Rural verus Urban Wu. titen 

This section will briefly analyze whether there are 

significant employrnment op)p)ortu!,i ,.4 %)fthe rural pour. All capital 

cities plus San P',.dro Sula. ) ir:i * w. r on:; i ,t-ed u r t-i worksitea. 

T a b le 111- 6. r i. ii n e,,,i, , l ul l- t u n', l ,it v or k s tt ,:S . 

part-time jobti (.zt,.d, unr'ltOt; I'ra thaa t64 p -rc:ent of all jobs 1r, the 

LAAD subprojects are found In rural areas. 

i :l 11ti q u IV. 

http:subproje.ct
http:empoym.nt


Table 111-6
 

EMPLOYMENT IN LAAD DIRECT LOAN SUBPROJECTS
 
AND SELECTED ICI SUBPROJECTS
 
BY RURAL AND URBAN WORKSITEL
 

Rural Full-Time 
or Equivalent 

Direct Loans: 

Alimentos Congelados. San Jose Pinula. Guatemala 355 

Conservas ,le Centroamerica, Guatemala. Guatemala -

Arrocera Los Corrales. Villa Nueva, Guatemala 32 

Alimentos d Costa Rica, Liberia, Costa Rica 34 

Leche y Derivados. La Cetba, Honduras 43 

Industria Frutera del Gran Iago, Granada, Nicaragua 187 

ICI Subprojects: 

?Molino Arrocero Chorotega. Choluteca, Honduras 27 

Industrias Agricolas Ideal, El Salvador, San Salvador -

Lassally Cia.. Quetzaltepeque, San Salvador 33 

Maquinaria Agricola. El Salvador. San Salvador 

Semillas, S.A.. El Salvador. San Salvador and Environs 7 

Totals 718 

Urban Full-Time 
or Equivaleni 

-

165
 

-


-


46 

- M 

-


166
 

-


14 

17 

408 
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C, Qualitative Social Impact 

In only four of LAAD's subprojects was it possible to observe 

more or less dramatic changes in the life situations of small farmers, 

or changes that were directly attributable to the activities of LAAD's 

clients. These projects were ALCOSA, Arrocera Los Corrales, 

Alimentos de Costa Hica, and LEYDE. rhree other projects. Arrocera 

Chorotega, Banco de Costa lica, and IlIRUGALASA, involved farmers 

located in an area where extensive government-spon sored colonization 

or land reform programs were being carried out. Unquestionably, the 

life situations of fariner'i in the San Carlos area of Costa Hlica, in the 

Rigoberto Cabezas colonization project in Nicaragua, and in the 

Choluteca area of IHonduras we.re being dramatically changed for the 

better. In each of these three cases, however, th,. impact of the LAAD­

sponsored proj.c t was hard to assess. The Ii.'I UJGALASA project in 

Rigober-to C abe z as, Nicaraujua, whi'i h of the threef isthe project most 

likely to have thet jr,,'ate ;tpos itiv,' i0 pact, was simply too new. The 

first crop of pineapple to be processed by 1'"{U( AI.ASA had only been 

in the ground two weeks at tht tirne of this study. ILAAl-funded pro­

duction cir,-dit loans ml~ade by ih lIanc:o de Costa HIica to farmers in 

the San C(ar'los IrVa arV undoubtedly a help to those farmers. But the 

precise iZpa('t to 1r'CaSU re', eXcepts hard for the hi gher interest rate 

charged to farmers due to the higher costs of the LAAI) money. because 



this same bank has been extending production credit to these same 

families since they first received their lands five or ten years before. 

In Choluteca, an efficient and well-rnanaged rice processing plant could 

have a significant positive impact on the new lana reform recipients 

trying to carry out large-scale collective rice farming in that area. 

But so far, the impact of Arrocera Chorotega's low-paying, slow-paying, 

unreliable, and inconsistent management has probably been more negative 

than positive. 

Other LAAD projects have had a positive quantitative impact on 

some small farmers, but a qualitative impact effeatin large changes 

appears unlikely. Thus, small fruit growers in Guatemala may possibly 

have received higher prices from the middlemen who Fhav(! traditionally 

bought their fruit as a result of Conserva's activities. In El Salvador, 

Induatrias Agricolas Ideal',; small cotffee farners have in recent years 

experienced drairatic increases in income and :;tandards of living, but 

one cannot attribute the world-wide rise of' cof*1se pric,!s to any of 

LAAD's activities. It is possible and even likely that the combination 

of FRIGI'I'EC's purchass, and the IHanco de (redito Agricola de Cartago's 

loans will have a significant positive impact on Costa |Hican small 

farmers. But IIUGITEC was not in operation at the time of the study, 
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and the bank was using the money to finance the traditional products of 

small farmers who had been the bank's clients for generations. The 

qualitative social impact of the other ICI subprojects in El Salvador was 

either not investigated in depth (the hybrid seed and machinery suppliers) 

or was so investigated, and found to he nil (Lassally y Cia. ). The 

observations that follow regarding qu,litative changes in the life patterns 

of small farmers are, therefore, hased on the four projects where such 

changes were most discernible. Th,- changes discussed be low are 

therefore not those caused by the "average" LAAD project, but by the 

best projects. 'lihvy do indicate what other projects are likely to 

accomplish in the future (I I'HT;ALASA, 1.IGITEC-13CAC) or what 

could be acconiplished with better managemnent (Arrocera Chorotega) 

or changed purchasing p)rocedures (Conservas). 

LEYDIE, AL(OSA and the two successful rice processors are 

all purchasing products that have ben grown before by at least some 

farmers in the purhasin g area. All four of fliese copanies, however, 

were able to offer their growers, an unlimited d(Jenand for the products. 

This assured nuirket hlis b.etn, in :II c.ses, :sufficint to motivate 

farmers to e:cpand production in every wa y Ihey knew how. In all cases, 

farmers have broug!,,ht mor, b;,nd into commer'ial (10op cult ivation, have 

toconsiderably Inro-ased their ltanily',s.Ilabor tili,, and have tended 

invest heavily in additional agricultural inputs per unit of land. 
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So far, the dairy farmers have concentrated their investment 

almct exclusively in increasing their herd size. Smaller farmers are 

lagging behind dheir larger counterparts in increasing investments in 

drugs and medical care for the herds, but some small farmers have 

begun to provide more careful medical care. More could be done In this 

direction if these farmers had access to any technical assistance at all, 

but they ieally have none. The only source of new technological know­

how in the area is that informally transmitted from the larger dairymen, 

or from pe ple who have been employed on the large dairy ranches in the 

area. LE' DE would like to be able to provide technical assistance, but 

it must wait until profits increase to the point where a technician may be 

hired. AL AD'OSA farniers have been investing in additional fertilizer, 

insecticide, an] pack horses for transportation. Los Corrales' rice 

growers haie,ieen large increases in yields due to the use of the new 

North Ame Acan seeds that Lo.0 Corrahes provides. Most have felt 

justified in increasing the levels of fertilization, therefore:, as a result 

of the increased yields. This is fortuitous, since it is likely that the 

new seed varie-ties riequire significantly more fertilizer for maximum 

production than wa the caC.se with he native variteties. Los Corrales is 

normally in contact with its grow,.rs only at planting and iarvest times, 

and it Is unikely that much technical assistance i tranumitted during 

these brief contacts. 

http:grow,.rs
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The changes in cultivation techniques induced by Alimentos and 

their two agronomists are on a qualitatively higher plane than the other 

LAAD projects. Alimentus will provide the farmers seed and provide the 

highly specialized machinery to prepare the land, sow the rice, make 

the early applications of fertilizer and herbicide, and harvest the crop. 

Many of Ali:nentos' growers are not experienced rarrners and probably 

could not grow rice succes.sifully without this aid. But even tile approxi­

mately one-third of the growers who have been traditional rice farmers 

have entered an entirely new age of productivity. Planting, sowing, 

weeding, and harvesting by hand, a rice farming family could o(,-y 

cultivate a few manzanas at rnost. Now aJl these families have rented 

and cleared former pasture land throughout the area to plant five or 

ten or fifteen manzanas. The expenses of this new mechanized farming 

are incomparably higher, hut since none of these investments are out­

of-pocket, but counted against deliveries at harvest time, the increased 

investments are not a hindrance. Only the incrased incomes matter to 

these farmers. (Alimentos re-quires all of its growers to participate in 

Costa lica's government-s ponsored crop itisuran('e program for rice. ) 

The additional labor being performed by these farm families would 

seem to be an unquestionably positive phenomenon, both from the point of 
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view of the families and from the point of view of national economic aggre­

gates. Farm labor that has traditionally been under-utilized is becoming 

more productive as a result of these LAAD project activities. The 

extra investments, however, expose all but the Costa Rican farmers 

(who are covered by crop insurance) to significantly increa3ed risks of 

economic disaster. On the one hand, these larger, investments are 

absolutely necessary for increased income, and are gladly undertaken 

by the farmers involved. On the other hand, drought or other natural 

disaster could lead to much larger debts and much worse #!conomic 

trauma than previously. ,md now that they are full participants in 

national or international agricultural commercc, natural disasters are 

no longer the only possible source of problems. Well managed as these 

particular LAAI) clients are, it is still conceivable that international or 

national economic factors outside their control could lead to their tem­

porary or permanent demise. This new possibili',y would now become 

as troublesome: for fhe fa rmers involved as any natural disaster. 

The involvemnnt in commercial agriculture ain( thet interaction 

with these large comniercial processors does allow an additional 

opportunity, lhow -yer, asiid from the. iinwm-diatv oc1onomi c benefits. 

Farmers in these situations become one of a large c:lass f growers. 

all growing the same produrts for the same purchasers. "Ihs can 
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hasten the end of rurai household and village isolation by increasing 

participation in national political and economic life. On a formal level. 

tothe growers may organize, as LEYDE's dairy farmers have done, 

engage in collective bargaining with the plant. In this case, farmers are 

demanding a say in the sales conditions for a product which virtually had 

no market only a few years before. Even if organization does not take 

place on this formal level, there may occur an informal exchange of 

information among growers of the same product from different regions. 

This can lead to important local improvements in agricultural practices 

and yields. F.or instance, cauliflower growers from (himachoy and 

Patzicia have carefully studied each other's native cauliflower varieties 

and each other's cultivation techniques. At Los (orrales, farmers who 

have brought their rice to sell at the Guatemala City plant spend the day 

in amiable shop talk with t'armers from other areas up and down the 

coast. The awareness of national agricultural market ,conditions, and 

the knowl,.d ge of oth, r ta ric r.; and their techniques, help to "de­

provincialize" these peNaitant , one more :itfep in th ir transformation 

into rational farmers aware of their interests, and capable of establish­

ing a formal or informal interest group to advance their cause. 
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Although the efforts of the assessment team were concentrated 

on assessing the effects of these LAAD projects on small agriculturalists, 

the field research process repeatedly uncovered a highly visible phenom­

enon that is relatively new to Latin American agriculture, and that might 

take on increasing importance for the future of the rural poor. At least 

one project in every country worked with, in addition to small farmers, a 

new class of large, non-traditional farmers. These men were creating 

a new type of farm, growing non-traditional crops using irrigation and 

other high technology, high productivity techniques. Most strikingly, 

they were invariably encountered out in Iheir fields directly supervising 

production. Whether the cr.op was tomatoes, or Iroccoli, or peaches, 

or rice, or poratoes, or platano, these farmers had certain common 

characteristics. Most (:ome from land-owning but non-elite tamily 

backgrounds. All had acquired a technical background in agriculture, 

usually through formal education at the university level, but occasionally 

through previous work experience as lower-level supervisory per.,onnel 

for large, foreign-owned agricultural organizations. All courbined the 

role of direct super vi ior and to-chnical e.xpe-rt on their farms. 'The dual 

role required theni to he pre tnt throughout the work day stix or sivven 

days a week. Th is total conmitment to thef work was reinforced by a 

belief in the necessity of direct hands-on management, and a corresponding 
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contempt for the absentee elite owners of farms producing tradtional 

c rops. 

These high technology enterprises provided a new type of farm 

employment. Each of these farms provided less employment than would 

be the case with a traditional enterprise ot equivalent scale, but more 

employment than would be the case with a~n equivalent acreage of small 

traditional farms. More significant than the quanitity, however, was 

the quality of the farm employment provided. Because ot' the high 

technology, the lower proportion of the employees were unskilled "stoop" 

labor. Many more were tractor drivers and irrigation technicians. 

Even the unskilled rcews, howewyer, are employcd Steadily on a1 year­

round basii:. The employees thus enjoyed more se.-curity and higher 

income than would have been the case with their previous traditional 

seasonal employments. 

Because of their size and productivity, these farms appear to 

pay slightly higher wages than the norms for agricultural labor in their 

area. 1W ing mor, visible than traditional s maller opCratiorns, and less 

politically influential than traditional larger operations, they are more 

likely to obey, or be forced to obey. legally established minimum wages 

and other employm ent standards. 
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Because of the direct supervision, as well as the more efficient
 

orgnization and the higher levels of technology, labor productivity is
 

considerably higher on these farms than elsewhere. The relationship
 

between the owner and his emp!oyees is also noticeably less paternalistic 

than is traditionally the case in these areas. ProLably as a result of 

these two factors in combination, the workers these enterpriseson are 

quickly organized. Whether formally through a union or informally 

through the formation of' an influential leadership group among the 

employees, these workers seem to quickly demonstrate their desire 

and ability to engage in some form of ,ollectivoy bargaining. All of 

these entrepreneurs who have been in operations for more than two or 

three years had expe rienced a i trike or a slow-down. Interestingly, 

all expressed a surface willingness to b;,argain with erlliployee repre­

sentatives. Many were worried that "political factio-s" would become 

involved in the process, but none found the collective bargaining process 

objectionable in itself. 

The employees on these enterprises were presumably formerly 

either landlesti rural poor or rniifundistas. There can be no doubt 

that they are making a much gr,,at,,r ,'outribut Ion to thea nalonal economy 

In their new employnient than before. The -iwcu rity of their emoployment 

Is likely to be cont iderably higher than the highly eaqonal work 
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available in traditional agriculture. Their income, even if it is only
 

the legal minimum wage, is also likely to be considerably higher.
 

In most areas, tradifion-il farm eniployers--whether large or small­

have rarely paid the legal mini mum wage. Since th.ee non -traditional
 

new agriculturali;sts and I.AAD's non-traditional proctssors seem to 

attract each otht" like- mafne t;, it is worthwhile assessing the imprct 

of this type of farm on the rural poor. 

Employment on this type of modern farm is probably the next­

best way for a mnembr (of the rural poor to become involvei in the 

expanding comimerecial iector of ag riculture, with its higher productivitied 

and income potentials. From the point of view of both Euoropeanized and 

Indigenous value. systemns, it iS p'ob)ablv h),:t to partic ipatc, it) ton ier­

cial agriculture as an inde.pende.nt rrower. This pe mnits the family to 

work together as an eonomi, unit, as it has always done in th,: past, 

and it permits the. family head to r-temain his- (or her) o',n bosn. " 

But a majority of the rural poor already la,'k atc,,sn to 'tiough land to 

make thin ideal postob ,.. 'l hy do not now live an independent existence 

working as a faminly unit on thi elvn4 land,idand they ha,v flot done so 

for yeatrti or ,iyen , ratlont. '1hin - on sI lt -tti nllv mujorityioup t t not a 

of hle ruralpoor illI1211 l , IinutIalf:O ihl poor* nt itrata atnong the 

poor. F'or thene landlesa rural poor, emnployment on a unionized 

http:inde.pende.nt
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modern farm is the beat economic opportunity that they are likely to 

encounter short of migration to the city. The next evaluation of LAAD 

and its subprojectishould make a more deliberc.te effort to assess the 

impact of this typ,- of 1l.rm unit on the rural poor'. While this tudy did 

measure the farm te ployrnerit generated by L.A Al' s projects themselves, 

mand by small 1'Z.UZ1ta'I' growe r.i, data on the tc'Otioli it :ind :iocial tin pact of 

medium and ] t rge g roweri wasi only occ;.ittonally vntounto.rvrd. This 

small data base is enough to ratse the poiitlity that this could be an 

area where ILAAD has vezry significant positive impact on the poorest, 

landless sector of the rural population. 

http:deliberc.te
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IV. VIABILITY OF LAAD-CA 

A. Introduction 

Some five years have passed since the initial disbursement 

of the first AID loan to LAAD-CA. In fiscal year 1976, a second AID 

loan was made to LAAD-CA with the dual purpos :f further developing 

agribusiness aciLvities with a direct and increased participation of the 

small agriculturist, be he a landholder or a field worker (sometimes 

referred to jointly as the rural poor) and of permitting I.AA[U-CA to 

establish it.ielf as a self-sustaining, viable entity on the (Central American 

non-traditional agribusines;s sicene. The ,3econd loan differed from the 

first primarily in its specific insistence that the rural poor be demon­

'strable beneficiaries, directly or indirectly, of I4AA U-(A'Xs investment 

activities. This factor has resulted in a material change in ILAA-CA's 

lending policies and in some measure has affected LAA-U-CA's thrust to 

achieve a self-supporting existence after the second All) loan is disbursed. 

B. Viability 

Viability of a lending (and borrowing) institution such as 

LAAD-CA can have different meanings. It would appear from a review 

of the Capital Assistance Paper (AlU-D.C/ P 2078) relating to the 

second All) loan that AID and LAA) contemplated that LAAD-CA would 
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develop into a profitable lending institution during and following the use 

of the second AID loan capable of borrowing commercially, of attracting 

new equity capital and of maintaining a high rate of lending and investment. 

This picture was buttressed by certain projections contained in the 

Capital Assistance Paper. Naturally, to make those projections. it was 

necessary to make certain as sum ptions regarding :utu events. In dis­

cussing the viability of LAAD-CA, we will be making our own assumptions 

and reviewing the various options open to LAAD-(CA. 

Since LAAD-CA is a subsidiary of LAAD and a sister company of 

LAAD-Caribe, the fortunes of these latter two companies will inevitably 

have sore financial itipact upon IAAD-(CA and upon its viability. Should 

LAAD. the holding cormpany, atnd LAA1)-Carib,; show losses in consolida­

tion, then the profits of IAAI) will be less than the profits of ILAAD-CA. 

Likewise, I.AAI)-CA pays for personnel and other services of I.AAIL 

headquarters to ILAAI1-CA. Due to this relationship, the viability of 

LAAD-CA cannot bv discussed in isolation. L-A:A-CA's viability prospects 

must be tempered by the suc,'esses or failures of other components of the 

LAAD complex as wll as by¢ it:s own achiev e ment,s and fi nanet ial results. 

lhi:i to 


the Inter-company relations of I.AA) or to valut, the patent company
 

services to its subsidlarles or to forecast the long-run profitability and
 

However, it is not li.principal purpone of dicus i[on review 
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viability of units not studied by us. We will wish to look at the possible 

future development of LAAD-CA and determine what options ar,. avail­

able to LAAD-CA if it is to attain viability of the type described in the 

Capital Assistance Paper. 

The issue, therefore, becomes one of whether LAAD-CA can gain 

access to sufficient funds to permit it to lend or invest at a stable or 

expanding rate to borrowers of a type compatible with its objectives. 

To date, LAA)-CA hasi depended primarily upon loans from All) and 

equity from Its shareholders. I'arning,.i represent a .ery modest amount 

in terms of its lending while borrowings from commei'cial banks appear 

to have been invested in short-term commercial paper. 

This report explores the various avenues open to LAAI) and LAAD-

CA to acquire resources and estimate their impact upon the policies of 

the organization, upon their profits as well as the prospects of' raising 

such funds. 

LAA .- CA, with the disbursement of the second All) loan and its 

second tranche of equity capital (1", preferred) will approach in fiscal 

1978 a plateau in ,atrings. Its lending l)ast- will not grow sgniticantly 

in absence of' major new oc'r'owtd rePsources or equity c'apital. Ear'ned 

income may expand somewhat as repayment of old loans are relent at 



70.
 

higher interest rates but a downward pressure on net earnings may
 

occur as expenses rise or as more money is invested in equities of
 

the subprojects. likewise, 
 the lending base will be diminished as the 

two AID loans are amortized, at least offsetting prospective earnings. 

LAAD-CA lending and investing activities have been substantial 

since 1972, having di:sbursed not only its loan and equity assets but also 

has relent loan repayments. In the future, I.AAI)-C'A will be depend­

ent upon loan repayments and earning; and these will only permit a 

much lower level of activity by I.AAD-CA. In suum, I IAAI)-(:A appears 

to the consultants as unable to obtain t he kird of viability e-nviiaged in 

the second Capital Assistance Papt.r without siubstantiril additional 

resources. The prospects of obtaining the:e rt.-sourc.vs in the open 

market in adequate amounts and at favorable rates do riot appear good. 

