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SUMMARY
 

The Fondo de Garantfa y Fomento para la Agricultura,

Ganaderfa y Avicultura 1/ was founded in December, 1956, in
 
order to promote the participation of private banks in financing
 
crop, livestock, and poultry production activities.
 

To promote such participation Fondo, acting as a
 
fiduciary from the Bank of 
 Mexico (Banco de Mexico, S.A.),

discounts to private credit institutions up to 90 % of the value of
 
credits given to farmers. Under these conditions, Fondo's activi
ties are seca-d-level operations, as it assists producers indirectly

through private banks (and, more recently, official banks).
 

During the first years, Fondo's operations were sustained 
by its own resources. Financing programs with foreign resources 
for long-term credits were started in 1962. 

The ALPRO-AID 2/ Program was begun in 1932, with aloan from the government of-the United States to Mexico in the 
amount of 20 million dollars to finance small farmers. An additional
21.5 million dollar loan was obtained in August, 1965. Therefore,
there were a total of 41.5 million dollars available for this program. 

The ALPRO-IDB 3/ Program was established in 1968,
with a 20 million dollar loan fiom IDB. The program was increased
with a second loan from DB for an additional 32 million dollars in 
1971. 

W'th the AID and DB resources, the ALPRO Program 
e,was then .tblished, fn-- discounting credits to small producers


through privte credit inst.utions. The Fondo retained the right

to make these di1rua.s 
 :sing funds f-om either, of the two sources. 

I/ From now on referred to as For.do. 
2/ Alliance for Progress -- Agency for International Development.
T/ Alliance for Progress -- Interamerican Development B ank 
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The IBRD 4/ Program started with a 25 million dollar 
loan in 1965. A second 1BRD loan of 65 million dollars was ob
tained in 1969. A third IBRD loan of 75 million dollars was 
obtainect subsequently. All the resources from these BRD loans 
are to be used to improve and augment rural infraestructure, and 
to promote technological advances in agricultural production. 
Credits are given to medium-sized individual producers and to groups 
by means of credit societies. 

Table 1 summarizes the number and type of beneficiaries 
who have received credit from the ALPRO Programs operated by 
Fondo. 

In general, credits discounted by Fondo to private 
credit institutions have produced successful results, as is shown 
in the evaluations made for the ALPRO credits during the 1963-66 
period. This is due to the mechanisms of selection of subjects of 
credit, the evaluation or study of credit applications, and the 
feasibility and profitability studies for the investment projects to 
be financed. 

For this same reason, and due to the financing mechanism 
of discounts to commercial and official banks, there is a 100 % 
recovery of the funds involved in these discounts. However, given 
the increasing volume of credit operated through the different 
Fondo programs, the requirements of technical personnel to make 
studies before the credit is given are also growing. 

The most important innovations adopted in the Fondo 
are the establishedment of two new programs oriented to smaller 
farm producers. 

The first of these is the "Immediate Action Program 
for Agricultural Credit". Its main objective is to increase the 
long and short term financing available to farmers in conjunction 
with the organization, and training of producers and the formulation 
of credit plans containing technically and econ3mically feasible 
specific projects, with emphasis on employment creation in zones 
with critical social and economic situations. 

4/ International Bank for Reconstruction and Development. 
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The second program is the Special Fund of Technical 
Assistance and Guarantee for AgriclOitural Credits, whose main 
objective is to promote and suppurt economically the establish
mrent of a technical assistance and supervision service required 
for agricultural production loans supplied by participating institu
tions. This Special Fund also has a system to guarantee the 
partial recovery of farm credits from commercial banks. 

Small farmers constitute about 80 % of the total of 
all farmers in Mexico, but their contkibution to total agricultural. 
production is less than 50 %. They enjoy very limited access 
to technical assistance and, in general, to the practical results 
of the agricultural research. Foreign aid in the form of low 
rates of interest loans, specifically assigned to rural development 
plans anmong small farm producers, would produce a greater social 
impact if it were oriented in greater proportions towards marginal 
farmers, short and long-term, and consumption credits. These 
credit programs should be parallel to government investment 
in rural infraestructure. 



I INTRODUCTION 
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The Fondo is managed in trusteeship by the Bank 
of Mexico and its funds are derived from national sources 
and foreign loans. These funds are for long term agricultural 
credits (up to 61 % of the total investment) , through a systexn 
of discounts to private banks up to 90 % of the amount of the 
luans extended to farm producers. 

The foreign funds come from AID, IDB, and IBRD. 
All of these foreign funds are mmaged by th Fondo, and are 
for long-term credits. 

The national system of agricultural credit in Mexico 
is integrated by: 

a) Official and private credit institutions. 

b) Auxiliary organizations such as credit unions, 
ejido credit societies, and agricultural creClt societies. 

c) Industrial and commercial firms such as those 
selling fertilizer and insecticides, cotton mills, packing plants, 
equipment and machine,.y firms, etc. 

Within the. institutional sector, the private or com
mercial bank system is composed of deposits, savings, financial 
and fiduciary banks. The official system has financial institutions 
and banks created by the government with specific ends. 

The Bank of Mexico, which is the Central Bank, plays 
the role of coordinating and regulating all credit institutions. 

Table 2 presents the relationship between the ALPRO-
AID Program and the total portfolio of Fondo and the commercial 
banks for the period 1963-1970. As can be seen, the proportion 
of ALPRO-AID financing increased during the first two years, 
and then decreased. 
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Table 2. Relationship betweern the ALP::O-AID Progrom and 
the total portfolio of Pondo and the Comercial 

iO, . 10i AL9 O-.:ID =,7)1' 

a b b/a cb/c 

1963 207.7 18.2 9.0 823'7 0.22 

1964 365.5 119.9 32.8 9318 1.28 

1965 520.3 161.1 31.0 10635 1.51 

1966 751.7 151.5 20.1 12688 1.19 

1967 783.5 132.3 16.9 14025 0.94 

1968 1140.8 74.9 6.6 15355 0.49 

1969 1225.7 33.6 2.7 16168 0.21 

1970 1310.6 14.4 1.1 ----



II. PROGRAM CHARACTERISTICS
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H1. PROGRAM CHARACTERISTICS 

I. A. BACKGROUND 

II. A.1. Historical 2' ,mmary 

The Fondo de Garantia y Fomento para la Agricultura, Ganaderi 
y Avicultura was created by law on December 31, 1954 and started its 
operations in 1956. 

As a part of the activities of the Fondo, credit studies or evaluatic 
were made as a requirement to grant a credit. The activities of the Fondo 
were divided into four types: a) Promotion, b) Credit studies c) Supervisi 
and d) Technical Assistance. 

External resources for medium and long term loans began to be 
used in 1962. A first loan from AID of 20 million dollars was made to finai 
ejido farmers and small private farmery. Four years later a second loan 
21. 5 millions dollars was obtained from the same Agency. 

At the same time short term loans were intensified using domestic 
funds, 

The Special Farm Financing Tund was created to allocate resourc 
from the IBRD. A first loan of 25 million dollars obtained from this bank 
to finance programs to develop livestock, crop production agriculture, ar 
commercial rural indastries. 

Once the resources from the first loan from the IBRD were applic 
a second loan for 65 million dollars was approved to begin two sub-proje( 
one to develop beef production in the Southeast and ihe Huastecas region, 
and the other for agricultural development to be operated in the rest of tI 
country. The bank provided a third loan, for 75 million dollars in 1971 wl 
is now in operation. 

Through the Special Fund a first loan from the IDB was agreed in 
1968. This loan, for 20 million dollars was to continue the program relat 
with the Alliance for Progress. Then, second loan of another 20 million 
dollars, was obtained from the same institution. 



Area convered in the country. The Fondo operates in almost all the 
country through its regional and local agencies ("residencias")o 

Plans for future growth. It has been considered the possibility to apply
for other internationa loans and to use more domestic funds to finance 
the development of agricultural prog'm.ms in Mexico. 

These Funds are to be applied in two programs: one to continue 
the Projets sustained with previous loans and another to finmce ejido
farmers and farm producers. The projected area of influence of this 
last program covers zones of the dry tropics, mountain and arid zones 
in the South, \VCst, and Centrl-d parts of the country, respectively. 
Supplemented with investments in rural infraestructureo, 

Modifications in the form of grantra., credit to ejido farmers are 
planned in these programs. The modifications consist mainly in the 
opening of credit lin es for ejidos in which all ejido farmers are included 
and not only small groups belonging to credit associations or individual 
ejido farmers. The basis of this idea is to consider the ejido )s an integral 
production unit and thus to extend the credit to alternative production 
activities and to all ejido farmers. 

Next chartshows the projections of Fond's requirements of 
technical personnel during the next five years. 

http:prog'm.ms
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II.A. 2 Relation tj National Credit System 

To have an idea about the role of Fondo in the national credit system, the sources of credit in Mexico were elassified above in: 
three sectors: Institutional sources, auxiliary organizations and indus
trial and commercial businesses. 

vate 
All these 

institutions. 
sources can also be classified as official or pri

1.. 1) Official institutions 

a) Banco Nacional de Crdito Agrrcola y Ganadero, S.A. (BAN
GRlUT-7.LA This national bank gives credit for crop and lives
tock production to farm owners (as compared to ejido farmers 
who do not own any land). Created in 1926 to finance small 
farmers, has now six regional banks, 41 agencies, and 25 bran 
ches 36,354 farmer were served in 1969, half of them were
organized in 802 local credit societies; and 1919 solidary gro
ups; the other half were individual borrowers. The total of the



associated farmers and most of the non-associated are small
farmers. 966 millions of pesos for short-term credits and 49 
millions of pesos for long-term credits were operated in 1971.
This raised operations to the level reached in 1966 (the level 
had been contracted by one third in 1969). 

b) Banco Nacional de Cralito Ejidal, S.A. do C.V.. (BANJIDAL)
Founded in 1935 to give credit tQ ejido farmers, has now 28 agen
cies, three braches, and three subsidiary agrarian banks with 46
agencies. It served 249,428 ejido farmers in 1969. For 1969, the 
amount lent reached the level of 1203 millions of pesos foc short
term credit, and 285 nillions of pesos for lon,-term credit. This 
increased the previous levels by 28% and 96% for the short and 
long-term credits, respectively. The two previous institutions 

-


receive funds from the Federal Goverment. 

c) Banco Nacional Agropecuario, S. A. System. (BANAGRO).
It was founded in19-and op. rates with ejido farmerF and small
owner. farmers. It is a national baaking system with cendency to 

http:GRlUT-7.LA
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descentralization, having aL present sevcN regional banks, 17 a 
gencies and two affiliated banks. 69 500 .armers were served in
1971. From these, 52 027 are cjido farmers, and 17 523 small 
farmers. Short-term credits for 1 048 millions of pesos and long
term credits for 250 millions were given in 1971. 

d ). Financiera Nacional Azucarera, S. A. 
Founded in ig-1T4 to operate with sugar mills that, on their turn, ci 
ve loans to sugar cane producers. In 1969 this institution served 
87 158 sugar cane producers, from wiiich 72 745 were ejido farm
ers and 14 413 small farmers. A credit for 196 millions of pesos 
was given in 1970 for normal short-term loans. 

e). Uni6n Nacional de Productores dC Azticar. 
This is a national union of sugar producers. It controls selling and
distribution of sugar production. Through the sugar mills, the u -
nion gives some short-term credits to plan: sugar cane. 

f). Banco Nacional cle Comercio Exterior, S..< (BANCOMEXT)
This is a bank offoreign trade that provided some resources to BAN
JIDAL an] to BANGRICOLA by an amount of 1 712 millions of pesos-
in 1970. From this, 600 millio:vs were granted to the former and -
1 112 millions to the latter. It is important to note that these figurcs 
are 96% bigur than those for BANGRICOLA and 20c% bigger than the 
figures for BANJIDAL in 1969. 

IDue to the transfer of two of its branches to B3ANAGRO the 
operations of BANCOMEXT diminished in the years so that in 1970 -the credits to agriculture from this bank were only one tenth of tho
se for 1966. 

g). F-rndo . 
The--7"iTi~ finances with its resources the private banks, so that 
they can give credit to the credit unions, individual farmers socie
ties or credit groups of Ojido farn'r6-s. The Fondo leiLds also thro 
ugh official banks. These operations (with official banks) are incre
asing. 
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h). Nacional Financiera (NAFINSA) 
This official company supports the development of the industry by 
investing in stocks of industrial firms and providing long-term cre 

-dits. Sometimes the company provides funds, directly (Y indirec 

tly, to cstablish agricultural industries and in this conexion it finan
 
ces agricultural production.
 

i). National Bank of Cooperative Development.
 
This is not very important bank in relation to agricultural credit 

because the associations registered according to the Law of Coope
ratives are a very small fractio n. of the structure of agricultural 
credit.
 

1.2) Private institutions of credit. 

There are four types: 

There are 106 with 1 778 offices in the country.a)Deposit Banks. -

There 122 banks with 1790 localities (i:'dlub)Saving Banks. - are 

ding the saving dpartamenrts of the deposit banks).
 

There exist 92 with a total of 39 officiesc)Financi ig Compai-ies. 
in the country. 

Private banks and financing societies lend money for agricul
tural production to independent farmers and credit unions. They al 

or for the trade of agricultu so make commercial loans to farmers 

ral products.
 

d)The Credit Unions. - They are organizations of farmers owners 

chat lend money to their associates. The crcdit are given from own 

capital or resource obtained from piivate o: national (official) banks. 

According to the Law, these associations are auxiliary organizations 
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of credit. There are several in the country, the most important lo
cated in the Irrigation District in the Pacific Coast. 

The tables 3-5 summarize the credits to agriculture by the 
banking system from 1966 to 1971. 

It is important to note a 49%0 increase in the different credit opera
tions during the last five years. The highest increment ocurred in credit 
to livestock ( 617 versus a 38%0 for crop production). This was due to the 
strong emphasis given to livestock credit by deposit banks and financing 
companies. 

Despite the bigger increase in credit given by financing companies 
and other private credit institutions as compared with the corresponding 
for deposit banks, these have kept their growth importance for they have 
continued providing 700 from the total financing to agriculture. 

The private commercial banks must follow the rules stated by "Se
creratfa de Hacienda y Crddito Pblico" (Ministry of Finance), the Bank 
of Mexico, and the National Banking Commission. 

In general, the private commercial banks operate agricultural cre
dit only with associations and individuals with success and whose econo 
mic stability and payment capacity are high. 

Until 1955, the private banks wire not very interested in financing 
fixed capital investments in agriculturL. The Fondo has helped to change 

this situation through a stimulating policy towards private banks. 

II.A. 3 Activities With Other Programs 

To improve as much as possible the utilization of the resources 
operated by the Fondo and avoid competitive situations among their finan
cing plans, several programs were establish:. 

1) P:ograma de Fondo de Garantra (PFG). Totally financed with in
ternal resources, specifically from the federal goverment, i.e. with the
original fideicommissum; this program covers mainly short-term credits, 
parallel to the long-term finaming with resources from the other programs. 

With these resources, the Fondo discounts promissory notes from 
credit operations made directly witih agricultural producers or with the in



Table 3. CREDIT TO A3RICULTURE FROM, THE BANIK SYSTE'. 
(Portfolio balances as of December 31, 
in millions of pesos)(1)
 

INSTJT]T 1966 1967 1968 1969 1970 1971 

CROP AND LIVEST00K PRODUCTIO-11 
T 0 T A L 11 213.3 12 439.9 13 515.3 15 409.6 17 696.0 20 890.6 

Saving and Deposit 
Financing 
Other Oomniercial(2) 
National Banks 
Fondo 
Rediscount Granted.(3) 

2 f24.4 
972.1 
290.6 

5 966.6 
1 057.6 

302.0 

2 847.8 
1 025.9 

345.5 
6 688.5 
1 270.1 
262.1 

3 057.4 
950.7 
353.4 

7 408.8 
1 520.3 

224.7 

3 191.1 
1 019.9 

355.9 
8 800.0 
1 717.1 

325.6 

3 633.8 
1 258.3 

426,9 
9 998.7 
2 068.7 
"309.6 

3 847.7 
1 545.6 

357.7 
12 263,4 
2 394.8 

454.4 

OROP PRODUOTIOi 
T 0 T A L 8 188.8 8 985.2 9'730.2 11 108.4 12 570.2 14 960.1 

Savingsand Deposit 
Financing 
Other Commercial(2) 
National Banks 
Fondo 
Rediscount Granted.(3) 

1 416.6 
391.9 
218.7 

5 440.0 
468.8 
252.8 

1 555.9 
411.6 
262.2 

5 974.7 
584.1 
196.3 

1 645.0 
373.0 
282.0 

6 559.0 
679.1 
192.1 

1 674.1 
409.4 
274.3 

7 716.5 
729.5 
304.6 

1 819.8 
509.2 
348.9 

8 734.9 
1 030.3 

127.1 

1 943.7 
572.6 
274.6 

10 837.9 
1 077.6 

254.1 

T 0 T A L 3 024.5 
I.VESTOCK PPODUCTION 

3 454.7 3 785.1 4 301.2 5 125.8 5 910.9 
Savingand Deposit
Financing 
Other Commercial(2)
National Banks 
Fondo 
Rediscount Granted.(3) 

1 207.8 
580.2 
71.9 

526.6 
568.8 
49.2 

1 291.9 
614.3 
82.9 

7i3.8 
686.0 
65.8 

1 412.4 
577.7 
71.4 

849.8 
841.,! 

32.E 

1 517.0 
610.5 
81.6 

1 083.5 
987.6 
21.0 

1 814.0 
749.1 
79 

1 263.8 
1 038.4 

182.5 

1 931.0 
973.0 

63.0 
1 425.9 
1 317.2 

180.7 

Source: Bank of 1.iexico. 
S1, Actual and expircd portfolio

Agricultural Credit Unions included.
To credit institutions, private -firili ,_atilo-L azA foreign. 
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DISTRIBUTIOTN OF T}[ CREDIT PORTFOLIO G.-,.... TO CROP .. DUCT2INT•.BY I1TSTITUITI0'S 

AND CO.-.'7LCIAj, CRE'DT I-i ITI0' 

D:)* " OD.1PSITS SA IINGS F 
BALANCES IN Pi-PCEiiAG ' 

II.CIAL I YP0T-7-C i C'--f ' I IRY SAV , C . ..h 

1961 Jun. 

Dec. 

1962 Jun. 

Dec. 

1963 Jun. 
Dec. 

1964 Jun. 

bec 

1965 Jun. 

Dec. 

1966 Jun. 

Dco 

1967 Jun. 

Deca 
1968 Jun. 

Dec. 
1969 Jun. 

54.03 

64.05 

66.90 

61.88 

55.24 
60.02 

64.72 

56.65 

56.77 

52.11 

54.70 

51.30 

60.62 

60.96 
60.86 

67-09 

61.28 

7.64 

8.01 

9-73 

8.49 
6.01 

6.88 

5.90 

11.32 

10,56 

12.42 

13,14 

12o74 

7.21 

8,81 
8.27 

4.44 

8.70 

37.87 
27,23 

22.60 

28-57 

38.35 

32058 

2:.00 

26.27 

27.38 

28.15 

24.82 

27.44 

20,43 

18.46 
18.77 

16.22 

18.28 

0.16 

0.18 

0.24 

0.19 

0.06 

0.10 

0.08 

0,17 

0,27 

0.33 

0.59 

0.70 

0.84 

0.91 
0.87 

0.95 

0.77 

0.20 

0.40 

0.40 

0.38 

0.20 

0.20 

0.14 

0.15 

0.16 

0.21 

0.21 

0.25 

0.30 

0.30 
0.36 

0.41 

0.39 

0010 

0.13 

0.13 

0.49 

0,13 

0.22 

0,16 

0.72 

0.71 

0.94 

1,04 

1.12 

1.53 

1.24 
1.17 

0.43 

0.66 

- uITIoi1"7 

-

-

-

0.01 

0.00 

0.00 

0.01 

0.01 

0.01 

0.00 

0.00 

0.00 

0.01 
0.01 

0.00 

0.01 

ljcoi. 

-

-

-

-

-

4.71 

4.14 

5083 

5.50 

6,45 

9.7 

9.23 
9.69 

10.46 

9.92 

_________ 

100.00 
100.00 

100.00 

100.C0 

100.00 

1.0.00 

100.0f 

100.00 

100.00 

100.0C 

100.00 

100.00 

100.00 

100.00 
100.00 

100.00 

100.00 

I 

Dec. 
1970 Jun. 

62.62 
60.6e 

8.33 
F.74 

17.37 
19.31 

0.90 
0.64 

0.",0 
0136 

0.62 
1.01 

0.01 
0.01 

9,70 
9.25 

100.00 
100.00 

Tbe -,wortfolio 

)'rc:.'ent and 

of redircounted 

czpircd portfolio 

credit is not included. 

o:' credit included. 
Operationo: among bani:s riot included° 



Table 5. 

Distribution of the agricultural portfolio granted to livestock production by 

institut4.ions and conamercial credit unions. 

Balances in Percentares 

... DEPOSITS SAVINGS -Ii*T.ACIAL -HY...rY C•"' :--.. IiLOICIARY SAVEGS DIT T511 
UNI OITS U-1i 101".S 

1961 Jun. 63.43 10-71 25.36 0.16 0.19 0.15 - - 100.00 

Dec, 54.3C 19.63 25.31 0.14 0.26 0,36 - - lO0.Qo 
1962 Jun. 59.39 10.14 29.59 0.13 0.40 0-35 - - 100.00 

Dec. 59-45 9.59 30.42 0.06 0.37 0.11 - - 100.00 

1963 Jun. 56.84 11.88 30.7] 0.07 0.34 0.14. 0.02 - 100.00 
59.2.7 10.85 29.44 0.05 0.36 0.11 0.02 - 100.00 

1964 Jun. 59.74 10.71 29.10 0.08 0.30 0.05 0.02 - 100.00 
Dec, 59.47 9.82 27.93 0.12 0.31 0.20 0.02 2.13 100.00 

1965 Jun. 57.78 10.14 28.81 0.14 0.37 0.23 0.01 2.52 100.00 
Dec, 57.65 9.03 30.09 0.16 0.32 -. 32 0.01 2.42 100.00 

1966 Jun. 56.97 9.05 30.82 0.15 0.52 0.36 0.01 222 100.00 

Dec. 56.79 8.15 31.19 0.25 0.63 0.67 0.01 2.31 100.00 
1967 Jun. 56.46 9.26 30.14 0.26 0.55 1.01 0.01 2.31 100.00 

Dec, 55.59 9.36 30.88 0.22 0.61 1.01 O.01 2.32 100.00 

1968 Jun. 56.13 9.87 30.19 0.22 0.58 1.01 0.01 1.99 100.00 
-Dec. 62.51 6.01 28.02 0.25 0.59 0.51 - 2.21 100.0r 

1969 Jun. 58.12 10.19 28.00 0.26 0.60 0.6. 0.01 2.18 100.O0 

Dec, 60.06 8.61 27.63 0.31 0.419 0.69 0.02 2.19 100.00 

1970 Jun. 59.38 9.65 27.46 0.25 0.46 0.70 0,01 2.09 100.00 

The portfolio of redi.scounted credit is not included. 
Prescnt and exp.ired -ort.olio of credit included. 
Opcration ai.Jo;, ban.'.s, ot included. 
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tervention of credit unions or local societies by the commercial ban'ks 

This program is designed to finance small and medium producers. 

2) Rural rehabilitation and Improvement Program Within the A
iliance for Progress Framework., ( RRIP). This is a program of "super
vised" credit - 'initiated with resources from AID and later with resour 
ces from the IDB. it operates only by discounting notes derived frorn long
term credit given by the commercial banks to small producers or ejido 
faimners with actual or potential capacity to pay their debts, improving 
productivity in their farms with the credit and technical assistance provi
ded free of charge by the Fondo. 

Since this is a special training program, it wNs necesary to make 
a careful selection of the subjects of credit according to a set of factors 
that can give an index of acceptability; examples are: that the producer gi 
yes personal attention to his farm; that the main part of his income be o15 
tained from the farm; that his rarm has the proper size so that he can co
ver his debt; his assets must no be very high, etc. 

These indexes are obtained by means of the study and evaluation 
made by technical personnel from the Fondo after previous request from 
the given bank to the local agency from the Fonclo or to the central office, 
once the bank has analyzed the application and determined whether the far
mer is a subjet for this ki-nd of credit. 

There are other two important programs, besides the previous ones. 
These programs are the ALFRO- IDB and IBPD. In these programs oppor -
tunity was given for BANAGRO to participate. 

Only medium and long-term credits are allowed if they are te be dis 
counted wfth £harge to this program by the Fondo, and the purpose is to 
improve agricultural and cattie exploitations or to the primary industriali
zation of the products. 

It is a prerequisite that the applications must be studied and evalua
ted by technical personnel from Fondo or by anybody authorized by the fidei
commissioner the contract is made. Given the authorized amount and obje
tive for the credits from this program, it can be seen that they are for me 
dium and big producers, whether individual or collective. The Fondo's res
ponsability for each one of these programs, and the relative importance is 

3. The other programs are also supervised 
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a function of the volume of the available resources in each one of them.
the accomplishment of the four programs, 

In 
investments with internal reso

urces otherEhan those provided by the govern-ent are usually made. Theseinvestments employ funds from commercial banks or from the producers
themselves to cover the difference with their investment plans. 

Tables 5-1 to 5-V contain in detail the operations performed by Fondo with charge to its four programs, during the period 1963-71. 



Table 5-I -'01IDO DE G:,,A.A1IA Y j,'OL1:.,'IjOP I,*A LA , U 'DI;UA Y AVI0ULTU.?J1 

DISCOUTTS IIR P-O1, A.- DAL_7 TOTAL i; TiOUSUT!S OF P-,30" 

DT~)RT31P0 T -DEGr0.-!~ p3 

Y'EAR 

BISCOUiVT3D 

ThOUrATDS 

PmPJi?.?> uL:,J." l' T23Tx: C,:_L;.,, DISTii-1,-OI; 0 " T'
0SOSTOTAL O B,"- ,P -o.: -

i D Domestic Funds 1DB fIRO TOtThiJ IBPJ) Doinoi-stic FIius IDB AiP1O 

TOTAL 2_23_651 407.__2 4 100.0 100.0 100.0 

1971 706 381 646 360 92 155 68 168 1 513 064 27,2 13,0 26,8 8.9 19.7 
1970 636 784 612 781 Ill 452 12 977 1 373 994 24.6 12.3 32.5 1.7 17.9 
1969 487 461 621 453 82 181 34 344 1 225 439 18.8 12.5 23.9 4.5 16.0 
1968 393 606 614 638 57 531 75 322 1 141 097 15.2 12.3 16.8 9.8 14.9 
).967 238 292 404 363 -- 132 708 775 363 9.2 8.1 - 17.3 10.1 
1966 129 795 466 958 - 152 372 749 125 5.0 9.4 - 19.8 9.8 
1965 1 332 356 905 - 159 246 517 483 - 7.2 - 20.7 6.7 
1964 - 244 202 - 117 138 361 340 409 - 17o3 4.9 
1963 1 O10 482- - 16 238 1 026 720 20.3 - - -
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Table 5-II 
NIlk), )I'(AlA. II.\ I''NN II-'1A I, A I.A , I.III.A. (; %.%Al)T* , , AV{IJII,' lCfl A 

NI (WIi0loANAS I)1( 0lNT 1) 11Y!TYI: ()FJ.SI!M 

HATE OF UNClWAS.. ANDJ '11,CN A 1 b;L. TUIBTIN C\%'[:ltN :AILS 01'l NP 

-Numbe,,r uf Luatis 

Years 
IL(D 

N um hv r oI. 1), 
F)urn,c iunu. 

o 
I It I) A.1:. TcZaI 

1'"rcrtlaoe ,trii.onr, 
11,1) "L)nlci.i.Lc V'u 

\,.i'hiln Each ':]: rim 
I JI I) ALVJIf) Tfotal 

Total 19 789 38 730 5 941 12 340 76 U07 100.0 100.0 100.0 100.0 100.0 

1071 4 980 7 714 1 3G 942 15 002 25.2 10.9 23.0 7.6 19.5 

1970 5 24G 8 4-W' 2 C(22 76 '5 792 26.5 21.8 34.0 0.6 20.5 

1909 4 78B 8 145 1 535 440 .4 508 24.2 21.0 25.8 3.6 19.4 

1068 3 104 7 600 1 025 1 374 13 303 15.7 20.2 27.2 11.2 17.3 

1967 1 357 6 623 2 051 10 031 6.8 17.1 16.6 13.1 

196 311 2 607 2 018 1.G 21.1 3,8 

1905 3 2 656 2 659 21.5 3.5 

1J64 1 000 1 909 15.5 2.5" 

1963 285 285 2.3 0.4 



FONDO DE GARANTIA Y FOMENTO PARA LA AGRICULTURA GANADERIA Y AVICULTURA 

NUrVIBER OF BENEFICIARIES OF LOANS DISO)UNTED BY TYPE OF PROGRAM, RATE 

INCREASE, AND PERCENTAGE DISTRIBUTION OVER YEARS OF OPERATION 
------------------------------------------------------

- Number of Beneficiaries -

OF 

Years 

Total 

Number of Beneficiaries 
IBRD Domestic Funds IBD ALPRO Total 

------------------- ------------ ---- ------

37 158 66 755 16 642 39 060 159 615 

Percentage Distribution Within Each 
IBRD Domestic Funds IBD ALPRO 

---- ---- ----------- ---- -----

100.0 100.0 100.0 100.0 

Program 
Total 

-------

100.0 

1971 

1970 

1969 

1968 

1967 

1966 

1965 

1964 

1963 

8 736 

8 857 

8 819 

5 732 

3 093 

1 918 

3 

13 lb4 

14753 

14 829 

14 003 

10 Ole 

2 

6 

5 

2 

690 

179 

039 

734 

2 013 

1 753 

2 176 

4 760 

6.416 

5 617 

8 280 

7 342 

703 

26 593 

31 542 

30 863 

27 229 

19 525 

7 535 

8 283 

7 342 

703 

23.5 

23.3 

23.7 

15.4 

8.4 

5.2 

19.7 

22.1 

22.2 

21.0 

15.0 

16.2 

37.1 

30.3 

16.4 

5.1 

4.5 

5.6 

12.2 

16.4 

14.4 

21.2 

18.8 

1.8 

16.7 

19.8 

19.3 

17.1 

12.2 

4.7 

5.2 

4.6 

0.'4 



1ale 5-IV
FO I;DO 7,..(Cki ::Y'uIA, Y""O..<i -,;T 'A:,L , ' 

....... 
....OF T-AL DISCO:;T_ " C?2DIT JUTD 

l .: 
C, 

G. -

BY 

-Dz>IAY AV Ir C -

T) '!"lThT0" 

...... 

- TiiOUSliY3 0? P SOS -

iBPtl) 

AOU;; .- .i-C D I T 
- :--OU3I-:,.O 02 3SO -

Domestic Funds IDB . .LP-O-RA '-' 
- -, 

- .L 

Aj .--; ,r -

- T.OUS." iY',:-" 

1"o",B,-IBIL") Domestic !'u.acns 1 D'B 
iC -

-Li- .S :,o.T 
-t L 

TO2.E: _ Zm._U_ 6 J!3o ____ 14.6 .2.. !o.7 54.4 

1971 

1970 

1969 

1968 

1967 

1966 

1965 

1964. 

1963 

141.8 

121.4 

101,8 

126.8 

175.6 

417.3 

444.0 

83.8 

72.5 

76.3 

78,8 

61.0 

67.5 

55. 

53.5 

56.1 

72.4 

170.7 

78.0 

54.8 

64.7 

58.4 

60.0 

61.4 

5700 

100.8 

87.0 

-3,22 

85.8 

80.8 

71.9 

56.3 

68.7 

77.0 

67o0 

444.0 

49.1 

41.5 

41.9 

43.9 

40.4 

34.2 

18.0 

16.3 

21.0 

33.9 

7.4 

15,8 

1.5.8 

2C.7 

27.1 

19.2 

15.9 

23.1 

86.9 

., 6" 

39.7 

41.9 
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Table 5-V 

7O2L2E1.D3 FOL'! JL0G ~ 101~SUC?2-D IOS 

TOC)T 

1971 
1970 
1969 
1968 
1967 

20TAI 

1971 
1970 
1969 
1968 
1967 

2 762 059 137 536 

646 360 
610 057 2 74 
616 428 5 025 
587 662 26 976 
301 572 102 791 

'T -T' m

.IT . -,.02 C " - ? ' 

37 632 1 098 

7 714 
8 441 7
8 115 29 
7 559 241 
5 802 821 

2 899 595 

646 360 
612 781 
621 453 
614- 633 
404 363 

38 730 

7 714 
8 448 
8 145 
7 -00 
6 623 

I0..A, 

1971 
1970 
1969 
1968 
1967 

03 939 

13 154 
14 203 
14 220 
13 607 
8 755 

2 715 

550 
609 
396 

1 261 

6 

13 
1-
14 
14 
10 

655 

154 
753 
829 
003 
016 

A--r-- -"-'-'.-,. P -R ,,:_:_ _ . 

TOTAL 

1971 

19,9 
196-
1967 

73.4 

83.8 

72.3 
75.9 
77.7 
52.0 

125-3 

3S2.0
17-.3 
11l. 9 
125.2 

74. 9 

33 
72.5
76.3 
70" 
61.0 
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II.A.4 Relation to Pre-existing Local Institutions 

By Iocret, the Fonde was allowed to develop, through commercial
 
credit institutions only, th- following o:perations.
 

1) 	Guarantee to the private credit institutions the recuperation of 
loans to agriculture. 

2) Discount to commercial credit institutions, if necessary, credit 
titles from agricultural ioans. 

3) Open credits and give loans to commercial credit institutions in 
order that these instituti-ns themselves open credit to farmers. 

4) Perform other operations described in the Operation Rules, 
whenever they are done through commercial. credit institutions 

According to the described above, it may be considereci that the 
activities from Foncdo are not comietitive with those performed with other 
agricultural credit institutions, but they rather support the agricultural 
financing from commercial banks. 

Previous Institutions 

According to Article 2o. from the Law that creates the Fondo, it 
obtained its sources mainly from the previous National Fund of Agricultural 
Guarantee, whose operations ceased as son as the actual Foado began to 
work. 

Therefore, Fondo was an original institution, as far as its means 
and objetives are concerned, that was imposed over a previous institution 
absorbing its resources and growing according to its own plans. 

Staff 

1'he technical and administrative staff was provided from Bank of 
M6xico. After that, the Fondo has been demanding young prof.-ssionals and 
also people with experience in agronomy and agricultural credit. 

Since 1960, an annual trainning course was established for technical 
staff entering Fondo. This course given and organized by Center of 
Agricultural Economics (CEA) of the Postgraduate College at Chapingo, has 
as 	a main purpose to homogenize criteria and train the new people in the fields 
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of credit, farm management and project evaluation. 

H.A.5 Agricultural Pattern and Potential. 

Most of the credits given by private credit institutions and 
discounted by Fondo with charge to each one of the development programs, 
are not assigned to a zone or specific region of the rountry but to a given 
investment and to oroducers that need them and fulfill, the established 
requisites on each program. 

It is not possible to make a description of the agricultural situation 
for a specific area where resources from each one of the programs operated
by Fondo are applied. What can be done is to describe the geographical
dispersion of credits with charge to each program, according to local agencies
from Fondo and other external offices. (Tables 6, 7). In relation to the type
of farmers in eachprogram, the available information refers to amount of 
credit, term, purpose, and kind. From such iidormation some characteristics 
of the served farmers can be inferred. See II.D.3. 
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Discounts
 
A I v IIf 

- Millions of pesos -

St a tes ~ L2. 117~1: ~ 2 17A:1 

-qr. 01 r3093 2,')07 1,06 147 1,417 
V1.,1 rr. 
i'l'l"cII,,lf 
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t'tr 
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20 
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- 117 
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3,272 
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210 

- 2S5 
':nI 1 630 (101 1, . ,'.5 ., 1,9)7 ,,57) -

,'0 2, .90 1,224 4,...0 5, 6,007 .1,913 , 
210 4,033. 5,r'2- aup 32' 3,0O 1,210 L3 6,7.3 

ro -. 219 2!:6 2j,1 1', If.6 7 ' 
11h"lu'311 

" 
261617 .rt 1,410 1..1r 770 2,. - 29. 

,lnlIr.u 1, 4 9 ,f7 12,143 1l, O 16,4.7 9,A, 1.0r,5 39 2,777 

.9 c,~i 3.2 4,.Cm :1,Y.1 714 270 U61 
virlwin 4 
Uorjl, 

3o305 
-

10,17.3 27,1). 
SQ3S.t 

12,340 
1.512 

3, ,. 
I2 

,"?4 
45 
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-

12,311 
(P 
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324 
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4.,0W 

0,915 

12,730 
1,9 

-

501 

004 
2,255 

717 
oration.',Zni. - 370 3,"00 2,(9 9,5.37 1,926 155 2,V,. 
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I. B. OEJETIVES 

II.B.i General Objetives 

Since its beginnings, the Fondo has had the following objetives. 

!. Promote a bigger participation from commercial credit institutions 
in the agricultural financing. However, its operations have spread to 
national banks recently. 

2. Provide financing resources to farm producers, including credits 
to livestock and poultry activkies, always through other banks. 

3. To increase the supply of agricultural commodities and support 
the balance of payments by means of a decrease in imports of 
agricultural products or the production of commodities to export. 

4. To improve the level of living of the population in agriculture; 
as a consequence, the Fondo had as original and main purpose to 
promote a bigger participation of the commercial credit institutions 
in financing agriculture, animal husbandry and poultry. 

The operations with commercial instutions are regulated by the 
Operation Rules with Private Credit Institutions. These rules establish that the 
only operations the Fondo may perform are: a) guarantee operations to 
recuperate credits; b) discount operations; c) grant loans and only when 
such operations increase the production of basic food or exportation products, 
as approved by the Technical Committee. 

Therefore, the Fondo's first objetive was to promote the 
participation of the commercial banks in agricultural credit. The final 
objetite is to increase production in the agricultural sector, mainly from 
median and small producers in such a way as to improve income distribution. 

Apart from the fact that Fondo operates aow with the official bank, 
tue original objetives have suffered no change. Instead, the operations have 
been made more efficient by modifying the operation norms, the discount 
interest rates, and others. 

The objetives of Fondo's programs, and the policy to promote the 
cperati6ns of private banks in zones where there is a defficiency in credit 
availability, correspond to Mexico's national policy priorities in relation 
to agricultural credit. 
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Apparen. Objetives 

In order to improve its operations, the Fondo has made some
 
modifications on its Operation Rules.
 

In general terms, they are the following. The ends of the ALPRO
 
Program made necessary the formulation of special dispositions to select
 
the subjects of credit. The following measures were taken:
 

1) The Fondo was obliged to decrease one point in the rate of 
discount for all operations made through the credit, and these unions could 
provide own resources in proportions between 10 to 20% of the total financing,
reducing an additionaJ point for each 10% of self-contribution. 

In these conditions, the reduction of points in the favor of the unions 
would be applied as follows: 

(i) One point for their intervention in the operations;
(ii) Two points when, in addition to their intervention, they provide 

one ten percent of the financing; and 

(iii) Three points when, in addition to their intervention, they pro
vide a 20% of their own resources. 

2) The discount rates charged by Fondo (with domestic resources) 
to the credit institutions were fixed in 5; 6, and '1% a year for operations
derived from financings to crop and livestock production. The rates of 
discount are to be applied with base in the percentages provided by
commercial banks from their own resources and which could be for 10, 20,
and 30% of the total credits given. 

The rates of discount in the operations performed with.'charge to 
ALPRO are still 3% to the commercial banks with a maximum rate of 
interest for the producer of 7% a year (the previous rate was 6%). 

The proportion of discount in this Program is 90% from the total 
of credit operated. In the financings from Fondo with domestic resources,
the maximum rates of interest to producer continued being 10 and 12% for 
long and snort-term credits, respectively. These per.entages include 
salaries, commissions, and any other expenditure made by the institutions 
or credit unions to super°.rise and apply the credits. A credit contract model 
between the banks and the unions was formulated. This solved, as much as 
possible, the problems presented ir. the operations made with original 
resources frotii Fondo. Modifications in the discount rates in the ALPIRO 
Program vere introduced in 1968 in order ta make it compatible witl the 
operation of a new credit obtained by the Mexican government from the 
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IDB and whose management was granted to zhe Eank of Mexico within the 
Trust named Special Fund for Agri-cultural -Financings; the actual rates 
are 7%for the pi'oducer, and 4% for com-niclal banks. By agreement 
from the Fondo's Technical Committee, the amount of the loans was 
decreased from $2 000 000 peso; to $ 150 000 for each farmer, in 1968. 
Only in exceptional cases this amount can -e increased to $250 000 pesos. 
The experiences obtained by Fondo in credit programs fo2' small farm 
producers, have caused a transformation in operation so as to accomplish 
its original objetives. 
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nII.B.2 Lo Terms 

a) Objetives 

The objetives of the loans with charge to each of the institutions' 
programs, have been clearly defined in order to avoid duplicity and
competitiveness among them; such goals are deccribod in the operation
rules of e-,,:hi Irngam. 

The loans of the Fondo's. Prognram should be given to the producers,

for direct investment. Exceptionally, and when dealing with i term credits,

it may be :l-3igned up to 25% of its total import in paying liabilities fIom loans
 
received by the producer, 
 within the year prior to the daze of the contract in

which the credit is signecd. No liabilities are accepted in other programs.
 

The pur pose of the credits from ALPRO's P~og'ran is t!e ceonomic
inmprovement of small farm producers, whose farms are potentially anle to

increase their production with a small investmepl recoverable in mecum
 
or long term, and under the supervision and technical help prey 1ct-. by Fondo.
 

The trust credits of the Special FunC fo.- AV-ricuhuraiI'-'--- willbe assigned to the increase and cevelounient of h fixec or Sen- -c ,e 
of financed farms; i.e., only in long-term loans, the producer i, v s tne
total of the credit in one or more of the types of inversion referred to in the
.ulletin No. 154 8/65. These loans should be give, by the private bank to
agricuhural producers, directly or with the participation of producers
associations, such as credit unions, local societies of agriculiural credit, 
and others. 

'"he credits granted with char-e to each of the programs s.ould
be invested by the beneficiaries, according to the purposes established and
u-ier the authorized investment conce-ots. To this enc;, dhere ex'szs for
each one of the programs the respective regnilation by -aw as reliersz 

The Fondo's Prog'ram will p'ovidc- ureferential attention coa-)lications suggesting operat ion p.lans that facilitate the economic ,evc~c:,-non: 
:or zones having the suitable conditions for producing the established a'Ces, anC. 
V\era the financing is defficient. 

Within the "Basic Criteria" (herewith referred to as Oper-a: . ,"..h have been directing the granting of crop and livestock credit:.. 
ALrl's orograrns, it is s ated. 

Sixth Criterion: After consul*in I..c Fondo's technicians, t*- .:,,:
.,!1l infcm -,e private credit institutio:-.s, the land area and cattle thai 
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considers appropriate to fix as a maximum in each of the program's stages for 
each state or agricultural region in the country, as well as the amount of loans 
to be grnantecd to each producer. Tho fiduciarian will informe about the general 
agricultural programs, by states, reg".ions or agricultural localities, setting 
the kinc of long-term investments which considers most convenient for 
imrovin- an.d developing the productive capacity of lands and cattle; such as 

those expressed as follows: 

a) Small irrigation projects; installation and improvement of pump 
irrigation systems, wells, and others. 

b) Drainage and land leveling; also improvements to avoid loses 
of water by infiltraion. 

c) Short-run investments to improve soil fertility with organic 
nutrients and chemicals. 

d) Diversification of enterprises through the establishment of 
livestock activities, fruit trees, legumes, and other crops to give 

1producers mo 'e stability and security. 

e) Adquisition of machinery and agricultural equipment. 

incase of a persistent surplus in the production of some crops, 
credit will not be granted. According to the investmeat conceps from ALPRO
E,5 P'rogram, investments to facilitate or improve agricultural production for 
whic'- there is a def icit in i i*ernal consumption will be given credit. Same for 
oroducts whose internal demand increases with the growth in population and 
national income level, and for exports. 

Preference will be given to investments that increase or iniprove 

production capacity in the farms, such as: 

(i) Development and improvement of livestock; 

(ii) Development of crop production in general; 

(iii) Development of fruit tree exploitations. 

Under this program, credits are not given for these products: coffee, 
banana, cacao, sugar. Also \excluded are credits to finance: (1) general and 
administration expenditures, (2) working capital, (3) adquisition of land, 
(4")debts. 
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II.B.2.b 

Date of Payment. 

The dates of payment for loans given by fon-o must correspond to 
the requirements of the crops or investments that are finned Th' term 
of credit amortization will be fixed by the institutions according to the 

r-uucivity of investments ani the economiC capacity of the farnm. The 
institutions will be able to "rant raCe , eriocs fo-, oe to thee years to 
start Tlhe amortization of the pl'inci,:_l whenever the investments are to 
buy cattle for the first time, establish fruit trees e-ploitations and others 
where incomes are not perceived d'ing the first years. 

Interests must be payed, on due time, in terms no longr than one 
year. 

Under the ALPRO Program, partially financed with resoui-ces from 
the IDB Loan No. 298/SF-M-E the following is specified: 

The terms for"long-term credits given by the banks may fluctuate 
between two and fifteen years, and they must be fixed in function of the 
productivity and pc-ayment capacity o" the farm in such a way that the 
amortization of iong-term credits can be facilitated. The producer must be 
left with a reasonable margin to cover"his needs of living and also in such a 
way that the terms do not exceed the maximum established by law. The 
Special Fund will impose the banks terms similiar to those the banks have 
given to farmers. These can become grace periods to facilitate the payraent 
of capital if necessary and acceding to the General Rul2 and the Law of Banks. 

The Fondo will grant to commercial credit institutions the terms 
corresponding to the long-term credits given by the latter. 

Tables 8-11 in part IT.D.3 contain, by period, amount and number, 
the loans discounted by the Fondo with charge to prograns ALPRO and IDB 
during the years from 1963 to 1971. 
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I.C. ORGANIZATION 

UL.C. 1 General Structure 

From the point of view of financing, the Fondo is
 

constituted by five trusteeship funds:
 

1. 	 Fondo de Carantfa 

2. 	 Fonclo Especial para Financiamientos Agropecuarios
T? 7 ]?AA 

3. 	 Fondo de Rehabilitacifn para Agricultorcs de la 

Comarca Lagunera 

4. 	 Fondo Forestal 

5. 	 Seguro A.grfcola Integral Mutualista 

In terms of olerations, the first two oro-raiis are 
the most important, and they are the only ones described here. 

I.- T ie Fonclo de Garantfa has two component pro
grams: a) Fondo Normal financed from own resources, and 
b) ALPRO Program, financed from resources of AID. 

2.- FEFA is constituted also by two programs: 
a) ALPRO-IDB, financed with resources from DB; and 
b) BIRF, financed with resources from IBRD. 

Each one of these trusteeship funds has its own tech
nical committee that approves and manages the operations. How
ever, the similarity of the operations of the two funds (Fondos)
permits the handling of both programs as a single unit. 

The Fondo is operated and handled administratively by
the following stricture: 

A. A technical committee for each fund that establishes 
its credit policy. 
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B. A central office with directive administrative body. 

C. Branch offices for program development, supervision
and technical assistance. 

Tue structure and organization of each one of the orga
nisms of Fondo is described below. AIL organigram is also pro
vided.
 

A. Technical Committees. 

1. The technical committee of the Fondo is composed
of nine property members and nine substitutes that represent the
 
followino organis ms:
 

Ministry of Finance and Public Credit 

Ministry of Agriculture 

Bank of Mexico
 

National Bank of Foreign Trade
 

National Insurance Company 

Ban :ers Association 

Representatives of farmers appointed by the Government. 

This committee is empowered to: a) authorize credit
operation of farmers group of farmers basisor on the of the studies
formulated by the technicians of the branch or regional offices; and
b) fix the interest rate and fees that are going to be charged for 
each credit operation. 

2. The technical committee of the second fund (FEFA)
is constituted by sLx members and six substitutes. Two members 
are appointed by the Ministry of Finance and Public Credit, two
from the Bank of Mexico, one from the Ministry of Agriculture,
and one from the National Bank of Agriculture. 
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__ CentralCf. 

4, .?'ective Body ofibis officea and Administrative 
the Fondo located. .!.,.:octive Body is formed by a direc
tor that a 1,. S2"1 cI Z ±1, fiduciary delegate, and two 
sub -directo-3. One sub-ciirector for Technical and Assistance 
Services irsir.Tharge of the agricultural and rural industry, tech
nical aspe&ts a. well as of the technical control of the branch 
offices (,esincias) and the department o[ publications and tech
nical advrice. The other sub-director for Administrative Services 
is in charge of tlhe accounting and statistical departments. There 
is also a Planning and Operating Department that reports directly 
to the Director. 

C. Branch Offices. (State and Regional) 

These offices are in charge of developing programs, 
makimg studies or evaluations, supe2wvsing p.og=rams, and assist
ing farmers in ain ~rcit from private and c:ficiai banks. 
T.hey are in staes of the Mexican i-epublic. 
They can discount cr ac .:o :civte and official bal-rds up to a 
ceirtain amount after they are sent to the Central office to be 
approved.
 

H.C.2 Ltucal Stru:cture 

Thc: L-r,, k . Residences of the Fordo at the 
state or r-ogi3in . re "r. -g o3h, zhe following activities. 

si. .. J : t: evaluations; - <. 

D. Technical assistance 
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REGIONAL AND STATE BRACH OFFICES AND AGENCIES OF ' :E I'CNDO 

FOREIGN 

REG ION 

NO,2TtlWEST 
Tampico, Tamps, 

NORTH 
Torre6n, Coah. 

NORTHEAST 
Hermosillo, Son. 

WEST 
Guadalajara, Jal. 

OFFICES 

STATE 

Tampico, Tamps. 

Monterrey, N. L. 
Matamoros, Tamps. 
Veracruz, Ver. 

Torre6n, Coah. 
Durango, Dgo. 
Chihuahua, Chih. 

Saltillo, Coah. 

Hermosillo, Son. 
Cd. Obreg6n, Son. 
Los Mochis, Sia. 
Culiacdn, Sin. 

Mexicali, B.C. 

Guadalajara, Jal. 

Colima, Col. 
Tepic, Nay. 
Zacatecas, Zac. 

CelayA, Gto. 
Quer6taro, Qro. 
Morelia, Mich. 

AGENCY 

Cd. Mante, Tamps. 
Cd. Valle, S. L. P. 
Cd. Victoria, Tamps. 
Tuxpan.. Ver. 
ivontemorelos, N. L. 

Mtz. de la Torre, Ver. 
Poza Rica, Ver. 

Nuevo Casas Grandes, Chih.
 
Parral, Chih.
 
Cd. Ju;irez, Chih.
 
Sabinas, Coah.
 

Caborca, Son. 
Navojoa, Son. 
Guamdichil,,Sin. 
La Paz, B. C. 
Mazatldn, Sin. 

Autldn, Jal.
 
Cd. Guzmdn, Jal.
 
Lagos de Moreno, Jal.
 

Aguascalientes, Ags. 
San Luis Potosf, S. L. P. 

Apatzing,1n, Mich. 
Zamora, Mich. 
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R EGION STATE AGENCY
 

SOUTH 
Puebla, Pue. Puebla, Pue. 

Tlaxcala, Tlax. 
Oaxaca, Oax. Matfas Romero, Oax. 
Toluca, Mex. Texcoco, Mex. 
Cuernavaca, Mor. Altamirano, Gro. 

Coyuca de 13enrtez, Gro. 
Chilpancingo, Gro. 
Iguala, Gro. 
Ometepec, Cro. 
Pentatldn, Gro. 

Pachuca, Hgo. 

SOUTHEAST 
Villahermosa, Tab. Villahermosa, Ta Emiliano Zapata, Tab. 

Teapa, Tab. 
Acayuca, Ver. Las Choapas, Ver. 

San Andr6s Tuxtla, Ver. 
Tuxtla Guti6rrez, is. Tapachula, Chis. 

San Crist6bal de las 
Casas, Chis. 

Campeche, Cam 
M~rida, Yuc. Tizinfn, Yuc. 
Chetumal, Q. R. 
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A. Program d-& opment These are carried out 
by the technicians of the. ',:nch offices in all parts of the State 
to let farmers and bank c.t.. ials know about the livestock and 
crop production credits thaL can be granted by credit institutions 
and discounted with the Fondo respectively. The program develop
ment with the credit institutions is made to show the productivity 
of credits discounted with the Fondo, the procedures to follow in 
these discounts and to assist in the selection of the subjects of 
credits that have productivity and capacity of pay ment. 

The promotion with private and ejide farmers are made 
individually or in group. In these promotions the concepts of 
investments that can be financed, the rate of interest, the term 
of the loan and the maximum amount that can be loaned by appli
cant are explained. 

B. Technical evaluations The studies of credit or 
technical evaluations carried out by the technicians of the Fondo 
are made whenever there is an application of a long term agri
cultural credit, to estimate the productive and payment capacity 
of the farm. If the credit is going to be given from ALPRO 1/ 
funds the first objective is to determine if the prospect of credit 
fill oat the requirements that are foresight in the operation rules 
of the Fondo. 

a) 
exploitations 

That the applicant be personally 
of its plot of land. 

dedicated to tho 

b) 
of the farm. 

That its main source of income be from the operation 

c) That the land area must not be greater that the one 
indicated in the Agrarian Federal Law. 

d) That the investment program be necessary and per
mits the improvement of the farm and the producer. 

e) That the credit must not be larger than "150 000 pesos. 
However it can reach up to $250 000 if it is recommended by the 
technical committee. 

I ALPRO-AID and ALPRO-IDB. 
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In these studies of credit or evaluations, the technicians 
must see the whole plot of land, identificate type and quality oi the 
soil, its productivity, the kinds of crops that can be planted, the 
equipment, constructions and installations of the farm, justify to
gether with the farmer the concepts of investments, calculate the 
gross income and the expenses for the period of the loan. Once 
the net income after crop expense,- is calculated, the family ex
penses and other debts are substracted. The results gives thecapacity of payment that determines the terms and io.ms of pay
nent of the credit obtained. In the case of investments for live
stock concepts, the evaluation must consider the amount of cattle
available at the present and at the future, the projections of incre
ment and the program of amortization of the credit obtained. 

C. Inspection s The supervision of the credit discounted
from the Fondo is carried out at two levels: at the farm, and at 
the credit institution granting the credit. 

a) At the farm level.- In this case, the technician of
the Branch Office of the Fondo is obliged to supervise at the farm 
level tint the whole amount of credit be invested in the concepts
that were contracted with the credit institution. After that, the 
technician makes other visits to follow the development of the 
investment and the productive process. If there are some problems
that put in danger the recuperation of the loans, the technician 
could recommend to the credit institution to rescue partial -or totally
the loan, or defer the terms of payment. 

b) At the institution level. - Analyze the credit contract 
to see if there are no anomalies in the term and forms of pay
ment. That the rate of interest is the correct one, that there are 
no other charges beside the ones that were contracted. That the 
documents which are gohing to be discounted with the Fondo are 
correct and have the correct signatures of both sides, and that the 
contract follows the norms and rules established by the Technical 
Committee. 

D. Technical assistance This assistance is provided 
at the farm and institution level. 
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a) At the farm level. - In the case of an ALPRO 
credit program, the farmer is helped to formulate the credit 
application and to see if the kind of investment that he is pro
posing" is adequate with the hind of resource that he owns. Once 
the eva~ua~ion is made, it is known if the small farmer is a cred 
it prospect and if he could pay tle credit that he is asking for. 
If togedher with the ALPRO credit he asks for a complementary 
credit for crop or livestock production, lie could be assisted in 
the .,chnical aspects from the people from the Fondo in the 
amount of modern inputs that he can use in order to increase the 
productivity, crop rotation, management of livestock, and other as
pects. 

b) At the institution level.- The credit institution is 
assisted in the formulation of long term credit programs for farm
ers and cattlemen. The way to apply for lines of credit from the 
Fondo to be used for discounting purposes, the formulations of the 
ministrations of funds for crops and livestock, and to make the 
contracts and documents for discounting in accordance to the norms 
and rules of the Fondo. 

in the appendix to this work a progam of credits that 
could be granted to farmers and discounted with the Fondo is 
attached. 



I - D BENEFICIARIES 



1i.D.1 Selecticn Criteria 

None of the financing programs for small and medium 
farmers that are operated by the Fondo may be considered as just
pilot programs, given the credit quantities tLhat are normally man
aged in each prograam and the widespread distribution of them 
throughout the country. 

The Fondo does not operate directly with the producers,
 
but it makes loans through the private banks which must select
 
the subjects of credit in accordance with the operating rules of
 
each program.
 

Th ALPRO program is defincd so thiat the small produ
cers must satisfy the following requisites in order to be elegible 
for banks credit. 

a) Be proprieto-s of agricultural operations that own a 
land area no greater than the maximum one indicated in the "gra
rian Federal Law and to be personally dedicated to their- operations, 
this being their main source of income. 

b) if the subject of credit is an ejido farmer, he must 
be able Lo show either the respective parcel title or a document in 
which he can prove his legal rights to work the land. 

c) That the assets of the farming operations of small 
private farmers and ejido farmers do not exceed of five hundred 
thousand pesos ($500 000) and the gross annual income of the 
ap-plicants must not be greater than one hundred thousand pesos
($100 CO0). 

d) Groups of mutual financial responsability formed by
small farmers or ejidatarios will receive preference in this pro
gram. Preference will also be given to banks that apply for 
Special Fund credits to be channeled to small farmers and ejido 
farmers.
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To stimulate the productivity of the operations of the 
small farmers and ejido farmers, attempts will be made to orga
nize groups in order to form economic-sized operation units, to 
facilitate the securing cf services in order to decrease the costs 
of production, and to miOe more efficienat the productive process.
Also, in this way the group woukd be able to apply for larger amounts 
of credit that will be prorated among the members. 

Among the general characteristics which must be satisfied
 
by small farmers in order to be considered elegible for credit-
characteristics which also serve as a basic criteria for the alloca
tion of the restirces of the ALPRO Program-- are the following: 

1. "The long and medium term credits for the improve
ment of the agricultural unit -hat will be financed under the ALPRO
 
Program could be extended only to small farmers who personally 
work their land and who by the improvement of their farns, could 
increase the agricultural productivity of their lands and thus obtain 
greater income from those lands. 

2. "T he Fondo, on the basis of recommendations made 
by their technicians, will determine the maximum area subject of 
financing and the maximum loan vaII.e to be extended to farmers 
elegible for participation in the program. 

"The ejido farmer considered elegible for the ALPRO 
credit program are the following: 

a)"All the ejido farmers that usufruct their agrarian
rights even though do not have the respective parcel title, and the 
ones that have the legal position of their plot by a correspondert 
certificate of agrarian rights. 

b) "Ejido farmers without a certificate of agrarian rights 
may be elegible for ALPRO credit if they previously fulfill the foilow
ing requisites: 

(i) "In case that the ejido farmers have already attempted 
to obtain their parcel title from the agrarian authorities, must in
form the private bank, at the same time that they make their credit 
application, regarding the state that holds the records of the attempts;
and they must make a written promise that they will continue pursu
ing the attempts. 
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(ii) "The ejido farmers which have not made any attempt 
to obtain those tiles must enclose with their credit applications a 
written irrevocable promise to carry out the necessary procedures 
In order to c.btain them, and that will be immediately initiated. 

The anmount of the ALPRO credit that could be furnished 
to a producer is not subject to any constraint, but each credit 
application must be previously studies and evaluated 'o Lhe fi.UIuciary's 
satisfaction by an agricultural technician chosen by the irstitution, 
with the approval of the Fondo, and paid by it. Thie technician will 
study, without any cost to f-he producer, the characteristics of the 
farm and the operation, and the producer will be advised in order 
to adjust his crediL application to embrace the improvements tint 
are recomic:.ded and are more suitable to improve his operation. 

11. D. 2 Graduation Policy 

According to the economic results that the beneficiaries 
of credit obtain in their operations, they may be classified as 
solvents or insolvents. 

In the group of the insolvents are included the creditors 
that do not fulfill the conditions and terms of payment of the finan
cing either because of factors beyond their control or because cf 
their own mismanagement. 

In the group of solvent creditors are included those t! at 
only maintain their solvency through the years and, in addition, 
capitalize their savings in such a manner to increase constantly 
their assets and their productivity. 

A large part of the first group of creditors inight change 
their degree of solvency if they could incorporate in their farming 
practices a higher level of accumulated experience and technical 
recommendations. The above implies not only the intensification of 
the services but also the modernization of means and systems of 
communication for the training of small farmers and ejido farmers. 
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Adequac._ _fiancing of the orccluction activities of the 
beneficiaries aon:esin.1c-:-an means improvean to the volume 
and level of . of the prcduce:s. Once this is carried out 
successfully . enerally occurs that the producers do not have 
the neec" tl.piy for long term credit in subsequent periods. 

In the pIro-rams that are operated by the Fondo, there 
are cases in which the creditor receives financing for various 
years, sometimes as a member, of a group and other times as an 
individual. In this last case, some beneficiaries inve received 
individual credits given for different purposes, as well as Zomple
mentary credits for crop and livestock production. 

