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Glossary of Terms

Cattlemen's bank.,

Agricultural bank; a bank which extends credit
to farmers with medium and small farms.

Cooperative assoclation of INCORA co-ops.
An agricultural export agency.
Development Loan Fund.

Fondo Financlero Agrario (agricultural
financial fund); a credit source from the
Colombian Agricultural Ministry.

A land measurement equal to 2.47 acres.

The International Bank for Reconstruction and
Deveiopment (World Bank), an international
development bank,

Instituto Colomblano Agropecuario; the
Colombian Agricultural Institute; activities
include research, teaching, and extension,

International Development Association, the
""'soft loan'" window of the World Bank.

inter-American Development Bank.

Colombian marketing agency for agricultural
products.

Institute Financiero Industrial, Industrial
Finance bank, provides credits for imports.

Instituto Colombiano de la Reforma Agraria;
Colombian Agrarian Reform Institute; activitles
include land distribution, supervised credit,
colonization, and irrigation projects.

National Agrarian Fund.

The monetary unit of Colombla; in 1964 the
exchange rate was 9.00 pesos to the dollar;

in 1971 the rate was 21,00 pesos to the dollar.

Coliombian Vocational Training Agency.

Agricultural service.
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SUMMARY

The INCORA credit program is a complementary part of a major agrar-
ian reform program initiated in 1961 in Colombia. The credit pro-
gram began in 1964 when the U.S. Agency for International Develop-
ment (AID) took the lead in supporting the program with a loan of
$10 miilion U.S. In 1966, a second AID loan of $8.5 million U.S.
was granted,

The purpose of the credit program was to offer to the target group
of small farmers a plan for development of the farm and family

unit, sufficient credit to attain plan goals, technical assistance
related to production practices, and supervision of lending to pro-
tect INCORA. The supervised credit program passed through two
distinct phases--initiation (1964-65) and rapid expansion (1965-69).
The current or third phase Is best described as reorientation,

In 1969, total vaiue of loans made was $20 million U.S. and the
portfolio outstanding was double the value of loans made in that
year. By 1972, about 50,000 families benefitted from the credit
program. The families reached by INCORA, however, represent only

.3 portion of the small farmers in the country. Evaluation of
borrower progress through successive plans shows substantial in-
creases in gross product value, increased Input purchases, increased
net worth and average farm size, and improvement in the farmer level
of living. Program costs per family were relatively high initially;
however, unit costs declined as more families were reached.

A lesson learned Is that extending credit to small farmers for farm
and family development cannot follow the traditional pattern of
bank lending designed to serve larger commercial-type farmers, To
mix them and permit the banking institutions to dominate small
farmer provisioning under the guise of efficiency or specialization
erodes the rate of small farmer development .,
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INTROOUCTION

The Colomblan agricultural credit system consists of several
entities. The major private and public agencies and their
credit activities in 1970 are shown In Table 1.

': Todle |.--Rajor sources of agricultural credit In Colondia, 1970
1 Numbder 1 : : !
y Yalve of Portfollo
Institution : I::ng : Percent : n.uuloan‘ : Percent : end of year : Percent
t
t {000,000 Ps) (000,000 P8}
H
cesee 818 ] 1,868 3o 1,819 22.5
Privete bemtscceeet 57 ’ (3 97.3)1/ (3 94.9)
Cojo Agrario Baah.; 348,134 ][] 3.)98 56 4,542 $?
1 ($177.3) (3236.9)
Livestock denk....; §,75% 1.) A\ ? 998 13
H (3 23.)) (s s2.1)
IMCORA, . oovanvnaney 25,000 5.7 188 ) 9 ¢
t (s 9.9) (s 25.9)
COFIACRO. . cavevsat 187 .- 210 4 128 1.5
: (st1.0) (s 6.9)
T
TOTALS....ouvuuat 436,894 100 6,107 100 7,982 100
H ($318.6) (3416.4)

1/ Rillions of dollars, 1970 enchange rate (19.17).

Private banks are required by Law #26 and subsequent decrees
to maintain credit funding for agriculture In an amount not
less than 15 percent of their demand deposits. Agricultural
credit is extended through branch banks.

Caja Agraria is a mixed agency with funding from both govern-
ment and private sources., Caja has some 650 credit agencies
and 450 stores for provisioning agriculture. It has a domi-
nant position In the agricultural sector.

Livestock Bank is, likewise, a mixed agency with funding from
the government, external donors, and private capital,

INCORA is a governmental agency authorized to provide credit
to farmers included in agrarian reform activitles. Caja
Agraria and Livestock Bank perform necessary banking services
at a cost to INCORA. The sources from which INCORA acquires
its loan capital are: USAID loans, borrowing of AID loan
counterpart funds, discount or rediscount of agrarian bonds,
and matching funds from Livestock Bank and multilateral agency
project lending.

COFIAGRO is part of the Agricultural Ministry and is funded
from governmental sources. Its principal functions are to
provide credit and financing for agricultural processing, mar-
keting, and exports,



FFA (the Agricultural Financial Fund) Is a credit source of
the Agricultural Ministry. Through this fund, programs of
directed or supervised credit are carried out by other insti-
tutions. FFA financing Is derived from reserves of regular
reserve requirements In the Bank of the Republic bonds and the
proceeds from sale of those bonds accrue to the Fund.

Development of rural cooperatives has been limited to the INCORA
effort and a few CUNA promoted savings and loan associations.
INCORA has established 19 co-ops with 20,000 members and sub-
scribed capital of 20 million pesos ($1.2 million doilars).l/

Table 1 shows that almost 437,000 loans were made In 1970.
There have been increases in the number of loans In 1971 and
1972. In Colombia there are an estimated 600,000 small
farmers with about 45,000 new family units added each year.
There are 1.2 million farm units of which 757,000 have less
than 5 hectares (12.5 acres) and 453,000 of over 5 hectares.
Thus, dividing the number of loans by the number of farm units
shows that 35 percent of farm units could have recelved credit,
In 1970, Caja Agraria made 60 percent of Its loans to small
farmers (farmers with gross assets of 50,000 pesos--$2,600)2/
and the portfollio share from them was 20 percent of the total,
INCORA credit was reaching 45,000 small farm families In 1970--
one-flfth as many small farmer borrowers as Caja Agrarla,.

Officlals who determine agriculture credit policy put strong
emphasis on small farmer lending. VYet, over the past decade,
total credit to the agricultural sector has increased, but its
distribution continues to favor larger commercia! enterprises.
To the small farmer, with a modest or marginal base of produc-
tive resources, credit must complement his needs and it Is most
effective when accompanied by technical assistance.

The World Bank/IDA 1970 Report No. WH 200a concludes that “only
about 25 percent of bank credits are advanced as a result of a
detalled appraisal of requests, Credit worthiness of the appli-
cant, not the expected return of the proposed investment, Is

the only consideration In much bank lending In Colombla.

Greater emphasis on credit coupled with technical services

would help Introduce modern production practices Into much of
Colombian agriculture where lack of technical know-how Is the
greatest factor limiting rapid expansion of output.'3/

There are farmers who have 'credit worthiness,'" who have ade-
quate or surplus productive resources, who can transfer credits
and Investments between the agricultural and urban sectors, and

1/ Doliars, 1968 exchange rate (16.95).

2/ Dollars, 1970 exchange rate (19.17).

I/ Ministry of Agriculture, Aspects of Institutional Agrarian
Credit In Colombia Bogota, January 1988,
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who can attract technical assistance from public or private
sources. On the other hand, there are many more small farmers
who have no recognized 'credit worthiness," who have a marginal
or deficient resource base, who cannot transfer credit and in-
vestment between the agricultural and urban sectors, and who
are bypassed by technical assistance. It appears that given
the different needs of the two groups of farmers, policy makers
charged with establishing credit avallabilities should differ-
entiate between the two groups and target availabilities and
delivery to match the needs of each group.