If LAA U-CA is to continue lending at past levels and building its 

lending base for the future, it will re-quire additional ,oncessional 

loans, a higher profit rate and more investments of an equity 

character to push earnings above those possible with fixed return 

loans. 

http:rt.-sourc.vs
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C, Sourc,5 of Funds Review 

1. Earnings 

LAAD-CA has produced a net profit each year since the 

fiscal year of 1973. wiping out an accumulated deficit of $54. 057 exist­

ing on October 31. 1972. The following table outlines the financial 

results attained by LAAD-CA: 

Operating Income 

Gain on Sale of 
Equity 

Other 

Subtotal 

Expenses:
 

Salaries and 
Employee Benefits 

Other 

Interest Expense 

Subtotal 

Less:
 

Provision for 
Possible Losses 

Other 


Subtotal 

Net Income 

Less: 

Dividends on I% 
Preferred Stock 

Not EurningH to 
Earned Surplus 

Year Ending October 3 1, 
1973 1974 1975 1976 

$207,680 $470. 656 $709,638 $880. 268 

- - - 90.000 

5,345 6.283 4,594 4.446 

213,025 476,939 714.232 974.714 

95, 032 127,972 160,246 184.338 

42,246 56,432 90.817 116.316 

46,672 109.077 180. 303 2.17, 515 

183.050 293,481 431,366 5.48. 169 

.26,034 57,895 112,392 103,000 

1,808 - - -

27,842 57,495 112. :392 103.000 

1,233 125, 4163 170, 474 :123. 545 

- - 47.325 

$1,233 S125, 563 $170,474 .276. 220 
- - i i i 
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LAAD-CA has shown steadily increasing earnings in absolute
 

terms and expressed as percentage return on assets and net worth.
 

Nevertheless. the growth has not been spectacular and earnings 
at 

current levels will not result in a substantial build-up of' 1.AAD-CA 

assets. Indeed, once ropa yinnt of thtle debt to All) co,,mlences, a por 

tion of ',iese earnin 4s %.11 have to he devoted to debt amortization. 

This can best be illustrated by referenc, to the following table which 

projects the estimated ,arni:igs and ca,'h flow for LAAI)-CA based on 

no additional borrowing or sale of shares: 

Year Ending October 31.. 
1977 1978 1979 1980 1081 

Net Income 
Before Provision 
for Losses $550, 000 -$600, 00D $o00,000 $600.000 .-600, 000 

Less Repayrnent of 
Loans: 

AID 153,445 :113° 831 333.089323, 317 665. 737 
Hank 125,000 125,)000 125.000 ­ -

Net Cash Available 271,555 161, 16) 151,68:3 :333 089 665. 737 
l.ess Pfd. )i vidends 160.000 160.000 160,00O 160,000 160,000 

Net Cash from 
Earnings 111,555 1. 161) ( 8,317) 106, 911 (225, 737) 

- - -: - j - a-



73,
 

Checchi believes that the foregoing estimates of future net income are 

generous and unlikely to be exceeded unless LAAD-CA gains access to 

significant additional resou rces on favorable ter-m.s. Some improvement 

in earnings might be achieved through a reduction il expenses (ope rating 

expenses and intvz1'Ct) hut these have averaged aboui 61 pe'c-(ent during 

the years 1974. 1975 and 1976. and the t-stimates are based on a con­

tinuance at this level. 

The projections indicate that if earnings continue at or above 

present levels, the cath they will produce will not materially increase 

LAAD-CA's ability to lend. Most of the cash produced by earnings will 

be devoted to repaymvnt of loans to All.) and bankis and th- payment of 

preferred dividt-nds. 'I he ,utflow of 'ash lot* thesC purposesq becomes 

especially high cornmennmg in 1911 when amortization payments start 

on the second All) lcan. 

No pr'ovi ion in these figures has been made for gains from the 

sale of portfolio equities. In earlier eatlmdtes imade by LAAD, sub­

stantial garin.i W e ntl'cipa ted from such sal.te. 'lhe # gaina, with 

one eXcLption. hm ,e Ifiled to J:ht.rtluli,.,i'prospectfor riale ofh i 

equities iheld bv IAA[I-( A I;s t gr'tit divi nl the followingdisco ssed in 

se ct ion or his r'ipolt. 
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made above to the reduction of expenses as a meansReference was 

of improving earnings. Major expenses of LAAD-CA are interest and 

in name) and littlepreferred stock dividends (an expense in fact if not 

can be done to r-educe these charges. Other major expenses are salaries 

and other operating expenses. Thes, expenses have been 39 percent. 

35 percent. and 34 percent of operating income (excluding capital gains) 

in fiscal years 1974. 1975, an(d 1976. The figre for 1977 may show 

some improvelwflt but tht. improvenlent should not b. great. 

A good portion of the expenses of ILAAI)-'A are the re'iult of 

LAAI).S. A. and travelthe allocation of :-alary and other ,:xpenses bY 

and communications expenses of I.A.\D.S. A. personnel to and in 

The total, as may be seen from the following table,Central Anerica. 


amounts to 19-4, 49., or 31 percent of LAAI)-CA's total expenses,
 

Salaries and h,-nefits: 

$108,841Incurred by .AAD-CA 
(1) 	 75,351Allocation ot .Miami Salaries 

$184,192 

Other Expenses: 

$ 97.331Incurred by I.A.I-C'A 
Out-of-pocket expensf,,ti of Miami 

office chag.ged to !.AAD-CA (2) 12, 000 (rounding) 

General overhead of Miami office 
alloc'ated to I.AAD- A (3) 8. 243 

116,4 .1. 

Inrliti, : viiiiing new rapital, recruiting. general(1) 	 Servicei P rends-i I n' 


admi tit rtI on.( a, ,outflir,g.aUditinlg, treua iur . and projt.ct
 
asI!t ill t c .
 

(2) 	 Includ,': I -Il Itn in im'Olunosit;ttltt in with (Ce'it'al Amewrirta. 

(3) 	 Inclul l -It), ona i o pat for arluial re-port, I loard veet ingis and
 

imieI1Ievr',hl)vi Iin t1w Avr,1ju;lnt%:ij (Council.
 

Sour ,v: I A AI), A;,A 

http:projt.ct
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It should be understood that no judgment is being passed on the 

usefulness of the expenses generated by LAAD, S. A. to its Central 

American subsidiary. However, a substantial portion of LAAI)-CA'e 

expenses are generated outside its operational area. 

2. Sales of Portfolio Lquities 

a. Equity and Convertible Debt Financing 

The first AID loan required that LAAD place two-thirds of the 

funds provided in equity or in investments containing equity features, 

Such Investments consisted of dividend paying priefe 'red stock convertible 

into equity or in loans io (0' 'V'til)h.. Tfh fi":t ( h,t hi reC po't 3tudied 

car(fully the- impa't of this require in,,nt upon I AAD inve-stment potir'ies 

and practices an] concided that it , houlJ he suh.stantially aHered in 

any new financing. Tbh, r'port pointed out that the requirement was 

forcing !.AAI) to take undue risks or to insert convsertIhility conditions 

in loans with little or no e-xpectation of exercising the rights to convert. 

The second All) loan removed this requirernnt although it was 

understood that LAAD would continue to seek equity Inveistments when 

circumstance..i jutifid thon. 'Th," ,arning.ti projction:s were such for 

LAAD) (and ILAA1)-CA) that !inantial vi bull t, ove.r 01. lio, h1;11 was 

probably iot pwithou. wI I tIW :im)1v ,.yceptlonal .. 1)a I ron the viale of 

maturecd ,rlity Invritm nti . "lllim it wSS e#lp. tt-d In Wh :Ht icond All) 

loan that IA.,l)-CA wo'id h"i tstuv nsnIft in yll r- tv, a p5 ltiron of Its 

now rooure',. In equltl,,a of pood quality and proopvt,,l. 

http:arning.ti
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As a result of the removal of this restriction and the introduction 

of the new requirement that the AID loan benefit directly the small 

farmer (the rural poor). LAAD-CA has concentrated on straight loans 

to various entcrpris;es , no lo.n.is to intermediate credit institutions. 

With the second All) loan. LAAD-CA has a convertiblh loan of $25.000 

to LEYDIE (Ifondurazs) and, from its own funds, $50,000 to Hicotico 

(Costa Rica). it anticipates additional equity inv. stments of $225.000 

from its own funds. 

Only one of the equity investments or those with equity features 

tinder the first AID loan has worked out well even though two-thirds 

of that loan was5 5o invested. 1 hi.j must be regarde:d as disappointing 

even though the fir.-t Checchi report cautioned agaisit too high expecta­

tions. The manae.'me nt of I.AA )-C A also forec a st in its cash flow and 

profit projections at that tim.cmodest revenues from the sale of' equities. 

Virtually all of th options to convert preferred ,iharvs and deb! 

into equity ha:,v b,.n ,illowed cto ,xpire unexZ'icti ,d. I.A AlJ-( A let 

these optiona ru1!n out betcii cV it did not havye the re sourc e l)a.4, or tle 

level of Income to permit it to hold high rInk, non-product ivye equity 

InVestnW i t in fi naincially unoitnd conipant,.V. Ne w lounti, an indicated 

above, by and large do not vont, in equity featureo. 
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In the case of CAMSA, only $200,000 was planned at the time of 

the original loan to this company. Due to the reorganization of CAMSA 

and related companie.s. LAAI)-CA now holds a 52,000 equity invest­

ment in CANMSA which inves tment the management cf ILAA)-CA hopes 

to sell in the not too ditlant future. 

The oth,,r equity investment in IWPSA consists of an original 

$158,000 in equity. :22, 700 in overdue interest, and $25,000 from a 

loan of $1 40. 000. Thus LAA )-C'A holds $205, 700 in common shares 

I.AADI-('A argement,* hasof W SA. T'his ,o0urpa ny, ac cording to n 

ILAAI)-(A nlf-n1 

although it will n,.ed to bt- monitored 

had its tps and down.;. At present, i anage be lieves 

the c,)npany on the- road to succ,,t; 


closely. 'lh.r1e:is. how,-ver. no prospi.-t that the sha r .s will be market­

able in the foremeablv future. 

What are the pro.p,.ets for additional equities in I.AAD-CA's 

portfolio arising from the exv-rcise of options in the remininR con­

vertible shares and loans" These convertibles are aA follows: 
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Convertible Preferred Shares 

CAICESA $250, 000 

Fomento Internacional 50S 000 

American Floral. Shipper 50,000 

PROSAN 200.000 

$550,000 
Convertible Loans 

Quality Foods (Quinonez Hnos.) $130,000
 

LEYDE 25.000
 

Granalpina 15,000
 

Remote Sensing 15.000
 

Promotore Agricola Basico 48,000
 

PROSAN 200,000 

$433,000
 

Of these investments, the only significant ones which appear to 

have the prospect of being sold as equities ure those in CAICESA and 

PROSAN. The CAI(CI"SA lo:in, on which rep;ynent haa: not yet 3tarted, 

proe(ditn well. ,cordim, to I.AAI.)-(,A i ,n;ari.a.itnI . aind may well 

require additional funds( for fonrther (.t-vlopino,.At th.t tin''. LAAI)-

CA will review h,.' posd, tlittf or improving igtn t.jtty l)o),tiori. The 

present convertile1 fea'1tur r e ot appear 1oo t. ItIig,110)i (1'lording 

to LAAD)-CA ain agik :r'iince the equity feaurtu .eappli '4 to 3a down­

stream company which in not designed as a repository of profits. 
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As for PROSAN, this company continues to operate satisfactorily 

accor'Jing to LAAD-CA management, and It is hoped that at some point 

a major American or foreign company will be int4,rested in acquiring 

this company to serve as its Cntral Amrtri can base. 

A major prospective equity investment is -xpeeted in Industria 

Frutera del Gran Lago, S.A. (IF'ItfGALASA) in Nicaragua. This Invest­

ment is discussed in greater detail in the review of individual loans. 

Thus. it can he concluded that te equity portfol I1 1.AAD-CA 

ts not a promising -iource of capital and profit s for IAA I)-CA, 

Earnings and ]endahl. re-,ourve.- will doS.l-rid upun riceipt of interest 

payments on lIoan, rp.ayintv t of loans. and to th,- ext -ni pos:itble, new 

borrowings and tialtet of e-qult in LAADI. I'hese aspe. ts of' LAAD-CA 

are reviewed in greater detail in other se,.tlcns of this report. 

The actual breakdown of LAAD-CA'e portfolio as of June 30, 107? 

is as follows: 

Equity (common and convertible preferred shares) 11,007,000 

Long term loans 12t043,000 

$13.050.000
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Of the long term loans. $433,000 are convertible at the option 

Of LAAD-CA Into equity. Management of LAAD-CA does not anticipate 

that more than $200.000 will eventually be converted. Of the equity 

portion, aorne $550, 000 are still in the form of convertible preferred 

shares. Of th se shares, it is considered possibhle that as much as 

$450,000 will be conve rted into common shares or sold for face value or more. 

b. Divestiture of Equity Shares 

LAAD-CA has acttually disposed of three common stock (equity) 

investments through June 30. 1977. Each of these liquidations was 

motivated by differing sets of 'ircuntstanct.s and none was related to 

the development of the market for equities in (entral America. It 

should be r.-called that I.AAI)-('A activities were to streg ownership 

of LAAD-CA invtstmnts owvr a )road base. It was rtec(ogniz (Jat the 

time tnat thli oblvcctive wou ld not be east-,, or quickly ach eved. 

Given this background, the circuinstances surrounding tach of these 

divestitures merit revitw. 

The firit and jimst successful sale of equity from the LAAD-CA 

portfolio i.:r-prs,-itnt.d by tho dimponal of the. shar-i in U ))ICASA, 

a Guatemalan food wholesalo r. '"hIen: aharn were acqu1ie-Id for 

$78, 100 in ra .ly 1 i';4. Thr'ie rih rt-n w * no)d for i1fi )0 durin 



fiscal year 1976 for a profit of $90,000. The sale was to the majority 

shareholder of CODICASA. There no possibility of sellingwas a
 

minority interest in this closely held compz ny on 
 thu public market. 

So far as LAA1)-CA was concerned, the further development of 

CODICASA was not such as to justify holding these shares for 

additional appreciation. 

The second sale of stock was to Fomento Internacional S.A. of 

Honduras. This investm,,nt promotion and financial services company 

originally sold :i-50, 000 of its sha s to I.AAi !-('A and bought $50, 000 

of LAAIb-CA. This repro-s.nte(d the orlv inority in tertnt in IFAA1)-CA. 

The objectives whi,-h motivated I.AAO-U.1, to Invetin this (ompany 

were not bhinp, abteveri :iaff thel-re did roit :appl.r to liv aly Ilf' f isorto 

continue this illttltirdt- ( t) "por;t* ((l?-}i. 1.AAD-CAet ] '|hrolfil1), 

aucceedvd in pll till rlloii. '1 hi:irt*Vei-F " th reve-r-ial], of ,ourtie, 

resulted in tlh,. : ,.of ith . ollitllto :t!Irc.s 0a, k to t14 isuit'| . since 

LAA1) sohar had ipc u'ied iii b)liI value. -,1prit o ,.312, io0 re cordedo 

on the tl ale. 'I here, w a no, T' r s ii ('Iof0 the I m)1 i t Ill to [~la lorI; Allu&.re" 

being s~oldi or) the opet) or pub! v matike-t. Such ; wrkrt did not exi st nor 

did the inguer (Vomenflo) winh much ai #41P. to oovur. 

http:Allu&.re
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The final sale of equity consisted of $50, 000 of shares in a company 

called Rlicotico Alimentos, S.A. in Costa Rica. At the same time, these 

shares were purchased, a loan of $50, 000 was made to the company. 

Not long after D,,ceniber 1975, the date of tiv loan and equity purchase, 

the cornany encoLintered troubles and c,ased operations. The difficulties 

had to do with the marketing of the company's product in Icur ope. rhe 

Odin company, which was handling the r.iarketing0 had agreed to 

purchase the Hirotico shares from I.AAI)-CA upon request and such a 

request was nade. As can be understood, this equity sale had nothing 

to do with the de velopmtvut of an equity inarket but rather represented 

the recovery of LAA D-('A's capital. I.A A)-CA was indeed foresighted 

to provide it self with this narket for the Hicoli o shareri, 

Thus, tile record of salvi of ,-quity by I.AAI)-('A is not outstanding, 

The validity of the corcept of conbining lending operations with equity 

investmenti in the ipecialized area of aRrihuiin .is3d non-traditionallnc j 

agricultural product.-i hi not vet beer provl although the management 

of LAA I)a I.A AI)-('A remain,'d con vinc,',d that the vqtity :alprect of 

their operations offri, : major hope for the fntlre, 

AiF,poinfted out IIthe - Oilf-, clht to-port, it Is not riay to,-:rlir 

find aitul&tiofti in ( 'rot r al A m i-ra (or ri e wh,-r. ror that mtrli. r) 

whereby LAAD-CA can obtain promiltni oquity inv.otments. Those 
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ventures that are well thought out, financed and managed are not 

inclined to bring in outside partners unless they arc essential to 

the success of the venture. Minority partners or partners outside the 

promoting group are at a distinct disadvantage in terms of influence 

or information. 

LAAD-CA will have to seek its equity interests in special 

situations. Companies which have gotten into difficulties and require 

LAAD'3 capital and expertise might well welcome I.AA I)as an equity 

partner. Tihese, turn-a round situations cotld bhe attractive to I.AAI). 

As an example, the CAMSA and lrigitec companies may offer such 

opportunities. 

Or LAAD-CA can join early in the development of a venture
 

bringing Its financing. experience to the
and market conta:ts venture. 

This type of contribution wouldi entlt V I.AA1)-(.'A to an equity position 

in a sound v,.ntur!. 1 le- II I IX A I ,ASA ol111itllvnt i offo: red as an 

example of lhis t'pv (A,f: I t llt. 

But, Itmuit be repeated that with equity, rinks are Increased 

and short term ,arni, n are t a'crificed. No dividendt can be paid by 

a new cOmpan y ani tow market,, fo' it,4 :ii;arvii liti it,+dj t lll it han.i 

established itlIf, 'Ihnr.i. are. thc proble.firt and ha rd of ,equity 

Invo nt ll1,ow 1hev fff . the ong -run viabili y of ismon!. - I.AAI,)-(:A 

discussed olnewhere In thio report. 
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c. Public MV.arket for LAAD-CA Portfolio Shares 

Costa Rica has the modest beginnings of a money market. The
 

other countries in Central America lag behind. 
 The principal equities 

traded are shares in established compat ies. The market for these 

shares tends to be thin since the companies are closely held and there 

is no great float of shares in the market. At the sanme time, public 

interest in common share inves tmewnts is still not great. Most smaller
 

investors are satisfied wi" '
 avings accost, time deposits, certificates 

of deposit and debt in t-stn.nts issued by established companie.s 

Earnings from this type- of it. vestment rang' from nine percent upwards. 

A non-dividend payin, s lhare would have little- iniItre 45 t for buyer anda 

only an etitablished and proven company could pay a sati factory dividend. 

While one. might say that, at a price-, there - atamarlet for the 

preferred and commmon tihairZe in the LAAI)-(CA portfolio, tills is a truism 

which begs the. q!;v :tion. In no cati,. is th,-re i in :rket wh cha would 

permit LAAD1-CA to ,iell thnste portfolio rivrurIt ,tiat an adequate' price 

or at a price that would allow I..AA) to recapture, its orilginal iaventment, 

There being no well organized necuritirvt market, .AAI)-(*A must 

look to a limited number of traditionll investorm who uerk high returns 

or bargain prices or to investors who are linked in momet way to the 
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company whose shares are being sold. Consequently. LAAD-CA will 

tend to find buyers for its equity holdings among the t(iecond group. 

although sales to 'orign inve.4tors set'king a base in Central Amerin 

may be possible. 

The existir , equitteti in the LAAi)-CA portfolio are of Central 

American Mo+ats, -S.A. (CA.MSA) and International World P)rodut.Us, S.A. 