The solvent beneficiaries that capitalize part of their 
profits may ge- out of a financing with the ALPIRO program, but 
in subsequent operations are financed with a different pi'ogram. 

The system of selection criteria to choose the subjects
of credit of the ALPRO pro gram puts in evidence the necessity
of having financing programs for capacitation, that could be named
"supervised credit for the marginal producers with or without po
tential production. 

While in the ALPIO program the recuperation of the 
loans is piractically safe, in a supervised credit program exists a 
rish of no recuperation that jointly with the costs of capacita-ion
and technical assistance must constitute the social cost of develop
ment of tlat sucto;- of producers. This by itself justifies adean 
quate development program to conditions and necessities of all 
those marginal producers. 

II.D.3 Nurnb .r and Types 

The description of number and types for the ALPRO 
Program's beneficiaries can be found in Tables 8 and 9. 
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II.D.4 Other Sources of Credit 

in exceptional cases, creditors may obtain a suplementary
loan for production and are furnished to increase the productivity
of the first loan, generally of the long term type. Another common 
source of financing is the usury in the rural areas, with high inter
est rates for short term credits and payments are made in kind at 
current prices in the harvest periods. 

Other sources of credit are the official ianks and firms
 
that sell inputs or buy the crops.
 

11.D. 5 Profile of Farm Community 

The information obtained in the evaluations of credit 
studies of the beneficiaries of each of the programs that manages
the Fondo. in each locality is handled statistically for the institu
t ion. However, the great dispersion of the credits granted is 
not possible to relate and characterize in a practical form the 
beneficiaries with the communities where they live. 

Nevertheless, and as consequence of the requirements 
to be fulfilled to be a credit subject into the ALPRO Program,
only those which join the size conditions of their property, amount
and value of assets and gross income are elegible to obtain credits 
from this source. It may be mentioned that the beneficiaries in 
this and other programs are relatively homogeneous. 

Next table shows the number of beneficiaries that re
ceived ALPRO credits in the years of 1967 to 1970. 

in accordance with the projections made by Fondo for 
1976, the number of creditors with ALPRO-IDB funds will be 
8 000, while the creditors with ALPRO-AID funds will decrease. 
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Table 9a. ALPRO CREDIT BENEFICIARIES. MEXICO. 1967-1970
 

1967 1968 1969 1970
 

IBD funds Small farmers - 1 347 2186 2720
 

Ejido farmers - 1 387 2853 3459
 

f.D funds 6416 4 760 7295 7932 

TOTAL 6416 7 494 7295 7932 



Tablu 10 

DISCU::r-D C.: P* ACTIVITY 

ACTIV z. 1968 19Q9 

1- Cattle 11.962 19.88 
2- Dairr cattle 8.120 I:.497 
3- Hogs 1310 2.!77 
4- APoultry45 73 
5- Goats 22 36 
6- Shep 21 36 
7- Vat-ious live:;toc: 393 653 
8- 2ural constructions 4.711 7,631 

9- 1,achinery,i,r')leriots andequipmont 13:192 16.406 

10- Equipment ,Hidraulic 
coP-cluructin-Is c&'m -installatioji:. 9.704 9:178 

11- Crops 1-752 4,947 

12- Development of soils y land 4.213 4.910 
13- Fruit ti-eec 1.815 1 956 

14- Others (floricul2ture, ,boo ]:ceping-, .rlustrial 21 '797plants7 271 797 

1970 

26.831 

18:214 

2.938 
4-43 

49 

49 

881 
12.938 

17.814-

13.970 

6,713 

5.720 

3.761 

11681 136 

1971 

21..026 
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2.306 
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15 

31 

673 
13: 158 

13.607 

10.107 

5.897 
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4.120 

82 

1972 

20.460 

1.9.29L 

3.11.9 
328 

28 

4-5 
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17.867 

15:916 

12.239 
8.377 

6.910 

5.093 

407 

1973 
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28 

49 
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7.574 

5.965 
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1974 
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27 

53 
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24 355 
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1.217 

8.238 

6.837 
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4.24-4-
514 

26 

58 
1.231 

27.599 

16:711 

14,039 
12-637 

8.902 

7.709 

297 

1976 

4.2 116 

23 542 

4.619 
576 

25 

62 

1 337 
30.84> 

16.976 

14.639 
14-057 

9.566 

8.581 

261 

.i 

T 0 T A L 57.531 . 12111.452 92.155 119 000 132.300 145.600 158-900 172 200 

3'. Ar,1 electrificat'cn. 



Table 11 

PThJ.*J:'YO3.-. OF DISO-100UjlTi":b,"y. IiT Oi3 T 

AM.]) TYPE 032 h'"" L"r Y 

A~pp~o--I OB 

19) 1969 1970 1971 1972 1973 1974 1975 1976 

TOTAD 

0rA T-IG,OHIES 

TS1-/ 57 531 82 ,11 111,452 92 155 119,000 1.32 300 145 600 158. 900 3.72 200 

Livostoc- productionV/ 37..804 
Crop production 15 790 
Fruit production 3 937 
Others -

54 909 
23 830 

3.31.7 
125 

72 897 
33 990 
3 703 

862 

4.9r030 
35 134 
7,350 
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66.623 
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8 -2 
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TYPE OF B3T2E?!ICIf.CY-

U.BE OF: 
Small farmers' 
Ejido farmers 

T 0 T A I,: 

1.347 
1.387 
2 734 

2 186 
2 853 
5 039 

2,720 
3-4-59 
6,179 

2 208 
482 

2.690 

2.891 
3627, 
6 518 

3 202 
3.838 
70.0 

3,513 
4 049 
7,562 

3.824 
4 260 
8.084 

4 135 
4-47T 
8,606 

PRC -,CiTTAJj': 
Small 
E jido 

farmer 
farmer 

4-9 
51 

77 
23 

44 
56 

U2 
18 

44 
56 

46 
54 

47 
53 

47 
53 

48 
52 

T 0 T AL: 100 100 100 100 100 100 100 100 100 

_/ Thousa.(ds of pesos 

i~.oultry production included. 
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Independently of the small farmers and ejido farmers
financed by private and official credit institutions, those financed 
with resources from the ALPRO Program account for about 3.3 %
of the total farmers of the country with such characteristics. 

In all the country, ejido farmers and private farmers 
may be found working side by side. However, in the most im
portant agricultural regions of the country such as the Northwest,
El Bajfo, La Laguna, and others, the differences between the
working conditions and earning of the small farmers and ejido
farmers and the -middle and ownlarge farmers or cattlemen with 
or rented lands, become important. These differences are mainly
due to qualit, and quantity of natural resources, technology used,
mechanization, and financing. 
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II. E. LOAN POLICIES AND PROCEDURES 

Credit farmers who receive resources from Fondo may obtain 
various loans at the same time, if they satisfy the necessary requisites 
for them. Also, in certain cases, some of these loans may be assigned 
to the payment of liabilities. This situation is foreseen in different 
documents in the institution's regulation of operations. In Paragraphs I 
and I, from No. 3 in the Fondo's Cperation Rules, the following is stated: 

I. Credits may be granted only to producers to get started. Only
in extraordinary cases, in dealing with long term credits, assignation up 
to 25% of total credit for payment of liabilities, resulting from transactions 
done by the producer within the year before the date of the contract, may 
be accepted. 

H. "The total amount of the credit granted to one person should not 
exceed $100 000 pesos when dealing with short term credits, and $200 000 
pesos with long term credits; neither the total of both credits granted to one 
producer may exceed $250 000. Just on exceptional cases, upon consultation 
with the Technical Committee, these credits may reach twice the fixed 
limits." 

In Fondo's Bulletin No. 1400 of December 30 1959, addressed to 
commercial credit institutions, Section I. B. states the following: "Individual 
limits of $100 000 pesos for short term credits, $200 000 pesos for long-term 
credits combined will not apply to cattleship credits, but in this case the 
maximum Fondo may finance to commercial credit institutions should not 
exceed $500 000 pesos for each cattle producer who receives credit from 
the mentioned institutions. 

With ALPRO -IDB fund the higher amount of credits granted will 
be $150 000 per beneficiary. Regarding credits given to producers' groups 
or associations, the highest financing will be $5 000 000 pesos whenever 
in allocating it among the group members, the individual responsability 
does not exceed $150 000 pesos. 

The Seventh Crite rion of this same program states that "in order 
to provide payment capacity to producers who obtain lonterm loans, attention 
will be given to commercial credit institutions in terms of having enough
funds to provide short-term loans necessary for cultivating benefited lands 
and developing the corresponding livestock exploitations. 
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Commercial credit institutions will give short-term loans during 
during the amortization period of the long-term loans. With reference 
to the former loans, the agreement between the credit histitution and 
the producer receiving the credit, could be made clear in the correspond:-g 
contracts in order to control the recuperations of long-term loans. 

A circular letter of arch, .C39 to the cr.odit institutions being 
financed with funds from different programs of Fondo, says:"... tie top 
loan per producer receiving credit has been reduced from $250 000 to 
$150 000 pesos with the purpose of distributing the benefits from the ALPRO 
Program among a greater number oi produce-s. " It was not possible to 
determine the way in which the beneficiaries have been repeating their 
t:ansaction with any of the programs during past years, because there 
was no available proper information from previous evaluations. However, 
it is a fact that manLy producers have obtained more than one loan. 

IH.E. 2 Interest Rates 

As stated above, in finma.cings with resources from Fondo the 
private bai may not charge farmers for the use of money interest 
rates higher than 12% in short-term credits, nor higher than 10% a year 

in long-term credits, ordinary interests, collecting expenses, inspection, 
opening of credit or other charges included, except in cases of nonfulfillment, 
in which the institutions are legally authorized to name an auditor, and 
all eSpenses generated by this will be charged to the debtor. 

In case of delay on payment of the debtor's obligations, the 
debtor should pay moratory interests, at a rate fixed by the institution 
and the Fondo. The interests generated should be paid after due time, 
on periods no longer than a year. In financhigs with funds from the 
rehabilitation and rural development program within the ALPRO objectives, 
given its aims and the special quality of the credit subject, the interests 
charged by the banks to producers should not be higher than 7%per year, 
this rate including the expenses generated in the normal handling of tie 
credit, being possible to set moratory interests no higher than 6%per year. 

In the credit lines of the ALPRO-IDB Program for loans or 
dis.'ounts to banks, there should be stated interests-- on unpaid balances, 
in terms of the percentage of the discount and according to the follow ing 
table. 
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Discount Proportion Bank Contributicn Discount Rate 
C000 0 

90 10 4.6 
80 20 4.3 
70 30 4.0 

Banks may only collect money from debtors, and these will 
only be compelled to pay up to 7. 6% per year on unpaid balances, 
including interests, honoraries, commissions, and any other institution 
expenses to the credit beneficiaries, without falling into penal
interests in the event of delay within the limit fixed by the fiduciary. 

With reference to the transactions between Fondo and private
banks, in the first Operation Rules done by the Technical Committe,
the interest rates were fixed between 5. 5 and 9% per year, according 
to the proportions of the agricultural loan provided by Fondo's Programo
In the measure in which the proportion granted by Fondo increased,
the rate of interest to be C.harged to the commercial institution increased 
too, not being able the latter to charge its clients in transactions more 
than !2% j5er year. The purpose of this policy established by the tech
nical Committee, was to further encourage the commercial bank s, with 
reference to interest rates and discount proportions in the financings. 

Upon these bases, the second operative formula was: authorize 
commercial banks financings up to 100% of farm loans granted; establish 
for operations between Fondo and banks, an interest rate 5% when the 
final beneficiaries are ejido farmers, small farmers or credit uniuois,
the rate charged to them not being higher than 11% in short-term loans, 
and 9% in long-term loans; establish interest rates of 6% when Fondo's 
financings are not higher than 90% of the final loan, and under the condition 
that the bank itself keeps the credit lines for ejido farmers or small 
fpdicers om tje proportion determined for each case. The highest loa.n 
per producer remained at $100 000 pesos on short-term loans; $200 000 
on long-term loans, d $250 000 on combined credits The interest 
rate charged to farmers should not be above 12% on short -Iterm, and 
10% on long-term loans. 
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The Operation Rules for Fondo"s Program were changed on 
December 30, 1959. In reference to discount and interest rates, it 
was established to finance up to 70, O, and 90% of livestock loans, 
with interest rates charged to the bank by Fondo of 6, 7, and 8% 
rtc pectively; the farmers would be charged interest rates no higher 
than 10% in long-term, and 12% in short-term loans. When operating 
with credit unions, the Fondo may reduce 1s interest rates by heilf
point, if the institution receiving the money does the sante with de 
unions. The Cperaticn Rules suffered new radical modifications in 
1966 tending to provide a greater paticipation of the credit unions in 
the obtainment of credits. Tne main object was that commercial 
banks and unions could enlarge and improve their inspection and 
techiical assistance to producers. For this purpose, the following 
steps were taken: a) The Fondo should reduce by means of commercial 
institutions, one point in Lhe discount rate in all those operations done 
in collaboraLion with unions; besides, they were given the oppoortunity 
to operate credits with contributions of 10 and 20% from their own 
resources. Also, the Fondo reduced and additional point for each 
10% of their contribution. 

b) The discount rates which the Fondo collects from the 
credit institutions were fixed at percentages of 7. 6 and 5% a year for 
operations derived from financings to crop production as well as those 
derived from livestock credits, applying these rates upon the percentages 
provided by the commercial banks from its own resources, and being 
these resources 10, 20 and 30 per cent from the total import of the 
credits granted. By this mean, the prior regulations that charged a 6% 
a year and a proportion up to 90% of farm credits, xNere modiffied. 
Livestock credit documents can be discounted at rates of 8, 7, and 6% 
a year, in terms of the commercial banks' contribution, which should 
be 10, 20, and 30% respectively. 

c) The dispositions from Bulletin No. 1400 were revoked, in 
reference to.the decrease of points in the interest rate, when individual 
credits to crop production were no higher than $50 000, nor $250 000 
for livestock. 

Discount rates in transactions done with charge to resources 
from Mexico's program, in co.nection with the aims of the ALPRO-AID 
Program, continued being 3% for commercial banks with a maximum 
interest rate of 7% a year for the producers. The proportion of discount 
in this program is of 90% of the credit granted. InL financings from Fondo's 
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pro 'ram, the maximum interest rates for the producer continued 
being 10Z in long-term credits and 12% in short-term credits, including in 
these percentages honoraries, commissions, and whatever expenses
the institutions or crcdit unions may incur for the application and 
supervision of it, conditions confiemed in Bulletin No. nIno3/'o,

wo-king' out the questions stated by the commercial banl's wit!- ference 
to the cession of "oinC in favor of credit unions re'i702ted in 
No. 1582/68, - handbook was I-ub i hod on Novenber 15, 198o However,
given Lhe numerous questions .received by theL-.aff, of Mexico --,a.. "-g
the trade an:d documentation form of operations in which credit unions 
mediated and the treatment given in relation to their cont.ribution, the 
Bank was urged to formulate a model of contract for the opening of 
credit becween banks and unions, preventing and resolving problems
that might arise in operations done with Fondo's original resources.InruMarch, 1968, modifications o i.count rates in - , S rog-am-' 
were introcIn_ ed in order to nn..e it compatible with a new financing
operaion obtained from the 1DB by the Federal Government. The 
administration of this omeration was committed to the Bank of Mexico, 
within the diverse Trust named Special Fund for Agricultural Financings;
the current rates are 7% for producers, and 4% for commercial banks. 

The real cost of credit for beneficiaries is, in general, a bit
lower from what is expected in the interest rate; this occurs because 
such rate is fixed during the complete operation period (investment and 
recuperation) of the loan which is established in the contract for opening
credit. This document also establishes the amount and date of payments
which apply to producers. Interests art charged at a fixed rate and over 
unpaid balances until the debt is liquidated, 

On medium and long-term credits (up to 15 years when given
with charge to the ALf-RO -4BD Program), the inflation rates favor the 
beneficiaries by decreasing the present value of payments done for the 
repayment of the loan. This, in terms of benefit-cost analysis represents
higher returns for the producer, or a more reduced real credit cost than 
the one established. 

I. E. 3. Other Subsidies 

Besides the low intercsz rates given with credits discounted with 
charge to programs managed by Fondo, another important types of subsidy
that producers receive arc :.c,.e services of technical assistance of the 
Fondo (different from technical assistance services of other institutions),
and the supervision of the credit, described in Section II. H. Lb. Another 
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service wich may be taken as a subsidy, especially for ALPP,.O'S 
programs (ALPRO-AID and ALPRO-IDB) and Special Fund for 
Agricultur'l Financings, a -ethe studies and evaluations of thoe applications 
from1pop e receiving credit in commercial banks. 'I he evalu-tion 
and study works made by the Fondo's technical personnel, vary in 
ends according to the prog'ram trea-tedo In dealing with C.scounts with 
charge to the A'L-_PRO'S pr oatf z.lhe. study 
is to determih.e whether the person applying for the credit fulfills 
all requirements prevailing in the Operation Rules and the basic criteria 
of these programs. 

II. E.-. Collateral 

To s.:art the Fondo'- operative system, this should receive from 
a commercial bank an apzplication for an agricuitural credit line, and 
according to it, formulate a memorandum to be approved by the 
coi sponding Technical Committee. 

The applications presented by the commercial banks as well as 
banks from the Agricultural National Bank must be addressed to the Fondo, 
and should include the following data. 

a) Import of the financing to be granted by the bank or finance 
society. 

b) import of the discount credit line applied for, specifyiig the 
percentage to be discounted and interest rate to be charged by 
Fondo. 

c) Type of financing granted, whether shert, long, or combined term. 

d) Wheter the loan concession will be done through credit unions and/ 
or individual producers. 

e) Zones in which operation is planned to be more intensive. 

f) Investment concepts, indicating kind, unitary costs, and 
estimated amount for each. 

g) Approximate number of producers involved with the applied credit 
line.
 

i) Credit amortization terms; and 

j) Regulation calendar. 
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Complementing the above data, and with reference toagricultural short-term loans for cultivating one or more crops,the applicant institution will have to present the following information. 

a) Area for each crop to be habilitated. 

b) Prohaole amount of loans tc be granted to each crop, and 
of the financings applied to Fondo Zcr the same purposes. 

c) Direct cost bdgrt per hectare, describing crops and 
expenses will be done. 

d) Loan to be granted with base on each item of the direct cost,
according to the crop system. 

e) Productivity e:-,pected per hectare; rural price at which thefarmer sells usually his products and estimation of total import
of the future crop. 

The application will have to specify clearly which proportions
from the applied credit line 
are going to be assigned for crop and -livestock production. Such applications will be treated by Fondo in thefollowing form, with resources from the Agricultural Trusts managed

by it.
 

a) Applications for credit lines for farm or stock sho'rt-term
financings, with resources from Fondo's program.
 

b) Applications for credit lines for long-term credits with
 
resources from 
 IBRD. 

c) Credit lines for long-.term financings to small farmers :r
to ejido farmers who satisfy the requirements referred in the basic
criteria in the ALPRO - AiD or ALPRO - MB Programs. 

Once the application for opening credit line has been approvedby the Technical Committee, Fondo holds with the commercial institutiona contract for credit opei:ing to discount up to a fixed amount, statingthe investment objectives, which are to be according to the FondoOperation Rules, and to the characteristics described above. After th-econtracts have been formulated and signed by the commercial institutionand Fondo, the commercial bank is able to initiate the discount operationthrough the corresponding procedures, consisting on letters of partial ortotal disposition of the credit lines opened by Fondo. Each letter of - 



disposition, for partiil or total crecit line Cpened, should have to be
 
accompanied by ti1e following doum tIa
cao-. 


.Coipyof .e co'L rcts. Tley should be properly sigmed by the 
Is.itutio;; as l as the debtors. T-e amount to be discounted by Fondo will
 

cole fro theseco. .ts.
 

S...... ts 	 .... ....to o norm- -a.lybe y :ici stered_ s !F shou 

inthe co'resioncia: instiuion.
 

2. D-sit certiicates. The bmks should give the Bar.:: o' eIC"co
 
properly inlo:xed, 
 tlhe credit titles signed by the debtors against the institution 
....ng ,,!diScount operation, up to a total value not sam alher tfl.n the corres
.. .disposition; "!so, proissory notes of the same ki:. ldo.sea.n.'- .zan 

-.


IS , i tes.rucs Mtat these documents in both cases
 
0-;n ee, up to a Sn cc u-ICto the one which the institution wil invest fro 

3. 	 Rela-tion c du., t to discout. These relations with charue to 
.... Cisco-1nULin, "nstit-uLon; should corzain r tlhe foirstn. to th 


Jart, the m.ain cha'acz.ristics of ire fina.cinm grmted by Ferdo, such as the
 
name of the oa,:-inaacing Society, the line number, import, dispositions
 
total o)erated and b:Jnc for disposa-l; and in second term, the particularh, e,;
of the credit ooeration betwee- the commercial "istitution and itsc 
debtor, and slhoul" inlicae the name of the debtor himself, ubica:Iion of his 
pro;:ety, typo and date of the contract, import of the granted credit, rate of 
inte-est, investment concepts and the nature of the promissory notes subject
to discou.-t. These forms of relation of documents to discount should be sent 
cuadruplicate. 

4. Evaluations of the investment to be made. In discount operations
with resources from - with funds fromALPRO'S programs, wheher deairn 
ATD, -DB or ILYD, documents with studies and evaluations of every one 
of the farmerrs applications should be presented in addition to the documentation 
refe'rred to above, Such studies must be formulated by Fondo's technical staff, 
or by technical personnel formally appointed by Fondo. 

The selection of clientele will be made upon ;uCd-ement and according
to the intern practices of each institution, but it is required that the credit 
adjusts to the operation rules of the respective program. 

As a and in oer 	 it'-ju to apply for these evaluations, is 
rec~uired that theon has dote,:m-....d that the m,-Dicant meets the 
recui:'oments ...-d th :'coa.. Relations between the commercial credit 
instita.Jon a Ln-tho "oroducers receiving ce-dit is properly described alo 
Lhe creL vhicicant appears at a c edit instiuion 

with his 	investment _j'oject containinn, tile foRlowrdg data:fro 
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a) Amount of credit applied for. 

b) Program including investment objectives, costs and total volumeof investments, indicating in its case, those to be made with own resources. 

c) Guarantees offer-ed and, on determined circumstances, the appraisal
of goods by an agricultural technician. 

When documents covered by the guarantees offered are not in due form,the applicanL is advised to meet with a lawyer to cover the irregularities. L'I some cases, the legal department advises the applicant for the necessary questions; in case where the appraisal does not exist, it is practiced by theinstitution or any other ins Litution strange to the applicant. Once the applicanthas obtained a favorable resolution, the contracts are formulated and should
contain, among other i'-uirements: 

a) Amount. Import of the credit 

b) Investment program 

c) Repayment or amortization program 

d) Interest rate 

e) Guarantees affected. 

f) Client's obligations and reasons for cancellation of contract. 

g) The inscription that should be done at the Real Estate Registration 
Office of the properties given in guarantee is an essential requeriment. 

Once the credit contract has been registered, the debtor may go to theinstitution and do the fund retirement according to the ministrations calendarthrough the subscription of the promissory notes documenting his retirements.
The final appendixes contain some main forms used in the operations betweenthe Fondo and the commercial institution as well as between the latter and the 
producers.
 

II.E. 5. Estimations of Techniques 

The supervision of the credit will be in charge of the commercialinstitution giving the credit and, when the sum of such credit is discounted bythe Fondo, this may keep the right to supervise that investment plan is donein a sarisfactory way. Such supervision is under the attention of the Fondo'slocal agencies, and its execution is dividedI in two steps: a) Office inslpections 
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and b) Field inspections. Both are already described in H. C. 2. c. 

The number of visits per farm depends upon the amount of the loan 
and the period of :..rstments. 

To zupervise the credit, th;e technica! staff have basic inrformation 
abou: the contract of credit opening of each one of the farmers under their 
control. 



P. COLLECTION
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II. F. COLLECTION 

I. F. 1, Repayment Record 

In relation to the amount of discount credits, it has been a !00%
 
repayment of all credit iecuperations between Fondo 4,. commercial
 
cre.it institutions. 
 The expired portfolio from the commercial institutions
 
with respect to the total ALPRO-AID Program, for instance, renresents
 
0. 92,1. One can list a number of reasons that can explain the high repayment
irndexes of credits: 

1) The subjects of credit are selected. 

2) Project evaluations are made before the loans is granted and begings

to be in operation; these evaluations consist in investment studies and Aroftab ity

of i:nvestments from which the amount of credit, repayment terms, 
 and th
 
program. of recuperat -.n are established so that the farmer can be left with
 
a reasoiable amount of profit. 
 These studies determine o-he cha:,acteristics
of desirability which the farm units must satisfy so that the loan ,;be safe. 

However, the basic is that the Fondo does not finance economcauy 

submarginal farmers, but people who already practiced a profitable farming
with possibilities of improving through a credit. There are a number of observation
about the conditions influencing the farmer's propention to pay his credits. They 
are included in an appendix to this paper 

I.F. 2. Methods 

The collection of discount resources to commercial credit institutions
for granted agricultural loahs is made by Fondo according to the established 
credit contracts, with charge to any of the programs and under' the ;'ohio's
operation rules with commercial credit institutions. Between commercial 
banks and farmers receiving the icans, the collection mechanism is based in
the repayments program before the credit is approved, as a part of the farmer's 
evaluation. All operations among Pondo, the commercial banks and the farmers 
are in cash. 

I. F. 3. Special Enforcement Procedures 

For operations between Fondo and the commercial banks Article 16,
from Fondo's Operation Rules, states the following: "The Fideiconmissioner 
will not perio:=m the operations (discount, g._arantee, and loan) when the credits 
given to farmers with resources from programs operated by Fondo, fix interests 
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s-zerlcor to 12(,b a year. Also, the o w-l n-drot do such o'erao"on with 
zh.e cs.it instituticrIs when it is discovered that these institutions charge 
6-" Xerer. a-ounts or interes that do not apaar in the respective credit 

i-, andco"trac-s 01' when Fondo is not noti:Ied, Part V- from Article 21, 
wich res3act to guar-antee operations (that are minimum), it is established 
tat: "The Fideicommissioner wIl not fxy the guarantee when, 

a) By ne-ience of tIe cr-dJit insti.tution, it loses the privileges 
-e.erred to in the first paragraph from Article 327 from the law of Titles 

and Credit Operation-s. 

b) The 3nstitution releases par' of the .c.ds given in guarantee by 
the eor or allows ihen iobe svbs-.tiie6 by otier ones without previous 
authoriza-Uon :Lroi-. tix FidecoxnQss oner. 

. n
I, c ,:e • coes nct demand the ebzoz the debtor the creditf "o&.

•wt7en t. >t,,mpi.oys the funds for iffeen[ purposes as those specified, or 
sh..~s •~<1nc.- in t" ,ninistra i of the business. 

id Lf the c'ed or does not fuJ1i. the !pecifEications of the respective 
gu arrteo contract. 

g2an 
to conmcr ial credit instituto, it is rcquired c:hat the ario receives 
tie credit supervises the correct investment ol the funds ard ikzks, care and 
preserves the Liaranteas give,., About the measures -e-ctrnierciai banks 
can tuke when debtcrs do not pay on time; the followin is cstablish-d.

i,.order ihat the Ficeicomni5ssoner di2 :.;unt cveaIt tit'es .rantc-, 

;iec' by 7it\w: Can 

L ."
 With the Fondos Pro'ram, the institutions, as spec 
name an auditor and the expenses will be convered by the debtor. If the debtor 
does nor pay on time, he ntust between the institution and Foaido. The interest 
rate cannot be higher than 6% a year under the ALPRO Program. Aditional 
information about long and short term credits in relation to contracts betveen 
the banks anJ the debtors and measures that will be taken can be founcd inthe 
appendix at the end. For group credits, each of the group memiebrs has a 
definite and personal responsability; thus,. each debtor is subject to personal 
type sanctions and to the group pressure. 

IL F. 4. Rescheduling 

The reschedul nig of debts with Fondo is very unusual and is generally 
done in the following cases. 
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Hf. F. COLLECTON 

II. F. 1. Repayment Record 

In relation to the amounz of discount credits, it has been a10% 
repayment of all credit recuperations between Fondo and commercipl
credit institutions. The expired portfolio from the commercial institutions 
with respect to the total ALPRO-AID Program, for instance, represents
0. 02%. One can list a number of reasons that can explain the high repayment

indexes of credits:
 

1) The subjects of credit are selected, 

2) Project evaluations are made before the loans is granted and begings
to be in operation; these evaluations consist in investment studies and -rofitab0Zity
of investments from which the amount of credit, repayment terms, and th-e 
program of recuperatj.. are established so that the farmer can be left with 
a reasonable amount of profit. These studies determinei aih he char'acteristics 
of desirability which the farm units must satisfy so that the loan n be sale. 

However, the basic is that the Fondo does not finance economicaLy
submarghial farmers, but people who already practiced a profitable farming
with possibilities of improving through a credit. There are a number of obse--vation 
about the conditions influencing the farmer's propention to pay his credits. They 
are included in an appendix to this paper 

II. F. 2. Methods 

The collection of discount resources to commercial credit nstitations 
for granted agricultural loans is made by Fondo according to the established 
credit contracts, with charge to any of the programs and under the Eondo's 
operation rules with commercial credit institutions. Between commercial 
banks and farmers receiving the loans, the collection mechanism is based in 
the repayments program before the credit is approved, as a part of the farmer's 
evaluation. All operations among Fondo, the commercial banks and the farmers 
are in cash. 

II. F. 3. Special Enforcement Procedures 

For operations between Fondo and the com"-ercial banks Article 16, 
from Fondo's Operation Rules, states the following: "The Fideicommissioner 
will not per'o'rm the operations (discount, guarantee, and loan) when the credits 
given to farmers with resources from programs operated by Fond3, fix interests 
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su';erior to 12%o a year. Also, te ' not do such with 
th 'J..it institutions when it is discovered tha_,t those instituti -nscharge

l.erenaounts o- iteres that do - a-n.ot the, respctive credit 

con:aicts or when Fondo is not notified. L- Par"t V, f2om Ar-cie 21, and 
wih res::ect to guarantee operations (that are minimum), it is established 
that: "The Fideicominiissioner will not pay the g-ai'ant .e when, 

a) 3y negligence of the credit institution, it loses the privileges 
re-eferred to in the first paragraph from Article 327 from the law of Titles 
and Credit Operations. 

b) The institution releases part of the g'oods given in guarantee by 
the debtor or allows them to be substituted by other ones without previous 
authorization from the Fideicommissioner. 

c) If the C."ed :or.,I does not demiand the debLor the debtor the credit 
when the latter employs the funds for different purposes as those specified, or 
shows carelessness in the a:,ninistration of the business. 

d) IZ the reditor does not fulfill the speciizcations of the respective 
guarantee contract." 

In order that the Fideicommissioner can discount credit titles ran"-,; 
to commercial credit institutions, it is required that the farme-- who receives 
the credit supervises the correct investment of the funds and takes care and 
preserves the -;,uarantees given. About the measures the commercial bms 
can take when debtors do not pay on time; the following is established. 

With the Fondo's Program, the institutions, as s,]ecified by law, can 
name an auditor and t,:e expenses will be convered by the debtor. If the debtor 
does nor pay on time, he must between the institution and Fondo. The interest 
rate cannot be higher than 6% a year underthe ALPRO Program. Additional 
information about long and short term credits in relation to .conracts baLveen 
the banks and the debtors and measures that will be taken can be foundC in the 
appendix at the end. For group credits, each of the group members has a 
definite and personal responsaTbility; thus, each debtor is subje t to personal 
type sanctions and to the group pressure. 

i. F. 4. Rescheduling 

The rescheduling of debts with Fondo is very unusual and is generally 
done in the following cases. 



75
 

a) Vhen for reasons completely out o- the control of the debtors,

they cannot only pay their cred!.t but n-, a new loan to continue -ir
 
pro :ction activities and to "e able to pa- their -::o •)ts 

b) When in the deb-tor's farm or exploitation, some extensions to the

already in operation activities are being planned and approved, with a loan
 
discounted by Fo!-do.
 

The rescheduling procedure is as follows: 

a) The debtor applies to the commercial bank an extension for his credit 
or a new loan with a new due date for the previous payment so that he can po:.'ce
enough to pay for both cr-,'it-s. 

b) The co.merciald bank transfers the a !c.tion to the corresio.ding..
Fondos agency. This agency or office mkjes the necessary st'1. - to cdetermine
whether it is possible to make a new rescheduiling or not, the amount of the newv 
loan, and the most adequate form of payment for e new loan. 

c) After this study is done and depending upon the amount of the operation,
the Fondo's agency will be able to approve the reschedaling or either send the 
application and study to the Teclrnic! Committee from Fondo in the Cendtral 
Office. The local offices can approve loans up to one million pesos with charge 
to the proper program. 

d) The rest of the oneration of r'che-ujled credits is the same as that for 
normal rredits. 
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-1. 0. COSTS AND FINANCE 

II. G. I Portfolio Profits ard Loses 

Since the firs AID loan and in relation to the A LPRO -AID pro
gram, the portfolio balances at D.ecm.vnber 31, for each year were. * 

Year s Ba lan..ce 

1963 18.2 
)64 131.5 

"965 264.1 
1966 347.0 
1967 383.8 

3991968 
1969 256.6 
1979 181.3 
1971 181.8 

Tsre is no expired portfolio :-.cause the institutions opera unrng with the program affronc the risk in case the credit given to farmer -

Ls nlor i:cu',rated. The ALPRO- AID porifolio has had a revolving velocit. 
during the last four years, as follows: 

Years L Do -AID 
Portfolio Velocity 

"1968 2 .33
1969 3.03 
1970 2.44 
1971 2.94 

Given that recuperated funds from AID loans are not assiged
to fnan-e the program, there is a decreasing proportion of such loans,
with respect to the set of all Fondo programs. 

See -able at final of its chapter. 
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11. 	G.2 Admi:..istrative Costs 

The main operation costs from Fondo a-re the following: 

a) 	Technical assistance. - salaries of technical staff, deprecia 
rion and travel exp.,,ses, etc. 

b) Administrative services. - Technical Committee, salaries of 
administrative staff, depreciation, etc. 

c) Financing. - interests on rediscount operations with Bank of Me
xico. 

The Fondo's costs (aggregate costs from all truts) for each pe
so lent in 1971, were. * 

Technical assi stance 1.67%0 
Administrative services 2.05%0 
Financing 4. S3O 

Total 8.55YO 

For the AID portfolio the rediscount in the Bank of Mexico is 

not used; that is Fondo cannot increase its operations with AID resources, 
employing funds from the Central Bank 

II. G. 3. Beneficiary Savings 

In any of the programs managed by Fondo, the debtors are for
ced to save or make investments to provide a refinandng source for the 
program. 

However, they have the obligation to make specific inves:ments 

•*" See rubles at the final of its chapter. 
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with the loan so as to permit an increase in their assets and to dispose of
resulting"ac.ives, which means an increment in their capital. 

ii. G. 4 External Financing. 

In general, the Fondo's sources of funds are: 
1\~tO.o i Sources. 

a) A given amou:nt L-om the Federal Gover rl.cnrt that has incre
ased with truts st.bjised by t:he Govecnmnt itself to give cedits to a*ri
cuLure, with th- a Urimony integrated by the National Funds of Agricultu -

Guarantee; \ Eilthe yield of investments that have been making with re -
sources from Fo.-do. 

b) \Viti resources from the operation of placing the bonds for -
livestock developmnent in compulsory deposit. 

c) \Vith other narioiMI resoures that the Government may allow.The fi n:t sOUrCe of 1fndLs JS devoted minh, to discount operations with comer
clal credit institutions to incrcease the agriculural activities. L-u second 
source is to 11nance livestock activities. 

Interna:ti onal Sources. 

a) Resources from AID loans v.1-1-in the ALPRO. 

The ALPRO has been supported with 2 loans for a total of 41.5 nillion dollars. The fit-st one in 1962 at 0. 75%70 a year, to be due in forty ye
a rs; an the second in 1966 at 3.5% a year, for a 25-years term. To con5 
nue the program, the IDB in 1968, granted a 20 million dollars at 3%e a year

for a 22- years program. Since the beOginning of ALPRO Program until Sep
tember 30, 1970, a gross total of 67. 9 million dollars had been granted in rediScounts to refinance primary loans about 75.4 million dollais. REcupe rations of loans are dedicated to new loans and during the last three years,they have been maintained at a more or less consrant level, from about 28 -
to 30 million dollars. 

These resources Lorn ALPRG are for loans and redi scot:.t-. ope



rations to finance long and mediun -term loans to ejido farmers and smail 
farmers according to credit programs to successful producers. 

b) Resources from the trust named Spc/ciai Fund for Agricul
rural Financings from loan 430-MF of the 11RD wich are used to medium 
and long-,erm credits to crop and livestock production and agricultural in 

dustries. 

c) Resources from the 11DB whose amount is to continue the fi
nancing from ALPRO program. These funds increa.-- the resources from
the trust. Special Funds of Agricultural Financing in order to be able to em
ploy them to rediscount the official banks. 

d) Resou:-ces from zhe 610- ME loan, second credit obtained by 
the Mexican Governmerj fhun the IBRID. 

All these resuu-rces have been discounted to the private banks 
for the fin"ncing of producers, as shown in the nexLfigure: 
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Table t2 

"FONDO. VALUE OF DISCOUNTS 
ALPRO-AID PROGRAM. 

IN THE 

( Millions of pesos) 

Years Discounts 

1953 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
i971 
1972 
1973 
1974 
1975 
1976 

:S. 2 
20 0 

.26 0 
-48.8 

132. 7 
75.3 
34.3 
!3.0 
68.7 
71. 2* 
62. 5* 
53. 7* 
44.9* 
36 9* 

* Estimated recuDerations based on the i967- 71 recuperations 1.anni,.
and Operations Division. 
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1I. G. 5 Institutional Solvency 

.tincialsituation of Fondo has been improving with resour
ces fro,, u,.e 1-eceral Government and past periods utilities. 'Thus, if 1966 
is compared \with last tihree years, great increases are observed every ye 
ar, and also a total growd from 9. 4 to 16. 1 millions dollars. See next table: 

million of pesos 

Funds Received 

Year Initial& Amorti- Cummulative Total %0Increase 
Subsequent zations Utilities Base Year 

1966 

1966 118.2 - - 113.2 100 
1969 121.5 4.4 14.1 140.0 118 
1970 134.0 18.3 17.7 170.0 143 
1971 146.5 37. 1 18.8 202.4 171 

For 1974 will be a Fondo patrimony of 298.1 millions of pesos 
wich means a 252%, increase with respect to the base year 1966. 

During the analyzed period, the balances to December 31 of the -
international credits and rediscounts made in Bank of Mexico, are: 

Balances to December 31 
Million of pesos. 

Tear International Rediscounts in Total % Increment 
Credits. Bank of Mexico. Base Year 1966 

966 487.2 474.7 961. 9 100 
1969 1 318. 4 705.4 1723. 8 179 
1970 1438.1 606.1 2044.2 212 
1971 1 830.C 978.1 2808.1 292 
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For the next yea::s, the international credits are going to e in

cl-eased with loans from the credi: aplication to the 1BRD, Foe" - gi.. " 

:ura! -axve]o-p-me-ot Project, General Subprojet; also, availab.e funds in ank 

o- Mexico will increase from the agreem2nts relative to the legal deposit 
from finan,;ng societies from February 1971 and May 1972. 

are invUsted in cr \Most of the descriLed inancing resources 

dits and rediscou s whose ijaL.nces re 2394. 1 pesos for 0ecem

her 31, 1971. From this, 442. 7 correspond to short-term credits an, 1 951. 4 

to medium and long-term c-eaits. The credit portfolio is aiyvays ecu..ra

ted on due time, independently of supervised and recuperabV i.vesrn.en s 
of rcroucers , mainly bec:.ause Fondo 's system of c: .. .- dirctL to the Da5 

iatin.- bank.,all due amounts in its account ill -CnOf 
the objectives and policies from Fondo , the incomes pa r p.duct r 

ployed to cover the expenditures. The accumulated residuals f:o. 1955 to -

December 31, 1971 are -_0. 9 million pesos. From this, 22. 1 are aplDic-d to 

from ca!ital and contingency passive reservoirs, in spite of the big expen 

ditures in tech.a.:cal assistance, the Fo;:o operates with prcfit. The incomes 

obtained in 1966 and 1971, were employed to cover aggregate expenditures as 
follows: 

Million of pesos To 

'1966 1971 1966 1971 

Financing costs 20.9 104.0 43 56 
Administrative services 16.6 .2 34 24 
Technical assistance 11.15 36.1 23 20 

49.0 1813 1-O 

Despite that in relative terms, the techaical assistance cost 11a
ve decreased from 23 tO 20%0, they have improved in quality. See tablas ann
exed. 

11 . G. 6 Foreign Exchange Balance 

There were no available figures to get an idea about the net im 

http:i.vesrn.en
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pact that the Fondo's progzrams small producers have on the bahnce of 
payments. 

However, since the credits , these, programs must be given 
to basic crcps, this may dec-ease tha basic food product s imports. Also
restrictive measures were applied to reduce wheat production in the win 
ter crops 1965/66 and 1966/67, the irrigarec cen production in 1966 and sor 
go produ.;tion in 1967/68, Wirh these measures, unfavorable exportations to 
world market prices, lower than production costs, were avoided. 

Table.,3 

FONI'S ANNUAL PORTFOLIO BY KIND OF CREDIT AND ORIGEN OF RE 
-- ES. TO DECENMBEI31.- OE1?- -iYEAR. 

MILLIONS OF PESOS 

YEAR TOTAL SHORT LONG OWN RESOUR AID 'BRD IDB 
TERM TERM CES. 

1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 18.2 
1964 131.5 
1965
1966 

710.0
1057.6 

57.2
120.0 

387.4
466.9 

444.6
586.9 

264.1
347.1 

1.3
123. 7 

1967 1270.0 197. 2 370.4 567.4 383.8 318. 6 
1968 1520.3 293.4 226.5 519.9 338.9 605.7 55 
1969
1970 

1717.1
2056. 3 

318.8
423.2 

137.8
48.5 

456. 6
471.7 

254. r
181.3 

885.9
1207.4 

120,
195 

1971 2375.3 431.1 13.4 444.5 177.8 1517.7 203, 
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Table 16 :-, IN TIE Y S IDcA'I'
 

1 9 	 .970 97 1
 
CATEGORY 
 SP.r" -L;. S;ECj -%L 	 N,/ _S}i i2 


TR,;JZr F0.1,03 TOTAL TPUGT FOXO0 TOTAL TRHi-iT FODD TOTAL 
FUND 	 FUXD FU'D 

Fir'. C-ortribution 	 5.0 i04.0 109.0 5.0 I01.0 ].09.0 5.0 104.0 109.0 

C trihtior for I"J 
12.5 - 12.5 25.0 - 25.0 3"?.5 - 37.5 

, 	....:Licn I[3 1c~n
 

- - /--" 
 - -	 5.7 - .5.7 

.-....-
. n first and 

4.4 4.4 ]B.3 - 18.3 31.4 - 31.4 

I-'-d nct in. 0.3 13.S 14.). 0.9 16.8 17.7 1.2 17.6 15.8 

N-t incr.< 0., ,.. 3..G 0.3 0.6 1.1 r.3 '. L1.5 

T 0 T A L 22. B 	 'i.B 1ei3.fl /f1.5 121.0 171.1 81.1 1212. 2'c3.2 

ACCO2.r'2, DEPARTGITNT 

;'.vT '.zo
 



LI\'FSTOCK' AX9D fc cIL.L-rvL, [L2E/ 1f7.'ENT ,-,0,:CT
 

FC%'D0 D7 GJ-,,TIA Y FC:.'TO P/,RA LA C J.TLAA, 
 -" 7 A Y I'NIcoTu 
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Table 17 (I'T I:'N ,, 

CATEGORY-_ 

Fi,* C n-tribution 


Cst:b'tim or U!O 

ID.,l
n ! D Loon 

1:-::t
:at:3nFj:st iand
 

(4. G!O-4.E) 

s 


I._, d,: cm::-0.6 


.- ... inc.rrc 


T 0 T A L 

1 9 7 2 1 9 7 3 1 9 7? 
_ _____ 

SPECIAL 
TF-L!ST F020 TOTAL TRUSJT FCiD0 TOTAL 

AOAC 

.:T F7'Y- TOTAL 
FUD6LD Fi F'. 

5.0 10.0 109.0 5.0 1C6.0 109.0 1 - 0 .3 

37.5 - 37..5 37.5 37.5 37.5 37.5 
01 

17.0 - 17.0 28.4 !2!.4, 39.8 - 39.8 

5_rda5.2 - 45.2 59.7 - 59.7 1.7 - 90.7 

1.5 18.1 19.6 0.9 1C.9 19.8 -. 92.9 21.1 
.8 0.2 -4 7 6.0 .3-!:.7. 2 . ?. 

105.6 122.9 220.5 125.6 121.9 27.-.7 lea.5 1:7.0 31.5 
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iI.±. COMPLEMENTARY FACTORS 

ii.1 Technology 

A. Orien.tation and How to Administrate it. 

CrecL' provided with charge to the Fondo's programs

for small producers is usually long-term credit and in cash. As

• crediis require a previous study for approval and supervi
sion du:Kng their operation, they are graned upon - mutual agree
ient amon) the commercial b-ank, the producer, and the ronido,


L.: L they will be invested according to a technology establisied in
 
... e conhract to coen the credit. In short term credits, some banks,
usually official, provide part of the credit in inputs whose amount 
and characteristics imply the adopLion, by common agreement bet
ween bank and producer, of a determined technology thoat produ.
an a:verage expacted return in production, However, this is generally 
-oC the case in th arallel or complementary short ter m c-,redits

gatdby commercial ha-,s with charge to th.e current 
Fondo's
-0--Ces since the a ement of procucts represents hihe
 

credit operation costs.
 

S ". X.ension an! Supervisin _Proram. 

Technical assistance and supervision services are nainly

provided by Fondo's technicians at the regional agencies. The
 
following services are provided.
 

1. Technical assistance to institutions. 

a) H-1elp credit institutions in the formulation of pro
grams and applications. 

b) "n short term credits, provide or sugZest the "is" 

trations calendar, according to production costs in the iegion 
treated. 

c) in long tor:-- edits, some aid is given to instiut:on-s 
in. the formulation of -mves-ment ana repayment pro:ram, based 
on the corresponr.., stuc.y and ,valuation of the application and e exploitation itsci, and according to the productivity of the .arm 
or tie kind oi investment. 
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2. A-ssistan;e t r~~!s 

F-e 1,".-ondo's tec'hnical assistance to producers is asTfollows. 

a) Study of ai:)!ications presented to comme-cial banks
 
by agricutu-al p2o3.ucers.
 

b) Evaluation of a tlications subOject" to creat. 

c) A su.port to tie producers' applications with the
 
necessary tec-nical agricultual: data and exami nataon of t.eM
 
with agrononic criteria to determine . th- ve....ent plan

pronosed by the 2rodUce" corcresponds to rational and profitable

investment concepts in tormns of ikznd, wate2 availability, working
cqui'-nnt. nroducer's ece'x ience01.rer ~ ' j~ !D cctc otleii Tis *:.-- don~e


L
in ezCtUI .- ion4 e,Cn io'n appied by the producer to reha0.1-+< h . , o - .b t..... or- inove l-Us e::..~o~~o ion and the conrIelnentary
pall.el she term -'aa 'ho I ] 2ve 

or,
_M cecils - t lins""U"lton!tILuA w47! --:,-OVIdea-on......hav"'vdo. --

-or (... C ar 0vhcnI" ,ton .i. 1a' tO "te "s C'ieria)
can be recu-)erated ....with thte ,.vt-- .... ' S Pro ing a,-,.. .lo cd-lCVi 1:y a.ow 
reomnant that sc ._ros the econcmic and social needs of t )'-'-odu
cer. 

d) Tochnical advise to producers and, at farm level,
for the use of fertilizers, insOcticidtes, crop rotation, inp'rove
ment of existing works, design of new works, etc. 

e) Organization of societies or groups of farmers for a
better improvenent of th e financing and technical assistance ser
vices mainly. 

S. Credit proramming' at regional level. 

Other activity developed by the technicians of the Fondo's 
regional agencies is the orientation and elaboration of crop and
livestock development programs, finan'ced by Fondo at a regional
jevel, tending to promote the development of the producers tech
nical, economic, and social progress. aim the farm-The is that 
ors make an efficient use of the available resources in the gV:
:region (land, water, agricultural equipment, cattle, orchaIrds,
vogetaoles, etc.), improvin; in this way the different produc ion 
lines and in general, t conomy of the region in which these are 



C.b 

.,ated. These programs are -roposed to commercial credit 

L.stitutions so that they take care of their promotion and financing. 
The 2 ono does not offer training programs for producers and the 
nsc 2Lon visits are usually i-dividually, not f:equen: in number 
nor practiced for all debtors because of the large number, they 
are rather at random and in a proportion of 15 % of the producers. 

C. Other Mcchanisms for Transfei-rnce of Technic es. 

As stated above, the Fondo's financing program includes 
specific technical assistance se;l.'ces for the ends and proper o:per
ation of the credits granted, independently from services available 
for the producers from official or commercial institutions. 

On the other hand, the only technical assistance services 
Lha, may be considered apart from this or other credit .rogra.s, 
are the Agricultural Extension Na.tional Services and denstratior 
services in the exoeriniental fields of the Agricultural ',:inistry 
(SAG). Such services have a very small influence in relati6:: .m 
the number of agricultural prloducers in the country. For this 
reason, the coordination between these services and the agricultural 
financing programs of any other institution are not common. 

From the above, we ca.. conclude the following: 

a) Small producers who request financings with resour
ces from programs managed by Fondo are willing to adopt and 
follow the required technological changes, inasmuch as the credit 
is conditioned to this fact. 

b) The technology to be used i,; determined and agreed 
in the evaluation of the credit's application, being supervised 
throughout the operation by the Fondo's technicians. 

D. Nature of the Technology. 

Credit programs fLr financing small agricultural pro
ducers are operated as development programs for the people re
ceiving credit and not as c.npalins to increase production or 
promote the use of impruved inputs. To attain this goal, the 



technical assistance mentLcneca above is provided to the institutions 
and producers. The technicians in charge are previously trained 
in the Fondo's training courses hel.... annually at the Agricultural 
Economics Center (CEA) from the Postgraduate College at Chapingo, 
Mexico. 

HI.1-I.2 Supplies and Sales 

A Program Supplies 

Once the contract for opening credit has been signed, 
and according to the established investment program, the producer 
may use the necessary amour,s of money to obtain the equipment 
or inputs required. When buying equipment and machinery or con
tracting services, the Fondo's technicians suggest (without compro
mise) to prcducer the most adequate kind of equipment and company 
or companies where to buy or ccntract the services he needs. The 
Fondo's regional agencies and Central "fices have a record of the 
con'tratists and firms, as well as their solvency, in order to pro
zect the beneficiary from fraud or abuse by these firms. In short 
term credits complementary to the long terra credits provided by
commercial banns and discounted by Fondo, there are no -:.,u.sprovided; banks doing this independently, usually recommend their 
debto-s to organize in groups to make transportations) management, 
storage and sometimes ap'nicat-on of inputs and services received 
as part of the credit, cheaper when done at a larger scale. In 
the Fondo's operation conditions, producers normally enter the 
.-pu- nmrket as any other consumer, and are able to obtain them 
a' r~R't )rie , Some of these inputs may be imported and the 
pr.oducol' may -bt).n them on his own, knowing the technical recom
mendation 2d ,v.ggestions fLora the Fondo's staff. With refer
ence to long term credits and mainly those assigned to primary in
dustrialization of agricultural products or works of rural infraestruc
ta.re, cr.'edits are granted up to a total of five million pesos to orga
nized groups of beneficiaries, whenever such amount, proportionally
distributed among the groap receiving the credit, corresponds to a 
maximum of $150 000 per beneficiary. These kinds of credit are 
financed with charge to the EBRD Program. More credits have 
beon discounted for regional development purposes. 
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B. Program Infraesiructure 

Resources from programs for small agricultural producers
are assigned to the improvement and development of the beneficiaries' 
farms, 'whenever with such financing they improve their productivity
conditions, giving attentio : to tL. working productivity principally. 
As staLed above, credits for rural i fraestructural works are underthe influence of other progran.i; fom Fondo, and may be granted to
individuals or groups of producers organized for such purpose.
However, some lines of investment such as irrigation works or 
installations for storage o products, may be considered within the
 
programs for small producers, whenever they are done in the bene
ficiary's fa-m, for deveicging its productivity and according to the
 
respective Operation Rules.
 

C. Availabi-y and Access 

in the preliminary study and evaluation of the credit
 
applications a technology to be followed is suggested, based on the

real availability of inputs and equipment recommended. 
 Such avail
ability is constantly verified in the market by the Fondo's techni
cians, and sometimes different alternatives can be presented for 
acquiring t-he necessary inputs or equipment. In case there is no
possibility of obtaining some of the necessary or recommended 
items, the producers are free to consult the Fondo's technicians 
to solve the problem. Such solution may consist in substitutL.g
the item, getting it in other part of the country, or, if necessary,
import it. In a extreme case, a modification of the investment 
plan can be considered. Anyway, producers attend freely to the
local, regional, or national market looking for the items they need 
in production. 

D. Secured Sales and Guarantee Prices 

In the same way producers buy their inputs, they go to 
the market to sell their products freely, without any official inter
vention by the Fondo or credit institution. Any kind of trade or 
sale of the agricultural production before it .s produced is the pro
ducer'- own responsibilit, (whether in individual, or collective form 
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a) That they invest,no theri
(specified by th~e Cpera-Lion Rules) p own resocs, a partof he aproe bud o 

vestment pxooject. 
,That ;hey hav t,""1 

ev aveenoup-1 properties to respond for h 
total financing, apart from the expected value of the crop. 

In any case should the garac.ee exceed 60 '%of -e .' "n 
par2t of the credit granted or plarnn ., and to become effective the 
amount really operated by the debtor will be taken as. a basis. The 
....L...'n may only ask for the garantee when the recuperation is 

not possible beCause of unex.ected and uncontrallabie reasons fifter 
a 12-month period, counted from the date of expirazion. in the event 
that the Foncio pays the arantee, the amounts recovered aite-.-ards 
from the debtor will be uro.o rtionaily distributed between the '_c'u
ciary, for the sum paid, and the credit irstitution for the u-d:a 
-roportion of the m7in amount of its credit. (According to theFot="th Article, Eight Fraction from the Operation Rules). The 
inAstitution will pay Fondo for the guarantee service a i...e.ohighe,- than 2.2% on t-he guaranteed amount. W ,eu, soe 
nmodifications permiue& that, in some special cases, the Fondo 
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1Th&e wit Ihe own resor.:ces f'ona .., " n
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_DI'oCiUCOrS canl cont"act; cK Aei own e Iner:.<' O'z:C a;..4..... 


",ty require for aLi-is of in ...
other out financing. general'
 
characte'isics ofhe A',r""-OWS.
 as 

olfn custonerIisu- jo" o ocial a"i-u- r 
ban.s. 

- The coverh,'- contains only theCj,01Ie'Sd-irec cro xiOlef4 t 

till the mom ent of dama ,e: thic mea1ns, expenses financed by the
shor ;erm crcdit. it is an insurance of the cred-t. 

- it has Cstr'UtiOn of risks in1silace; is, 
som~o cros to o-Chors and, fromn zones to anothers, so the ls 
p,'o.4abio crops and zones are subsidized by the more pr--t"-l" 
crops ald zones. 

it is a strongly subsidized service by the Goer . 

F. Cther Marketing Arlan.ements in the Proram 

Th-ere are no services related to facilities or, hei. to 
producers in the sale, transportation, storage out of the fa-m,
wholesale p-ivileges, etc. wv::in the Fondo's activities. Kow
ever, throughout the country, and especially in stro--y agri
cU.turalI zones, there a1re 107(S waehouses for DMrcaSe Ind 
storage irom 'Lt- Rural ,arc,.ous. . Program of ,CNASU. to 
which the producers may -o for selling -heirbasic products
(corn, beans, and wheat) at guaran:e. pr1ices, whenever the o
ducts a±'e delivered in goc"1 concitions as far as humidity and 
cleanliness is concerned. 



G. Genera! Marketing Conditions 

.- s Fondo's ac-ivites wit it-s "r a forsmail producers are pc._'or at a-..., alinostwould be excessively .on, to describe and characte-ize the cor"ne" 'ializa "i " of th. pr... ction- aie .ro /r the cou

i..n.ncio or t0he infiuen.ce 
 area of each of the Fondo's rec:_onalagenc-es. Also, this activity remains out of the o ,-glar
activities and for this reason there is very few desc ii.ire orCuantitative iformation on this respect. Rccenty, through the 
'Program of Lnmmeaiate Action o Airculturail CreC.L 3I-cved

by the F-ra]. Covernmeni on June 22 
 .972 ,in - ,Guer-,vro be?;an a series of credit and eio...... ae..charge tot then diferentn o ,.-,.-,11,,C managed by Foncic inin whichwhcL..ic"~n cfL p-ro-'a... inancg oper-ipsons 
 are p-an.e. for agricultural producton anddevelopment of farm prcd:uctivity as wel as nroct industriaiization and con.struction Gf rural iriraestructural works: all--. t ,ec~f one state pro--a.m aZC.
 
tion of small p:oducers.
 

This hatter type of financing as well as organization ofproducers may have some inmnact in t-he production and its con:me rciaiization. However, this does not mean they have a directpartici1aton on the mechanisms and facilities for marketing of 
l,:.oducts. 

en-Fis a-d Risks 

A necessary requirement for the credit's approval, esl'ecially in Ioans to small producers is the study and evaluation ofM-OdLlcer's a'oi:cation by the Fondo's technicians. In Lf:is sudy-nd basod on the farm's payment capacity (present and at the e 11of the investment period), "he investment and recuperation of creditprograms are established, so once discount"-2nall production andinancing expenses, the producer may count with a reasonable p-oportio-i to cover his current living needs. 

http:infiuen.ce
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A. Performance 

1. Appare:t Uses of Credit 

The c& it supply by ....on.o o farm,.ers through 'ho : ns-.itu'-c s 
are irn.a:d for zo ]P<:r 'o)ses or concepts of investme:".:s i:de creditin;ediec, 
suies cy evaluations made by t.chnician. .e or the "... - it VC. 

c,.icu. that su.ch credits go " .. .s. 5to othe:' onc. 0i :-sLhe Case 
0."e .do cian (k) two L1iinjjs, ona, as: the crCdit hi5stuion to re-sue the fuil 

'OcreCiiL 2V making CiiUCtiVO tilycollite;Jl, or c-nge the co ...sOf 
li-:n of ...ixv istnCts previous Study of the tcC "'i .o..coth.l"' "-. "ordanc 

M.e changs that the farners ina.e 

Fondo is to grant long tena crec:ics for cv.i.ayolicy of te ,ual
o:. ..... on,ce this is or at he samne tite y grant sh* ten,",t : 

:o.O''CI. in pur'CL(Dl ..... ti,.is is Li.o case it is vary cliificui: forD. 5Whn 

"r" tA .!,2 J C 1, 

'Cditfor co-nsumpion C,-
'ccHV:.'lan th- (VGO as-. c ' co..rc.nce 
On lw ""to dirt ...c i e b caus ti, 

of W". a ui 30 'a11 Of iivestment in 
V.iA"'""" Lie [LaSiS MW,(. . , w,O' hliaS that aru gooi:z<,'__- {z~ il. 0,t to b-e ". ... :.. "'-e iu 


.... "" crop from "repartio.n of the land, to actual TLere'.in:o:nh in....me "R O.Ber"" r.... . ~ harvestin-
ar soe s-,-Ra are "erforniel by the farmer ana this na rt of creci: cot.I: 
be co'.siderC as .onstun.... ex editures Dcause 01 this program, some 
thncs the small farmer or ejido 'au-ne does not kave money to tal.e care of 
hs consumption C to the local lender' or to .he local storeneeds, then he asks 
per cre it for coesuniption to bo paid once he havests the crop. 

N rl.Lion.his.att..s,to the FonCo c.oes not carry statistics of
the way "ao productiori . For this reason is 

verifl ficult to know if A.ero is some divertion of funds for expenditure 
purposes; however this thing is not considered as a problem. 