PROGRAM CHARACTERISTICS

A.

Background

The Credlit Program in the Context of Agrarian Reform

The supervised credit program Is one of several agrl-
cultural development programs which have been Inte-
grated by INCORA to accomplish comprehensive agrarian
reform In Colombia. Therefore, the credit program
must be studied in the context of this overall agrar-
lan reform program,

The flrst Colombian Agricultural Census, completed in
1960, brought into focus the magnitude of Colombia's
land tenure problem and deficiencies in servicing
small farmers' needs. It centered attention on the
amounts and kinds of services available to small
farmers and the means by which corrective action
could be achieved. Subsequently, Law 135 was enacted
which created INCORA, not as a competitor to existing
agencies, but as an effort to reach a broad segment of
the rural population lacking adequate resources and
generally unattended.

Prior to enactment of Law 135 of December 1961, there
was neither government policies nor programs directed
to the needs of small farmers. These farmers had in-
secure tenure, inadequate credit, no technical compe-
tence for production, nominal rural infrastructure,
and no means to assure equal protection of the laws.
Law 135 created, on the one hand, a body of law and
administrative authority to rectify the existing situ-
ation and, on the other, it created INCORA to imple-
ment that authority,

Objectives of Law 135 in abbreviated form are:

(a) to stimulate utilization of Idle or under-
utllized lands;

(b) to increase agricultural and livestock pro-
duction, to increase productivity, and to
utilize lands in production best suited to
their location and capabllities;

(c) to provide renters and sharecroppers better
guarantees to tenure and offer them as well
as rural workers better access to land owner-
ship;



(d) to reform the agrarian structure, eliminate
inequitable concentration of rural property,
prevent undue fragmentation of farms, recon-
struct adequate family farm units, i] and
provide lands to rural landless;

(e) to raise the standard of living by land
reform and by coordination and development
of services through technical assistance,
agricultural credit, marketing, housing,
health, security, and development of
cooperatives; and

(f) to assure conservation, security, improve-
ment, and utilization of natural resources.

To accomplish those objectives INCORA was created as
an entity with administrative autonomy and its own
dedicated fund and property for indefinite duration.
INCORA functions are to:

(a) administer public domain lands;

(b) administer the National Agrarian Fund;

(c) clarify the extent of state lands;

(d) construct rural infrastructure;

(e) acquire and distribute or redistribute
lands; and

(f) create the Office of Agrarian Attorneys
as delegates of the Attorney General.

The law created a Social Agrarian Council which meets
semiannually to examine and recommend orientation of
agrarian reform, The INCORA manager is named by the

b/ A family farm unit as defined in Law 135 is an area of land
sufficient when exploited with reasonable efficilency to provide a
normal family with adequate income for maintenance, for paying off
debts incurred, and for progressive improvement. Reasonable effi-
ciency means that the land area does not require more labor than Is
avaiiable from the family, except for peak seasons or mutual help
from neighbors.

in practice, the size of a family farm unit in a particular area
is determined by adding together 8,800 pesos plus annual costs for
acquiring the land, and dividing that sum by the average annual net
operating Income per hectare of the most.prevalent crop In the
locallty.
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President and must have a different political affil-
lation from the manager of the Agrarian Credit Bank
(CajJa Agraria). [INCORA Is authorized to provide ioans
to develop family farm units generated by the agrarian
reform,

The law also provides for the financing of INCORA
through a Nationai Agrarian Fund. Initially 100

million pesos ($7 million U.S. 1961 rate) were to be
included in the National Budget for INCORA each year.
Later the amount was increased to 300 million pesos.
Also INCORA or the government may borrow from domestic
or foreign lenders with a guarantee from the government.
Validity of such loans need only the approval of the
Council of Ministers and the President.

In addition to national appropriations and borrowings,
land tax surcharges, donations, proceeds from sale of
properties, and payments recelved for services accrue
to the fund. Agrarian bonds, Class A, are issued each
year in the amount of 200 million pesos and Class B
bonds Issued up to 200 milliion pesos. Those bonds are
deposited by the government in the Bank of the Republic
to the order of INCORA and become INCORA assets.

Law 135 listed an objective of raising the standard of
living by coordination and development of services to
provide technical assistance, credit, and other ser-
vices, The Law also established the National Agrarian
Fund to finance INCORA and the Law authorized INCORA

to place funds under Caja Agraria administration to
finance credit. However, the law did not provide
financing for a credit program from the Agrarian Fund
but it authorized INCORA to use Caja Agraria as a bank
for developing a program of credit, technical assist-
ance and other services., As a consequence, when INCORA
developed the service programs, only the administrative
costs of the programs were financed from the Agrarian
Fund. Thus, funds for capitalization for a loan port-
folio and reiated fiduciary or service costs had to be
sought from sources other than the fund.

When INCORA began operations 1in 1962, the term of the
first National Front President (Liberal) was ending

and a Conservative would be elected and inaugurated in
that year. The long travail of 'La Violencia' was
drawing to a close with public order and personal
security emerging. There were three irrigation pro-
Jjects under construction, one in Tolima, one in Boyaca,
the other In Valle financed by Regional Corporations.

A fourth, and older, project of the United Fruit
Company in Magdalena was steadily deteriorating.
Agricultural research and extension services were weak.
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Caja Agraria provided some credit to farmers (short-
term subsistence type loans for small farmers and
conventional bank credit to medium and large farms);
it administered Development Loan Fund monies for
colonization and resettlement; and had undertaken the
purchase, subdivision, and resale of several prop-
erties.

Phase 1: Establishment

The first phase of INCORA development as an agency
covered the period 1362 through 1965. During 1962, the
Bogota central office was established and began the
process of inventorying public lands to be administered
and identifying lands with faulty titles or of exces-
sive size. Studies of land use capabilities quickly
showed that, despite large acreages of lands to be
administered by INCORA, a relatively small amount was
readily adaptable to settlement., The lack of access

or penetration roads, diversity of the soils, topog-
raphy, exlistence of widely differing micro climates,
and lack of definition of property boundaries made
necessary the creation of a division of engineering
works (see Figure 1). The land titling process began
but primarily affected squatters or claimants of owner-
ship of land acquired through adverse possession (occu-
pancy, use, and possessing land without formal title or
other legal documentation).

As programs spread more broadly, considerable emphaslis
was glven to developing projects to irrigate, drain,
Improve access to, or otherwise prepare the lands for
production, Feasibllity studies and project designs
were undertaken ieading to external financing from I1DB
and |BRD.

Also, a growing awareness of the need for farmer credit
was evident and the USAID Mission collaborated with
INCORA's newly formed division of rural development to
prepare a loan request, Consequently, USAID loaned

$10 million U.S. to INCORA to fund a supervised credit
program In 1964, With that money, INCORA opened a

fund In Caja Agraria to finance farm plans approved by
INCORA. Repayments are made to Caja Agraria and cred-
fted to the INCORA account. During 1964, about 2,550
loans were made valued at $2.67 million U.S.