(IWPSA). The vattle rai r I a 1.alrvady :0iia F413 l dl. r /ian U rs of ile 

serviceti of CAMSXA and th.v would *Av lil.ly ,anIdoL ii-H to)putrl 

LAAD-CA holdingp.i. A':, fw)r i.IM 'SA0 i hii-nititt ,+iPj~iwtf;., tut-v+. mtig~h! fit 

inlterazit-d 1 I acqutitrw~' the- I.AA )hld) :.htt, II UV (;AI ASA share., 

'A to ;t( h" ,'oldtowhich LAAI)-( Ilte-wrh:i quire, lLjht he,.zitu;ai, 1utrit and 

velgelalblt pr'WILuP-4-,,1 ,IM;11-4- 11lr1.-1 dy Inr'll l. i I( )v.1N1 *01t r 

I.AAID-CA holdjl <convvitllt-, l~ff.r+ itot k tw'+'rtr.P0hea+ndl iy 

bought by f r 1 lual aflpplY (ij,tti4 lem o 

knowledge and taruii ,a lmlap:d)hltty fll-w oImlipallV. 

er'elin ,led 11 otld hi Ing |)rohjt) 

ij'I to 

In gent'rt.1, (tiv p. ist I iIe." e aiFi ivar ii (ioutl noh Pl fn anti 

Iflprovr nr III tIl, , it:41416 ilo{ ntrl Al I Va. 'lil dinpla.moliii-rkvti c 

h--ld ,-tpilier ewah24ili 4lullOf L.AAOI-C+A till ;i):ail-:,t ,aeoli t wilth 

a buver I:eitirpj -'trettlly 11a,0 1-0 will ' - nectt lll, to Il-m h. 1 i 

buyerlrr to do withtit, ol1wratlloont o( tle copanyintervt in geral hati 

http:tw'+'rtr.P0
http:P)rodut.Us
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in which equity is offered rather than a more investor-oriented interest 

in the securities as a source of income and growth. At the same time, 

the supply of equities held by LAAD-CA is limited and unseasoned and 

thus not ready for marketing. 

d. LAAI)-CA Relations with Investment Institutions 

Properly speaking, there are no comp:anes in Central America 

which depend for their oxistence upon providing und,.rwriting and brokerage 

services. T her. are, howeover, )omeompani.es which render these 

services tin a ]i tntted ard tet-rmittent batiis. 

W ile lAAI)-( 'Aatti.npt.d to ,niouragt, iuch firms during the 

period of the first All) loatn, it haid very little iuccenr an'd ne effort along 

those lines4 ha. been l.arg-ly ahindoried. I ,rha pi. the for s t notable 

example of that pe riod wa th loanfI :Ifldninwntmlntl I o:rnto nt.rnactonal. 

The r-lativelv rn:iall hroker:ge and ItiWr*-ltxa.nt Lhtu imv:lie i done by this 

ccmipany dried up . pa t for" reaiona t;cyoncj Ii ontrol. 

LAAD-CA munnagement poini out that the hulk of investment banking 

and underwrlting in Central A:neric4 1in ,rirld out by government devolop­

niant Inntitullon. Notable aitiong theie are IN U()NA( In Nici rugua uind 

(CONADI in !lindu rua. IAADi-(CA hit worked tlos.ely with thr or public 

Intitlulions innevoral Inat anco.l 

http:ItiWr*-ltxa.nt
http:ompani.es
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These public companies are active in developing projectm, 

financing them. invtwiting in them and selling off the investments after 

the projects have inaturtd. 'Th1,ie projects ofered I.AA1)-CA sorne of 

its principal opportunitite.-j to participate in a proj ct aind obtain an 

equity position. lank. i n ('os ;, RicH(a. nattonalkt.Ied :ai the.y are. likewise 

are engagetd In project promotion. Whtl. I .AAD)-CA is associated with 

these as well, the relationship is not as intimate as in the case of 

Honduras and Nicaragua. 

There are private institutions which are also enguged in some 

activities iuggv-4tlt ! or in,-.tnient banking. Among theie are flanco 

Financier:, Ifonduren:a arid HAN(CANISA in !Iondurti , and IJISAI. and 

FIDESA in ELl ;Alvador. with all of Wl, h I .AA I-( A has wrk.d closely. 

ADEILA. tif course. its very well known In l+;.tin Anr-ricva. but it had not 

been actiye recently It)(r'ntral Amerit,. tit Ieutst tiot in the agribuaines 

"ield. 

The major regional financial Intitution devoted to economic 

development In the Central A.noirtn flank for Economic Integratton 

(CA D1I ). Although I.AAI;-> A bars fita)" d prA1j1t w ti)l11.Ve also 

recoIved !Inaftrwiig froin ( AIrl. h mnaagru einvotl I. A -*A' st atr* 

that i' iAmi not worked clonoly with that Ils !ItiJtiOn. In u nvral, CAHII 
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tends to finance larger and more publicly oriented projects than 

LAAD-CA and there is not often the occasion for cooperation between 

the two institutions. In general. LAAD-CA manag.mtnent is of the opinion 

that CAFEI does not cooperate clotsely with other institutions nor does it 

engage in an interchange of information with them. 

e. Value and Iorm of LAAD-CA field Equitiet 

As indicated above, there is no readily available
 

public or inotitutional vzd uatiton of the common :itocks and convertible
 

preferred sto.k and debr.ntureti in th. I.AA U-C A porttolio. It would be
 

fruitles. and oven countt-r-prod(iuctivv for I.AAI)-(CA to ask financial
 

institutiona in (entral Am rica to value 
it.equity holdingi for p)u;poseS 

of public sal,.. Thti two companis In which I.AAI)-(*A holda equity ar, both 

in the throes of r'rorgariiiattion and at brt,have had only 1limited periods 

of profitability during their relattvely ahort livye. 

Dicloture of thr of uompanies would nottuatiorn chr 

enhance he -alue of these rquitir, to a potential Luyer but could also 

be darnlging to triotherr atockholdera. ( iomequrnt ly, one kannot turn 

to public flnan, tal inatl!ivonn tor a rral|ti,, valuati n of I.AI)-(' -hold 

equit p , In 411 Iik llhot,,J. thr judgm-n inof I.AADI-t A imafagmillt 

roa4rding the value, pretient and proap",tivr, of ita equity holdinam 
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might well be the most realistic. Management is intimately aware of 

ma~rket developments and financial prospects of these companies and is 

in the best position. apart frcm any inherent bias in judgment. to 

express an opinion on value. 

The form of the equity securities in the LAAD-CA portfolio 

presents no barrier to their sale. Common share equities in Central 

America can be of two general types, bear.r 4hare,, and registered 

shares. In gtneral, I.AAl)-('A has opted for r.gi.-itered s har,.s since 

theme offelr a better protect ion against loti:i Ir' tit-It. Tlh,-r liko.wise it 

no reason for I.AA D-(A to ( (tceal i t.;- .ittrn In a particular company. 

An for convertitbbo pr.fe-rrc-d shares and conr. rtibl,- loans or 

debentures. the- t ovenantt vary ak_. ordlng to the. e quirtlll14!1:i Of the 

buyers and tautrti of the aese e ttlcrtirs. ( onvertible- preIt-r'red tihares 

ran have m ianyprotct le' feature'i--nu:h .4"1 fiXrA (Jvi'dl'n rate,. 

repurchtin, or re iefllipition :ighti , pa!4t,1- t of di vidu-hi'dtl out of 5t1 uplul 

.
rather than "3rritttfnV, etlt -- V01t111 maike iha' r ,,ieti," debt instruments 

except for a lower -ankin lg m cate of liquidat ton or baI:krluptcy. 

Wi0 ,te' 

from on, inventnhi t it) thr- ti *x, In sOt:o ,1 ;tir s. thr onvertiblf. 

sharen tre ( onve t tibr at a flxe t 0 Into r miotif lr in 

Aro for its- rotive til tlit'. fealure-n, tit-m titiw)ect to variation 

ratlo ) iarl-i w 

othor sFesrn. thy may t arry Anf)optor to purt hae , ommo #hares at 

A spOIffd aMount. 
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An indicated, these same featares may be found in convertible 

debt instruments. the primary difference being that debt ranks higher 

In case of liquidation and that interest is due whether tie issuing company 

isprofitable or unprofitable or has an earned ,iurplus or is in deficit. 

The problems faced by L.AA1)-CA in marketing equities in 

companies financed by hasit to do pritnartly with the financ-ial and 

operating success of the issuing companies rather than the form in 

which these equities and equity-type securities are held. 

3. Niew Issuex of Common or Preferred Stock by LAAI) and ILAAD-CA 

Can LAAD-CA expect to expand its capital baise through the sale
 

of common or prferred ntock ? 
 To date, it has iasued ,2 m illion of
 

common and $2 minlllon of 8', prefe rr,#d. 'lhew,is 
uv:) have been
 

taken up by it parent. LAAI. whth in turn hat 
 tnsued corre sponding
 

shares (the pref-rred at 5',, however) to its owtaide tockholders.
 

Firit. can we xprt that I.AAI)-(*A apta! will ontinue to be 

raised in the name rnanner an in the pait, namely throukh I+AA 1), S.A. ? 

An expl41ned eltewhere in the report, the proipects of I.AAI)-CA 

ieling its fliarts to Central American Inveators appear I'villoteo 
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Therefore, we must look at the prospects of LAAD selling its common 

or preferred shares and transferring the capital to LAAiJ-CA. Although 

LAAD-CA is the pliiniary cOml)onent of the operation o I AA1) it is not 

the only component. Thv succestsis or failur-e: of I.AAL) an] ILAADI-

Caribe can enihanc.' or detract from the 1'e3ulIt aciet' Ved by I .AAD-CA, 

As noted, the earning.tt,+: of LAA I) and LAA I-( A:ribe wert. about i$73.000 

less than I.AADJ-CA varnLngs; in 1976, indicating l1wses outside of 

Central America. 

But let us atiurne that thet rest of IAAD does as well as IAAD-

CA. I.AAD-A earne+d 6.6 percent on its net worth in 1975 and 8.3 

percent In 1976. In 1976. it commi-t nced iopay out divildf.ndri on its 

preferred stock thuni redu lng the aiiiotiit f ri -taiti'd 4-a rnitig., 

It bhotild do relatively %%ell in 1977 a+-i in 1976. 'lhe l:t preferred 

lssue by I+AAD ,arri,.,d a five peruti-it d vid-nd. ir I.AAt) ,+in cont inutt 

to earn eight p,'ert-tlt !r ,letrov l it worth nd 11t'1rii-do) fflet inv.tstOtior 

can he found, thenr It hi- otftut-iI i ftvi- $)-I--t et pi-l--Ured , tou<he desirable, 

.The que tloo vvmait r ,. hotwr-Vi-U :4,-t whei- , hutih invent oui i4n heto foun(j. 

It appear uid-li-ly that tirthif r 1i1i,-r fit(4 1I0Im II:41'e poliflible if 

ordinary i r rlent t-onitdera t on;i pre'vitl. 'Ihe propierti i)rof ninjor 

upturn in Parnings 4rv too remote and mont Inv"o1orn would not vxpect 

http:earning.tt
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a company such ap LAAD to pay dividends on common in the near future. 

Thus, the possIb'lities rest with the preferred. If earnings remain in 

the $400, 000 range, present preferred dividendhi are covered by four to 

one. If an additional $2 million of' preferre(d are i.sued. this would 

add $100. 000 to the existing dividends making a total of $200. 000. 

Earnings of ILAADI would have to rise to 1300. 000 to achiev the same 

coverage. Such ani it crea'se seenms unlikely but a rise to , 600. 00, would 

appear posstble. This would lower dividend coverage to 3:1 which 

would make the prefterred i ssue, sorne'what lveis! itract ty. With a five 

percent rate and thit, cov,.r'age, th-r- vould have to be other than 

investmen t mnotivi :sfor a company or individual to invest in a new 

issue of LAAI) pr-frred -itock. 

E:isting sharehold,.rs have invented in LAAI) for reasons other 

than return on capital or prospective gains on their invetment. It 

may well be that they or other invetator-i can bo Induced to make further 

inventmenta ir it c:an h. -ho,,n that their invoritmen, would subs tAnt ally 

increase LAAl)' assett. The past two isueS of IAAD rituck hAve 

been accompanied by AIM l-ins and it in.Ay he that thi, or a rImilar 

feature would hav,+ to I),pr,:.nt for a new I.AAI Atok issue. 

Thin rate or dividernd on preferred Polock inuit be tented agalnst 

LAAD operating cost, to moo if fin~r.cng sit a fivo p"rcont rateo is feasiblo. 

http:sharehold,.rs


LAAD salary and other costs (not including interest or provision 

for losses) have been as follows, expressed as a percentage of income: 

1974 46% 

1075 50% 
1976 43% (47% excluding capital gains) 

It it i asuumed that LAAI) could sell additLonal prefrrd carrying 

a 5 percent dividend and ']tlnd the proc'e,.ds through I.AAD-CA at 11 

percent. this would leave 6 perct.nt to co,,r' op)erating ex-)ents alnd 

profit. If L.AAI) cont inue r.pnr it-tit aboutexpe-n., to -. !)o percetnt or 

income (or about 5 -1/ 2 pe rcert), (hiti would hvave uily onte-half of one 

percent for profit btfore :llowarnce forI'm-os sv Iioana. 

It can hie a rgued that ,xpen will laot ( ntinue to absorb the.ier) same 

percenta lt of ilncO win,-I+i the-| . Ii ;t true onin t, This pro,ably the fir t 

sImall incremn t of a ddi ttonl capt l la. Itini i it tI)# t titn ew 'Itft 

would be requ it-d to -:.iaganaddittional onef 0 itlii o c01ra ital. Ovher 

a period of ,inv and with -tuhtitan.tial 3twlition;] , ;,pit).1 it in !tthe con­

cluded that ia~llartlta it-t'|+ ,J)'i)i + $t ' I h1tjw, solnend t CX would it a 

part of any i.' w tlct oft;. wouldIhtvv,to be r'vol te(jo rX1 ,-npirq. Proflts 

on the new c€plmtl would he rtPti atr)rdiigly. 

http:perct.nt
http:proc'e,.ds
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In conclusion, it would be most difficult to expect LAAD to attract 

substantial additional capital at a five percent rate and it cannot be 

anticipated that this would allow a rapid accumulation of proftts. 

4. 	 Borrowing 

Can It be expected that LAAD or LAAD-CA can borrow in commer­

cial markets in amounts sufficient to maintain a high volume of lending 

and at rates low enough to make this source of capital attractive? 

LAAD 	in fact has borrowed from an American bank $1 million 

unsecured, repayable during a four-year period at 1-1/8 percent over 

the Interbank rate (about U.S. prime). Should it be po3sible to repeat 

this borrowing and inded expand it substantially, LAAD today would be 

paying 	about 8-1/8 percent. In all probability, LAAD might have to 

pay somewhat more in today's market. 

If the 	cost of money to LAAD is at this level, this would make 

LAAD's lending operations in Central America most difficult. LAAD-

CA is 	 currently lending at 11 percent per annum (excluding loans to 

ICIs). In LAAD-CA's view, established companies and enterprises 

can borrow locally and from branches of American hanks; at this rate 

cr even lower. This would leave LAAD-CA a very saiall margin to 
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cover operating costs. Likewise, due to medium-term repayment 

obligations, LAAD woulI be limited to good risks and established
 

businesses since new companies would be hard put to start amortizing
 

loans on such an early schedule.
 

In all probability, LAAD might find bank borrowing most useful 

to cover periods of temporary fund slhrtsg.-s or in conjunction with 

financing packages where the capital is being provided on more favorable 

terms. A spread of three percent or less would scarcely be profitable 

for LAAD-CA and would especially make it difficult to lend to new firms 

in non-traditional agricultural activities. Thus, any significarnt dJependence 

by LAAD-CA at this time on bank borrowing would materially alter the 

nature of the institution. 

Some financial 'nstitutions (financieras) in Latin America which 

have had the benefit of All) capital on concesslonal terms have succet ded 

in building up a good earnings record. This has enabled therm to horrow 

from the public at rates, which peomi tttd them to continue their lending 

activities at a high level eve.:n while repaying All) loans. Ilowever, these 

financial institutions are usually modestly staffed and are lending in 

traditional and well e(stahlished agricultural fields. In some cases, 

the loans from such institutions open up other investment opportunities 
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for the shareholders and managers, thus making the modest returns on 

loans not only supportable but gocd business. 

It cannot be expected that LAAD-CA can develop in this manner 

and still achieve its stated aims of promoting non-traditional agricultural 

fields and assisting small agriculturists. LAAD-CA staff must assist 

borrowers in the preparation of loan applications, must provide manage­

ment assistance to the borrowers from time to time, must work with 

other creditors of it3 borrowers and perform many other functions 

involving the skills and time of its staff. Thus, LAAD-CA staff tends 

to be of a superior quality. This significantly increases operating costs. 

Likewise, LAAD-CA lends throughout Central America which involves 

significant travel expenses. Finally, the experimental nature of some 

of its borrowers introduces an element of risk which must he provided 

for in operating costs. All of these factors argue that LAAD-CA requires 

a significantly higher margin between the cost of the money it borrows 

and the rate at which it lends than does the ordinary financiera. 

It should finally be pointed out that LAAD-CA is not a bank and, 

therefore, does not have any money creating powers. For example, a 

bank might well pay depositors eight to nine percent on savings which, 
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at the same time, lend to borrowers at 12 percent. This can be very 

profitable since a bank need only keep 15 or 20 percent cash against its 

deposits thus allowing it to build a substantial loan portfclio. LAAD-CA 

does riot have these powers and can only lend as much as it borrows plus 

whatever earnings are plowed back. 

Therefore, while LAAD or LAAD-CA has a commercial borrowing 

capability, we do not se,! this as a feasible alternative to securing money 

at a concessional rate and developing its earning power. 

5. Other Factorai 

a. Types of Loans 

The consultants are of the opinion that the subproject 

loans dedicated to food processing offer LAAD-CA the best opportunity to 

develop new areas of economic activity in Central America and to impact. 

the rural poor. LAAD-CA has in fact concentrated on this type of project 

during the period of the second All) loan. During the first AID loan, the 

efforts of LAAI)-CA were much more diverse thus diluting the impact 

which it might have otherwise had. 

It is not suggested that all other types of loans be excluded from 

consideration, but the efforts of LAAD-CA should be concentrated on food 



processing. We have detected a willIngness of small agriculturists to work 

with reliable food processing ventures and to produce new types of crops. 

It is also possible for more traditional types of food processing- -such as 

canning--to have a major impact on small farmers. The quality of tradi­

tional fruits and vegetables can be improved with technical and financial 

assistance from the processors. In some cases, it may be necessary for 

LAAD-CA to press these processors to become more active in this area 

and to uffer financing, if needed. There is reason to believe that the 

processors would thereby develop a larger and more reliable supply of 

raw materials and that the small farmer suppliers could improve their 

incrome. 

As discussed elsewhere in the report, LAAD-CA has made six (five 

disbursed) loans totalling $2, 522, 000 to intermediate credit institutions 

(ICIs) in all Central American countries excepting Guatemala. These ICIs 

in turn were to relend these monies to small farmers under supervised 

credit programs. In Costa Rica and Nicaragua, these loans were designed 

to support production by small farmers for new or recently established 

processing plants for fruits and vegetables. 

While it can be argued that many of these loans might have been made in 

absence of the LAAD-CA loans, it can also be reasoned that the LAAD-CA 
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loans did have a direct impact on the production of small farmers. The 

consultants obtained lists giving the names of borrowers, the products 

grown, the size of the loans, and the land holdings of the borrowers. 

Thus there is little doubt that the LAAD-CA monies did reach the intended 

beneficiaries. 

The consultants believe the LAAD-CA credits to the ICIs have made 

these latter organizations more aware of the needs of small farmers and 

their relationship to the needs and success of the processors. If these 

processors prove to be reliable buyers--paying fair prices, paying 

promptly, and giving needed technical assistance--the small farmers can 

expect to receive needed production credits from local banks and other 

lending institutions. To this extent, the loans to the ICIs have served a 

useful educational and social purpose. 

There may still be a need to help the ICIs arrange financing to small 

producers who wish to supply new food processing plants. Pro( cssing 

plants are not well equipped to manage such credits and generally do not 

dispose of the necessary funds or personnel to carry out such a program. 

The processing plants are better suited to providing a stable and assured 

market for more valuable agricultural products and to providing technical 

assistance to growers. The ICIs are not equipped personnel-wise to aid 
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the small farmer with his special production problems while the process­

ing plants understand the importance of giving this assistance. This transfer 

of technology is one of the most significant aspects of the LAAD-CA financial 

food processing industry and it should be encouraged in every way. 

b. Loan Terms 

On direct subproject loans, LAAD-CA has been lending
 

at the rate of 11 percent with a 1 percent closing fee. The length of the
 

loans vary and the grace period is generally for 18 months. 

The 11 percent rate represents an increase over a percent rate which 

prevailed on LAAD-CAthe first AID loan. cannot reasonably expect to 

increase this rate, especially for new enterprises and ones which offer 

guarantees. According to LAAD-CA, established enterprises in many parts 

of Central America are able to borrow at 11 percent and sometimes even 

less. While LAAD-CA will be able to increase the average return on its 

loan portfolio as it relends repayments from earlier loans, the process 

of increasing income cannot be speeded up by further increases in the 

present level of interest rates. 