2. Effects 

a. P roduction. Because of the n.ture of the loans made by the 
Fondo (long term loans) it is very difficult to account only for the imiact of 
ti short tern loans for procluction. However, th long tern loans are tor 
improving the condition of ::he farm such as leveling of the land, liing canals, 
drilling wells, coiistruction of barns, corrals, planting fruit trees or ,e.ennial 
crops, cows for milk procuation, etc. When these credits are accompanied by 
production credit the impact is combined and not only the production incrca,es, 
but the productivity of the whole farm unit. 
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in rolation "Yt the " c cC he AL'R0 c -, s e is 

itn.c.n..t:..,A L P O c.cc pro , eis.- 11athe 


a survey Carr cO. Ou by the Zondo i-_ K. £iod 
 f9 Inth:' tine
 
there were 17, 630 !n'oduce;:L...' ." " tis
""verse The 

where the sarnpi. wxas taken (QS2 favrmys,of,-,wa"m 
 coditol'S 

:n the I Ud tudiod (1002 -:000) the cmal'et insnoiors. 
&(. -39.1 ,. f:ui.... Z, '.'OCL h oav n ov- . . . .... . , 

il- . . t ~.... . i.L1 U hA LU 
C:- :.: -v"onPly, eac fC'ne rocle 57 COO zam 1)M'7-_ o 

o )r L, L~ C'1 . c:7Ct ' oI _J C. o (-'
707 )f'0 ... I W e i ,.'

i,.n ; .(. .!GA-. .... . 1... 1.... ... ~~ : ) V ~ t Cl p ~ L 'CI 

* 
h A om meS.~ aninliu:... ~i clo :cc '"V,': c rf(...i) n .1 Cit., G!s< i ..... [ .. I).CL,.,,u uc a

MCI Of.<.,,.:z ASC c an W~,.t.it~.Y the MAYO tCMIRS Amc iV"M OLG 

oCav y o ....ofO tl'.L.. 
 "-"
 
w ..... I 
 1V'_ 0 .u .. >..01 L,.millialV 653.05......yomb FzW Tab o LefA m n o ...to Lc(yallU' dC' .loc v__-cf , 1::nmn: "I .f.=LL:.. 


n " . cr . e.. [!'03 

~.~aa stadqUOiC'S. 7r7101n L S2V0 it was WGuxi out th-at 73 x'ct L'ta
 
far-arMs acrjva.iuil coni enchusively ironi the farm. Tits income 
was eypena&& 

clolhin4 7 ercenttil .:odlei~ of ... i.,'
othunrs 12 percent wh,.."Sicotd 

saving, :a
veStmenOs
 
caultal ac
culnujation 61 perceat
 

The c01a obtaied from ti survey was usedi to calculate the re-a,ion
beween the go s Valuc of produ.tIo. anci the valu. of tirassets a..LciOSL ilue 
of piImuchioI loss costs of ciolm am. zjit value of the assets before aind eiter Lhecetand th ta-nccl from the SIV .These o 1nainsisso hs
 

C)aL Ch": 'ed. ,"cn reliationshi o beon r os c
LenS for inf'an , alu
-'ouction anI'd va"ue of thcassets ive m 25.5 "t 


t1. fthe M credit and the calculate from the r showed-a:value of
 
'c, " 1i.1- C C-.... 

35.7 (Table; 2i). 

It i - very dififi cult to kow, because of the lack of data, how. lus 
o...o incrasec in pk: etin has been'.th caputuredii oy th i7,'mdthat ti.rieso 
viceverosa. The Fonc:o is oily conc ened wit the pjroucto n inoy very s eanp 
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Sometimes is desirable to have investments that save labor because 
there azre possibilities of employment of labor force saved in other activities; 
however each case must be anahzed because there is a lot of pressure of 

eople unemoye i most of the regions of tie country. 

f. 1?,k-cal anc social structure. The ALPRO credit n:'oram in 
a giis .... or mers=seiected that have poducavity and captcity 
o 	nay becausu iL3 -hys-eal resources can be combined w uih h wvstrnateS
 

i-proihaole the loans. rowev r, in most of the rainfall s1v-son
 
•nroouc 	 r~ (i: ,joraleros) thei'. '. i.... 't i-oL co in-ajoibi ity ,4 the farmers hav such VAd of( '" ,C e \vitb io~y, te m "n,.OS-.,-C,' 	 - ..... ~ 

resoices, C longratees . g r 
V -airMS =0 U0010 tO take WAUILt' e of a nLormal policy of credit. I is:noCOSSaKry CM 	 sta.S )Ocka! progrtins not only of credit butthe g_'oveT'rnmint a 

o (n ... . .. ,o o 'e together with p'ograins of research, education 
an] w'ct wn sezvce, and K yr:.ared to abso.:b lossos clue to the 
um-reciCM- whualher. These Ot-nters are the ones that actually create 
social and !o'iiti i p obleans, because heir quality and quantity of resources 
arc so snall that hey aacnclon te rural areas to go to the cities in order to 
ind a bot Lob. itIi bo son-o a't to group farmers w.'ith scarce resource 

in ord ow to make lar,'e units ;nd take advantage of investments others than 
~a:,'ulture; like production o_ grasses to rise cattle, However, there are 

capital devise-s technicues thac can not be iKlemented all over the country. 

. Prog'ress Lowa,S OtlerO;' oiCves. 

One of the main results of the Fondo has been the participation of 
the private banks in financing agricultural and livestock programs, much more 
L.:.n used te be. Actu-ly the private banks play an active roll in financiang 
agricji-ure a'.: jscounting much of their agricultural credits in the Fondo and 
raning credis with their own resources. The statistics carried out by 

the Fndo show.'s increases in the number of small, farmers beneficiated with 
credits; however, t;- program is not enough to fulfill the needs of the gre at 
majorhy of to s.-a l farmers and ejidcatarios of the Country. In July of this 
year the governn. nt th-'ough the Tondo started a new purogram of agricultural 
credit for small farmers using national funds named '"Agricultural Credit 
Pro, of Inediate, A-ction. In this program private and oficial institutions 
can discount credits with the Fondo. 

There is another program of agricultural credit that could be carried 
out by the p:ivate instjtutions. These are obligated to deposit in the Central 

skceti .. v; emlC'and ce.osits in cash n.anmg'ain 5 percent ofn ce.,.. the.of 

inte:ost intead of doing tht, they can loan this percentage to small farmers 
a d o.ai: a .6 rate of interest. 

Sfrom 
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4. Image 

a. "Act.ually creditors o not have information 
cut the -_Jolio o t,-.different programs managed by the F'onco. 

Z-,
 
- ViJe:' , a I 'O:no...- I carried on wi-, a group of small farmers the
 

ec.na'c:an of the ordo explain to them tie different ty'pes of credits, mai.mum
 
.aoun 'antca pei- aplicant, term, rate of interest, and concerts of
..
 
v::vC. es that can,. loamed through-the credi, nsL . These norms
ILions 

c-,e-, 1e- to certain pron an.dena.nid io3' ch'tnes that the fa--mer 
t.,.o O 'th- o'her hanid, when tie iechnician ma:es the 

cc.s&,.o~r evahuation Oie I-C heG!, fa-ruMinvestmenO Lof tire ap.olicanL, su-ests
 
r~d a ' o t1vm01s oun' of the individual la, ,i h -erm to be paid
 

cec, of".. 

1- th c 
out at,oi~ei. i'e; small Carat could be all AIL*" I.O credI,,or or 

v\ ,llC C Ct anlother pro:'aam. Ln another wor-ds the farmer has a little 
to co in orderi to demand changes in the norms of credit established by the 
Focdo. 

b.Genera ima! e of .Prora.i. When the ALPRO credit program 
Was esMbl!ishedc in it%32 the requirements to be a credit subject were very difficult 
to Cui-: nun--r of loansterefore in the first years of operation the were very 
.... it was. not until years later when the basic criteria requirements and 
oz:-ts of opet.i.on were lessrii,i, then the numfber of ALPRO crediiors 

in-creased. HowC.ver there is tihe impression that these credits are granted to 
se:Leted farmers and ejido farmers that actually 'Ire productive and have 
capacity of unvment; then the ALPRO credit help them; bt the same success 
cold iave been obtained with another credit program, even with a higher 
interest rate. 

The technical assistance that the technician of the Fondo supply to 
cee-tors can be vis-aalizcd at the time, when they make tie credit study or 
evaluation. -. -hat time and when they present its report of the evaluation 
it is consigned ceitain practices and uses of inputs that the farmer must 
foliow in order to "-e"esucessfull the credit granted. This is considered 
as technical assistance, -owever there is not. 

The continous increases and sucessfull credit operations of the 
Fondo in all the programs, have been made possible for the Country to 
start other cr.exiit programs with international and national funds, not only 
wit' , the -",ivate credit institiutions but with the official ones that traditionally 
iave been uns;ucccssfull in granting credits. 

http:opet.i.on
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C. P1cblems. 

±.Coy :ont Level
 
-.
tho- have not oen oblms-m- wi-: : crectw-" -. 

aLIjT LoveLnaren,The probem.~::;jr.I: a _o;V&, Fondo, or Sm afl a mer. 
L 4-*e1n~,o

:L tore,. 
-D 

a.. - eno10gh sources of .un..s to satisfy dernand of crec:ts
e0i'-'!LO'3 .. .... .0 GL L 0 0' 1 L ti.__0......~.:a2'mr5 O : ', . cou:':~. l-1o\evCr it is _L;Own: that nov.. all the 

01:s: o:try could be su0 ect of crcd: of a nor-al 1;o-icy of 

. 0a:L' thV cou. receive are o p.!c' _vG.'." s-eC isC"c
]-:,.a: vo za f :af Of a. yea:-i llSo1.O.. L..... ,os, :: G 'r the 

'3 ---- n..-r h 

- a !. - 1.L _ 1 . vcrl'_S 
., -a u . 'O". ucv of :he foGLowh7-C'' yIr er 1- very 

is, ot o . y C' - the ... "...... :v ' " ..... a d. "e debt 
-12 u.-," nc so 1e,3 ±rom the 

... . . l. C : S.- : f- ,i -fr ucture,. . . : ofs 
C -'COS, _;-U 11y o.L 

-.:-s . ..... .." c' "ust by a Tik. 
oj so. & a clrec.: 

Ccc:l a1 . ;olicy of credit. 
o 1a could' Z-ke *;ssfi a~eSt 

"-e ol ~:.o .... e problen at :he ievel of the Fondo are te ones 

o 'L3 "01i-at- a smal±l farmer need to fulfill to be accn u-....a' 
1-1- s11jec on cr--,it -,rog'ram. or othe, credit prog'ra-ms. These?2 

-equireen:s are ot fuilled by the majority of the small farmers and ejido 
momers of t... coumtry, th..erefore it is necessaiy to have other progr-ams 

".-us rvised c2L x.,t technicai assistance, that could grant credit to 
. _,r. s ..... cedit could be a combination of credits consumvtion"^o 

a.c: irocucon. However, it is necessary to take some prov.dences 'o avoid 
failure o. the program with crop insurances and for a governmental 

S. F:rm Level 

.... is n.-ob L.m bo."-is f-om the Fondo and arfects the farmer. . e.
 
":. c.it.. st-dv or"evaluation .s caried out by tae technician of :,ei-ona,4o,
 

._.. his c.. im'ations taking in conasider-ation: the av-,:rare yie:.d.s and
 
ric es that priva.± :n the r n -anvery seldom from the own farfn1er.
d. 

-a'• :7-o consi a.eraion the maa.ement ;bit ytheof - o..c". 
rh-. sometimes the productive an-' ayment capacity of the f .ar.-

.... r - svuv' d wLe ''Lid-dan amortizat-i.n 0:31'ISSL)vl-at-'or overv-- -e c,. 
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is due t'e farmer' can not fulfi-l its commitnments. 

'2o ::rvent this Jid o' problems it is necessary that the
• c.n.of. ._" ondo when they make their evaluation consider each 

er as a ase and not as an average farmer. 

u..., pr oim that is not considered in these cases is the marketing
itt.. easy to inc--ease production but most of the time this production

isolci i .,esame mair:ets an, at the same intermediaries. Then the
increase in production is shared with: the intermediary because he obtains the 
s....3%z g, for both the traditional and increased production. It is necessaryto a.ivise and associate these farmers inhtake,- advan-%-age of "-,en,. ...tha . th asects of coe - ialization to
 

va ofhe are obtaining from the-n
marin that the intermediari&
by looking aJferent channels of n:arketing. 

D. Conclusionts About Small Farmer Credit. 

1. Ijor iProblems of Smnall Farmers. 

Evidently the situation and problems of the small farmer"s beneficia tea
with the ALPRO credit program are not representative of the problems and
conditions of the majority of the small farmers and ejidatarios of the country, 

Some of the key economic, social and political problems of the 
smnall f-rmiers are as foilcws. 

a) Miniundia and irregularities in land tenure 

b) The quantity and quality of resources are so small taht can 
not be combined with investmentes and make them productive. 

c) There is a lack of a network of infraestiucture, therefore the resources are not fully utilized. 

d) Due to the individuality of the small farm produces, the lac- of 
a convincing incentive, the coops and farmers organizations have been a
failure. The credit has been used as a mean to organice the small producers
and ejidatarios forgetting other aspects. However, these organizations have 
been failed due to the little organization and technical assistances offered 
to other tasks of the production and marketing aspects. 

e) The lack of local research have limited the alternatives of
cropping and livestock production in areas of seasonal rainfall. 
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f) The t1:2hniues o-•ence the extension service people
:.ave :been usefuL "nt.e area',s 'sca:--_c,.,..physical resoutxes
rces. 

g) The land tenuce pro:3lenm.s have linmite.i the organization of thesial- - "oro4uce:s b:cause they do no have a title oihspo- plo:' Le his oo land and can 
not o-fer it as a coate_,ai for a credit. 

h) Generally the small produ.-Crs lack of education to adopt new
 
taeCiniques.
 

i'Some times the alternatives of agricultural and livestoc. ac-""edo no: offer to the small producers h4gh earnings; then the producer do notZvt±: e r-sk of testing them, because of the problem of ei::g in det
loose izs p..."'- 'odya
 

2. RolZcC Credi, in eeting"These Problems. 

As was ,ointed out before, credit alone can not solve all the -,,-pro ..e.s
mentioned above, nor increase oducion of sml farmers and eido fa:n uapreLiCtable cL-Lnic conditio>. Also credit alone as a mean to associate*.roducersto make ecLcuate units of -oroduction have iot been successful dueto lack of permanent and sistematic technical assistance and education. Theorganization of small producers has been only for the purpose of facilitate
the operation, control and recuperation of the credits granted. 

The Ejido Bank (BANJIDAL) and other oficial banks actually plan
and make the decisions of the agriculturl process of its creditors given
-ittle or no responsibility to the farmers; in the making decision .process
of what to plant, 
 what kind of inputs to use, and where to'sell the products. 

It has been few attempts of given supervised credits to cap-acitatesmall p.roducers to become actual subjects of credit of a normnal policy of 
credit. 

In August of this year, the Secretary of Finance made prc-visionto support loans up to 80 percent of small farmers that having capacity oforoduction its collateral was not enough to satisfy the requirements of .:h,credit institutions. Also it made provision to provide permanent technicalassistance without cost to the credit institution and to the farmer, creating"a new program in the Fondo. This loans ran be granted by private and
official institutions. 

In October of this year, the government iniciate a program ofi: fraestructure in rural areas in order to provide facilities for th n
'editprograms that are going to be chanalized by the private and off-:iibanks. 
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-., --- o**- sn-:il .yn r 7 ~ '~ ' 

ha.; b O.. in. iOThe :, t-e .nst. sagFrs- ,a.a.. :rt--tor ;cd. " 'e r.'S"" .." 

in ricu-rre to areas of scarce .. ...2o discover loca "..o 

solve ozal .robl3:.:s. This isoo.g. o ieras.... use of .. _chas" ofin.;uts
 
an .--ove " Oevets
these -a at hi&'her o l':t--c0&zy and as s
 
h.g, demanis of cr edit. Besides that, :he nev -t 01,t",of the government
 
in rural areas is goin to going to fa e s s-cit
".... 

progratns. 

b) Sustaining small far. 

The substence as 'r........t . cc of ta-am
 
I- countryY over come with soun .sat
lne ccmn be 

.c.. .:: .nsinon, p ogram s of credits for "
with -sun; 

..roduction, or'ganization of farmers, availabinity ofire.. n new c'nan:.e's
 
of come :cialization.
 

hctually the isEAtucionaized c"echt "n: 'he olhas bo . 
. .. for the deveOieL4 of these _rou, of famr~e'. ". .:o . 

f o ' til Cei.'cy insti1-Utio-s are -.O r;icLhat do- "-2111 
deviate credits forc s d.o no t,oU- other than production. Co 


into ccnsideration - aiures for consumntion pur ose; then when 
institution provides te inpuis some nes the farmer ses--art o"i: to 
ful ill his con . on needs and his family. Besces, ate cedit".......... nicm:


'antedfor the ins-ttution is for areas hat have "g'ood" resour-ces an' t.
 
ish of a failure is ra'e.
 

Priva-t lenc>o:-s and stores are more successfui h i-ncit 
!nIsiU.'-"t ions in areas of scar'ce -esources because they have a comhbination' 
c' creit for Droducton a-d consumption; even though they charge high 
intere rates and Ly purchase the produce at very low prices. 
they meet on time the needs of the farmers. 

There is a wide jgnot'ance on .....small farmers of the new ra

of credit. They do not know how .o apply and get then. It is necessary a 
massive education and promotion of the cre.lats provIded by t credi.h.e.i ztL. . 

'. Conditions for success or_:_-n e. 

Tei o evidsnce to kn-ow the AL_= credit pro'am n'. 
better or worse than anotAcr credit rogram. nowever it was one of t:i fr"' 

C .
.. .....:"that i,mpacted not onLy o"r..ce in..........
 



was the beginning- fur ther progr:ns; because it was successful. It is

known that the creditors were selec-o and the resom'ces that they owned
 we much better than -he ones 
not benefiCiatLed with these creclits. 

"lie _rondo sta'rted this curan:aC! silce 'C. the ,:::.Jrn has
 
grown at a higher rate. 
 There aire techician of dikCen disciplines that
acvise and make cr-edit studies of all hind in the ag:,icultursi secLor.
Now the Fondo is managing other crecitprograms and they are chargin

,:gher :'ates of interest in comparison with the old 'ograms
 

Foriclo does.e not >ia;e irect leans t:o fa r the to ace-tainr L IS-Oint, he is not respollsio)le c, the ........... Th
.c. -, L . C,ofttei h loans.ons The
UtiOn is tthshe....is .L. .... of g7Sanig the loan,
 

Su ,3v sing, and recuiaerating it.
 

When there is a probL.en, the Fon"o Ls a larger term ofcredit etheinstitution to -kesct 
the 

the ci': .. t selling
coliate-al thac the falmert.. giveiv tot the credit iL"ituiol- :aril " "liehls'li'itlOi-l. t•.. hen the

recupation c credits by the Fondo all the "ime ar . T e.robiens are faced by the credit instit.ution that gr'anted the loan. 

5 . How could the pro-ra,- be imorovel 

To improve the erfora-L, ot the ALPiYO crecit program inhis aspects ef production and weJlar.e of the small producer it is neccesary
to make the fcllowing changes. 

a. Reorient the c-edit program not only to c-,- :nercial farmersbut to subsistence fariners that have some possibilities of pot"ncial productiolwith the help of infraestructure in rural areas. 

b. Accepft credits for farmers that eventhough they a-re productive,do not have grarantees to cover the amount fixed by the credit law. 

c. Provide actual technical assistance to farmers, no only on thetime of the credit study, but through the whole process of production and 
seiling activities. 

a. Particihate and advise in the net'or:k of infraestructure necessaryto improve the coadition of the farmn- that are, financed by the government. 

Prom.e. ..... .he new program of crediL not only with farern.es butwith official credi institutions, pointing out the advantage of using these 
credits. 

http:farern.es
http:probL.en


institutions to reduce the deiincuency rates and.. d..lower the averao of- .7 ,-, sed tm t:.c credit \vrth farmers an"' 
aln:nist 0re and su-ervisory costs of loans. This couU be dnceiac,"in ,, go0e agencies o supervise the loans and advicethe smli aume"s and ejido farmer in e production and mCi'1ng process. 

i ,e1oilenwith the Cuestion that if the concessioned interest rates 
e_-uunnecessa ry, \VO think that this is correct. The interest rates i. cnly
CA I " he credit and if the a - ivity hr' is invee•uoCUtve ist toe 0 ci. Insteadl of subsic the rate of interest, its b._t o-_ "o mo.ern i ut-s an e a price for thei 'ocac 00b c.,tained. 



IV. ROLE OF TECHNICAL ASSISTANCE
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I. 	 CHARACTERISTICS OF THE PUEBLA PROJECT AND THE CREDIT 
PROGRAM WITHIN IT. 

A. 	 Background
 

1. 	Historical Summary
 

The Puebla Project region consists of about 120,000
 
hectares of farm land. About 80% 
of this area is planted
 
to corn each year. The region is representative of sub
sistence agriculture; the inair. crop is corn which has been
 
grown for hundreds of years under rainfed conditions. It
 
has been estimated that about 47,000 rural families live in
 
the region. The average size of plot per head of family is
 
about 2.5 hectares, and the average number of members per family

is 5.5. At the time the Project started, the farmers had very
low 	yields due mainly to technological limitations. Under
 
these circumstances, they were not able to increase the
 
yields of corn by only reallocating the resources at their
 
disposal. (:)
 

At the beginning of 1967, the first stage of the
 
Puebla Project was implemented. This stage consisted in
 
establishing agronomic experiments to determine the potential

of the region for increasing yields on the bases of modern
 
technological inputs and to obtain a package of new practices.

in this way, after analyzing the rcsults of the experiments
 
a recommendation based on new agricultural practices was
 
produced to be immediately distributed among the farmers of
 
the region. This happened at the beginning of 1968.
 

The promotional stage of the Pioject, tc achieve
 
the participation of credit institutions 
(which would provide

credit for the farmers to purchase the new inputs) and among

the farmers (who would be the beneficiaries) at the community

level, started early in 1968.
 

It had been found in the survey that served to build
 
the bench mark (carried out during the winter of 1967-68)

that the farmers had in general scarce economic resources.
 
After gathering that information, it was clear that the
 
credit program must receive prime importance. Although

official and private credit agencies had been operating in
 
the 	reu-ion for years, by 1967, they had reached only 12% of
 
the 	farmer population (4.4% received credit from local lenders,
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6.0% from official agricultural banks, and the rest from

private agencies). (2)
 

The first year 
(1968) 103 farmers agr'eed to try the
 new technology on an experimental basis. Only 15 of the 103
farmers had the necessa-y resources to purchase the new
inputs; 
 8E' of them were willing to participate, but only if
the inputs were provided on credit. 
This first year, although
promotion was made available to managers of government banks,
no on- was willing to participate; they preferred to continue
working in the conventional way. 
 Only one private agency
(a fertilizer dealer) agreed to participate on an experimentalbasis the first year. The manager had agreed with the directorof the Project that he would provide only the necessary in
puts on credit, but no cash would be supplied.
 

Good results were obtained the first year, and the
managers of official institutions were invited to attend the
demonstration organized 
at the end of the agricultural cycle.
They agreed to participate on an experimental basis in 1969.
 

By 1970, the participation of the three governmentbanks was much more important than that of the privaLe agency.
Since then, they have provided more and more loans each year.
In 1969, the three official banks provided credi4t to 1005
farmers associated in 70 groups. 1005'iTese farmers worked a total of 1602 hectares. 
The total loans were equivalent
to U.S. $80,100.00. 
 The private agency provided credit to
1556 farmers associated in 58 groups who worked 2719 hectares.
The total amount loaned to these 1556 farmers was equivalent

to U.S. $135,950.00.
 

In 1970, the official banks provided credit to 3089
farmers associated in 134 groups who worked 7,930.10 hectares.
The private egency supplied credit to 1750 farmers, organized

in 85 groups who worked 4681.75 hectares.
 

In ].971, the three official banks provided credit to
3609 farmers associated in 132 groups who worked 11,042 hectares.
The private agency reached 1631 farmers who were organized in
51 credit groups and who farmed 3,395.50 hectares of corn.
 

Finally, in 1972, the plan for reaching 10,000 farmers
and at least 20,000 hectares planted following the new recommendation was hindered by two main factors: 
 1) a decrease
in the price of chemical fertilizers caused a demand larger
than the amount supplied, and 
so there was a general scarcity
 

1?19 
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of materials in almost all agricultural regions in the
ccuntry; 2) 
the rainy season started too late and some
campesinos who were in the lists 

to to get credit decided notparticipate because the risk was higher undercircumstances. theseAt this time, the private aclencycredit providedto 1774 farmers who worked 4,100 luctareS andassociated werein 59 groups. The official agency providedcredit to 4,416 farmers associated in 326 groups who worked13,117 hectares. 

The average amount of money the caitipesinos borrowedfrom the official banks and private agency (in materialmoney orto purchase material)
1970 

was U.S. $60.00 per hectare inand about U.S. $50.00 in 1971 and 1972, due to a fallin the fertilizer price.
 

In regard to future plans to reacho-ampesincs, these the masses ofwill mainly depend
fertilizers to be purchaased 

on the availability of
 
or to be provided by official
and private 3gencies. It will also depend on the effectiveness of t.h-e campesino organization, which willthe distribution of credit, and on the rainfall. 

facilitate 
year, more camposinos will take the risk 

In a good
of purchasing moderninputs; in 
a bad 1 ear, most campesinos will prefer not to
take the risk getting in debt with the credit agencies. 

2. 
Relation of the credit agencies in Puebla to the

N ional. Credit System 

Both the official banks and the private agency are
part of the National Cred.t System. 
According to
needs at the national level, the present
it is estimated that the available
funds would be insufficient if 
at a given moment all potential
clients demanded credit;

institution has the power 

Within the state of Puebla each
to reallocate the available funds
and so to satisfy the demand for credit in the short run.
In other words, if in a given year the demand for credit
for a given ryop is larger than what was 
foreseen, the board
of the bank can, for example, reallocate their available
funds from alfalfa to corn. This is 
a prerogative of the
state agency, once the central office has approved the budget
for a given agricultural cycle. 
Actually, it is unlikely that
a shortage of credit would prevent reaching more campesinos.
 



-4

3. Other Program Activities
 

The official banks that are actively participating
in the action program of the Puebla Project are, of course,involved in other credit activities with other crops and
livestock. However, they 
are not concerned with any other
activities aiming at general development of the coimunity.Neither is the Puebla Project engaged
aiming in other activitiesat development, other than those having withthe increase of yields of 
to do 

corn and, more recently, of beans.
 
4. Relation to the Pre-exist ing Local Institution 

As mentioned earlier, the Puebla Project was notcreated for the purpose of providing credit to the campesinos.
The purpose was to mobilize local resources and workfarmers to promote their adopting with 
the new technology bymaking available agricultural credit, 
 It is clear then that
the strategy of the Project contemplated, from the verybeginninU, the gradual involvement of local credit agencies
in the action program, as well 
as other agricultural


institutions.
 

The Puebla Project is 
in no way competing with the
existing agricultural institutions; 
 on the contrary, it
looks forward 
to the coordination of complementary actions
to provide a better service to the campesinos. 

In regard to 
the credit agencies, although in a
certain way each one has a well-defined clientele, to a
certain extent they also compete each other. 
 In fact,
because a group can receive credit from more than one
institution, it can 
shift whenever the service is 
not altogether satisfactory.
 

All credit agencies, being Mexican, are s
4-affed
with Mexican personnel. 
 The sta'f of the Puebla Project
is also 100% Mexican. 
More than half of the personnel has
had graduate studies, and 
some have completed a Ph.D. at
foreign uni arsities. 
 Three advisers from CIMMYT have
been actively participating in 
the program.
 

5. Agricultural Patterns and Potential
 

As was mentioned previously, about 80% of the total
farming area in the region is planted to corn, which is mainly
used for family consumption. 
This is the reason why the
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Puebla Project was implemented to rapidly increase the
 
production of corn in a relatively short period of time.

Corn is also used to feed the domestic animals raised for

sale or for consumption. 
Corn is easily converted into
 
money when there is an emergency (sickness of one member
 
of the family, for example).
 

At the time the program started, yields were very

low (about 130G 
 kg/la). Nowadays, those participating in
the program are getting at least 80". moi:e than farmers still
 
following traditional methods.
 

Corn production in the area is, of course, not exported, nor sold out of the state. This production is
consumed within the state. Two years ago, the state of

Puebla had to purchase corn from other reqLons to satisfy
 
the internal needs.
 

The second most :important crop in the region is

beans, also grown for fami:ly consumption, though some extra
kilos may be sold in the local markets. Beans and beans

associated with corn 
are also included on a smaller scale

in the resea,.ch program. A preliminary package of new

practices has been developed, and a set of recoilmendations
 
is already being given to farmers, Bean yields were very

low when the program started, (about 200 kg/ha) , due mainly

to pests that attacked the crop. With the new 
 technology,
the farmers caa- obtain up to 2,000 kg/ha. This packageof recommendations, however, is stillnot promoted in an
 
extensive way within the region.
 

Besides these two main crops, there are subregions
having some irrigation where the farmers grow all kinds of
vegetables. The production is sold in the main cities within
the region and in the market of Mexico City. There is also
 an area, in 
 the center of the region, where the farmers have 
grown fruit trees for years. The quality of the fruit, how
ever, is very poor arid the productivity very low. Fruitproduction usually goes to state markets. There are several

small factories 
making apple cider, which buy apple production.
Other species are so).d in local markets during the market 
days.
 

In 1967, according to the survey carried out among

the farmers, it was found that the availability of new agri
cultural technology for most of the crops was 
almost nil.

At present, about 13% of the campesinos in the region are
 
using the new technology, but they planted about 18% 
of the
 
acreage sown to corn in 1972. These figures, however, refer
 

http:resea,.ch
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to those farmers who are directly participating in the
 
credit program. There is also 
a large number of users of
 
the new technology (according the mid-term evaluation

carried out during the summer of 1971.) who do not appear

in the credit lists because they purchased the required

inputs on their own. The exact 
number of this group of

beneficiaries will.1 be avail.abie within a month or two.
 

ILt is felt that the program has the potential to

reach about. 80"" of the farmers who regularly grow corn.

This figure, of course, refers t:o the use of new technologyby the farmers and not necessarily to the credit program.

This is because a considerable proportion will get credit
 
on their own or will have the necessary resources to pur
chase the inputs that the new technology requires.
 

B. Objectives
 

1. General Objectives 

a. Announced
 

The announced objectives of the Puebla Project
are: 1) to develop, Eield test, and refine a strategy for

rapidly increasing yields of a basic food crop among small
holders; 2) to train technicians from other regions in

the elements and successful use of this strategy. (3)
 

The main objectives of the action program are:

1) to produce 
 and refine a package of new agricultural
practices designed, to increase the yields and to immediately
distribute the pack.age among the farmers; 2) to coordinate

actions with all the local acricultural institutions to

release the available resources mainly capital; 3) graduallyorganize the farmers to facilitate the process of getting
credit. 
On the other hand, through the crganization of the
 
groups, the farmers would share political power and would
 put pressure 
on the agricultural institutions to encourage

them to undergo desirable changes in their organization
 
and operation.
 

The objectives of the Puebla Project and the
action program within it have remained the same over time,

although the strategy of specific programs has been modified

according to the information obtained through the continuous

evaluations. 
 However, these modifications have been made

in order to be more effective in reaching the above-mentioned
 
objectives.
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Clearly, the objectives of the Puebla Project
 
are in line with the national government policy, i.e., to 
transform traditional agriculture to a modern and viable 
agriculture through which the rural sector can achieve better 
living conditions. Hlowever, the procedures 'followed at 
the national level are different from those followed in the 
case of the Puebla Project. While the strategy of the 
Puebla Froject consists ill concent.-atng effort on a basic 
food crop among small farmers, at the national level re
sources are spread among such a variety of crops and 
activities that results are very seldom positive. 

b. Apparent 

In the case of the Puebla Project announced and 
apparent objectives are the same. Because the Project has 
developed an Evaluation Program, any misconception in the 
planning or programming of activities can easily be detected 
and corrected in the short run. The objectives are basically

sound not only at the regional level but in the long run 
at the nationa) level. 

Organized and discontented groups are only found 
in Puebia Sta1te University. However, they have respect for 
this kind of project, given an awareness that it is in the 
countryside where there exists a more urgent need to improve 
the living conditions. 

2. Term of Loans 

a. Purpose 

The main purpose of the credit provided by 
official and privte agencies has bccn for production. 
Specifically, the loans provided to the farmers associated 
in credit groups are for purchasing the required inputs
 
to increase the production of corn. Most of the participa
ting agencies in the credit program provide the required
materials on credit rather than cash. Because most of the 
campesinos do not need to hire labor to do the cultivation
 
necessary to the corn crop, very few really need cash for 
that purpose. Also, the region is relatively free from
 
pests, but where an insecticide is needed, the agencies 
can provide the necessary cash to purchase the recommended 
product.
 

Although, as mentioned above, the participating 
credit agencies have other credit activities, such as irriga
tion, credit for livestock development, etc., the action
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program of the Puebla Project does not extend to 
those

activities.
 

In regard to storage, there is a government
agency which purchases, manages, and stores crops on anational basis. 
 In the state of Puebla, tinis agency has
several reception and storage centers, where the campesinos

can sell their production of 
corn and beans at the support

prices established by the government.
 

b. Period
 

Up to date, most of the fiunds have beenchanneled into short-term loans. The maximum terms is
for nine months, but if a campesino wants to pay back
his loan before the date line, he can get a discount in
the total interests he has to pay. 
Only five or six groups
(out of almost 200) have requested long-term loans. Theseloans have been mainly for digging tube wells or to purchase
a pump to get some irrigation water. Others have purchased
milk cows, for example. Although the extension agents of

the Project are prepared to provide the interested groups
all kind of information regarding long-term loans, and toput them in contact with the respective institutions, theydo not provide technical assistance in that particular field. 

C. Organization
 

1. General Structure
 

The Puebla Project is a decentralized agency that
up to now has been funded through a special grant from theRockefeller Foundation, and administrated through CIMMYT.
 
The Project consists of the following specific programs:
1) agronomic research program, which includes corn improvement and soil fertility or productivity programs; 2) 
extension program; 3) evaluation program; 
 and 4) a coordinator or director at the regional level. 
 These four programs
constitute the core of the action program in 
the field. (4)
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In regard to the credit program, the structural
 
organization is as follows:
 

Main offic- in Mexico City 
(known as "Oficina Matriz") 

Official Branch 

In each state or agricultural region i 

Field agent] Regional Br'anches 
within the state 

Agricultural societies iof farmers [Field Agent 

Agricultural societies 

of farmers 

The main function of the central office is 
to allocate
 
the available funds of the institution at the national level.

The official branch in each state sends its Plans of Operation

to the central office where a National Council analyzes it
and totally or partially approves it. Once the budget has

been approved, the state council has the privilege to re
allocating resources to different lines of credit. 
Each
 
regional office, usually in the state capital city, is

staffed by a manager and a head of each one of the five
administrative departments. 
 The maximum authority of the
 
bank at the 
state level is the above-mentioned council known
 
as "Comision de Planeacion." 
 That council includes the
 manager of the regional office, and one representative of
 
government agencies (Ministry of Agriculture, Ministry of

Water Resources, and State Department of Agriculture) and
 
two or three representatives of the farmers of the region.
 

The official branch at the state level is completely
decentralized with regard to field activities. 
 In general,

they have the power to solve most of the problems that deal
 
with the supply of cash or inputs. If plans are drawn in
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advance, usually things can run smoothly in a given agri
cultural cycle. The supervision of lending procedures by
 
the central office very seldom exists in decentralized
 
offices. (5)
 

D. Participants
 

1. Selection Criteria
 

According to the traditional formal rules of
 
private and government agencies that provide credit in
 
the region, less than 5% of the total farm population
 
qualify as clients. Obviously, following these formal
 
rules there was no hope to reach the largest majority of
 
small farmers in the region. On the other hand, most of 
the faraers (according to the basic survrey of 1967-68) 
were not willing to borrow money from the government banks
 
because they considered that official agencies provided
 
very poor service. There was a clear need to promote
 
changes both at the institutional level and at the farmer
 
level.
 

The Director of the Project convinced the managers
 
of a private credit agency (a fertilizer dealer) to provide
 
credit to the farmers on an experimental basis and under
 
new procedures -he first year. The extension agents, on
 
their part, di,,ing the promotional stage explained to the
 
farmers that there was a private agency which was going
 
to provide credit under new procedures.
 

Under the new procedures of the private agency,
 
the most important prerequisite was that the farmers be
 
associated in a credit group with two or three representa
tives. The second most important prerequisite was that
 
the farmers follow the technical recommendation provided by
 
the extension agents of the Project. A moral commitment
 
to repay the loan had to be made if physical guarantees did
 
not exist.
 

Once the groups were organized, the members set up
 
their own working rules (normative statement and sanctions)
 
to keep up their credit-worthiness. The group sanction
 
punishes poor performers by expelling them from the group.
 
If there is a high incidence of poor performers within a
 
group, the agency cuts off the credit to the whole group.
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Large farmers (with more than ten hectares) do not
have any problem in getting credit on their own, if th(y
 
can provide the guarantees the agencies require. However,

this group of large farmers is relatively small (less than 5%).
 

As mentioned above, the area was selected because
 
it is representative of 
areas populated by subsistence
 
farmers with scarce resources. Two main prerequisites were
 
considered necessary for selection of the area, namely:

1) an ecological environment that will permit substantial
 
yield increases; 
 and 2) a general political environment
 
favorable toward increased production.
 

2. Differentiation Policy
 

Because each official agency has a well-defined
 
clientele, according the category of the farmers (ejidatario
 
or small private owner), they do not differentiate among

clients. The only agency that in the past has had a kind

of differentiation policy is the private fertilizer dealer.
 
However, this fact has been dictated mcre by the circumstances
 
than by a planned policy. Because the dealer has not been

able to take care of all its potential clients each year,

*veral groups have decided to shift to the official banks.
 

3. Number and Types
 

Because most of the farmers associated in groups own

small plots or have ejido parcels not larger than 2.4 hectares,

i.e., are in the category of sub-family size, no breakdown by

size has been made.
 

On the other hand, because the program has focused its

action on the corn crop, this has been the only crop for which
 
those farmers in the credit groups have received credit.
 

The following four tables show a breakdown of the
 
number of farmers who have received credit and the number

of hectares they have worked each year since 1969, according
 
to the credit institutions.
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Impulsora de Puebla 

(Private fertilizer dealer) 

Number Number Number Average Acreage Total 
of of of per Loaned 

Year Farmers Groups Hectares Farmer (U. S. $) 

1968 103 0 65 0.65 3,250 

1969 1,556 58 2,719 1.75 116,500 

1970 1,750 85 4,682 2.68 280,920 

1971 1,631 51 3,395 2.08 169,950*w 

1972 1,734 59 4,108 2.47 205,400 

Banco Nacional de Cr6dito Ejidai 

(Puebla Branch) 

Number Number Number Average Acreage Total 
of of of per Loaned 

Year Farmers Groups Hectares Farmer (U. S.$) 

1969 413 15 829 2.04 49,740 

1970 2,122 59 4,522 2.68 271, 320 

1971 2,199 54 4,920 2.24 246,000,* 

1972 2,199 52 5, 105 2.09 255, 250 ' 

* Estimate based on an average of U.S.$60.00 per hectare 

** Estimate based on an average of U.S. $50.00 per hectare 

http:U.S.$60.00


Banco Nacional de Cr6dito Agricola 

(Puebla Branch) 

Number Number Number Average Acreage Total 
of of of per Loaned 

Year Farmers Groups Hectares Farmer (U.S.$) 

1969 50 0 687 13.80 41,220 

1970 480 23 1,788 3.75 107,280 

1971 1,114 58 4,951 4.35 247,550%$ 

1972 1,774 261 7,499 4.25 375,350 * 

Banco Agropecuario del Sur 

Number Number Number Average Acreage Total 
of of of per Loaned 

Year Farmers Groups Hectares Farmer (U.S.$) 

1969 542 55 1,603 2.95 96,180 

1'970 487 52 1,619 3.30 121,200 

1971 296 20 1,172 3.97 58,600k* 

1972 183 13 822 4.52 41,100 v 

*Estimate based on an average of U.S. $60.00 

** Estiwate based on an average of U.S. $50.00 per hectare 

140 



4. Other Sources of Credit
 

The above-mentioned sources of credit are the only ones
 
that nave been participating in the credit program of the

Puebla Pro3ect. The local lenders at the community level still
 
remain as a source of credit for emergencies, but very seldom
 
for productive purposes. 
The data of the mid-term evaluation
 
will show us what proportion of the population still needs
 
this kind of credit.
 

5. Profile of Farm Community 

As was mentioned before, the population of the region

is quite homogenous as regards size of ejido or 
individual
 
plots. Also, they are quite homogenous as regards economic
 
resources and technological knowledge.
 

The participanLs in the credit program are, it is 
felt, representative of the total population, given that
 
the opportunity to participate is open to everybody. 
 Since
 
the beginning, it has been a Project policy that participation
 
must be on a volunteer basis.
 

lt has been estimated that only 80% of the farmer
 
population in the region will eventually participate in the
 
credit program of the Project. At present (1972), about l?'1
 
of the total population is engaged in the credit program.
 

As can be observed in tne table presented above, the

participants are considered small farmers because of the size
 
of their ?jarcels and no large farmers 
are included in any
 
group. 
The few who exist in the region are working by their
 
own. In some cases they go to see the extension agents of
 
the Project to ask for specific recommendations. However,
 
the extension agents concentrate their efforts in helping

to organize and provide technical assistance to the groups 
of small farmers.
 

E. Lending Policies and Procedures
 

1. Portfolio
 

The information concerning the number and value of
 
loans over time was 
shown in previous tables.
 

The loans have been specifically for corn production.

Although beans have recently been introduced lately to the
 
program, the farmers have bought the recommended inputs since
 
the recommendation is stili on a small scale. 
No credit
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for other crops is provided to those in the credit program
(if the credit agencies also have other lines of credit, it
is provided at the farmer's own risk).
 

Most of 
the farmers in the different groups are
repeaters from previous years (752). 
 However, there is a
growing group of farmers who participate each year for the
first time (about 20%). 
 There is also a small group which
drops out of the credit program because they cannot repay
their loans or because they got the necessary cash to buy

the materials 
(5%) on their own.
 

Usually, the farmers in the credit program only get
one loan for corn. The amount of the loan depends on thenumber of hectares he wanes to work in a given year (from0.5 to 10.0 hectares in the extreme cases).
 

2. Interest Rates
 

For more than 20 years, the official. banks have had
a fixed interest rate for their clients of 1% per month.
The maximum termn of loan for production purposes is nine
months. 
The private agency participating in the program
charges 1.5% per month, and also provide loans for a maximum
 
period of nine months.
 

Although there nas been a considerable degree of
inflation in the country during the last ten years, there is
no available information to estimate the real cost of credit
 
to borrowers.
 

3. Collateral
 

Direct collateral is usually not required from farmers
participating in the credit program. 
The official banks,
however, require farm credit groups to sign a contract with
the bank in which the farmers pledge to back each other in
 
case of default.
 

4. Other Subsidy
 

There is no subsidy program for the private agency
participating in the credit program. 
The clients of the
official banks theoretically receive a federal subsidy
through the agricultural insurance agency. 
However, it is
estimated that the premium the farmers pay to get the insurance
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is enough to cover the payments the insurance has to make
 
for crop damage. It is considered that no subsidy is
 
necessary for the credit program of the Puebla Project,
 
due to the fact that there is a satisfactory repayment 
rate. On the other hand,. the interest rate not only covers 
the administrative expense but allows the banks to have a 
considerable margin of profit. At the national level, how
ever, the banks operating under traditional procedures have
 
the need for a federal subsidy, due to the high incidence 
of credit delinquency. The interest rate of official
 
banks is subsidized by the government by 0.5% per month. 

5. Appraisal Techniques 

For the farmers associated in a credit group, the
 
traditional burdensome appraisal of the property of the
 
applicant has been eliminated. Because potentially all
 
the arable land in tile region is suitable to grow corn,
 
once an individual has been accepted into a group, there
 
is no need to go to visit the parcel. The insurance agent
 
and the field agent visit the farm when the crop is in an
 
early stage to check if the farmer has followed the recom
mendations and to insure him or to reject his crop. 

Prior to the planting date, the extension agent of 
the Project obtains a list of applicants, which includes the
 
number of hectares for which each client wants to get credit. 
The private agency requires a minimum physical guarantee on
 
the part of some members of the group. In this way, the 
group accepts a common responsibility to pay back on time 
to avoid trouble for those who give the guarantee. The
 
extension agent usually pays two or three visits to
 
the community until the final list is obtained.
 

F. Collection
 

1. Repayment
 

In comparison with the rate of delinquency, the
 
official banks get with their traditional clients, the rate
 
of delinquency which those in the credit program incur, is
 
relatively low. The private agency has always gotten a
 
low delinquency rate because of the kind of guarantee it asks
 
from its clients.
 

In 1968, when the only agency that participating in
 
the credit program was the private agency and only 103 farmers
 
got credit, the repaymefrt of loans was 100%. This private
 
agency in 1969 provided credit to 1556 farmers and got 96%
 



-17

repayment. By 1970, it provided credit to 1750 farmers
 
with a rate of repayment of 95%. In 1971, the total of
 
farmers who received loans was 1631 and the rate of re
payment reached a peak of 97.5%. Finally, in 1972, the
 
agency again provided credit to 1734 farmers, who are
 
expected to repay their loans in at least 97% of the
 
cases.
 

Traditionally, the Ejido Bank has been the credit
 
source with the highest delinquency rate. In fact, in the
 
past they have been satisfied if they got 50% of repayment
 
on time. The first year that this Bank participated in
 
the credit program, the extension agents of the Project
did not properly get in touch with the farmers who received 
credit, due to the lack of coordination with the field agents.
As expected, the repayment rate scarcely reached 55.5% this 
first year, which was a little bit better than that of the 
traditional clients. With better coordination the second
 
year (1970), the Ejido Bank took care of 2122 farnLers, who
 
repaid 72% of the loans on time. The situation was much
 
better in 1971, when about 91% of the total money lent was 
repaid on time, with 2199 farmers receiving credit from 
this institution. Finally, in 1972 the Banco Ejidal provided 
credit to 2499 farmers and again it is expected that at least 
90% of them will repay their loans on time. 

The Banco Agricola did not have a better starting
 
than the Banco Ejidal due mainly to the lack of coordination.
 
In 1969, it provided on credit the recommended inputs to 
50 traditional clients who only repaid on time 50% of the 
total amount lent. In 1970, with much better coordination,
 
most of the clients of this Bank received opportune technical 
assistance on the part of the extension agents of the Project.

The rate of repayment of the 4R0 clients who received technical
 
assistance was 90%. Those who received the same materials on 
credit but did not receive technical assistance, only repaid
 
on time 77% of the total money lent. The rate of repayment
in 1971 reached a peak of 92%, mainly due to the fact that 
most of the 1114 clients received opportune technical 
assistance. 

The poorest participation in the credit program
 
has been that of the Banco Agropecuaric' del Sur. This has
 
not only been in regard to the number of loans but also
 
extends to the rate of repayment on time. For example, in
 
1969 only 50% of the amount lent to 452 farmers was repaid
 
on time. In 1970, 487 farmers received credit from this
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agency and the repayment rate scarcely reached 60%. Dy
 
1971, 256 farmers got their credit from Banco Agropecuario
 
and again the repayment rate scarcely reached 60%. In 1972,
 
the repayment rate is not expected to be above 60%. The 
problem with this agency has been its lack of interest in 
the credit programi among small farmers, it argues that 
the program constitutes an administrative burden and that 
the farmers are not good clients. Besides, the Bank's field 
agents have never had interest in getting in touch with the 
extension agents of the Project, to provide their clients
 
(in most of the cases) with opportune technical assistance. 

2. Methods 

The private agency has a different method of 
collection than that followed by the official banks. 

Because of more flexible administrative procedures,
 
the private agency encourages its clients to pay back, as
 
soon as they can, through the representatives of the groups. 
The incentive that the client has is to get a discount in 
the total amount of the interest he has to pay at the termina
tion of the loan. In this way, the agency gets repayment on 
installments during the whole year. Another procedure that 
has been encouraged since the beginning is that the agency's
representatives got to the City of Puebla to make the repay
ments received during each week from the members of the group. 
Of course, the extension agency plays an important role during 
the whole crop cycle; he insists upon the convenience of 
paying before the term to get a discount in the interest,
 
but also on keeping the credit worthiness of the group by
 
repaying on time at the end of the term.
 

In the case of the official banks, besides the field 
agents aho at the end of the year visit each group with a 
list of clients and the total amount that each one owes to 
the agency, the extension agents encourage their clients to 
repay on time at the end of the term. Although the clients 
of the offical banks theoretically can also get a discount
 
in the total interest they have to pay for their loans, this 
has been traditionally discouraged by the field agent of the 
bank because they consider it constitutes an administrative 
burden. However, several groups asked the managers of 
these agencies, through the extension agent of the Project,
 
to make effective that formal rule. Although that way of
 
repayment only started last year on a small scale (with the
 
complaint of field agents and administrative personnel), it
 
offers another means to improve the repayment rate.
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The repayment of loans to the privat,. agency is only

accepted in cash. In the case of the offic.al banks, it
 
can be in cash or in kind, t' , h the offLcial agency that
-.
pays the campesinos the support price of corn.
 

3. Special Enforcement Procedures
 

Theoretically, both the private agency ar.J the 
official banks c&n take legal. action against a client that 
fails to pay back at the end of the term. Hlowever, both 
prefer to follow the friendly way to convince -rresponsible
 
clients to repay their loans. £'he most effective way of 
convincing those who fail to pay back on time is through 
the other members of the group. When the group receives 
crerit, all the members accept a conuon reEponsibility to 
repay on time. The field agent explains in a clear way that 
the bank can cut off the service if some members do not pay 
on time. This is the reason why the whole group helps to 
convince those irresponsible membors ro repay, so they can 
get credit again. When the rate of delinquency is smaller 
than 5% for a given group, those who fail to repay their
 
loan are allowed to sign a new document and to repay it,
 
say, three months later,. When the client fails to pay 
back at the end of the second term, then the extreme of 
legal action is taken. Ilcwever, the action of the group
 
has proven far more effective than legal procedures
 

After each group i-s formed, it sets up a set of
 
working rules (sanctions and normative statements) to
 
regulate the behavior of the members of the group. The
 
most radical sanction of a group usually has to do with
 
theexpulsion of irresponsible members from the group.

Once a member in a given group has been expelled, it is
 
very difficult for him to enter another group or to get
 
credit with another agency.
 

4. Reschedule
 

It is more common among the official banks to re
schedule a debt. The official banks can reschedule a debt
 
for another full period of nine months, though three-month
 
period is more common.
 

G. Costs and Finance
 

1. Portfolio Profit and Losses
 

We will only analyze in this section the portfolio
 
for the credit program of the Puebla Project and will ignore

the rest of the normal operations of the respective agencies
 
in the region.
 

http:offic.al
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Only Banco Agricola gradually increased its port
folio to reach more clients each year. The high rate of 
repayment has allowed the Dank to get an annual budget increase 
to be allocated to the credit program of the Project. With a 
rate of delinquency of less than 10', the Bank does not erode 
its budget for the next year. This is because they usually 
get a full recuperation of faulty credit, two years later
 
at most.
 

The Banco Ejidal, although with a poorer rate of 
repayment, has not seriously been affected by faulty clients. 
Although it has not shown a marked tendency to reach more 
clients in the last two years, in the future it is expected 
to reach more and more farmers through better coordination 
with the Project extension agents. It is considered that 
after two years, this Bank also can get a complete recupera
tion of faulty credit. This fact is not considered a source 
of capital erosion which could diminish the budget of a 
given year. 

of its 
The Banco Agropecuario 

portfolio in the credit 
only 
progr

has 
am, 

decreased the share 
its interest in small 

farmers is diminishing. Tlhe bank has the highest delinquency 
rate, but this does not mean that its budget has decreased. 
It states that after two years, all the total money lent 
in a given cycle has been completely recuperated. 

The private agency participating in the credit program
has had the highest repayment rate from the beginning. Hlow
ever, it seems they have reached a ceiling regarding partici
pation. 
This is by no means due to a lack of resources,

but rather to administrative restrictions which do allow 
the agency to take care of a growing number of clients every
 
year.
 

Although it is considered that Mexico has had inflation 
year after year, there are no exact figures to really measure 
how it has affected the budget assigned to the credit program. 

2. Administrative costs
 

Although figures are not available for any of the
 
four credit agencies, one can get an idea of the relative
 
administrative costs of each. The private agency has had
 
minimum administrative costs, mainly due to the more effective
 
organization of the farmers on the part of the extension
 
agents of the Project. This more effective organization in
 
turn is due to the fact that this agency does not have any

field agent and the extension agent plays that role. In this
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way, the manager of this agency is able to handle the
 
administration of 
the credit with only two secretaries
 
during the whole year. One of the visits those groupstwo 
with faulty crecit at the end of the term, serving as a kind 
of field agent.
 

The Banco Agricola also has been able to handle the
 
credit program at a very low administrative cost. This
 
Bank only has one field agent who reviews the corn crop
along with the insurance field agent and the clients. The 
Bank thus relies mainly on the extension agents for the 
Project. Duriiig the process of providing credit to the 
different groups, the Bank hires temporary personnel (four
to five secretaries), who are partially paid by the clients, 
so the process of writing documents is faster. The repay
ment of loans is facilitated by the organization of groups
which repay through their representatives. When a group
is larger than twenty farmers, it is divided into two or 
more groups with its own sub-representatives. In this 
way, both the processes of receiving credit and repaying 
are faster and nore efficient. 

The Banco Ejidal and Banco Agropecuario are well
 
staffed with field agents and secretaries who perform the
 
administrative aspects of the credit. 
This fact is the 
main reason why the credit is still largely provided in 
convential ways. Thus organization of the farmers relies 
partially on the Bank's own field agent with only a small 
proportion under the direct responsibility of the extension 
agents of the Project.
 

In regard to the policies adopted to cut down costs
 
of administering both credit and technology, the most im
portant has been the organization of the groups. In this way,
 
a commong guarantee is provided (by depositing some owner
ship certificates or ejidal certificates of those individuals
 
who have their documents in order) to the bank, instead of
 
individual guarantees: not only are the latter more burden
some, but not everybody can provide them. By the same token,
 
technical assistance is given to the (:roup rather than to

individual clients. Demonstrations are organized at every
 
stage of the crop wbere something new is done. Although
 
technical assistance is more effective when carried out
 
on an individual basis, it has the limitation of reaching

only a small number of clients.
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3. Beneficiary Savings
 

Although no one of the four agencies participating

in the credit program has an official and compulsory savings

policy, the extension agents have been promoting the initia
tion of saving accounts with the main purpose of capital

formation through the groups. 
Two groups successfully

started savings accounts two years ago, and it is expected

that more groups (those better organized) will soon initiate
 
a savings policy. Unfortunately, such a policy is still far

from being considered as an internal way to refinance the
 
credit program.
 

4. External Finance
 

The credit programs of officia.l agencies have been

financing the credit program with national funds. 
 The private

agency has mobilized its internal resources, but it also
 
is tied to 
the national system of production of fertilizers
 
and it depends on the national policy for the amount of
 
credit its manager can get for the state. No foreign capital
has been channeled to the credit program through officialthe 

or private agencies. In the last two years, Banco Ejidal

and Banco Agropecuario have had an authorized credit larger

than that suscribed, due mainly to the fact that not all the

farmers are willing to seek credit with them or to 
 internal 
problems. The Banco Agricola, however, has had highera 
suscribed capital than that authorized by the central office.
Banco Agricola also has provided more incentive to its clients 
oy eliminating certain bureaucratic procedures. This is the
only official bank that has been able to keep pace with the

demands for credit through a reallocation of other lines of
credit to the corn crop within the credit program of the

Project. This is one of the privileges each official bank
 
has at the state level once the central office has approved
 
the budget.
 

No special discount policy has been implemented

by the centr.! office to date. 
 The only incentive the local
 
agencies have 'o participate in the credit program, is the
 
higher repaymei. rate which is possible through the organiza
tion of the groups and the technical assistance provided by

the extension agents of the Project.
 

The only guarantee the official banks have is through

the agricultural insurance system. 
By law, all clients of

official banks have to be insured automatically against all

kind of risks. The agricultural insurance not only serves
 
to protect the farmers but also prevents the bank from
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possible erosion of capital. While the idea of the agri
cultural insurance is excellent, it is still far from a
satisfactory performance.
 

5. Institutional Solvency
 

Although no one of the participant agencies has had a
considerable portfolio loss as a result of its participation
in the program, each one has 
a different story that has been
partially told in previous sections, but will be completed

here.
 

The private fertilizer dealer, for example, has not
had any inconvenience in getting new credit from the central
offices in Mexico City, due to 
its good records regarding
repayment of loans. However, the manager of this agency
argues that only if he gets 100% repayment, will he continue
in the program. 
He is not satisfied with even 97.5% repayment.
 

The official banks in the State of Puebla, as
mentioned before, are part of the national system to 
serve
the small farmers. Of course, each one of the banks can get
an increase of budget for each crop if its records are satisfactory. 
The central office can cut down or to definitely
cut off a line of credit if the losses are growing each year.
Excepting the Banco Agropecuario, which has had smaller
participation and the less satisfactory results, the other
two banks are in the position to ask for an increase to
budget to enlarge their participation in the credit program.
 

6. Foreign Exchange Balance
 

Because the Puebla Project has been taking place
as a pilot program in the Valley of Puebla, its impact
regarding production has been regional and has not had any
effect on the foreign exchange reserves of the country.
The corn produccrl is consumed by the family and any extra
production sold in the market for local consumption and
 
not for export.
 

H. Complementary Factors
 

1, Technology
 

a. Directing, Tying and Packaging
 

The four agencies participating in the credit
program have been providing credit for materials to be used
according to the new recommendations. 
This has been mainly
at the suggestion of the farmers themselves, who, in general,
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do not need cash to pay extra labor to carry out the
 
cultivation that this crop requires. 
The credit is, of
 
course, tied to the new technology to cultivate corn,

which consists of a package of new agronomic practices.
 

In a few cases, the farmers need extra cash
 
to hire labor or to purchase pesticides. The Edjido Bank
 
has insisted on providing cash to all its clients; how
ever, those groups in the credit program now have the
 
alternative of not getting cash if they do not want it.
 

b. Program Extension and Supervision
 

Perhaps it has become clear up to this point

that although the credit program is directly related to the
 
extension program, the latter is directly carried out by

personnel of the Puebla Project. 
In fact, as was stated
 
at the beginning of this paper, the Puebla Project was
 
implemented in the region to develop and immediately

distribute a package of new production practices among

the farmers by the Project's own extension program.
 

The extension agent of the Project regularly
visits the communities where a group has been formed to
 
provide services to the farmers. The regular visit is
 
at most every other week. However, if the farmers have
 
a problem that requires technical assistance, the extension
 
agent pays an extra visit to advise the farmers how to
 
solve the problem.
 

One of the most important modalities introduced
 
in the extension program aiming the multiplication of the
 
extension agent's effort has to do with the training of

aides to assist him. 
These aides are farmers themselves
 
hired within the region but with some education. Each

extension agent has two aides, who received some 
field
 
training until they perfectly grasped the essence of the

innovation. These helpers play a key role during the
 
objective demonstrations of how to properly use the new
 
technology. After explaining in their own words the meaning

of the new technology to the farmers, they teach them how
 
to use the new inputs Ly actually doing each one of the
 
steps.
 

A second important modality to multiply the
 
effort of the extension agents has to do with a series of
 

I 1_JL 
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interchanges of groups from different communities, within the
region. During these interchanges of groups, the farmers have
the opportunity to 
see what and how other farmers in other
communities are doing, and to reinforce the need of a correct
applicatioa of the new recommendation. 
Even more important
than that is the interchange of knowledge on other crops that
the farmers from different communities have.
 

c. Other Arrangements for Technical Transfer 

The extension component ofwas integrated from the beginning. 
the Puebla Project

As was mentioned before,the staff of the Project is paid by a special grant that theRockefeller Foundation made available for a period of six
 years through CIMNYT.
 

The extension agents of the Puebla Project have
been closely related to the credit agents of the Banco Ejidal
during the last two years. 
With the credit agents of Banco
Agropecuario, unfortunately, that relation has been weaker.
As mentioned before, the private agency and the Banco Agricola
do not have credit agents and in both cases the extension
agents of the Project fulfill both roles. 
 In fact, during
the formation of a group in a given conununity, the extension
agent explains the sources of credit available. If they want
to obtain credit from Banco Ejidal or Banco Agropecuario, the
extension agent puts the credit. agents of these banks in
contact with the leaders of the group to go ahead with the
administrative process. 
 If they want to get credit with
Banco Agricola or with the private fertilizer dealer then he
directly helps the group until the credit has been provided

to the farmers.
 

In regard to The coordination of credit agents and
extension agents, this is facilitated by the local coordinator
of the Project. 
It is one of the basic assumptions of the
Project (based on past experience in Mexico) that the transfer of new technology does not take place automatically once
it has been obtained and successfully applied by some local
farmers with more resources than the majority. Because the
main problem is the lack of resources and objective demonstration of how to use the new technology, both programs are
considered of key importance in the overall strategy of the
Puebla Project.
 

d. Nature of Technology
 

A research program was built into the Project as
the core of the action program. In fact, the first stage of
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the Project had the objective of establshing agronomic

experiments throughout the whole region to determine the
 
potentiality to increase productivity in relation to the
 
actual levels, on the basis of modern inputs of production.
 
After analyzing the results of the experiments of the first
 
year, it was found that it was possible t- at least double
 
the yields on the basis of appropriated rates of fertilizer
 
only. The existing improved varieties and the hybrids produced

in the Chapingo experiment station did not appear superior
 
to the existing local varieties of corn. It 's clear that
 
the package of recommendations to date consists mainly of
 
appropriate rates of chemical fertilizers, time of applica
tion and a higher population of plants per hectare. The
 
productivity program has continued establishing experiments
 
throughout the whole region each year. This has allowed
 
them to refine the package of new practices for specific

sub-regions within the region. Actually, there exist
 
seventeen different packages regarding rate of fertilizers,
 
time of application, and plant population per hectare. The
 
experimental design the researchers use allows them to
 
minimize the cost and the risk of the new recommendation
 
and to maximize the profit for the farmers.
 