The period 1962-65 established the Institute and its
maJor program activities, making them operational in
projects throughout the accessible areas of Colombia.
The Bogota central office had four divisions., One was
administrative and the other three supporting, programs:
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Flgure 1.--GENERALIZED TOPOGRAPHY AND ROAD
SYSTEM IN COLOMBIA
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(1) land distribution and redistribution (1egal);

(2) project works and investments in irrigation,
drainage, access, land clearing, and other property
improvements (engineering); and (3) supervised credit,
cooperatives, community leadership, housing, and social
benefit activities (rural development) (Flgure 2),

Each Is headed by a sub-manager with staff and techni-
cians,

For programs to operate in the field the INCORA manager
designated projects (development areas) and selected
project directors for them with authority to bring to-
gether the mix of programs appropriate for the project.
Executive authority was decentralized with project
directors reporting directly to the manager. Project
areas were not precisely defined so, in essence, the
programs could reach to small farmers anywhere within

a reasonable distance from the project site. Within
the project areas were rural farm laborers, small
farmers, medium farmers, large farmers, and lands owned
by people living outside and within the projects who
used or did not use their lands. Others used lands
which they did not own, Some had credit, others were
without; some had technical help, others none. !» that
setting, the project director had to maintain a balance
between local proponents and opponents of agrarian re-
form and had to set priorities for services to be pro-
vided from the available programs in an effort to
satisfy the needs of the clientele.

Program management and administration was controlled

by the program managers from Bogota. Program personnel
assigned to the projects were usually trained by the
central office. From the earliest stages, INCORA pro-
vided specialized and general training for personnel

to implement the programs. INCORA was dedicated to a
continuous upgrading of skills and improving capabil-
ities from the executive level to the low grade posi-
tions,

The central management, the decentrallzed authority of
project directors, the personnel staffing program, and
the established training effort were geared up for
expansion., Funding of programs during this phase was
generous. Each year INCORA carried forward a cash
surplus., Project managers and techniclans had gained
enough field experience to deal with operational prob-
lems,

Phase il: Rapid Expansion

The second phase of INCORA from 1965 to 1969 was an
expansion phase. New projects were opened and program

9



Figure 2.--INCORA ORGANIZATIONAL CHART
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coverage extended broadly. Some 19 cooperatives

were formed with 20,000 members, The number of credit
clients grew from 2,550 In 1964 to 34,865 In 1969 with
a portfolio outstanding of 689 million pesos from an
accumulated total of loan value of 1.]28 billion pesos.
As of the end of 1969, some 100,000 adjudications of
land titles covering 13.4 milllon acres had been given,
The Engineering Division had Invested 307 mllilion pesos
in land Improvement and 87 million pesos Iin road bulld-
Ing.

During the expansion phase, there were a few adjust-
ments to the programs., Funding needs grew rapidly but
avallablilities grew also, although a bit less gener-
ously than in the first phase. At the end of 1969,
INCORA showed Its first yet very small cash flow
deficlit. In relation to the previous year's accumula-
tions, the deflicit was Insignificant except for the
fact that it was a first occurrence,

Phase 11l: Reorlentation

The third phase of INCORA from 1969 to the present or

recent past Is difficult to define because INCORA was

caught up In a curious mixture of cross currents from

both outside and inside the agency. Some of the cross
currents were generating In 1968, others In 1969, and

still others in 1970 and 1971,

The manager of INCORA for Its first 7 years became
Minlster of Agriculture in 1968. He was replaced by
the director of a major INCORA project, Both of those
managers grew up with the INCORA and were completely
absorbed in the mystique of the agency and Its mission.

The Agricultural Ministry advanced a general reorgani-
zation plan for the sector in 1968 and put Iinto effect
decrees of 1968 and 1969 which realigned the Ministry's
decentralized agencies. The Ministry retained the
pollcy making function and made efforts to strengthen

a sectoral planning and evaluation offlce. INCORA was
almost unaffected by the reorganization. However, some
20 other decentralized agencies were grouped within the
three new branches of the Ministry, i.e., Marketing
(IDEMA), Research and Extension (1CA), and Natural
Resources (INDERENA). As a consequence--INCORA,
through Its rather spectacular growth--was the largest
budget recipient in the sector and soon found an in-
creasing competition for budget funding by the new and
enlarged agencies who were generally not very enthusi-
astlc about agrarlan reform,



Law f) was also enacted in 1968 but Its effects

were not felt Immedlately. Law f]1 extended to renters
and sharecroppers the privilege of requesting INCORA
to review their qualifications as small farmers (but
with weak or nonexistent tenure) and, INCORA extended
them credit and technical assistance if they qualified.
Also INCORA obligated itself to acquire the lands nec-
essary to provide them enough land for family units.
Lands occupied by renters or sharecroppers were con-
sidered adequately used, so to acquire lands, INCORA
had to rely upon the relatively slow progress of vol-
untary acquisltion (negotiated purchase) or the slow
process of Involuntary exproprlation from the owners.

0f some 76,000 renters or sharecropper families seek-
ing INCORA services during 1968-69 under Law f1, about
46,000 were found quallfied. However, the amount of
land occupied by the qualified renters and share-
croppers was less than half enough to provide them

the requisite amount for family farm units. The acqui-
sition process was slow and generally there were no
other lands avallable to settle the surplus of quali-
fied claimants, Consequently, INCORA faced the choice
of providing group credit and technical assistance to
farmers farming the original property in common or
subdividing the original property into inadequate farm
units with credit golng to each farmer individually,
Opting for group credit and production cooperatives
further advanced the trend toward that organizational
form on the common lands.

At about the same time, a prominent Senator charged
malfeasance Iin land acquisition against the Minister
of Agriculture (the former manager of INCORA)., This
brought about a serious confrontation and much public-
ity. The Minister was exonerated but factlons opposed
to agrarian reform concentrated efforts to weaken the
programs,

In previous years INCORA had received consliderable
media publicity; some favorable, some critical. The
confrontation, as distinct from the charge, focused
attention on the land reform issue, The rate of land
title issuance did not Increase much year by year and
the proportion of redistributive titles to distributive
titles changed very little through time.5/ Awarding
distributive titles in essence formalized an existing
tenural relatlonship. Some commentators suggested that

5/ Redistributive: public acquisition of private land for distri-
bution to others, Distributive: Land distributed from public
domain.
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INCORA was taking the easy way out on land reform.
Others of an opposite persuasion argued the virtue of
distributive titling.

In the settled areas where redistributive titles were
promised, the long and slow legal processing of acquli-
sition tested the patience of those awaiting titles,
Some 3,500 INCORA project personnel, most of whom were
in direct contact with the small farmers, had the
optimistic view that things would be better. At this
stage the workings of the renter and sharecropper Law
#1 of 1968 began to show effects. The small farmers
combined with the renters and sharecroppers swelled
the small farmer constituency and increasingly fright-
ened the land holders.

In mid-1970, INCORA invoked for the fi-st time Its
authority to establish a concentration of parcels at
Jamundi In the Cauca Valley. The good quailty bottom
lands In the area were held by 56 owners occupying

some 28,300 hectares. The surrounding hilly lands

had 900 small farmers occupying 1,100 hectares. |INCORA
initiated expropriation proceedings against several of
the larger owners even though thelr land was previously
designated as adequately used. (Lands established as
adequately used can be acquired by INCORA through vol-
untary sale but expropriation rules are very stringent).

The INCORA jJustification for such action rested on four
points: that the bottom lands couild be drained and
productivity of crops other than livestock could be
substantially increased; that the food demands of Calli
were Increasing and required the production of the
valley lands; that acquisition of the bottom lands was
necessary to rectify the tenure structure of the small
farmers; and that there was no other land area avail-
able that would provide them a basis for farming.

In addition to being a classic confrontation in the
workings of agrarian reform, this actlon occurred at

a time when the credit program was coming under attack
In the Congress., The issue was the alieged high cost
of credit supervision. Annual supervision costs were
rising while new funds available for lending were de-
creasing, hence supervision costs per peso loaned
increased. Consequently, INCORA began shifting iending
from individual farmers to farmer groups who worked
common land.