As pointed out elsewhere in the report, to the extent that LAAD-CA 

makes new equity invstments, it will reduce its return on capital since 

no dividends can be expected for a period of several years and no interest 

would be earned. 
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LAAD-CA has been lending at nine percent to the ICIs. This allows 

the ICIs to realize a modest return of three to four percent for their efforts 

in retailing and sLtervising the loans to small farmers. It is evident that 

the ICIs cannot reasonably be expected to render special services or take 

undue 	risks for this return. So far as the consultants were able to ascertain, 

they 	do not. While a nine percent rate is less than the rate on regular 

LAAD-CA loans, these loans are virtually 'without risk since the borrowers 

are for the most part solid, financial institutions. Also, since LAAD-CA 

does 	not have its usual follow-up and frouble shooting responsibilities, it 

may 	be said that its administrative costs art also lower than normal. 

Nonetheless, the interc t rate spread between the four perccnt at which 

LAAD-CA borrows from AID, and the 12 or 13 percent rate at which the 

farmer borrows from the ICIs is very substantial. As a general principle, 

it would be better for LAAD-CA to concentrate its lending in other areas 

where its ccntribution is more clearly required. 

c. 	 Staffing of LAAD-CA 

The consultants do not believe that LAAD-CA is over­

staffed in its Guatemala City office for the tasks wvhich confront it. As 

explained elsewhere, the accounts of LAAD-CA bear sonic of the expenses 

of LAAD-S. A. in Miami. While these expenses are said to be related to 
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LAAD-CA's business, the bulk of the work of LAAD-CA is clearly con­

ducted by the sta~ft based in Guatemala City. 

The staff appears able, dedicated and enthusiastic. The nature of 

the work of the President of LAAD-CA has changed notably over the past 

three years when our last evaluation was made. A table based on informa­

tion provided by the President illustrates the distribution of his time in 

percentages in these LWO periods: 

1974 1977 

New Budiness Development 50% 10% 

Project vonitoring 20% 40% 

Implementation 20% 10% 

LAAD-CA Administration 10% 20% 

Board, Executive Meetings, 
ROCAP - 10% 

Miscellaneous - 10% 

100% 100% 

Source: LAAD-CA 

Theae are not scientific measurements but cerain trends are worth 

noting. Clearly, new business development has received less and less 

attention from LAAI)-CA's chief executive who I.F had to spend more and 

more time on "trouble shooting" and monitoring outstanding loans. Like­

wise, there has been more time spent on relations with the LAAI) Board 
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which involve trips to the States. Administrative duties, such as 

meeting with his own staff, with the staff of HOCAP and with visitors 

of an official nature (including, of course, evaluators!) require more 

time than formerly. 

We do not see this distribution of time changing significantly 

although LAAD-CA desperately needs investments which will reward 

it for its risks. Fo sonic extent, the President of LAAD-CA could 

spend more timne o, business development if the staff could assume 

some of his present dutie,;. We do not see this taking place unless 

LAAD-CA staff is expanded. Such an expansion will be difficult given 

the present, ratio of expenses to income. Possibly, a review would 

permit some reduction in the expenses a-rising in Miami and now 

charged to LAAD-CA. 
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V. SUBPROJECT EVALUATIONS 

This section will analyze LAAD-CA's activities in light of its 

purpoies and goals, namely, the development of Central American 

nor-traditional agribusiness activities, and their effect upon the 

ruril poor. LAAD has attempted to achieve this overall development 

goal through two (oistinct means: (1) direct loans to agribusinesses 

and (2) loans to intermediate c rodit institutions (l(Is) which relend the 

funds to agribusiness projects and to individual farmers. Table V-1 

lists these two types of loans. ()ne can see that, although the loans to 

ICIs are a relatively new lending area for LAAID-CA, it represents a 

large (present'y 50. . p,rcent) portion of 1his All) loan. 

These various subloans have been anialyzed ftrom various 

perrpectives. First. the data and ob:servation s have been examined 

to determine which enterpri is and which lending chanr,:l, direct 

or indirect lending, ha.s th, greatest Impact upon .;mall farmers. 

Secondly, LAA L)-('A's technical assistance roe has been 

analyzed. lhis activity is inipor'tant as it is a iinInit. Station of an 

important concept undczlyinj, tht, foi -iationof IAAI) and one or the 

bases for additional AIDl financtrig. The (,apital A:,iistan'e Paper 

atated that IAAD would "contribute siubstantially to the promotion, 



106. 

Table V-1 

Listing of Subloans Made Under Alf)Loan Number 596-L-015 

September 1, 1977 

Percent of 
Amount Total 

Direct Loans: 

Alimentos Congelados. S.A. (ALCOSA) $ 258.000 5.2 
Arrocera Lus Cor.-cles 300,000 6.0 
Conservas dc Centroarnerica 400,000 8.0 
Leche y Derivados (LEYDE) 275,000 5.5 
Alimentos de (ost, Rica 230.000 4.6 

Industria 1.'ruter ddhl Gran Lago S.A. 
(IF'HIUGALASA) 1/ 400,000 b. 

Quinonez Iri'iios 80,000 1.8 
,Jardine,, Mil lores. S. A. 60,000 1.2 

Total Direct Loans 2. 003,000 40.1 

Intermediate (redit Institutions: 

Banco de Crtedito Agricola de Cartago 400.000 8.0 
Banco deh Costa Hica 400,000 810 
Instituto d Fomento Nacional (INFONAC) 222,000 4,4 

.inanciera Salvadorena (ISA I) 500.000 10.0 

l'Inanciera d es)t arrollo 4. Inversion S.A. 
(FIDESA) 500.000 10.0 

Banco I.inanciera IHondurena 500.000 10.0 

Total Internmudilitt! Credit Institutions 2,522.000 50. 4 

Funds Not Committed 475.000 9.5 

L.oan Total $5,000.000 100.0 

1/ Not yet disbursod. 
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development and expansion of agribusiness systents and enterprises 

through addressing constraints in agricultL.ra. production and sutpply 

systems where capital. management, training. technical and financial 

assistance can be prod'ctively applied. " / 

Additionally. LAAD-CA',s efforts to stimulate non-traditional 

agricultral activities thrcugh direct and indirect lending, and whether 

those activities represent a bonafide link in an agrJbusiness system 

have been evaluate . Rhelated to this will be a brief analysis of how 

specific companies have fared in these new areas as well as their 

prospects for expan.ion. 

Finally, there is a discussion of foreign exchange earnings 

derived from subproject activities. 

A. 	 Maximizing th i'conomic lmpact:
 
Direct Loansi ver.,us ICIs
 

Six of the eight a rjbusine.sses which received direct 

funding were viaif-d. Of the IWks, all six were visited and 11 ICI sub­

projects were viaitd. It should bx noted that, of the 1(!I;, three 

were cases where farin credits were being extrndedj and becaune of 

the large number of loan in thee programs, it was difficult to 

I/ 	 Capital Assistance Paper, P. 26. 

http:agricultL.ra
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develop with surety the proportion of farmers which fell in the small 

category, variations in yields and priu.e., etc. 

It cannot be said, furthermore, that these farm production
 

loans would not have been made if the LAAD-CA loans had not been
 

available.
 

The loans to the Banco de Credito Agrjola de Cartago was 

made on the basis that the money would be relent to farmers growing 

broccoli, okra, and peas for Oie Fvigorificos Tecnicos (VHIGITEC) 

plant near San Jose. However, since the 1I"IGITEC plant is currently 

closed down, subloans were made to farmers who had a long-standing 

credit relationship with the hank and who are growing traditional cro'ps. 

The field visits provided for by the JHanco de Costa Hica did 

not provide an opportunity to visit processing plants funded with LAAD-

CA funds. Field visits were made to the San Carlos region where the 

BCR had extended credits to swine, yucca and plantain producers. 

Yucca plants were visited, but no plants were funded wit h LAAD-CA 

money. The two yucca processing plants have run into operational 

difficulties as was ind icated in a previou.; s(ection. It '3eems that 

farmers there are re:fraining from harveating yucca until prices re­

cover and the plants are once again operating smoothly. 



109. 

The third ICI providing farm production credits, INFONAC, was 

in the very early stages of lending to pineapple growers in the coloniza­

tion area of Rigoberto Cabezas. No pineapple has yet been harvested
 

and marketed to IFRUGALASA, which is also an INFONAC project.
 

Given these observations, we can see that there may be some
 

positive aspects to supporting farm credit programs through ICIs,
 

especially when the funds are 
loaned in conjunction with processing
 

facility operations. Without doubt, 
 these loans through ICIs have
 

clearly been directed to small farmers thus meeting the conditions
 

of the second AID loan. 
 It is the feeling of the consultants that LAAD-

CA has not, as yet, broken significant new ground by making these loans. 

Addressing the question of farm input suppliers and the pro­

ductivity increases generated by those inputs, we feel 
 that measure­

ment of those increases were beyond the scope of this study given the 

diffusion of purchasers, varying utilization rates, and so on. 

Despite many obvious shortc:omings, lable V-2 attempts to 

segregate the economic impacts upon the target group by agribusiness 

which received direct loans and by intermediate credit inmititutions. 

The exercise, however, should provide at least clearer focusa regard­

ing impact by these two major types of loan recipients upon the rural 

poor. 



Table V-2 

COMPAPISON OF ANNUAL IMPACTS UPON TARGET GROUP 
BY DIRECT LOAN PROJECTS AND ICI SUBPROJECTS 

PROJECTS VISITED ONLY 

Small Fa; mer Total
Raw Material Farm 3/ Target Group L..AAD 

- Purchases 1/ Production - Economic Benefits Financing 

Alimentos Congeladoa $112. 500 $ 93,748 $ 0 $ 206.248 $ 258.000Conservas de Centro Arnerks 116.053 18.161 0 134.214 400.000Arrocera Los Corrales 21 28.690 103.822 
 0 132,512 447.000Leche y Derivados 48,016 133.591 
 0 181.607 275.000Alinmentos de Costa Rica 21.114 22.747 
 0 43.861 230,000
Ind-istria 1ruera del GranLago 43.802 54.833 0 98.635 400.000
 
Total Direct Loans 370.175 426.902 0 797.077 2.010.000 

ICIs: 

Banco de Credito Agricola de
Cartago 41 0 0 383,600 383.600 270.025-Banco de Costa nica. San
 
Carlos Area (farmers only) 0 0 
 336. 934 336, 934 217. 794!!

Instituto de Fomento Nacional -

Rigoberto Cabezas 
 0 0 105.000 105.000 105.000 

FISA L
 
Industrias Agricolas Ideal 
 3.431 47.760 0 51.191 100.O0Semillas. S.A. 10.474 0 0 10. 474 120,000

FIDES A 
Lass-llv v Cia. 19.323 611 
 0 19. 934 80.000
Maqulnaria Agricola 6.855 0 0 6.855 20.000
 

Banco Financtera llondurena
 
Molino Arrocero Chorotega 24. 448 
 84. 942 0 109. 390 500.000 

Total ICIs 64. 531 133.313 825.534 1.023.378 1.412.819 

I/ Portion attributed to LAAD financing.
 
2/ Loan from v:iost recent All) financing amounts to $300,000.
 
3/ lncludts productivity increase estimates from machinery or seeds.
4/ Assurxis that broccoli. okra. and peas are 
grown tn proportions purchased by Frigitec under normal conditions.* 
51_ Amount of ILAAD-CA financing accounted for.
61 Amount of LAAD-CA financing relent by the San Carlos branch of the Banco de Costa Rica. 



Wages (which includes fringe benefits) and small farmer raw 

material purchases were discounted by the LAAD financing-total 

capitalization ratio. 

If all 	of the $5 million loan had gone directly to subprojects, 

the total measurable impact would have been approximately $2 million, 

and if all had been loaned through ICIs, the impact would have been 

$3.6 million. Nevertheless, we feel that this does not constitute suffi­

cient evidence to recommend a policy change one way or the other. 

More important qualitative issues are brought to light in the sections 

below regarding techniical assistance, new activities stimulated, and 

the prospects for expansion which support strongly the direct loan as 

opposed to the ICI lending approach. 

B. 	 Technical Assistance 

1. 	 Technical Assistance from LAAD-CA to 
Projects and ICI Subprojects 

Technical assistance and information is crucial to 

development. It can originate from many different sources and can be 

directed to various levels. One source of technical assistance eman­

ates from LAAD-CA staff and is directed to processing plants or other 

agribusiness; LAAI) conceivably ('.an he of some assistance to ICIs as 

well. Iowever, help from LAAD's staff to direct loan recipients has 
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been somewhat sparse. Several stated that they needed no technical 

assistance from LAAD-CA and emphasized that the relationship was 

strictly a borrower-lender one. IFRUGALASA offered that LAAD-CA 

had put them in contact with Gerber Foods in San Jose (a LAAD share­

holder) who ultimately purchased some of the product and had been very 

helpful with suggestions on quality control. Also, LAAD-CA was 

attempting to obtain a certain variety of pineapple seedling through 

Castle and Cooke (another shareholder); however, had no luck to date. 

Another project, Arrocera Los Corrales, cited marketing assistance 

from Cargill (yet another shareholder) as the key technical input via 

LAAD. 

As far as direct assistance to an ICI, only one case was cited. 

That was the case of Banco Financiera Ilondurena with which LAAD-CA 

has enjoyed a relatively long relatiorship. "LAAD has given orientation 

through studies and discussions, and has sent experts, namely Mr. 

Corrales, a Guatemalan loan rfcipient. " 

A general comment from ICIs was that "LAAD has caused us to 

view agrolndustry in a systematic way and has changed our perceptions 

regarding funding these activities. " 
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2. 	 Technical Assistance from Projects and 
Subprojects to Farmers 

Researchers in the course of this study had the
 

opportunity to observe the inter-actions between small farmers and
 

12 different agricultural technicians. As a class, the technicians 

employed by processing plants were much more successful in answer­

ing the farmers' questions and in issuing specific advice. Bank agron­

omists are primarily employed to assess the credit worthiness of 

various agricultural establishments. Their experience and expertise 

lies in the evaluation of' what exists, not in the suggestion of improve­

ments. Furthermore, they must by the nature of their job, be general­

ists, knowing a little about every crop but lacking detailed practical 

knowledge of any one of them. Processing plant representatives, on 

the other hand, were specialists in the particular crops that their 

company purchased. Constant immersion in the production details of 

the farmer's crop was the most important factor affecting the quality 

of the technical advice. AILCOSA's representative, for instance, had 

no formal education as an agronomist. Ills expertise was acquired as 

a result of his previous expe rience as an A L(COSA farm for'eman and 

as a result of his own individually pur sued reading and *tudy. Ie thus 

could be conSidered at nmo:4 a pa a -p rolesana aI ricultural tech­

nician. Nevertheless. because he knew cauliflower and broccoli and 

brussel sprouts, his crop-specific advice was as effective as any. 
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Small farmers seeking technical advice do not ask general or 

theoretical questions. The archetypical question, heard over and over 

again in the course of this study, was: "I have this fertilizer left over 

from my corn crop. Can I use it on the tomatoes?" The easist correct 

answer generally given by bank agronomists.answer is "No. " This was the 

Occasionally, they would tell him that it really was the wrong fertilizer, 

but he could apply it if he wished. This tells him nothing he did not 

know already. The effective answer, and the one most often given by 

processing plant representatives with a genuine concern for the farmer's 

productivity, was to tell him which other fertilizer should be mixed with 

this inappropriate fertilizer to create something that would be usable. 

"Buy four bags of 5-10-20, and mix it altogether with your two bags. 

Then put half of it on as soon -s the rains start again, and the other 

half when the fruits start :.o fort,,." This advice would be accompanied 

by a written presc ription to help the farmer remember. After this 

specific advicre ha.; been given, then it contributes to the farmer's 

education to te!l nim that tomatoes need more potassium than nitrogen 

after the planting. Hut if the general advice is given without the specific, 

then the farmer hears nothing and is not helped. 
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According to the farmers interviewed, the advice of government­

employed agronomists and extension agents is likely to be of the same 

general theoretical kind as that of the bank agronomists. All of the
 

farmers who were beneficiaries of various land reform programs
 

experienced extensive contact 
vrith government agronomists. A few
 

farmers were openly critical of the advice they had received, usually
 

because the extension agent did not know the specific environmental
 

conditions of the farmer's area well enough to give practical advice. 

But more often, the farmers were conventionally appreciative of the 

advice they had received, but unable to recall any specific piece of 

advice that they had put into practice. 

It may not be necessary that the technical representative giving 

advice to the farmer be a formally trained agronomist, but he should 

have specific current knowledge of the farmer's crop. Because of the 

specific tasks of the processing plant technician's job, he is more 

likely to possess this .;pecific knowledge than the bank or government 

agronomist. Perhaps also the processing plant's material interest in 

increasing the productivity of their growers is a contributing factor to 

the plant representive's better performance. 
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3. Technical Assistance to Projects and 
Subprojects from Other Sources 

An additional important observation is that concern­

ing the technical assistance provided by government institutions. The 

general feeling on the part of several respondents was that very little 

or no assistance was generated by the various ministries who have that 

responsibility. However, a surprising number cited positive contribu­

tions of specific government agencies in their respective countries: 

Conservas de Centroamerica: Guatemalan government investment 

in the Sacapa Valley irrigation project is the basis for its tomato supply 

source, 

Leche y Derivados: Honduran government provided cattle blood 

tests for brucellosis and tuberculosis. 

IFRUGALASA: An emphatic yes. "Never would have gotten 

off the ground without the support of INFONAC." INFONAC provides 

two agronomists and one horticulturalist as well as farm production 

credits to stimulate a source of supply for I.'IIIGALASA. These 

efforts are complemented by a horticulturalist from the National 

Agrarian Institute. Regarding tomato production. Ohe Ministry of 

Agriculture and National Bank opf.rate an ,effective ,xperimental 

station in Sebaco which has developed new varieties and weed control. 

methods. 
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Semillas and Maquinaria Agricola: Both firms cited the Banco 

de Fomento Agropecuario with its 14 stores as an important marketing 

channel for their goods. 

ALCOSA: Government extension agents have helped them identify 

additional suppliers. 

It is our opinion that LAAD does not live up to its claims regarding 

technical assistance. Its financial packaging serves for the most part 

to get the loan approved, but not as an orientation for agribusinessmen. 

The paralysis of LAAD-Marketing eliminates assistance to exporters 

which was deemed to be crucial in the Capital Assistance Paper. 

LAAD-CA staff seems overworked with trouble shooting and loan 

documentat ion. 

Moreover, the ICIs, especially the banks, do not constitute a strong 

source of technical assistance for small farmers. Governments have 

provided scattered assistance. 

C. New, Non-Traditional Products 

Two definitions of a non-traditional production seem to be 

concurrently employed by LAAD-CA staff. The original AID financing 

precluded any project which fell in the area of coffee, sugar, cotton 

and bananas. The second loan allowed LAAD-CA to fund projects in 



these areas as long as there existed a small farmer or rural poor 

element. The Terms of Reference articulated this as follows: 

"Nontraditional agriculture is defined here as activities 
which generate a positive impact on the target group by 
effectively involving the group in 'agribusiness systems.' 
Traditionally, to the extent that such systems have existed, 
the small farmer has been only marginally involved. Hence, 
the development and systems aimed at involving the small 
farmer is a general form of non-traditional agriculture. " 

These distinctions aside, many of the projects utilize new varieties, 

previously uncommercialized raw materials, and new cultivation or 

production techniques. The list is indeed impressive; a few examples 

follow: 

Conservas and IFRUGALASA: Both firms cited the introduction 

of industrial tomato varieties (VF134, VI19, V(C82, Meches 22) which 

have more solids content and produce a better paste. Conservas is 

encouraging pepper growers to raise pimentos; encouraging asparagus 

production. Conservas produces canned peaches where peaches had 

only been sold on the fresh market previously. IF.)?GU(GAI ASA is 

processing papayas which had never been commercialized in Nicaragua 

before. 

ALCOSA is currently introducing the cultivation of anow peas 

and will be phasing out its own broccoli production over the next 

five years. 
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Leche y Derivados: Milk in the La Ceiba area was, prior to
 

the installation of this plant, used to fabricate cheese. 
 Now milk is 

turned into pasteurized, flavored milk, refrigerated and delivered In 

a highly technological manner. Egg nog (a year-round favorite), 

orange drink, and American and cheddar cheese, and sour cream, all 

count as newly introduced products with ice cream contemplated for 

the future. 

Semillas, S.A.: The sale of hybrid corn seed which increases 

yields from 28 to 30 cwt up to 71 cwt per manzana (1. 7 acres). 

Coffee purchases by Industrias Agricolas Ideal represents the 

opposite of non-traditional production. Although a portion of total raw 

material purchases come from small farmers, this relationship hus 

existed since 19,18. The manager of Industrias Agricolas Ideal 

admitted that the LAAD-CA loan was taken because it was at a savings 

of one percent on the interest rate. No technological changes have 

been introduced. 