Prior to taking full responsibility of a given

sub-region, the extension agents of the project receive a
 
period of on-the-job training. If a team of exte.nsion agents

is scheduled to be replaced because they are to go to a
 
graduate study program, the new team goes to the region and
 
spends at least three months getting acquainted with the
 
region, the people, and with the program in general,

accompanied by the respective members of the older team.
 

2. Supplies and Sales
 

a. Program Supplies
 

Fertilizers in Mexico are produced by a govern
ment enterprise. Each state has an authorized dealer who by law
 
can sell materials only to farmers and not to private business
men who coula resell these materials. This is a national
 
policy whose objective is that of regulating the price of
 
materials in the whole state by avoiding intermediaries, who
 
could make profit at the expense of the farmers. This is a
 
new policy, started two years ago, which has not yet had the
 
desired effect. When the Project started five years ago,

almost each community had a fertilizer seller who usually had
 
available the conventional formula that had been used for
 
years in the region. At the beginning, it was thought that
 
these local businessmen could serve as suppliers of the new
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inputs; however, because of the 
new law that possibility

has been eliminated.
 

Each one of the official banks orders in advance
through the central office in Mexico City the amount of
fertilizer materials that are going to be needed. 
 If there
is enough productioii, the materials are supplied from Mexico
City through the authorized dealer in the state. 
When there
 are no available materials in stock, they are supplied later,
but of ien so late in the season that farmers do not get the

materials on time and do not apply them.
 

After the administrat4.ve arrangements have
finished, both the official banks and the fertilizer dealer

that provide these inputs on credit, supply the materials
directly to the farmers in the City of Puebla. 
The farmers

usually have to hire a truck to transport the materials
 
to the community. 
If they prefer, the official banks
 can pay the transportation and add the cost to the credit.
The private fertilizer dealer and the Banco Ejidal have
 

one more distribution center in another important town in
the region, in addition to the central storage place in

the City of Puebla.
 

Last year, the prices of fertilizer were cut
because the agency was making, besides the pure economic

profit, a considerable monopoly profit at the expense of

the farmers. 
This fact, of course, caused an increase in
the amount of fertilizer demanded that was superior to the
amount suppli.ed. The farmers actually are paying the just
price for the materials, and the government is not subsiding

the production of fertilizers.
 

On the other hand, it is estimated that the
fertilizer industry in Mexico has the capacity to satisfy
the national needs and that it will not be necessary to
import materials neither in the short run, nor in the long
 
run.
 

b. Program Infrastructure
 

The whole region has an adequate system of
dirt roads that are usable during the whole year. 
That
system of roads was 
there when the program started and
 
was not built as a part of it.
 

Also there exists a system of storage for corn

where the farmers can sell their corn at the official support
price. This is also a national system of storage that was
 

VZ4
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built at the time the Project started,, but not as a part
 
of the action program.
 

Another government agency is in charge of
 
irrigation works. This program is independent within the
 
region, and it does not have anything to do with the Puebla
 
Project.
 

c. General Access and Availability
 

Although the gradual involvement of the private

sector in the credit program has been an objective of the
 
Puebla Project, they have remained at the margin. This is
 
in part due to the fact that the small farmers do not meet
 
the prerequisites of the private sector. Also, because
 
of the administrative burden of taking care of so many

people with such small pieces of land, the private sector
 
considers the program not profitable for them. They, of
 
course, continue to provide credit to commercial farmers,
 
their traditioral clients.
 

d. Guaranteed Sales and Price Support
 

In Mexico there has been a national policy-of
 
%.apportprices for basic grains for more than tea years.
 
There is also an official agency that purchases and
 
stores the grains in places convenient for the farmers.
 
Each campesino within the Valley of Paebla can go to any

of the existing reception centers and sell them the amount
 
he wants.
 

Because the campesino always sells corn in small
 
amounts, there is no problem In transporting it. The iiost
 
common means of transportation are the local buses that
 
transport it to the local markets. If the campesino has more
 
than one ton of corn to sell., he usually hires a truck (in
 
the same village). If there is no other transportation mean,
 
a burro is commonl' used.
 

e. Insurance
 

In Mexico, by law, all the farmers who receive
 
credit from official banks in short-term loans for productive
 
purposes have to be insured against natural risks. The
 
National Insurance Agency was created in 1961. Basically,
 
the service it provides is sound and if certain bureaucratic
 
procedures are overcome, it can be a great thing for the
 
small farmers in the whole country. Through agricultural
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insurance, the government has attempted to prevent the
official bank from systematic losses due to natural damage
to crops. Theoretically, the campesino only pays the
equivalent of 40 to 50% 
of the premium (40% Ejidatarios,
and 50% 
small owners) and the government subsidizes the other
60% or 50%. However, in the past four years in the credit
program i'-has been estimated that the premium paid by all
the beneficiaries has been enough to cover the indemnization
to those who had losses due to frost, hail, storms or, winds
during the crop season.
 

In general, the campesinos of the region prefer
not to use the Agricultural Insurance because they believe
that the insurance only covers those crops that have a high
probability of success and rejects those with higher poteDtial
for losses. 
 However, in the future this can represent an
incentive to the campesinos to 
use the insurance if certain
changes in the 1nrking rules take place.
 

f. Other Market Arrangements
 

As it was mentioned above, we are only working
with corn, and since that chere is 
a price support for this
grain no other kind of market arrangement has been made for
the program. 
In spite of the existence of the support price
for corn, the campesinos can get a better price in the local
markets when there is low production in the region in a
given year. However, this question of where to sell, is
decided by the farmers themselves.
 

g. 
 General Marketing Conditions
 

The existing market system in the region (official
and local markets) can absorb the total production of 
corn
even when the Project had reached its target of doubling the
yields in all the acreage planted with corn every year. 
The
State of Puebla has to buy corn from other agricultural regions
to satisfy its internal needs.
 

h. Profits and Risks
 

If all the bepeficiaries were following the
Project recommendations,they would get at least twice as much
production as 
those still following traditional methods.
is estimated that only 50% It
 are following the recommendations
as given by the extension agents. 
 The rest follow those
recommendations in part, but not closely enough to be satisfactory. 
There are several reasons that explain why the
participants do not follow exactly the original recommendations.
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Apparently, the most important is that they did not receive
 
the inputs on Cime due to a late supply of materials from
 
Mexico City. The second most important reason is the concern
 
of the campesinos over the risk represented by the uncertainty

of a good rainy season. Their reaction in this case is to
 
plant fewer planits per hectare than the recommended popula
tion, or to apply less fertilizer, because they think the
 
crop will not make use of it if there is not enough moisture
 
in the soil. !Iowever, by doing this, the farmers reduce
 
the yield they could get if they followed the recommendations
 
as originally given. In fact, once a recommendation is
 
produced by the scientists and passed to the extension agents

it has included all the variations of the rainy season (but
 
not a delay in the supply of the required inputs).
 

in a study carried out in 1969, by directly

interviewing several farmers who had followed the recommenda
tions, it was 
found that they got a net profit of $1532.00
 
Mexican pesos per hectare in comparison with net profit of
 
$341.00 Mexican pesos per hectare for those still using
 
traditional methods. (6)
 

II. EVALUATION
 

A. Performance
 

1. Apparent Uses of Credit
 

The credit provided to the participants in the Puebla
 
Project has been used exclusively for productive purposes.

According to the mid-term evaluation data, all the participants
 
use the credit for that purpose. This is largely due to the
 
fact that the credit is provided in kind and very seldom in
 
cash. When Banco Agricola has provided cash to its clients 
for the purchase of the needed materials, the extension
 
agent of the project accompanies the representatives of the
 
groups to purchase the inputs that will be used,
 

2. Effects
 

a. Production
 

Two benefit cost analyses of the Puebla Project

have een made.using ba'i'a-ly--t4e-information collec1pd by

the Ivaluation team. The first analysis was performed'by

Jairo Cano and Delbprt T. Myren, the second by Jairo Cano
 
and Don Winkelmann. "The differences of these two studies
 

o r rely mainly in the assumptions made abo.t the future of the
 
Project, due of course to the fact that there is 
no complete
 

VV7 
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statistical information. 
While Myren and Cano included

secondary benefits, Winkelmann and Cano opted for 
a set
of conservative assumptions.
 

(7)
in the first study, Cano and Myren,/after carrying
out a realistic analysis on 
the basis of existing information
for the first two years of operation, made a series of
assumptions for the years ahead, up to 1975. 
 For 1968 and1969, Cano and Myron classified 
the costs as direct and
associated. They considered as direct costs, the valueof goods and services used for the establishmentfunctioning of 
the Project during its operation. 
and 
Associated
costs were those necessary to prepare for use or sale thegoods and services produced by the Project. The direct costsof the Puebla Project for Cano and Myron were those whichwere 
necessary to produce valid information about corn
production under rainfed conditions and to share thisinformation with the farmers. The associated costs werethose entailed by the farmers in order to apply the newinformation on 
corn production.
 

in regard to the benefits, Cano and Myron alsoconsidered two types: primary benefits which are thosegoods and services to which a monetary value can be assigned
which are produced as an inunediate result of the activities
of the Project. These primary ben( i.ts can be divided into
those that have been measured and those which it has not beenpossible to measure. The secondary benefits were thosedesired in addition to the immediate goals and services ofthe Project. exampleAn is the organization of the farmers.Once 
the farmers are organized, their group strength 
can be
employed for more productive purposes.
 

After analyzing in all details the existing
information, Cano and Myron computed the benefit/cost ratio
(B/C) for both years in common, and separately for each one of
the years. 
 The ratio for 1968 and 1969 together was B/C=0.93;
 for 1968 the ratio was B/C=0.05 and for 1969 B/C=1.66. The
coefficient of 0.93 
indicates that for the 
two years together
the benefits were almost equal to the costs of the Project.
 

The above benefit/cost relationship only considersthe regional level but it does not consider the benefit/cost
relationship on the part of the farmers. 
 In their study, Cano
and Myren calculated by a rule of thumb the relation between
benefits and associated costs for the farmers and roughly
cetermined what a farmer receives on the average for each
 peso invested in the application of new technology. 
The
results for the farmers, of course, are much more favorable,
 

http:B/C=1.66
http:B/C=0.05
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given that they are only using the new technology and do
 
not spend any money in developing it. The coefficient for
 
1968 was B/C=2.97 and for 1969 it was B/C=2.55.
 

Finally, Cano and Myron made projections based
 
on the first two years for the years ahead, including 1975. 
The supposition on which these projections are based were:
 
1) the cost of fertilizers and the price of corn will renain
 
constant during the next five years; 2) in 1970 and 1971,
the high yield plantings will give the same yield increase 
as in 1969, namely, 1,180 kg/ha more than that obtained from 
traditional planting in 1967; 3) in 1972 and 1973, 
a new hybrid
 
or open pollinated variety will be used extensively in the
region and will give an average yield increase of 10% more 
over the local varieties; 4) the price of improved seed will
be the same as that presently charged for hybrid seed in the 
region (U.S.'.24 p~r kilo) ; 5) in 1974 and 1975, the second 
improved variety will come into general use in the area and
 
it will permit an additional yield of 5% over the present

yields on the basis of use of fertilizers and the variety use

in 1973; a of 80% of the area will be6) total corn planted
with high yield technology in 1975, based on a total estimated 
area in the region of 80,000 ha, which will mean 64,000 ha 
under high yield planting: 7) the organization of the 
groups of farmers and other work of the extension team will 
permit increasing the area in high yield plantings per
hectare as follows: in 1970 and 1971, an increase of 1,180
 
kg/ha, in 1972 and 1973, an increase of 1,45' kg/ha, and in
 
1974 and 1975 of 1,603 kg/ha; 8) to calculate associated
 
costs it ..as assumed that. the 
 increased cost of fertilizer 
was U.S.$39.78 per hectare. In addition, the costincreased 
includes U.S.$3.20 per hectare for planting with the new corn
 
variety. To calculate the benefits, corn was valued at 
the present support price of U.S.$75.20 per long ton.
 

The benefit/cost relation was obtained for
 
the period of five years by directly comparing the dis
counted values (at an interest rate of 12% and taking 1967
 
prices as the basis of the net benefits and direct costs.
 
The final index was B/C=7.8.
 

Unfortunately, the corn improvement program was
 
modified last year and the production of new hybrids or open

pollinated variety for the region is 
not now the objective.
It follows then that, although technically feasible, proposi
tions three through seven will not be possible under the 
present circumstances. However, increases of 1,180 kg/ha
 
are feasible. 
On the other hand, it will not be necessary to
 

http:U.S.$75.20
http:U.S.$3.20
http:U.S.$39.78
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include seed in the associated costs. 
Also, the prices of
fertilizers were decreased last year by about fifteen percent while the support price has remained the (U.S.
same
$75.20). If adjustments to the associated costs are made
due to these changes, there i: no doubt that we will come
out with 
a high benefit/cost relationship, although certainly

not so high as 7.8. 

The (8)study by Cano and Winkelmann/ includes all
the costs associated with the Puebla Project, but only includes
those benefits related to 
production, omitting some indirect
benefits. They divide the costs into: 
 1) direct costs, which
are all these expenditures made directly by the Project inaffecting its activities; and 2) additional operating costsexperienced by participating farmers, called farm cost.Benefits 
are only a measure of the value of the increase in

production attributable 
 to the Project. 

The first assumption themade in order to performanalysis is that all benefits through production increasescease after 1976, at the time the program finishes.
 

They note that this is like assuming all thelessons learned are forgotten
assumption is that from 1971 

after that date. The second
through 1976, thoseonly farmersin the program as of 1970 continue and that they are assisted
by staff members in maintaining their 1970 yield increases.A third assumption is that only those formally associated with
the program benefit from its activities. It is remarked that
this is like assuming that no one 
learns from his neighbor. 

They also use 1967 as 
the basic year to discount
the interest rates. 
 Two interest rates were chosen, 12% which
is considered the subsidized interest rate for loans, and
18%, which is considered as 
the marginal productivity of
capital in Mexico. In regard to the price at which the
farmers sell their corn, two prices are considered: the
support price of U.S. $75.20 and the world price of U.S. $60.00
 per lonig ton.
 

The authors recognize that these are quite
conservative assumptions and that each one of them tends to
underestimate benefits. 
 However, they emphasize that if
benefit/cost ratio are favorable even under these circumstances, it can be said <.hat comparisons would be even more
favorable if these assumptions were relaxed.
 

The results of the respective computations made by
Cano and Winkelmann are given below:
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Benefit/cost ratios from Puebla Project under alternative
 
assumptions and a horizon from 1967-76
 

Price of corn $60.00 Support price of $75.20
 

12% 18% 12% 18%
 

1,58 1.52 1.97 1.90
 

They note that benefits and costs were not 
treated symuetrically, in that all costs except family and 
hired farm labor are included while not all benefits are 
measured. 

After computing tne above indexes, Cano and 
Winkelmann concluded that in spite of the conservative 
assumptions, the Puebla Project will have a substantial 
pay off as compared with its costs. 

b. Farm Income 

Although the specific analysis of the effect of 
farm income increazes will be performed on the basis of the
 
information collected during the summer of 1971, there are
 
indications that the participants have used the extra income
 
for productive purposes. In general, those who have increased
 
their yield through the new technology have improved their 
diet. Others have used the extra income to make some im
provements to the house or have started a small business of 
growing chickens. The chickens in '-urn are cared for by 
the members of the family. 

Those with better results bought one or two milk 
cows or started a small business to fatten pigs, etc. In 
other cases, the farmer bought a small pump for a well to 
grow other more productive crops. A considerable number of 
farmers bought a better plow, an animal power cultivator, or 
a couple of mules, etc. 

In general, we can say that most of the participants
 
in the credit program have been able to capture the benefit of
 
the extra production. The intermediazies, who had - better
 
position when the farniers did not have the credit program,
 
are now at a disadvantaa since at least those in the credit
 
programi do not now neec. to sell them their production in
 
advance at lower pric .. The support price is always a
 

-
gu&rantee for the far :s. In some cases when there is low
 
production in the reg-i. 1
i1, the price can be up to 30% higher
 
in the local markets.
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c. Technology 

An was explained earlier, the package of new
agricultural practices consists only of a rational fertilizer
 
rate, a higher p)ant population per hectare and better weed

control. 
 No improved corn variety has been recommended since
 
the local varieties are as good as 
the existing hybrids or
improved varieties for the region. Clearly the impact in the
increases in productivity is due to rational 
use of chemical

fertilizers, which are 
provided to the beneficiaries through

the credit program.
 

d. Savings and Other Sources of Finance
 

The four credit agencies participating in the
credit program have not imposed any compulsory savings policy.
The two or three groups that two years ago initiated a savings

account for capital formation are still far from having the desired impact in the whole region. it is expected that as the
organization of che groups is reinforced, the members of theorganization will have more confidence in initiating a common

savings for capital formation at the community level.
 

e. Employment 

The technology recommended by the Puebla Projectis labor intensive rather than capital intensive. In other
words, the adoption of the new technology does not require

any machine but it requires more human labor and 
 animal power.The adoption of the new technology demands more farm labor 
to apply the fertilizers, to 
plant at a shorter distance,
 
to do the necessary cultivation, and to harvest a larger
 
crop.
 

In a specific case study completed in 1968, it
 was found that under the traditional practices a hectare of
 
corn required about 40 man-days during the whole cycle

(including the harvest).
 

The wage in the region is around U. S. $1.00 per man
per day. If the farmer uses the new technology, about 30 more

man/day are required per hectare. In 1972, about 17,530 hectares
 were planted under the new recommendations. The amount of
employment of family labor or hired labor follows immediately.

The wage labor has not increased as a consequence of the
 
Project. (9)
 

f. Political and Social Structure
 

Through the organization of the groups, the
farmers not only are in a better position to get credit and
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to purchase the inputs at a lower pric'e, but what in the

future can be even more important is that they car have a 
more active political participation and share political
 
power. In the last two years, several groups have had
 
confrontations with the managers of the credit agencies who
 
were refusing to provida them with cred.it, or who were 
delaying the delivery of materials. In this way, immediate 
attention was given to their demands. Through the repre
sentatives of several groups the farmers have even had 
several interviews with the Governor of the State to demand 
a fair treatment not only from the credit agencies, but also 
from the other agricultural and political institutions in 
the region.
 

3. Progress Toward Other Objectives
 

Progress has been inde toward the institutional change.
In fact, three out of four credit agencies have considerably
modified their procedures to provide more efficient service
 
to the farmers. A specific study of the institutional changes
is going on now. Even more important than Lhe changes in 
the credit agencies is the change recently manifested in a
meeting of the Director of the Project and the head of. the 
extension service in the State. 
 The Extension Director stated
 
that the extension service in the State will adopt the 
strategy developed by the Puebla Project for carrying out 
the extension work. They, of course, asked for help from 
the Project in order to train their personnel for a given
 
period of time.
 

4. Project Image
 

a. Farmer Attitudes
 

We can definitely say that most of the participants

have a favorable attitude toward the Project. Of course,

there exists a small group of unsatisfied clients who d'd not
 
get good results. However, poor results, when not due to
 
adverse rainfall conditions, were due to not doing the neces
sary cultivation on time, or because to not following th:
 
recommendations as originally given by the extension agent

of the Project.
 

In regard to those not in the credit program,

in general their attitude is one c. doubt about the ability

of the official institutions to provide a satiifactory service.
 
Even when these people have seen good resuls on their
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neighbor's land, they are worried about getting the inputs on
credit too late and being in debt to the agency, which gives
them a feeling of dependency. Others argue that one never
has the certainty of a regular rainy season and that hence
the probability for good results is low. 
 However, the
extension agents and researchers argue that even under
these circumstances, those following the recommendations
get better results and that the increased production not
only will repay the credit, but also leave a larger net
 
profit.
 

In spite of the general doubt of those not in thecredit program, new farmers ar participating each year, outweighing those who leave the project or decide to purchase
inputs on their own and to take advantage of what theylearned during the time of their direct participation. 

The increase in the portfolios of the creditagencies are responsein to the number of new clients each
year. The object of loans continues to be production. However, in regard to 
the lending procedures, Banco Agricola
and the private fertilizer dealer have improved so as to reachmore clients and to provide more efficient service. BancoEjidal has been also making some progress in that direction. 

b. General Image of Program 

The majority ofProject at least once 
those who have visited thethink of 
it as a general success. In
regard to national observers, their opinion has been changing
lately. 
At the beginning, most national agronomists working
for government agricultural institutions had the opinion that
thu Puebla Project was something that a foreign institution had
implemented in crder to prove they were more 
efficient than
indigenous agencies, but that in reality the results were going
to be irrelevant. However, after five years of positive
results their attitude toward the Project has been changing.
A growing number of scientists from the National Agricultural
Research Institute have started establishing their experiments
out of the o:perimental station. This is thought of as adirect influence of the strategy of the Project. In this way,the results will have more probabilities of success whendelivered to 
the farmers by the national extension service.
As was mentioned above, 
the extension service of the State
also has modified its attitude and 
are ready to adopt the
strategy generated in the Puebla Project.
 

Perhaps the effectiveness of the strategy has been
more controvcrsial within CII4MYT. 
 A group of CIMMYT staff
 



-38

members argues that the strategy represents a waste of
 
resources, and that there is no need to have an extension
 
team to supervise the new technology used by the farmers.
 
Neither is there need, they argue, to organize the farmers
 
and to involve the credit agencies in a credit program. It
 
is the contention of this group of researchers that it would be
 
enough to establish a given number of demonstration parcels
 
throughout the area with cooperating farmers. The inputs 
can he provided free to the farmers the first year, while 
they have the opportunity to see that the new technology 
is worthwhile. The following year the cooperators and a
 
growing number of neighbors will start adopting the new 
technology. On the other hand, the package of new practices 
can be demonstrated in the experiment stations. In the last 
analysis, this group says that an extension service is not the 
role of an institution like CIMMYT, whose main purpose is to
 
carry out agronemic research and breeding of basic grains in
 
the experimental stations. 

The group of supporters of the strategy of the 
Puebla Project within CIMTM17T argues that the small farmers
 
not only need technical assistance through a well-trained 
group of extension agents who can give them clear and 
objective explanations about the way to use the new technology,
but because they are in general so poor and disorganized that 
it is necessary first to orgiinize them and then to involve them 
in a credit program. In thi3 way, th.ey will be able to pur
chase rhe new inputs required to use the new technology. By 
the same token, because of the higher risk a small farmer 
takes in adopting the new technology under rainfed conditions, 
the agronomic research must be carried out in the same 
ecological region with cooperating farmers and not in ex
perimental stations. In this way, the new technology not only 
will deserve more confidence on the part of the farmers, but 
also it will have a higher probability of success. This 
group holds that the alternative strategy proposed by those who 
disagreed, is exactly what Lhe extension service in collabora..
 
tion with researchers of experiment stations have been doing for
 
years in Mexico, without transforming the situation of poverty
 
under which the small farmers live. On the other hand, this
 
group of staff members of CIMMYT maintains the idea that this
 
institution must also care about doing this kind of job among
 
small farmers.
 

B. Evaluation Procedures and Feedback
 

1. Program Evaluation Procedures
 

The evaluation component has been an integral part
 
of the Project since the beginning. The main objectives of
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this specific program are not only to establish a before
and-after measurement, but also to establish a process

of feedback among the participant sectors in the action
 
program. In this way, the different programs could be
 
modified or 
redirected so as to attain more effectiveness
 
in reaching the goals of the Project. (10) 

In its studies, the Evaluation Program has used the
 survey research method, the case study method, and the
 
estimation of yields in the farmers' field through a
 
statistical sample of parcels.
 

A base-line survey that served as the benchmark for

comparisons over time, was carried,out during the winter
 
of 1967-o8. This research survey was made by directly inter
viewing a representazive sample of farmers of the region.

The questionnaires used for the interview contained all the
important socio-economic variables that provided the basis 
to construct estimates of family income, actual yields of the
 
most important crops, and 
the degree of use of new agricultural

technology on the part of the farmers, etc. 
 During the summer 
of 1971, the mid-term evaluation was undertaken asking basical
ly the same set of questions as in the first survey. The
analysis of this information will give us a direct measurement 
of the achievements of the Project. 
The case study has been

useful in studying the production cost of those following the

recommendations as 
compared to those still following tradi-
tional practices.
 

Objectaive evaluations of yields have been made since
 
1968 on the basis of statistical samples of farmers in the
 
credit program, and also general samples of parcels taken
 
throughout the whole region. 
In this way, a direct measure
ment of the impact of the program in the whole region is
obtained regarding the increases of yields of corn, year 
after year.
 

In addition, the Evaluation Program has provided row
 
data. for a number of research papers to graduate students
 
at Chapingo, and has helped several other students in the
 
design of studies related to the Puebla Project.
 

2. Feedback and Changes of Program
 

The results of the evaluation of the first survey

as well as 
the case studies and the objective measurements
 
of yields, have been of key importance not only for the
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Director of the Project but also for all the staff members
 
and managers of credit agencies. The results of the base
line survey, for example, provided a measurement of the
 
degree of technical knowledge and of the levels of productivity
 
the farmers had before the action program started. In this
 
way, the researchers had a clear idea of the potentiality
 
the new technology (obtained from the experiments) had to
 
increase the yields on the basis of non-conventional inputs.
 
For the extension team, it was useful to know, just before
 
starting the promotional stage, what the general attitude of
 
the farmers toward the Project was and the effectiveness of such
 
chanel of communication to deliver news. Also they were pro
vided with information regarding the socio-political organiza
ticn of the community so they could direct their effort toward
 
a coordination avoiding conflicts with the values the people
 
already held. For the Director of the Project, the informa
tion regarding the performance of the credit agencies of the
 
region in providing this service, was useful to move them to
 
change their procedures in order subsequently to reach more
 
farmers.
 

C. Problems
 

1. Government Level
 

Although the Project has had complete support on the
 
part of the state government since the beginning, the problem
 
has been that three different governors have been in power
 
in the scant six years of life of the Project. There was no
 
problem in 1969, when the new governor took office, given that
 
he knew and supported the Project while he was a candidate.
 
The problem is that he resigned his position and a new
 
governor was immediately appointed by the local congress.
 
This new one k; not familiar with the Project, but he has
 
indicated that. he will support it. The local authorities
 
at the community level have supported the Project in most
 
cases, and havu collaborated with the extension agents.
 

2. Aqenc;y Level 

Although the credit agencies participating in the
 
program have gradually changed their conventional procedures
 
for providing service (except Banco Agropecuario), there
 
still exist certain bureaucratic procedures that constitute
 
a problem and that cause delay in the supply of efficient
 
service. This problem has to do with the conventional roles
 
of administrative personnel and field agents. The field
 

if.h;7 
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agents, for example, in their traditional role are only

expected to obtain lists of clients of previously organized

credit societies and to supply cash or conventional inputs

to the farmers (usually too late). However, they do not
 
care about providing technical assistance, or supervising

the use of credit. Neither do they care about encouraging

the farmers to repay their loans 
on time, or a better
 
selection of clients. Now, through tl extension agents

of the Project, the field agents on tn- banks have been
 
trained in such a way they not only provide technical
 
assistance, but also become real organizers of the farmers.
 

3. Farm Level
 

The main problem with the farmers of the region is
 
their concern over getting into debt with an official
 
agency which is inefficient. Their concern in this respect

is with not getting the credit on time or getting poor re
sults, 
which could cause them to lose their personal

independence. This fact, incidentally, accounts for the
 
fact that most of the farmers in the region are not partici
pants in the credit program
 

Regarding the farmers who are members of credit groups,

in spite of radical sanctions of these groups, there are at
 
least 7% of members who never attend the meetings after they

received the necessary materials. Neither do they attend
 
(or very seldom) the regular meetings the representatives

call to discuss matters of common interest. These farmers
 
very seldom attend demonstrations on how to use the new

inputs. But they usually are prone to blame the poor

organization of the group or the extension agent for the poor

results. Most of them tend to 
think that chemical fertilizers
 
are a kind of miraculous element that once applied will
 
render good results no matter when applied, and no matter
 
if weuds are no, eliminated through proper cultivation.
 

D. Conclusions About Small Farmers Credit
 

1. Major Problems of Small Farmers
 

The major problem with small farmers is that they

are poor, disorganized, and facing a technological ceiling

that does not allow them to increase their productivity

simply by reallocating the conventional inputs at their
 
disposal.
 

Any project aiming to transform traditional agri
culture must, at least, offei. to the small farmers:
 
1) relevant technology on the basis of modern inputs:
 

1693 
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the small farmers do not want to get in debt and to lose
the independence they hold in very high esteem. 
The infusion
of capital must be gradual, keeping pace with the demands for
new loans only. 
Of course, as was emphasized before, the
adoption of 
new Lechnology will be accelerated if there is
an efficient credit program. 
 In this way, small farmers can
get the new inputs on credit or get the cash to purchase the
 
new inputs.
 

It is estimated that in Mexico, as 
a whole, credit
is insufficient to take care of all potential clients. 
 However, at present most of the small farmers do not qualify as
clients, due to different circumstances. 
In the long run,
though, it is estimated that the farmers will 
become organized
and will demand that larger amounts of credit flow to the
countryside. 
For the small farmers in the irrigated areas,
the problem is not serious. 
They are even served by private

banks.
 

b. Sustaining Small Farmers' Development
 

The lack of institutional credit is not. the only
problem preventing the farmer from adopting new technology
that requires the purchase of new production inputs; however,
it is the most important one. 
 The second most important
problem in a given year can be the scarcity of the recommended inputs. These two problems, however, are faced by
those already in the credit program. For the largest majority
not yet in it, the problem is, 
as has been mentioned above,
which has to do with the experience of the campesino with
poor service and with his concern over getting in debt and
having to depend on the credit agency until they repay it.
Clearly then, while the action program must make a strong
effort to promote institutional changes among the participant
credit agencies, it also must include actions toward the
gradual change of the attitude of the small farmers toward
the institutional credit. 
There should be more interaction
 
between both sectors.
 

4. Conditions for Success or Failure
 

The main reason the Puebla Project and its credit
program have done a better job than other programs aiming
the transformation of traditional agriculture, is because
its strategy was broadly and comprehensively conceived. It
was stated from the beginning that: "The philosophy of
Organizational structure is that the production of information
and itsdissemination arepart of 
a continuum anRdcannot
profitablybe compartmentalized. 
The program calls for an
integrated approachforproducing and disseminatingknowledge
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(through the availability of credit) in which there is a
 
constant interaction and feedback along the continuum. This
 
means that the action program should consisto a small team
 
of well-traieri scient-ists with an adequate budget and free
trained scientists with an adequate budget and freedom to
 
operate at any political and tecFical level". (11)
 

The fact that the new technology is developed under
 
realistic conditions by establishing experiments throughout

the whole region in collaboration with farmers not only has
 
a higher probability of success on the part of the campesino, 
but also promotes their confidence and so is adopted faster
 
by them, 

The gradual organization of the campesinos in credit
 
groups has also contributed to the success of the Project.

The technical assistance is given to the group instead of
 
individuals. This in turn allows the extension agents to
 
reacrh more clients in each agricultural cycle. Through group

sanctions the repayment of loans has been much more effective.
 

The evaluation team has maintained a continuous feed
back among the three participant sectors (farmers, institutions,
 
and technicians). This process of feedback along the continuum
 
has allowed to modification or redirection of individual pro
grams in the short run in order to have more effectiveness
 
in accomplishing the goal of the Project in the long run.
 

The Director of the Project, through an opportune

coordination and communication with the managers of the
 
credit institutions, not only has promoted a growing partici
pation but also has promoted desirable changes in the con
vential procedures of these institutions. Although most of
 
the changes in the working rules of the credit agencies have
 
been gradual and some have been partial, it is thought that
 
in the lona run this will be one of the most important
 
achievements of the Project.
 

In short, these are the most important factors that
 
have accounted for the degree of success of the Puebla Project
 
in relation to other pilot projects.
 

5. How Could the Program be Improved?
 

Changes to improve even further the performance of
 
the Puebla Project in general, and that of the credit program

in particular, must be at two levels: those of the credit
 
agencies level and the farmers.
 

Although severa]. changes have been made or partially

made by the credit agencies, if the process is accelerated,
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it would result in a more efficient service to the farmers

and would reach more clients in the future. For example,

an important change that started taking place in Banco

Ejidal has to do with the role played by the field agents.

In its traditional role the field agent only had to go to
those communities that previously had applied for credit to
 
get a list of clients. If all the members qualified for
credit then he provided a part in cash and a part in seed

and fertilizers. Of course, fertilizers were 
seldom the best
 
or were delivered in the m'nimum necessary doses. 
 The field
agent did provide technical assistance to his clients or
 
or supervise the use of credit. 
Very often, of course, the
 
ejidatarins misused the credit or obtained poor results
with the provided inputs. Since tw' years ago, the field
 
agents of the bank have been closely collaborating with the
 
extension agents of the Project. 
 In collaborating, they have
made the necessary arrangements for the farmers to get the
recommended inputs (in most of the cases). 
 Tlhy have also

organized demonstrations for the groups. 
 Thiough this process,

the field agents gradually have been getting a training that
will allow them to provide good and opportune technical

assistance in the future. 
 In the long run then, these field
 
agents will play both roles: 
 that of making all the necessary

arrangements to get credit for the group and of giving

technical assistance and supervising the use of credit. Once
field agents and farmers are closely collaborating, other

institutional changes will take place faster.
 

At the farmers' level, the recorr. 
nded changes should
 
come mainly in the organization of the groups. Clearly, the
existence of the credit group must be the means for the

farmers to evolve toward higher levels of organization. These

higher levels of organization could be cooperatives, for
 
example, through which the farmers can initiate a process

of capital formation at the community level. One change

in the short run among tile groups where there is a higher

incidence of credit delinquency, is to modify the actual
 
sanctions or 
to reinforce them to keep up the credit worthiness

of the group. 
 It is argued that this will prevent farmers
 
from entering the actual groups, but in the long 
run it will
 
give positive results.
 

An important change that has to happen at the farmers'
 
level, but that must be promoted by the extension agents of
the Project, has to do with the modification of the attitude

of the farmer, not yet in the program, toward official credit.

On the one hand, the extension agents have to use all the
 
means possible to convince these farmers that it is worth
while to obtain credit and to adopt the new technology and
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and that he will not get in debt if he follows the

recommendation as originally given. 
On the other hand,

the idea of the farmers that the official b anks do not
 
provide the credit on time can only be modified if they

see more efficiency in the service to those already in
 
the program.
 

At present,. the interest rate of 1% is considered
 
as 
subsidized by the federal government, given that the
marginal .)rodctivity of rraital in Mexico is 1.5% per
month, in general, the fermers of the region do not care 
about the interest ra-e. !or them the efficiency and 
availability of the service is more important.
 

This explains why the private fertilizer dealer 
has more potential clients that he can take care of, because
 
the procedures of this institution are more flexible and
 
the farmers receive their inputs when necessary, even when
 
the rate of interest is 1.52 per month.
 

II. ROLE OF TECHNICAL ASSISTANCE
 

A. Donor Inputs
 

The Puebla Project has been financed, as was mentioned
 
earlier, through a special grant made by the Rockefeller
 
Foundation. This is administered by CIMMYT. The grant has
 
covered salaries and field expenses of eleven technicians
 
(and a team of aides) who have developed and distributed
 
new technology among small farmers. 
 Credit has been handled
 
through the existing national institutions, in coordination

with the extension agents of the Project. No other donor

inputs have been received by the Project.
 

In regard to technical assistance to the staff of the
 
Project, two departments of CIMMYT have been fulfilling that

need since the beginning. These departments are Communications
 
and Productivity. 
The Maize Program of CIMAYT participated

at the beginning providing technical assistance but gradually

retired from the Project. No other donors or other kind of
 
technical assistance have been received for the Project.
 

B. Effects
 

Technical advice by the CIMMYT Productivity Program

has been key in establishing the experiments throughout the
 
area to obtain a package of new practices for the farmers.
 
At present, a well-trained personnel formed in the Project

exists and this can assure the applicability of the same
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methodology to other regions and to other crops. 
 The
 
help of the Communications Department has been important

for the extension team, which has developed a new strategy

of communication taking advantage of the most effective
 
media to spread the use of the new technology.
 

The success of the Project, however, is mainly due to

the selection of highly motivated and qualified technical
 
personnel. All of them have had experience in the field
 
of promoting development and some have completed gra.duate

training in national and foreign universities.
 

The coordinator of the Project, and not the advisers,

has been promoting changes in the procedures of the credit
agencies. However, no changes in the philosophy of tnese 
institutions have been promoted because it is not considered 
appropriate. However, their working rules 
(although nct
 
necessarily the formal rules) 
are the ones which are con
sidered inadequate.
 

C. Recommendations
 

The best way that foreign donor agencies can help small
 
farmers programs in Mexico and other underdeveloped countries,
is by making special grants to finance the development and
 
distribution of new technology as was done in the case of
 
the Puebla Project through that grant made by Rockefeller
 
Foundation. In general, the credit program can be under
taken by indigenous institutions. If no credit institution

exists in a given country or if they are so inefficient that
 
it is impossible or inconvenient to involve them in the
 
credit program, it is justified to have a credit program

undertaken by A.I.D., for example. 
That credit program,

incidentally, could be the means to move the indi.genous

institutions to carry out procedural changes that in the
 
long run will have positive results and will provide an

efficient service to small farmers. 
The credit program by
 
a foreign agency can also establish the basis for the
 
credit system in the country where none exists.
 

In regard to technical aid by a foreign agency, in general

it is convenient and perhaps necessary, but the main pu 'ose

of that assistance must be to train national researchers who

later will have full responsibility for continuing to develop

and distribute new technology.
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INTRODUCTION
 

The institutional agricultural credit system of El 
Salvador is
composed of a Central Bank, seven private banks 
(two of which are

foreign owned), 
one semi-private mortgage bank (Banco Hipotecario),

a Federaci6n de Cajas 
de Crddito, ABC, a public supervised credit
 
agency (Administraci6n do Bienestar Campesino), 
a cotton cooperative

(Cooperativa Algodonera Salvadorefia, Ltda.), 
and coffee institute
 
(Compai~ra Salvadorefia del Cafd). 
 Of lesser importance, but still
part of the system, are FDI, 
a private development bank (Financiera

de Desarrollo), 
INSAFI, an industrial development bank (Instituto Sal-vadoreho de Fomento Industrial), 
a private company financing subdivision of farm lands (Parcelaciones Rurals, S.A.), ICR, a semi
autonomous government institution financing farm land purchases

(Instituto de Colonizacion Rural), FEDECPCES, a credit union federation

financing agricultural cooperatives (Federaci6n de Cooperativas de
Ahorro y Crddito de El Salvador) and several fertilizer suppliers

making in-kind loans to producers.
 

In general agricultural 
loans must be highly secured, are usually
for less 
than one year, and carry interest rates which range from 8 to
12 per cent per year. For all practical purposes only ABC, the Federa
ci6n de Cajas de Crddito and FEDECACES provide loans 
to small farmers.

FEDECACES only initiated substantial activities in 1972, ABC 
in 1964,
and the Cajas in the early 
19140's. Each of these agencies also provides
credit to medium and some 
large size farmers. FEDECACES and Cajas

have substantial 
lending activities for non-agricultural purposes.
 

Table I contains data on 
the volume of credit granted per year by
the major institutions within the credit system from 1966 through 1970.

As can be noted, over the 1966-.1970 period a total 
of over US$324
million was loaned to agriculture. Only 7 per cent of these funds went
through agencies servicing small farmers: 
 ABC and the Cajas. It is

doubtful 
if half of this 7 per cent went to small farmers.
 

In 1970, El Salvador had an estimated 358,103 rural 
families.

Table 2 contains a breakdown of these families by size of 
land hoia'ng.

In 1961, farmers with less than 10 hectares or about 75 percent of
all rural families 
 controlled only 22 per cent of the agricultural

land. A similar breakdown for 1970 
is not available, but there is no
 
reason to expect that this percentage has changed significantly over
time 
 Of the 286,293 families with land, it is estimated that about
40,000 are producing cotton, coffee or 
sugar. The remainder, for the
 
most part, are 
producers of basic grains (corn, sorghum,beans, and
rice). 
 The 40,000 producing the traditional export crops are generally
the larger producers in the country and 
in 1970 received 82.1 per

cert of the $78.4 million of institutional agricultural credit granted
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TABLE 1. TOTAL AGRICULTURAL CREDIT PROVIDED BY
 
INSTITUTIONS IN EL SALVADOR
 

(1966 - 1970)
 
(Thousands of Dollars)
 

Mortgate & Administraci6n de Federaci6n de
 
AGRICULTURAL SUB- Commercial Banks Bienestar Campesino 
 Cajas de Cr~dito
 
SECTOR 

Operation* Capital* Operation Capital Operation Capital 

1966 32,446 2,966 1,570 - 820 88 
1967 
1968 
1969 

42,428 
55,861 
53,150 

2,547 
1,757 
686 

2,200 
2,955 
2,786 

-
48 

296 

917 
1,030 
1,183 

84 
97 

271 
1970 61,517 1,021 3,200 224 1,203 104 

TOTAL 245,402 8,977 12,711 568 5,153 644
 

LIVESTOCK
 
SUB-SECTOR
 

1966 982 
 706 29 116 250 88
 
1967 1,020 422 28 251 
 253 84
 
1968 2,487 785 456 35 342 97
 
1969 3,543 1,038 350 
 39 484 271
 
1970 2,866 745 842  492 104
 

TOTAL 10,898 3,606 1,705 
 441 1,821 644
 

TOTAL
 
BOTH SUB-SECTORS 256,300 12,673 14,416 1,009 6,974 1,288
 

(continued on next page)
 

*Operation loans are defined as 
having terms of one year or less. Capital
 
improvement loans carry payri;rnt terms of over one year.
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(Page 2, TABLE 1)
 

Cooperativa Algo- Compaira Salvado-

AGRICULTURAL donera Salvadorefa refia del Caf6 TOTALS GRAND
 
SUB-SECTOR 
 TOTAL
 

Operation Capital Operation Capital Operation Capital
 

1966 2,942 - 4,369 - 42,147 3,054 45,201
 
1967 2,151 - 4,397 - 52,093 2,631 54,724
 
1968 1,398 - 4,953 - 66,197 1,902 68,099
 
1969 1,343 - 4,283 - 62,745 1,253 63,998
 
1970 1,293 - 4,782 - 71,995 1,349 73,344
 

TOTAL 9,127 - 22,784 - 295,177 10,189 305,366
 

LIVESTOCK
 
SUB-SECTOR
 

1966 - - - 1,261 910 2,171 
1967 -  - - 1,301 757 2,058 
1968 - - - - 3,285 917 4,202 
1969 - - - - 4,377 1,348 5,725 
1970 - - - - 4,200 849 5,049 

TOTAL - .-	 - 14,424 4:731 19,205 

TOTAL
 
BOTH SUB-SECTORS 9,127 " 22,784 - 309,601 14,970 324,571
 

SOURCE: 	Ministerio de Agricultura y Ganaderia, "Diagn6stico del Financia
miento Institucional al Sector Agropecuario (1966-1970)"
 



Table 2.-


Class 


Landless 


Less than I Ha. 


I to 9.9 Has. 


10 to 49.9 Has. 


50 to 199.9 Has. 


More Lhan 200 Has. 


Total 
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Numer of Families by Size of
 

Farm, El Salvador, 1972
 

Number of Families : Per cent
 

71,810 20.0
 

151,057 42.2
 

115,639 32.3
 

15,235 4.2
 

3,335 1.0
 

I1027 0.3
 

358,103 100.0
 

Source: MAC Diagn6 stico del Volumen y Distribuci6n del Ingreso
 
(l9bb-/0), unpub'ished report dated March 1972.
 

Table 3.-


Product Group : 


Cotton, coffee and
 
sugar 


Other crops and
 
livestock 


Total 


Use of Institutional Agricultural
 
Credit in El Salvador,1970
 

Amount 


$ 64.4 


14.o 


S 76.4 


: Per cent
 

82.1
 

17.9
 

00.0
 

Source: MAG Diagn6stico del financiamiento Institucional al Sector
 
Agropecuario (19bb-19/0), unpublisned repo-t dated March 1972
 



(including credit for 
livestock) or about $614.4 million (Table 3).

This means that 
the producers of basic grains and livestock, which
 are the bulk of the producers in El Salvador, received 
less 

a third of the credit granted or about $14 

than
 
million. There are no
data tq estimate how much of the $14 
million actually went to small 

and i) tim size producers (i.e. under 10 hectares) but it is saFe to as: e that a substantial portion goes to the large landowners.

For (-- jpIe, $8.4 million of the $14 million was granted by com
mui- ial banks which traditionally lend 
to the large landowners.
 
Also, the other institutions involved are known to make part of
 
their loans to large landowners.
 

A B C
 

The Administraci6n de Bienestar Campesino (ABC) is the agency
being considered in this paper. 
 In 1970, ABC granted $4.3 million

in credit to the agricultural sector (Table 4). 
 This represented

5.5 per cent of the total institutional credit 
to the sector.
 

Table 4.- Use of Administraci6n de Bienestar Campesino
 
(ABC) Credit, 1970
 

Product Group 
 Amount 
 Per cent
 

Cotton and sugar 
 $ 1.6 
 37.2
 

Other crops and
 
livestock 
 2.7 
 62.8
 

Producers with 10
 
Has. or more (1.0) 
 (23.3)
 

Producers with
 
less than IC
 
Has. (1.7) (39.5)
 

Total 
 $ 4.3 
 100.0
 

Source: Memoria of ABC, 
1970 and USAID estimates.
 

Of this amount, $1.6 million was for cotton and sugar (ABC made no

coffee loans) with the remaining $2.7 million going to 
livestock
and other crops. ABC's 
role in lending to producers other than cotton,
 



coffee, and sugar is significant in that their $2.7 million is about
 
19 per cent of the total credit ($14 million) for these producers.
 
ABC made a total of 6,464 loans in 1970. The $2.7 million represented
 
about 6,000 loans. About 5,500 of these loans were to small and medium
 
producers, but only about $1.7 million of the total $2.7 million (or
 
about 40 per cent of ABC's funds) w7s used for these 5,500 loans.
 
Also, with the 5,500 loans, ABC is only reaching 2.1 per cent of the
 
producers with 10 hectares or less assuming one loan per producer per
 
year. As indicated, the remainder of this paper is devoted to ABC
 
and its role in the institutional credit system.
 

PROGRAM CHARACTERISTICS
 

Background
 

Historical Summary
 

Inearly 1960, the Ministry of Agriculture (MAG) in El Salvador
 
established a committee of five credit experts to study the credit
 
problems of producers with less than 30 hectares of land. In July,
 
1960, th-is committee recommended that El Salvador establish a super
vised credit agency. In 1961, at t:he request of the MAG, USAID pro
vided a supervised credit advisor to assist in the preparation of 
plans to establish such an cgency. On December 1I, 1961, the Adninis.
tracion de Bienestar Campesino (ABC) was created as an autonomous
 
government agency.
 

ABC actually began operations in February, 1962 with initial
 
capital for loans and operations of $665,826 from a PL 480 loan.
 
Initially, ABC had 10 supervised credit agents who were new graduates
 
of the National Agricultural School and had no field experience. In
 
1964, USAID made an $8.9 million loan to the GOES and ABC received
 
$5,254,820 of which $5 million was to be for making new loans and
 
$254,820 for purchase of equipment. In addition, ABC has also received
 
operating grants from the GOES and has had access to Central Bank funds 
through several different special funds.
 

The initial charter called for the ABC program to be national in
 
scope and to make loans only to producerb with 30 or less hectares and
 
who actually lived on the farm. These two requirements were removed
 
in 1968 allowing ABC to loan to absentee producers and to make loans
 
to the large farmers which, in part, defeated the earlier purpose.
 
Policy changes in 1972 further encouraged the making of large loans
 
and at the same time thenumbeir of field offices was reduced from 31
 
to 15. It now appears that ABC will be reorganized into an agricultural
 
bank. Actual details of this plan are not available at this time.
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Relation to National Credit SsL'en
 

Figure I is a diagram of the sources and flows of funds in the
 
national institutional credit system. ABC can receive funds from an
 
international lender or from the Central Bank. lhe Central Reserve
 
Bank has authorized one year lines of credit since 1964 for planting
 
sugar cane, cotton and other crops at an interest rate of 2 per cent
 
per annum on the amounts drawn-down. Utilization by ABC was as follows:
 

Cotton CY 	 1964 $ 457,375
 
1965 400,000
 
1966 600,000
 
1967 834,000
 
1968 1,236,929
 
1969 1,352,400
 
1970 1,501.518
 
1971 1,751,405
 
1972 (Auth.) 2,800.000
 

$ 10,933,627 

Basic Grains 	 1971 600,000
 

Fondo Desarrollo 	 1971 566,500
 

Cotton Warehouse Receipts 	 1968 & 1969 273,580
 

Sugar cane Warehouse
 
Receipts 1970 & 1971 160,520
 

Rediscounts META and MEGA 	 83,412
 

$ 12,617,639
 

Relation to Pre-Existing Local Institutions
 

At the time that ABC was formed, there were three other,
 
institutions through which the PL 480 funds could have been
 
channeled. These were the Banco Hipotecario, the Instituto
 
Salvadoreho de Fomento de la Producci6n (now INSAFI), and the
 
Federaci6n de Cajas de Cr6dito. While none of these three agencies
 
had a supervised credit program, as such, each was making loans to
 
small and medium size agricultural producers. In a comprehensive
 
credit report conducted by a GOES study group, USAID was accused
 

I 3 5 
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Figure I - DIAGRAM-OF SPURCES AND FLOW OF FUNDS THROUGH FINANCIAL
 

INSTITUTIONS TO FARM BORROWERS IN EL SALVADOR (1)
 

D .
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'Bank of London
 

Frm S Marketing& 
 Farmers

Processing Industry 
 Short-term loans
 
Short-term loans 
 Medium-term loans

Medium-term loans 
 ILong-term loans j

Long-erm loans f I
 

(1) In addition: A) Parcelaciones Rurales, S.A., 
a private company finances
subdivision of farm land with own 
resources, B) ICR 
- Govt, institution
finances purchase of farm land, C) FEDECACES a credit union Federat"on

makes loans to Agricultural Coops from an A.I.D. loan, D) Fertil.zer
Suppliers make in-kind loans 
to farmers including insecticides and re
lated products.


(2) Fondo de Desarrollo Econ6mico (FDE) 
- initiated and maintained with the

Central 
Reserve Banks' profits, also obtained Inter-American Bank loan
to strengthen fund but has not drawn it down in full. 
 See following
pages for a complete description of the financial 
institution and the
 
Fondo de Desarrollo.
 

(3)Own 	funds - bank's profits and 
reserves from commercial banks.
(4)Short term loans and medium (up to 5 years) made with own 
resources, that
is: 
savings, time deposits and commercial (checking) accounts, capital
and profits, and reserves. Also use special lines of credit from BCR
 
and the 	FOE.


(5)Use funds from FDE and foreign loans for making loans, also cotton,
coffee and sugar export & pe-exprt special lines of credit if BCR.
(6)Uses FDE, BCR special lines o credit and its own 
funds generated from
operations (same as 
(3)and the sale of 5 & 10 year bonds,
 

Source: 	Structure of Financial Institutions that serve Agriculture in El
Salvador, unpublished report to USAID/ES by Kenneth R. Krause,
 
U.S.D.A., March, 1572.
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of forcing the creation of ABC without adequately evaluating the
 
capacity of these three agencies. This same report also states
 
that the problems of ABC in the first three years of operation
 
were a result of premature creation and a general lack of planning.
 
As a result, this report would lead one to believe that ABC was
 
imposed upon an existing institutional structure and that the funds
 
could have been more effect ively used had they been channeled through
 
an existing institution.
 

The original president, Sr. Ricardo Cabezas Rivas, came to ABC
 
from the Agronomic Research Unit of MAG where he was director. He
 
had also been the director of the Direcci6n General de Obras de Riego
 
y Drenaje, and the National School of Agriculture. 'The first manager,
 
Ing. Herndn Tenorio Laguardia, came to ABC from the National Coffee
 
Research Institute.
 

Agricultural Patterns and Potential
 

The principal crops in El Salvador may be divided into two groups.

First are the traditional export crops: cotton, coffee, and sugar.

T'he second group is basic grains including: corn, sorghum, rice and
 
beans. In addition, El Salvador produces small amounts of fruit and
 
vegetable crops, oil and fiber crops, and tobacco and supports 
a
 
growing livestock industry. The traditional export crops are generally
 
produced by the large producers and due to their importance to the
 
natio:ial economy have received the bulk of 
the institutional credit.
 
There have also been substantial research efforts in these three
 
crops ana, as 
a result, there have been large increases in productivity
 
over time. The basic grains and other crops in El Salvador are being

produced by the small 
and medium size farmers. Very little institional
 
credit reaches these producers and the development and adoption of
 
new technology has been very slo.,j.
 

El Salvador is a small country with 2.1 million hectares of land
 
and, currently, all available land 
is being utilized by the agricultural
 
sector. Ihis fact, coupled with the tremendous population pressure,
 
makes the development and adoption of new technology imperative.
 

The technology will have to be oriented to labor intensive crops

and will have to provide the means to more effectively use the scarce
 
land resource. Table 5 illustrates production and yield levels for
 
the 1970-71 year for the principal crops in El Salvador and also
 
provides 1980 demand estimates which demostrate the severity of the
 
situation. Given an '47 thousand
no yield changes by 1980, additional 

hectares would be required to meet the demand. As indicated, all land
 
is currently being used in El Salvador. Strong research, extension,
 
credit, and marketing efforts will be required to provide the necessary
 
growth.
 

187
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Object ives
 

General Objectives
 

The 	original objectives established for ABC were as follows:
 

1. 	Through a broad supervised credit program, increase agri
cultural production and pr /ide higher incomes and a better
 
standard of living for agricultural producers.
 

2. 	To convert the agricultural producer into an effective
 
manager of his own enterprise, an active worker of the land 
and an effective producer by providing the necessary tech
nical assistance and social and economic orientation to
 
supplement his credit program.
 

3. Improve land tenure systems by granting loans with the pro
vision that borrowers rights be expressely guaranteed in 
the 	land lease that they enter into with the landholders.
 
This will also help increase, to the extent possible, the
 
number of rural owners. 

4. To encourage plans for land development and reclamation,
 
soil conservation, and improved methods of operation, in
 
order to adequately and effectively use the land.
 

5. Grant loans for the cancellation of existing debts which
 
are 	detrimental to the operation and maintenance of the farm 
and home, provided that the loan granted for this purpose
 
is not specifically for the cancellation of the debt but
 
is also made to improve the borrower's existing operation.
 

6. 	To finance and give technical assistance for the development
 
or improvement of agricultural industries.
 

7. 	To provide funds and technical assistance to agricultural
 
cooperatives and associations, by promoting their creation
 
with emphasis on multi-purpose cooperatives. This will be
 
done in collaboration with other agencies of the government
 
wich have the same objectives.
 

8. To help improve the marketing of agricultural products by 
providing funds and technical assistance for the establishment
 
of rural markets.
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Figure 3 - ABC Organization Chart B o 
1965 Board of Directors
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Figure 4 - ABC Organization Chart for 1971 
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Terms of Loans
 

The major focus of the ABC program has been on loans for
 
productive inputs to individual farmers. They do, however, have
 
the authority to make home improvement loans which are not classified
 
in the production category. In addition, ABC wakes loans directly
 

to agricultural cooperatives. The loans for general agriculture are
 
not restricted to specific crops or inputs with two exceptions: First
 
are the in-kind loans which are basically short-term loans for ferti

lizers and insecticides. ABC has also allocated a portion of their
 
portfolio to a cotton production program. (See Annex I for a detail
 
description of the ABC loan programs.)
 

Over time, more than 90 per cent of the A3C loans have been
 
short-term (less than 18 months) loans. However, the percentage
 
of funds used for short-term loans decreased from 87.3 per cent in
 
1966 to 72.8 per cent in 1971. (Table 6). New policy changes which
 

further emphasize large loans in 1972 will result in even less funds
 
for short-term loans on a percentage basis.
 

Organization
 

ABC is composed of a central office located in the city of San
 
Salvador and, as of September 30, 1972 had 15 local or field offices.
 
The general and local structure of the agency is discussed in the
 
following sections.
 

General Structure
 

The present organizational chart for ABC is presented in
 
Figure 2. The basic structure includes a board of directors,
 
a president (who is a member of the board), a manager, and
 
three d artments: Administrative, Operations, and Finance. 
The fi Id offices ir- oart of the operations department and are 

responso>) i:-a supet isory section within this department. 
This same ba: ic crtuc iire has existed within the agency since the 
beginning although there have been shifts within and between depart
ments of various functions, additions of new sections, changes in 
the number of field offices, and increases in personnel. (See Figures 
3 and 4 for 1965 and 1971 organization charts for comparative purposes. 

There was a fairly substantial reorganization of the agency in
 
1972 which included a reduction in field offices from 31 to 15 (the
 
central office maintains that the other 16 are retained as branch
 
offices but at this time no physical facilities exist), the closing
 
of the secretarial section, the transfer of the statistics section
 
from the operations department to the finance department, and the
 
removal of the USAID technical advisor (this decision was made by
 

1.9,? 
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USAID/ES) who has been replaced by a technical advisor from
 
El Salvador.
 

The most significant change was the reduction of the number
 
of field offices which was due, in part, to the need to reduce
 
operating expenses and desire to move to larger, minimum super
vision type lciins. The charge also expanded the authority of
 
field offices to make !oans. Currently, field office committees
 
can approve loans up to $2,000. Loans from $2,000 to $4,000
 
must be approved by a central office committee, and loans over
 
$4,000 bv the Board of Directors.
 

Table 6.- Number and Amount of Loans by ABC by
 

Term of Loan, 1966-1971
 

(U.S. dollars) 

Short 1/ Long
 

Year: :
 
* Number : 7 :Amount 0/ : Number : 7 Amount : 

l9bb 2787 96.1 1,497 87.3 112 3.9 218 12.7
 

1967 5708 95.7 2,116 84.0 259 4.3 403 16.0
 

1968 8185 96.0 3,045 87.1 343 4.0 449 12.9
 

1969 7532 97.1 3,100 89.3 222 2.9 372 10.7
 

1970 6004 92.9 3,475 81.5 460 7.1 791 18.5
 

1971 7005 92.3 3,775 72.8 583 7.7 1,413 27.2
 

I/ Short-term loans are less than 18 months.
 

Source: ABC Memorias, 1966-71
 

Local Structure
 

The field offices of ABC are, as indicated, a part of the
 
central office structure. A typical field office has the following
 
personnel:
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Chief of Agency I
 
Supervisory Agents 4
 
Secretary I
 
Office Boy I
 

The chief of the agency supervises the work of the other
 
personnel and is responsible to the central office operations
 
department. The supervisory agents are responsible for making fie!d
 
contacts, preparing farm plans, monitoring,and collection.
 

The current structure of the agency has 49.9 per cent of the
 

personnel in the field and 50.1 per cent in the central office.
 

However, 18.2 per cent of field personnel are administrative which
 

means that only about one-third of all personnel are involved with
 

the technical aspects of the program.
 

Finally, plans are currently underway to change ABC to an agri

cultural development bank by early 1973. Details of the functions and
 

structure of this bank are unknown at present.
 

Beneficiaries
 

Selection Criteria
 

In order to qualify for a loan a farmer must be 21, must be deter

mined capable of rr3naging a farm operation, must be a small or medium
 

size farmer (less true now than in the past when there was an upper
 

limit of 30 hectares), must have a good reputation in his community,
 

and must obtain ABC approval of his farm plan. A cooperative must
 

have a legal charter to qualify for an ABC loan. Specific collateral
 

requirements are discussed in a later section. Lending terms are
 

uniform among borrowers but may differ depending on type of project
 

(i.e. crop, livestock, etc.).
 

The agency currently estimates that workable minimums in terms of
 

farm size are 3.5 hectares for catle, 3.5 hectares for corn and other
 

grains, 7 hectares for cotton, and 0.7 hectares for vegetables. Also,
 

the production of given crops and livestock must be for commercial
 

purposes rather than for home consumption.
 

The agency, to date, has no initiated pilot programs but has
 

been a participant in such programs which were formulated and adminis

tered by the MAG. An example is the Zapotitan irrigation districu.
 

Another example is the working relationship established with the
 
a later
Price Stabilization Institute (IRA) which will be discussed in 


section.
 