In 1971, the second manager of INCORA resigned and was
replaced by a new manager from outside of INCORA,
bringing about a rather traumatic blow to the morale
of the Institute. Numerous top level employees
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resigned immedliately. Some carrled on a few weeks or
months untl] replacements were named. Later, in the

same year, the third manager was replaced by a busi-

ness executive from outside INCORA. His job was made
doubly difficult because of the previous loss of top

people and his lack of familiarity with the nature of
the agrarian reform programs. Also, four top INCORA

executives died in a December 1972 plane crash.

INCORA had lost some of its glamour and strong forces
in government grew increasingly critical of the Insti-~
tute's programs. Two major conferences were held to
discuss in-depth what changes might be made in Law 135,
A conference was held in Boyaca Iin 1970 by a presiden-
tial commission to evaluate agrarian reform efforts.

A second conference, held in Tolima in 1971, brought
together seven legislative leaders and six executive
branch officials who joined unanimously in a
"Declaration of Chicoral'" which proposed legislation
to change significantly the course of agrarian reform.
The unanimity indicated a show of strength of the
National Front (coalition of the two major political
parties). The proposed changes were:

a. Combine social with economic criteria in estab-
lishing classification of rural holdings which
may be subject to public acquisition and increase
the statutory down payments for adequately utilized
lands.

b. A scale for establishing '"presumed rent or return'
on rural properties as a minimum base against
which applicable taxes will be levied.

¢. The creation of two funds, one for payment for
lands publicly purchased or expropriated and the
other for supporting community welfare activities
in rural areas. Fund resources will come from a
surtax on real assets and inheritance, a portion
of the tax on presumed rent and other sources.,

d. Directed a subcommission to consider several issues
raised In the proposed modifications of the agrar-
ian reform law previously submitted to the Third
Commission of the Legislature but not covered at
the Chicoral meeting.

Newspaper accounts Indicated that the Third Commission
of the Colombian Senate approved Iin substance the pro-
posed changes in Law 135, The full Senate has not yet
acted upon the Commission report and the House of
Representatives Commission has not completed work on
the proposals. On balance, the proposed changes will
probably strengthen the INCORA land reform effort and
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increase programs directed to provide community Infra-
structure. With regard to the credit program, there
are Indications that a significant amount of the INCORA
credit portfolio will be shifted to CajJa Agrarlia for
experimental credit programs. That then Is the setting
within which the INCORA credit program operates.

Other Relationships to the Natlonal Credit System and
Preexisting Institutions

INCORA In the management of the Natlonal Agrarian Fund
(NAF) has direct linkages with the Bank of the Republic
(BOR), the Monetary Board, CaJa Agraria, the Livestock
Bank, the Fondo Financiero Agrario (FFA), and bliateral
and mulitilateral lending agencles. Budget appropri-
ations come to the NAF through orders to pay (ordenes
de .pago) approved by the Minister of Agriculture and

a 3e|egate of the Treasury Ministry for disbursement

to INCORA, The INCORA credit program does not recelve
funds from NAF for financing the credit portfolio nor
for the fiduclary costs of servicing the portfolio.
However, the costs of administering the credit program
are provided by NAF monles.

The INCORA programs do compete with other Institutions
to a very modest degree. In the case of land reform,
Law 200 of 1935 provided that public domain lands and
other lands for which ownership claims were faulty
could be titled to occupants using and possessing them
through civil procedures. Legal services were required
to accomplish titling but when INCORA came Into opera-
tion Its Legal Division took over most of those actliv-
ities at little or no cost to the possessors., With
regard to engineering works, INCORA provided legal and
technical services for land Improvement activities,

To some degree this replaced similar services formerly
provided by reglonal corporations.

Credit and rural development programs could be con-
sidered as competitive to Caja Agraria because INCORA
Interest rates on small farmer loans were less than
those of Caja. Also, provision of credit supervision
and technical assistance by INCORA to borrowers repre-
sented an element of subsidy. However, gliven the very
large and rapidly growing number of rural families of
limited means and resources, with probably less than
half of them recelving public services In a meaningful
sense, the small farmer clients must compete for
services. Likewise, existing agencies compete for
funds to provide services which they can render.

The agrarian reform law requires that INCORA accomplish
agrarlian reform. The agency did not grow out of a
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reorganization of functions performed by other
agencie: The objectives of the agency were imposed
upon the preexisting structure, Principal officers
were drawn from local agencies and were dedicated to
accomplishing agrarian reform by Colombians,

Agricultural Patterns and Potential

The setting In which agrarian reform and credit pro-
grams operate is widely diverse., The mountains of the
major ranges are settled mainly by small farmers.
Usually the better quality lands in higk valleys are

in large holdings. Altitude limits crops to barley,
corn, potatoes, wheat, and livestock pasture., Recently
vegetables, berries, and cut flowers have spread.
Coffee production Is generally a small farmer crop

but neither agrarian reform nor INCORA credit Iis avail-
able to them except where diversification out of coffee
is in progress.

The foothills of the mountain ranges and the bottom
lands along the two major rivers are semi-tropical to
tropical., Principal crops are cotton, rice, sugar,
soybeans, corn, sorghum, bananas, platanos and other
fruits, plus livestock and poultry. Small farmers
tend to populate the foothills; larger operators farm
or pasture the valleys.

The rest of the nation consists of the Pacific slope,
tropical with very heavy rainfall but mostly inaccess-
ible, and the Eastern Llanos which is semi-tropical
with large areas of both rolling grasslands and moder-
ate to heavy jungle. Because of thelr Inaccessi-
bility, these areas generally have low population
densities (Figure 3). Soils in the rest of the nation
area range from excellent to the badly leached soils

of the grasslands. Livestock production predominates
but some starts have been made in rice, corn, cocoa,
and rubber. Land clearing, restoration of leached soil
areas, and penetration roads are the prerequisites to
settlement. To cover those diverse areas and cropping
patterns, INCORA had to adapt its programs to serve in
developing family farm units.

The pattern of farm tenancy for the more settled areas,
the mountains, mountaln valleys, foothllls, and river
bottoms, is shown in Table 2 (based on the 1960 census).
Subfamily farms are those too small to satisfy minimum
needs or to fully utllize family labor. In the areas
of better soils and climate, units up to 5 hectares

and, in the more arid regions with poorer soil units,
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Figure 3.--POLITICAL DIVISIONS AND POPULATION DENSITIES
IN COLOMBIA
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Teble 2,--Distribution of farms by slize, Colombla 1960

O 3
Number farms H _ Fera asree
H

porconf (000 Hectares) Percent

- 00 sofoe oo oo

Subfamlly.ceeveesnnet 785,000 6\ 1,350 6
F.llly..............: 361,000 3o 6,000 24
Hultlfc-lly.......;.: 54,000 : 5 6,160 25
Multifamlily lorgo...: 15,000 1 11,040 AS

YOYAL.............: 1,215,000 100 24,550 100

up to 10 hectares are considered subfamily. Famlily
farms are large enough to maintain a famlly at an
acceptable level of living utiliizing the family labor
and using modest technology. The size range for family
farms is from 5 to 50 hectares In better areas and froa
10 to 100 hectares in the poorer.

Multifamily farms require more hired labor than is
provided by the family but do not have an organized
hierarchy of employees under an administrator., The"
size range for them is from 50 to 200 hectares In
better areas and from 100 to 500 hectares in the
poorer. Multifaaily large farms have a permanent work
force greater in number than the family and the unit
requires a division of labor and an organizational
hierarchy. Farm size Is greater than 200 hectares or
500 hectares, depending upon location.