The overall LAAD-CA performance is very good in new, non­

traditional products. Our opinion is that the logic used when making 

the original ILAAD ,oan should continue to pr,,vail. New, non-traditional 

production gives small farmers the opportunity to receive better returns 

than those possible in the cultivation of traditional crops. 
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D. Systems Approach to Agribusiness Development 

One of the original premises on which LAAD was founded 

was to be its ability to identify agribusiness systems and to bring to 

bear capital, management, training, technical and financial asi3tanc,7 

upon missing or weak links in those systems. The consultants in the 

original Checchi evalu)Imion .siuggested twi'A almost any activity (ou. I b, 

termed a part of an agribusiness system thus justifying almost any lan 

or investment. The re:sult was that s(veral projects funded had tenuous 

links with agribusincss sy,;tem building. 

The results of the current evaluation with regard to system 

building are more sati:,factory especially among the direct loai, projects. 

Seven of the eight direct loans are to food processors. S,,:/eral represent 

integrated situations which carry th,., product "from the farm to the 

market. " Others rely on distributors to sell the finished product among 

multitudinous srmall stores and sup4,rniarkets. 

The ICI loans reprsent a Step backward along the food process­

ing chain in that the bulk of casest promote food production itself, and 

that is deemed positive with some qualifications. 
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As pointed out above, the Banco de Credito Agricola de Cartago 

was engaged in ordinary small loans to farmers pending the reopening 

of the Frigitec processing plant. The Banco de Costa Hica had lent in 

the San Carlos region to a number of plantain and banana producers in 

an area where such production was already quite larpC. bhut LAAD-

CA financing may have it nproved returs to fIar' ne us through increased 

exports. li.kewise. the yucca loans in the sani, area were well 

founded, representing $50, 000 in loans in the total of $270,000 in 

loans made in that region. 

The concluaion. are that with the direct loans LAAD-CA exer­

cised good judgment regarding the prospective contribution of the sub­

project to agribu. iness aystem buildini. lhe I('I ti~ubprojectts seern. In 

Rome caseH , to be lackirlg Ithe s all e coni(cioustneio ai reigar li ng ,/hether 

the project constituted a l:nk in an agributiinen.i system although it must 

be remembered that the ICIs are responsible for the selection of sub­

projects. 

1/ Censos Nacionales de 1973, Agropecuarlo (Reglones Agricolas), 
P. 174-5. 
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E. 	 Subproject Financial Viability 

Somewhat related to the new, non-traditional product stimula­

tion is the question of subproject viability. Entering into new fields of 

endeavor usually implies a risky proposition. Table V-3 analyzes 

subproject viability utilizing financial staternent dcata to determine a 

debt/equity ratio. current assets to current liabilities ratio, return on 

investment, and return on sales. 

Among the direct loan projects, Arrocera Los Corrales was the best 

performer. 'rhis perhaps corresponds to the fact that it is the oldest 

company in that category, and certainly reflects the market share it 

commands in the Guate!malan rice business. 

The dbt/equity ratio reveals two cornpanie. ; -with negative net 

worth--ALCOSA and Molino Arrocero Chorotega--lmplying considerable 

past loss,-a. 'Two ':ompanies, Alimentos and Conservas, also show 

highly leveraged conditions with debt far exceeding the capital invested 

by the own rs. 

The current asset/current liability ratio reveals three companies 

with potential cash flow problems: Alimentos de Costa Hica, Leche y 

Derivados, and Lassally. Alimentos is not likely to fall prey to cash 



Direct Loans: 
ALCOSA 

Conservas de Centroamerica 

Arrocera Los Corrales 

Alimentos de Costa Rica 

Leche v Derivados 

IFRUGALASA 

ICI Si'bprojects: 

Molino Arrocero Chorotega 

Industrias Agricolas Ideal 

L-assa.1v Cla 

Salvador .Machinery 

Maquinaria Agricola 

Semi!las. S.A. 

Table V-3
 

Subproject Viability Analysis
 

(Based on most recent fiscal year)
 

Debt/ Current Assets/ Profit/
Euity Current Liabilities Investments 

(5.9) 1.4 (1.9) 

5. 5 1.6 ( . 15) 

2.5 39. 52 .68 

5.7 .67 ( .47) 

1.2 .57 ( .10) 

N.A. N.A. N.A. 

(9.6) .75 ( . 96) 
.74 1.12 .16 

2.25 .83 .15 


.64 1.37 .53 


.24 3.84 N.A. 


.91 2.48 
 .19 

Profit/ 

Sales 


(. 22) 

(.06) 

1 

(.14) 

(.01) 

N.A. 

(.59) 

N.A. 

.12 

.11 

N.A. 

.05 

Initiation of 
Operations 

2/75 

10/75 

72 

74 

73 

5/76 

72 

48 

33 

46 

73 

74 

Note: Parentheses indicate negative figures. 

http:L-assa.1v
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as a property of Agrodinamica Holding
shortages because of its status 

shift funds to it when needed. Leche y
Company, S.A. which can 

to increase its capitalization
Derivados has been requested by LAAD-CA 

and has opened up ownership to local dairymen. 

Arrocera Los Corrales showed excellent return on investment, 

and several among the ICI subprojects also registered88 percent, 

was
highly acceptable returns on investmnt. The worst performer 

perhaps. to their initially low 
ALCOSA whose losses can be attributed, 

costs.production volume and high organization and .tart-up 

was by Molino ArroceroThe second poorest profit performance 

feel was the nmost poorly managed of all projects
Chorotega which- we 

its debts to farnier p''(ducers were di,,scussf; above. Its poor
visited, 

and the fact that
plant layout and still inadequate equipment lineuip. 

as San Pedro Sula offer higher prices to
companies from as far away 

farmers in the southern Honduras region, suggest the lack of dynamic 

a viable operation.management requi red for 

Among the! other 1(I SubprojCct8, one find.s a healthier financial 

are fairly well established
picture. "Ihia indic(late that the comp.anies 

The I(Is. when lending to sub­
and do not re.present risky ope rations. 


projects, depend oa personal guarantees to lessen the risk of the loans.
 



125.
 

For a 	new firm. Semillas, S. A. appears to have strong financial 

management and performance. 

Our conclusion is that through the direct loan projects under the 

second AID loan, LAAD-CA is supporting non-traditional production. 

The 	fact that they are not profitable at the moment does not mean that 

any poor lending decision has been made by I.AAI)-('A. but rather that 

these 	projects are start-up phases. Nonein the seen) to b,: in particu­

lar financial difficulty; and if they continue on thuir present path, will
 

most likely achieve profitability within three or four years.
 

The ICI .ubproject:;, on the other hand, appear to be less risky 

and less non-traditional. Thi:; is: due perhaps to the fact that the ICIs 

are earning only about two to thro.*e prcent interest on those loans 

(above the cost of mnone~y to th,. I(':.). 

F. 	 !. r-wth ,'iosp4 .- for Subprojects 

We at,:mpted to - olle ct thi views of the managers regard­

ing their expansion po:;o;ihilit,.3 over the- next several years to measure 

future economic impac(ts. Iaw material purcha;es by source, employ­

ment, and capital outlay were projected through 1980. 
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1. 	 Raw Material Purchase Projections 

Table V-4 gives estimated raw material purchases 

for the year 1980. Shifts in the percentages purchased from small, 

medium and large farmers and that cultivated on company farms are 

accounted for by managers' statements regarding these changes. If the 

individual managers' predictions are collectively correct, total raw 

material purchases by direct loan and ICI subprojects will nearly triple 

from $5. 9 million in 1977 to $16. 8 million in 1980. Small farmer pur­

chases •wiLi more than triple from a current $2.08 million to $6.9 million 

in 1980. 

2. 	 Employment 

The general impression given when considering pro­

jections of raw material purchases in conjunction with predictions of 

increased employment is that the plart:3 are contemplating increasing 

their output by increasing the productivity of their laor'ers,. The largest 

increase foreseen for 1980 (Table V-5) will be arn increase of 120 pro­

duction workers by ALCOSA. IF'IUGAIASA plan, to add an additional 

half shift during harvest -ieafjon. 'These additional four hcurs, will probably 

be worked by present employees ind will not involve new hirings. 

The riverall employment increase projected is approximately 

20 percent. 



Si rect Looms 

Allxwantos Congelado (Alcoa) 
C~r sd
cenomrca 

kr-Ocera Los Corrale 

de Costa Rica 

Lece y teriyaA. s ILE J 

Ir.is..tra Frteva del Gram
 
. I L 

.)ttl rIrect Loa" 

. Arracero abtrotga 

".ssalyy Cia. 

TC-1- -I S4-±rojcts 

'Zta&I tCifet LIOan 
a.- : I1 S.rvTzaject 

IrA'.strias qrqicolas Ideal 

Crand Taial 

fw Material 
Purchases 

$ 1.600.000 
2.100.000 


2,000.000 


2,223.000 


2.050.000 


2.500,000 


13.273,000 

2,864.000 


751.500 


3615,51M 


16.888.500 


20,000,000 


36.88.500 


Table V-4 

M-sttmte of 1900 Raw material Purchases by
 
IAW Direct Loan Subprojects and
 

Selected ICI Subprojects
 

Small mdium and 
Farmer Percent Large Farmer 

$ 900.000 50 $ 540,004 
945,000 45 1.155.000 

900,000 45 1,100,000 

544,600 20 1,411.500 

922.500 45 1,127,500 


1.250.000 50 875,000 

5.482,100 41 6,209,000 

1.432,000 50 1,432,000 


37.575 5 601,200 


1.469.575 41 2.033,200 


6,9S1.67S 41.1 6,209.000 


2,000,000 10 16,000,000 


8951,675 24 26.242,200 


Percest 

30 
55 


55 


50 

S5 


35 


47 

50 


s0 

56 


36.7 


so 


71 


Cultivation Peret 

$ 360.000 20 
0 0 

0 0 

846.900 30 

0 0 

37S,000 3.5 

1.581,900 12 

0 0 

UL2,725 as 

112,725 3 

1,694.625 10.0 

0 

1.694.629 5 
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Table V-5
 

Estimated 1980 Full-Time Employment
 

Direct Loans: 

Alimentos Congelados 

Conservas de Centroamertca 

Arrocera Los Corrales 

Alimcntos de' Costa Rica 

Leche y Drivados 

Industria Frutera del Gran Lago 

[CI Subprojects: 

Molino Arrocero Chorotega 


Irdustrias Agricolas Ideal 


Lassally y Cia. 


Maquinaria Agricola 


Semillas, S. A. 


rotals 

Current 

Full-Time 


Employment 


355 

165 

32 

34 

89 

187 

27 

166 

33 

14 

24 

1s126 

Total 
Projected 1980 
Increase Employment 

120 475 

0 165 

0 32 

15 49 

0 89 

70 257 

0 • 27 

0 166 

0 33 

5 19 

5 29 

215 1,341 
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3. Capital Outlay Predictions 

Of the three projections, capital outlay predictions 

are perhaps the most difficult to make. The managers were asked to 

estimate future capital outlay, but more than likely these estimates 

reflect very short-term needs only. Indeed, until full labor utilization 

(three shifts) is reached, one would suspect that the firms may tend 

toward becoming more labor intensive. The 20 percent employment 

increase projected above would seem to support this. 

However, the interviews indicated that in eight of twelve pro­

jects, capital investments are planned. !n only one case is there a 

projected labor increase along with an increase in capital outlay., 

The following capital improvements were projected: 

Molino Arrocero Chorotega - $1 50, 000 and $100, 000 will be 

invested In plant space and equipment respectively to alleviate poor 

layout and low technology machinery problems. 

Arrocera Los Corrales - Additional grinders will be added for 

both parboiled and polished rice lines. 

Conservas d C4-ntroamerica - By December 1978, 50,000 

square feet of additional plant space will be built to offset current 

crowded conditions, and additional evaporators will be added. 
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Alimentos de Costa Rica - A cattle feed mill is contemplated. 

Leche y Derivados - An additional milk carton machine has 

been purchased. 

IFRUGALASA - Three to four additional pieces will be added 

to complete the juice line; a new warehouse has just been completed 

and additional farm land has been purchased. 

ALCOSA - Additional plant space and equipment is contemplated. 

It should be noted that six of these projects are LAAD-CA direct 

loans; all of these businesses are relatively new. The consultants con­

clude that there will be no major capital outlays with the exception of the 

Conservas expansion which could amount to as much as $1. 5 million. 

Moat of the planned outlays are re,finerients to the process which will 

make individual firms more procuctive. 

It is doubtful whether one can say that these proposed outlays are 

a result of the l.AAl) loans made to the subprojects. Two examples do 

operating in the redspecifically support that hypothesis. LE YDII' was 

until the I.AAI)-(UA lan wa:i ,n.d,which ,nabled it to exa):,n plant 

capacity. LEYI)E Li sow in the 1)lark. ind th. additional pi. ce of 

equipment means that productive capacity is being expanded so that 

further economiea of scale can be gained. 
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LAAD-CA has been a major provider of capital to Arrocera Los 

Corrales extending $680. 000 in loans over the past four years. Now
 

that Los Corrales commands a 
major sha.re of the market in Guatemala, 

it is looking to expand its export sales of parboiled and polished rice. 

4. Foreign Exchange I3enefits 

The purpose of this section is to give a general view 

of the foreign exchange characteristics of the firms who received sub­

loans under the second AID loan. 

Several cav.ats nee(d to be advanced before beginning the analysis. 

First, Imports of ,quipirlent and machinery may dec-.-rease relative to 

total export s once the business isfirmly (!.:ita)lishe-d. This means that 

firms which currently have: a negative tradc ha lan:e now may well have 

a positive b.dance in the future. Conserva:; de Centroamerica is a good 

example of this likfely outcomie. 

Second, for.ig.n capital movements are less likely to influence 

the foreign exchange impact in the future. Only two firms, ALCObA 

and Conservas, arc- tore gn owned and repatriation of tunds will be a 

factor over the long run. 
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Third, once again the inclusion of Industrias Agricolas Ideal
 

biases the outcome of the analysis. If it were not included, the total
 

foreign exchange Impact would be negative during the year studied.
 

It is seen in Table V-6 that not all subprojects had an export 

sales component although they might iave a foreign exchange saving 

element. Not surprisingly, the rice mills have at present no export 

sales; and Salvador Machinery, which specializes in the sal of 

imported machinery, al!3o has a deficit balance. LEYDE is exporting 

a small amount of milk to San Andres, Colombia; however, that amount 

is far over-shadowed by its imports of cartons, flavors, etc. 

The weak foreign exchange earners were Salvador Machinery and 

Maquinaria Agricola which specialize in the sale of imported farm 

machinery, and LEYDI), which exports only a small fraction of its 

production to San Andres. Colombia. LEYDE, for example, primarily 

sells domestically and depends heavily upon imports of cartons, flavors, 

and miscellaneou:s detergents and cleaners. 

Among the strong foreign exchange earners were ALCOSA, which 

exports frozen vegetableq through its U.S. parent firm, Hanover Brands; 

IFRUGALASA, exporter of tomato paste, juices and nectars: IndustrLas 



Table V-6 

ESTIMATED FOREIGN EXCHANGE IMPACT BY SUBPROJECTS VISITED 
(Based on Most Recent Fiscal Year) 

Project 
Total 
Sales 

Export 
Percentage 

Total 
Exports 

Total 
Imported 

Exports 
Less 

Imports 
Foreign Loans 
and Equity 

Foreign
Dividends. 

Interest 
Repayment 

Total 
Foreign 
Exchange 
Impact 

Direct Loans: 
Alimentos Congelados (ALCX5A) 
Conservas de Centroamerica 
Arrocera Los Corrales 
Alirner..os de Costa Rica 
Leche y Lerivados (LEYDE) 
LndustrtA Fru'era del Gran 

I-ao (1f[ HL!GAL--SA) 

Total Dtrect Loans 

$ 906.804 
915.880 

2.319.724 
2.125.828 
1.751. 565 

3.100.000 

11.119.801 

95 
40 
0 
0 
1 

s0 

$ 861.463 
366.352 

0 
0 

17. 515 

2.480.000 

3.725.330 

$ 46.777 
439.622 
225.000 
500.000 
250.041 

1.674,000 

3.135.440. 

$ 814.686 
(73.270) 

(225,000) 
(500.000) 
(482. 567) 

806.000 

339.849 

$263.124 
278.000 
150.000 

0 
0 

N.A. 

654,124 

$54.000 
0 

0 
0 

N.A. 

54,000 

$1.104.810 
204.730 
(75.000) 

(500.000) 
(482. 567) 

806.000 

1.057.973 

--

C83 

ICI SAtproects: 

Mohno Arrocero Chorotega 
l.;isrias Agrtcolas Ideal 
S ,I.a.')r !achmnery 
Lassially y Cia 
-aqutmaria Agricola 
Serzalas. S.A. 

Total ICI Subprojects 

626.288 
25.000.000 

3.876.570 
620.344 
288.000 

1.530.000 

31.941.202 

0 
90 
0 

99 
30 
30 

0 
22.500.000 

0 
614. 140 
86.400 
459.000 

23.659.540 

70.000 
0 

2.709.666 
20. 000 

160. 000 
31.500 

2,91I 

(70.000) 
22.500.000 
(2. 709. 666) 

594. 140 
(73.600) 
427.500 

20.668.374 

0 
0 
0 
0 
0 
0 

0 

0 
0 
0 
0 
0 
0 

0 

(70.000) 
22.500,000 
(2. 709. 666) 

594. 140 
(73.600) 
427.500 

20,668.374 

Grand Total 43.061.003 27.384.870 6.126,606 21.008.223 664.124 54.000 21.726.347 
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Agricolas Ideal, which specializes in processed coffee and a small 

amount of sesame; Semillas. S.A. , which exports hybrid corn seed 

to Guatemala. 

The performance with regard to foreign exchange earnings are 

lackluster; they will tend to improve over time. A positive money supply 

effect is not evidenced if Industrias Agricolas Ideal (to which LAAD-CA 

has loaned only $100, 000 through an ICI) is omitted. Nevertheless, this 

can be tempered by the overall AID policy which addresses the increase 

of domestic food consumption. The non-exporters certainly are affect­

ing this important factor and possibly are replacing goods which would 

otherwise be Imported. 



VI. 
IN.DEPTH 	ANALYSIS: THE SOCIAL IMPACT OF ALCOSA 

ON THE PEASANT FARMERS OF CHIMACHOY 
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V11 IN-.DEPTH ANALYSIS: THE SOCIAL IMPACT OF ALCOSA 
ON THE PEASANT FARMERS OF CIIMACHOY 

A special feature of this evaluation of LAAD-CA called for an in­

depth analysis of a subproject of LAAD-CA to trace the sociological 

impact of the project upon the rural inhabitants of the project area. The 

decision as t) which project to study was not mnade until the ;uhprojects 

in all of the CenLtral American countries had been visited. Then. after 

review ard discuss ion with officials of R()CAIP of the possible alterna­

tives, the A r.COSA project in Guatemala was selected for further 

analysis. This project was,. of particular interest involving as it did a 

typical segment of the (Guatemalan rural population, the tra fer of 

agricultural technology and the production of a product for export. 

Thus, it came to pa: s that the effects of AL. OSA's cauliflower 

purchasing activitivs on the Kakchikel 'village of (himachoy in the 

Guatemalan hi ghla nd. weme as.essed. After spending two days 

there in the company of the AlAOSA rc2prvsentatie, 1h4' socio­

anthropologi:t returned to .stpend three udays in t h- village, lie brought 

with him a rented truck, which was put at the villager.' disposal in 
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return for giving him a guided tour of their cultivations and answering 

his questions. Most of the information collected, however, came not 

from formal interviewc but from conversations conducted in the cab of 

the truck. 

Chimachoy is an aldea of about 700 people, located in the town­

ship of Parramos iii the central highlands department of Chimaltenango. 

Chimachoy is a Kakchikel village, though all of the men and most of the 

women also speak Spanish as a second language. Although located in a 

densely populated area not far from the capital city, Chimachoy is sep­

arated from the main stream of Guatemalan commerce by 13 kilometers 

of rugged dirt road between it and the nearest paved highway at Parramos. 

The last three kilometers of this route is a side road that dead ends at 

Ch~machoy. Thus, the only traffic on the road are those few vehicles 

that Eave business in Chimachoy itself: the twice dally minibuses to 

Chimaltenango and the capital, and the ALC,()SA buyer'q trucks. 

Like most small villages in the Guatemala highlands. Chimachoy 

has no discernible village center. For the last two kilometers or so of 

its length, the Clhimachoy road run, along a high mountain ridge. About 

half of Chimachoy' s 120 houlleholdn are locatod along thij road on the 

ridge. Thne other half are n;cattered down below among the m ilpas. At 

the near end of thin stretch of road that constitutes Chimachoy proper 
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sits the village school. This building is the farthest extension of the 

national electric system. It is also the point where the minibuses pick 

up their passengers and turn around. At the far end of the mountain 

ridge, just before the 'oad dwindles out altogether, is the A I.COSA buy­

ing station, and acro : the street from that, the prosperous home of the 

family that owns the village's gas3oline -powered tortilla mill. These two 

wide spots in the road, t he bus stop and the tortilla mill, are theonly 

centers of community life, places where people are likely to meet other 

villagers in the course of their daily routines. 