At the end of each agricultural year, a review is made of each
 



Table'5.- Comparison of 1970-71 Production, Land Use, and Yields of Crops 

Produced in El Salvador 

1970/71 
1980 

Crop Production Area Yield 
Require-
ments I/ 

____ ____ 

Additional Area 
at current yield 

___ ____ _ 

Necessary yield with same 
Yield 2/ area 

0 Increase 
QQ HA QQ/HA QQ HA QQ/HA 7 

Rice 	 625,000 
 11,900 52.5 2,047,343 21,997 
 172,0 228Sorghum 3,200,000 123,900 
 25.8 2,738,002 -15,838 
 17,
Corn 7,893,000 
 205,800 38.2 8,714,b01 22,331 	 42,3 
 1I
Beans 	 650:000 
 36,400 17.8 1,212,971 31,744 
 33.3 87
Cotton 1,200,824 62,475 19.2 
 1,521,340 16,761 
 24.4 27
Coffee 2,158,000 
 141,750 15.2 3,994,137 121,022 3/ 
 27.8 83
Sugar Cane 33,437,840 19,625 
 1,704.0 b2,389,814 16,969 3179.1 86Panela (Cane) 5,972,684 4,740 1,260.0 5,107,442  686 	 _ .Pl9tano 509,355 
 2,700 188.b 984,974 2,522 
 364,8 93
;0 Bananas 996,660 
 7,'30 126.0 1,732,689 5,842 	 219.0
;J1 Citrics 220,554 	 74
l1,590 138.7 1,471,617 9,020 
 925.5 567
Cacao 	 b,615 
 400 16.5 37,2b5 l,658 
 93.2 4b5
Potato 	 61,740 
 400 154.4 315,536 1,644 
 788.8 411
Yuca 	 264b00 1,500 
 176.4 375,512 
 629 	 250,3 42
Other Vegetablesl32,355 
 7,590 241,4 3,501,540 6,915 
 4W1.3 91
Other Fruits 2,787,120 9,070 
 307.3 	 4,178,034 4,526 460.b 50

Totals 637,750 	 2- 2 

I/ 	 Only cotton, coffee and sugar include export projections. The other crops are considered only on
 
the basis of meeting domestic needs.
 

2/ In some cases, these yields are beyond what could be considered attainable by 1980.

3/ 	 Coffee land has been reported by the GOES 
to be frozen at 141,/50 hectares.
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loan and causes of poor performance of default are analyzed. If
 
the problem was a result of the producer notfollowing recommen
dations of the agent in charge, he will be eliminated from the
 
program. If his failure was a result of circumstances beyond his
 
control, i.e. weather, markets, etc. he can be reconsidered for
 
another loan.
 

Graduation Policy
 

A graduation policy by ABC does not exist at this time. This
 
does not nccessarily indicate a lack of desire to graduate borrowers,
 
(although any agency plagued by high default rates and operational
 
costs which were not being adequately subsidized would try to develop
 
a core of reliable borrowers), but, more likely reflects the reality
 
of the situation, in terms of the lack of a place to send successful
 
borrowers.
 

The commercial banking system has not expressed any interest in
 
taking successful borrowers from ABC and their collateral requirements
 
are beyond the means of most ABC borrowers. This is especially true
 
of the land ownership requirement for most loans since only 35 to 40
 
per cent of ABC borrowers are land owners, In addition, the ABC land
 
owners are generally the larger farmers in the program which further
 
complicates the problem with respect to small and medium size farrmers,
 
(In 1971, 36 per cent. of the borrowers were land owners and they
 
represented 67 per cent of the total [hectares financed).
 

Other agencies within the institutional system likewise are not
 
geared to accepting ABC borrowers. Also, these agencies, as with
 
commercial banks, have more stringent collateral requirements. If
 
the new agriciiltural development bank retains a "supervised credit
 
window" it is possible that graduation can occur internall. Again,
 
details are not available at present.
 

Number and Types
 

Tabie 7 contains the number of loan applications and the number
 
of loans made by year since 19b2.
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Table 7.-	 Number of Loans Applied for and 
Granted by ABC, 1962-71 

Y e a r Number of Number of
 
Loan Applications Loans Granted
 

1962 	 n.a. 
 12
 

1963 	 r.a. 872
 

1964 	 n.a. 2,413
 

1965 	 n.a. 3,345
 

1966 	 4,377 2,899
 

1967 	 8,412 5,967
 

1968 	 9,674 8,528
 

1969 	 10,102 7.754
 

1970 	 7,939 6,464
 

1971 	 8,557 7,588
 

Source: ABC Memoria, 1966-71.
 

More detail on the ABC loan program over time may be found
 
in later sections.
 

Other Sources of Credit
 

Other sources of credit for small and medium size producers do
 
exist within the institutional and non-institutional credit systems
 
of El Salvador. (See introduction). The extent to which these
 
sources are used by borrowers concurrently with ABC, prior to enter
ing ABC, or after leaving ABC is unknown. However, within the insti
tutionai system ABC has the least restrictions on borrowers for
 
qua!ifying for loan which implies that many ABC borrowers are there
 
because they cannot qualify elsewhere and, therefore, are not and
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were not using other sources. Also, interest rates on non-institutional
 
credit are known to be very high (often in excess of 25 per cent)
 
and ABC borrowers would likely avoid the use of such credit as a
 

supplemental source. 

Lending Policies and Procedures
 

Portfolio
 

Table 8 contains the number and value of loans by year by type 

of loan for those years in which data are available. ABC began 

operations in 1962 and built up to 3,345 loans for a total amount 
of $2,698,000 (Footnote 5, Table 8). However, their collection record 

was so poor in 1963, 1964 and 1965 that they were actually forced to 
reduce their operations in 1966. Following 1966 they have gradually 
increased their activities to the point that they made more than $5 
million in loans in 1971, This was a result of a better collection 
record, increased use of the USAID loan funds, and a substantial 
increase in the use of lines of credit from the Central Bank. 

Table 9 illustrates the number and value of iocns by loan size 

group. Unfortunately, data exist only for 1970 and 1971. It can be 

observed that the bulk (More than 70 per cent) of the ABC loans are 

for less than $400. However, only about 15 per cent of' the total 

amounts loaned in ihese years was for loans under $400 which are 

generally the type and size of loan demanded by the small producers 
in El Salvador.
 

Tables 10 and 11 contain data on the use of the ABC loan funds
 

by the sub-borrowers and the numbe- of hectares of each crop financed
 

by year.
 

Farmers can have only one production loan at a time, but can,
 

at the same time have a post-harvest marketing loan.
 

Interest Rates 

The original charter of ABC specified that interest rate policy
 
would be set by the Board of Directors but that interest rates could
 

not exceed 8 per cent per year. The present rate is 8 per cent with
 

a 2 per cent service charge. This compares with a market rate of
 

usualiy 12 per cent per year. The only exceptions to this rate
 

involve cooperatives who pay 6 per cent plus the 2 per cent service
 

charge for working capital. Loans for equipment and machinery from
 

a Central Bank Rediscount Fund which are made at 6-1 to 8 per cent.
 



Table 8.-
 Number and Value of ABC Loans by Type of Loan, l9bb-1971
 

(in thousands of U.S. Dollars)
 

Type 19bb 19b7 
 : b :
198 1969 : 1970 1971
 
* ,J . . . . . . . . 

* No. :Amount : No. :Amount : No. :Ai ount 
 No. :Amount : No. :Amount No. :Amount
 

Regular 1675 $ 1,052 2070 $ 1,455 2841 $ 1,871 
 3400 $ 1,557 2380 $ 2,199 2410 $ 1,921
 

in-kind 1022 
 3588 222 5321 377 3588 
 306 3408 325 4400 424 

BACEN 2/ 202 610 309 842 3bb 1,24b 410 1,387 454 I,b17 759 2,396
 

Post-harvest 3/ n.a. n.a. nia. 
 n.a. n.a. n.a. 3b5 222 222 
 125 n.a. n.a.
 

'* Cooperatives 4/ n.a. n.a. n.a. n.a. .a. n.a. n.a. 
 n.a. n.a. n.a. 
 19 447
 

Total 5/ 2899 S 1,716 5967 $ 2,519 
 8528 $ 3,494 7754 $ 3)472 6464 4,266 7588 $ 5,188
 

I/ See Annex I.
 

2/ Loan Funds from the Central Bank for cotton, coffee, and sugar cane. 
Also includes funds from the Central 
Bank

Economic Development Fund. 
 The bulk of the loan funds under BACEN were for cotton. In 1970, BACEN was for
cotton and sugar: cotton - 3b7 
loans for $1,520 and sugar cane - 87 loans for $97. In 1971, BACEN was as
fQllows: cotton - 489 loans for $1,/53, sugar cane  153 loans for $70, co)ffee - 3 loans for $1, and Economic
 
Development Fund - 114 loans for $572.


3/ Prior to 1969 and for 1971 loans for post-harvest were 
include in one or more funds of the other categories.
17/ Pricr to 1971 loans for cooperatives were included 
in one or more funds of the other categories.

/ Prior to 19bb, ABC made the following: 19b2- 12 loans foe $9, 1963- 872 loans for $441, 
1964-2,413 loans for
 

$2,296, and 19b5 - 3,345 loans for $2,698.
 

Source: ABC Memorias, 1966-71.
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Since ABC began operations in El Salvador, inflation has not been
 
a major problem.
 

Collateral
 

The borrov'2rs of ABC must provide one of the following four
 
forms of colleral:
 

I. A chattel mortgage on crops or livestock.
 

2. Co-signer.
 

3. Land mortgage.
 

4. A combination of the other three.
 

The basic requirements have not changed over time but, due to
 
heavy default rates in the early years of operation, ABC has become
 
more selective. This is especially true with chattels on crops or
 
livestock and with co-signers since they are more risky than a land
 
mortage. Although data are not available, it would appear that the
 
combination category has been used more since the early years.
 

Until recently, the commercial law required that a loan not
 
exceed 75 per cent of the value of the chattel mortgage. The new
 
limit is 90 per cent.
 

Other Subsidy
 

The GOES has continued to subsidize the operating costs of ABC
 
as a result of the heavy expenses involved with providing supervision
 
of the loans. Without this subsidy, the continuation of the super
vision at present interest levels would not have been p ,sible
 
without depleting capital available for lending purposes.
 

Appraisal Techniques
 

The first step in the process involves an interview of the
 
prospective borrower by the ABC agent. If the borrower seems 
to
 
fulfill the basic requirements, he is asked to complete an appli
cation form. He provides basic biographic data and, in addition,
 
must prcvide personal and business references and names of friends
 
who are ABC borrowers. If the information provided on the appli
cation appears to be satisfactory, the agent assists the borrower
 
in developing a preliminary farm plan. He determines such factors
 

'-
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Table 9.-	 Number and Value of ABC Loans by
 
Loan Size Groups, 1970-71
 

(In thousands of U. S. Dollars)
 

Loan Size : 1970 	 :1971:
 
9 7 1:
Group 	 1 9 7 0 


No. 	 Amount No. Amount
 

Up to $400 4607 $ 641 5716 $ 801
 

$ 401 - 1200 796 539 942 /11
 

$ 1201 - 2000 174 240 187 303
 

$ 2001 - 3200 139 287 82 210
 

$ 3201 - 4000 39 142 59 21b
 

$ 4001 or more 112 464 103 746
 

Cooperatives 8 308 19 448
 

Cotton 367 1,520 489 1,753
 

Post-Harvest 1/ 222 125 n. a. n. a.
 

Total b4b4 $ 4,266 7588 $ 5,188
 

I/ In 1971, these loans were included in other categories.
 

Source: ABC Memorias, 19/0 and 1971.
 

4,01



- 24 -

Table 10.-	 Amount of Credit Granted by ABC by
 
Use, l9bb-/l
 

(In thousands of U.S. Dollars)
 

U s e 19bb 1967 :19bb : 1919 : 1970 : 1971
 

Crops: 
 1 7 2,24 .955 3,200 3 

Corn n.a. n.a. n.a. 722 1,000 1,2P-4
Sorghum 	 n.a. n.a. n.a. 149 
 29 47
 
Beans 	 n.a. n.a. n.a. 
 211 156 142

Rice 	 n.a. n.a. 
 n.a; lbO 173 
 244
 
Cotton 
 n.a; n.a. n.a. 1,360 1,520 1,827

Sugar Cane 	 n.a. n.a. n.a. 37 93 
 70

Vegetables 	 n.a. n.a. n.a. 133 
 58 102
 
Fruit 	 n.a. n.a. n.a. 
 - 146 31 
Pasture & 	 n.a. n.a. n.a. 
 14 25 24
 

Others
 

Livestock: 143 .319 456 350 743
 

Dairy n.a. n.a. 
 267 	 230 484 795
 
Beef 	 n.a. n.a. 84 85 
 210 250

Draft Animals n.a. n.a. 73 27 24 3b
 
Poultry n.a. n.a. 20 
 3 9 20

Bees 	 n.a. n.a. 6 
 5 l
Hogs 	 n.a. n.a. 
 6 	 4 11 4 

Farm Equipment 
Improvement: I16 76 82 336 323 309 

Farm Equipment 
Farm Improvement 

116 
n.a. 

29 30 
17 

39 
Ib5 

35 
52 

109 
84 

Home improvement 47 
and other n.a. 1 35 132 23b 116 

Total $ 1,716 $ 2,519 $ 3,493 3,472 $ 4,266 $ 5,188 

Source: ABC Mlemorias, 1966-71.
 

I/ Due to the data presentation method in this year, it is possible that this
 
figure contains a few farm and home improvement loans.
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Table 11.- Number of Hectares of Crops Financed
 
by ABC, 19bb-71 

1/I::' 
-_:_:_:._:-

Crop - : 1966 1967 1968 1969 1970 1971 

Ce-eals: 16,480 23,748 41,443 32,756 33,444 35,374 

Corn 
Sorghum 
Beans 
Rice 

10,563 
3,273 

923 
1,721 

14,574 
2,259 
l,45n 
5,465 

24,544 
7,846 
2,828 
6,225 

18,911 
6,183 
4,793 
2,8b9 

20,463 
6,428 
3,769 
2,/64 

26,543 
1,066 
3,997 
3,768 

Vegetables: 234 350 1,139 892 1,354 823 

Tomato 
Onion 

83 

" 
- 92 9b 131; 

Chile 
Potato 
Cabbage 
Cucumber 
Melons 
Others 

" 

151 
-

-
-

-

-
-

-

-

-

-

-

-
-

-

-
.-
80 

-

bOB 
112 

21 
b4 
8C) 
-

12 
981 
11 

24 
20 
95 
22 
19 

476 
33 

Fruit 664 84 - 45 193 

Citrus 
Perennial Fruits 
Plgtano 
Others ..... 

-

-

-

-. 19 
26 
-

b7 
9 

103 
14 

Pasture & Other: 353 1,547 883 335 708 624 

Pasture 
Other Crops 

-
353 

317 
1,230 

430 
453 

335 
-

472 
236 

59b 
28 

Export Crops 3,972 5,274 6,611 6,769 8P27 9,52b 

Cotton 
Sugar 
Coffe 

3,258 
714 

. 

4,433 
841 

6,205 
406 

-

6,511 
258 

-

7,416 
628 
83 

8,827 
653 
4b 

Total 21,039 31,584 50,160 40,752 43,678 46,54o 

Source: ABC Memorias, 19bb-71. 

1/ Due to data presentation method in oarly years, 
"other" categories may contain
 some of the crops listed. 
 For example, in 1966 ABC probably financed some fruit
but included it in "other crops" under Pasture and Others.
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as the existing tenure arrangement, family labor availability,
 
amount of tools and equipment available, access to markets, and
 
many others. From this he prepares a budget,specifies the borrow
ers contribution and estimates the loan amount and the amount of
 
technical assistance needed.
 

The next step is to obtain approval from the field committee.
 
This committe is composed of the Chief of the field office, the
 
agents involved, and one other agent. If the application and pre
liminary farm plan are approved, the agent makes his first farm
 
visit to verify the information and to prepare a more detailed
 
final plan.
 

If the loan is rejected by the field committee (or is in excess
 
of $4000), it is automatically sent to the Central Office Committee
 
for review. It can reverse the field decision and gramnt the loan or
 
also reject. A rejection (or a loan in excess of $2000)automatically
 
requires consideration by the Board of Directors. At this point, a
 
rejection by the field and the central office committees can be reversed
 
or upheld. There are no data to determine the numbers of rejected
 
field loans which are granted in the central office of by the board.
 

Collection
 

Repayment Record
 

Table 12 contains data on a,,,zurLis loaned, collections, and the
 
portfolio balance for ABC since 1962. Since its inception, ABC has
 
experienced considerable problems with collection. This was especially
 
true during the period 1963-65. Part of the reason may have been with
 
the agency's collection methods but it was iore likely a result of
 
the agents making the loans during this period in terms of the
 
screening procedures used. There was also a drought during this
 
period which affected the ability of borrowers to repay.
 

Methods
 

Collections are generally made by the field agent who was re
sponsible for supervising the loan. However, the producer may come
 
to the ABC field office to make his payment. Field office personnel
 
issue receipts for the funds collected and deposit them in the local
 
bank accounts of ABC. Payment may be made only in cash (as opposed
 
to in-kind).
 

The only exception to this collection procedure is in the case
 

.04 
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Table 12.- ABC Repayment Record, 1962-71
 

(In thousands of U.S. Dollars)
 

Year Number 
 Outstanding
 
of Loans Amount Collections Portfolio
 

Balance I/
 

1962 12 $ 9 - 5 

1963 872 441 47 373 

1964 2413 2,29b 650 1,879 

1965 3345 2,b98 1,435 3,194 

1966 2899 1,716 1,340 3,624 

1967 5967 2,519 2,114 4,124 

1968 8528 3,494 2,505 5,205 

1969 7754 3,472 3,493 5,184 

1970 6464 4,266 3,890 5,449 

1971 7588 5,188 3,273 7,314 

Source ABC Memorias, 1966-71.
 

I/ There are discrepancies 
:h the data which USAID was unable to
 
correct. For example, the balance in 1966 was $3,624. 
 If one
 
add': the amount loaned in i967  $2,519 and substracts 196/

collections - $2,114, ther resalt 
is $4,029. This should be
 
the outstanding balance for 
i967. The only emplanation possible

is that the figures given for amounts loaned may include some
 
funds which were not completely disbursed during the calendar
 
year. It is more 
likely a result of computational errors or
 
the use of preliminary figures which were not changed later.
 

2 0i 



Table 13.- Status of Unpaid Balance as of March 31, 19/2
 

ABC Portfolio
 

Calendar 
Year 

G r a 

Number 

. t e d 

Amount 
Unpaid 

Balance 
Outstanding: 

Amount 
not due 

.s t a t u s of'u n p a i d B a 1 a n c e 
Past due Past duse : 'past due of 

estimated to :estimated to : total 
be collectable'be not collecY granted 

1962-19b3 664 450,990 77,818 47,285 30,533 17.2 
1964 2,413 2,295,759 631,346 F75 239,267 391,504 27.5 

1965 3,345 2,697,546 8/,597 8/,3b2 505,839 283,396 29,2 

l96 2,899 1,715,454 190,932 68,28&+ 89,958 32,660 7.1 

1967 
1968 

5,967 
8,528 

2,518,9983 
3,493,766 

237,414 
272,186 

57,059 
74,335 

157,302 
184,239 

28,053 
13,612 

/.I 
5.7 

1969 7,754 3,471,756 290,516 150,821 137,265 2,430 4.0 

1970 6,464 4,266,126 /o4,454 544,731 159,457 266 3.7 

1971 7,588 5,188,199 I.62/,739 1.249,242 378,497 n. a. n.a. 
1972 (3/31/72) 313 329,925 213,287 213,287 n. a. n. a. n.a. 

4L,155 26,428 5.122,259 2.445,696 1,894,109 
 782,454 10.0
 

Source: ABC Analysis of Portfolio as 
of March 31, 1972 by Statistics Section.
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of borrowers participating in the IRA storage program (described

in a later section). IRA sends the check for the prdductip storage
 
directly to the Central Office. The Central Office deducts the
 
loan amount and issues the borrower a check for the balance.
 

S
Speclal Enforcement Procedures
 

The field agent records all of his visits to a given borrower
 
for supervision and collection purposes. He is supposed to make
 
several visits before he declarjs the loan uncollectible from his
 
standpoint. At this point the loan is referred to the Central
 
Office Collection Section. The Collection Section sends a zone
 
agent to visit the farmer and to check on the status of the collater
al pledged to the loan. The zone agent will continue to make
 
periodic visits using the threat of legal methods, etc. If, after
 
all of this, the borrower still does not pay, his file is trans
ferred to bad debts and referred to the Legal Deportment. The Legal

Department wilistudy the file to determine whether or not legal
 
recourse is feasible. If so, the Department files a request with
 
the President end/or Manager for approval to file suit.
 

Rescheduling 

ABC policy has been to grant extensions or additional funds
 
to those farmers who were unable to repay the loan due to circum
stances beyond his control such as a drought. A minimum requirement

would be a new chattel mortgage on the crops or livestock involved
 
and, in addition, ABC would attempt to acquire more security to
 
further guarantee that the rescheduling would result in no losses
 
to the agency.
 

Costs and Finance
 

Status of unpaid Balance
 

Table 13 contains information on the number and amount of loans
 
granted since i963, the unpaid balance for each year, the status of
 
the unpaid balance, and loan funds past due as a per cent of the total
 
amount granted. During the period 1962-65, ABC had a substantial default
 
rate in its loans. In 19 5 for example, about 29 per cent of the loan
 
funds granted were not repaid. Following 1965, ABC has shown steady

improvement. The rate in 1970 was only 3./ per cent. Most of the
 
problems in the early years were due to the reasons cited earlier
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in the section on repayment record. ABC personnel have broken
 
the past due accounts into two categories; past due but believed
 
to be collectible and past due and believed to bc uncollectible.
 
They include about 30 per cent in the latter category, but in
 
reality the percentage is likely to be much higher.
 

Administrative Cost
 

The operating cost of the ABC program in 1971 was $938,198
 
(Table 14). The major items are salaries, services (including
 
rent), vehicle maintenance, publicity, supplies and materials,
 
and interest on money borrowed from USAID and the Central Bank. 
The average cost per dollar loaned has been redu%.ed from $.47 
in 196 to $.18 in 1971. This is a result of several factors such 
as combining field offices with MAG extension offices, a reduction
 
in field office numbers, more efficient use of personnel, etc.
 
However, the biggest item, and the one which in a sense is defeating
 
the original purpose, is the increase in loan size as a result of
 
serving larger producers.
 

External Financial:
 

Tne initial capital for ABC came from a PL 480 loan to the
 
GOES on August 21, 1961 of which ABC utilized $665,826. The
 
interest rate was 3-5/8 per cent per year.
 

Table 14.- ABC Administrative Costs, 1966-71
 

(In U. S. Dollars)
 

Personal: Non-Per- : 
Services : sonal Ser :Materials: Interest : Deprei 

Year : (salaries: vices : and : Expense : ation & 
: etc.) :(Rent,Main :Supplies : Other total 

: tenance) : :___ _ 

19b6 n.a. n.a. n.a. n.a. n.a. 771,569 

1967 478,144 118,904 54,179 121,213 55,231 827,b71 

1968 485,028 89,276 58,298 121,564 55,819 809,985 

1969 528,101 94,459 67,385 118,759 55,742 864,446 

1970 554,023 91,321 80,796 125,750 53,728 905,618 

1971 578,694 100,999 79,248 130,640 48,617 938,198 

208
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Source: ABC Profit and Loss Statements, 1966771.
 

On September 18, 1963 USAID loaned the GOES $8,900,000. The
 
terms were 40 years with a 10 year grace during which only interest
 
was paid. The interest rate was 3/4 of 1 per cent per year, ABC
 
receiVed $254,820 for vehicles and equipment and also through the
 
Central Bank, $5,000,000 which was to be used for relending. The
 
terms on the $5,000,000 were 25 years at 2 per cent per year.
 

In additicn, the GOES has provided budget support in the
 
following amounts:
 

Calendar Year 
 Amount
 

1962 $ 47,493
 

1963 158,24-4
 

1964 395,667
 

1965 684,807
 

1966 6/8,117
 

1967 508,987
 

1968 200,000
 

1969 400,ooo
 

1970 400,000
 

1971 400,000
 

1972 (Budgeted) 400,000
 

$ 4,273,315 

W"09 
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Complementary Factors
 

Technology
 

ABC uses a portion of their portfolio for in-kind loans in
 
order to tie them directly to new techrology. Borrowers receive
 
inputs such as 
certified seeds, fertilizers, insecticides, etc. based
 
on the instructions of the field agent. 
 This type of loan also prevents

farmers from using funds for purposes other than which they were intended,
 

Prior to the planting season (during the dry season), ABC field
 
agents hold conferences with farmer groups which include current borrow
ers 
and any other interested producer for the purpose of explaining the
 
ABC program. 
This includes promoting the benefits of the supervisory

portion of the program as a method of spreading the use of new tech
nology.
 

The actual services provided by a supervisory agent include as
sistance in methods of soil preparation, planting, insect and disease
 
detection, weed control, harvesting, and storage. Due to the number of
 
producers in relation to field agents, the average agent will 
visit a
 
given borrower about five times for an 
annual crop. When possible,

additional visits are made to borrowers who are 
new to the program and
 
have no experience with modern methods. 
 The chief of the field office
 
requires a monthly plan for each agent's visits in order to assure that
 
he is reaching the maximum number possible.
 

As indicated earlier, the ABC field operational staff are now
 
joint-housed with the MAG extension service. 
 There has been speculatlon

that the ABC field agents would, in effect, become loan officers with
 
the extension service providing the supervisory services. Whether such
 
a plan will be implemented or not is uncertain since ABC 
is currently

being studied with a view toward changing it to an Agricultural Develop
ment Bank.
 

Development of technological packages for agricultural prcduction

in El Salvador has been a slow process. Such packages do exist for the
 
basic grains and beans, but must be improved substantially with
 
additional research and becker research-extension coordination. This
 
is critical because, at present, there is some question about their
 
potential pay-off in terms 
of providing enough incentivw to overcome
 
risk factors associated with their adoption. Such packages for fruits
 
and vegetables have really not been developed to date and major research
 
efforts will be required. USAID 'as just made a $4,000,000 loan to the
 
MAG for the development of research, extension and education.
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The field agents for ABC are generally graduates of the National
 
Agricultural School. This is a 3-year post-high school work-study
 
program. They receive a degree equivalent to a Junior College Degree
 
in the U. S. Therefore, it is felt that the agents are well-trained,
 
but that there could begreater coordination with the research and
 
extension services and that they must receive improved technological
 
packages to disseminate.
 

Supplies and Sales
 

There are several large suppliers of fertilizer and crop
 
chemicals operating in El Salvador. These firms sell through area
 
distributors and local dealers and also will sell direct to large
 
producers. The network appears to be large enough to provide access
 
to most producers not located in extremely remote areas. Unless they 
are part of the in-kind program, ABC borrowers negotiate directly with
 
the dealers for their supplies. In the case of the in-kind loans, ABC
 
negotiates a volume price with a supplier. When the borrower picks up
 
his supplies the supplier is paid immediately by ABC and the borrower
 
then must pay ABC according to the terms of the loan.
 

Input prices are not subsidized by the GOES. However, IRA, the
 
price stabilization institute, has recently been given the authority
 
to import and sell inputs. This step was taken to provide more
 
competition (or the threat of more competition) to private firms to
 
assure that they do not engage in collusion on price-setting. Whether
 
or not IRA will actually have to import and sell inputs to accomplish
 
this is unknown at present.
 

ABC has not provided a great deal of capital for infrastructure.
 
There have been a few loans for on-farm storage facilities and irriga
tion systems but this is a relatively small part of the program.
 

Although producer access to input suppliers is assumed to be
 
fairly good in El Salvador there are still examples of producers who
 
cannot obtain the particular fertilizer mix or type of seed End
 
insecticide recommended by the credit or extension agents. This
 
forces a substitution of a less desirable input which may result
 
in a greatly reduced yield or it may cause a producer to abandon
 
the use of some inputs which have been recommended. This type of
 
problem undoubtedly has reduced the impact of the extension or super
visory credit programs and implies the need for greater coordination
 
between the ABC, the extension service, and the major input suppliers.
 

ABC borrowers are not guaranteed a market for their products.
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There is, however, an agreement between ABC and IRA whereby some
 
ABC borrowers can deposit their products in the IRA warehouses and
 
participate in the IRA price support program. Eligibility of a
 
borrower depends upon whether he is producing a product which IRA
 
will accept (currently corn, rice, sorghum, or beans) and whether
 
or not IRA has remaining capacity to handle the product at the time
 
the producer tries to sign a contract to participate. If the
 
borrower qualifies he agrees to deliver all or some specified part
 
of his production to IRA at harvest and this is credited to ABC.
 
When IRA sells the products (or purchases them for their own account),
 
they deduct storage and handling charges and pay the balance to ABC
 
then deducts the loan amount, and remits the balalce to the producer.
 
In order to partic;pate the borrower must agree to deposit enough
 
product to cover the ABC loan. If he has more product than needed
 
for this purpose, lie is eligible for a warehouse receipt type loan
 
from ABC to help meet current obligations.
 

The market system in El Salvador continues to provide numerous
 
problems to producers, especially those who are small and medium size.
 
These producers do, in fact, suffer a serious market 3ccess problem,
 
especially in terms of having alternative outlets. At harvest, faced
 
with limited market information, transportation, and storage, the
 
producer generally turns to an independent trucker. The trucker
 
generally is able to purchase the product at price levels which are
 
below the already low harvest price ievels. The trucker may further
 
have increased his leverage by loaning the producer money during the
 
planting season thereby committing the producer to sell to him at
 
harvest. The IRA and ABC programs have been attempts by the GOES to
 
help break this system but, to date, have been largely ineffective.
 
There is no doubt that market access problems have seriously restricted
 
GOES attempts to raise producer incomes.
 

The available cost ai.d returns data on crop and livestock product
ion are extremely limited. As a result, it is maoi possible to perform
 
a detailed analysis on the profitability of technology without a major
 
study. Experimental work with vegetables indicates that tremendous
 
profit potentiai is available even discounting the risk involved, but
 
data on actual on farm conditions do not exist.
 

V.-,-; E"7 
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EVALUATI ON 

Performance
 

Apparent Uses of Credit
 

During the early years of the ABC program, sub-loans were
 
not always used 
for the intended purposes. This was a result
of the lack of experience of agents, 
the lack of effective controls,

although controls had been established, and the pressure to move
large sums of money as a result of the AID loan. Some of the funds 
were diverted to consumption 
items and some funds although used for

input purchase were utilized poorly due to 
lack of knowledge by the

farmer. These problems 
have been reduced to a minimum as ABC has

matured over time and 
it is generally believed 
that the funds are
 
being properly utilized at present.
 

Effects
 

There have been no studies of the ABC program which would show
in a quantitative way the effects on 
the agricultural 
sector. H4owever,

from a producton standpoint, the rather dramatic 
yield increases in
the basic grains 
over the past several years are certainly attribut
able, in part, to the ABC efforts.
 

In terms of quintales per manzana 
in 1962-63 and in 1971-72,
corn increased from 16.4 to 27.3, sorghum from 16.2 to 18.9, rice 
from 23.3 to 37.0, and beans from 8.5 to 13.2.
 

While there hos been no study of income and net worth changesamong ABC borrowers, informal 
visits to the various agencies and
to beneficiaries indicate that there have been increases. The linkbetween 
IRA and ABC has also had an 
income effect by providing an

alterno'tive outlet for some beneficiaries thereby eliminating the

need to sell 
to an inde.endent trucker at 
lower prices. On the
other side, however, non-land owners 
have found that 
income increases
 
generally lead 
to land rent increases by the land owner. 
 The GOES

has attempted to control 
this practice through legi3lation to

stabilize land rents but 
it still exists in many parts of 
the country.

The ABC program has no method of controlling producer land 
rental rates.
 

In 1966, ABC financed $713,362 of 
inproved seeds fertilizers
 

23 
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and pesticides. This has increased to $1,962,640 in 1970. The
 
consensus is that without the ABC program, the bulk of the producers
 
using these inputs would have produced using traditional methods.
 
Also, many of these inputs were made available through the ABC
 
in-kind program in conjunction with seven firms selling agricultural 
inputs in El Salvador. These seven firms lhave expanded their 
number of outlets frnm 117 in 1966 to loo in 1970. Part of this 
expansion can be attributed to the inflt!nce of the ABC program and 
the increased access to all producers, regardless of credit source,
 
and has resulted in additional impact on the agricultural sector.
 

The ABC program does not include a savings program and any
 
influence of ABC on savings would be indirect. For example, agents
 
encourage producers to save in order reduce their future
to needs 
for operating credit or to ptrchase capital items for which they 
cannot obtain credit. There is no evidence to suggest that the 
ABC interest rates have discouraged savings use in the rural sector. 
This is not to say, however, that higher interest rates would not 
draw Out more savings for use as a credit replaceent. 

Generally, the ABC program is believed to have had a positive
effect on employment. This is generally because capital items which 
are financed by ABC are not used to replace labor. Examples are 
on-farm storage units, irrigation systemE, etc. instedd of tractors, 
harvesters, etc. 

There are no data to suggest that ABC has influenced the 
political and social structure other than in the area of land rental 
where they have attempted to help producers find legal resource and 
pressure for new controls. 

_maqe
 

The institutional image of ABC over time has been less than
 
favorable. The heavy default rates and losses in the early years
 
did not help the situation. Also, many fail to realize that a
 
supervised credit program is expensive and at subsidized interest 
rates, the agency could not 6e self-sufficient even under ideal 
conditions. Even though the program has matured and is function
ing smoothly non, it appears that ABC will soon be converted into
 
a two-window Agricultural bank. One window wil! serve larger 
producers and the profits of this will be used for the supervized
 
credit window. This will tend to eliminate the need for GOES
 
subsidy in the future.
 

.- , ,.' 
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Evaluation Procedures and Feedback
 

Program Evaluation Procedures
 

In 19b6, the first evaluation of ABC was made. About 10
 
per cent of the borrowers were included in this evaluation. 
Unfortunately, resources did 
not permit an indepth evaluation

and the results were mostly confined to the problems with
 
repayment rather than impact on 
 income, employment, etc. Since
 
1966, ABC has conducted annual evaluations, but again largely

confined to financial aspects and central 
 office procedures. 

Feedback and Chanqes in the Program 

As a result of the evaluations mentioned above and informal
suggestions by agents and other personnel , ABC has been changed

and improved over time. As examples, there has been definite
 
improvement in borrower screening procedures, c-llection methods,
 
central office management, and technological packages recommendations.
 

Prob 1ems 

A.t the goverment level the major problem has been the subsidy
level. Many times it has been inadequate and at times the level
 
originally promised was 
reduced after ABC had made committments
 
based on the higher level.
 

At the institutional level, the problem with bad debts has
 
been of major proportions. Other problems include 
inadequate
 
transportation for agents and 
lack of funds to make longer term
 
capital loans.
 

At the farm level, the fact that many of the borrowers lease 
their land is a problem. This makes total 
farm planning difficult
 
in the sense that the tenure arrangements are never very secure and
 
longer range planning thus becomes impossible. These producers are 
also the ones who cannot be graduated from the ABC program since
 
other lenders require land ownership as collateral. Finally, low
 
education levels of 
the producers serviced by ABC have substantially
 
increased 
the supervision requirements and increased total program
 
costs.
 

Conclus ions
 
The small farmers of El Salvador continue to 
have the chronic
 

" ,,t-
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problems of inadequate tuchnological packages, inadequate credit,
 

poor market access, and small units with insecure tenure arrange

merits. In addition, they have low levels of education, poor diets,
 

poor housing, and inadequate sanitary conditions.
 

The credit programs directed to small farmers (of which the 
ABC program is by far the most important) have attempted to assist 
the producers by providing credit, iriprove market access mainly 
through cooperatives, and to pressure for more secure tenure.
 

The other problems are largely beyond the scope of the credit
 

programs as it is now functioning in El Salvador.
 

Given the attitudes which prevail within the private credit 
system in El Salvador at present, it appears that future credit 

for small Farmers wi 11 have to come largely from public insti
tutions. Any new major influx of funds for this purpose wi 11 
have to be tied to improved technological packages to provide the 

incentive to risk-taking on the part of small producers.
 

Generally, all things considered, the ABC program has been
 

successful in reachiing and improving small farmers in El Salvador,
 

but the scale has been so small that the over-all impact has not
 
been highly visible.
 

Suggestions for Imprn,'iing the Program
 

1. Since it has been virtually impossible to graduate borrowers
 

of ABC from the supervised credit system, the agency should be
 

reorganized to provide for internal graduation. There are plans
 

to dc this in the coming year. 

2. An analysis should be made of the evaluation system to provide
 

more economic information for use in program structuring and
 
evaluation.
 

3. ABC needs to expand and provide more in-depth training programs
 
for their personnel.
 

4. ABC needs to review the administrative procedures involved in
 

granting loans with a view toward simplification.
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ANNEX I
 

The purposes and conditions of the different types of loans
 

being made by ABC are as follows:
 

I. 	"Integral" credit (Regular credit)
 

These are credits for the purpose 'f financing family-type farms, 
that is, that will utilize family manpower as a minimum. 

A. 	Sub-borrowers must: 

1. 	Be a farmer whose project covers a minimum economic
sized farm unit that will utilize family manpower. 

2. 	Be of age and legally frve to contract.
 

3. 	Have attitude of cooperation with the ABC program by
 
accepting techniques recommended to him.
 

4. 	Preferably live on the farm or close enough to work on
 
it sufficiently to carry out the operation.
 

5. 	 Have experience in farming and/or knowledge of the' 
techinques required for farming. 

b. 	Be a member of a family group and preferably the head
 
of the family.
 

7. 	Be of good health, physical and mental condition and
 
old enough to have the responsibility of developing
 
the agreed plans.
 

8. 	Have a good reputation in his heighborhood and with
 
persons or- institutions he has done business with.
 

9. 	Submit a title to his property or a lease of the land
 
where farming is going to take place.
 

B. 	Credit may be used for the following purposes:
 

1. 	Operating expenses of the Farm for the year; i.e.,
 
animal feed, seeds, fertilizers, insecticides, weed
 
killers, wages, lease of equipment, transportation,etc.
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2. 	Purchase of machinery and equipment required for
 
operation of the farm.
 

3. 	Construction, remodeling or repair of farm facilities.
 

4. 	Conservation and improvement of natural resources; i.e.,

soil conservation, irrigation, drainage, construction of
 
ferm ponds, planting and improvement of pasture, etc.
 

5. 	Purchase of cattle for production and for work.
 

b. 	Reasonable payments for lease of land.
 

7. 	Remodeling, small repairs or essential services to rural
 
housing; i.e., electricity, potable water, toilets, etc.
 
and purchase of equipment, appliances required in the home.
 

8. 	Procurement of machinery and equipment for the community;
 
i.e., silos, grain storage, huskers, mills. etc.
 

9. 	Planting and improvement of orchards and for vegetables,
 
spices and other products.
 

10. 	 ProLessing, industrializazion, transportation and marketing
 
of agricultural products and sub-products, forestry and
 
fishing.
 

11. 	 Payment of debts to ABC or high cost debts that endanger
 
the farm and the home, as long as the credit will tend to
 
continue agricultural plans and help the sub-borrowers
 
financial condition.
 

C. 	Amounts - "Integral" credits have no upper !imit.
 

D. 	Disbursements - disbursements must be programmed according to
 
project nee('s and may be made in kind or cash. The first
 
disbursement will be made to cover immediate needs. 
 Subsequent
 
disbursements will be made if prior disbursement is supported
 
by documentation (payrolls, invoices, etc.) proving its
 
expenditure. In any case, the agent will determine the need
 
for further disbursement.
 

E. 	Terms - Terms will be set in accordance with nature of the
 
project being financed and sub-borrower's ability to pay as
 
shown in the farm and home plan and his anticipated income
 
stream. Preferably, repayments should be made from revenues
 
of the project.
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Loans may be made for:
 

I. 	Short-term - to 18 months
up - for farm and home operating
 
espenditures.
 

2. Medium term from 18 months to 7 years - generally for revolving
 
type credits.
 

3. 	Long-term - over 7 years for capital.
 

F. Guarantee
 

1. Chattel mortgage on crop
 

2. Mortgage
 

3. Guarantor
 

4. 	Combination of above
 

Generally, ABC accepts the best guarantee farmer can offer.
 
Also, the 
loan must not exceed 90 per cent of guarantee.
 

G. Interest
 

1. 	"Integral" credits carry a rate of 8 oer cent per year

on balance; also a 2 per cent 
loan fee must be paid when
 
the contract is signed.
 

II. In-kind credits for basic grains and Vegetables.
 

A. Sub-borrower must:
 

I. 	Be a small farmer with no more than five manzanas
 

2. 	Be of age and legally free to contract.
 

3. 	Have an attitude of cooperation with the ABC program by
 
accepting techniques recommended to him.
 

4. 	Preferably live on 
the farm or close enough to work on
 
it sufficiently to carry out the operation.
 

5. 	Have experience in farming and knowledge of the techniques
 
required for farming.
 

6. 	Be a member of a family group and preferably the head of
 
the family.
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7. 	Be of good health, physical and mental condition and old
 
enough to have the responsibility of developing the agreed
 
plans.
 

8. 	Have a good reputation in his neighborhood and with persons
 
or institutions he has done business with.
 

B. 	Purpose:
 

Financing of seed, fertilizer and insecticides for growing
 
corn, rice, beans, sorghum and vegetables.
 

C. 	Amount:
 

Must be no more than $200.
 

D. 	Disbursements:
 

In kind through delivery orders.
 

E. 	Term:
 

According to dates of harvest, not to exceed 12 months.
 

F. 	Guarantee:
 

Preferably chattel mortgage on crop but any other permitted
 
by ABC's charter.
 

G. 	Interest:
 

Eight per cent per year on balance; 2 per cent loan fee paid
 
at time of signing the contract.
 

III. Credits to Cooperatives
 

A. 	Sub-borrower
 

Tnose Coops that qualify under the ABC Charter whose members
 
produce goods and services that are eligible for ABC financing.
 
(Instruction Bulletin - ABC 426.01, October, 1969, specifies
 
special requirements that must be met).
 

B. 	Purpose
 

1. 	Basic or pre-aaricultural for:
 

a. Payment of old debts with high interest rates
 

W271(0 
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b. Preparation of land for agricultural purposes.
 

2. 	Economic development for:
 

a. 	Individual or community agricultural production projects
 

b. 	Procurement of machinery, equipment, inputs and materials
 
required for the project including lease of land
 
(especniaiy under promise of sale)
 

c. 	Procurement of services, insurance, guarantees and
 

technical assistance.
 

IV. 	Post-agricultural Credi.
 

This credit is for financing marketing of products fo ABC sub
borrowers.
 

A. 	 Sub-borrower:
 

ABC sub-borrowers that store their crops at ABC approved
 
facilities and have warehouse receipts (IRA)
 

B. 	 Purpose:
 

I. 	Payment of loan installments, balances and other charges.
 

2. 	Farm and home expenses.
 

C. 	 Amount:
 

The Board of Directors will establish amounts for each product

based on current market conditions.
 

D. 	 Disbursements:
 

Full amount at time of loan.
 

E. 	 Term:
 

Board of Directors will determine for each product.
 

F. 	 Guarantee:
 

Chattel on warehouse receipt.
 

G. 	 Interest:
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1. 	To Coops - 5 per cent on balance
 

2. 	To individuals - b per cent on balance
 

Also, a 2 per cent loan fee at time of signing the contract.
 

V. Cotton Credits (for cultivation of cotton)
 

A. Sub-borrower must:
 

I. 	Be Salvadoran legally able to undertake credit responsibi
lities.
 

2. 	Cotton farmer with average production of 2500 pounds per
 
manzana for last three years.
 

3. 	Work on farm most of his time.
 

4. 	Obtain most of his income from agriculture.
 

5. 	Not have credit available from other sources.
 

b. 	Be a member of the Cotton Cooperative and have a permit
 
to plant cotton from the Mnistry of Agriculture.
 

7. 	Operate a cotton farm not in excess of 100 manzanas.
 

8. 	Have desire and state that he wants to improve his
 
standard of living.
 

9. 	Have attitude of cooperation towards ABC program.
 

10. Have a good moral and eterprising reputation.
 

B. Purpose:
 

Exclusively for cotton farming; i.e., land preparation, planting, 
giowing, fertilizers and insecticides, harvesting, etc. but may 
inc iLde: 

1. 	Procurement of equipment when its cost will equal or be
 
less than cost of leasing it.
 

2. 	Payment of lease of land if
 

a. 	Rate is fair and reasonable
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b. When payment is not accepted after the harvest.
 

c. When it will not contribute to raising lease rates
 

3. 	Lease of work animals, machinery, and equipment.
 

4. 	Financing of delinquent loans and/or onerous debts when
 
Agent determines it is convenient for both parties.
 

C. 	 Amount:
 

Maximum - $234 per manzana.
 

D. 	 Disbursements: 

Check will be deposited to a joint, supervised account (no
 
exceptions) and disbursed according to needs. If amounts
 
for other items are not exhausted, balances may be used for
 
contingencies, if authorized by the cotton supervisor.
 

E. 	 Term:
 

No later than February following date loan is made (one year
 
or less)
 

F. 	 Guarantee:
 

1. 	Same as for other loans; loan not to exceed 90 per cent of
 
guarantee.
 

2. 	For credits for more than 50 manzanas mortgage on land or
 
other real property required at option of ABC.
 

G. 	 Interest:
 

Eight per cent on balance and a 2 per cent loan fee at time of
 
signing the contract.
 

VI. 	 Coffe Credits (for cultivation of coffee)
 

A. 	 Sub-borrower must:
 

1. 	Be Salvadoran legally able to undertake credit responsibilities.
 

2. 	Be a coffee farmer with plantations not to exceed 30000 pounds
 
processed coffee. Show evidence of last three crops for
 
establishment of limit to be financed.
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3. 	Not have credit available from other sources.
 

4. 	Have desire and state that he wants to improve his standard
 
of living.
 

5. 	Have attitude of cooperation towards ABC program.
 

6. 	Have a good moral and enterprising reputation.
 

B. 	 Purpose:
 

For coffe farming; i.e., replanting trees, permanent labor in
cluding administration; fertilizer, insecticides, temporary 
labor, and 5 per cent for contingencies. Also annual type. 
operations; i.e., pruning harvesting, trasportation, etc. 

C. 	 Amount:
 

Sixteen doliars per cwt. processed coffee based on last three 
year average. 

D. 	 Disbursements: 

Supervised joint account, to be disbursed as required. 

E. 	 Term: 

No later than March 31 following date loan is made (one year
 
or less).
 

F. 	 Guarantee:
 

Same as for regular loans.
 

G. 	 Interest:
 

Eight per cent on balance and a 2 per cent ioan fee at time
 
the contract is signed.
 

VII. 	 Credits for Sugar Cane (cultivation of sugar cane for sugar pro
duct ion)
 

A. 	 Sub-borrower must:
 

1. 	Be Salvadoran legally able to undertake credit responsibility.
 

2.2. 
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2. 	Be a farmer with experience in sugqr cane.
 

3. 	Have a good moral and £nterprising reputation.
 

4. 	Show attitude of cooperation with ABC program by accepting
 
technical assistance a.id supervised bank account.
 

5. 	Be of good health and physical condition to carry out the
 
plan.
 

b. 	Have a sales contract for raw sugar cane to a sugar mill
 
that will accept an irrevocable order to pay ABC.
 

7. 	Own land to be planted or have a base for a period equal 
to
 
or greater than that required for harvesting.
 

B. 	 Purpose:
 

New planting or maintenance of cane fields two or more years

old. Also to pay debts to ABC (refinancing amounts will be
 
financed with ABC funds).
 

C. 	 Amount:
 

Farms of up to 50 manzanas: for new plantings - $200 per
 
manzana; for fields of two years or more 
- $120 per manzana.
 
In all cases financing will only cover farmer's needs.
 

D. 	 Dicbursements:
 

In-kind or cash. Cash to be deposited in a supervised joint
 
account.
 

E. 	 Term:
 

Program repayment to coincide with amrketing dates (one year
 
or less).
 

F. 	 Guarantee:
 

Same as for regular loans.
 

G. 	 Interest:
 

Eight per cent per year on balance plus a 2 per cent loan fee
 
at the time of signing the contract.
 

frl3 



- 48 -


BIBLIOGRAPHY
 

1. Agency for international Development, "Capital Assistance Paper:

El Salvador, Agricultural Development, Research, Education, and
 
Extension", unpublished Loan Document prepared by USAID/El 
Sal
vador, June 12, 1972.
 

2. 	Agency for International Development, USA;D/EI Sdivador, Agricultural
 
Division, "United States Assistance for Agricultural Development in
 
El Salvador: Ob"iectives and Strategy "unpublished paper prepared by
 
USAID/EI Salvador, September 15, 1972.
 

3. 	Agercy for International Development, "Development Loan Paper:
 
El Salvador Agricultural Lc'&n Paper", unpublished Loan Document
 
pre-pared by USAID/El Sal .'ador, Auga'st 12, 1963. 

4. 	Aquino, Francisco, Raymond Elchate, Alfonso Rochac, El Crfdito 
A rrcola en El Salvador, (San Salvador: Ministerio de Economia, 
1950), p. 

5. 	Arnold, ilton A., ''Personnel Management Program for Administraci6n 
de Bienestar Campes ino ABC, San Salvador'' unpublished report 
prepared for USAID/EI Salvador, December 10, 1971. 

6. 	Asamblea Anual do la Federacidn de Cooperativas de ahorro y Crgdito
 
de El Salvador (FEDECACES) 1969.
 

7. 	Banco Central 
de Reserva de El Salvador, Manual de Cperaciones del
 
Fondo de Desarrollo Econ(5mico (San Salvador: Banco Central de
 
Reserva, 1968).
 

8. 	Banco Central 
de Reserva de El Salvador, Ley de Instituciones de
 
Credito y Organizaciones Auxiliares, (Sari Salvador: 
Banco Central
 
de Reserva, 19/C).
 

9. 	Comit Interamericano de Desarrollo Agrrcola (CIDA), El 
Cr~dito
 
Agrlco]a en El Salvador, Vol. I-IV, (San Salvador: Minister iode
 
Economra, 1967).
 

10. Indicadores 
Econ6 micos y Sociales published Semi-Annually by el
 
Consejo Nacional de PlanifTcaciTny Coordinac;6n Econdmica
 
(CONAPLAN)
 



- 49 

11. 	 Kimball, Frank B. and others, ''Evaluation of AID-financed
 
Agricultural Credit Loans in Me'xico, El Salvador and Colombia"
 
unpublised report prepared for the Latin American Bureau,
 
AID Washington, December 13, 1966,
 

12. 	 Krause, Kenneth R., "St-Ictjre of Financial Insitutions that
 

Serve Agriculture in .1 S,-lvador", unpublished report prepared
 
for USAID/El Salvador, San Slvadar, Harch 9, 1972. 

13. 	 Lerner, Sidney . '' Comments on Ivalual:ion of ['BC Program made 
by Gustavo Sol is'', unpub1 ished r.eorandum USAID/ El Salvador, 
January ?6, 1966. 

14. 	 Memoria Anua1 de la Admi nistraci 5n de 5 ienestar Carnpesino (ABC)
196-1971. 

15, 	 Memoria Anual de la Federachln de Cajas do Cr dito, 1967-68 
through 1971-72.
 

16. 	Ministerio de Aqricultura y Ganaderla, 'Diagn6stico del Financia
miento Institucional al Sector Agropecuario 1966-1970'', a
 
preliminary draft of Agricultural Credit portion of the five
 
year Agricultural Development Plan (1973-1977) for El Salvador,
 
March 1972. 

17. 	 Ministerio de Economra de El Salvador, "Memorandum para la Ejecuci6n
 
del Estudio de Cre-dito Agrrcola en ]a Repi[blica de El Salvador",
 
unpublished paper prepared for the Banco Hipotecario de El Salvador
 

by the Ministry of Economy and the Comit6 Interamericano dc Desarro

llo Agr'rcola (CIDA), San Salvador, 25 de Octubre de 1965.
 

18. 	 Molina-Castro, Roberto, "Algunos Aspectos de Credito Agrrcola de 

Capacitaci(n en El Salvador'', unpublished thesis, Facultad de 

Ciencias Agron6micas, Universidad de El Salvador, San Salvador, 
El Salvador, 1967, p.37. 

19. 	 Pope, Ralph E., "Recommendations on the Organization and Administra

tion Management of the Administraci6n de Bienestar Campesino (ABC)",
 
unpublished study :lone by USDA for USAID/El Salvador, February-May
 
1966.
 

del Banco Central de Reserva de El Salvador.
20. 	 Revista Mensual 


21. 	 Robert R. Nathan Associates Inc., Agricultural Sectoral Analysis
 

for El Salvador, Vols. I-IV and Summary, unpublished report pre
pared for USAID/El Salvador, February-May, 1966.
 

.€2,
 



- 50 

22. Soilrs, Gustavo, "Evaluaci6n Administraci6n de Bienestar Cam
pesino", unpublished study of ABC prepared for USAID.
 
No date but about December, 1965.
 

This Bibliography was prepared by Dale W. Adams, The 
Ohio State
 
University, as 
part of a report t:o USAID/ES entitled
 
A Review of El Salvador's Agriculiural Credit Syt-er,
 
October 2, 1972.
 



COUN'TY I 'BOGRA'JA 

Ti11E w/i'1AT r'"wi II *ViV!UI?.;I .i:;T LAJi 

by: 
Reinaldo W. Santos et al 
National Developmuient Bank 
(ACiI and USAID) 

IEcembecr, 19(2 



-i-

COUNTRY PROGRAM 

TABLE OF CONTENTS 

Page 

-	 INTRODUCTION 

- PROGRAM CHARACTERISTICS
 
V
 

A -	 Background 

1. 	
2. 	

Historical Summary 
Relation to Nation

............................ 

al Credit System 

1
 
........... 2
 

3. 	Other Program Activities ..................... 4
 
4. 	Relation to Pre-existing Lc'al Istitutions 
.. 	7
 
5. 	Agricultural Patterns and Potential 
.......... 7
 

B -	 Objectives 

1. 	Gener-l Objectives
 

a) Announced ................................. 
8
b) 	Apparent .................................. 
 9
 

2. 	Terms of Loans
 

a) Purpose ................................... 
 9
 
b) 	Period ....................... 
 .. . ... . 10
 

C - Organization
 

1. 	General Structure ........
 1.0...............
10
 
2. 	Local Structure ........... 
 ........... 11
 

D - Beneficiaries
 

1. 	Selection Criteria ..........................
11
 
2. 	Graduation Policy ............................ 
12
 
3. 	Number and Types ............................. 
12
 
4. 
Other Sources of Credit ...................... 
14
 
5. 	Profile of Farm Community .................... 14
 

E -
Lending Policies and Procedures
 

1. 	Portfolio ................................. 
...15
2. 	Interest Rates .............................. 
16
 
3. 	Collateral ................................. 

4. 	Other Subsidy ............................... 

16
 
16
 

5. 	Appraisal Techniques ......................... 
16
 



Page 

F -	Collection
 

1. 	Repayment Record .......................... 17
 
2. 	Methods ................................... 18
 
3. 	Special Enforcement Procedures ............ 18
 
4. 	Rescheduling .............................. 19
 

G -	Costs and Finance
 

1. 	Portfolio Profits and Losses ................19
 
2. 	Administrative Costs ..................... 21
 
3. 	Beneficiary Savings ....................... 21
 
4. 	External Finance .......................... 21
 
5. 	Institutional Solvency .................... 22
 
6. 	Foreign Exchange Balance .................. 23
 

H -	Complementary Factors
 

1. 	Technology
 

a) Directing, Tying and Packaging ......... 24
 
b) Program Extension and Supervision ...... 24
 
c) Other Arrangements for Technical Transfer 25
 
d) Nature of Technology ................... 25
 

2. 	Supplies and Sales
 

a) Program Supplies ....................... 26
 
b) Program Infrastructure ................. 27
 
c) General Access and Availability ........ 27
 
d) Guaranteed Sales and Price Supports ... 27
 
e) Insurance .............................. 28
 
f) Other Program Marketing Arrangements ... 28
 
g) General Marketing Conditions ........... 28
 
h) Profits and Risks ...................... 29
 

II -	 EVALUATION 

A -	Performance
 

1. 	Apparent Uses of Credit .................. 29
 
2. 	Effects ............................... ... 29
 

a) Production ......................... ... 30
 
b) Farm Income ............................ 30
 
c) Technology ............................. 30
 
d) Savings and Other Sources of Finance ... 31
 
e) Employment ............................. 31
 
f) Political and Social Structure ......... 31
 

3. 	Progress Towards Otler Objectives ......... 31
 



Page
 

4. 	Image
 

a) Farner Attitudes .......................... 32
 
b) General Image of Program .................. 32
 

B - Evaluation Procedures and Feedback
 

I. 	Program Evaluation Procedures ................ 32
 
2. 	Feedback and Changes in Program .............. 33
 

C - Problems ............................................ 
 33
 

I. Government Level ............................. 
 33
 
2. Agency Level ................................. 
 34
 
3. Farm Level ................................... 
 34
 

D - Conclusions about 0mall Farmer Credit 
............. 34
 

I. 	Major Problems of Small Farmers .............. 35
 
2. 	Role of Credit in Meeting their Problems ..... 36
 
3. 	Credit and New Technology
 

a) Triggering Small Farmer Development ....... 37
 
b) Sustaining Small Farmer Development ....... 37
 

4. 	Conditions of Success or Failure 
............. 37
 
5. 	How could the Program be Improved ............ 37
 

IV. 	ROLE OF TECHNICAL ASSISTANCE
 

A - AID Inputs (in separate volume) ................... 38
 

B - Other Donor Inputs ....... ........................ 38
 

C - Effects ........................................... 
 39
 
D -	Recommendations ................................... 
 39
 

Annexes:
 

Number 1. Banco Nacional de Fomento Organization Chart
 

Number 2. List of Sources of Data
 

- Aq 



-Iv-


COUNTRY PROGRAM PAPER 

Index of Statistical Tables
 

Page
 

Table No. I - In the Introduction volume) 
Distribution of Institutional Agricultural Financing in 1971 

Table No. i-A 
Distribution of Institutional Credit Granted to Small 
Farmers in 1971 .............................................. 3 

Table No. 2 
Comparative State of the Small Farmers C -edit and the Credit 
System for Farmers of all Sizes ............................. 4 

Table No. 3 
New Loans of the BNF .................................... 13 

Table No. 4 
Supervised Credit Program Two Yeara Action .................. 14 

Table No. 5 
Loan Action of the Supervised Agricultural Credit Program -
Distribution of Amounts ..................................... 15 

Table No. 6-A 
Recuperation and Mora-Supervised Credit Program ........... 17 

Table No. 6-B 
Distribution of the .elinquency Portfolio (SAC) According to 
Amount of Overdue - Up to July 1972 ......................... 17 

Table No. 7-A 
Supervised Credit Program Portfolio - June 1971 ......-...... 19 

Table No. 7-B 
Distribution of Approved Amount by term (SAC) - June 1971 ... 20 

Table No. 7-C 
Mora Distribution by Amount of Overdue (SAC) - June 1971 .... 20 

Table No. 8 
Mora Distribution by Items and AmounLs (SAC) up to July 1972.. 20 

Table No. 9 
Comparative State of Products and Expenses in the "Credit and 
Operations Department" of the BNF, during the Last Five Years 
(Figures in Thousands of Dollars) ............................ 23 



1. Introduction
 

In Honduras, no classification system has been established that really defines
what is meant by small, medium or large farmer, even though these terms often appear

in studies, reports and newspapers. We know, of course, that 
a scientific classi
fication of this nature is given to many judgments and variations and to a large
number of limitations. We can nevertheless try to give a more or less acceptable
definition of our main character: "the small farmer". 
The main factors are Capital

Stock, Gross Annual Income and Size of the Farm plus the evaluator's experience and
 
Observation. 
This producer can be found within the follo;ing maximum limits:
 

a) Capital Stock 
 - up to a maximum of $10,000

NI Gross Annual Income  up to a maximum average over time of $15,000
Size of the Farm  up to a maximum of 15 hectares
 

It should be pointed out here that, first, the typical small farmer does not
approach any of these limits and, second, a farmer exceeding any one of these limits
 
is not considered to be a small farmer for the purposes of this analysis.
 

Further or 
we shall relate this small farmer to the country's credit system, but
 we would first like to make some observations on the general system of institutional

credit for agricull:ure and related sub-sectors. 
At present this system is composed
of a central bank, a development bank, private commercial banks, cooperatives, agri
culturists, associations and business companies. 
 (There are no rural banks, only

offices of commeorcial banks in various towns in the country). 
 The C-tral Bank

finances the agricultural producer in an indirect way through the other organizations

in the system. The other institutions assist the beneficiary both directly and in
directly, although some are more active than others. 
 Private banks, for example,

focus their service and resources on the financing of commercial and industrial operations and are very cautious when it comes to the agricultural sector. Their partici
pation in thic field is therefore very limited to separate circumscribed types of
loans and to selected farmers and companies. This conservative policy of the private
banks toward the financing of agricultural activity is the result of factors such as
the lack of secure farm property titles, the lack of government incentives, and the

fact that commercial and individual operations are more appealing. Although there
 seem to be some signs of evolution towards more commercial bank activity in this
 
sector, significant changes will come about only slowly and gradually.
 

On the other hand, the other financial organizations of the system (the development bank bcing an exception) are relatively new. 
In spite of the other financial

institutions beirg active and aggressive in their policies towards agricultural

financing, their coverage and extent of participation have not yet reached outstanding
levels, although their growth rates 
(especially for the cooperatives and associations)

make them potentially viable credit so-irces and promoters of agricultural development.
 