While the census definitions are useful in a general
sense, there are subfamily unlts capablie of being
improved to the point of supporting a family, and even
profitable., Within the family farm group, there are
some who can augment resources and move upward to
hiring labor. Making another comparison, 75 percent
of the acreage and 63 percent of the farm units are
privately-operated while 25 percent of the acreage and
37 percent of the farm units are rented, sharecropped,
or simply occupied., INCORA programs work to provide
credit primarily within the subfamily and family sized
groups, Tenure reform for renters and sharecroppers,
when accomplished, qualified them for credit. [INCORA
extinguishes ownership claims to the land then titles
it to them, After titling, credit can be provided.

Over the rest of the nation area, the above classifli-

cations do not apply. Around some villages one finds
a number of relatively small- farms. In other areas
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large haciendas become almost a village complete with
an alrstrip. Between those extremes the occupant of

a land area stakes out his claim when he finds the area
he wants. Full utilization of family labor Is a must
whethcr the unit Is small or large, Also, even though
he has fruds to hire outside labor, It Is only avall-
able frcm Incoming migrants to the area. However,
their goal Is to claim a land unit themselves.

After the settler has a clearing and a shelter he can
request that INCORA formally establish his land unit.
If he has adequate land cleared and lives on the place
for 2 years, he can sign a contract with INCORA leading
to titling 3 years hence. With the contract he can
~avall himself of credit and technical assistance
services,

8. ObjJectives and Organization of the Credit Program

1. General Objectives
(a) Announced

The supervised credit program of INCORA is defined
as "a system of Integrated financing for small
farmers with limited resources and those recelving
lands under agrarlian reform through the combining
of planned farm operations with technical and
soclal assistance with supervision of the credit
extended.'" The objectives as stated by INCORA
are:

(1) to ralse the level of living of the farmer-
borrower as a consequence of Increasing his
Iincome, capital, and farming capabllities
through the extension of credit combined
with applied technical assistance to In-
crease the production and productivity of
his farm;

(2) to prepare the farmer-borrower to attain
access to ordinary credit sources through
a process of ''graduation" of the borrowers;
and

(3) to support the formatlon of systems assocl-
ated with the full utlllizatlon of the land,

Those objectives were stated In terms of advanc-
ing the creatlon of famlly farm units generally,
However, there are significant differences in the
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weighting of credit given for different purposes.
For exampie, credit to irrigation areas is ori-
ented toward plans with a high agronomic and
technological requirement. At the other end of
the spectrum, I.e., In colonization zones, credit
is oriented toward the economic, social, and
infrastructural aspects of developing family farm
units. Between those extremes are many small
farmers in the highlands and foothiils; some are
owners of land and others are sharecroppers and
renters who receive credit to advance economic,
technological, and social objectives.

Some shifting of objectives of the credit program
has occurred through time. The obvious reason for
such shifts is that prior to the INCORA credit
program there was no experience to serve as a
guide for a small farmer credit program. Hence,
after credit supervisors and zone chiefs began
credit operations in the field they were better
able to identify credit priorities in terms of
need and use.

The evolution of the credit program was highly
adaptive, Cooperatives were formed and financed
with credit in part, Credit for livestock pur-
chases became more avallable over time. Groups

of farmers jointly borrowed to build access roads
and other community faclilities. The complementary
role of providing supervised credit to top-off the
FFA funding (see page 2) is another example.

National policy priorities also have implications
for credit program objectives. Briefly paraphrased
the priorities are:

(1) to increase production for Internal demand
and exports.

(2) to continue agrarian reform emphasizing
specialization In land distribution with

more participation of other agencies, and
revision of basic agrarian reform law,

(3) to allocate agricultural credit emphasizing
credit to small farmers.

(4) to improve agricultural research and diffu-
sion of technical information through exten-
sion and a pilot area development program,

(5) to promote farmer assocliations.
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From the current national policy priorities one
notes that emphasis (s placed on land distribution
(possibly as opposed to "redistribution') and that
speciallization (in land distribution) by INCORA
will deemphasize the credit program gradually
limiting INCORA programs to those Initiated prior
to 1964 (legal and land reform plus land Iimprove-
ment). Thus, It appears that changes In natlional
policy priorities will reorient INCORA programs.

(b) Apparent Objectives

Experience shows that credit program operations
generally conformed to the primary announced
objectives. Credit went to small farmers to
augment thelir limited resources. Farm plans,
credit supervision, and technical assistance Iin-
creased income, capital, and farming capabilities.
While ''graduation' to other credit systems was an
objective, it did not materialize in a formal
sense as contemplated. However, farmers who were
well advanced, i.e., in the early stages of com-
mercial farming, are probably getting credit from
other sources., Credit was seldom, If ever, used
to pacify the discontented. Land invaslions in
recent years occurred but In no instances were
credit offices affected.

Terms of Credit

Credit supervision consisted of preparing a farm plan
which specified amounts of credit -to be provided for
speciflic uses to attain specific goals for production,
capitalization, or other Improvements. Farm plans
have variable credit terms. Disbursements are gener-
ated In the form of promissory notes cosigned by the
borrower and INCORA., Those notes are accepted by Caja
Agraria offices and the face value amount disbursed to
the farmer and charged against the INCORA account. For
each promissory note INCORA schedules repayment quotas
due from the farmer.

Credit terms for a given planaredifficult to establish
because crop credit (short term up to 3 years), live-
stock or physical improvements credit (medium term up
to 7 years), and permanent crops and other Improvements
(long term up to 15 years), may be Included for financ-
Ing in the same plan. In 197), 50 percent of the credit
funds were loaned for short term, crops; 27 percent for
livestock, medlum term; and 23 percent for other loans.
The latter probably includes only a-small amount of
long term credit,
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The farm plan was the basis for providing credit. The
plan took Into account all components of the borrowers'
situations, From that base, credit was to provide a
planned Improvement In development of the small farmer.
This Included capital growth In addition to Increases
In production and income. Improved practices and tech-
nology were a part of the plan as applicable to crops,
livestock, or other uses,

C. Organization

1. General Structure

The loan paper providing AID funding In 1964 guided
the design of the credit program and the way It was

to be organized. In antlclipation of the loan, INCORA
arranged with SENA (the Colomblan Vocational Tralning
Agency) for development of a tralning program for
credit supervlisors. Tralning covered the preparation
of farm plans, estimation of funding needed, anticl|-
pation of repayments, plus some technical tralining
related to selection of approprlate crops, fertilizer .
requirements, and marketing. Those were the essentlals
provided for the supervisors who were to be the direct
contact with the farmer-borrowers,

Credit zones were established and headed by a zone
chief who usually had four or flve fleld supervisors.,
The zone chief approved, disapproved, or suggested
modification of each farmer's plan prior to credit
disbursement. Zone chlefs recelved tralning courses

of a higher technical level and were selected with
somewhat higher qualifications than supervisors. While
there were wide varlations among varlous zones, the
average zone chlef Initlally handled about 200 borrow-
ers. Later, the number served Increased.

Zone chlefs were responsible to two distinct administra-
tors, the officlals and Inspectors from the INCORA
Central Office In Bogota, and more directly to the
INCORA project director. INCORA operates decentrallzed
projects under strong control of the project director.
Usually there Is one, but In some Instances there are
two or more projects (each with a director) within a
State or territory (Figure 4). A project may have

from two to'elght zone chiefs depending upon the number
of farmer-borrowers and area of the project.