Although agriculture has been its only occupation, the village 

of Chimachoy is land-poor. This is primarily due to simple popula­

tion density -- Chimachoy is hemiild in closely by neighboring villages 

on all sides--but some of th - best land on the gent.blr slopes of 

Chimachoy's ridge is occupied by simall ILadino ftarms. The land 

that remains for the villagers does not look like much to the 

outsider. Although isthe soil rich, the slopes are extraordinarly 

steep. At first glance this appars to he imai ginal Iaid, pressed 

into production only because of the extreme populatiun density of the 
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Altiplano. But the villagers feel otherwise. The steepness of the 

land presents no problem to them, since they take for granted a 

centuries-old hoe-cultivation technology that effectively controls 

erosion through the ue of deep contour furrcws. The people of 

Chimachoy believe that their land has certain unique advantages 

that far outweigh any difficulties .rea',i-d by the st ?epness of the 

slope. The high altitude of their mounain ridge (3, 000 feet) 

permits the cultivation of cold-weather vegetable crops which 

generally command high prices on the national market. More 

importantly, the ridge! ta normally enveloped at least a part of each 

day by ground fog. As a result, the soil retains enough moisture to 

permit cultivation to continue throu',h the dry season. This land 

can sustain thref' vegetable harvests or two milpa harvests per 

year, something that is possible in very few other places in the 

Guatemalan highlands. 

'The typical Chimachoy household owns about three or four 

cuerdas of land. (In this area, approximately six cuerdas equal one 

manzana (or about 1. 7 acres). This tiny amount is normally comprised 

of three or more Individual plot:: one at the house aite, one somewhere 

else on the ridge, and at least one located on some other ridge 
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three or four kilometers away. In addition to their inherited land. 

about one-quarter of the families in the village are also in the process 

of buying an additional eleven-cuerda parcel. These families are 

participants inan American -sponsored private land reform project, 

which bought the largest finca on the ridge, sub-divided it and resold 

it to the villagers. The terms of sale are: no money down. no 

interest, and ten years to pay. In addition to these parcels and their 

inherited land, most families also try to rent four or five cue rdas 

of land every year. Land Lor rent is scarce, however. Some years 

families cannot rent as much as they would like; often, the rental 

plots are located as far as eight or ten kilometers away from the 

village. 

The additional 11 cuerdas of land from the little land reform 

program have made an immense difference in the lives of recipient 

families. The three or four, cuerdas that th,:y owned b,:for(e were 

not enough for a family to turvivt- on. 'lhe family had to either 

rent more land-- somethinly that could not I)(counted on every year-­

or send its adult m l s to work rnal,.ros. thea out a ; li,,fore land 

reform project. and before th coming of AIC.(SA. such small 

farmers could only live an unstable and instcure life of grinding 
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Poverty. With the extra parcel of land, it is easily possible to live a 

relatively secure life without having to worry about leaving the village 

every year to earn money. 

Between the land it rents and the land it owns, the average
 

Chimachoy family farms six 
to eight cuerdas of land. Those who are 

buying a parcel of land normally farm 15 to 20 cuerdas. As one of them 

said waen the study's small farmer emp hasis was explained to them,
 

"We are 
not just small farmers, we are the smallest!" 

Although relatively land poor, Chimachoy is nwt, by highland 

Indian standards, a poor' village. The main reason for this is their 

vegetable cultivation know-how--Chimachoy has been a vegetable pro­

dt:cing center for centuries. There are 
many such vegetable prod,cing
 

centers in the Chimaltenango area. Local amateur 
historians believe
 

that these vegetable crops and vegetable 
 cultivation techniques were
 

introduced in the a.rea 
 in the 17th century by miss ionary priests from 

Antigua. Certainly this region has been growing vegetablk for the 

national market since the days when Antigua was the capital of Cuatemala. 

Present-day villagers are proud of this veletable producing patrimony. 

The villager leader:hip considers it to be the village'l, strongest 

cconoiaic asset and its most likely source of progress. Down in the 
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valley at the intersection where the side road begins its stfiep climb 

to Chimachoy, the villagers have placed a sign, lettered for them by 

the local school teacher: "Welcome to Chimachoy. If you have 

anything to do with vegetables, visit us. " 

The typical (Chimachoy farmer devotes less than one-third of 

his land area to the traditional rnilpa inter-planting of corn, beans, 

and squash. Most of his land isdevoted to cash-crop vegetable 

farming: carrots, peas, cabbage, brussel sl)routs. cauliflower. 

huicoy (squash), beets, and potato,:.i. Some of these v;etables 

are sold in the (hirnaltenango or Antigua markets, but most of it 

is sold in the terminal market at Guatemala City. In all three of 

these cities, the farme of Chima hoy ar, well known to wholesale 

buyers and highly respected for the quality of their produc,. 

With the e.xception of c,i)bage. whose. price per pound in sO 

low that it someti ues is;not worth the Iransport costs, Chiimachoy 

farni'.rs normally refuse to sell their goods to the in~iddletmen 

truckers who pt-rlodu :':lly pas,, throuph thi area. In:iteari, they 

make their oven a rrange mentti fortransportinlg the produce to market. 

For such c ropti as potatoes or betn that are hav..ted all at once, 

http:farni'.rs
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they make arrangements %ith neighbors to harvest on the same day 

and to share the costs of renting a truck. Crops such as cauliflower. 

however, are more troublesome, since they must be continually
 

harvested every few days over 
an extended period of time. In such
 

canes, 
 the farmer loads his bundlc.- o top of the minibus and leaves 

in the evening for Guz,tea 1 a City. bach bundle costs 25 cents to
 

transport ard an additional 2. r':,nts to enter into Ihe 
 terminal. ie
 

makes his sale before dawn at the market and 
takes the first morning
 

bus back to ti village. It is an exh-austing trip that must be made at
 

least once 
and sometimes twice a Aeek throughout the harvest period. 

* Though the trip is exhausting, the farmer often profits from
 

the experience in ways lens material than the money 
in his pocket.
 

Through the contacts made at the 
 terminal market with other producers, 

Chimachoy farmerti partlcipate in an informal network that disseminates 

information about cultivation techniques and sources of seeds. For
 

Instance, some men 
from (?himachoy had hevard at the terminal 

market that the torvn of Loni E'nclavos wa:, Ohe best place to buy seed 

potatoes for a pa rtic ular variety of potato that n highly vIlued by 

Guaternalan, and therefore highly priced on the national market. 

With the Checchi sociologist along an an ob .erver. nix rf them 
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traveled the 200 kilometers to Los Esclavos. They purchased 4, 000 

pounds of seed potatoes and arranged to rent a truck to transport 

them back to ('himachoy. Although the two groups had never done 

business together before, the Los Esclavos farmers were just as 

aware of Chiirachoy'.s reputation as the Chimachoy farmers & ofere 


Los Esclavos'. The people froyn the Los Esclavos area were
 

especially interested in obtaining seeds for Chimachoy's local 

varieties of high quality carrots and ('auliflov r. The exchange 

was accompanied by a tout of somef Los Esclavos farrners' cultivations 

and much animated discussion of the differences between the two 

local agricultural traditions and practices. 

As the farmers of (hiymchoy are aware, their reputation for 

quality vegetables i; potentially .a genuine economic resource for 

the village Already iorne famili,.s ha v, been ahli, to deyelop a 

highly profitabli, sideline of growing :. i or youn g plants for sale 

to other farme.rs.. ( e rtainly (Uhimachoy s rlptitation in the terminal 

market was an Itporta nt factor that led AI.('() A Io come to 

Chimachoy in st.arch of additionwal c':uliflow,:' ;Ilppl ifs4. 

This reputation an a producer of quality vegetables is based 

partly on traditional skills passed down through the generations and 

http:farme.rs
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partly on the high quality local vegetable varieties that have been devel­

oped over the centuries of careful seed-plant selection. Nevertheless, 

in the last ten years, the farmers of Chimachoy have adopted new tech­

nologies that have considerably increased both the quantity and quality 

of their produce. Chimachoy agriculture i, presently dominated by an 

influential group of indigenous young men who have been strongly influ­

enced by various internationally sponsored projects in the Chimaltenango 

area. The largest single influence has probably been the private land 

reform project. As a co:dition of their participation, all land recipients 

have become members of a farm co-op in Chinialtenango. The active 

young men in the community have also formed a farmers' group, affil­

iated with the co-op. They meet every Sunday in the village to discuss 

farin techniques. and send representatives to periodic meetings in 

Chimaltenango, meeting, where agricultural information is disseminated 

as well as co-op busine,3S discuSSed. Many of this community leader­

ship group have also joined various evangeltit or adventist churches in 

neighboring villages. All of these influences have tended to instill in 

this group an aggressive desarrollismo, characterized by a propensity 

for hard work, an avid inter,-st in new agricultural inforrnation, and a 

constant watchfulne.n to take advantage of any economic opportunities 

that might present themselves. As a result, this leadership group 
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exudes a mixture of Chimachoy boosterism and charming "little-old­

country-boy" manner that closely resembles the image projected by
 

successful small town leadership groups in the United States.
 

ALCOSA Comes to Chimachoy 

Largely as a result of Chimachoy's farmers' vegetable know­

how and the reputation they enjoyed as a result, 
 ALCOSA and Chimachoy 

made one another's acquaintance one morning befo, e daw-n in the 

Guatemala City terminal market. ALCOSA had sent Mr. Pablo Duches 

to the market to find out if any high quality cauliflowQr was being grown 

for the fresh market and, if so, who was growing it. Among the villages 

mentioned by everybody was Chimachoy. Elventually he came across one 

of the young progressive Chlima,:hoy farmers, who was in the market that 

morning to sell cauliflower. ['on Pablo (as ho is known in Chimachoy) 

arranged to wake test purrhase-s of cauliflower. Trial runs Ohrotigh 

the freezing process demons trated thaL ( .h im,lihoy' s local variety of 

cauliflower was (if sufficient qu:ity to be asfrozen and sold chopped 

cauliflower in the United States. [.ong, discuss icns followo.d. The men 

from Chinachoy had experienced 'u,,vodifferent I, pes of North American­

sponsored projects in the past. On the one hand, they were familiar 

with the land reform, the co-op, the various forms of earthquake relief 
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projects. Don Pablo had to convince them that ALCOSA was not an aid 

program to be taken advantage of. On the other hand, Chimachoy had 

encountered several North Americans in the past who had arrived in 

town with their truck, announced thei' intention to buy vegetables, and 

had never been heard of again. Don Pablo had to convince them that 

ALCOSA was a stable, permanent operation. Convincing them of this 

was not easy. In fact. now that the first harvest is over, Chimachoy 

farmers still tend to ask every new ALCOSA representative they meet 

if it is really true that ALCOSA intends to buy cauliflower "permanently. 

Eventually, enough mtual trust was e.stablished for a few of the 

inost aggressive Chimachoy farmers to sign on as ALCOSA growers. 

Others followed suit, a few at a time, until eventually there were 16 

farmers who had agreed to plant eight manzanas of land (about 14 acres) 

for ALCOSA. ALCOSA offered the standard terms that it worked out the 

year before with its first small cauliflower growirs in Patzicia. They 

would pay six and one-half cent.; per pound of cauliflower, almost the 

peak price paid by the terminal market in the dry season and consid­

erably more than the prices paid in the rainy season when cauliflower 

is plentiful. A! (A)SA alamo a greed to buy the cauliflower in Chimachoy, 

weighing and purchasing it on one trip and paying for it the n,.xt. ALCOSA 

agrer d to buy all the cauliflower porduce'J on the farmers' contracted 
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cuerdas, and the farmers in turn agreed not to sell ALCOSA's con­

tracted cauliflower to anyone else. ALCOSA encouraged farmers who 

wished to continue selling cauliflower on the fresh market to do so, as 

lung as the cauliflower was produced on land riot under contract to 

ALCOSA. The contract also allows A [COSA to deduct a proportion of 

its payment reprce, nting the proportion of subistandard ,:uliflower 

delivered. This is an important rart of AILCOSA's contract with large 

growers, but with 31,all growers it has never been necessary for Don 

Pablo to invoke this clause in the contract. Small growers' cauliflower 

is delivered and weighed in such small lots that it is possible to observe 

any quality problems before the caullfl.,,wer is even loaded on ALCOSA's 

truck. 

Chimachoy wakes up early on cauliflower day. Don Pablo 

arrives at 10 a. m. . and each family must have its cauliflower ready 

at the buying station by that time. Be fore dawn. vacl 1sfanily' male 

labor force has Ieft for the fields. Ihe mvn ,xa]in,, .ach cauliflower 

plant, cutting the hoads that art ready. (Chilldren follow aloig through 

the row , carrying the. cut cauliflowor In relay; to a 1)la,0 on IhP' qdge 

of the fiteld wherec, another adult or older child carfefully pat ka ,ach head 

in net sacki;. Lach aack holdi up to 50 he-ad of titul ilowe :r tnormally 

110 to 130 pounds. In mid-haryetitt, vach *iirda of caulliflower will 
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normally yield one sack of produce at each twice-weekly cutting. For 

the first ALCOSA harvest, the average family iad three cuerdas of 

cauliflower under contract. Most have planted double that for the 

second harvest. 

Cutting the cauliflower does not take long, but thc. family's plots 

are so scattered, and often so distant froma the buying station up on top 

of the ridge, that it is heavy work to carry the sacks in from the fields. 

The men ctnsider that three kilometers is ab(ut the maximum practicable 

limit for carrying Het. 130-pound sacks up the ,iteep trails on their backs. 

They try to ust pack horses to carry the iacks in, f -orn the- farthest fields. 

Unfortunately, howe:ver, there are not enough pack hor.,; in hce village 

to go around. As word of ALC()SA has-. spread, a !, w r,.qid.nts: from 

neighboring vill; .c:S, rIativve or ,:o-rvligioni;st:s of ( hitna( hoy growers, 

have begun to :;il cauliflower aiso. An in,:r a sing prGportion of the 

cauliflowerppurhacd in (,liim 'hoy is therefore being packied In from 

fielde as far as 10 or 1.5 kilJon, ters llaway. 

By the time )on Pablo', picktup arrIven at 10 o'clock. about 20 

men, a ftw wonen, a e all th,fe,w dozin hildren, f village's pack 

horses, and about 5.000 pound(i of ,caulifilow,.r ha v 'oine together at the 

ALCOSA buying ,at ion., I our met'n have wrertle-d the, lavy platform 

Scale up the hill from ita afukeeping pltc: in the home of th man who 
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originally met Don Pablo in the Guatemala City market. Then begins 

the familiar purchasing ritual. One family at a time, each sack is 

loaded on the scale, the balance is carefully adjusted, and the weight 

called out and noted down. 

After all the cauliflower has been weighed and the scale put away 

again, Don Pablo climbs back into the pickup truck and announcez that 

his teller's window is open. The men file by. each one collecting the 

amount due him from the previous day's harvest. The average payment 

is about 15 Quetzales, but a few families receive less than five, and the 

two families who have .-ommitted aimost all of their land to cauliflower 

production from the beginning collect 50 or 75 Qu,.:tzales apiece. 

Throughout the weighing process, each man has casually but 

carefully observed his nighbors' produce, Each knows exactly how 

much his neighbors hav,, plarted; the icale mvasures not only how much 

each will ,-arn but ;Iso hi.i .,le aeskills a As family, as farmner. ,a ch 

brings forward their cauliflower to the scale. Don 'ablo and their 

fellow farmers silently note its quality and qwintity. Ihose whose 

cauliflow, r bewani.j ire on the small iide, or who only hav, a small sack 

to bring forward, sinile sh,-epishly. "it mnay not look like much, " they 

may, "but every Quetzal countn." Those whose socks are bulging with 
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fine big heads don't say much, but they do make quite a little show out 

of the extra effort necessary to lug around such a bountiful harvest.
 

Throughout this whole process, Don Pablo has been casually
 

dispensing technical assistance in the form of gentle questions and 

comments. To the man with the small heads of cauliflower, "When 

was the last tim you put on fertilizer?" To the man whose heads are 

unusually large, "if you planted a little closer together, the heads would 

be smaller but you would get more weight per cuerda." To the man who
 

has I,: :n complaining about his insect problem, "When you fi:'st see the 

btte:"%lies, that's when you have to apply the insecticide. 

Cauliflower yielr s have in fact improved dramatically between 

ALCOSA's firs t and second harvests, in Chinmachoy. T'his ispartly due 

to Don Pablo's advic(e--he roconinienda clojer planting. distances and 

three times as much fertilizer as they used to apply. IBut it is also 

partly due ) tOl extra care, att ention, and ingenuity that has been 

stimulated in the farmers by AILCOSA's assured demand and relatively 

high fixed price. 

Never before hav(e the:;e men sold their cauliflower by weight, 

but by the sack, an unrelftibl measure that 2ould vary as much as 20 

pounds from one to the next, Now that they have available such oxact 
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measurements of their yields, some of the farm co-op members have 

begun to keep careful records, so they can measure the effect of' changes 

in fertilizing practices or planting distances. Certainly they never have 

sold their cauliflower in such a public arena, where every three lays 

the weigh-in ritual reveals their current production success and there­

fore their cur rent in corne to the assembled village. 

This twice-weekly ritual of publicly measuring agricultural pro­

ductivity has already begun to affect the value system of the village. 

Respect, esteem* and status anong Ch imachoy nen had Alrcady been 

unu3ually dependehnt upon the sir:gle ,1eterminant of agri(:ulturalexper­

tise. This izi probhably a result of the success of various I'r'ostestant 

missionaries in the arei. It reflects the "Protestant ethic'" morality of 

the new religions, but more significantly, the br'ak-up of the old lndio-

Catholic religious systen has removed the ios t traditional determinants 

of village stat us, the ritual position: in re lig_.ious societies. 

Traditionally, a griculturAl expertise hos been measured in 

Chimachoy not by oroductivity p sc, brby by the state of one's fields and 

the robustucs s of' one's plantings. (Chinachoy fields ar-. immaculately 

cultivated; wetd are non-exist:ent. No plows are used. not :ouIld they 

be on the steep slopes, but the soil is worked to an unusuai ('i.pth for 

hoe cultivation. The de(,p furrows follow the ( ontours of the hills 
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precisely, and other erosion control measures are carefully maintained. 

Not only in the milpas, but in other crops as well, intensive interplanting 

is carefully carried out. Plants that die or are harvested are replaced. 

All fields are fertilized and insecticide is applied as needed. The crops 

are uniformly healthy, because the village knows how to control the most 

common pests and diseases. 

Many of these advanced agricultural techniques do tend to increase 

productivity, but that has not apparently been the primary purpose for 

their adoption. For instance, the goal of the Chimachoy cauliflower 

growers has traditionally been to grow the biggest, healthiest, possible 

plants with the largest possible heads. They have been renmarkably 

successful at this; the best Chirnachoy cauliflower can make a head up 

to 18 inches across with a weight of eight or nine pounds. '1To achieve 

these results, however, the plants must be set out at very wide intervals. 

Now after only one A;LCOSA harvest, standards in cauliflower 

have begun to change. flost now agree with Don Pablo that it is more 

important to maximlize yield per cuerda than it is to maximize yield per 

plant. As a result, the subject of proper planting distances has become 

a hot topic of' dis ussi on in the village. l)on 'ablo beliee that the 

"American" planting distance used by AlCOSA on its own farms is too 

close together for native Guatemalan varieties, lie therefore is offering 
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no hard and fast opinion. The transplanting of the second ALCOSA crop 

was just about to begin at the time the study was made. Each farmer 

had a different idea of what distance he planned to try out. As the Checchi 

socio-anthropologist drove various men from Chimachoy around in his 

truck, they asked to stop at every roadside cauliflower patch. Every­

body would get out to mtasure th, planting distance in the patch, to 

assess its effect on the health of the plant, and to begin the discussion 

all over again. Since several of the Chimachoy fLirmers now keep careful 

production records, it will probably only require or two harvestsone 


before the village arrives at a new yield-maximizing standard.
 

The villagers' ideas about fertilizer are beginning to change also. 