The institution that has taken care of most agricultural financing process is

the Banco Nacional de Fomento (BNF), 
founded in 1950. Its service is channeled through

a main office and twenty branches in almost every farming center of the country. 
BNF
functions, although they include commercial and industrial operations and services
 
similar to those of the private banks, have been essentially directed toward the
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promotion and financing of the agricultural sector. The greatest part of its agri

culcural financing takes the form of direct credit to producers, although most of
 

the funds that cooperatives and associations use for relending to their members
 
come from the BNF itself. This increases the real scope of BNF's action. Present
 
statistics do not show the complete situation. The table below gives a partial view:
 

TABLE No. 1
 
DISTRIBUTION OF INSTITUTIONAL AGRICULTURAL FINANCING IN 1971
 

(1) (2) (3) (4ot) (4b) (4c) (5) 

B N F PARTICIPATION 

Item Total of the Total of the Magnitude % of IS % of BS Coop.Assoc. 
Institutional Banking System (4a)t(2) (4a)eC3) and Others 

System (Inc. BNF) 

A-No.of loans 38,903 32,103 2',007 77% 93% 6,800 
B-No.of borro- 18,384 12,054 10,012 54% 83% 6,330 
wers 

C-Amount Financed$59,351,004 $55,895,700 $13,692,570 23% 24% $3,455,304 

IS = Total Institutional System BS - Total Banking System
 

According to the above table, the participation of the private banking system in
 

the amount of financing provided is very high. The real figure is uncertain, however,
 
but lower, because private banks give "agricultural" financing for uses that others
 
would not classify as agricultural (e.g. banana companies, agro-industrial equipment
 

and machinery). The number of loans and borrowers handled by private banks is very
 
low.
 

The participation of cooperatives, aosociations and other similar organizations
 
is high as far as the number of beneficiaries and loans goes, but low regarding the
 
amount financed. This shows that the clients involved are very small as credit users,
 
a reflection of their small size as farmers. A closer analysis would reveal that a
 
high proportion of such customers are indirect clients of the BNF, since these organi
zations get most of their funds trom the BNF. Consequently, the figures listed under
 
column (2) of the table 6hould really be smaller, and the figures under the BNF column
 
should be larger.
 

Although up to a few years ago the BNF was evidently the dominant agricultural
 
credit organization, its relative participation in this particular field has slipped.
 
Nevertheless it is still outstanding. All iough the relative reduction would be
 
highly desirable if it goes along with an increase in the activities of the other
 
credit organizations, the need for a greater agricultural financing means that the
 
BNF should have the long term goal of expanding its operations. This is especially
 

true in light of the potential demand that exists for agricultural credit.
 

In Honduras there are approximately 178,000 farm owners and operators. Of these,
 
only 18,384 or 10.3% make use of institutional credit. Even though the ezatt number
 

of farm owners properly qualified as "potential subjects to institutional credit" is
 
unknown, generally speaking the institutional agricultural credit system is far from
 
reaching an adequate proportion of farmers, nor has it achieved a satisfactory rate
 
of growth. The above situation is even more critical with regard to the "small farmer"
 



There are around 148,000 small farmers operating under various claims to property

title who represent 83% of the total number of farmers. 
 Institutional. credit does
 
not appear to cover more than 10-12% of this smail farmer volume, this being caused

by several factors. 
 Many small farmers that do not benefit from institutional credit
 
are forced to search for resources from unscrupulous sources in order to finance
 
their agricultural operations. There exist in Honduras a large number of "money

lenders", aad small farmers are 
generally their moat profitable clients. Past studies
 
have estimated that small farmers pay non-institutienal sources effeLtive interest
 
rates of close to 40 percent per year, counting nominal interest rates and inflated
 
prices on inputs and deflated prices on outputs.
 

To a great extent the BNF centers its operations in the agricultural sector on
 
the small producer, even when proportion of credit to small farmers has gone down
 
somewhat. The proportion of small farmers in the total of direct clients of the BNF
 
ranges from 80% to 82% in recent years. As a result, the BNF is the leading organi
zation in the institutional credit system.
 

Two years ago the BNF started a new, small-farmer supervised credit program,

using an AID loan of $4,500,000 plus BNF funds of $2,900,000. Supervision was to
 
have come primarily from DESARRURAL, the GOB extension service. The results to date
 
of this $7,400,000 program have been positive, with an annual average of 5,250

farmers being handled. That number, together with the number of normal BNF clients,

give& an approximate total of 8,700 small farmers getting credit from the BNF. 
This
 
represents about 6% of the total small farmer producers in the country. 
 The insti
tutional credit system for the small farmers thus is serving only a small proportion

of its potential clients. The reasons for this problem deserve an in-depth analysis,

but it is obvious that the most important factors limiting the financing of small
 
farmer operations are: (a) lack of orientation, instruction ana motivation on the
 
part of the government servicing institutions or, in other words, a lack of insti
tutional initiative; (b) insecurity and lack of initiative on the part of the farmer;

(c) nature of land tenancy, that is, a lack of proper and legal land titles of the
 
farmers; and (d) the high cost of small loans which generally become very expensive
 
even for the BNF, which must consider a break-even point. The solution to the problem

of providing credit to the small farmer is complicated and depends essentially on tie
 
ability of the government to apply an aggressive policy. At the same time, hcever,
 
we all recognize that credit in itself cannot do everything, but it is a necessary

element. 
 In this sense, credit must be accompanied by other complementary factors,

such as technical assistance, education and motivation. 
Therefore, concurrence of
 
the most influential organizations is needed to initiate a vigorous all-inclusive
 
program so that a higher proportion of amall farmers can be served.
 



II. Program Characteristics
 

A - Background
 

I - Historical Summary: 

Sufficient data do not exist to trace the history of institutional.

financing for the small farmer in Honduras before 1950, the year in which

the National Developmeni. Bank (BNF) was founded. 
This Bank, though it also
finances various other operations such as industry and commerce and provides

many of the services of a commercial bank, has traditionally concentrated
 
its resources in the financing of the agricultural sector, especially of the

small farmer. As pointed out in the Introduction, the BNF is the institution

which plays the most significant role of all financial orgaitizations in
 
financing small farmer operations.
 

Institutional credit for the small faraier, which we shall call theProgram, began in 1950 with the founding of the National Development Bank.

If we were to trace a graph describing the first seventeen years of the Program

we would note that it has registered a significant increase at a more or less

stable rate in relation to the number of credits, clients and average amount
 per credit. This development in a straight line means there were no drastic
 
increases, but rather that growth was induced during this period and that the
credit action of the Bank was, 
in general terms, limited to. the demand ex
pressed by the clients. There are no significant changes in the policy, manage
ment and organization of the institution. Throughout the 17 years of the Bank's
life, capitallzation depended almost exclusively on funds contributed by the

Central Government and by financing granted by the Central Bank. 
This explains

the straight line growth experienced during that period.
 

A Supervised Credit Program was formed in 1952, but it disappeared

without having produced positive results. The Interimerican Development Bank
(IDB) made a small contribution to 
the BNF in 1968. Although important changes

in the policy and operational system of the institution were not suggested, the
injection of capital funds was an important factor in enabling the Bank to nerve
 a greater number of clieits in the Program. The IDB loan was not given for the

sole purpose of small farmer financing. The intensity of the suggested Program
change was not sufficiently serious to qualify it the final chapter of the
as 

history of a traditional and routine system in the financing of our producers.
 

The third and most recent stage of the Program began in 1970, when the
BNF negotiated a $4,500,000 loan with USAID, destined for the financing of small

and medium farmers. Although it had the goal of having an impact without precedent, only minor changes in the policy, management and organization were t...aded
 
to create a "Program of Supez-vised Agricultural Credit" (SAC) with funds from

the BNF and the AID loan. A distinctive characteristic of this new Program was
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the detertaination to limit the financing each borrower could obtain and to
 
limit the range of financiable items. Furthermore, the offer of technical
 
assistance at the beneficiary level was another exclusive characteristic
 
of the Program.
 

The results, according to a recent evaluation, have been positive. 
Significant increases in the production of financial items (general livestock, 
corn, beans, rice and sorghum) have been observed, especially in the basic grains. 
The total number of credits and of beneficiaries of the Program increased at a 
higher rate than traditionally had been registered. Even when the supervised 
credit included the "medium farmer", the majority of these fell within tile 
limits established for our small farmer. The statistics of the Supervised Credit 
Program show that annually an average of 5,000 small farmers received credit. 
Adding this number to the annual normal number of BNF credit clients, we arrive 
at the approximate number of 8,700 beneficiaries who demand around 16,000 loans 
per year. In effect, the Program consists of two complemer.tarv portions: the 
"Supervised Agricultural Credit Program" and the credit which the BNF traditionally 
grants to small farmers. 

The scope of actual Program activity cannot be quantitatively described 
easily due to the lack of consistent data. Nevertheless, it is possible ta 
come up with some approximations. The Program is open and flexible for financing 
of almost any item of agricnltural production that the small farmer may decide to 
use in almost any part of the country. From the 2-3% of the total small agri
cultural producers that participated in the traditional BNF Program, the number 
has increased to approximately 6% of all the 148,000 farmers in the country.. 
This is still a small portion of the potential that exists for major credit 
demand, and makes one think that the Programn must aim for much higher levels of 
participat:ion in order to have its impact felt among the great mass of small 
farmers. Credit alone will not solve the agricultural development problems of 
Honduras, but it is one of the very first resources that ought to be brought to 
bear. 

BNF plans for achieving more coverage contain some alternatives that
 
could work out separately or in a complementary form to present Program oper
ations. The Bank will soon obtain an IDB $ 9,200,000 loan which was originally
 
assigned to finance big, medium and small farmers with no distinct limits for
 
any of these groups. As a result of interest recently expressed by the Central
 
Bank, it looks like Honduras will be able to obtain funds from the World Bank
 
to be used for sub-loans to medium and big producers. A large part of the IDB
 
loan funds could be switched in this case to concentrate on small farmer pro
duction. This would mean a significant growth of the Program, and would be
 
highly desirable since sub-loans will also include the granting of technical
 
assistance through the agricultural extension agencies (basically DESARRURAL).
 
Another approach currently under study that could be used by the BNF toward
 
financing small farmers is to increase and itensify loan concessions through
 
farmer cooperatives and associations. The BNF has created twelve special
 
commissions (work groups) to analyze its entire present structure and recommend
 
possible solutions to policy and administrative problems. One of the more
 
important topics being discussed is their experience in financing small farmers.
 

2 - Relation to National Credit System:
 

As pointed out in the INTRODUCTION of this report, the Central Bank 
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does not directly grant loans 
to agricultural producers. 
 Instead, it operates
through other credit organizations of which the most important and aggressive
is the Banco Nacional de Fomento. 
The Central Bviik 
does not define (,r impose

conditions on the Program.
 

The private banks are not linked 
to the Program in a well defined way
either. There is 
no formal policy agreement: 
or operational arrangement between
private banks and the BNF to distribute participation in the Program. 
 Since
few loans that are granted by private banks to 
"small farmers" generally have
the same characteristics (term, interest rate, collateral, etc.) 
as those
granted 
to bigger clients, it 
is easy to u!.dercstimate the possible tie that
might exist ',etween this type of credit and tha Program. 
The very few costumers of private banks that are small farmers might be called "syL.2-Iic users"of the Program (the term "symbolic users" identifying those small farmers thatobtain institutional credit outside the BNF).
 

From another point of view we 
find that the participation of cooperatives,
associations, etc. in financing small farmers is helping to 
fill a gap of considerable importance. 
The credit beneficiaries of 
these organizations, who are
mainly small farmers, are also "syvmiolic users" of the Prograin. The BNF directly
finances most of the sub-loans granted by those institutions.
 

In the statistic Table NoI-A that follows we can see the magnitude of
the Program's distribut.on compared to other credit 
sources of the small farmer: 

TABLE No. I-A
 

DISTRIBUTION OF INSTITUTIONAL CREDIT GRANTED TO SALL FAMERS IN 
 1 9 7 1
No. of 
 % of Approved

INSTITUTION Borrowers 

%of Average

Total Amount US$ Total 
 per borrower
 

A-Private Banks 
 1,000 5.95% 1,800,000 16.25% $ 1,800B-BNF 
 9,470 56.37 
 5,822,370 
 52.55 
 565
C-Coops & Assoc.......
 
a) Coffee Coop. 1,152 6.86 
 1,511,250 13.64 1,312
b) ANACH Assoc. 
 496 2.95 135,999 
 1.23 
 275
c) INA 
 1,882 
 11.20 1,556,564 827
14.05
d) FECOAGROI 
 2,800 16.66 
 251491 
 2.28 90 
Sub-Total C-
 6,330 
 37.68 3,4551304 545
31.20
TOTALS 
 16,800 
 100.00% 11,077,674 100.00% 
 $ 659
 

The prominent role of the BNF in small farmer credit is obvious from the
above table. Nevertheless, the figures do not tell the chole story. 
For example,
it is very possible that the real participation of the private banks is even
smaller than that given in the table, since sometimes what the private banks
call a "small farmer" does not meet our description.
 

With respect to the average loan per user, it should be noted that the
highest (private banks) is 
three times larger than the BNF average. Some cooper6tives and associations have higher averages than those of the BNF because
occasionally their beneficiaries are groups that require a larger amount than
that usually financed for most BNF clients.
 

http:distribut.on
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In number of farmers serviced, the BNF has first place, followed by
 
cooperatives and associations, with private banks in last place.
 

Table No. 2 below gives us some objective information comparing the
 
Program with the institutional agricultural credit system.
 

TABLE No.2 Comparative State of the Small Farmers Credit and the Credit System
 

for Farmers of all sizes.
 

Loans for Farmers of all sizes 
 Small Farmer Program
 
Total Instit. Total Banking % of Inst. % of Banking
 

System System Magnitude System System
(2) (0) (4) (4)t(2)-(5) (4)t(3)=(6) 

a) No.of Borrowers 18,384 12,054 16,800 91.0% 139.4% * 
b) Financed Amount $59,351,004 P55,895,700 11,077,674 18.7% 19.81
 
c) Average Amount/ 3,22 4,637 659 20.4% 14.2%
client _ _ _ 

_ _ 

*Note: rhis is higher than 100% 
because sub-loans of cooperatives and associ
ations are included in the Program, but only primary loans in the
 
banking system.
 

The more important conclusions from Table No. 2 with respect to the relation
 
between the Program and the overall agricultural credit system are the following:
 

a) 91% of all the institutional agricultural credit users in the counirv are
 
small farmers;
 

b) The total number of the Program's clients excceds by 39.4% the total number of
 
all types of users financed by the banking system (this is a consequence of
 
the participation of cooperatives, associations, etc.);
 

c) Of all agricultural loans of the institutional system, the Program only absorbs
 
18.7% of total resources, using $11,077,674;
 

d) Of all agricultural loans of the banking system, the Program absorbs 19.8%
 
of the amount; and
 

e) The average amount financed per farmer under the Program ($659) is only 20.4%
 
and 14.2%, respectively, of that of the institutional and banking systems.
 

With the above statementj th. following conclusion ; may be drawn: 

Private commercial banking has a very insignificant part in the financing

of agricultural development of the country, especially that performed by the
 
small farmer. At 'he same time, however, there are signs that comnrcial banks 
will significantly increase financing to that sector.
 

3 - Other Program Activities:
 

The BNF is comprised of two large service units: the Credit and Operations
 
Department and the Development Department. Though many times it is difficult
 
to delineate the participation of each one, because they are comilementary, the
 
main responsibility for the development of new activities and new enterprises
 
of the agricultural sector 
falls on the development department. Therefore for
 
the purpose of this brief commentary we are going to include it in this section
 



-5

of our report, and no distinction shall be made between the functions that
 
pertain to each department; we shall simply say BNF.
 

The Bank has various divisions and departments that are in charge of
realizing feasibility studies and the investigation and promotion of projects
that foster progress in the agricultural sector (besides the industrial sector)

of the country. 
 In keeping with this mission, the Bank develops and finances
agricultural, cattle and agro-industrial projects. 
Among the most important

BNF 	programs and activities are the following:
 

1) 	Improved Seed Production Program:
 
This Program began to operate in 1967 through the combined efforts of

the 	ENF (60% of funds), the Ministry of Natural Resources (through
DESARRURAL) and USAID. These last two organizations donated 40% of thefunds. The 	 program is oriented toward the production and supply of
irproved seeds of basic grains (corn, rice, beans and sorghum) forfarmers, the distribution of informatiunal material, and the provision

of short term training. This program has had good results and it is
hoped that it shall promote a greater impact on the agricultural sector,
especially among the small farmers who are the one- who most domand and
utilize this service.
 

2) 	Cattle Development Program:
 

Within this program priority has been given to dairy herd promotion

pro'Jcts that supply the milk producing plants of Honduras. To this
end, development is taking place in 14 projects in the country. 
The
results to date have been satisfactory. Although small farmers have

the same opportunities as other producers, from the point of view of

financing and BNF policy, the principal beneficiaries -f this program
are medium and large farmers. The small producers participate in a

limited proportion; plans exist to assist them in 
a greater degree in

the 	future. 
 The cattle improvement program includes the reproduction

of pure bred animals. The BNF imported and continues to import high
quality stock for sale and financing to its clients. 
 Because the benefits

of this program are numerous, the Bank is stepping up the program and is

developing and financing four projects in the production of beef.
 

3) 	Poultry Program:
 

The 	year 1970 marked the re-birth of poultry development, especially

egg 	production, in Honduras. 
The BNF has developed and financed 12

projects of this kind. Statistics indicate that already the country

is no longer an importer of chickens for meat. 
 Furthermore, the

importation of eggs has decreased to a 
more favorable level. Medium

and small farmers are benefiting from the program, as have the big

farmers.
 

4) 	Honey Program:
 

The production of bees' honey is becoming an important adjunct to field
 crops and livestock. International demand for this product has risen,
 

0 "q 
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prompting, the BNF in 
recent years to take the initiative in fomenting

and financing this item. 
 Small farmers are the g eatest beneficiaries
 
of the program. There are a number of importan' bee projects dispersed

throughout the country. Thr ..- bilities for success 
and continued
 
increases in volume for 
the producers are magnificent.
 

5) Tobacco Development: 

Tobacco production became an 
important commercial activLty in 1962
 
but did not become important to the national economy until 1965. 
 From
the beginning the BNF has offered development and financial support.
This program has benefited producers of all sizes and they have moved 
to higher economic levels. 

Some farmers no longer are financed by the BNF. Financing now comes
from commercial banks and processors. There are good prospects for 
this prcgram. 

6) Credits for inputs 
for small producers:
 

This program is aimed at 
providing inputs that increase productivity

(fertilizers, improved seed, insecticide, etc.) 
to corn producers that
 
do not receive credit from the BNF or other institutions.
 

The program i under an agreement between the BNF and the Ministry of
Natural Resources (through DESARRURAL). The Bank provides the improved
seed and markets and the Extension Agency provides technical assistance
and supervision. The program has had several positive results but it 
could be improved. In 1970, 39: producers benefited from the program.
 

7) Marketing and Storage of Cereals 
(CCC):
 

This program seeks the solution to a problem of great importance to
producers of basic grains. The BNF, as the price control body, has 
constructed and is operating grain storage facilities in the principal

production areas of the country. 
The program has encountered serious

problems and, as the program is so important for the protection of the
producer and consumer, the BNF is searching for strategies to fulfill 
their responsibility.
 

This program benefits all sizes of producers.
 

8) Research and promotion activities:
 

The BNF considers that one of its more important tasks is the discovery
of production activities which could be profitable. The Technical
 
Division of the BNF is constantly carrvinp on feasibility studies of

different crops whose potential production could be benefitial to the 
country. There are many noticeable examples. Many successful firms 
were studied and financed by thehIank. For example, the nroduction and 
marketing of sesame and african palm (for vegetable oils) that were
 
recently started. 
 In both -ases the majority of the participants will
 
be small producers.
 



-7

9) Sales Section of the BNF:
 

Twenty strategically placed sales offices distribute production inputs

to producers. 
A large variety of articles may be purchased in these
 
offices (fertilizers, insecticides, equipment. etc.). 
 There is a close
 
relationship between credit and financed supplies available in the BNF
 
stores., 
This service is given to all producers, regardless of size.
 

Summarizing No. 3, the role of the BNr' is not limited to credit, rather
 
its role is comprised of multiple services directed toward the majority

of production activities found in the country. 
The "credit program
for the small. farmer" maintains a close relationship with the panorama
of services offered by the Bank. These services are within reach and 
easily accessible to the small farmer. 

4 - Relation to Pre-existing Local Ii,;titutions: 

As we have pointed out ir previous sections of this report, there are no

other institutions like the BNF in Honduras. The Bank, which was nbt founded 
upon a pre-e:isting institution, is the only one that maintains an active
 
service policy for small farmers. Even the cooperatives and associations that

provide credit to small farmers 
 do not have a range of action comparable to theBNF. It is, nevertheless, present BNF policy to foment the creation of more
 
cooperatives and associations. Tile Bank could thereby reach a greater number

of clients and also decrease costs. From this point of view, the BNF would

benefit from having more competition from other institutions in the Program.
 

In the formation, organization and management of the BNF and its Program,participating officials have made a great contribution. Traditionally the Bank

has had at 
its disposal the services of foreign technicians who have collaborated
 
at the various operation levels. 
 The BNF has taker advantage of the foreign

technical assistance that it has had at its disposal to the benefit of the
Program. The administration of the institution, of course, has always been 
 in
the hands of local officials. 
 One important factor that has contributed in the

steady improvement of Bank operations is the employment security of its personnel,
which has given stability to the Bank. 

5 - Agricultural Patterns and Potential:
 

Some studies of Honduras show that the country has an approximate area of11.2 million hectares of which 40% is occupied by forests, 16% is adequate for 
crops, 19% can be utilized for cattle raising and 25% is inadequate for agri
cultural purposes. Only 800,000 hectares are actually being worked for crop

production, leaving some 
1,000,000 hectares suitable for agriculture. Of the
 
total land fit for cattle raising only 50% is being used, leaving some 1,000,000

hectares unused. 
Of the total number of existing farms (around 170,000) more

than 85% belong to small and medium farmers under diverse tenancy form and

claims to title. There are an estimated 65,000 farmers in the country that are
suitable at present for institutional credit, of which around 50,000 are small

producers. Of these small producers, only a third are actually getting financing

from the Bank, (BNF), commercial banks, cooperatives and associations. An
 
additional 95,000 small 
farmers could be incorporated into the institutional
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credit system if various field problems were involved. In total, then, some
 
145,000 small farmers could potentially receive institutional credit. Our
 
data indicate that only 11.6 percent of the potential clientele are partici
pating. This certainly means that the Program faces a great challenge. 

Program beneficiaries are scattered throughout the country and most of 
them concentrate on the production of basic grains (aize, beans, rice, sorghum), 
cattle raising and other livestock operations. The production of these items 
has increased acceptably in the last years which has permitted an overall 
reduction in imports (ricc) aad an increase in exports (such as maize and beans). 
When it comes to basic grains, the country is only deficient in rice production, 
but the country has good potential for rice and good prospects for bucoming 
self-sufficient in this cereal. Logically the Program has contributed to 
production increases.
 

With respect to productivity levels, we can say that some steps qr being 
taken in that direction, but there is still a good deal to be accomplished. 
Although the process of changing obsolete techniiues and traditiona is generally 
very slow with small farmers, in Honduras this is not a very difficult obstacle 
in light of a recognized willingness on the part of farmers to accept change. 
The fact that no further advancement has been made toward productivity is due 
to the influence of other factors (insufficient technical assistance, inadequate
 
infrastructure and economic resources, etc.). These factors surely limit the
 
introduction of the new technology, but the mentality of the people is favorably
 
changing toward the acceptance of new strategies. The adoption of new teclrnology 
strategies will permit a significant increase in production, giving rise to a
 
desire for a better standard of living. The potential that exists is enormous
 
and the Program could be a central resource in promoting these changes.
 

B - Objectives
 

1 - General Objectives
 

a - Announced:
 

The main objective of tha Program has always been the betterment of
 
the socio-economic standards of the small farmer. Other secondary objectives
 
have been brought into focus to complement the scope of the principal objective.
 
In recent years, these have been of an agronomic and technological nature, 
aimed at intrcducing improved cropping methods, better management and adminis
tration practices and better use of profits. Goals of a political nature do
 
not seem to be included within this chart of objectives. 

Given that in Honduras 75% of the population lives in rural areas and
 
66% of the economically active population is closely connected with agriculture, 
the concomitant low rural incomes make it necessary that credit be oriented 
toward increasing production. It is estimated that about 40% of the Gross 
National Production (GNP) of the country comes from the agricultural sector.
 
Although there exists a Supervised Agricultural Credit Program (Programa de 
Crdito Agricola Supervisado), which focuses on various objectives, the financing 
has undoubtedly resulted in increased production, thus identifying itself as
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"production credit". Technical education through the Program has received 
less emphasis and less resources.
 

In general terms, the official objectives cf this Proram are being

achieved at an acceptable rate. nne should not doubt that one of the best
 
ways to raise the socio-economic standard of farmers 
 is throu.Ph1 higher
incomes. Nevertheless, in order to make Lhis attainable at a sirnificant
 
rate, the small farmer needs 
 education, technical assistance, supervision

and good market accessibility for this production. For this reason the BNF

wishes to continue supervised credit w.hile at the same t-Ime tryin, to get 
more extensive participation from cooperatives, associations, etc.
 

The Covernment's and BNF's objectives to continue emphaisizing the

improvement of the socio-economic standard of farmers seem to be firm and

decisive. If changes wure to occur, 
 they would not be in the objectives
but rather in the strategies and methods of achieving the established ob
jectives, which are in full agreement with the Government's plans and priorities. 

b - Apparent:
 

The BNF definitely thinks that the objectives that have established 
their policies are 

but 

fully justified and deserve not only its total assistance,
also that of the State and of other service rganizatiorns. The Covern

ment also is firmly convinced of the importance and utility of the objectives

of the Program, and therefore, has given financial support 
 to the BNF. 

This evaluation does not see any discrepancies between reality and

the official statements of BNF policies and objectives for the Program. All

social and political groups of the country recognize the venerally food 
workthat the BNF has done for the beefit of all farmers. Neither the BNF nor the
 
governmcnt plans to decrease the resources destined to imnrove the lot of the
small 
 farmer. Nor is there a conscious bias to give priority to higher level
 
farmers. There exists a general opinion, on the part of the private sector as
well as officially, that 
 small farmers need more intense assistance in the 
form of institutional credit and complementary services.
 

2 - Terms of Loan
 

a - Purpose: 

Generally ti i Program provides financing for almost all agricultural
operations of small i.':mers. 
 That part of the Program described as the

"Supervised AgriculturL7 
Credit Program", however, does have certain restrictions.
 
Supervised Credit is limited in use 
in financing the production of four basic
 
grains (maize, beans, rice, and sorghum) and livestock (bovine, cattle, poultry,
 
pigs, etc.).
 

Expenses for the beneficiaries consumption is prohibited. 
There are
 
some instances among beneficiaries of the traditional BNF lending service where
 
part of the credit funds is used for family support. In these cases the
 
beneficiary and his family carry out manual labor in the production 
and
 
thereby "sell" their own work rather than buy outside labor.
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The Supervised Credit Program also requires that the loan application
 
specify the distribution of the funds to be used in the investment (labor,
 
soil preparation, purchase of seed, fertilizers, insecticides, etc.).
 

b - Period:
 

Maximum limits are established in the terms of the loan contract,
 
according to the oroduction cycle of the financed project and the resulting
 
revenues flow to the borrower. Some examples are given below:
 

(1) Basic grains - maximum term is 18 months, but the majority
 

are granted for a 12 month term.
 

(2) Working capital - 18 months maximum.
 

(3) Investment capital - 7 years maximum.
 

The operations of the Supervised Credit Program have resulted in the
 
followi.-, distribution of funds by term:
 

Short Term Medium Term Long Term 
(Up to 2 years) (2 to 5 years) (5 to 7 years) 

US$ 3,320,266 US$ 2,877,446 US$ 1,555,332 

One will note ti;e predominance of the medium and short-term loans
 
over long-term loans. This is one indication that most customers are basic
 
grain producers.
 

C - Organization
 

1 - General Structure
 

In enclosure No.1 of this report the BNF's organization chart is given
 
in complete form. The Program does not have a separate chart but rather is
 
distributed in the different operational units of the Bank.
 

The Program operate in che BNF's Main Office and in 20 of 22 branches.
 
The twenty Bank branches can grant credit to the applicants for items of
 
different sectors (agriculture, industry, etc.), but within an authorized
 
maximum. A "Credit Committee" at each branch is in charge of approving or
 
disapproving applicatiuis. If the sum in the loan application exceeds the
 
maximum amount authorized for that branch, the case is transferred to the Main
 
Office of the BNF for final resolution.
 

Although the agencies have not been limited to granting small farmer
 
loans, most of their funds are earmarked for these farmers.
 

Supervision of the Program and of other BNF operations at a local level
 
is the responsibility of four supervisors who occasionally visit each branch.
 
Nevertheless, the number of supervisors is very limited given the scope of BNF
 
activities. The supervisors' functions do not include that of auditing because
 

there are sixteen auditors. Some agencies are visited from time to time by
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Bank officials from other levels (loan analysts, etc.)
 

In general terms supervision at 
the local level is not yet sufficient
 
to meet the present need.
 

2 - Local Structure
 

Staffing patterns vary from one agency to the other, not only in
number but also in capability and title of the positions. 
The difference in the
size of the agencies is determined by volume of loans. 
 For example, in larger
agencies (3-4) 
the staff is composed of: 
 a manager, a credit official, an
accountant, various accounting assistants, a cashier, one or 
two credit analysts,
secretarial personnel and field appraisers. 
The first three positions form the
Credit Committee which is in charge of local decisions (anproval, disapproval,
reschedulings, etc.). 
 In other smaller agencies there are no credit officials
and he is 
replaced by the cashier on the credit committee. In some cases the
manager has 
to fulfill the functions of other officials. There are no 
inter
mediate levels between the Bank and field offices.
 

D - Beneficiaries
 

1 - Selection Criteria
 

In the Supervised Credit Program (SAC) criteria for client selection
can be used, because the BNF, through the other programs, accepts almost every

credit application. There is no screening committee 
to determine prior
 
eligibility of the applicant.
 

In Supervised Credit, limits have been established on size of theapplicating farmer, gross annual revenues and the item that he wishes to
finance. 
Land tenancy is also a limiting factor.
 

No other selection criteria such as 
academic training level, agricultural experience, family size, etc. are used. 
 Financing under this program

is granted only for basic grain production, livestock and farm related 
invest
ments 
(fences, milking stablrs, equipment, tools, etc.).
 

Repayment terms 
are primarily determined by the production cycle
of the financed crop. 
Dates on which the borrower regularly receives revenues
are also taken into consideration. 
Personal considerations sometimes influence
 
the terms and conditions of the loans.
 

The BNF does not have a clear and defined policy that states an
eligibility chart for the different farmer groups. 
 The farmer, size of the
farm, and the potential for development are not often used for selecting
 
clients.
 

The Program was not designed as 
a pilot project, thecefore it does
not contemplate area selection nor special eligibility standards other than
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those that have been mentioned above. In the Supervised Credit Program
 
some criteria have been used to turn down loan applications; some of these
 
are given below:
 

(a) The minimum loan amount should be $150.
 
(b) The applicant's active gross income be not more than $5,000 and
 

not less than $100.
 
(c) When the applicant is raising other crops different from those
 

financad by the Program, the gross 
revenues from those activities
 
should not be more than 100% of the gross revenues from the pro
duction to be financed by the credit program.
 

The BNF is flexible in its loan concession and special eligibility

criteria are, practically speaking, undefined. Nevertheless, one should not
 
forget that all BNF credit applications undergo an analysis process before
 
final approval to determine guarantees, payment capability, applicant's moral
 
solvency, etc.
 

2 - Graduation Policy:
 

The BNF has not established a well-defined policy to graduate borrowers
 
to private banks. This is due to various factors, among which the follow
ing may be pointed out:
 

(a) Private banking is not well identified with programs and policies
 
for agricultural financing.
 

(b) Clients that have used assistance of the BNF prefer to continue with
 
that service because there is always the chance that private banking
 
will not serve them adequately.
 

(c) The BNF views these clients as a potential capitalization factor
 
and a source of strength for balancing its financial position and
 
neutralizing the losses from uncollectable loans.
 

There are exceptions where borrowers have graduated and have later
 
become stable clients of private banks. Others, once having been clients of
 
private banks, have returned to the BNF because of the unsatisfactory service.
 

Because the BNF does not have a stable system that includes channeling
 
credit through (specialized credit) (supervised, administered, commercial,
 
cooperative, etc.), internal client graduation, going from level to level,
 
is not defined.
 

The client graduation policy of the Program is no different from that
 
of the general policy of the BNF.
 

3 - Number and Types:
 

Due to the lack of data, it is impossible to present a complete and
 
accurate breakdown of the number and type of clients the Bank has financed
 
according to size of the farmer, farm size, and yearly crops. 
 In spite of
 
this some statistics are available.
 

Following is Table No.3 that summarizes the breakdown of the BNF's
 
clients in some of the more important years.
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TABLE No. 3
 
New Loans of the BNF (includes all items)
 

YEAR Total No. of Big Clients Medium Clients Small Clients: 
Clients $ 5,001.. $1,251-$5,000 up to $1,250 

No. % of Total 

1950 193 13 27 153 79.3 
1952 1187 17 87 1083 91.2 
1955 3533 73 130 .0"0 94.2 
1959 4187 97 165 3925 93.7 
1962 5117 191 484 4442 86.7 
1963 5650 201 14 4935 87.5 
1964 7149 226 655 6268 87.7 
1965 6578 346 471 7761 93.5 
1966 10235 321 1063 8851 86.5 
1967 10433 365 1246 8822 84.6 
1968 11247 405 1403 9439 83.9 
1969 11310 400 1523 9387 83.0 
1970 9655 354 1339 7962 82.5 
1971 10865 407 1460 8998 82.8 

As noted from the Table above the number of small borrowers has always been the
 
highest percentage of its clientele, over 79Z. This proportion should really be
 
higher due to the small maximum limit of $1,250.
 

Although this Table covers financing for all items the small client column
 
is not affected by non-agricultural uses as more than 95% of the small loans are
 
used for agriculture. It is very unusual to find small loans in the BNF thit are
 
not for agriculture. For this same reason it is stated in this report that the
 
Program for small farmers has an approximate register list of 8,700 participants.
 

The decrease of 1655 clients in 1970 is a consequence of the 1969 war with
 
El Salvador. Notice that the greatest reduction was in big and medium clients which
 
demonstrate that non-agricultural items (industry,commerce..) were the ones mostly
 
affected.
 

An additional breakdown on the Program and BNF's beneficiaries per items
 
and years is not possible but the table below is limited to the Supervised Credit.
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TABLE No. 4
 

Supervised Credit Program (2 years' action: August 1970-July 1972)
 

ITEM GRANTED LOANS AVERAGE AMOUNT
 
Number % of Total PER LOAN
 

Corn 4611 43.86 $ 398.50
 
Beans 860 8.18 327.00
 
Rice 592 5.63 950.00
 
Sorghum 32 0.31 146.00
 
Poultry 17 0.16 4,306.00
 
Livestock 4400 41.86 1,135.00
 

Total 10512 100.00% $ 737.50
 

According to the above Table, Poultry has the highest average loan from
 
the Supervised Credit Program, $4306, and this exceeds the limit currently used by
 
the BNF for small farmer credit. In spite of this, it is believed that this "high"
 

average does not basically vary the concept of a small farmer. It is known that the
 
minimum investment in this activity is higher than for agricultural crops. Also,
 
loans for poultry are generally granted for long and medium terms with the participant
 
receiving propotioned disbursements over the years. Thus the average becomes typical
 
of small credit.
 

4 - Other Sources of Credit:
 

There is not enough information on the loan history of the borrowers but
 
in general it is believed that the great majority of clients have very few debts.
 
They have become traditional clients of the BNF and renew their loans year after year.
 
The non--existence of other comparable institutions in agricultural financing insures
 
that the clients of the Program are well-known by the Bank. Therefore they have to
 
maintain an acceptable credit history in order to continue receiving loans.
 

Some Program clients have access to credit from other sources (cooper
atives, associations, etc.). This is limited and especially when these sources can
 
offer technical assistance.
 

In general Program clients do not have access to credit granted by private
 

banks.
 

5 - Profile of Farm Community:
 

Program participants are not located in concentrated areas but are
 
scattered throughout almost every part of the country. In some exceptions small
 
participant centers exist especially when they are part of an Agrarian Reform settle
ments. In these cases relative homogeneity farm size, socio-economic standard and
 
development potential exists. Among other Program clients the socio-economic standard
 
is the common factor.
 

http:1,135.00
http:4,306.00
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According to various studies, there are about 50-60,000 small farmers who are
credit-worthy (potential clients). 
In the past year. the BNF Program assisted an
approximate number of 8,700 of these farmers which represents 14.5%-17.4% of the
eligible total. If 
we were to include the "symbolic users" of the Program, a total
of 16,800 participants (small farmers), (28%-33.6%)would be serviced by credit.
 
Most of the small client farms of the Program are located in areas with
medium and large farms that often 'ave easy access to other sources of institutional
credit. 
 Nevertheless, many other small farmers without institutional credit have
their farms in areas 
isolated from progressive farms. 
There are also large farms,
with good development potential, that are not eligible for institutional credit
because of the lack of proper titles.
 

E 
- Lending Policies and Procedures
 

I - Portfolio:
 

Because the BNF has not had a good data processing system to maintain
information on loans it is impossible to offer a description of the complete Program.
Nevertheless, the following gives 
some basic information on the Supervised Program.
 

TABLE No. 5
 
Loan Action of the Supervised Aricultuial Credit Program (Aug. 70-Jul. 72) 
-
Distribution of Amounts:
 

No. Total Amount Distribution of Amounts
Purpose 
 of 
 Machinery atd Construction & 
 Working

Loans 
 Equipment Installations 
 Capital


Corn 
 4611 1,837,421 67,721.63 
 235,706.00 
 1,533,993.73
Beans 
 860 281,235 6,075.00 
 9,232.00 
 265,928.37
Rice 
 592 562,440 3,000.00 49,860.00 
 509,580.27
Sorghum 
 32 4,668 
 420.00
Sub-Total Agric. 4,247.50
(6095) (2,685,764) (76,796.63) 
 (295,218.00) (2,313,749.87)
 Poultry 
 17 
 73,200 1,860.00 
 35,147.20
Livestock 36,193.50
4400 4,994,079 156,837.50 1,434,093.35
Sub-Total Anim.Ind. (4417) 3,403,148.12
(5,067,279) (158,697.50) (1'469240.55) (3,439,341.62)
 
TOTAL 
 1,512 $7,753,043 235,494.13 
 $1,764,458.55 $5,753,091.49
 

Many borrowers have more than one loan at a time. Often the BNF treats them as
one especially when small investments are 
involved and/or they are complementary.(E.C.
purchase of barbed-wire and pasture planting). In other loans from the BNF (outside
the program) there is approximately 2.3 loans for each borrower, but this varies
 
constantly.
 

The traditional clients of the BNF account for 75-80% of the program participants; 20-25% are new tlients. 
 In other programs of the BNF, credit repeaters
comprise approximately 85-90% of total clients.
 
In the Supervised Credit Program there are no restrictions on the number of
loans that the same farmer might have in spite of 
he maximum limits that have been
 

http:5,753,091.49
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established on the amount of loans.
 

2 - Interest Rates:
 

The determination of the rate of interest for the loans granted by the
 
BNF has always been controlled by Central Bank policy. In the first 12-14 years
 
the BNF had a rate of interest: which varied according to the amount of the loans
 
and the purpose of the invest-..ant. During that period the interest on the loans
 
ranged from 8 to 12%. Since then the rate of interest has been standardized for
 
all BNF's loans at an annual rate of 9%. The Supervised Credit Program continues
 
to charge 9% interest on loans granted.
 

There is not sufficient data to estimate the credit cost for all the
 
borrowers of the Program.
 

3 - Collateral:
 

The type of guarantee for the loans granted by the Program varies accord
ing to the individual characteristics and a system similar to general BNF policy
 
is used for determining criteria. In the first years the BNF gave greater emphasis
 
on mortgage guarantee (real property), especially when the amounts of the loans were
 
medium and large. In recent years the Bank has been more flexible in guarantee demand
 
(requirement) allowing : qrelx:er absorption of potential clients.
 

In the Supervised Credit Program the most common forms of guarantee are:
 
chattel, mortgage, and a combination of these. In very few cases fiduciary and
 
pledging guarantee are required.
 

4 - Other Subsidy:
 

The most popular form of subsidy for the BNF and other credit institutions
 
(cooperatives, associations), apart from the line of financing that the Central Bank
 
concedes through re-discounts, is through low interest rates some international orga
nizations (IDB, USAID) charge for loans. Easy terms from international creditors
 
can also be included.
 

There isn't a policy or definite program for subsidizing institutions that
 
finance agriculture in the country. Exceptions are few.
 

The BNF attempts to balance its financial position with funds that the
 
State provides, the profits from savings deposits and banking operations, and profit
 
from the Development Department through such operations as the milk plant (the BNF
 
is the largest stockholder), the sales office (equipment, machinery, goods, etc.)
 
and the graneries and grain storage silos.
 

5 - Appraisal Techniques:
 

The normal procedure utilized by the BNF in the analysis and evaluation
 
of the loan requests is the following: the farmer visits the local office (Agency)
 
of the Bank where basic information is received. Later, the field appraiser makes
 
a visit to the farm in order to verify the information (confirm references, guaran
tees, feasibility,.etc.). When the application is complete it is reviewed in
 
relation to guarantee, personal references (moral, pay record), financial situation,
 
capacity to pay, amount of the investment , investment plan, etc. In the Supervised
 

w-,. " 
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Credit Program the loan applications require more information and the review is
 
cond.ucted more carefully th n other applications from the BNF. Before analyzing

the application a single inspection visit is normally made to 
the farm.
 

The loan application forms used in the Supervised Credit Program contain
 
a majority of the basic information that a loan of this type should contain. The
 
deficiencies that impede the review p;ocess are due to 
the omission of information
 
by Bank personnel that is required for determining the feasibility of the loan.
 

Normally three or four visits are made to the farm annually after the
 

loan is approved.
 

F - Collection
 

I - Repayment Record:
 

Due to a lack of information we are unable to present all of the statistical
 
data of the Program for the small farmer in relation to the recuperation and de
linquency portfolio (mcra) classified by farm size, harvest and other variables.
 
In their absence we are presenting some details of the Supervised Credit Program
 
(as representative of the whole Program) in the Tables 
that follow:
 

TABLE No.6-A
 
RECUPERATION AND MORA - SUPFRVISED CREDIT PROGRAM
 

(Up to May 1972)
 

ITEM Value 4n USS Related with...
 
(a) Total amount disbursed 7,174,008 
 ...(a) 100%
 
(b) Total matured amount 2,852,991 ...(a) 40%
 
(c) Total recuperated amount 2,329,642 ...(b) 81.66%
 
(d) Total amount in mora 523,350 ...(b) 18.34%
 

TABLE No. 6-B
 

DISTRIBUTION OF THE DELINQUENCY PORTFOLIO ACCORDING TO AMOUNT OF TIME OVERDUE
 
(Supervised Credit Program) Up to July 1972)
 

TIME OVERDUE Value in US$ % of Total
 
...up to 60 days 126,728.00 24.22%
 
61 to 90 days 201,162,97 38.45%
 
more than 90 days... 195,321.21 37.33%
 
TOTAL US$ 523,212.18 100.00%
 

Because it has not been possible to describe the Table of mora by crops,
 
number of loans, and size of the loan, one cannot deduce the tendency of the producers
 
to pay their loans nor to determine the potential for continuing to receive financing.

Experience and observation, nevertheless reveal that the small farmer who makes use
 
of credit for livestock production, generally is a larger producer (has a larger

patrimony) than the small farmer who only produces agricultural crops. From a theo
retical point of view, the profitability of agricultural projects generally is greater
 
than the profitability of livestock raising. In practice this varies 3reatly,
 
depending on the degree of technology that is utilized in the agricultural projects.
 
Many of the Program clients who grow agricultural crops do not apply modern technology,
 

http:523,212.18
http:195,321.21
http:126,728.00
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therefore, their project profitability is inferior to that of the livestock farmers.
 
In spite of the fact that some livestock clients have a tendency to delay payment
 
on their credit (for the purpose of re-investing the returns in order to capitalize
 
their business), the probability of loan recuperation is greater for the livestock
 
farmers than for the agricultural farmers. The tardiness of some livestock farmers
 
in paying their loans is due many times to the lack of control (little or no super
vision) by the Bank, even when the majority of clients are able to pay. Other times;
 
this tendency to not pay punctually is due to the fact that the ]ivestock farmer by

being more solvent economically than the agricultural farmer, has less need for new
 
financing from the Bank on a continuing basis.
 

2 - Methods: 

The form of recuperation of the Supervised Credit Program loans is the same
 
that has been utilized traditionally in the Bank. The borrower has to go to the
 
agency where he obtained the loan in order to make the payments, receiving official
 
receipts immediately. Even though exceptions exist (not authorized by the Bank-BNF),

this is the only acceptable form of payment. Field personnel are not authorized to
 
receive payments.
 

Special collectors do not exist in the field. Payments of loans are made
 
essentially in cash and not "in kind".
 

3 - Special 7nforcement Procedures:
 

When loans have fallen behind the BNF generally sends two or three notices by
 
means of form letters. If the borrower does not satisfactorily respond, a field
 
appraiser is sent to investigate the delay and invites the client to visit the BNF
 
agency to arrive at an agreement when possibilities for recuperation within a short
 
time exist. The more commonly agreed-upon arrangements are concession of extensions
 
and payment plans. In the Supervised Credit Program re-firancing is not authorized.
 

When the BNF has tried all initial means of recuperating the loan, without
 
success,the following alternatives may be chosen (a) submit the case for recuperation

by judicial means; (b) postpone the case indefiniLely without reaching ,to Agreement;

c) liquidate the value against the reserves.
 

Experiencc reveals that the best methods for recuperating loans should
 
emphasize tactics such as: well planned visits to the farmer and his farm, instruction
 
on the terms and conditions of the loan contract, and constant motivation of the
 
client. If the field appraiser were authorized and trained to collect payments in the
 
field (according to a well disciplined system) recuperation could be higher than
 
present (that of the Supervised Credit Program is 81.66% and that of the BNF in general

is 79%) because appraisers would consider a collected loan as a personal achievement
 
(this stimulates competition among personnel).
 

In the case of loans granted by cooperatives, association, etc., there exist
 
exampl.,s of group sanction for delinquency. This is not so in the BNF and its
 
progrgm.
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4 - Rescheduling:
 

The Supervised Credit Program does not permit refinancing concession
but it does allow extensions and the rescheduling of payment plans. 
The BNF
permits almost all kinds of known arrangements to delinquent clients, however, it
does not have its loan recuperation policy well defined whic, has made it a tolerant
institution in this respect. 
Conscquently this relaxes the moral acquiesence of
the client.
 

When these delinquencies (moras) occur, frequently they are caused
by the carelenness of the Bank itself, because it does not take sufficient initiative
in this respect. 
 On other occasions they try 
to find a solution for the case by
means of an extension, altered re-payment plan, and/or the Bank's direct intervention
in the administration of the enterprise.
 

Mhen rescheduling arrangements are conceded, generally a process and
method very similar, but simpler to that used for the concession of a new loan,

is followed.
 

C - Costs and Finance
 

I - Pcrtfolio Profits and Losses 

Due 
to the fact that the credit program for small farmers is founded
within the BNF (it does not operate with a separate portfolio), it is impossible to
make a detailed description on 
this topic, however, some information on the Supervised Credit Program related to this is given below:
 

TABLE No. 7-A
 
SUPERVISED CREDIT PROGRAM PORTFOLIO 
 June 1971
(a) (b) 
 (c) 
 (d) 
 (e)
No. of (f)
Approved


Item Approved 
 Amount "Net Loans
Disbursed 
 Recuperations 
 Balance
Loans 
 Us$ 
 Amount US$ 
 US$ Outstanding"
 

Rice 
 21;8 
 208,280.32 
 98,431,1Z
Beans 35,858.80
173 62,572.32
97,914.45 
 93,639.72
Corn 37,860.14
2212 55,779.58
648,395.61 4
63,231.26 
 187,26-.54
Sorghum 25 275,961.72
3,695.00 
 3,144.74
Poultry 2,472.03
5 672.71
8,779.20 
 6,755.85
Livestock 2580 2,041.68 4,714.17
2,798,419.81 
 2450450.43 
 535828.18
TOTAL 5243 .1914 622.25
$ 3,765D,484.39 
 31565312 
 $ 801330.37 $ 2314322.75Total Matured (estiated)
Amount: Recuperation + Mora: 
 $ 866,618.38
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TABLE No. 7-B
 
DISTRIBUTION OF THE APPROVED AMOUNT B1 TERM" 
(SAC) June 1971
 

Short-Term 
 Medium-Term Long-Term T o t a 1
 
up to 2 years up to 5 years more 
than 5 years
 
$1,326,660.28 $1,549,811.75 
 $888,952.36 $ 3,765,484.39
 

TABLE No. 7-C
 
MORA DISTRIBTION BY AMOUNT OF TIME OVERDUE
 

June 1971
 

No. of 
 Time 
 Value in
 
Loans 
 Overdue 
 US$ 
 % or Total
 

67 ...up to 60 days 10,144.42 15.54%
 
156 61 -- 90 days 25,494.77 39.05%
 
182 more than 90 days 29,648.82 45.41%
 
405 
 Totals $65,288.01 
 100.00%
 

Percentage of Moxa with respect 
to Matured Amount - 7.53%
 

The three Tables given above 
(7A, 7B, 7C) reflect important details on the

Supervised Credit Program after the completion of an operational year. 
 In order to
establish a relation that permits observing some change;S, these Tables should be

compared with those of No.. 
- letter r - Collections (Tables 6A, 6B, 6C).
 

In the following Table (No.8) the actual mora of 
the Supervised Credit Program

can be analyzed, distributed by crops and amounts.
 

TABLE No. 8
 

MORA DISTRIBUTION (SAC) BY ITEMS AND AMOUNTS
 

Up to July 1972
 
Item 
 Value in US$ 
 % of Total
 

Rice 
 17,561.50 
 3.35
 
Beans 
 6,708.00 
 1.26
 
Corn 
 80,071.71 
 15.34
 
Poultry 
 9,056.00 
 1.73
 
Livestock 
 409,814.97 
 78.32
 

TOTAL $ 523,212.18 
 i00.00%
 

According to the statistical Tables that we have presented on 
the Supervised

Credit Program (SAC), the percentages of loans recuperated has decreased from

92.47% in June 1971 to 81.66% in May 1972. 
 The percentage of delinquent funds has
 
increased from 7.53% in June 1971 
t. 18.34% in Mpy 1972.
 

Delinquency risks with reference to specific crops/livestock cannot be

established with certainty, however, based on measurements of collections it has been
established that cattle raising and corn have produced highest percentages, jointly

contributing more than 93% of the total.
 

It is worth pointing out that the high percentages of actual delinquencies could
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be potentially less dangerous than that which is reflected by 
the figures, since
there are various loans with high amounts due whose recuperation is relatively certain.
 

The experience obtained during the two years of operation of theindicates SAC Program,that the BNF has the capability for granting more than 5,000 loans annuallyfor small farmers, involving around $4,000,000 in credit for 
the omall producer.
These limits actually are greater when you include all of the small farmers that theBNF assists outside of the SAC Program. The potential absorption of clients ofBank (small farmers) is much higher than thL actual 
the 

volume and there exists thegeneral opinion that if the BNF were to have more perconnel (espec;ally in the field)its ability and capacity to 
utilize capital assistance (like the USATD loaki 
 iund)

would be much greater. 

2 - Administrative Costs: 

There Isn't sufficient information nor proces2d data to permit the
determination of the cost of operation of the Program (the Supervised Credit Programutilizes the same administrative personnel that assist with other BNF programs).Nevertheless, it can be pointed out that the most important components of the costare the administritive expenses, field supervision and 
fixed costs. Due to 
the fact
that the technicai assistance (field supervision) is administeredExtension Agency, by the Agriculturalthe loan cost cannot be estimated with any degree of certainty.We do not have the elements necessary to judge nir compare the costs of loan administration and the costs of administering the teLhnical assistance (farm supervision). 

The BNF for its part is emphasizing the policy of channeling the loansto small farmers 
through the cooperatives, associations, etc. 
so that the high costs
and personnel requirements necessary for this 
type of financing will be reduced.
achieve this, loans To
to these institutions are being made at 
an interest rate lower
than the usual. The contributions of finds that the State makes to the BNF has itsjustification in compliance with the governmental policy of providing financial help
to agriculture and, of course, to 
:he small farmer.
 

3 - Beneficiary Savings:
 

The borrowers of the BNF are not obliged to depositinvestment" as savings nor "equitya requisite for receiving benefits 
from the Program. At one time
the Bank required this condition for the financing of the c3tton program (medium and
large farmers). These requirements (savings, counterpart funds) have never constituted a resource for 
the internal re-financing of the Program.
 

4 - External Finance:
 

Apart from the internal financing of the BNF, the Program has been
supported from various sources, among which 
the following are the most important:
 

(a) Subsidies from the Government of Ih: luras.
 
(b) Re-discounts by the Central Bank. 

o
(c) Loans from the Interamerican Devel
 -. ent Bank (IDB)
d) Loans/Graz~ts from the Organizatio f American States (OAS)
(e) Loans from the Agency for International Development 
- USAID (especially the
 
most recent loan for Supervised Credit)


(f) Loans from private banks. 
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The latest source of capital assistance was a loan from the USAID ($4.5
 
Uilion - disbursement began in August 1970). Repayment of this loan is guaranteed
 
,rthe Government of Honduras.
 

Subsidies of the Central Government to tha National Development Bank 
have been a most important source of funding throughout the Bank's history. These 
funds have made it possible for the Bank to cover operational deficits which the 
Bank has incurred annually. They have also served to capitalize the institution.
 
The financing for the small farmer depends to a great degree on these donations,
 
however,the participation of external funds such as those of the IDB and the USAID
 
have played an important and vital role. Due to the fact that the BNF is involved
 
in a number of activities other than credit and is constantly expanding its operations,
 
apart from financing, its own capital resources do not provide more than a small
 
proportion of the total capital needed to continue its operations. For this reason,
 
capital assistance from outside sources is essential.
 

Though it appears that a well defined policy hao not existed where the
 
intentions of the Central Bank are reflected in order to decipher and determine the
 
magnitude of the help that should be given to the 3NF, during almost all of its 
history - this Bank has received financial support through the benefitq of "re
discounts and advances' of the Central Bank. In general terms it can be pointed out 
that the BNF has made use of the services and privileges, even though in recent years 
it has reduced the proportional race of demand. As an example of this in 1962 the 
BNF received $2.5 million in "advances" and "re-disccunts" from the Central Bank, 
which represented 37.3% and 32.3% of the new loans and of the total loans (balance 
at the end of the year) of the BNF respectively. In 1971 the 13NF received $7.1 
million in ".dvances" and "re-discounts" from the Central Bank, which represented 
36.8% and 19.7% of its new loans and its total loans (end of year balance) respectively. 

The Government does not offer any guarantee in the re-discounts and
 
loan transactions that the BNF receives; it is the BNF itself that backs and guarantees
 
its commitments.,
 

5 - Institutional Solvency:
 

Although complete statistical data of BNF operations does not exist,
 
important conclusions can be made regarding the performance of the Bank in terms
 
of earnings and losses (and its solvency) with information that has been obtained
 
over the last five years. Table No. 9 presents a synopsis related to this topic.
 
The economists of the Bank concur in the conclusion that the BNF has reduced its
 
rate of incident losses, which means that the institution has the potential to
 
convert itself into a financially independent and solvent entity.
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TABLE No. 9
 
COMPARATIVE STATE OF PRODUCTS AND EXPENSES IN THE "CREDIT AND OPERATIONDEPART4ENT" OF THE BNV' DURING THE LAST FIVE YEARS (FIGURES IN THOUSANDS 
OF DOLLARS)
 

Products 
 1971 
 1970 
 1969 
 1968 
 1967
 
Gained Interests 
 3,062.40 2,755.50 
 2,249.80
Revenu,.'u; for services * 

158.45 168,45 
 183.30 
 *Other revenues ,32.10 
 32.70 
 32.85 
 * 
Tota! Products 3229 2 4

, 
c3,25295 ,95.65 2,465.90 4,214.00 3,446.05 

Efjp ens e 

Personnel Expenses 
 625.30 
 815.40

Operational Expenues 

789.75 1,541.95 1,394.00
198.60 
 282.80 
 247.35 
 911.15 
 819.10
 
Depreciation, amorti
zation and reserves 
 877.85 
 752.70 
 826.25 
 *interest and Financing 238.55 ,


1,098.40 
 961.35 
 933.70 
 794.90
 
**Shared service Expenses 1,909.85 382.R5 367.60 * ,Total Expenses 
 3,850.15 3,332.20
Net Utility 3,192.30 4,735.30 3,801.30
or Loss (597.20) (375.50) (726.40) (521.30) 
 (355.25) 

o Indicates Los 
* There is no dataWithin the BNF exist service expenses that must be shared between both Departments. 

6 - Foreign Exchang e Balance: 

For lack of sufficient statistics and complementary information it is
impossible to present 
a reliable quantitative analvsis about this topic. Some
observation; however can be mado in orcer 
to form a general opinion.
 

The credit program
the maintenance 

for the small farmer has undoubtedly contributed toof agricultural production nationalfor consumption (domestic)also for exports. There exists and
proportion smalla high of farmersprincipally in Honduras;among the producers of basic grains. Honduras exports part of itsproduction. 

In the case of the Supervised Credit Progrrmopinion that (SAC) there exists th generalit has had a positive effect on the equilibrium point ofof the country. has the holdingsIt provided important increases in the production of basic grainsand cattle. Producers have been motivated to continue to produce exportable surpluses

of corn, beans, and beef.
 

The Projgram has a!f o(fertiliz2.rs. insecticileO, 
stimulated importation of agricultural inputsetc.), machinery and equipment, which to a certain extentcan be identi'id with the outflow of capital. Nevertheless, estimates show thatthere has been aa overall favorable balance in foreign trade as a result of the

credit program.
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H - Complementary Factors
 

1 - Technology: 

a - Directing, tying and packaging
 

In the Supervised Credit Program, loans are distributed in cash.
The client is free to use the loan proceeds according to the agreed upon investment

plan. However, in some cases, these disbursements are controlled through coordi
nation with the sales office of the BNF (using "delivery orders" for inputs). 
 In
 some cases "letters of credit" are used. A "delivery order", issued by the BNF,
permits the client to obtain supplies from private firms with the prior presentation

of a price list and sales slips.
 

In some cases, where the agricultural agency provides technical
assistance, the agronomists coordinate the acquisition of supplies that the client

will use according to the investment plan.
 

The investment plan is generally simple and is 
not as detailed as
 a "Farm Plan"; emphasis is not given to the development potential of the farm or
the farmer, nor are the reasons for the present status of the farm analyzed.
 

b - Program Extension and Supervision
 

The technical supervision services provided through the loan are
 scarce compared to the need that exists. 
These services probably do not cover more
 
than 20% of the borrowers. It was expected that supervision would be an important
 
part of the technical assistance, but this has not been the case.
 

Supervision is normally carried out by 'he field appraisers of the
BNF and to a lesser extent by DESARRURAL, extension agents (Agricultural Extension

Agency). The farmer that receives the most supcvision is visited 3-4 times a year.
The average number of visits per client is approximately three. The quality and

quantity of the supervision services cannot be considered excellent.
 

A program for special training for farmers does not exist. 
 Several
short training courses have been organized and conducted with groups of farmers at

local and regional levels. Some extension agents have also managed to gather groups
of farmers in their zones in order to demonstrate modern agricultural techniques.

Examples of this, however, are very scarce.
 

Apart from visits by field personnel farmers have been visited and
supervised on occasion by different officials from institutions linked to the small
 
farmer credit program (BNF, DESARRURAL, USAID).
 

The exact number of this kind of visits could not be determined,
but about 10% of the clients have been visited. Visits have been made to small groups

of farmers and individual farmers, the latter being most frequent.
 

When loans have been granted to associations and small farmer cooperatives, supervisory visits have been made occasionally. This has permitted a better
 use of the little time that zhe personnel has for visits. 
There are also some examples
of supervision being provided by agricultural personnel who were hired by farmer
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cooperativeis and associations.
 

c - Other Arrangements for Tecnnical Transf6r
 

During the history of the Credit Program for small farmers tech
nical assistance has been sporadic and had little impact on changing the producer

and his farm. 
This is due, most likely, to the fact that the extension service has

functioned apart from the credit program. 
Nevertheless, the Supervised Credit
 
Program has caused a favorable change in the coordination of technical and loan
 
assistance. 
 Although extension services are not offered by the same institution

that provides the loan (the BNF), 
a better arrangement in the combination of both

services has been achieved. Perhaps the most important factor that has prevented

the use of technical assistance more effectively is the lack of funds by the Extension
 
Agency and its limited number of field personnel.
 

We have pointed out previously that some institutions (cooperatives,

associations, National Agrarian Institute) 
are giving a certain degree of technical
assistance to different groups of farmers 
(some Program beneficiaries are among them)

but their participation is still very small. 
 This technical assistance is not covered
 
by an agreement between those institutions and the BNF.
 