Project directors rarely deal with Individual farm plans
or the disbursement-repayment mechanlism. However, as
situations arise he can shift the emphasis of credlt
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Figure 4.--LOCATION OF THE COLOMBIAN AGRARIAN
REFORM INSTITUTE'S PROJECTS

o 8lte of project

4 Irrigation district
.f Colonization project
¢ Supervised credit
¢ Land distribution

Source: INCORA
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among zones, among crops, or between ''o1d" borrowers
and "new' borrowers. Central Office Inspectors perl-
odically review loan dockets, flles, reporting, and
related audit functlons.

The chlef of the credlit program Is offlced in Bogota
within the Rural Development DIvision. Hlis staff
Iincludes a group of fleld audlitors and Inspectors, an
evaluation sectlon, a budqet and finance sectlon, and
some technical speclallsts on speciflc crops. The 35§
INCORA projects have about 250 zones and about 125§
zone chlefs. Below the zone chlefs are some 500 fleld
supervisors. The field supervisors attend an average
of about 70 familles but thls varies among areas.

The number of supervisor visits to the borrower's farm
varies depending upon accessibility, but ranges from
three to five per year. Colonlzatlon areas probably
get fewer visits; parcellzatlons get more. Supervisors
note the conditlons of crops, technologles appllied,

and physical Improvements made. They also appralse
market output and advise borrowers of repayment dates.
These notatlions are flled In the borrower's docket In
the zone offlce.

After the farm plan credit Is disbursed, frequently
there Is a time lapse before the borrower requests
preparation of another farm plan. This Is a two-

step process. The supervisor and the borrower Jointly
determine the reallizatlions or results from the credit
provided for In the previous plan and note them on the
original form requesting credit. The reallizations
from the prior plan are th2 basis for a subsequent
plan for credit.

More detall regarding the farm operations Is shown In
the patron, which shows the costs and uses of Inputs
and the output and value recelved for each crop pro-
duced. Those data are assembled in the zone offlices
and then forwarded to Bogota. There, by zone or by
reglon, average crop costs and returns are summarlzed
evaluated, and returned to the zones to gulide prepara-
tion of new farm plans. A weakness of thls approach
Is that It Is based on past experlence and Innovatlions
e.g., potential new crops and advanced technology are
not explicitly taken Into account In the gulidance
process,

Farm plans for a farmer are chronologlically arranged
as plan A - B - C, etc,, and each Is a baslic document
of agreement between the farmer and INCORA regarding
what Is to be done and how much credit Is requlired.

A plan can Include credit for one or more crops,
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purchase of livestock, Improvement of land or bulldings,
hiring labor or equipment, planting of long term crops,
and household expenditures. The credit provided for

In the plan can be disbursed from a Caja Agraria credit
office honoring a promissory note cosigned by the

farmer and the INCORA zone chief. A plan can have

from one to four or five promissory notes to complete
the disbursement,

Upon the first disbursement, the Initlal repayment
date Is set usually from 3 to 12 months after the
first disbursement. Subsequent repayment dates are
set for the other Installments to repay the promissory
note. With each subsequent disbursement, repayment
Installments are scheduled Into the future, and simli-
larly, for subsequent farm plans, The data are re-
talned In the loan docket and coples forwarded to
Bogota for computerized processing. Two or three
times each year, INCORA Bogota prints out the portfo-
11o book showing the status of all borrowers.

Local Structure

The basic local administrative unit for the credit
program Is the zone. Initially the zone offlce had

a chief, fleld supervisors, a clerk, and a typlist.

The area served from the zone office depended upon the
accessibllity of small farmers, mobllity of fleld su-
pervisors, demands for credit, avallabllity of pro-
vislons, and avallablility of Caja Agrarla bank services.
The supervisors prepared farm plans with the borrower,
and the zone chief reviewed the plans. |If approved,
the disbursement process began along with the super-
vislon,

Supervision required mobllity of supervisors which, at
times, was lacking. Jeeps, motorcycles, horses, mules,
and walking were the original means for mobility,
Through time, that service was Improved but remains a
problem In some areas. As the credit program developed
In the zone some technical speclalists were added (1.e.
veterinarians, horticulturalists, agronomists, etc.)

to serve In the zone area.

Supervisors handled all dockets of the borrowers not-
Ing frequency of farm visits, adoption of recommended
practices, general crop conditions, etc., and related
comments derived from farm visits. Those were always
avallable to the zone chief and to other project or
program offliclals. There were no loca! Intermediaries
between the supervisor and the borrower.
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0.

Beneflclarles

Selectlion Criterla

When its credit program began In 1964, INCORA had eight
established projects. Within those projects, 16 credit
zones were opened. About 100 fleld supervisors and 16
zone chlefs, previously tralned, were sent to those
zones to begin extending credit. Of the elght projects
then established, six were In minifundlo areas and two
were colonlzatlon projects.

Credit extended was Intended to develop family farm
units. Small farmers already owning their farms and
those In the process of recelving parcels from land
reform were ellgible for credit. Renters and share-
croppers without adequate tenure were not then quall-
fied. In the two colonization projects, the family
unlt size was conslderably larger than In the other
projects, ranging from 20 hectares up to 80 hectares of
partlally cleared land. However, the first vyear's
lending to 2,556 borrowers amounted to $2.67 million
U.S. averaging $1,100 U.S. per plan for an average
farm size of 10 hectares.

From among those farmers falling within the famlly
farm unit guidelines, requests for supervised credit
were generated. In some instances, farmers requested
technical assistance from the supervisors and later
became borrowers. Other farmers approached the super-
visors directly requesting credit. In other Instances,
the supervisors contacted local farmers and offered
credit services under supervision. Most borrowers
came to accept and welcome the supervision and the
credlt; however, some drifted back to local non-
Institutional sources. Aside from the fact that the
program had money to loan, many farmers felt them-
selves to be In a cooperative arrangement with INCORA
through the cosigning guarantee,

The request and preparation of the Initlal farm plan
provided a screening of the applicant. Later, as the
supervisors became better familiarlzed with the small
farmers of the locality, thelr perceptiveness Sharp-
ened with regard to applicants' credlt worthiness.

As the program grew and spread, the supervisors galned
considerable experlence and expertise In the technli-
cal and financlal aspects of small farm operatlons.

So far as Is known, there were no explicit or Impliclt
presumptions regarding certalin groups or viablllity of
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farm slzes. With a recent trend to production coopera-
tives, It appears that larger production units are
coming Into vogue. It 1s not llkely that much credit
was wasted on borrowers who could not or would not use
the credit for agreed purposes. Nor was It llkely that
a farmer with Insurmountable deflclencles In terms of
baslc productive resources would recelve credit. Fileld
supervisors and zone chlefs, like anyone else, sometime
make errors In judgment, However, review of repay-
ment dellinquenclies and excessive numbers of unexplalin-
able extensions by central office Inspectors bring the
problems to an alrtng and correction.

Another problem Is how to get poor performers out of
the program and, even more Important, how to not let
them In. |t Is relatively easy for central office
Inspectors to Identify dellnquencles and excesslive
extensltons at the Individual, zone, or project level
through the reporting system, However, the reporting
system has not been sufficlently developed to Identlify
the causes of the dellinquencles or extenslons. Some
areas, affected by adverse weather or other uncontrol -
able factors, are affected uniformly so one cannot tell
a good performer from a poor one regarding credit use.

A modest number of borrowers voluntarily drop out of
the credit program, some because they did not 1like
supervision of thelr activities. A few others simply
completed one or two plans, dropped out, sought credlit
elsewhere, or migrated. In most Instances INCORA was
able to recover the credit debt. However, It was
difflcult to find and collect from those few who
migrated.