At present, Chimachoy farniers only use two types of fertilizer, a high 

potassium formula for sandy soils, and a more balanced formula for clay­

like soils. These two fertilizer formulas and their uses have become in 

effect a new villag, tradition, based apparently on a soil analysis made 

some years ago on the American-sponsored land reform project. At 

their co-op in Chimal tenango where they purchase their fertilizer, they 

have often been told that they sholuld vary the frertilizer they use depend­

ing on the requiretn.ents of each c'rop. ;lniy of the fiarmlr.t have accepted 

the wisdom of thii as a general pri nei pie, hi t they have:n't i'elt c onfidhnt 

enough of it to dare try out some unknown fertilizer formula. Don Pablo 
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the time of transplant­recommends certain specific formulas be used at 

ing the cauliflower, and that other, lower-nitrogen formulas be applied 

later when the heads first start to form. Some of the farmers showed 

the Checchi socio-anthropologist the carefully saved pieces of paper 

where Don Pablo had written down his recommendations to be presented, 

like a doctor, s pre:sc ription, to the cooperative Store. It is likely that 

at least one cr two mnen will soon begin to follow this recommendation. 

If the results is measured by the scale are good, the rest of the village 

will undoubted.y follow suit. In the rneantimn, Don Pablo has more 

strongly insist !d that, even it'they want to continue to use their tradi­

tional formula, they should triple their application. Some farmers 

followed this a lvice on the first crop, and the-ir (ranatically higher 

yields have cor vinced all who can afford it to use nore fertilizer. 

As Table VI-1 illustrates, AI.('OSA purchases have led to con­

siderable benefits for Chinmiachoy farmers. 'Iheir net financial return per 

cuerda of land has incr'eased from 150 to 275 percent, depnding chiefly 

on the a mount of fertilizer they choose to apply. The caluulations made 

in the table at'e sonoewhat artificial, sinc. nobody ,,vor planto-d or sold 

such larg(, quantities of c auliflower h fotre the- arrival of A[( '(C)SA. 

Neverthele.ss, th,, calulatf.d bene:fits are prob;ibly realistic. (Cauliflower 

had been a major cr-op in (himachoy, and the,yields it produc:ed could 

http:Neverthele.ss
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Table VI-1 

BENEFITS TO C'IMACTTOY FARMERS PER CUERDA 

OF CAULIFLOWER HARVEST 

Cots" 
Fertilizer @ 18Q/cwt 


Insecticide 


Total Costs 


Yields @ 6.5¢/lb. (ALCOSA price) 

Net yields 

Annual net yields (3 harvests) 

Equivalent ,'osts and yields if sold 
at Guatemala City 1'.-"sh market 

Costs (3 harvests including transport) 
Yields (1 harvest of ave rage dry 

season prices. 2 at average 
rainy season pr'ices) 

Net yields 

Annual ALCOSA I'e:fits/Cuerda of Land 

Annual ALCOSA Benetfits for F.armer 
with average :3 cuerdas planted to 
Cauliflower 

Low Yield High Yield 
Farmer Farmer 

2 12.00 Q 36.00 

3.00 3.00 

15.00 30.00 

65.00 108.00 

50.00 69.00 

150.00 207.00 

60.00 142.50 

120. 00 196. 00 
60.00 53.50 3/ 

90.00 163.50 

270.00 490.50 

I/ I Cuerda equals 1/6th manzana in thui region, or about 1/4 acre. 
"/ One Quetzal equals one dollar. 

3/1 Note that rainy season prices cannot support additional fertilizer 
costs in high-yield mode. 
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not have been significantly less than those of the major rival crops. 

carrots, cabbage, potatoes. Farmers who use more fertilizer get 

significantly greater profits per cuerda of land, but note that the return 

on each dollar invested is lower. This is the normal case for expanding 

commercial agriiculture: the farmer's net income rises, but he amount 

of capital required rises at an ven faster rate. 

Much of the increased income to Chimachoy farmers from 

ALCOSA sales is being reinvested. N1oet obviously, farmers are using 

the income from one. crop to purchar'e higher amounts of fertili7cr for 

the next crop. Farmers arc also renting more land ;in( raising more 

pack horses. At tiis sltage, the pack horses a re the critical invest­

ment. Tr'nsportation from the fiv.ds is1 the pre.ient production bottle­

neck in Chimachoy; there are just not ,mough pack horses to go around. 

Many ir,Chimachoy are also investing ia portable back-pack sprayers. 

Since these spraye'rsi are normally use.,d for only a few hoursj during 

an entire crop cycle, the five or :ix u.nit s presen tly owned by various 

people in the village are probably :suftfic ient to meet the Aillage's needs. 

Nevertheless. th, npr:iy,,rn have, become tiomethin, of a status symbol 

of progresive farming. and It i likely that mostoof the c'aulfllower 

growers in the village will buy one in the next year or so. 
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All of the present growers plan to expand cauliflower production 

in the future. The averge caulfflower planting now is only three cuerdas. 

The land reform recipients own or rent enough land to expand this pro­

duction up to six or even twelt,, cuertlas without enpaging in ruinous
 

monocultivation. To do this, however, 
 they must rotate cultivations 

among all their holdings, growing cauliflower oc(cas ionally even in the 

most distant plots. At present, rno.it cannot do this hecause of the pack 

horse shortage. Farmers in Chimachoy are aware of the necessity to
 

rotate crops. a practice which they have always followed in the past,
 

normally through the alternation of vege:table and niilpa harvests. 
 With­

out renting much 
more land, and without giving up good c rOp- rotation
 

practices, the. averagt 
 AI.( (SA grow.r in (}ilimiachoy (in probably 

plant 2.1 cuerda:i of cauliflower per year. At pre':fent yields, thiis would 

result in an annual faniily n,.t income of Q 1,6t0. considerably more 

than the ave rag., annual h(u:;,.hold inoronie in rura l (uatninala. Improved 

techniques that ;ir#- being developt.d, :u h a; optitnal planting distanceil, 

could incre a ieti :ain ne figure. 'Cveritually, if the hea vie r and more 

compact Amrican ufauliflow,.r varieties-I prove suitable for ( hiorichoy 

conditionts, yivl , and iinoniv:n', could d(otbl,I hi proj(,ect-d li re. No 

wonder the future' look, brlllhi to ('hlrnachoy ,iier,no wonder It Isfar , 

so Important to them to be assured that ALCOSA'n presence ispermanent. 
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But at the time of this study. ALCOSA had been in Chimachoy 

for less than six months. Yet the village has already experienced un­

dramatic but consequential changes as a result of ALCOSA's presence. 

What changes are likely to occur in the future? It is, of course, diffi­

cult to predict from a single study, but some inferences can be made 

from tile experience of Patzicia, a nearby village that has been selling 

cauliflower to ALCOSA for one year longer than (Chimachoy. 

In the beginning, A2LCOSA made contracts in Patzicia with about 

the same number of farmers and acreage as in Ch imachoy. Now, in the 

fourth harvest cycle snce. that small beginning, the number of partici­

pating fa rme rs.has risen 200 percent, the contracted acreage has 'isen 

300 percent, and the weekly production about ,100 perc'ent. A I.;C)SA has 

contracts in Patzicia with both lakchikel and the I.adino / far-n ers. 

the two groups have rs,:pond.d dilferetntly to lh4, stimulus of the ALCOSA 

market. ENakchil farmer:, have gel 'r'ally f,-Xp:.n1(vd thei r c au liflower 

production by ,,li-inating the production of any oth, ,r vege labi s, espe­

ially cabbage which used to be an important cash crop. They still 

retain their mnilpa plots,, however, and they still grow a crop of wheat 

I/ Ladinos are Spanish -speaking "non-Indian"people. though the 
category is a cultural one, reflecting life style, not biology 
or genetics. 
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on every plot between vegetable crops. As long as they continue these 

sensible restraints, the amount that each family can expand its cauli­

flower production is limited. Most of the expanded production among 

the Kakchikel population of Patzicia is a result of greater numbers of 

farmers pa: ticipatin,. Almost every buying day in Patzicia, one of the 

Kakchikel growcrs introduces Don Pablo to a relative of his who wishes 

to P'nroll in the program. 

The Ladino response has been different. Each family has rented 

as much land as it can to expand cauliflower production. The largest 

of these families are now cultivating sevral nanzanas of cauliflower. 

This Is s'aining elaCh family's labor resources to the absolute maximum. 

From a situation of disguised unemployiunt and under-utilized labor, 

these familie. are facing a labor shortage, at least on the two days a 

week when cauliflower is harv.s ted and purchased. Poor Ladino 

farmers in this area live in ,xtended family hous,.holds. Normally. 

the men cultivatc* the fields and the women do the reSt of the work. 

But now, every enir.ber of the houseihold, every in fant and every able 

grandmothr, mu.t he mobili ed for the r,,ulilfower harvest. The largest 

of these ext,-tidel, ladino :jinii.s, has bee,-n delivering/ to AI,COSA up to 

10,000 pounds of cauliflowe-r, a week. F.Ive other I .,jdiro famlllies are 

making mid-harvest deliveries of 3.000 or 4. 000 pounds weekly. 
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At this scale of production, these Ladino farmers a re operating 

near the limits of traditional technology and their own families' labor 

capacity. They could possibly respond to this by curbing their agricul­

tural expansion at present levels. From the interviews, however, it 

appears that their more likely response will be to start hiring labor 

from outside the family. Already some of the largest producers have 

turned from pack horses to rented trucks to transport their cauliflower 

from the fields to the ALCOSA buying Station. lfiring labor and renting 

trucks represent qualitative changes in the organization of cauliflower 

production and in the level of technology applied. 

The hiring of labor and the renting of trucks must increase these 

farmers' costs of production. But the costs of other production factors 

are also increasing. Ileavier and more costly applications of fertilizer 

and insecticide are already the norm. In addition, land rental prices 

must soon rise, since the expanded cauliflower production has led to 

a huge increase in local demand for re!nted land. If the larger Patzicia 

farmers respond to theqe rising !costs in the classical way. as seems 

likely, they will seek to expand production still f'urther to compensate 

for the lower net yields per pound of cauliflower. 
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Given the very finite amount of land available in this densely
 

populated area, 
 the expansion of the largest cauliflower growers must 

take place at the expense of the contraction of .ome other farmers' 

activity. The most likely candidates for this cortraction art the mar­

ginally snall farmers who for some reason or- another have not chosen 

to grow cauliflower for AI., ().SA. Again, it Pai.zicia tol lows the classical 

economic pattertio, these smaller far'niers--possibly more traditional and 

certainly less opportunistically entrepreneurial--will supply the labor
 

needed by the larger growers.
 

But the larger growers will not be the only ones who come to 

*participate in the cauliflower-based local economic growth. Many
 

others, with a 
 s:mall anount of capital Io invest, will t ike. advantage of
 

the expanded Patziciii economy. Already a few food vendors 
have dis­

covered the wonderful market avail.,ble at the AIC('SA :station on cauli­

flower buying days. Ifundredis of people are g ithered there,, and by the 

end of the day all have money in their pocket,. It is only a matter of 

time before a few stores, anij maybe even a full-fle-dged market, Ippear 

on the site . In addition to the growors anrd the ,omt: i zrcia entripren,'urs, 

anybody who owns, ;and (c;in therefort rent, ap riultural (a pAtal--land, 

pack horses, or especially a truck--will also benefit. 
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All of these people that are most likely to directly or indirectly 

receive the greatest benefit from the expanded cauliflower p:.oduction 

have two elements in common, at leadt a little capital to begin with 

and an entreprenieurial economic !nentality. In lPatzi cia, most of the 

people who meet these requirements are L.adinos; niost of the people 

who dc xot are IKak'hi ke.l. 'Ihis is not to say that smiall akchikel 

growers who do not produce cauliflower will riot rercive any economic 

benefit from AI.( ()SA. In fact, ti is likely that the wages they mly 

receive working for the large grower.i will in fact represent a signifi­

catit incre -i in toi,.'r ainnual itIc'om e. Nev'erthI,-eI,,. the e cono Inic 

benefits of otiers will be proportionately much greter. Though all 

may bencefit -c onornical!y. thi- ap.grt.g a!q, rt,:ilt in Ow, ,o11munity will 

be an increani tn icononi(" inequality. It is irofni that AI.CO)SA, which 

is an "equal opportunity" ('onlractor ifthere ever was on-. and Don 

Pablo, who it almost an Indlanist in hin sentimentS. should have thiG 

effect,
 

But does the experienco of Patztcia really foretell the future of 

Chimachoy " To anaw.r this quention. one niusit arles)s the likel y 

impact of th,. one tstiglficant diffe ren)ce hltwern IhrAe two 'OnH11lt|it i,. 

The populatioin or I'atzti~a id divided between Ladition and Ktakchikel.: 
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Chimachoy is 100 percent Kakchikel. As a result of this difference in 

their populations, the Chimachoy experience could diverge from that 

of Patzlcia in one of two ways. Either the native Kakchikel value 

system will prevent the emergence of large commercial farmer­

employers, or such a larger farmer istratum will emerge, but the result­

ing economic stratification of the communiLy will not be reflected in an 

odious economic ethnic division. At present, it ieems like the second 

alternative is more likely to occur, since Chimachoy agriculture is 

already dominated by a leadership group of progressive and entrepre­

neurial young men. 
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LAAD DE CENTROAIMICA S.A.
 

AAI§CE SHEETS
 

October 31. 


1976 1975 


Assets 

Cas& 
 55.37b $ 120.390 

Tis d tst 593
190000 365
 a


245,376 85,983 
:c-"semets incluing $2,374.927 

(.r - 5.7:16)maturt1 tt 

10.416,758 7,239,904 

1,106,772 929,750


$hcrt-term comr-mial paper 571,003 169,309 

12,0914.530 8,338.963 


t.ess - A1 '.-i-e f~r possible leasest0500! 

eK 8.-UX) ( 205,00) 


11.786530 _8,133,963 

£~ccrwed tnatrizt and dividends 

cetwable . ulthtm Ye7ar 351352 234094 
0-:t'er asets I10,367 7Lagb 


$12,493,625 $8.929.0o3 

October 31,
 

1976 1975
 

Labilities and
 
Stockholders' Equity
 

Loan payable to parent compay (Note 2) $ 375,000 $ 300,000
 
Acc rued interest and other liabilities 104,192 45,790
 
Term debt (Note 3) 8,115000 610OO
 

Total liabilities 8,594.192 6,345.190
 
Stockholders' e<7uity (Note 4):-


Convertibl priIerred stock:
 
Class A - 1. cr ulative, nom­

articipating, $1,000 par value,
 
,00s,
sares authorized, 1,330 

and 290 sharcs issued and out­
standin4g, respectively 1,330,000 290,000Class B - 87 -ujrulative, non­
participatine, $100 par value, 
10,00 shares authorized 

Cow-an stx-k: 
Clss A - $1,000 par value, 2,000 

shares authorized, Issued and 
outstand ing 200000 2.000.000 

Class B - $100 par value, 10,000
shares authcrized. 500 shares
issued and outstanding 50000 50000
 

3,380,000 2.340.000
 
Retained earnings (Note 3) 519,433 243,213
 

3,899,433 2,583,213

$12,493.625 

INC 

- I
 



LAAD DE CENTROAMERICA S.A. Exhibit 2. 

.STATEMENTS OF INCOME AND RETAINED EARNINGS 

Income:
 
InteresL earned 

Dividends earned 

Gain on sale of equity
 
investment 


Other 


Total 


Expenses:
 

Interest 


Operating expenses:
 

Salaries and employee
 
benefits 


Other 


Provision for possible losses 


Total 

Net income for the year 
Retained earnings, beginning 
of year 

Cash dividend.; on 8% cumulative 
preferred stock (Note 4) 

Retained earning,. end of year 
Earnings per cowmmon and common 

equivalent share (Note 1): 

Per Class A common share 

Per Class B common share 


Year ended October 31,
 

1976 1975
 

$817,643 $642,859
 
62,625 66,779
 

90,000
 
4,446 4,594
 

974,714 714,232
 

247,515 180,303
 

184,338 160,246
 
116,316 90,b!7
 

300,654 251,063
 
103,Q0 112,392
 

651,169. 543,758
 

323,545 170,474
 

243,213 72,739
 

47,325
 

2519,4$243..2!I 

$122.97 $34,14 

1 $ 



Consolidated Financial Statements Exhibit 3, 
Consolidated Balance Sheets
 

(Notel) 

ASETS 
Cash 

Time deposits 


Investments, including $2,960,238 
(1975 - $2,075,543) maturing within one year:
Loans 
Equity 

Short-term commercial paper 


LESS: Allowance for po, %'blelosses 

Accrued interest and dividends rereivcble 

Other assets 


LIABILITIES AND STOCKHOLDERS' EQUITY 
Loan payable to bank (Note 2) 
Accrued interest and other liabilities 
Term debt (Note 31 
Minority intere, 

Tct0 ';bii;fies 

Stockhold7s' (q ,y !N15te 4); 
Preferred stock - r-1 cumulative, convertible, 
fuitv paricipating, S5,000 par value 
1,06,i s-:h,.es authorized, 266 and 102 shares 
issueo and outstandinq, respectively 
Cortmon stock - $5,000 par valug, 2,000 shares 
authorized, 600 shares isswed and outstanding 
Retained earnings (Note 3) 

October 31, 
1976 1975 

$ 102,080 $ 209,240 
250,000 465,593 

352.080 674,833 

11,279,322 8,105,805 
1,226,320 1,108,265 

955,718 255,717 

13,461,360 9,469,787 
(354,000) (285,000) 

13,107,360 .,184,787 
397,707 261,449 
236,804 193,498 

,14,093,951 S10,314,567 

$ 875,000 S 300,000 
99,744 45,867 

8,115,000 6,000,000 
62,749 55,016 

9,152,493 6,400,883 

1,330,000 510,000 

3,000,000 3,000,000 
611,458 403,684 

4,941,458 3.913,684 

$14,093,051 S10,314,567 

-. - ­

http:s-:h,.es


Exhibit 4. 

Consolidated Statementsof Ilcome and Retained Earnings 
(Notel) 

Income: 
Interest earned 

Dividends earned 

Other 


Total 

Expenses:
 
Interest 


Operating expenses:
Salaries and employees benefits 
Other 

Provision for posoile losses 
Total 

Net income for the year 
Retained earninq, beginning of year 

Cash 	dividends on 5 0 cumulative 
preferred %tock (Note 4) 

Retained earr-ings, end of year 

Year ended October3 
1976 1975
 

$ 935,444 $ 737,355 
62,625 66,778 
98,042 39,365 

1,096,111 843,498 

275,051 185,202 

264,693 213,509 
.2054q4 _ , 

745,148 604,577
100,279 60,934 
845,427 665,511 

250,684 177,987 
403,684 225,697 

654,368 403,684 

42,910 

611,458 403,684 

Earnings per share of common stock 
'Note 1) $ 346.29 $ 303.21 



Exhibit 5. a. 

LAAD EVALUATION
 

Agribusiness Subprojcct Operations
 

LAAD Direct Financing ICI Subproject
 

Name of Company;
 

Address:
 

Name of Respondent:
 

Position:
 

Operation's product line(s) 

1. 	When did your company begin ope'atio n 
__ 

2. 	 flow did you decide upon the product 1iue(s)? (Mhat inlfor­

motion precipitated the decin;ion; who provided the infor­

mation, what sorts of studics and analy,;t-es wore done?) 

L!hAD/ICi Contact:
 

3. 	 flow and when did your oriqina1 contact with 1 AA)/ICI coma 

about? 

,i'
 



Agribusiness Subproject Operations -	 Page 2 

4. 	(If LAAD's contact came about prior to boginning of
 

some
operations) Do you consider that LAAD/ICI was in 


measure instrumental in your initiating operations?
 

Yea ) No ( ). Explain:
 

(For ICIs and their sub-lending activities as well as agri­

buoines:; projects financed directl'! .,; 1tJAU) 

5. 	Please describe any technical atisisi ,Mnce or support LAAD
 

has rendered you.
 

Did 	you pay any of the expense, for tht a. n .Lance? 

Yos 	 ( ) No ( ). If yell, 'pecify 

On 	 an overall banin, how would you rato a 0iutinct renderod 

by 	LAD?
 

Very effective ( ) 

Modoraitoly effective ( ) 

Not ofoctivo ( ) 

11 
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Which type of assistance was the most useful? 

Technical ( ) 

Financial ( ) 

Other ( ) 

Please specify: 

6. 	What is the amount of financing thcough LAAD/ICI? 

7. 	 (If a loan) What are the terms of the loan agreement with 

LAAD/T CT? 

8. 	Are there specific ccnditionn in that loan iaqreement which 

deal with purcha.-ing raw mate rial-s from -imall farmor t? 

Yes ( ) ao ( ) if yws, what does th, loan anroement 

say in thin regard? 

,.rect o117) nartii 

tion oither throujh lotn or ,pi ty .nvrtitm t, havo t ,Oir 

sourcea: of fi naco he n o.vn.. up to you? Y,, No 

9. 	 (LAAD nu1hproj)c.: y !ocaunvh of IIAAD'V pa-

Perhapa . Explain____________ 
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Subproject Viability
 

10. What have been your level of sales and profits since the 

beginning of your operation? 