Technical assistance provided to the beneficiaries of the SAC
Program is offered under a special agreement between the BNF and the Extension Agency.

These services have not increase. notably. Personnel size has remained the saine.

The extension and credit services has little coordination between headquarters and
 
regional levels. The coordination between the extension agents and other field
 
personnel of the program is somewhat good (it varies from totally inefficient to

remarkably positive) but due to various factors, (lack of personnel, poor budget

support to pay per diem, lack of access roads, exiensionists' limited radius of
action, etc.) 
the quantity and quality of technical assistance is not sufficient.
 
Logically, this situation has prevented borrowers from receiving more benefits from
these services (increase in production, productivity improvement, etc.) which are

vital for change. 
It is known that small farmers need not only the financing but
 
also new technological practices.
 

d - Nature of Technology
 

The nature of the new technology that should be incorporated in the
"SAC" Program is limited to a small number of crops that do not imply, necessarily,
 
a drastic change, but rather improvement. Most of the participants have a basic
knowledge of the production process of 
their crops, which combined with teaching on
 
more specialized subjects (administration, agricultural knowledge), would allow
 
them to progress 
to levels a great deal higher than present.
 

The nature of the technology is very similar in the different basic
grain crops. The greatest need of the farmer lies in the use of modern inputs

(fertilizers, insecticides, herbicides, etc.) storing and profitable marketing of
 
his product.
 

Cattle raising and poultry requires a technology much more elaborate
and specialized; 
the farmer needs a great deal of knowledge &bout the production,

administration (records, planning, etc.) 
and other related pract-ices.
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The majority of the existing group of agricultural technicians
 
(excluding BNF field appraisers) has sufficient preparation to introduce the
 
type of technology needed in the Program. The number of these technicians, however,
 
is very limited in comparison with tile real necessity. Special training courses
 
have been given and will continue for all personnel related to the technical
 
assistance service of 
the Program (field appraisers from the BNF and extensionists
 
from DESARRURAL).
 

The Supervised Credit Program policy was conceived as part of a
 
campaign to increase the production of specific crops and to increase tile socio
economic standard of the participants. This was based on the use of improved agri
cultural techniques (fertilizers, improved seeds, etc.), but unfortunately this
 
use has varied tremendously (as a consequence of 
the lack of technical assistance)

and in many cases the financing has become routine credit.
 

Within the services necessary for helping small farmers, it is
 
worth noting that technical assistance is the most important factor that should
 
complement credit. This assistance is considered in terms of its influence in
 
increasing production and improving productivity. In other words, technical assist
ance is directed towards production and productivity. It should not, however, be
 
limited to just this role. Farm management and marketing guidance are elements of
 
development that should be included in the role of technical assistance to the degree
 
that when problems arise in administration or marketing, such as in the case of over
production, that the service be sufficiently flexible to provide help to -the farmer.
 

What would happen if we were to offer adequate technical assistance
 
that produced a substantial increase in the production? Could the increased output

be favorably marketed? A great deal of time and space would be required to give a
 
clear, elaborate and technically supported conclusion. Nevertheless, in outline
 
we can make some observations.
 

First of all, credit and technical assistance should be offered in
 
an organized and well oriented manner. 
Certain skills are necessary to detect the
 
possible results and situations that could arise as a consequence of the use of these
 
resources (credit and technical assistance). If an increase in production is
 
realized without the corresponding marketing facilities, the problem of raising the
 
farmer's income has not been resolved. Conversely, with greater production and the
 
corresponding markets, technical assistance has a good chance of paying off.
 

2 - Supplies and Sales
 

a - Program Supplies
 

The inputs and other supplies financed by the Program reach the
 
borrower in different ways. Sometimes the client comes to 
the Sales Office of the
 
BNF or to the private firms to relieve items acquired with the loan. At times the
 
extension agents and/or the credit agents give special assistance to borrowers (ard

borrower groups), transporting and delivering supplies bought with the loan proceeds.

Thus, extension and credit agents sometimes participate in the handling of supplies.
 

Some commercial firms, associations, cooperatives, etc. have installed
 
supply distribution points in farm-concentration zones, which often makes it easier
 
for the participant to obtain needed supplies for his farm.
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When the BNF (and Program) clients buy inputs and supplies in the
Sales Office of the Bank itself, the price is generally lower than that of private
commercial stores. 
 The sale prices of the BNF are lower because (among other factors)

the government assists the bank through exemption from various duties (tax on
property, municipal tax on the volume of the sale, post stamps and telegraphic charges).
For some time the BNF enjoyed the privilege of exemption of custom duty. At present

the BNF is attempting to renew that concession to obtain imports cheaper and offer

supplies at lower prices to its clients. 
 The Bank is also inquiring about the

possibility of acting as a distribution agent and representative for foreign trade
mark products.
 

b - Program Infrastructure
 

The Program does not contemplate nor include the constructionl of
 access roads, irrigation works, storage facilities, etc. for common use of the
 
beneficiaries.
 

At times improvements of that nature have been financed for the
 
benefit and exclusive use of the borrower.
 

c - General Access and Availability
 

The degree of accessibility and availability of supplies at the BNF
Agencies for the borrowers can be generally described as satisfactory. Although
there are some exceptions (mainly the shortage of improved seed), agricultural production has not been adversely affected due to the inadequate accessibility'and
 
availability of supplies.
 

On the other hand, we could not consider excellent nor satisfactory
the accessibility and availability of other services such as construction of storage

facilities at a local level, construction of transportation routes (roads, etc.),
technical assistance, marketing and others. 
One exception is the large and modern
silos and graneries constructed by the BN7 at central and regional levels which have
 
assisted the agricultural producer.
 

The private sector iz spontaneously intensifying its participation,

encouraged by the potential demand that exists.
 

In conclusion there has been some limitation on the access and availability of various servic> . Its repercussion has been noted in the Program's
impact on production -nd productivity (the accessibility and availability of supplies

and inputs is not includcd).
 

d - uarittteed Sales and Price Supports:
 

During the life of the BNF, clients have not had guarantee of a
 secure market to sell their product. It is unknown if there have been sporadic

attempts in this respect. 
However, on occasions the Bank has collaborated with
producers to remove this uncertainty. 
The Bank does not offer a marketing guarantee
but it does offer a guaranteed purchase price for some products of a minimum quality.
At present, minimum purchase prices for grains (maize, beans and rice) are guaranteed.

This guarantee is open to all producers.
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To facilitate marketing of basic grains the BNF has a network of
 
graneries and silos (more are needed) distributed in the most important production
 
centers. The form of comimercialization used most often by small farmers involves a
 
middleman who subsequently sell the goods to the Bank or in private markets. Very
 
rarely does the BNF make a purchase from a client on his own farm. When done, it
 
is almost always when the grains are in storage or being processed.
 

The BNF conducts a price control system (for some agricultural
 
products) through one of its department "Conservation and Commercialization of
 
Cereals - CCC Section). In spite of not having a large impact the system has
 
favorably contributed to achieving some important objectiv This price control
 
service is for every basic grain producer.
 

e - Insurance
 

The institution (BNF) and the Program do not have insurance for the
 
protection of crops and products against damage and loss.
 

For some loans that include purchases of equipment and machinery,
 
Lhe borrower is required to obtain insurance for protection of the loan. These are
 
obtained from private insurance companies.
 

f - Other Program Marketing Arrangements
 

It has been stated that Program clients have the same opportunity
 
to use the Bank's silos and graneries as other clients. This service is not free
 
however. The advantage of the BNF's and Program's clients is that they have priority
 
over other non-client producers for this service.
 

The generally low prices at which the BNF Sales Section sells
 
supplies is open to the general public. No preference is given to any party.
 

Through special arrangements BNF clients have benefited from low
 
rates of collective transportation of their crops.
 

There is no other known type of special service related to marketing
 
arrangements for the participants of the Program. The only exceptions are the few
 
examples where some government offices (DESARRURAL) have promised to buy part of the
 
harvest that meets standards for use as selected seed for future plantings.
 

Another situation exists that effects the small farmers and general
 
clients (not just for the beneficiaries of the Program). The BNF is developing the
 
production of sesame seed and african palm in selected zones of the country, financing
 
the operation, and guaranteeing the purchose of the harvest. This special situation
 
was created very recently.
 

There are also cases of p-.ivate firms that guarantee the purchase of
 
tobacco to different sized producers (big, itdium and small) but not specifically to
 
the clients of the Program. This participation is incidental and is not part of the
 
Program.
 

g - General Marketing Conditions
 

From comments and observations made above it can be deduced that the 
11general marketing conditions" of the country for Program participants, for other BNF
 

1A~ 
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clients, and for producers in general are not adequate to pvoduce satisfactory

benefics or large impact. 
Data does not exist which permits us to determine a
 
degree of market accessibility of the participants. Based on the estimates and
 
opinions of well-informed sources, it 
can be affirmed that inaccessible markets
 
have negatively influenced higher earning for te producer but its influence has
 
not damaged drastically the economic status of credit users nor their capacity
 
to continue in agriculture. The increase in production induced by the program

has been assimilated in normal marketing system. 
The increased production has
 
not caused drastic price changes in internal or external markets.
 

h - Profits and Risks
 

It would have been useful and profitable to assimilate, through

technical assistance, the technology that was expected to be incorporated in the
 
"SAC" Program. The few cases that exist demonstrate the benefit of modern tech
nology even in short periods. Some Progra participants that have received special
ized technical assistance have moved to Izigher economic levels.
 

Unfortunately, as explained above, the quantity and quality of the
 
technical assistance offered has been scarce and has not produced the expected

changes. 
 The "SAC" is a new program, however, and changes in policy, strategies,

and availability of economic 
cesouices are possible. TIcose ,hanges -;ould be to

intensify and increase the technical assistance. A favoeable attitude for change
 
is noticed in the participating 1.nstitutions,
 

Some clients that have received a:nd . d the technical assistance
of Program have profited. Howevcr, this is not rl , *.:it rather the ecception. 

III - EVALUATION
 

A - Performance 

1 - Apparent Uses of Credit:
 

In the sub-sections that fo1.lo-;, we 'r to the Supervised Credit
 
Program (SAC) and not to the entire BNF vogram bo- f!.-rers. 

Because the Program is "nujrvised" 3 , ;.q--ssarily imply that it 
is an integratea program (where the developueet of thr:t-rr, the farmer and his 
family are considered a unit for technical asnistance, education and financing), where 
the term is used to identify different characteristics of agricultural credit. The 
most widely known and popular of these is the "credit for production".
 

This Program is classified as production credit. There have been some
 cases where part of the loan proceeds have been used for consumption by the family.

This is seen in cases where the client includes as a cost family labor. This is in
 
accordance with the specifications of the loan contract.
 

2 - Effects
 

The effects of the Program (by examining changes in production, gross
 
income, etc.) have not been measured. Nevertheless, based on observations, some
 

dr 7, 7 
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surveys, and the experience of the author the following is offered.
 

a - Production
 

Based on recent surveys of SAC (the document is not yet complete)

around 28-30% of the clients increased the volume of corn, rice and bean production
 
when compared to historical rate.
 

Production increased as follows: corn 18% rice, 23% and beans
 
12%. It 
was not possible to estimate changes in the other financed items. In
 
cattle and poultry for example, it was not possible to measure the increase but it
 
is known that there have been important increases in milk production (and itr by
products), animal population (for meat and reproduction), and egg and chicken
 
production for consumption.
 

The above production increases have stimulated the volume and
 
rate of farm sales and have augmented the gross returns to the participant as only
 
a small quantity of this increase is allocated for home consumption (his family
 
and/or his farm).
 

In summary, the greatest impact of the SAC Program has been on
 

production.
 

b - Farm Income
 

In cases where there has been an increase in production, it has
 
also coincided with an increase in the gross income of the farm. 
The net return has
 
also increased but at a lower rate than gross income. 
Of about 30% of the farmers
 
that increased their gross returns, approximately 60% (18% of the total) managed to
 
increase net returns (in some cases the net return doubled.)
 

These increases in the beneficiaries' returns stimulated by

production changes are absorbed almost 100% by the farmer himself, since he is not
 
likely to use non-institutional financing with high rates of interest or obligations

to share the increased production. The Program has helped significantly to reduce
 
costs of financing.
 

c - Technology
 

An estimated 20-30% of the clients have changed production tech
niques. 
Even when technical assistance has barely reached the participants, a
 
number of them have become acquainted (and/or adopted) with new technologies provided

by the Program. 
Some of the changes are partial; use of herbicides, insecticides,

fertilizers, improved seed, animal vaccination, etc.). 
 It is felt that without the
 
influence of the Program most of the farmers would have continued using the same old
fashioned techniques that have traditionally characterizedthem. This positive impact

of the Program refers to the exception and not the rule, since only .1 small proportion

of the participants have received technical assistance services.
 

Generally it can be said that the Program has induced a higher

degree of willingness to adopt new technology. 
Of course, the rate and dispersion
 
of these modern practices has not yet reached desired levels.
 

-, - 1. 
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d - Savings arid Other Sources of Finance
 

The Bank has not adopted practices that require the reporting on
use of private savings in conjunction with loapn. 
 For the sam reason the Program
has not provoked changes in the saving habits of the beneficiaries, apart from
those that may come about from the voluntary initiative of the bo.rower himself.
The Program has indirectly stimulated the participation of other financing sources
(cooperatives, associations, etc.) which has permitted an expansion of the operations.
This expansion has not been widespread but it is important.
 

As the interest rate 
(9% annual) charged by the Program and the
BNF in general cannot be considered low nor preferential, the flow of savings of
the farmers has not changed, as a consequence of the opportunity of the program.
 

e- Employment
 

The Program has induced an increase of hand labor and employment
in general (apart from the increase in family labor) especially in the cases where
technical assistance has been offered. 
 These effects
described. cannot be quantitatively
The nature of change, however, includes more employment in operations
such as land preparation, use of fertilizers and other 
inputs, and labor for
harvesting. 
 If an increase in the use

occurred, it is logical 

of credit and in agricultural production has
to expect an 
increase in paid employment.
substitution of manual A significantlabor for machinery has not taken place. 

In some 
cases where technical assistance and more special1zed
labor (herbicides, vaccination of animals, and others) hat. been used it is possiblethat an increase in wages has also occurred.
 

f - Political and Social Structure:
 

information is not available to evaluate the influence that the
Program has had on the political and social structure of rural groups. 
Nevertheless,
in the Program it has been observed that in areas where participants have improved
their situation (due to 
the use of new technology) neighboring farmers have taken
special interest in the acceptance of new agricultural practices.
examples are not common, but Of course these
are valuable for stimulating change in groups of farmers.
 

With the increase in earnings forthcoming from increased production,
examples have been observed where tnie

his production unit. 

farmer has bought more land in order to increase
 
community. 

This change has at times led to a greater participation in his
This has allowed these progressive farmer, opportunity to work with groups
of more successful farmers.
 

3 - Progress Towards Other Objectives
 

One of the implicit objectives of the Program is to clearly show that
through the application of modern practices and proper financing the small farmer can
evolve, even in a short period of time, toward higher socio-economic levels. Although
this has not been demonstrated categorically the examples of the impact of the Program
are a convincing proof of the potential that the Program has for achieving this

objective.
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Another benefit of the Program has been the introduction of improved

breeds of domestic animals. In this field the effects of the Program have been
 
convincingly positive.
 

Finally, Program training has been beneficial to the majoritv of the

personnel that work directly in the Program, especially for the BNF field appraisers.
 

4 - Image
 

a - Farmer Attitudes
 

The general attitude toward the Program and the stated goals is
positive, especially by those farmers that have received adequate technical assist
ance and have had sucess.
 

Participants have been reluctant to express; complaints about the
 
Program. Nevertheless, in general the majority passively derland 
a substantial
 
increase in technical assistance and better marketing facili,:ies for their product.

They have also demonstrated interest in broading the table of "financeable items"
 
in order to have a better selection and possible diversification (purchase of farms
 
for example).
 

b - General Image of Program (SAC)
 

The general impression indicates that the Program is an indispensable

necessity for channeling financial help and complementary resources to help the small

farmer reach a significantly higher socio-economic levels. The impact already induced
 
by the Program has been favorably evaluated, (from "moderate" to "outstanding",
 
depending on the evaluations).
 

The impression is that the Program is a good method for reaching

several objectives related to the small farmer; it has had a positive impact, but is

in need of more resources (economic and other kinds) to 
cover a much higher percentage

of the total small-farmer population. In conjunction with more resources, it is
 
necessary to improve the organization, regulation and operational system of the Program.
 

B - Evaluation Procedures and Feedback
 

I - Program Evaluation Procedures
 

The SAC Program from the beginning had a procedure evaluation system

that would permit measurement of different action areas and the Program in general.

However, the records system which the Program uses 
does not differ a great deal from
 
that traditionally used by the Bank, which without a doubt, does not include the basic
 
information needed.
 

As a consequence of this deficiency, the evaluation carried on during
the last two years has been basad primarily on questionnaires, interviews, obser
vations and the experience of the authors. 
One weak point during the first years of

the Program has been the lack of system and procedure for obtaining and processing

data that would permit rapid and precise evaluations. This situation is due more than
 
anything to the fact that the BNF is not prepared to adopt a modern method of statistics
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and records. However, the Bank has begun to experiment in one of its agencies with
 
the processing of data by means of IBM equipment.
 

The different evaluations completed have not followed the same guidelines, but recently an official of USAID, located in the Bank developed various
questionnaires that will serve for data collection and basic information in order
 
that future evaluations will use 
the same criteria.
 

The BNF is complying satisfactorily with AID reporting requirements

that, although useful, only begin to 
provide a system for evaluation.
 

2 - Feedback and Changes in Program
 

Completed evaluations of the SAC have revealed different problems that
negatively affect participants. For example, it has been noted that the degree and
quality of technical assistance offered has been limited and had little impact.

has motivated a search for solutions by new procedures. Nevertheless, these modi-

This
 

fications have been rather superficial.
 

Two special situations chat required corrective measures were: 
(1) the
lack of trained personnel and (2) the weak coordination at the level of the field
personnel. In both cases initiatives were taken to 
improve the problem: training
 
courses and periodic meetings with the respective personnel involved.
 

C - Problems
 

The basic problem of the SAC Program (and of small farmer credit in
general) has been the lack of technical assistance to produce positive and con
structive Change for the participants. This major and very complicated problem

manifests itself at various levels and in distinct forms and is closely associated
 
with other problems.
 

The p:incipal cause that ha. 
i; ited the role of technical assist
ance has been the lack of economic resources : the Agricultural Extension Service
 
Agency (DESARRURAL).
 

The most important problems that have affected the SAC are discussed
 
below.
 

I - Government Level
 

The Government has not clearly defined a policy regarding the nature
and Magnitude of its participation in small farmers' problems. 
For this reason,

Government institutions have not been able to specify their role in the Program for
 
helping the small farmer.
 

Funding contributions that the State has provided the BNF have been
small with respect to the need that exists. Therefore, the Bank has been unable to
expand its help to the small farmer. Financing this class of producers is very
 
expensive.
 

The Government has not conducted an Agrarian Reform compatible with

small farmer needs; there is 
a great deal of land which lack property titles and
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preclude credit.
 

The existing structure has been limited on reaching, supervising

and recuperating the loan. 
The lack of secure markets has decreased possibilities

for loan recuperation and motivation to increase the volume of loans.
 

2 - Agency Level
 

At the institutional level, the most acute problems are the lack of
 
economic resources and personnel.
 

For example, technical assistance and supervision were not sufficiently

offered because DESARRURAL did not have funds 
to cover per diem expenses of field
 
personnel. 
Also, due to lack of personnel the BNF could not give sufficient super
vision or attention to the recuperation of loans.
 

The volume of work that field personnel (appraisers from the BNF and
 
extensionists from DESARRURAL) generally has outside of the Program does not allow
 
them to devote enough time to the participants. For example, extensionists have an
 
Annual Work Plan (prepared and required by the 'Main Office) which dces not permit

them to service a number of participants: generally they aze limited to a 30 Km.
 
radius from their home station.
 

At the beginning of the Program lack of organization, training and
coordination resulted in negative effects. 
 At the present date these problems have
 
been resolved almost completely.
 

3 - Farm Level: 

Technical assistance aside from being insufficient, at times produced
 
worse results that those obtained by the farmer by means of old-fashioned techniques.

These were exceptions.
 

The lack of development plans for participants farms with respect to

the needs and potential, without any doubt, made it impossible to benefit fully from
 
the credit offered by the Program.
 

In some cases the lack of improved seed and/or inputs, imnaired the
 
production and consequently the effect of the loan.
 

Absence of greater cnntrol and supervision has induced an incidence of
 a delinquency portfolio (mora) in the Program and has limited the effects of the
 
technical assistance and general financing.
 

D - Conclusions About Small Farmer Credit
 

The role that credit should perform for small farmers involve., difficult
 
factors which would have to be included in any analysis. Without this complete

analysis the case of Honduras demonstrates sufficient evidence to affirm that credit
 
constitutes one of the most indispensable resource in the effort to change the small
 
farmer and his socio-economic standard. 
Because of the great proportion of small
 
farmers in this country and because of their problems, credit should receive greater
 
emphasis.
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For a credit program to produce the best results for the small farmer
it must function orderly with definite policies that clearly show the strategiesand goals in the future. Thus, it is necessar, to establsn short, medium and longterm priorities, insuring that all personnel have an understanding of the program.It is also an imperative that financing he channeled through specialized credit(supervisad, administered, cooperative, etc.) which would permit concentrated
effort resources according to homogenous eroups of farmers. In this way the degreeof emphasis given to the different producer needs can be better examined. 

In general terms, credit for Honduran small farmers should be gearedtoward socio-econoiaic progress through substantial increases in production
productivity. This would an 
and


certainly imply impending need for giving aueuate technical assistance to achieve desired goals. It is, therefore, for this reasonthe initiative to help the producer, through credit, should 
that 

come from the Government.This initiative should come in the form of an active policy and should then be
executed by national institutions under an integrated, planned effort.
 

We are positive that if the organizatiens of the Agrarian Reform, Agricultural Extension, Loaning Sources (private banks, BNF, Cooperatives, etc.), haddefined their roles and coordinated their efforts the actual situation of the small

farmer would now be much more favorable. 

I - Major Problems of Small Farmers 

The main problems of social, economic and political types that affect
the Honduran small farmers are closely interrelated, often having a common 6ase.
 
The following are summarized: 

(a) Poor distribution of Land;
 

The Agrarian Reform has not vet dealt sufficiently with this problem.There is a great deal of national land which could be used profitably by peasants. 

(b) Nature of land tenancy;
 

A high proportion of operating owners of small farms do not havelegal titles which prevents them from obtaining institutional financing for their
 
operations.
 

(c) Governmental Policy;
 
There isn't 
an active governmei - ..cy that continuously promotes
the inclusion of the mass 
of small farmers into the pcoductive economy by means ofactive rarLicipatiol of the different public i:stitutions (education, health, etc.). 

d) Insufficient infrastructure
 

The services that could reach the farmer(credit, agriculturalextension, etc.) 
are constantly hindered by lack of facilities (roads, irrigation
 
systems, etc.).
 

(e) Cultural aud educational level; 
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As a consequence of a series of factor3 that maintain the cultural
 
and educational levels of the farmer at a generally low level, a conformist and
 
traditionalist attitude is produced which limits participation in the services
 
offered to this sector.
 

(f) Institutional Policy and Bias;
 

In many cases the policy and attitude of the institutions is
 
relatively passive in the execution of the existing programs to promote small farmer
 
development.
 

(g) Lack of economic resources;
 

Thi3 is possibly the common factor in the incidence of the other
 
problems. Due to insufficient budgeting resources the institutions and government
 
take a conservative attitude toward participation in the solution of the small
 
farmers' problems.
 

2 - Role of Credit Meeting their problems;
 

Traditionally, credit granted to the small Honduran farmer has not
 
been as fruitful as possible. Its role has been limited to operating capital
 
(small amounts) and has not allowed exploitation of resources to the degree where
 
not only survival is guaranteed but also progress to higher socio-economic levels.
 
There are, of course, exceptions that demonstrate opposite results to those observed
 
routinely.
 

Credit has helped to induce favorable changes in production methods
 
of the small farmer, especially in the cases where technical issistance has been 
available. Without any doubt, this has, in some occasions, r15;ulted in greater 
production and greater rcturns for the producer. There exist some exceptions where 
small farmeis who haven't received credit have oLtained similar or better results
 
(production, productivity'i than those farmers (also small) who have received credit
 
for financing the operations of their projects. Generally, when this occurs the
 
logical and accurate explanation is that in the first case important production
 
factors (technical assistance, good management, available markets) have been present,
 
while in the seconecase credit was not accompanied by these comnlementary factors. 

The credit has also decreased the proportion in which the small farmer
 
demanded non-institutional financing (e.g. money lenders) and has increased his
 
returns.
 

The importance of agricultural production has been stimulated and the
 
total vulume of this sector has also increased.
 

In some cases the credit has indirectly influenced imnrovements in the
 
infrastructure and in other cases it has produced infrastructural changes at the
 
farm level.
 

The introduction of new technology for the small farmers has certainly
 
been facilitatei by credit even if it has not reached the necessary levels.
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Credit has also assisted ia the solution of some problem areas

related to marketing.
 

In a general sense 
credit has helped to improve the cultural and

educational level of the small farmer and his 
family.
 

Summarizing the role of credit in the small farmer problem it can be
said that it has been an 
important factor that allowed poteatially marginal farms
 to compete in the national economy.
 

3 - Credit and New Technology
 

a -
Triggering Small Farmer Development
 

In order to induce a substantial change in small farmer development, various factors and resources 
must come together. 
In order to raise the level
of technology that can assist the progress of the farmer, greater doses of institutional credit, carefully channeled through the most effective organizations (BNF,
private banks, cooperatives, associations, etc.), 
are indispensable. There is a
great challenge to 
try to absorb a larger number of small farmers in the credit
 
system.
 

b - Sustaining Small Farmer Development
 

The lack of institutional credit is not the only factor that
limits the capacity of the small farmer for continuing to acquire and introduce new
methods and practices. 
 The scarcity of financing is the first factor that must be
resolved in order to allow the use of new technology by small producers that are
potential institutional credit users. 
 Other important factors that limit this change
are the lack of legal title to land and the absence of technical assistance at the

producer level.
 

Credit is relatively easier to introduce in the package of resources
that is necessary for promoting agricultural development but certain other conditions
 
are necessary.
 

4 - Conditions of Success or Failure
 

Limiting ourselves to the case of the SAC Program it is necessary to
recognize that its role has not been completely successful nor a failure. 
 If the
technical assistance had been expanded the impact of the Program could have beern
more satisfactory. 
Other factors have demonstrated the potential and capacity for
achieving goals and objectives linked to the development of the small farmer.
Perhaps i.,:
is still early for the Program to show convincing evidence for success,
but it ca.i be noted that the results are much closer to success 
than failure. The
prognosis, therefore, is favorable if some deficits are resolved (intensify technical
assistance, increase personnel, improve the collections, etc.).
 

5 - How could the Program be improved
 

This section is limited to indicating some of the measures that could
be taken to improve the SAC Program.
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a - In order to improve loan collection and reduce the mora, technical 
assistance should be significantly intensified. Supervision is a complementary 
element important to achieving this objective. The field appraiser of the BNF 
should be authorized to collect loan payments (following a training plan about the 
modern method!; of recuperation). 

b - An increase in technical assistance would induce an increase in
 
production and productivity.
 

c - It is necessary to increase the number of the Program's personnel 

at different levels of participation. The actual number of the BNF's appraisers 
and DESARRURkI 's e:tensionists i: very small and overburdened. 

It is highly desirable that per .:inent personnel be assigned to 
the Program by the participating institutions.
 

d - Location of the 4 to 5 techuical advisors at the repional level 
(covering 4 to 5 agencies of the BNF and DESARRUMLAI, offices) is one of the better 
strategies to improve and/or form an effective spirited team. 

e - In order to take advaotage of technical personnel, zones should 
be delineated in order t(, concentrate resources and allow group parti,2!ipatlon.
 

f - The channeling of credit through cocperatives and associations 
is one of the better !;trategies for decreasing the administrative and supervisory 
costs of the loans. They are also effective means for increasing the number of 
clients of the Program. 

g - The Program needs new initiative in political re-orientation,
 

objectives, goals, procedures and operational systems. It needr greater economic
 
support and better inter-institutional coordination.
 

h - Pilot 1)rojccts are needed to demonstrate the potential of the 
Program. 

IV. Role of Technical Assistance
 

A - A.I.D. Inputs
 

This section is a separate volume and was prepared by USAID officials.
 

B - Other Donor Inputs
 

During its history, other organizations ha-e offered economic assistance
 
(loans, donations) to the BNF to be used for sub-loans to farmers of all sizes,
 
especially to small and medium farmers. Apart from financial help, these organi

zations have contributed technical assistance advisors, consultants and experts.
 

The present SAC Program has technical and financial assistance from the
 
USAID as the only external resource. The other credit programs that have assisted
 
the small farmer have received financial and technical help from international 

.
 



organizations such as: Interamerican Development Bank (IDB), 
FAO and OEA. Among
 
these, the most important has been the IDP. The IDB has contributed enormously
 
with a large number of technicians and experts who have advisud and assisted the
 
BNF's programs and officials. The IDB's leaning fund to the BNF has also been
 
the most outstanding among all the donating organizations (not taking the USAID 
into consideration).
 

C - Effects
 

The effects -)f the advise provided at the institutional level of the Program
 
can be considered ben ficial and compatible with the conditions and necessities 
of the country. Nevertheless, the institutions and the Program have not received 
all the benefits of thiL service due to various limiting factors: Lack of 
personnel to put into practice the recommendations and designs of working plans, 
lack of greater economic resources to introduce changes, etc.
 

Technical assistance provided by the advisers has had positive effects
 
on the progress of the Program. Evi:ice does not exist :hat show problems in the
 
Program due to the phylosophy or assistance of the advisovs.
 

A case related to this topic, which would be important to the Program is the 
use of technicians at the regional level. Regional problems at times cannot be
 
resolved at the Central Office.
 

D - Recommendations 

The BNF and its programs demonstrate the need for technical assistance to 
maL:e changes in different operational levels. The present system is fairly 
traditional. The assistance that international organizations could offer should
 
cover the most important faults.
 

Special consideration should be given in the distribution of technical 
assistance. Specialists and advisors can perform a much more positive role when they
 
are located in different regions of the country. There they can deal directly with
 
existing problems. In order to 
induce real change in the BNF it is essential that a
 
combination of technical and financial assistance be provided. 
A tem of experienced
 
people (7-8) would be the central core for introducing desired changes. To change the
 
special policies of the BNF and the programs for small farmers a minimum team of
 
capable people is needed 
to motivate the Bank to a more beneficial role.
 

The introduction of specialized credit (administered, sipervised, cooperative,
 
eic.) into the BNF would be one of the most effective strategies and means to provide
 
help to small farmers and induce development of his socio-economic status. A system
 
like this would include and imply the stating of priorities of the needs that exist
 
(priority production items, selected zones, farmers selection, etc.). Channeling.
 
credit and techni al assistance through cooperatives, associations, etc., is a strateiy
 
that could help but which to date has not been utilized a great deal.
 

There isn't an easy solution to the problems of the small farmer and one
 
organization coild hardly be responsible for the complete problem. 
For a credit
 
program to eradicate the malgnant socio-economic status of the small farmer it would
 
have to be closely tied to other resources; technical assistance is one of them.
 

I.t;. * 
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A firm commitment by the Government and institutions in agriculture is needed to
design and implement 
an ingenuous and dynamic integrated policy that would create
 
dedication to the task. 
This is required to revolutionize the present status of
 
the small farmer.
 

The credit programs for small farmers should build their own 
image based
 on efficiency in order to demonstrate their capacity to solve their problems and

thus acquire the necessary support of the other organizations of the country. 

USAID could take steps to proimote small farmer credit. Well administeredand conducted pilot projects, placed in strategic zones 
are one of the best means
 
of attaining this objective.
 

Reinaldo W. Santos Santiago
 
October 1972
 

Translated to English: 	 Ronald Curtis
 

Ray Waldron
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ANNEX 2
 

Source of Information and References utilized in the preparation of
 
this study (Spring Review - CPP)
 

1 - BNF Annual Memoirs
 

2 - BNF Accounting and Statistical Reports
 

3 - BNF Technical Division
 

4 - FECOAGROH and BNF Officials
 

5 - Special Studies and Surveys
 

a - "An Agricultural Credit Program for Honduras" - June 1965
 

b - Action taken by BNF in Economic Development - July 1969
 

c - BNF Financial Resources - July 1972
 

d - Appraisal.Reports of SAC Frogram (Vol. 1, Jan. 1971
 
Vol.11, Aug. 1972)
 

e -
Reports submitted by the Work Groups to the BNF (March-August 1972)
 

6 - Miscellaneous BNF Reports 



Part IV. A.-

I-A
HISTORY OF AID PROCRANS! AGRICULTURAL CREDIT IN HONDURAS
 

The 	USAID Mission and its agricultural programs began together in 1951. 
 The
emphasis in agriculture throughout the first decade and a half was on research,
extension and livestock services 
-

be assigned 	

in fact the first. U.S. credit technician to
to the major agricultural banking institution, the Banco Nacional
de Fomento (BNF), arrived in Honduras in 1968. Two 
 types of USAID credit programsbegan to develop in the mid 19 6
 0's, one involving BNF's credit activities for
small farmers, the other involv.ag credit unions and coops, also directed at small
farmers. 
Both programs, previously coordinated bv different divisions of USAID,are now partially financed by a $9,500,000 agricultural loan signed in April 1969.
In 1971 USAID project management for the two activities was merged and assigned to
the Rural Development Division.
 

Visiting U.S. 
teams had reported on BNF operations in 1956 (U.S. Federal Rererve)
and 	1960 
(Stanford Research In3titute). 
 The 	first U.S. team to study exclusively
the agricultural activities of BNF (International Development Services, Inc.)
visited Honduras between Nov2mber 1964 and June 1965, when its report, "An Agricultural Credit Program for Honduras" was released. 
USAID financed the IDS study,
but assumed then that primary technical and capital assistance to BNF would centinue
to 
come from the Inter-American Development Bank. 
 (The latter had made a $2,500,000
loan for small farmer production credit to BNF in 1962 (Social Progress Trust Fund) ). 
In 1967 discussions began that 
involved direct AID support, and a $9,500,000 loan
was 	authorized in June 1968 (loan #018). 
 The 	loan was signed in April 1969. 
 Of the
the total, $4,500,000 was assigned 
to food grain and livestock production credit
for 	small and medium farmers, $3,000,000 was assigned to BNF's central grain storage
construction project, $1,500,000 was assigned 
to agricultural coops for grain
production credit and storage facilities, and $500,000 was assigned to agro-industril
credit. 
 USAID has had a substantial influence cn BNF procedures and agricultural
activities in the last few years, encouraging the reorientation toward smaller
farmers, basic food c:,ors, 
and price stabilization of basic grains. 
A U.S.
supervised credit advisor under a USAID contract with Agricultural Cooperative
Development International (ACDI) has been attached to BNF since 1970.
 

USAID has provided annual budget support and fairly continuous advisory aid to two
cooperative federations (FACACh - a savings and loan federation and FECOAGROH
agricultiral Cooperative Federation. - an

Few 	AID Americans were involved 
- the jobs
were handled mainly by Honduran staff, financed by the USAID with technical
assistance provided by under the ACDI and a fairly large contingent of Peace
Corps Volunterrs. 
The $1,500,000 loan component assigned to agricultural coops
will be largely managed by FECOAGROH, aided by ACDI professional guidance.
 

SUMIARY OF AID INPUTS
(Numbers of Persons, thousands of dollars, fiscal years for
 
FECOAGROH)
 

Pre 1964 64 65 66 67 
 68 	 69 1970 71 72
 
I. Technical Assistance
 

A. 	Technicians (resident)
 
Direct Hire
 
Contract 


1 	 2 2 2 
 2 1
B. 	Consultants 

approx. 1 man year since 1967
 

1907S 

http:involv.ag
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Pre 1964 64 65 66 67 68 69 1970 71 72 

C. Participants 

U.S. 1 2 

Third Country 

II. Capital Assistance 

A. Grants 

$ 

L.C. 
B. Loans 

66 105 110 85 120 143 

$ 

L.C. 

1,500 
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I. INTRODUCTION
 

Governmental institutions, particularly the National
(NBN), 'mnkof Nicaragua
are the most important sources of agricultural credit in
Nicaragua. 
Nevertheless, commercial agriculture and cattle-raising
receive financing to a lesser extent from private banks and other
financial institutions.
 

Between 1965 and 1970 the amount lent to the agricultural sector rose
from 421 to 798 million cordobas. 
 The National Bank accounted for
67.2% ard 70.0%, retpectively, INFONAC for 5.01 and 12.8%, and private
banks for the rest.
 

The downward trend in financing by private banks is striking. 
 It
reflects the uncertainties of agricultural production, which is exposed
to flucLuations in climate and price.
 

To alleviate these deficiencies, the responsibility has been assigned
to governmental lending institutions, which implement the government's
policy of accelerating development of the agricultural 
sector. Similarly,
the Central Bank, which govep'ns monetary policy, endeavors through its
instruments to channel resources toward medium and long-term investment
projects and productive activities. Specifically, the Immediate Action
Plan was put into effect in 1966. 
Implemented through the Pro6uction
Development Fund (FDP), 
i t channeled resources, obtained throuah bondissues and acquired by private banks with their surplus resources, into
stch products as rice, bananas, tobacco, coffee, and cattle.
 
In this way, the Central Bank made 78.1 million cordobas available
through the FDP. This sum was lent to the I13N and INI'ONAC between 1966and 1969.
 

In addition, the influence of foreign resources
agricultural sector is significant. channeled to the
In the same period, the Inter-
American Development Bank (IDB), Agency for International Development
(AID), and the International Bank for Reconstruction an.1 Jevelopment
(IBRD) made loans totaling about 329.7 million cordobas (47.1 milliondollars) to Nicaragua.
 

Since the NBN is the most important 
source of agricultural credit, its
loan policy should be described. This development-oriented lending
institution makes two types of loans:
 

(a) Ordinary or bank credit, extended to producers classified as
medium'or large, whose production is intended primarily for export
(cotton, coffee, cattle); and
 

(b) Rural credit, designed to meet the credit needs of smallfarmers. 

Loans granted under this formula, for development of production,
are cheaper. 
 The interest rate is 9% for short-term and 10% for long-term
 



- 2
loans. 
 The chief purpose is to 1'nance the production of basic grains
for domestic consumption. The purchase of draft animals and milk cowsis also financed; 75% of the cows Ae used for family consumption and
250 as a means of generating income for families in areas whereraising is the principal activity. 

cattle-
In the countryare [28 agencies as a whole, thereand 16 branches serving the financing needs of the
small farmer.
 

From 1965 to 1970, both the amount of bank-typeand cattle-raising) financing (farmingand the amount of
differences. Bank-type credit 

rural credit doubled, with slight
rose from 380.6 to 717.0 million cordobas,and rural credit from 40.8 to 80.9 million. 

In relative terms, rural credit absorbed 9.6%of NBN loansagricultural sector in 1965 and 11.2% in 1970. 
to the 

With the external resources receivedthe local by the Program, together withcontribution, the credit needs 
met. It 

of some 24,000 fumilies have beenshould be pointed] out that generally speaking,enabled the Program hasfamilies to raise their levels of capitalizationhence, their and income and,living standards, despite the erratic fluctuationsagricultural to whichactivities are subject and despite the grave marketingproblems besetting the large 1968 harvest, which had been stimulatedby the easy credit which the NBN had extended under the Program. 

The recent construction of 100 silos with a capacity of 2.A millionquintals, under the control of the Institute for Foreign and Domestic
Trade (IFDT), is facilitating the storage of basic grains.time, this will enable it, At the samewith its greater resources, to regulate priceseffectively and help the farmer avoid losses. 

II. PROGRA4 CHAACTERISTICS 

A. Historical S-unmarv 

Prior to 1959, the Government,
Nicaragua (NBN), 

acting through the National Bank oftried in various ways to assist the small farmer with
credit programs, the purpose being to incorporate him in the national
economy. 
The legal formalities and guarantees required by the Bank had
the effect of preventing the small farmer from enjoying access to this
or other/institutional 
sources of credit. 
Only in special cases could
he obtain one-year loans, secured solely by his crops. 
 Consequently,
the condition of the small farms continued to worsen, at least in relative
terms, in the absence of increased capital formation, and they could not
achieve participation in the market economy. 

In 1959, the NBN initiated a Rural Credit program with a pilot
agency in Ticuantepe, Masaya Department, utilizing new principles antd
close supervision, but applying more 
flexible guaranty requirements, in
order to give small Tarmers access to credit. 
 In that year, 138 families
were granted loans, with satisfactory results, and all loans were repaid.
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In l)2 
the Government of Nicaragua authorized the National Bank
of Nicaragua to obtain a loan of U.S. $2.5 million from bhe Inter-
American Development Bank (IDB). 
 The purpose was to 
 -xpand the Rural
Credit program, which would grant loans of up to U.S. $1,500 to small
farm producers and serve 12,500 families in three years.
 

The loans were for a 
20-year period at an annual interest rate of 1.1d
with an annual service charge of 3/4 of 1 percent. 
These favorable
conditions, together with the country's economic tranquility resulting
from the extraordinary growth of the agricultural sector in the early
sixties, motivated the Bank to carry forward the difficult task ofmodernizing subsistence agriculture.
organization charts and employed and trained new contingents of agricultural
 

To this end, it adopted new
 
experts. 
 In 1965, the funds provided for had been disbursed, and so 
contribution that was to have been themade to the Ba.nk was increasedUS$ the 1.5/sic/million provided for in the loan agreement, to US$ 3.5

million. 
At the time, 5.4 percent of the Program's short-, medium-, and
long-term portfolio was delinquent.
 

from 

A new rural development effort beganby which in 1966US.' 5.1 million was obtained, with loan 118 SF-NT,repayableannual interest, in 20 years, at 24/0
fee of 0.5 percent. 
 The goal of the Project was to give technical and
 

a service charge of 3/4 of 1 percent and a commitment
 
credit assistance to 17,000 farmers with net assets of no more than
$7,200. 
Agricultural cooperatives and plots of the Nicaraguan Agrarian
institute (NAI) were also to be beneficiaries of the loan.
 

The local contrib, lion of US$ 6.8 million added 57% to the foreign
funds for finLncing medium-
production. aiid long-term investments and current 
and the national 

By December 31, 1969, the entire loan had been disbursed,
contribution to the programto say, US lf,010,E7 above 
was US$ 14,010, (that is5) the amount originally contracted.
 

Finally, 
 in September 1968, the NBNNAI signed anunder which agreementthe Bank would act with theas administrators in the managementand financial control of the Supervised Farm Credit Program.
Program had been initiated Theby the NAIup to US$ 2 million from 
with the proceeds of a loanthe United of 

to States through AID.the Bank, the sum was ien transferredreduced to US$ 1Program was transferred million. Moreover, when theto the Bank. 52% of that million dollars hadalready been disbursed by the previous administrative 
agency. 
The
Supervised Farm Credit Program is administered under the Rural Credit
Division and has continued its action jointly with the Rural Credit
program. 
But it maintains a separate operating administration and records.
 

B. Objectives
 

1. Objectives and Policy
 

The Rural Credit Program, through its credit facilities and
 
technical assistance, seeks to raise the small farmer's productivity in
 

Zarmer 
 s rdutviy
 



order to boust the farm's production and income level, with a view to
making it eligible for commercial agricultural credit.
 

To these ends, the National Bank of Nicaragua deemed it
necessary to define the policy to be followed in the Rural Credit
 
Program in the following terms: 

efforts to 
(1) The Rural Credit Program primarily emphasizes
raise the nation's production of corn, beans, sorghum, and
sesame through the intensive use of fertilizers, improved seeds
 

and insecticides.
 

(ii) Investments in cotton, nopirrigated rice, coffee,
and sugar cane are not promoted. Rather, new loans, for the 
same area
and amount, are made to farmers who have paid their rice and cotton
debts. 
As to the other crops, only spontaneous loan applications are
considered, and in 
the case of coffee, loans 
are only for maintenance.
 

(iii) Rural Credit activities are limited to the level
of the human resources available, 
so that the work to be done by the
users may be assisted, planned, and supervised appropriately through
short-term, medium-term, and long-term planning that will truly improve

their economic dondition.
 

(iv) Technical assistance to the farmer is provided
through at least four hoine visits annually, when advice, information,
and help in the over-all planning of farm work are furnished, investments are supervised, and the collateral is closely checked. 
Massive
technical assistance, fundamental to the Program's success, will continue
 
o be vigorously promoted.
 

(v) 
 Owing to the special characteristics of the
Atlantic Coast, credit to small farmers in that region has aspects
that do not fit the Rural Credit Program. Therefore, loans in that

region are extended under special conditions.
 

(vi) 
 Through the Rural Credit Program, the National
Bank of Nicaragua has continued to facilitate the financing of NAI
from settlemiits. The two organizations coordinate their efforts to
assist farmers coming under the IAN land-title programn, provided that
they meet the conditions relating to individual guaranties and ability
to pay, and provided that the area sown by each farmer is at least
one manzana T.74 acres 
pur crop: except for intensive crops such as
 
vegetables.
 

(vii) The region served by each rural credit agency
depends on the accessibility of the users, departmental political

boundaries not being taken into account.
 

(viii) The Rural Credit program does not make loans forcattle breeding or for the production of milk or milk products (forretail sale) when the applicants merely rent the land.
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(ix) Regional Committees chaired by the Branch Directorare empowered to grant short-, medium- and long-term loans in amottntsauthorized in annual regulations, 
local committees chaired by the localagent are authorized to grant short-term loans of up to $10,000. Each
loan decision is taken by the Committee as a whole; loans may not be
authorized by only one or two members.
 

(x) The Rural Credit Prcgram provides financing only
to persons who not only are eligible for rural credit, but whose
investments can be efficiently supervised, considering the distances and
the existing roads involved.
 

(xi) Financing of annual crops invariably has the goal
of improving productivity and production, and therefore includes adequate
sums for improved seed, fertilizers, and insecticides. 
 Cash disbursements are scrutinized to make sure that the small farmer does not receive
more than he needs for his subsisLonce, since it is desired that he and
his family contribute their own labor.
 

(xii) 
 The founding of Farm Clubs is promoted preferentially
among persons receiving rural credit, and their activities are directed

toward production and marketing.
 

(xiii) The Bank agronomists who work in 
an area where a
Banr-financed club or cooperative is operating are responsible for
assisting and supervising the operations of those organizations with
the advice of the staff of the Bank's Cooperatives Section.
 

(xiv) 
In order to enjoy the Bank's technical and financial
assistance, farm clubs and cooperatives must adhere to the standards
and regulations of the Bank's Board of Directors.
 

(xv) Efforts are made to relate and coordinate activities
with those of other organizations connected with rural credit as much
as possible, particularly the National Institute for Foreign and Domestic
Trade and the Ministry of Agriculture and Livestock.
 

2. Loans 

To reach the objectives of the Rural Credit Program, sub-loansare made in accordance with the provisions set down in detail in theRurai Credit Regulations of the NBN, based on general loan principles.These sub-loans are: 
 (i) pre-crop or basic loans, for preparing the land;
(i4) enabling loans, which provide funds for working capital and investment capital; (iii) loans to build farmhouses and other buildings under
the self-help and mutual assistance system; and (iv) loans for marketing.
 

Amount: 
 In view of the Program's social character, the top limit
for sub-loans was initislly set at US$ 1,500 per farmer for agricultural
development 
 'Thelimit was subsequently raised to US$ 2,000.
of US$1,200 wa A limit
zet for the eonstruction of farmhouses and farm buildings.The sub-loan maximum for home improvement is $us6oo. With Loan 118/SF
the upper limit per beneficiary was.raised to US$4,300.
 

W.,"S
 



-6-


Due Dates and Guaranties: 
 Due dates for loans are set as
follows: 
 (i) up to l8 months for sub-loans intended to finance the
period required for the production and sale of crops and animals, which
is ordinarily completed within the time frame. 
 Collateral consists of
the crops or animals or other assets; and a co-signature or other type
of collateral may also be required. 
 (ii) Between 18 months and 15
years for financing investments in drainage, implements and tools, water
supply system, permanent cross, purchase of livestock and draft animals,
establishment of pasture, installing fences, purchase of carts, etc.
When the loan is for five years or less, in addition to pledging the
assets to be required, additional collateral in the form of animals
or movable property is required, in which case the amount of the sub-loans
may not exceed 70/' of their value; and further collateral may also be required
at the option of the HBIN.
 

If the loan is for over five years, a first mortgage is required
as security. The sub-loans are limited to 60% of the value of the
 
security.
 

Interest and Commissions: Short-term sub-loans draw 9% annual
interest, as well as a 1% annual commission payable in advance.
disbursement of these loans is normally made in several very small
Since
 

installments, the interest is paid on the total amount when the loan falls
due, computed from the date of the first installment. 
This is to facilitare
bookkeeping, in view of the numerous transactions handled by each agency.
 

For medium- and long-term sub-loans, interest is 10% per annum,
and there is an additional 1% annual commission. On housing loans, the
commission is charged the first year only. 
Delinquency leads to an
interest penalty at the rate specifiel in the contract, plus a surcharge

of 
 of 1 percent monlhly. The variation in the interest rates charged
over the years is shown in Table No. 1.
 

The interest rates charged by Rural Credit may be considered
generally satisfactory, since they are lower than the r-ates charged

by private banks.
 

C. Organization
 

1. 
 General and Local Structure
 

Implementation of the Program was entrusted to the Rural Credit
Division, which is part of the Credit Department. Rural Credit is
extended through 44 agencies around the ccuntry.
 

The Division began in 1956 as a Rural Credit Section added to the
structure of the NBN in order to start a loan program to benefit as many
small producers as possible. 
It was made a Department in 1959, and its
funds for medium- and long-term loans were expanded in 1961 when the NBN
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INTEREST RATES AIM COI.24ISSIC - TABLE NO.1UFDE'RT TRUAL RDIT PROGRAM SDICE ITS 
IF:CEPTIOrN 

Short-term 

Commission 
 Medium- and Long.-term 
 Commission
 

Current 
 Delinquent 

Current 
 Delinquent
 

fiures in percentage/ 
1959 
 6 

1960 3 1 6
6 3 3

1961 6 1 6 1


3 31 6 11962 6 3 131963 6 1 63 31 11964 66 36 11965 1 66 66 1 11966 6 66 61 11967 
 6 6 61 11968* 68 and 9 66 1
1969 8 1 8
6 6 
 1
1970 8 and 9
9 6

1971 9 

6 1 9 1
 
6
6 1
1972 9 1 106 6
1 1
10 
 6 
 1
 

* The 9 interest rate was applied to loanj re-- cotton. 
** 8% was charged at the beginning, but instruci ions to charge 9% were received in the middle of the year. 
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was given the status of a development agency. Rural Credit began work
with a single office in 1959. The number rose to 14 in 1960 and 1961,
to 25 in 1963, and to 28 specialized offices in 1971. 
As IDB loans
increased, the Department was reorganized with respect to regulatory
policies, investment supervision and control, and technical assistance
to beneficiaries. 
To carry out these functions it needed experts in
administration, planning, credit, and cooperatives. 
It organized a
 group of supervisors for the six geographic regions to which the offices
had been ansigned. 
 Local, regional, central and special committees were
also established to approve loans. 
The agronomists were relocated in
cantons (a political sub-division of the country) in 1967, and the
position of the Departmental Supervisor was created to supervise activities;
mobilc units were set up to extend the services of the hural Credit Department
to the more remote areas; and the Department's experts were combined with
those of the Bank Credit Dep artment, cn the grounds that The personnel
were mire efficiently /-ic 
 if their efforts were limited to small farmers.
The Rural Credit Departme[nt lust status in 1968 when it was reduced to a
D*vision of the Credit Depatrtment in order to achieve better guidance and
supervision of credit policies. 
The experts were again divided, Oo that
some of them would work only or the Program. 

D. Beneficiaries 

1. Selection Criteria 

The National Bank of Nicaragua has established the following
principles, characterisf-ics, and requirements for small farmers in the

Rural Credit Program:
 

(i) That the regular work on their farms be done
directly by them and their families, thotigh hired labor may sometimes
 
be used as well.
 

(ii) That they live permanently on their farms or very
close to them.
 

(iii) 
 That their farms be their meanis of livelihood of
source of income, and that this income te sufficient for their family's
needs and for paying off their obligations to the NBN.
 

(iv) 
 That they be of good character and diligent, show
a desire to improve their standard of living, and be ready to follow the
 
guidance given to them.
 

(v) 
 That they be small farmers, with no more thanC$50,000 in capital and with an asset-liability ratio considered to be
favorable by the NBN. 

No farmer obtain loansmay totalling more than C$30,000(US$4,286) including the balance on outstanding loans and sums not yet
withdrawn.
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In addition, the size of the borrowers' farms is not a
limiting factor in the extension of credit. 
For information purposes,
it should be pointed out that the small farmers of the Pacific region
have parcels of about 5 to 10 manzanas of level, good quality land.
 

In the central and northern regions, the farms have areas
of between 50 and 100 manzanas of slightly hilly but arable land.
 

Farms in the Atlantic region, most of them uncultivated,
have an 
average area of 200 manzanas.
 

The following are the types of land tenure of small farmers
who may enjoy the benefits of the Rural Credit Program by receiving short-,
medium-, and long-term loans

(a) Owners with:
 

(i) A public deed of purchase or of award registered
for over 10 years, certifying them as owners; 

(ii) Suppletory titles registered for over 10 years.
 

(b) Farmers using public lands leased from municipalities
or Indian communities. 
Sikch titles ar . registered, and The farmers
have u right to possession of the land.
 

(c) Renters, that is, 
small farmers occupying land leased
by public or prirate contracc.
 
(d) Farmers permanently established on a parcel of
 

national land without any documentation attesting to their ownership.
 

2. Graduation Policy for Borrowers
 

Designed to move people 
toward, the Pro.,.±am has adopted policiesthat promote its borrowers to more advanced credit facilities, either
within the samt 
agency or in the private sector. 
By 1971, the Program
had graduated some 457 Rural Credit borrowers who at peresent ale enjoying
the benefits of coiercial or bank credit. Potentially there are about
700 who have already reached 
credit. 

the point of qualifying for ordinary bankHoWever, one of' the main obstacles to the transitioninaccessibility is theof commercial banks or NWN bank credit for reasons ofphysical distance and processing time. 

sta,- in the NBTI 

Many farmiers therefore try toprogram, even at the cost of obtaining less credit thantliy could rezally use. In indi:ators which det ermine a borrower'squalifications to graduate to another type of credit come down basically to
the amount of his assets; tbat iS, when the farmer has achieved a capitalinvestment that exceeds the limits set by the credit regulations, he
should be promoted; and similarly, the beneficiary may have reached a level
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of activity in which the needs of his farming ran no longer be met by the
sums available under Rural Credit lending rules. 

3. Families Served
 

As a policy, the Bank has decided to strengthen the Rural Credit
Program with a view to:
 

(a) Offering better technical assistance to every borrower;
 

(b) Increasing the use of chemicals; 

(c) Controlling investments more efficiently;
 

(d) Expanding the areas under cultIvation and ra' sing theproduction and productivity of the families receiving financial assistance,
so as to increase per capita income and thus improve the living standardsof many rural families, in proportion to Bank'sthe technical assistance 
personnel.
 

The Program is now operating according to the following guide].ines: 

(a) The nwnber of families no. being served (24,000)will not be increased; that is, newno borrowers will be added except: 
(i) To replace borrowers who have graduatedordinary tocredit facilities as a result of the growth of their capital; 
(ii) abreplace bor owers who have not been ;,.eeting

their obliga-tions; 

(iii) To replace borrow'ers who live in extremelyremotu areas, where supervision is difficult; 

(iv) Borrowers who do not wish to utilize financing. 
Under these guidelines, technical and credit assistance can be
given to farmers who receive property titles from the NAI withoutincreasing the number of Rural Credit borrowers. 

(b) The geographic areas under of the Rural Creditoffices will remain unchanged. 
each 

The Program will. continuefamilies, to finance the same numberi.e., 24,000, with ofshort-term loans andfixed- and semi-fixed will gradually extendinvestment loans that require periods of18 months overto the 16,000 fnilies that have not yet received this typeof financing. 



4. Other Aspects
 

The National Bank 
 of Nicaragua,Program. is through itsserving Rural Credit&llof the 
agencies located in rural areas, 

nation's Departments w.rith 28 Rural Credit
in addition, the Bank's branches ineach of the 1,' Departmental capitals makefarmers who Ruxal Credit loans to smallfor some reason find it easier to deal with the branches. 

The characteristics of Rural Credit borrowers vary withregion. Yet it is possible to divide them into three major groups: 
the 

those of the Pacific area, those of the North Central area, and those ofthe Atlantic area.
 

Mfose 
 of the Pacific area are better acquainted with mcdernagricultural techniques and work their land more efficiently. 

Those in the 1,orth Cntralaccess roads, area have larger farmsand but fewerthis makes the marketing
They are of' thcir produce difficult.rap-ily assimiliating modern techniqueswith becausethe Pacific area and of interactionthe technical assistancethe agronomists they receive fromof the Iational Bank of Nicaragua and other governmental
agencies.
 

The use of 
chemicals is difficult in the Atlantic area for thefollowing reasons: 

(a) 
There are very few distribution centers for inputs.
 

(b) 
The roads are poor. 
This makes it difficult to
transport supplies to the places where they are needed.
 

(c) The farmers resist the use 
of chemicals,arguing that
the land is new and fertile.
 

The parcels are large" than those of the other areas, but are
largely uncultivated.
 

As regards the ability of borrowersdiring the years to pay back their loansthe Program has been in operation,that a high percentage it can be statedof the small farmerscredit obligations have been meeting theirsatisfactorily. Repaymentand 1965 was over 90L/). 
for the years between 1959
In the last three years, 19'9-71, delinquency
in the portfolio has increased somewhat.
 

Delinquency 
 in thL past three years has 
to: 

been due essentially 

(a) The irregularity
in 

of the winter rainfoll, abundantsome areas and very scanty in others.
 

(b) Instability of marketing and prices of agricultural

products.
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(c) Crop pests and diseases.
 

It has been demonstrated that small farmers are good credit
 
risks, and that when their crops develop normally, they achieve the
 
ability to pay that their obligations require.
 

F. Lending Policies and Procedures
 

1. General Regulations
 

As administrator of the Program and pursuant to the special

conditions established, the National Bank prepared regulations tc govern

the use of funds. The regulations have been 
modified as the requirements

of the Program's operations have become clear. 
 There are now simple
manuals which stipulate the tec'hnical requirements and conditions of

the different types of loans, disbursement procedures, systems for control
 
and technical assistance, and the granting and repayment of loans. Since
 
these regulations have 
evolved undsr t e illuence of IDB loans, they

reflect IDB's policies with regard to te sub-loans made to small farmers.
 

The planning of loans for individual fnrms is the responsibility
of the agronomists, but in view of the scope of the Program and the 
administrative and promotional work load they have, this basic work for
 
the advancement of farming 
 is done without much consideration of the 
various alternatives available.
 

The granting of sub-loans is the responsibility of three co:mmittees
established for that purpose. These are the local committee, the regional
committee of each branch, and the central committee of the home office. 
Amounts above US$'4,300 must be approved by the Board of Directors.
 

In calculating sub-loans, production costs for eac)i of' the basic 
crops (corn, beans, sorghun, rice) are figured for the varioas areas,
based on the cost of labor. Other crops are figured on the basis of three 
years of the borrower's production or the averages for the area. There 
is no agricultural insurance for individual farms in Nicaragua. 
It is 
offered only to 
cover risks for crops storcd on the farm, a small sum
 
being charged when the loan is paid off. 

2. Extent of Delinquency in the Portfolio
 

The extent of delinquency, which was moderate until 1966 (7.5%),

rose considerably (331S 
in 1970 and 31.5% in 1971), The causes were
 
organizational deficiencies stemming from the reorganization of the NBN
 
and outside factors, such 
as political and climatic conditions and
 
weaknesses in the marketing system. 
 There is reason to believe that the
 
difficulties that have been cropping up under the Program Zsome words 
apparently omitted7, and that the low incidence of delinquency in the
early years was due to the Bank's rigorous control of loans and collateral, 
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which forced the producer to be more careful about keeping up on his
payments. 
In more recent years, on the other hand, the integration
of the agronomists with Bank credit personnel reduced supervision and
control of collateral, causing a higher incidence of default. 
 (seeTable No. 2.)
 

Another m°.jor common
disasters-large cause of widespreadJ delinquency is the
1,d small--whlch affect harvests: drought,pests. Since floodsthere andis nu provisionsuch disasters for the NBNcause crops to fail, and 
to cancel debts whensince therefarm is 1rs are usually in a desparate situation if their crops 

crop insurance, 
given year (and particularly in fail in asuccessive years).
Credit borrowers, this --ituation cause;- grave 

For most Rural 
problemsoff their loans, not only in payingbut also ill supportinf.- their families. 