Probably the sharpest cutting out mechanlism Is deter-
mined by the avallabllity of credit funds relative

to the number of farmers seeking credit (and amount

of credit needed). Dliscusslions with numerous super-
visors and zone chlefs Indicate that for each farmer
In the program there Is another farmer with an
approved plan In the zone offlice for which credit
financing Is not avallable. This condition ralsed

an Important lending policy issue. Should credlt
avallablilities be channelled to finance plans of the
best performers almed toward graduation or should
avatlable funds be spread more broadly among more
borrowers and achieve more complete coverage with
fewer and smaller loans per farm? With sharp competi-
tlon for funds, and with little llkellhood that the
avallabllitlies will lncrease substantially, the pollcy
direction Is ultimately determined by the project
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director in the interest of harmony within the project
rather than by the credit zone chlefs and supervisors.

Graduatlon Pollicy

The graduation concept seemed simple and workable as
the credlt program gained experlience with borrowers.

A borrower's docket contalned hls plan performance,
his repayment history, and hls net worth., As viewed
by INCORA, when the prospective graduate reached the
stage where he had adequate savings or qualifled for
other Institutional lending, he would stop borrowling
from INCORA and continue repayments. From 1969 there
were well over 1,000 ""graduates' of the program. Caja
Agrarla was advised of those farmers. A working agree-
ment between INCORA and Caja existed to Implement the
transfer. Few, If any, of those graduates were
accepted by Caja. Belng cut off from INCORA credit
these farmers probably lost considerable development
momentum,

Caja probably had several reasons for not wantling to
accept the graduates. Flrst, INCORA would llist a
slzable group of graduates In a project area at one
time; sometimes as many as 400 were designated. Pro-
bably Caja credit offices just couldn't accommodate
that Influx. Secondly, most INCORA graduates had
loan repayments scheduled for sometime Into the
future. Caja could provide them crop term credit
with repayment at harvest. However, the borrower
would have two different repayment schedules or else
repayment schedules would requlire adjustment. A
third reason may have been the tenure situation of
the ''graduate.' Frequently a settlement contract gave
the small farmer a tenure right recognlzed by INCORA
but bankers would probably construe that 3s only a
shadow of title. Lastly, INCORA credit costs the
borrower less than Caja credit and INCORA accompanied
the credit with supervision and technical assistance.
These two conditlons and the lending criteria applied
by Caja may have motivated the graduate to seek non-
Institutional credit as a more desirable alternative.

In retrospect, the turnover of borrowers might have
been accelerated If INCORA had set progressively
higher interest rates for successive plans, thus
avolding an abrupt transition. Posslibly a 'graduate-
credit window'" should have been opened In INCORA.

At thls stage, the shift of INCORA credlt away from

the famlly farm unit development concept and Into
productlion cooperatives may deemphasize small farmers
development even though production Increases may occur.
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Land redistribution and colonization, lf'substantlally
accelerated, could help restore the validity of the
family farm unit concept.

Number and Types of Borrowers

From 1964-1970, there was steady growth In the number
of familles benefitted, the number of acres benefitted,
and the value of loans made as shown In Table 3. The
credlt program Includes both crop and livestock credlt.
Crop credit Is usually of shorter term and finances
smaller farm units. Llvestock credit flnances longer
term and Is usually assoclated with larger farms. As
can be seen from lines three and six In the table, the
average acreage of borrowers Increased steadlly until
1970 and the percentage of total loan value to flnance
llvestock also Increased steadlly. In other words, as
llvestock lending expanded, the average size of farm
unlt Increased., This does not imply that llvestock
credlt goes to large scale livestock operations. Where
small farmers are borrowing for livestock, thelr land
units are usually larger. This is the case In coloni-
zatlion areas.

On the other hand, livestock credlt has a longer re-
payment term than crop credit and the turn over of

the portfolio Is slower. However, demands for 1lve-
stock credit by the small farmers |s strong. As of
1970, about 9,000 borrowers had livestock loan plans
out of a total of 45,000 In the overall program, l.e.,
20 percent of borrowers.

With reference to Table | regarding adequacy of tenancy,
If the upper half of the subfamily unlts and the lower
half of the family units were conslidered as quallfled
for and accessible to INCORA credit, that service

reaches about 10 percent of them. However, that estl-
mate does not take Into account the colonlization areas.

Other Soarces of Credit

From a sample of INCORA borrowers, 20 percent showed
mortgage debt In their llabllitles account. Through
successive farm plans, most were able to reduce that
Indebtedness. Debt owed to family or local lenders
was shown by 37 percent of the borrowers and that debt
also tended to diminish. Thus, there are other credit
sources avallable to a fairly high percentage of
INCORA borrowers.
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Tadble 3.--INCORA credit activities; number of femilies
and area served by year, 1964-1970

served,

Porgee P o196s P 1966 P 1967 G 1968 G 1969 ! 1970

Cusulative number :

of fanilies : .
benefitted.......: 2,556 7,621 11,570 17,849 26,428 34,865 45,000
Cumulative land :

area benefitted :

(000 hectares),...: 21.2 147.8 254.6 481.7 860.0 1,100.0 1,200.0
Average hectares :

bencfitted per :

family benefitted,: 8 19 22 27 kX ) k) 27
Annual value of :

loans :

(000,000 pesos) 1/: 27.5 82.7 146.0 247.2 279.1 345.6 318.5
Dollars (000,000)2. ($2.8) ($7.9) ($11.8) (318,5) (819.5) ($22.1) ($19.1)
Supervised credit ;

incl. FFPA & DLP : :
(000,000 pesos)..: 26.7 79,3 134.7 198.5 204,95 251.1 229.2
Dollars (000,000),: ($2.7) ($7.6) ($10.9) ($14.9) ($14.3) ($16.1) ($13.8)
Livestock credit :

(000,000 pesos) .. : 0.8 3.4 11.3 48,7 74.6 94.5 88.9
Dollars (000,000). (5.1) (5.3) ($.9) (83.6) ($5.2) (56.0) (35.3)
Livestock credit ;

as a percent of :

total credit 3/..: 3 4 8 19 26 27 28
Nuaber of projects: 8 23 23 27 3 36 36
No. of credit zonc; 16 82 113 145 183 222 253
Number of ;

sunicipios :

(counties) served . 35 102 170 230 355 400 4SS

SOURCE: Evaluacion Economica dol Credito Supervisado del INCORA, INCORA, Bogota, 1970.

1/ Peso amounts are exprecssed in current pesos.

2/ In calculating dollar equivalents, current pesos were deflated to a 1964 base snd
then converted to dollars at the rate of 10 pesos per dollar, an approximation of
the 1964 exchange rate.. See discussion f{n Annox 4.

3/ Percentages were calculated on the basis of currcnt pesos.
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Profiles of Farm Community

There are regions where farm units are relatively
homogeneous in terms of size. The Departments of
Narino, Boyaca, and parts of Cundlnamarca, Santander,
Cauca, Valle, and Antioqulia have large munlfundlo
areas. The same Is true In the foothllls of Tolima
and Huila above the Magdalena flood plain. All areas
are interspersed with a number of large or very large
farms.

Homogeneltty Is also qulite prevalent In the coloniza-
tlon areas where land unlits are larger but less pro-
ductlve. Those areas Include Caqueta, Meta, part of
Boyaca, Arauca, and Choco. There are a number of
large operatlions simllarily interspersed. A rather
large area of relatively low lands Including part of
Antioguia, Cordoba, Sucre, Bolivar, Magdalena and up
Into Cesar and Guajlra are homogeneous but In very
large slzed operations. Brief profiles of four INCORA
projects follow:

Project Antloqula covers a very large area extendling
from several miles south of Medellin to the Caucasla
area about 150 miles north. The road system around
Medellin Is adequate and the northern area of the
project Is served by a major but unpaved road with

few access roads. There are few villages In the
nothern area where livestock Is the principal pro-
duction. In the more mountalnous area around Medelllin,
farm slze Is smaller and production of crops more
general. Outside the rather extensive coffee producing
areas, potatoes, fique, rice, beans, and other crops
predominate. Of the 44 borrowers In the sample, half
had livestock production.