Year 

Costs and 
Expenses
 

Profits 

I L (If reat;onably profitable) What have been the major 

problems you have had to solve (a.9 a new busines or 

Maintaining the 1;als (Marketing, cash-flow,libove luv(!l)? 

out-of-date technology, lahor, suppliers, organizational) 

(If margiinal pro fit:abi i ty or lontn) Wh:,t to, zln to 1,4t the 

major reoaton (t.) for t}i, lack of profits? 
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12. What 	level of sales (or output) do you feel you will
 

achieve by 1980?
 

1985?
 

Subproject Marketing:
 

13. What 	are the marketing channels that the firm uses to sell
 

its goods?
 

14. Has marketing the processed or final product been a special 

problem for your firm? Yea ( ) No ( ) 

If yes, explain: 

1. 

15. What 	percbntage of your goods were sold
 

in this country? %
 

in the CA region?
 

outside the region?
 

16. 	 Within these market aica can you e:itiimte your market sharo? 

Thin country U.S. 

CA region Other 

Not significant 

17. 	 Of your costs of goods cold, what porcont are purchasas of 

raw materials? % 
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18. 	 Who are your suppliers of raw materials? (Percent of
 
total, please)
 

Small farmer individuals percent (numbor)
 

Marketing cooperatives
 

Medium farmers 

Large farmers
 

Company cultivation
 

(If source is cooperative, try to obtain break down on
 

member farm size characteristics)
 

19. 	 Is the product your are buying from suppliers one which lie 

has traditionally grown? Yes ( ) No ( ) 

If yes, has any change in crop varieties, better producLion 

methods, new fertilizers or other improvements come about 

as a result of your company's actions? 

20. Has some govrrninental acejncy been helpful i. . providinq 

tochinical ass istance to your suppliers? Yes ( ) No ) 

In holping you identify ripecific suppliorn? Ye ( ) 

No ( ) 

In other waya? Yen ( ) No ( ) 

21. Is nomoona olso working with producors on new variatioo/ 

mothoda and tochniquou? 

I,s1/
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Purchasing agent or employee of company 
 _ 

Non-affiliated intermediaries
 

Others
 

22. 	 (If products or varieties are not too numerous)
 

Would you please tell me amounts of raw materials
 

purchased and price per unit?
 

Product Amount Purchased Prico/Jnit
 

23. 	 Do you have competitors which aire trying actively to
 

purchase these same products? Yea ( ) No 

Detail: 

24. Since you have !;tarted purchasinq these good- have prices 

to the farmer ri.:.eri? Yes ( ) No ( ) 

If ye, give Spccific cXmpla:_ 

Purchasing Mechani ::m: 

25. 	 What meatin do you uuo to purchatie your raw m,,terials? 

Direct 	 purchati ivj porcent - MarPk.t i:,i 
Coopor at tItt 

Outuidi o icif.-it or
 
intormo(dilr iy- - Othor ( pec fy)
 

Othor,
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26. 	 What sort of purchasing agreement do you use?
 

27. 	 How are price!l arrived at (pre-set, re). ionnhip to markt 

price, negotiated at time of ddAivery) " 
_ 

Supplier Problems: 

28. 	 What, if any, proble:in do you have with your suppliers? 

Lack of compliance with quality standards
 

Inability to deliver promptly .....
 

Inaufficient grower output
 

Other (:cc ify)
 

29. 	 Do you extond credit to suppliers? Yes ( ) o ( 

What han beovn your exp!r iencc( ;)? 

30. 	 (1f ind'ci,.tion in tihvt corp:bny p)roduc'iti it" own atupply) 

Havo you sa<d to cultivato yotir own oupply soui-co Lucauao 

of thenoe, prolvmtir? Yon ( ) No ( ) 

If yar., givo " iii 

- - -	 - , ii-l *i i I II I I 
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31. 	 Have there been points in time when you could not buy
 

from suppliers aj anticipated due to a plant breakdown,
 

lack of funds to pay, technical production problems, etc.
 

Yes( ) No(
 

If yes, please explain:
 

Employment:
 

32. 	What is your current number of employees and their pay 

ranges? 

Management 

Administration 

Salon 

Full-time production 

Part-time production 

Farm operations 

Expansion:
 

33. 	 Will there be chango in the production level which affccLt 

the number of porconnol in the noer future? 

yes
 

incr easo 

docruao
 

Noa ) 

' I 
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34. 	 If increase in production level, will there bo an 

expansion of capital outlay? 

yes 

Plant spaco
 

Additional 
Equipment
 

NO)
 

Export Earnings:
 

35. 	 At present what percent of your equipment was purchased 

within this country? percont 

outside this country 
but within CA?
 

outside the CA region?
 

How about construction matcrianl for the plant? 

within thit; country? percent 

outside thii country 
but withn CA? 

outu ide the! CA region?........ 

How about operatin:; rnat, raln (pack.-g i: for exnmple) 

within thi:- c untry _porcont 

outside tli'n country
 
but withir CA
 

outaido ti CA region
 



Exhibit 5. b. 

LAAD EVALUATION 

Intermediatc Credit Institution Loans
 

Znstitution Name 

Address 

Respondent
 

Position
 

1. 	 What is this intitution's area of concentration as far 

an type of loan is concerned? 

Agr icu Itur aI 

Industr ial( 

Connercial ( ) 

Other C ) .... . ... .. 

NO specific 

concentration ( ) 

2, How and when did the borrowing rolationship with LAAD coviu 

about?
 

3. What ar t he- t rr.$i -ind cond itio n Of 1.t]r', 1 loanOdz .o , .l 

(read termi c :i i ., : i: JAAJ pi n j ,r ta nd , tiot;r (; i v',n 	 p*per ,,) 

, __
I j, 	-- IH ,,:,iiiii , ii i il ll 1 f f 



ICI Loans
 
Page 2.
 

4. What is your understancding of LAAD's view of financing 

traditional agricultural activities? 

5. 	 Whnt is your understandinj regarding LAAD' s financing for 

different sized farm operations? 

6. 	 How many subproject, hltvct been financed w.ith LAAD lozin 

fund-? ..... _ 

7. 	 Would you miiid telling ine the names of thwse companies, 

cooperatives or individua1s; their product (s) ; and the 

amount of credit extended to each one? 

Cro. it Proviot!s 
Name Product Amnount NOw Customer 

8. Do 0"7 of thona proj."t.ri ropretnt. na.- bu) inctn activition? 

You ( ) No ( ) Indicnto abovo. 

http:proj."t.ri


ICI 	Loans
 
Pago 	 3. 

9. 	Have any of these projects been previous borrowers from 

this institution? Yes ( ) No ( ) 

Indicate abovo. Why have they returned to you for credit? 

10. 	What terms to you offer these ]orrow,.ir s? 

Collateiral/ 
Ndm 	 Interest Payback 1,Loan R& in Other 

1. 	Ii there a limit to the amount you will lo, n to aiy one 

borrower in the non-traditional airibuinena fiv3l!? 

You ( ) No C ) If yo,& how i' lunimt dteirminod? 

12. 	 Do yoJi consider the above loans to be low, medium or high 

risk lu. i? 

L M It 

L M U 

L M II 

http:orrow,.ir
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13. 

L 

L 

L 
WoulI you hav: loaned to some of these borrowers 

even if LAAD-financing had not been available? 

Yes ( ) No ( ) Which onesi? 

M 

4 
M 

anyway 

H 

H 

H 

14. After your institution has repaid it- obliqation to LAAD, 

is it likely that you will continue to provide loans to 

some of the!e ,ub-borrowers? Yus ( ) No ( ) 

Which ones? 

15. Do you think theoc typcn of loans requiro tipecial 

considerntions an opposed to more trasditioimal lonn-s? 

Yea ( ) No ( ) )Expa1,i _.. 

16. What 

thvttc 

uorta of anintrinct, nd how ort,,n (ill Add .1on to 

loan ) , do yOu of'cr t ht-to 1)r-rrOWvr ,, (product ion, 

toh C4~dv~ .~: ~. ~; nnd in-nilmn anin alc 



ICI Loans 
Page 5. 

17. 	 Are there other sorts of assistance available to these 

borrowers from other sources (government, LAAD processors, 

etc.)? Yes ( ) No ( ) If yes, please explain.
 

18. 	 Of the above mentioned borrowers, which loanz are for 

production, which are for inarkctin(J, which iir( for 

processing ,nd which are for dii:triI tion of the product? 

Name Production" Mirket inj I-oce:; i ni Di2tr i) iition 

19. Of the 1oan rmad.i 

production credit 

largo farmers? 

directly to 

what amount 

farmur for 

has gono to 

4gricultural 

nmall, medium or 

small 

lNutlJlor of On Totj Amotint 

Modium 

Large 

tilt. 



xcrPagoLoan.36. 

20. 	 Do come of these loans go to companios, cooperativos, or 

institutions which rclend it to other borrowers? 

y os ( ) No ( ) Please give details. 

21. 	 Of the locn,; made through thc.;(! other cumpanies., co­

operatives or institutions, what amount has gone to 

ozmall, medium and largo farmers? 

NJumber of L.o,'nmi Total Amouint 

Small
 

Mod iwure____ 

Large 	 ..­

22. 	 Would you describu yuur oxperioncoa with farm production 

crodit (obpacially with smallor producers)? 

Yes( ) No( 

23. 	 Woul1d you ii.rv that yo. -ire moro active in tho fe ld of 

m 	 )un y o i con t nngr ibu n i f I rn 11 r , i i .n y oijwoZr t -- O t, o r t 

and finznc iij throutil, I.AD? Yo:: ( ) 0'rhp1 1
 

Not roilly ( ) 1):1in. ...
 

k~ 	 ~-I I 	 J Ill m II _.P I~ - - -,I-

- --. ­



ICI 	Loans 
Pago 	7. 

24. 	 Zf yes, will this be a continuing pattern for your 

organization? Yes ( ) No ( ) Comments: 

, 	 v)
 



__________ 

Exhibit 5. c. 

EVALUACION DE LAAD 

EMTRVISTAS AL PEQUL-1O AGRICULTOR 

(Instruccionos: Trate al estrevitado en una formna amistosa para 
qua ontro en Ia( tnfnn:is do c un estudjo dalconfianza. ' quo &ite es 

proyacto do agroindustria, y no del a'qricultor. Su ayuda an esto
 
astudio serl de rnucho valor porque 61 ha tenido contacto con la
 
agroindustr in y coIIoco Zt qun., ij.-pcctos de su operac16n. El entro­

vistzido debeL s r j e I do ~m i 

(Antes de colncnzar 1.i entrovivt-,~ completo lou siguientri datom.) 

1. 	 Nombr- (1e1 proyetto de L.AI, o de la~ ICI_____________ 

_ _ _ _ 2. 	 Focha _ _ _ _ _ _ _ 3. L t:(PAr _ _ _ _ _ _ _ _ _ _ _ _ 

4. 	 Fuento de 1ntrOdklCC6n al1 o:trtuvi ntadu: 

Bueom dia -i (h~teno:- tardc a) ,e p--m nItO hacer I tinna pr epint ar; 

~ioor~ 1o:*~ob --u Linscoi y lon product. - qu Cti ILmiA?cjutvtd 

5. 	 4C'jhlemn zon los produ-twi clue ust-t-k cult iva? 

6. 	 ICu~nva~in~n8 do terrenjo tioni, unitect? 

7. 	 Do 6-.tan , lcufmt.,in :ions propi ain? AI I it I.ltu 

0 Ints t r.'b) ] pair .t (Ait a por none. (Cov:o mtld iali) 

1,e'rtt Otitflrd.I 


(por cowhio?
 

lCuintrss cwsecha,. al1 ano nson potsb3ot ton oa . la?
 

8. 	Act~uA un 'cufantma~ tnm.-.4avl r'Ii n entl producto 

Do 	 61 o"i, l.etihmn tral4ipin tin al vcipo? 



______ 

________ 

-2 ­

on su purcola
10. 	 4Contrat' usted a otras persionas para trabajar 


durantc ]as 6pocias de mucho trzabojo?
 

(SI la rcspuoeIta on. zfirmcntai) ZCu~ntos?­

4ri qu6 triaba~jan? -______________ 

de utro-i agri]cul1
11. 	 J.Trab1X- a urtcdl al jua,; vc-ce,; c 1ais p~ircc,1a., 

otio lugar) deveonrdo un si4 lar io?vores (o en aig6n 

12. 	 zjt u,'Acd mK t-rnbi o) de a lquna coop42rzat iva? 

M.i!Ar ibuidora? _______­

(Si 1Ik rv!-puo:-La e.- itt a 


Zr______, de Crtidito?.....
.c.,ociaci6nlProducci6t? 


~Morcadoo? 


(S i no) Ma~y ai1Jun.t coopec,-z.;t~ in o el .irea, a la~ cuau, ted
 

in icio do( 1-i 6poc do 
13. 	 11J.c(i1) tiattl cz 6iLI Lo: (If. p'ducc i6n aij 

Or~trti cquv W:3 01 jp':tAMnO? 

zuor4 on~ii j'l tfio~.(I'?i 	 iitd ii '~ ~~': 

p ca 	de- a fAr cft? 
14. 1,1 jollul a I , r~ti 1) ~r 1-1 tin,, 	 i t c ttT1l ,.qa: 	 on 

/tj~~ .- i 

)s% .1ipf n~ t.i k i TiOV114 MIIi 	 W1It~~pIr
crir,, 	 litjv eii;1 u r~'eci! t ji 



3­

15. 4Cudntos oflos tione do oiitar sembrando L5roducto(aj7? 

(Si no lo hia hecho todat la vida) ZQu6 cultivos 0ofanbraba usted 

on estn tiorrti dondc2- ahiora siembra jr(uto(!3) j4 

e.Porciut6 cam)Ab6 i;Lcd a 1/r od uct 0 ( s)j71 ___________________ 

16. ZDedica u,-t-*d m6!fI3 rinnflZnfli, o inroflO, a la iietinbra de(k' ~ ()S, 

que lo que le. ded icahba baco a I qu n o a ill o,,_________________ 

m (oglCu~ntais inarnzanas rfo nos) ? ____________________ 

I Porqu 6? 

17. £ Cu,'nto: i u a e. jrdct ) le JUodu jo la (.It ~W~co.-ecla? 

4Cuitov qu untaior Wlir;?f o m'onoi (jui In~ conecha sinter ior? 

18. llfi.zo uritod aliqun compromisio pora vePri /produc~o ('ij/ antoll 

do In coavc-hm? _____ 

(S Int re-.u--iLa i ;-. 1 i rnativa~, obten~;. I on dot 1 1t,: dol eon­

trnto). 

lobtuvo u ntvtl ulln <-on it h a :liyor do Li:o!j' ( s ti 1.a qtic yr 

(Si no, pana a la preuntri Zio. 20.) 



_ _____________ 

___ 

-4­

19. 	 ZD6nds vend16 ur~tcd roducto(s)7?______________
 

Porcent(-'jc ()Al mercado local _____________
 

Porcontajc C(,) ali interinediario tr; cicional ______
 

Porcont aje (c%")a la zacjro indu:,tr io% (pr oce:;adoa__________
 

20. 	 1J1an caribia.do u!;o,,- J)oi-ccfltij (!. (lur atite l.- iflO io~j?61Imw l 

(Si l10~:u. ~ eti a Cirmat iva) ,'.In qu(- fOrInTI? ­

21. 	 1A cu6Il do ustos cornpradoro.-i I~r(!f; ''re L]L'tt.( vc.nclu-r ?2U(!;) pLodUtC­

to(s)?_ _ _ __________ 

Z Porqu6? 


(~ino 	 nre ha rnenfcioi1 O,Q (k j(!n p aq (A t ,(j r 

22. 	 J"nj la Oit imii ,qI6 rtc zIo rtcib oii:tO por /p-r o Iticto (1,7? 

23. 	 C(n: i d er ,in (14 tt dd1-, 1.1i : co!ia a vr e o u. t c! I it i I ( W, r r)e i.('A ( 

c03( eon) ol1 i,. 4or pr 0 rV t C (JIt' Ut i~ wiicut i(:c cwo:; .tlp 

Ck1ilt i. On vr~tAif t i 'Iraf , 0 Cf (.e, U -ited que .~ ~ 1 4' 

otro product~o !si wit' I putiti1 

e'in wc (,.r ot. ro produt.t ) ' j Iprli 1.u'
 

4POrcjutO __________________
 

http:caribia.do


______ 

- 5 ­

24. 	 lCudles son loa problcemas principales quo so le Premontan a 

un agricultor doi osta Sra on el cultivo dle §~roducto(s)j7? 

jjeipon: Factores naturales (cluia 9ueI1o.,, infectos, o 

eff*trmcd('-m)O faictorc,'j ccozn6mico, (costo de' suministros, 

precio.- (]..I product (), di-;pojOb 1 idi( de cr~d ito y centro-, 

do mercadco) , dificultaden tt~crica.?tj7 

25. 	 Poa ib1ccwzte usit:> hia ditjcut ido o.wtoji v'robhltn!i co", ot ro~j .qr i ­

cultorurn y con -,us veci:no,; ptro l., hai 2 d u:t ed .11 .unil 

26. 	 (Si la rovpue-.t~i it ls~f pro n.;uad ?o. 2~,5 t.s iif V 

loud6 Cll - ~ do ayud") o con ?14.jo roi, (It (a:wj iom ol~~ 

cioniar ontowi po ~r 

£C6.no 1o p)hIro l-(l4-ol-WJ Io~ 	 ( )Il aysi v(~a) o 

(Ropit t -~ ,~ci~pri '1int -I por c.-%ti -io I A t '1i at ' d. 1.- paTf. 

junt-i 2 i. ILr ju!jJ ;sa,ito doi o ls. iltH -11. jI ~~ 

do uInI tin;;t itielem(i t- er(ld1ito, r~ n..n ~ti~ ~d 



____________ procauadora, etc.) 


(Si al proyecto o sub-proyccto es un procesador, haga las pre­

guntas 27 a 31. Si es una instituci6 n de cr6dito, hagja In,.
 

proguntas 32 a 35.)
 

IDesde hace cu,5ntos aflos ha estado cultivando productors cquc
27. 

procesadora)?son proccsiados por 	(nombre de la cmpr:.sa 

283. 	 ICu~indo tuvo su primer contacto curn (procesador)?­

29. 	 j Qu6 problrmas ha tenido u.,;teod en la verit dr.. su producto a 

(procesacdor) ?­

30. 	 Tengo entenrlido quo (fiirTa procesidora) cxirje (nioncionu lor, 

m(Infl importc-ites de-1 prjcO,-ad3oL: nuevai va­raquerimi ontos; 

de cult ivo.-, t6cniciriedades, iflfovz1iine en pr~cticii 

6poczus de orch,7 y est"61011rcs do Cal dwd, etc,. ~C ~I1 

sti op inion -.olree sto? Cr ee unl,- (pie n zigr icult-orqoes 

rus CawI)i o'?' J(2Cilu"I Ocsto
ComWo u~ted plic(N a~apacto.: 


bnnt-*tn LV:; pr oI(-21i:- zCroo vtoci qjuo vair-e la1n
 

http:cmpr:.sa
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31. 	En su opini6n,jes (nombre del procesador) un buen
 

cliente para los pequefios agricultores de esta 6rea, o
 

es m~s apropiado para los agricultores con mayores rccursos
 

y grandes parcelas de tierra?
 

(Si es mrs apropiado para los agricultores rnis grande: )
 

jPorqu6?
 

(Preguntas 32 - 35 para proyectos financiados por ICIs) 

32. 	 Desde hace cuftntos afios recibe usted crCdito de (B;inco) 

para su producci6n?_ 

32. 	 Anteriormente rocibi6" usted cr(dit-.os de producci6u'i CIe aguna 

otra 	fuente?
 

(Si la respuesta es afirmativa) De quii.Cn?_
 

34. 	 ZC6mo estableci6 su primer contacto con (in fuente)_? 

35. 	 ZQu6 problemis ha tenido usted en sus nejociacionc:s con (1I fuirnte)? 

(Preguntas 36 - 37 para todos iose entrevi.,Atados) 

36. 	 ZCree usted que (banco o a,roindustria) hi Sio (10 jto o1n SU.' 

negociacioncs con los pequofos gricultorus de esta ,Ioca? 

http:cr(dit-.os


- 8­

(Si no ha sido justo) lPorqu6? 

37. 4Qu6 carnbi.os porlria hacer (banco o ag):oindustria) en el futuro 

para dar mis ayuda o mayores bcneficios a los pequefios agri­

cultores con los que trabaja?
 

(De las gracias al entrevistadp. flaga 6nfasir; en la gran 

ayuda que le ha p -cstado en su estudio de la agroincduztria 

o banco.)
 

http:carnbi.os
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