Of course, TFBN agencies ordinarilythe following extend debtyear, and even grant payments to
income from the 

new loans in such cases.following harvest Still, 
two debts with 

is often insufficientthe accrued interest, to pay off the 
a permanent and the farmer tendsstate of delinquency. to fall intoThis prevents him from obtainingfurther loans to continue developing his farm. 
Furthermore, even ifthe NBN should agree tacitly to regard his original loan 
as irrecoverablethe laws require that it continue to be recorded in the Bank's portfolio
as a delinquent debt, and the funds involved 
are considered frozen.
 



I'CIDEiCE OF 

Loans 

Biennium 
 (in cordobas) 


1959-60 
 117,000.00
1960-61 2,125.273.00
1961-6205 
 .00

1962-63 
 1c,-1. 00
19o3-64 
 13 c7
13526-397.00 

1964-65 7,3771-00

19-
 39,33,436.66 

1 U77 
 ,,2C4.346m

19o7-65 
 66.oL,;£07.43
"" 


7,- ,3150.43 
1969-70 
 25,007,. 0000 

1970-71 
 23,147,C00.00 
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TABLE 1:O. 2
 

DEL1:TUE. CY OF RURAL CREDIT PROGRA:M LOANS 

Balance due 

(in cordobas)
 

5,774.73 

43,237 .4E 

Io
23c, 55.39 


6 -91.3
 
3,202,733.52 

7,093,497.36 


15 2
,022 4. .5 5
 
18 007,127.12 


.72 


7:205,075.41 


Source: 
 National Bank of Nicaragua, Rural Credit Division.
 

Percentage
 

0.1
 
0.5
 

1.7
 

7.5
 
16.0
 
23.0
 
25.0 
2.0 
31.5
 

http:7:205,075.41
http:007,127.12
http:7,093,497.36
http:3,202,733.52
http:5,774.73
http:23,147,C00.00
http:66.oL,;�07.43
http:13526-397.00
http:2,125.273.00
http:117,000.00
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3. Rules governing Loans 

Crop Loans. These are 
short-term transaction's for financing
seasonal crops and permanent and semi-permanent crops that are in
the production phase. 
The amount of such loans is ajusted to the
budgets which the Bank has put into effect for that purpose and which
are spelled out in Table No. 3.
 

TABLE NO. 3
 

NBN: TYPICAL BUDGETS FOR RURAL CREDIT 

Crop 
 Farm labor 
 Inputs Total 

Corn 
 225 
 215 
 $ 440
 
Sorghum 
 200 
 170 
 370
 
Sesame 
 1'5 
 185 
 350
 
Beans 
 190 
 160 
 350
 
Nonirrigated rice 
 225 
 300 
 525
 
Cotton 420 
 555 
 975
 
Cofi'-e 
 470 
 80 
 550
 

Source: 
 National Bank of Nicaragua.
 

Under the above provision,

in tae NBN contributes, in cash orinputs, 80 of the real investment cost, while the20% in the farmer contributesform of labor. The sums provided also include money to
pay land rental for farmers who:
 

(a) Do not posses.7 land, or whose farms have small

arable areas;
 

(b) As users of Rural Credit have met their obligations
for at least two previous seasons.
 

The amount for land rental has been set at C$75 per manzana for
well qualified land in the Pacific area departments, and at C$50 in the
rest of the country, when basic food crops are involved.
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When the land is rented for cotton production, the allocation
reaches a maximum of c$i00 per manzana in the western zone and C75 in
the eastern.
 

The higher sum for rental of land for cotton proruction is due
to the fact that lensors chargo more when they know that cotton, which
is more profitable, is to be the crop. 

For mediui-

finaneing1 

and long.term loans, tQ-, wegulations permit
up to 100' of the roal cost of invLstmunts.
results This provision
f'rom recognition of thu economic conditions of the small farmers,
who are unable to contri Lute cash. 

Bee-keeping loans. 
 The limit on 
thse loon is Qj.000 perfamily Vor priods of not over one year.
 

LQan fur ra ising !i.
of farms or parcels 

These luans :,,re made to the ownersin rural communities for a periul of not over
six months if the purpore is fattening, and for up tu 20 months if
for the r.ureo ou"p lots for grorth and Lhttunn. or ,reidnfC. Theupper limit A C.,000 per uerson or family, and collateral is required. 

Poultry loans. 
 or the purchase of chiekuns for fattening, a
loan may not he for over six monzhs. If for egg-laying, the limit is
18 months. The mxir,trmi loan is C$5,000 per family, and colai,.ral is 
required.
 

Cattle loans. 
 These loans are in the following categories:
 

(a) Loans Ir the purchase of dairy 
cows to produce
milk for home consumption.
 

FinancinC is granted for the purchase of one or two cows
to produce milk for family consumption. The maximum loan is C$1,500
per family for a period ef up to five years, to be paid off in equal
annual i.nstallments, and collateral is required.
 

(b) Loans for breeding
 

The purpose of these loans is to finance the purchase of
calves or heifers up to 
six years old, born in Nicaragua and preferably
crossed with zebu or zebu descendants. 
The zoans are 
for up to eight
years, with a grace period of one to thrce years, depending cn the age
of the animals.
 

(c) Purchase of breeding animals
 

The loan is for five years, with the animals as security.
It is intended for the purchase of breeding animals up to four years old,
preferably zebu or zebu descendants, at least 7/8 to 15/16 pure blood.
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(d) Dairy loans
 

These loans are for the purchase of producing cows, 
or
heifers that have been bred to produce milk for retail sale. They
are five-year loans, repayable quarterly, with the animals as collateral.
 

(e) 
Loans for growth and fattening
 

These loans are for the purchase of male calves of good
blood lines between one and two years old. 
 The loans are iOr up to
 
two years.
 

(f) Loans for the fattening of young steers
 

These loans are to finance young steers 
for meat production.
They are six-month loans for a razimu amount of Q0O 
per animal. 

Equipment loans. 
 This includes purchaseagriculture machinery of farm implements,and tools, draft animals (oxen and mLles), motors,well pumps, and other items for the production or processing of raw
materials produced on the farms. 
 The loans are for up to five years,
and the items purchasel serve as 
Lecurity.
 

Farm improvement loans. 
These are long-term financing operations for the construction and installation of fences, land terracing,
barns, sheds, stables, hog houses, chicken houses, wells, troughs, 
ana 
The loans are 

the construction, enlargement, or repair of farmhouses.
for up to 15 years. 
 In the case of wells, troughs, and farmhouses, thereis a grace period of up Vo three years for repayment, according to the
ability to pay. 
The m.-:imum loan for housing is C 4;8,is a first mortgage on the farm. 
i00 and the security


If the loan is for lass than five
 years, it way be backed by collateral. 

Permanent crop loans. 
 These are loans for perennial plantings
and the loan period depends on the type of crop.
 

Loans to cooperatives. 
Among the different types of credit
operations to Rural Credit users 
are loans to cooperatives, provided
the members are eligible for Rural Credit and provided the cooperatives
meet the requirements for such organizations.
 

The National Bank of Nicaragua continues to assist in the
financing of HAI farm settlements, provided they meet the prerequisites
relating to individual guaranties and ability to pay and provided that
each farmer has at least one manzana sown to each crop, except for intensive
 crops such as vegKables.
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F. Complementary Factors
 

1. Technology
 

(a) 
Type of technical assistance
 

Technical assistance is currently given through meetings
with farmers and at Rural Credit fairs. 
 Technical assistance on an
individual basis is the responsibility of NBN agronomists by means of
four annual visits to each farm. 
The fact that the same visits are used
for supervision, checking of collateral, delivery of funds, collections,
etc., 
interferes with the giving of technical assistance to the borrowers.
 

It is assumed that a farmer who attains an economic
level above the Program's limits should advance to the regular programs
of the NBN or of commercial banks. Unfortunately, this is not occurring

to the extent hoped.
 

The Program has expanded so greatly in recentindividual technical assistance years thathas had to be replaced more and more bygroup assistance, whereby farmers are brought together to hear explanations of modern production techniques, the mechanics of crelit, rural
organization, etc. 
Very good results are attributed to this system,
for it provides a large number of farmers with technical assistance at

low cost.
 

Rural 
farmers in groups. 

Creit fairs are another means of reaching smallThe fairs are held in the rural communities where theNBN is financing the purchase of animal, and equipment for up to 100%
of their value and for up to five years. The assets purchased serve as
collateral, and additional security valued at 50% of the loan is required.
 

In the 19'11-1971 period, 120 rural fairs were held; 
sales
totaled over a rillion dollars. 
Among the activities in which the fairs
have made most progress is the introduction of thoroughbred breeding
stock in place of native bulls.
 

(b) Technical personnel
 

The Rural Credit Division now has 120 experts throughout
the country to assist small farmers. Among the problems faced by the
experts are the poor corximunication and low receptivity of the borrowers,
because of their lack of education. These are 
sufficient rea sons for
seeking to obtain maximum advantage of the experts' teaching through a
system of mass disseminatio' for farmers organized in cooperatives or
 some other kind of farmer organization.
 

The high turnover in technical personnel adversely affects
the provision of technical assistance and adds to the cost of training
and supervision. 
The turnover is due to:
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(i) 
 Constant shifting to other organizations in
the sector, in view of the higher salaries they offer and the national
 
shortage of experts.
 

(ii) Promotion to higher positions as 
a result of
the expansion of the Program its,.If. 

(iii) Changes in personnel who do not meet the
Program's minimum requirements and who, given the Program's operational
mechanics, are constantly being hired. 

(iv) 
 The rigor of work in certain areas, which leads
personnel to try constantly to obtain transfer to other better areas.
 

(c) Training program and preparation level of personnel 

From the start, the NBN has emphasized the preparation
and training of its personnel at all levels and has especially encouraged
them to try to understand the many problems of the small farmer andhelp tohim solve them. The training has beer, in the form of internationalseminars, courses abroad, and short training courses organized by Rural
 
Credit.
 

Since 1963, the short courses have been providing theoretical
and practical instruction to technical and administrative officials.
Other organizations have cooperated in this work; for example specialists
of the IDB, IICA, etc. assisted in 
one short course last year. 

The table below shows the -raining courses conducted
by the Rural Credit Program in the 1959-71 period.
 

TABLE NO. 4
 

NUMBER OF COURSES FOR 
 PROGRAM PERSONNEL 

Number of courses 
 Category 
 Number attended
 

11 Agronomists 
 352
 

2 Area Supervisors 12
 
(Agronomists) 

2 
 Office Workers 40
 

15 

4-o4
 

Source: 
 Rural Credit Division, NBN Credit Department.
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(d) Supervision
 

The Program is supervised by Area Supervisors. 
 in

watching over the functioning of Rural Credit in the jurisdiction of
each branch office, they conduct counseling work that is of major
importance to the development of the Program. 
They check on administrative and credit activities, assist the agent in program preparation
and in the planning of visits, meetings, and the development of clubs
and cooperatives, promote technical assistance to beneficiaries, and
try to 
coordinate services to agriculture in the area they serve.
 

(e) Coordination of assistance
 

services, other agencies are working in the same field. 


While the Rural Credit Program provides technical assistance
 
o{i The Ministry
Agriculture and Livestock, :for example, offers assistance in the
agricultural field to small farmers through the Agricultural Extension
Service, which has agencies in each department of the country.
result, the two organizations have tried repeatedly to establish 

As 
a 

a
 
coordination mechanism that would unify their technical assistance
efforts, particularly in those geographic areas where agricultural credit
must be supplemented by other similar services. 
Though some progress
toward coordination of technical assistance has been made, much remains
to be done. 
Very possibly a real integration of policies and services
of the agencies involved in the development of the agricultural sector
will be achieved in the future through the National Agricultural

Committee.
 

2. Supply and Sales of Inputs
 

(a) Supplies of agricultural inputs
 

When the Program began, there was nomeeting the needs definiteof Rural Credit users plan forfor agricultural inputs.Conscious of the magnitude of the problem with respect to the objectives
of the Rural Credit Program, the VBN succeeded in obtaining authorization
from the Ministry of Agriculture and Livestock for acquisition of the
corn seed produced at the La Calera Agricultural Experiment Center,
especially the selected native varieties that have a short growing period.
To this end, 
the NBN agreed to provide cash funds to La Calera to cover
the general expenses of planting, as advance payment for subsequent
purchases by NBN. At the same time, appropriate quantities of the long
in advance. 
Efforts have also been made to have distributors of
 

growing var.ities produced by private farmers were reserved sufficiently
 
fertilizers and insecticides set up distribution centers in the localitieswher'e the Program's credit agencies are located, so that the farm,2rsmay purchase the fertilizers and insecticides which their small farms
require. 
Results have so far been positive, since sales centers for
such chemicals now exist in almost all the agencies. 
This service is
still lacking in a few places, but it is hoped that this gap will soon
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be breached, either by the distributors or by the farmers themselves,
organized in cooperatives so 
that they can t.cquire these inputs on more

favorable terms.
 

(b) Access to roads
 

This is definitely another of the factors limiting the
expansion of the rrogram. 
Whether or not the access roads to the farms
are passable depends in part on the 
season. 
The problem is worse in the
Central, North, and Atlantic regions during the rainy season, when Ghe
roads are 
so bad that it is difficult to reach the farms in motor vehicles.
This situation makes it impossible for technical and administrative
personnel to make the required visits to give technical assistance and
supervise the credit received by farmers. 
 The roads present a problem to
the farmer as well 
in his efforts to market his products, for he hasdifficulty reaching the closest markets and his ise of fertilizers and
insecticides is restricted because of the difficulty in transporting themto the farm. 
In the last five years, however, significant progress has
been made in development of infrastructure, for the government is carryingout road-building programs in strategic regions of agricultural production,
especially in the North where projects requiring good roads are under way.
This will contribute much to achievement of the objectives and goals of
the Rural Credit Program, which will in turn lead to better control andhence a favorable portfolio situation.
 

(c) M4arketing and the fixing of support prices
 

The National Institute for Foreign and Domestic Trade
(INCEI) is responsible for setting minimum support prices for basic
domestic consumer products (corn, beans, rice, and sorghum). Under its
Organic Law, the Institute must publish each March the prices that are
to be in force for the harvests to be gathered in August and December
and in January and February of the following year. Though INCEI's
objective is to regulate prices for both producer and consumer, the
policy was applied in the early years of the Rural Credit Program only
to a small number of the Program's beneficiaries, due in part to INCEI's
lack of storage facilities throughout the country.
 

Consequently, the Government decided to build 10) small
elevators and five warehouses with a capacity of 24,000 and 200,000
quintals, respectirely. 
The aim was to distribute these storage centers
so as to 
cover the areas with a higher potential for the production of
the basic grains. 
 The 100 small elevators have now been built, thus
increasing INCEI's storage capacity by 2,400,000 quintals. 
This should
 
enable it to:
 

(i) Operate the units economically enough so that
they will at least cover operating costs.
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(ii) 
 Implement price support mechanisms at levels
attractive to producers and Ponsumers according to 
sound principles of
 
economic stability.
 

(iii) Provide the services required for the production and marheting of storable products, considering not only that thestored products must be sold at INCE 
prices, but also that the producer

should have the chance to sell them at the price most satisfactory to
him, for which purpose the elevators will also provide services similar
 
to those of general warehouses. This is a means 
 of encouraging allproducers to store their storable products at the Centers.L. Application

of the "General Warehousing" mode of operation to the elevators will result in 
the following:
 

(a) Better statistics on marketable production.. making it possible to calculate the total for the country without the
 
existing diffj culties.
 

(b) An increase in the volume stored will
help to make the oporation of the 
grain elevators more satisfactory.
Elevator sites were chosen theon assumptior that all storable production
in each 
 area would be stored at the centers. The assumption woald be
invalirl if some producers refused to use the services of the granaries

because of a requirement to sell at INCEI prices.
 

(c) Producers who store their production
at the granaries will receive a storage certificate for their products

and will be able, as a last resort, to sell their products to INCEI,

after' exhr.usting a]] other marketing prospects. 

III. Evaluation
 

A.. Program Performance 

1. Use of the Credit
 

Loans extended by the Rural Credit Program have been channeledto the various facets of agricultural production and to the improvement
of the farm family's environment. 

i_/ SLorable production is equal to total production less that consumed
by the farmer and his family (which knownis as marketable production),
and less the percentage not available for storage. 
The farmer's own
consumption and the percentages not available for storage have been takenfrom the study "The feasibility of establishing a national grain storage
 
system in Nicaragua."
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In the operational experience of the Program, from 1959 to
1971, there have been very few cases in which loans were used for purposes
other than those for which they made.were For example, there have beencases in which beneficiaries may have purchased cattle r,'ith loans intended
for the purchase of pigs; or a loan for planting corn was used to sowsorghum. 
Naturally, in each such case the borrower defended his action,
and the Bank either canceled the loan or redrafted the plan in accordance
with the borrower's latest decision. 
 There have, however, been cases of
more serious misuses, in which parts of loans were,used for purposes without consultation,very different from those set byof such misuse, the Bank. Upon learningthe Bank has immediately suspended subsequent disbursements. It has been determined that this hasbeneficiaries occurred with certainwho had accouits pending with the Bank and wereanother opportunity affordedfor financing so they couldfarms continue worki.igcn favorable theircredit terms and
noted, 

thus pay off their balances due.this policy has not As 
borrower; but fortunately, 

been effective with this type of delinquentthese are sporadic cases and the amount is 
negligible,
 

c.. Effect. of the Credit
 

(a) On production 

The principal crops promoted andBank fostered by the Nationalof Nicaragua through financing by the Rural Credit Program arebeans, corn, and sorghum, which sesame,absorb about 95% of the total short-termfinancing extended by the Bank for such products. 
Based on the
spontaneous requests of small farmers, the Program also provides shortterm financing for cotton, nonirrigated rice,loans are and coffee. Long-termmade for the purchase of animals, equipment and tools, andfor the improvement of farms and ia.rmhouses. 

The influence of short-term financingthe principal crops may be seen in Table No. 5. 
on the production of
 

covered The small farmers
by the Program control such an insignificantand water percentageresources of landthat any amount of credit channeledhave only a marginal impact on the 
to them could

nation's agricultural production. 

According to 1963 
census data, sub-family and family farms
had less than 20 per cent of the cattle, only 11 per cent of the cotton
area, 21% of the sugar cane, and 22% of the coffee plantati-.n.s. 
 These
farms produced a respectable proportion of the nation
case total only in the
of the basic crops for domestic consumption:
had 44% of the corn, 66% of the beans, and 
in terms of area, they


42% of the rice (the latterbeing almost solely nonirrigated). 

CTDA. Nicaragua: 
 General Characteristics of Land Use and Distribution.
 
7 
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This situation is reflected in the demand of the farmersthemselves for credit. 
As regards short-term credit, the crop which
showed the greatest demand:, in terms of area so.n, was corn, theone which surpassed the investment goals for 
only 

this effo.u. c,, through 19(P8.was hampered, beginning Let
in 1(,0q byrapid, marketing mechinium 

the lack of an efficient,as a result
the preceding year 

of which the bumper harvest ofwas lost. 1.lore recently,regative effects disease has been having itson the crop. Despite these difficulties,showing gradual improvement in yield per manzana. 
the crop is 
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As Table No. 6 shows, production increased 84 times
between 19,"3 and 1968, 
while the area increased 55 times and the yield
1.5 times. 
 In subsequent years, the area, and thus production, declined
precipitously. In 19'8, production was 1,230,840 quintals and the area,

'.1,542 manzanas; in 19:9, the figures declined to12,014 manzanas, levels which were more or less 

21, ' 252 quintals and
maintained in 1970 and 1971.On the other hand, yields show constant improvement during the period covered,
except for 1939, having increased from 13 to 22 quintals per manzana between

1923 and 1971. 
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It should be noted that the yields achieved in the Rural
Credit Program are superior to the national averages. 
This reflects
the technical improvement acquired by the Program's beneficiaries, with
whom semi-compulsory methods have eve 
 been used to popularize the 
use
of fertilizers aid insecticides. 
Cotton, sesame, on-irrigated rice, andsorghm follow corn in importance.
 

The cottun area financed 
rose from A,00 tobetween 1963 and 15, 513 rnmanzanas9%5. 
 That was the hi ghest level tchieved, and thefigures declined in subsequent years to 70t9h man: ana in 19-I1. On theother hand, yields showed a definite upward trend, rising from 22 to 35
quintals per mnsuzana l)etween - ,- and 1971.
 

tior among its 
The Rural Credit Prog-ram has been prcmoting sesame producusers, but very little progress has been achieved in
and yield of this crop. area
This stagnation stems from the fact that
requires the sesame
same quality of land as 
does cotLen, with which
compete. sesame cannot
In regard to yields, a deterioration has been found to exist
in the purity of the vriet;.. s *oma which has prevented the achievementoptimm yields. Yields re;a of n practiccally st tlonary at betwecqaintals per mauzana, except for I >1), 

& and 12
when they declined to six quintals.Area increased, on 
the other hand 
 to a maxinum of 5,58h6
1967 and rnanza.nas indropped to 1,10.7 in ].1 'lT.us,maximum production was reachedin 1967 with 5.,)04 quintals, winch were exported 

Since bean-s are s ,.widely usrd in the nation's daily diet.they are the object of special attenLion by the Rural Credit Program.Still, the shortage of improved kidney-bean sead--the type preferredrural people--and of areas with roil suitable for Crowing them has made 
y 
itimpossible to reach production objectives. 
The area planted to beans
rose from 3,011 manzanas in 1963 to 0,136

27,100 to 
in 19(1, and production from539, 6 quintals. Prodiction and area rose persistent y between1963 and 196P. 
 In the latter year, 133,920 quintal: were prod:cez on
8,928 manzanas; that year's 
:ield of 15 (uintals per manana wa thehighest in any of the years covered. Nonirritated rice is another crop
on which the Rural Credit Program places secondary cmphasis. The yearof greatest financial assistance was 190, with ]0 ,I,",5 
manzanas.
Production that year was 27455 quintals, which meant an 
average yield
of 27 quintais per manzana. Comparing 19QJ with 19Y1, the area financed
has been practically constant at about 2,600 manzanas.
 

During the period under consideration, Rural Credit's
financing efforts for sorzhum have been concentrated in areas of the
country's North Central reijnn, where native varieties that require a
long-growing period giving a single harvest are normally planted.
 

Rurza Credit attained its mazimum level of financing forsorghum in 1968, when it supported 2,445 manzanas, on which 61,125 quintals,
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or 25 quintals per manzana on the average, were produced. The areafinanced, as well as the amount produced, fell sharply in subseouentyears, as credit for wassorghuI shifted to bank credit customerswhohave highly mechanized large-scale nperations in the Pacific region.This type of sorghum producer has been brought in hecause of the goodmarketing conditionn offered by poultry and hog raising, which requirethis cereal for pru'-irinj7 feed concentrates.
 

In monetaryv terus, 
 however, the most :i.mportant cropfinanced by short-term r creditral during the period was cotton. 

Accordimg to figures from the IME ]haluation,-corn production increased the nation'sY percent between 19:,  and 1968-69, despitea slight decline in yield due to climatic lactors, which also reducedthe amount %ctually ;ornI 19. L.in Rice incy-:azed 12 percent, beans h.3

percent, and sc, 11 percent.
 

in In case of corn, the annual areae avra financed totalsone-fifth aboutof the total area, beans and coffee almost 10 nercent, and sesameabout 20 percent. Eva.n In the case of cotton, the area financed by RuralCredit rose overto percent of the national totWCL.
 

Onu of the Government rs concerns the
is insufficientproduction of b'- rains, which were evidently, displaced in partby large-scale cultiration of cotton. It is highly probable that, wereit not for the funds provided by the Rural Credit Program, small farmerswould have been Lanble to sow as much corn and beans as well as nonirrigatedrice as they did, and it is almost certain that large and medium-sizedproducers would scarcely have made up for the defiits in corn and beans,since traditionally they are not crops of major interest to them. 

When credi.t is supplemented by massive technical assistanceand the availaility of inputs, the farner's response is positive, asdemonstrated by the increase in corn production. 

In 196'5 the NB began u intensive effort raiseto cornproduction. To obtain loans for this crop, it required farmers to coo
at least ono-quarter of a manzana to hybrid corn and to use fertilizerprovided by the rural credit agencies. The experiment was conductedthat year with 100 farmers, on whose smaIl "demonstration areas"r thenecessary techniques were demonstrated. That year the difference inyield was 80 percent, rising from an average of 17 quintals per manzanawithout fertilizer and with native seed to an average of 30 quintals permanzana using fertilizer and improved seed. With these results in mind,the Bank in 1965 required every farmer to use imrooved seed and fertilizer
on at least one manzana, in 1966 on half of his total corn area, and in 1967
 
• Evaluation of the Rural Credit Program 1966-1968. Second Part. 
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his entire area. 
 In this way, the nation's production rose f 'om 3.2
million quintals in 1964 to 4.1 million in 1968.
 

(b) On the farmer's assets and income
 

The impact of the Rural Credit Program on the assets offarmers was determined by means of a direct survey of a representative
o~ample of 225 beneficiaries with a minimwn of two years, participation inthe progrn. In addition to determining the characertisticspersons helped, the survey of the
sought to measure the progress
between they achievedtheir entrance into the programn and mid-1969.beneficiary received The averagecredit 0f'about US$40,0 dollars during his fouror five years of participation in the Program.
 

(i) Changes in assets 

Under the terms of loans 36/TF and 118/SF, beneficiaries
must have net assets of less than US$5,000 and US$7,200, respectively.
The survey disclosed (Table Ro. 7) that the average initial assets forfarms of all sizes and types were indeed below those limits. 

-"3X
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TABLE NO. 7 

NET INI'J.'IAL AND CURRE1T ASSETS BY TYPE AND SIZE 	 OF FARM - NIICARAJA 

Type of Farm 
Net 
 Parcentage

Size Assets Agricul. Cattle Mixed Averait': Change 

-5 (hectares) 	 Initial 1,0 T,3001O, -- 1,00 55 
Current 1,600 2, 0 -- 1,7(0 

5-10 Initial 1,300 	 1,100 1,300 
Current !,1oo -- 2,00oo 2,200 6c? 

1.0-20 	 Initial 1,61)o 1,400 2,600 1,700
 
Current 2,00 I,2001: 3, 100 2,500 17
 

2C-50 	 Initial 2,000 2,600 
 1,500 2,000
 
Current 3,100 3,600 4,100 
 3,);00 70
 

50-100 	 Initial 3,600 3,800 2,400 
 3,500 
Current 5,009 5,500 5,700 -,300 52 

100 or 	 Initial ),000 ;,500 
 -- ,300 
more Currant 7,500 10,100 -- 9,600 1211 

Averafge 	 :nitial T,00 3,600 1,800 2,300 
Current 2,800 7,100 4,300 ,.00 80
 

Percentage 
 7 ',7 V90 80
 
Chanje
 

Source: Aricultural T chnical Department, ational Bank of Nicaragua. 

Except for farrmz of' ov, r ]AO h,!ctares, there are no si',nif'icart 
variations ,n-ong the: farrm in reative capital rrowth. Put there are 
important ,tifer nees amnion 
 the,,i fr-nt ty-oes of farms. 'attl,.
ranches hav, an init.-al, and fin.l capital. 1iv,;- a Iost tob ofthat
the others in 	absolu.te t:ris, anl th,.r -boolute iner,!ase %wasaino 
greatr than that of any other i,me, fam 2ix,-Tt jut ,:prJenc(I
 
a re].atiw. ]nras- far higher 
thn the others (a -!t.: tims).
 

These fiures .ut indlicate thiat the Pro,;ram, had a sirnificant 
impact on the capital Lev] of the a: .is, since net assets gre. an 
averagre of OY per fum (S;[.LPO0) ove!r initial. l,;v(]ls. It should be 
pointed out that 66.7 percent of this j-rorth is due to a change in 
land values(from 1..l,BO0 to $3,000 on the average), which in turn 

4A
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represents about three-fourths of the farmers' total capital.
Most of the increase in the declared value of the land is due to
the increase in assessed valuation stemming from factcrs not directly
related to the credit program (for example, improved roads and
services). 
Still, most of the farmers who bought more land were able
to do so thanks to the savings generated by their increased production,
due in turn to the greater availability of credit.
Rural Credit In this way, theProgram ha" coni.ibuted "indirectly" to capital formation 
on the farns.
 

As stated above, not only has the beneficiaries; land increased
in value, but their livestock have been increased and their quality
improved. 
The percentage cf cross-bred cows rose from 24 to 65, and
their average value rose 20 percent. 
The total number of hogs quadrupled,

and poultry increased ten times.
 

(ii) Farm income 

The life styles of Nicaragua's small 
farmers may be divided
into two major zones. 
 Those located in the Pacific, central, and
northern regions have higher standards of living than taose in theAtlantic region, where the living conditions of small farmers 
are
precarious, their access to transportation is limited, and the
services enjoyed by their counterparts in other parts of the country
 
are lacking.'
 

According to gross estimates made in 1968, the average gross income
in the two former regions and on faims of less than 100 manzanas varies
from C9,000 to C;l0,000 annually. Comparing these data with the
results of a survey conducted in 1965, it is 
seen that the average
gross income of small farmers (working up to 100 manzanas) had improved
25 to 32.5 percent by 1968. 
The survey revealed a gross income of
C$6,750 per parcel, based on 1,334 farms of under 5 and up to 100manzanas and totaling 25,985 manzanas in area.
 

(c) Technology 

The introduction of advanced methods among the Program's
beneficiaries has not been uniform. 
While the great majority of farmers who
grow cotton apply practices such as the use of selected seed, pesticides,
fertilizers, and even herbicides, such methods 
are limited to about
one-third of thise who grow the basic crops, one-third of which production is consumed by the farm family. 
It is very common that the
same farmer who uses traditional methods to grow crops under the
 

*Survey conducted by the National Planning Office of the National
 
Economic Council. 
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Program adopts modern techniques
crops such as 

for his commerical, high-yieldcotton. 
This is not a negative aspect; 
on the contrary,
it is highly likely that the extra cash outlays required to modernize
production of the traditional crops would not be compensated for by
the extra income obtained. 

It is suggested that under Nicaraguan conditions, equipment(and to a certain extent loaninvestment loansfamily-sic farms 
as well) to fa-rers owningnoften serve primarily to enable the farmeruse to makeof all the land he o.wns. 

incentive 
The only types of farmers who have a realto use their lend intensively are owners ofthe one hand, dwarf holdingsor. and lessees of large

crops (cotton, rice) 
farms that produce commercial on the other. The adoptionby WBN clients, b--sed of modern techniqueson the available data regardin- use of agriculturalinputs, is discuss.d belou on a product-by-product basis. 

Ever since data have
insecticides been kept on the use of fertilizersin the growiwg of corn, the and 

use ofhas these modern techniquessteadily increased, reaching satisfactory levels in 1968-69. Inthat season, 51.8 percent of the area financed by Rural Credit ir
Zone I used fertilizers and/or insecticides,rise in the two and their use tended tofoloing seasons. In Zone II, agrocheniicalsin 4 8 percent were usedof the area financed in 1968-69, but theto 35 percent in 1970-71, possibly because 
figure droppea 

they were supplied bydistributors without NITN control. 

Th. use of agrochemcials for cottonpractice amog Rural 
is a general, intensiveCredit users, 100 percent of the area financed
in both Zone I and Zone II havin, made use of them. 

As for the techniques used in sesame production,intensi f'ied the the Prcgram hasuse of agrochemicals, but the desired effect has notbeen achieved, because of adverse climatic conditions.
use of The increasingthese supplies by small farmers has been observed as•ass.In Zone the yearsI, in 60 percent of the area financedinsecticides fertilizers and/orwere used in 1965-66; in Zone II,percent. the figure was 59.6The respective percentages were 90 and 100 in 1970-71.
 

• Zone I includes the Pacific Departments: Managua, Granada,Carazo, Chinandega, and Leon; Masaya, Rivas,Zone II includes Matagalpa, Nueva Segovia,
Jinotega, Esteli, Madriz, Boaco, and Chontales; and Zone Il contains
Rio San Juan and Zelaya.
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There are very small areas for the cultivation of nonirrigated
rice throughout the Republic. 
Modernization in Zones I and TI has
been more or less satisfactory, at least in the last four seasons.
In Zone III, however, especially in the very small areas in theDepartment of Zelaya, modernization has been hindered by the farmers'
resistance to the use of fertilizers, the high cost of transporting
such supplies, and problems in the use of machinery, among other reasons.
 

Nevert'neless, small farmers have made use of improved varieties,such as Nile 1 and IR-22, with good results.
 

(d) Mobil-zation of the nation's financial resources
 

In 1068, the ratio between the balances of agricultural
loans granted by commercial banks the grossand agricultural productwas 57 percent. This proportion was 
1.7 times greater than in 1960,
but it declined by 10,8 points in 1971. 
The average annual growthin agricultural loan balances between 1969 and 1971 was 21 percent.The influence of foreign resources :Ln this matter is evident, sinceUS$47.1 million in foreign loans for agricultural credit (32.2 millionof which was from the IDB) was authorized for Nicaragua during that
period. Withdrawals 
 in that period were 31.9 million of the total
 
amount and 211.1 million of the IDB sum.
 

(e) Labor, and employment 

The survey indicates that 81 percent of the beneficiaries
work on farmthe all year. The rest worked most of thefarms, and as time on theirwage-earning farm laborers a few months of the year,
particularly those who 
 live near inor cotton-growing areas. Only 57percent of the labor force available on the farm, other than the head
of family, does farm work part or all of the year. The others work

for wages elsewhere.
 

Farmers and national experts indicated that increaseanlabor has taken place in hired as a result of the greater availability of credit.This was corroborated by the survey. Of the 200 persons surveyed, 130had hired workers before receiving NBN credit, while 176, or 35 percent
more, are now hiring workers.
 

in addition to the growth in the number of farmerslabor, who are hiring'.henumber of man-months hired per farm has increased from 11to 15 (an increase of four man-months). Table 8No. shows that thelarger farms have increased their use of hired labor more than the
small farms. Among farms of a given size, however, (specifically thoseof more than 50 hectares), cattle ranches appear to have a greateremployment potential, under Nicaraguan conditions, than do agricultural 
or mixed farms. 
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USE OF 

TABLE NO. 7a 

AGROCHEMICALS BY PRODUCT AND ZONE 

(In Percentages) 

Year and Zone Cotton Sesame Rice Coffee Corn Beans Sorghum 

a963  61 

Zone I 

I IIIi. 

100.0 

_ 
-

-_ 

- _ 

- -

1965 -

Zone 

66 

I 
II 
III 

100.0 
0.0 
__ 

60.0 
59.6 

18.0 
46.0 

12.0 
--

13.0 
25.0 

14.0 
2b.0 

18.0 
30.0 

1967  6P 

Zone I 
II 
III 

100.0 
100.0 

-

91.0 
59.0 
-

86.0 
69.0 
13.0 

16.0 
3.0 
-

37.8 
38.0 

-

25.0 
46.0 
1.3.0 

54.0 
50.0 
-

1969 

Zone 

- 70 

I 
II 
Iii 

100.J 
100.0 

-

9O.0 
67.0 

-

80.0 
45.0 
15.0 

9.0 
10.0 

.70.0 
60.0 

.-

57.0 
63.8 

-

70.0 
70.0 

1970 

Zome 

- 7 

I 
II 
III 

100.0 
100.0 

.... 

90.0 
100.0 

92.0 
53.0 

12.8 
16.o 

" 

60.0 
35.0 

22.0 
i1.6 

50.0 
50.3 

Source: Agricultural 'lechnical Department, NBN. 
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TABLE No. 8
 

INCREASE 
 IN THE USE OF HIRED LABOR, BY SIZE AND TYPE OF FARM (MAN MONTHS) 

TYPE OF FARM 
SIZE~~~~ Agr cu tcaj Ca t e a si g1.ed Average

(Man-Months Per Year) 

- 5 hectares 

2


5 - 10 hectares 22
 

10 - 20 hectares 

2
 

20 - 50 hectares 
 3 
 2 
 3
 
50 - 100 hectares; 2 
 7 7 
100 and more hectares 
 2 
 18 
 13
 

AVERAGE 
 2 
 11 
 44
 

Source: 
 Agricultural Technical Department, National Bank of Nicaragua
 

" I 
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One of the reasons for the Ruralon employment levels lies in the 
Credit Program's positive impactfact that advanced methodsdisplace labor have whichnot been introduced. Less than 2 per?est of loan118/SFrwas for the purchase of wgricultural machinery.
 

Though employment has risen, the wages
sector prevailing in the ruralremain at subs~stehce 
because level (one dollar per day), in partof the labor surplus in :.ural areas and in part becauseproductivity has not increased.
 

if we compare the increase in hired laboi, (Tablechanges No. 8) with thein ret assets (Table No. 7), weUS$5,400 net investment has 
find that an averaze ofbcen required for each 12 man-months ofadditional labor hired by the Program's beneficiaries (see Table No. 9). 

82dL 
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TABU ,o.; 

AVF 2RAcE NET INVESTP,frjT REUIiRED TO (:EF1P 2.ATE 1 ,1A.:-MOIfTPS OF EPf'M)YMNT, BY SIZE 

AIM) fYPi; OF AR. ir,-ia, I <) Frrrms) 

%r,, of i,'orups 

SIZE Arricultuira 1. N"tt r', .-,; Mi:d Average 

(in coI -rs) 

-5 hectare. 3,')
5-10 -- 3,600
10-20 " h ,Oo)3,6')0 -- 5,,I 5,eOO
 

800
20-50 
" , '00 6,O'). 10,00 0050-100 8,,JO ,) 6,50d 5,00100 and more 2,JJ 3,70O 
heI
otares 

A eraf-.: 5, 00 3, 7. 7,1') 5 

Source: Ag" icultuiri! T,!chnical D-P.rt-,-.,nt, Nitiona Ba,.niof' .I,arn 

Naturally, I3) dJts binoem v,r, 'Pr's h.i 1.'',1. i 1 typ,tfl1 n th th..
of farm, th,: y ,-its'.cW
' '1ort ,nc ia t onj io;-lr,'Ieo ,0 '('t t5
make-up. Fe' ,-::r:i ,rI ', c a .... On', n , , tmay idye dif'!,r,,nt r, u::t , ' jt', r in.r;:t!,?m t (rMnoni s,Intfor ],!inr' , I',nors, cn!i i'u'n cn v - uIe,t s, o- t,
rais is the .,ffici: nrjcy of' tih. 

" sul: at.v,, 
].- bhr alr,'-v," workln- th.: !' rr. in th. of investm-nts in ocihi !.*,r. ' tl.' it - ,rr. : .' P':r . .. . hor,it can sometrimes ncre,' the requirements for s,.asonnI larbor. 

(a) Attitude-:s of the farmer 

The ,].'mIoment of the Proc-rm Ii -, nah 1_'.,dth, 'iOciona]. Bankof Nicaragua to brn its cre lit pol.cis into !in,with the raI]. nedsof small- f*,-rm-r- , t, principle bol,n to h .Ip th-m Impro':' th,-ir m,:tholsof production an] thusi.nnrr.:s,2 their efTi' ,nc~y and prifits. I'im e-t(,nt
to which Thes" policies are acceptd s 'a.untf] 1uat' th,'1,, !rn-opinions of' th 2 Prr''r-m'- baneficiari,' th1 :aicn", F"or i,
Bank has thourht at-t ti.sLhat :7t po.ri i'cprov. %h,. loti- 20o of' a cr,,jtagency by moving it to another pl.ace,: but it hal to rfrai.n f'rom movingthe afency when lele: ations from th,: ccoiiamitis ricest,, that it not betakn away from them. Similarly, oth-r c'oitilniti,., hay'' sent lettersor delegations to urge th- a.ik to instal lorn offi.'es in those
cowmunities, Such a request has rcently been rf iv'e, from Ahmendro, a 
Community in th Department of Rio San Juan. Also, the:.n. past four years, the small farmers have indicated a cortain (issat:isfaction over 

0-, -1 
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the limit the Bank will end, as as thewell with length of time ittakes to process a loan. The problem relating to the maximumlong-term loans onaffects clients whose loans have been reissued.instance, no than Formore C:-',5,000 could] be lent to n borrower who isbehind in paying off a debt of C;1K-5,000 bring n;-him to themaximum. Yet the additionn], sumi is not enoughproduction level gcratin-
to brinr about athe income

be that in 
to pay off the debt. It shouldnoted such ca.ses of loan reissue,interpreted liberally, 

the debt Limit has beenwith loans sometimes beinu, mie aboveC$30,000 limit. theAs reosrIs orrowers-n whofor coffee and C, :l0,O( 
have reC, ived a loan of C.1'20,000for sters, if shouldthey then aisk for croploan, it acould not be grnnted., This limits th- expansion of theirproduction an,i hence, of th,::.r income. 

It is important to note thait th s,, opiniJons cone from that verysmall numter of beneficiar,-s who haver? f'Jt this ne.ed(I. On thehand, beneficiaries other
lenTallylo have th., viewallocatd p mansana 

that th: amountsr for each product ar., i-vyfact !o.: this e,.spite thethat they usually Ci.th.]rronly 2o) perent of' the loans authorized.In YT, . short-trm loans totalin,'- C ". Tmil.lion w,re ,ranted ,only rai!lion, or 77.: percent, was actui l.y 
but 

borrowed. 

As rerrds th,, tlime it trak es to re,:,eh andecisionborrow(rs on loan applications,.a*_1 e-e that they must ro two or thr(,=, tjmes to theor offices before lea-rnin, the d]eci sion. 
anf -,.es

T']h, st ps Uhroug;h which smallfarmers loan applications must 
bel.ow CI:O,O'D 

pass are simplifle,l for lone-tem loars)anl short-t,-rm loans b
themselvs ,".ow si.e, th_ renciesmake the decisions. If there i- a Pelay
to the l.argre nmnber of applications which 

it :is due in part

the small stffmust proce:ss. Uverthe 1:ss, 

of each Afgency
loans for ar must be "roly approvedthe regional committees. Approval then take longer, sinceinust be studied at the requestthea lencrlevel and is then

where a 
sent to the branch office,final. decision is mad, by the rerionaL committee. 

3. Image
 
(b) The Program's general image 

Generally speakir- , people's opinions of the Programfavorable, since has areit free( small farmers from the control of privatelenders, who chargeri them extremely high interest rates and eventher madesell their harvests at low prices. Now the farmers receive loansat favorable interest rates and, in addition, they are provided withtechnical assistance an help in marketing their crops. 
The Program is criticiZed on 

a sufficient 
the (rounds that it has not producedover-all improvement in the condition of the individualfarmer and does not acover large enough area.problem of time and money. 

This, of course, is aThe irl-rovement definitely taking place,isthough only gradually because of financial limitations and because the
farmer himself requires a lengthy process of growth in awareness if he 
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is to understand the need for changes in his traditional methodsof production and, hence, in his customs and life style.
 

The G;overnment is 

Program's 

aware of these limitations. Encouraged by theachievements even under these conditions,to provide more of the 
it is seeking wayssupplemcntary servicesfarmers to develop and 

that will help small.expand their production. For example,1971 the construction in lateof 100 elevators with a total capacity of2.0 00,000 quintals was completed;
and drying 

they are desirned to provide storageservices. In adition, the Government's road-buildinghas improved the transportation policy 
197.1 Nicaragua had 

of the small farmers' products. By13,32h!.5 r ilometers of road; 1,335.h kilometers werepaved, 1.082.7 ki.lometrs
weather roads, and 

wre sur fa ,3,96. kilometers were all6,60 kilometers were dry-season roads. Thisexpansion of the road network has improved communicationinterior m.itn theof the country, facilitatinr the movement of' farm products. 
The the standpoint of orgni:'a.ions

financing that have cooperatedof the Program (incluinn R*ural 
in the 

the Credit and Supervised Credit),IDB has extended two loans For 7.6 million dollarsCredit Program, thus demonstratin i 
to the Rural 

s satisfaction with theachievements. Program'sSupervised Credit has received S1.0 million incontributions from AID.
 

B, Evaluation Proceduros 
 and Feedback
 

]-. Program Evaluation Procedures
 

The ational 
 Bank of Nicaraguaattached has an Evaluation Section,to the Agricultural Technical Department.objectives One of the Section'sis to make a periodic assessmentBank's of the progress ofvarious programs, theto determine how the andgoals objectivesbeing met, and to recommend areany changes or measures.which the two evaluations The data onof the Rurl Credit Program were based were:(a) Annual statistical records on area 
financed, production,
 

and financing; and
 

(b) Field investi ations on the major aspects of the Program. 
Moreover, those directly responsible forrecords that the Program maintainkeep them informed more frequentlyProgram. For example, 

of the state of thethe analysis onborrower's file folder, keeps 
Form C-R5, which is kept in thethe agronomist abreast of annual or semiannual changes in income, capital, and other important variables thataffect the farmer's condition. Similarly, the 
zone supervisors, in
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their periodic visits, check ahether the farmer has improved his
knowledge of new production methods, the causes 
of any losses he
may have sufFered, and any other significnnt clnns. Whqnsupervisor notes somethinr the
 
of interest that his superiors should knowy,he writes the pertin !nt Pommants in his report to the Central Office.
 

2. Fundbn n I Khrns ir teL Proi-ra! 

The Coals an! ol]ectives of thie Procrin have not undergonemuch change, but som charnes have taken place 
in loan prinniples
and policies to brin,- them into 
.inewith farm rs' current needs.These adjustm' .nts have a>nvrl]y been based on feednbck from the
borrower, passed 
oa directly to higher authorities or channelled to
themn by the u,'ronomists and supervisors who work in the field. In theother direction, the farmur receives counseling from PB]nk agronomiststo help him imnrove his production mthods. This two-way flow ofexperience, from the farmer to 
Bank officials and from Pank officialsto the farmer, has resulted in signi ficant achievements that. serve both

the farmer and the nation.
 

C. Problems
 

1. Government Level
 

The main cause of delinquency in loan repayment in the
Nicaraguan Rural Credit Program and, at the same time, the majorobstacle to the achievemnent of greater benefits through credit, lie
in the weakenss of the marketing system for the traditional products
(including cattle). 
 Each IDB loan has 
stressed the imporance ofcoordinating the loan program with the agency responsi le for marketing.
Yet only five percent of the farmers surveyed by the NBN channelled
their sales directly through INCEI. 
 It is further believed that aconsiderable quantity of corn is sold to middlen wio, in turn, sell
 
it to INCEI.
 

The chief objective of the Government's price policy at least inregard to the basic grains, seems to be more to supply agriculturalproducts to the consumer at low cost than to provide minimum prices to
the farmer. 
Seasonal and annual price fluctuations constitute a risk
to the producer which militates against his incentive to expand production.
 

INCE is the official body charged with implementing the Government's
price policy. 
The recent increase in its storage capacity will enable
it *o have a greater effect on the regulation of prices for the basic
grains. 
INCEI's other problem lies in a lack of adequate funds to
 carry out a massive purchasing program.
 

What happened in 1969 to the record corn harvest is strikingly
indicative of the problem and of its close link with credit. 
After a
 

,.-'
 



- 43 

great effort by the 1,1BN, beginning in 1964, to increase corn production
by virtually requiring its borrowers to use hybrid seed and fertilizer,

a 0.2 million-quintal harvest was achieved in i068-106Y. 
But since
neither facilities organization, nor funds existed to absorb the
 
salable production o' the Croin, 
 prices fell 50 percent between 1968
and 1Y. Tis, combined with the losses caused by the lack of
adequate sturan facilities 
on the farns or elsewhere, ed to 
a severe
drop in farm income, and the farmers were unable to pay off the loansthey had eontract,.l to produce the crop. 
This was a major cause ofthe sudden growth of the delinquent portfolio, as shown by the fact thatloans for corn made up about 
00 percent of the total delinquoncy in
 
short-term Meons at t 
 end of IN".
 

h,r.{ r'.equlremnt that short-termn loans be paid backimmediately aftar th, harvest 
 ismade onerous by the shortag-e of
marketinig services. 

sell 

This natura]y leds the benefic:i.ary to try tohis pro]uree t any price in aer to avo:id puhiti ve interest
paysnents or %th 
 biher of nutting the aency to postpone his deadline.
Thus, the LNN horromea compates directly in the rark.t place with
small Varmurn who are 
-prating without borrow:nq (or with loans from
private lanirs) and who are ,qualIy enger to sell their crops 
at the
first opportunity. 
Th~e same thins happens in cattle-raising, where
serious marketinr-problems affect producers who are current or potential

recipientr of loans for raising or fattening cattle.
 

2. Program Leval.
 

The folowinr are seane of the problems that limit the
 
development of the Program:
 

no 

agronomists 


(a) Th . a ronomist-fami ly ratio, which prevents bhe
 
rom providing farmers with efficient, all-round technical
assistance. 
Though the Progrmaj is expanding, the field staff is notundergoinq a parallel expnnsion, and this is iurther damaging theagronomist-family ratio. 
The ratio is 1 to P82 in some areas, which
makes adequate attention to beneficiaries impossible. 
It is impossible
merely to check adequate.y on investments, much less intensify the
dissemination of the best production methods 
or achieve a greater
 

coverage of families.
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TABLE NO. 10 

AGRONOM-ST-FAMILY RATIO SINCE 1965 

Fari l es Number of
Year 	 Fam iliesServed 
 Agronomists 
 Per Agronomi s_st
 

1965 
 12,1109 
 81h 
 148
1966 
 19,865 
 814 
 236
1967 
 2,800 
 102
1968 
 23,884 ll t 	 243 
210
1969 
 9)),
000 
 105 
 228
1970 
 23,620 
 105 
 225
1971 
 23,6,20 
 120 
 197
 

Source: 
 Rural Credit DiviLion, National Bank of Nicaragua.
 

(b) 	 System of Land Tenure
 

This is another obstacle to efforts 
to increase theProgram's effectiveness, specifically as 
regards long-range goals and

objectives.
 

The 	 problem arises from the legal prohibition (Credit Regulations)against lons--term lending to borrowers wholien. 	 do not offer a mortgageOf the farms in the Rural Credit Program sample, 75.8 	percentof the farmers are o.rners, 13.6 	percent are rente.rs, 2.2 percent aresquatters, and the rest have other types of tenure. 
These statistics
show 	 that Rural Credit works primarily ith 	farmers who hold 	title toproperty, thus restrictinfg coverage to a larger number of farmers who 
are 	not owners.
 

(c) 	 Land distribution 

The 	coexistence of latifndia and dwarf holdings obstr'.cts
the 	progress of the iRiral Credit Program. The manifestationsproblem are diverse. For 	
of this

example, a vast expanse of privately Mnedland 	may separate a borro.rer's small farm from the Rural Credit Office,
forcing the borrower and tie rTi expert to travel a long 	 distance; or,in the case 	of crops such as coffee, the 	 large farm may absorb allavailable labor, which may cause problems to the small coffee-grwer. 

According to the aforementioned sample, the averagefarms 	 size of theof Program borrowers was 37 hectares, but half 	of them were working
in average of );hectares. 

Table No. 11 shows the size and type of farms that have receivedloans, according to the survey.
 

http:rente.rs
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TABLE NO. ii 
NUMBER AND TYPE 	 OF FAR1MS BY SIZE, THAT HAVE RECEIVED LOANS FROM 	 THE NATONAL 

BANK 	 O TAAU 
Type of 


Size In Manzanas
Farm 	 Total-5 	 5-10 10..20 20-25 -50-100 + 10 

Agricultural 21 3); 39 30 16 6 146 
Cattle-raising 3 1 4 10 ii 28 57 
Mixed 1 3 4 8 4 2 	 22 

TOTAL 25 38 47 48 
 31 
 36 	 225
 

Source: Agricultural Technical Department, National Bank of Nicaragua.
 

(d) 	 Migrancy
 

This pheni!,, io
represents 	 1 is typical of the Atlantic region. It
that such 

a problem for the Program, since there can be no certaintya loan applicant will pay hisfarmers 	 debts. In somewho 	had the minimum cases, migrantqualifications
certain crops, 	 have been given loans to sowbut 	after the harvestrepaying the Bank. As 	

they have left the area withouta result, Progr=n officialsstricter 	 have had to beas regards collateral and approval of borrowers, 

(e) 	 Illiteracy 

Illiteracy amongof technical knowledge and 
small farmers hinders the disseminationof information concerningcredit as 	 the significanceinstramentan for agricultural development. 

of 

According to 1963 census figures,population (908,26) were 	
70.2 percent of the ruralilliterate. There wererural schools in 	 73,020 pupils inthat 	year; the figure in 1970 	 was 83,585.how little the 	 This showsilliteracy rate can have declined. 

3. 	 Farm Level 

The problems noted under points I and 2 above affect the
individual farm as well. 
Thus, farm production faces difficulties of
the 	following types: 

" 
 ..
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(a) Market limiations; 

(b) Deficiency of the marketing system; 

(c) Shortage of adequate roads;
 

(d) Shortage of cooperatives;
 

(e) Lack of adequate storage. 

With respect to land tenure and ]and distribution, even if the
farmer owns the land he works, the area is so small that he can obtainonly a very small income, 
evenfIi' he uses improved methods. At the
same time, the renter has little incentive to invest in such improvements
as terracing and fertilization programs, in view of the short term of 
leases.
 

To these problems we addmust those of illiteracy, environmentalconditions 
(housing and sanitary facilities), and food.
 

D. Conclusions about Small Farmer Credit
 

1. Major Problems of Smal1 Farmers
 

Perhaps the most urgent problem which the small producer must
solve over the short term theis sale and storage of' his crops as wellas the purchase of the inputs he uses in his farm operations. Thoughit is urgent to solve the other problems facing the small farmerwell, asthey can wait a little longer. 

2. Role of Credit in Meeting These Problems
 

According to the evaluation of the Rural Credit Program for
1966-1968, credit had helped rural families to improve their living
conditions, which can be deduced from a comparison of certain figures
in the survey with the corresponding figures of the 1963 census.
According to the census, in 1963, 88.4 percent of the rural population
lacked sanitary serv-ices, and only ].6 percent had a safe water supply.
The survey conducted in 1968 indicated the figures to be 67 and 46.7 
percent, respectively.
 

The same survey revealed that families served by Rural Credit
improve thbir consumption levels, which are shown in Table No. 12.
These levels 
are superior to those revealed by the National Survey
conducted by INCAP and the Ministry of Public Health in March 1966.
 

Finally, in 1968 the 1BN authorized the establishment of a
Section of Cantonal Farm Cooperatives, attached to the Division. They
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TABLE NO. 12
 
EVALUATION OF 	 THE TI-REE-YEAR RURAL CREDIT PROgRA-., 1066-19-68 

311 - _IB 

FOOD COTNSPI2TIOII PER, ?Bn-j PER DAY, BY AM--ZIC AREA (in 	 grans) 

rational Survey i/ Rural Credit Pro-ram LlFOOD 
Geographic Area 

er- Area 
ZoneZo ne one
I 	 TotaIZoneiI !!!I 	 Zone Zone Total (2) (1TT 
 iIi
 

Corn 146 
 2a7 275 220 
 26o 351 
 -3D: 138.2Beans 84 47 
 75 72 
 96 
 87 
 96 133.3Rice 78 37 
 28 54 
 88 31 
 155 75 
 138.9Meat 59 72 
 57 58 
 71 80 64 
 71 12 7.6

Eggs 15 10 a 
 12 
 19 21: 15 
 21 175.3Milk 208 340 
 222 243 
 275 397 308 
 334 
 137.4Sugar 64 68 39 58 
 99 86 
 71 
 86 118.3Sweets + + + + 1 13 
 -- 11,
 

Source: Agricultural Technical Department, Evaluation Section, ITBN, 
INCAP, and the M[inistry of 	Public Health.
 

2/ 	 Refers to 	the results of 	the National Rural Survey, conducted by 	IIICAPResults of the Evaluation 	 and the Ministry of Public Health.of 	Rural Credit on beneficiaries of 	the Program.+ 	Information lacking.
 

Zones I, II, and III refer to the Pacific, North Central, and Atlantic regions, respectively.
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seek to promote and assist the establishment of agriculturalcooperatives throughout the country, for the purpose of makingcooperative loans which, while helping to solve the proLlems fa.cingindividual farmers, provide a better guaranty for loans made by theBank. Cooperative credit reduces the administrative
loans costs of makingand leads to the benefits of joint marketin, of production andjoint purchase of the supplies required by producers. From the socialdevclopmen$. viewpoint, loans for the improvement of rural housing andthe digging of wells and cisterns will be facilitated. 

The records shor that there were 15 cooperatives, with 1,307members, in .1-970-71. There were also ' 2 cooperative enterprisesreceived a total of C2;1,.l. million in loans from the Bank. Thedistribution of the loans is shown in Table No. 13. 

TABLE 1O. 13 
FINANCING Or AiGPJ.CUiJ'17WRLGPJOLTpALCOOPERATIV~S 

(Loan figures in thousands of eordobas) 

Bank Credit 

OF COOMATVE 

Rural Credit Total Credit 

Manzanas Loans Manzanas L"a1s 

Cotton 6,090 7,527 2,385 2,657 10,184 

Sesame 87 32 62 22 54 
Rice -- -- 174 102 102 

Coffee 45 15 - 15 
Onions ._ -" 183 498 498 
Sugarcane 370 198 -- -- 199 
Corn 311 128 1,368 703 830 
Beans -- -- 72 28 28 
Sorghum __ -" 155 63 63 
Miscellaneous -- -- 95 61 61 
Cassava 1.5 10 10 
Pabtening .... -- 10 10 

85 pigs
TOTALS Rua l 5 7,910Natona 4.144 12.o54 
Source: 
 Rural Credit Division, National Bank of Nicaragua.
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It should be pointed out that by pooling the purchases of inputs

instead of buying them individually, these cooperatives achieved a

15 percent reduction in production costs. The Bank, for its part, is

confident that its loans will be repaid satisfactorily.
 

IV. Role of Technical Assistance 

A. AID Inputs 

The Rural Credit Program of the National Bank of Nicaragua has
had technical advice on cooperatives since !968. 
This type of technical

assistance has been financed in Part by AID and in part by the Bank.
Table No. IIIshows the number of experts assigned to the Program and
 
tha organization which pays them.
 

TABLE NO. l14 

COOPERATIVES ASSIGNED TO THE RURAL CREDIT PROGRAM 

A.I.D. N.B.N. 

Promo-
 Promo- Sub- Total
Year Advisor tors Subtotal Chief Accountant ters total Experts 

1968 1 1 1 2 4 5 

1969 1 - 1 1 1 4
2 5 

1970 1 - 1 1 1 
 - 4 5
 

1971 1 4 5 1 1 2 4 9 
1972 1 3 4 
 1 1 5
3 9
 

Source: Rural Credit Division, National Bank of Nicaragua. 

AID added four more experts as promoters in 1971, but beginning
in 1972 the Bank is to begin tc assume responsibility for them at the
 
rate of one a year. As c-a be noted, the Cooperatives Section had a

total staff of nine in 1971, four of whom have been paid by the Bank
 
since 1968.
 

The main functions of the AID adviser are:
 

(a) To provide technical assistance to the NBN in the
implementation of its Program for the Development of Cooperatives in
 
Nicaragua;
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(b) To show how this knowledge can be used, for the benefitand improvement of the country's cooperatives;
 

(c) To provide training and advice to the Bank staff responsible
for the developnent of cooperatives so 
as to strengthen their technical
 
ability in the cooperative movement,
 

In addition to these f-unctions, the adviser carried out the
 
following activities 
in 1971: 

(a) Preparation of promotional bulletins and flyers.
 

(o) Direct counseling of the boards of directors, supervisory
committees, and managers of cooperatives on cooperative and management

functions.
 

(c) Conducting coarses on cooperatives and management for the
Bank staff members who work on the Rural Credit Program. 

(d) Other functions.
 

The entire staff of the Cooperatives Section has received training
outside Nicaragua. On fellowships from AID, the Organization ofCooperatives of America. and the Institute of Inter-American Cooperation
of Panama, they have studied in Panama, Puerto Rico, Aruba, and the 
United States.
 

In 1971, a Pilot Cooperatives Project, larger than earlier projects,
was organized. 
The Project includes the establishment of four Departmental-level agricultural cooperatives which are now (September 1972)
in the fiist stage of their operations,
members with the 

which consists of furnishinginputs they need for agricultural production.it Sufficeto say that the price of cotton seed for planting had been asas high1!0 cordobas in earlier years, whereas it was dowm to 73 cordobasin 1972. This is a 311 percent reduction.
 

It is hoped that the 
 second stage, whose purpose is marketingthe farmer's products, will be completed in 1973. 

Each of the cooperatives has up to 300 or more members.
is a membership of 1,000 to 1,200 each. 
The goal


The names and locations of
the cooperatives are as 
follows:
 

The Saita Ana Farm Cooperative Chinandega 

The Esquipulas Farn Cooperative Leon 

The Masaya Farm Cooperative Masaya 

The Em. Mongalo Farm Cooperative Rivas
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Another AID contribution in human resources was the employment
in June 1972 of a soil expert and grain specialist, who is assisting
NBN's current Basic Grains Program. He is conducting, on a demonstra
tion basis, tests of new varieties and the use of fertilizers. TheBank is paying the salaries of two technicians for this work. 

B. Other Contributions 

As indicated in Part T of this Report, the Rural Credit
Program has been. bolstered by two loans f 'om the Inter-American
Development Bank (No. 364F and 118/SF). 
 Foreign technical assistance,
however, has been financed by the National Bank, since the IDB hasincluded in its loans the cost o? the services of advisers, who have 
at the same time been proposed by the !DB itself.
 

O332 