Project Valle /1 Is baslcally an Irrigation project

Tocated about 75 miles north of Call. Roads and rural
Infrastructure serving the area are as well developed
as anywhere In Colombla. About 2/3 of the project area
Is Irrigated. Credit operations extend to farmers in
the foothills where farm units are larger and llvestock
production along with some coffee production Is common,
In the Irrigated area the major crops are soybeans,
tomotoes, grapes, beans, rice, cotton, and corn. Only
6 of the 4]l borrowers were malnly livestock producers.

Project Hulla serves the upper (southern) reaches of

the Magdalena River Valley. Rainfall there Is les¢

plentiful than In other areas of Colombla. $Some areas
of the river flood plain are irrigated and solls range
from good to falr to poor. The sample of 43 borrowers
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shows livestock as the principal production with small
areas of coffee production on the mountainsides,

A few farmers grow sugarcane, sorghum, beans, and rice,
Roads and rural infrastructure provide modest service,
Nieva is the project headquarters.

North Santander is a combination of an irrigation
district near Cucuta but extends northward some 75
miles to the Ttdbu area. In the irrigated area, the
principal crops are rice, corn, beans, and sorghum
on 10 hectare farms., Livestock with some rice growing
predominate in the northern part of the project.
Farm units In there have areas up to 100 hectares.
Riverbottom solls mostly reclaimed from jungle are
very good but the northern hilly land Is mostly falr
to poor. The area has a variety of micro-climates
and Is rather sparcely settled. The roads and rural
Infrastructure are poor except close In Cucuta.

Colonization areas are quite different from the more
densely populated reglions. In these regions the farms
are falrly widely dispersed and transportation diffi-
cult. A survey in one of the colonization areas showed
that about 40 percent of the farms were 50 hectares In
area or less, 40 percent were between 51 and 100 hec-
tares, and 20 percent had 100 or more hectares.®

In these zones the colonist begins with a land area
which Is mostly under forest. Each year the settler
clears 4 to 10 hectares and plants rice and/or corn.
Often Improved pasture is planted after the harvest or
the land Is allowed to revert back to forest. The sub-
sequent year the colonist clears another area and
repeats the process. In this manner the farmers are
able to subsist while establishing a cattle enterprise,

In the colonization areas INCORA has sought to accele-
rate the development process by providing credit for
pasture establishment, cattle and other enterprises.
Farmers being reached by INCORA In these areas appear
to be generally representative of other farmers In the
area, at least at the time of settlement. However,
those In the INCORA program appear to b, developing

at a faster rate as shown In Table 4. L

6/ Edulfo Castellanos Camacho, Estado y Proceso del Colonizacion
en el Caqueta (Bogota: Departamento de Economla Agricola,
Sibgerencla Tecnica, Instituto Colomblano Agropecuario, 1970).

7/ Based on a representative sample of 68 INCORA settlers and
31 non-INCORA settlers In INCORA colonization zZones in Caqueta.
Jorge Ruiz lIrlarte, El Impacto del Credlito Supervisado en la
Ganaderia en Zonas de Colonizaclon, Vesls de Grado Magister
Scientiae, Programa de Estudlas para graduados en cienclas
agrarias, Unlversidad Nacional de Colombla-Instituto Colomblano
Agropecuario, Bogota, Colombia, 1972. pp. 23-33.

32




Table b.--Coiparlson of INCORA colonists with non-INCORA colonists
In project Caqueta at time of settliement and 1969

t INCORA settlers : Other settlers

: Initlial : 1969 ; Initial ; 1969

: -------- Hectares- - - = - - - -
forcst.............: 55.1 23.6 53.0 30.8
Crops..............: o7 5.0 o7 A2
improved p.sturo...: 2,0 18.8 2.7 15.4
Naturdl posturo....: .7 5.3 .8 3.6
forest rogrou(h....: 5.8 15.4 8.7 16.4
Total .roa.........: 64.3 68.1 65.9 69.5

Years on 1arn....: (8.6) (6.7)

H

E. Lending Policlies and Procedures

Portfollo

Trends over time in terms of cumulative value of loans,
annual loans, portfolio outstanding, and the relative
significance of livestock iending are shown in Table §.
The number of loans 1s all but impossible to determine
because credit for borrower plans is disbursed through
one or more promissory notes, each of which is a loan.
Loans under supervised credit In nearly all cases
provide funds for crop production or livestock. Fre-
quently credit Is provided for capital improvements.

In some cases credit Is given to pay for contractual
technical assistance or to buy shares in INCORA coop-
eratives. The purpose of each farm plan for which
credit is extended is to finance the development and
improvement of the farmer and farm unit through
Iincreasing productivity and expanding the resource base.

Some farmers request financing for a second plan though
credit from a previous plan has not been fully dis-
bursed. This could occur in instances where the farm-
er's production resources changed during the course

of disbursement of the previous plan. Less than 10
percent of the borrowers in the program have had two
overlapping plans. On the other hand, about 85 per-
cent of the borrowers have scheduled repayments coming
due on past plan disbursements and running through the
term of a new plan. The average number of farm plans
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1966 D 1965 C 1966 © 1967 ° 1968 © 1969 ° 1970

1. LOANS MADE . ACCUMULATED (000,000's of p‘.o.)....;

(@) Supervised Credit......cccveeecnceseccncocnee: 26,7 106.0 240.6 439.1 643.6 894.7 1124.3 1/

(b) Live.t“k Cred‘toooooooo.ooooooooooooooo: °°° "2 l}'s 6“2 138'8 _zuz 2 22'2
(c) TOtll.................................: 27" ll°°2 256'1 503'3 782“ llza‘o 1M6°5
(Livestock as X of 1X-17 3 B y 3 4% 62 112 182 212 222

2. ANNUAL LOANS (000,000'6 Of Pe8O8) ..cevveevnnnnn. s
(.) sunwt.ed.............................: 26.7 79.3 136.6 19805 2“.6 251.2 m.6
(b) Livestock. et oveeeceessnsecanecncasacnoal 0.8 3.4 11.3 48.7 76.6 94.5 88.9
(c) TOtAl e vviietnnceennssscccocsnscncnnnal 27.5 82.7 145.9 247.2 279.0 345.6  319.5
(Ltveatockallo!toul).................: 32 2 .73 202 27 27 282

3. PORTFOLIO END OF YEAR (000,000's of p.sot).......;
(.) sup’wt.ed............... .D...........: 25.1 85.8 173.7 289.4 ”5.5 m.a S”.s
(b) Live.tockoo.oooooo.ooooo.ooooooooooo.oo: o'a 402 l$°o 61'0 l l’z 2N°6 269°2
(c) Touloo.-ooooooooooooooov:ooooooo.oooo: 1509 9000 18807 350?6 51 07 §906 82707
(Livestock s % of total) ...vvueuuennnnn..? k 7 5% 8z 172 25% 302 n

DOLLAR VALUE OF DEFLATED PESOS 2/ :

Dollar equivalents (000,000's)

6. wms mz - mmoooo.ooo.oo...o.o.......:
(a) Supewtl.d Q“‘tooooaooooooooooooo.o.o.: 3207 31003 32102 33601 35‘006 36605 33003
(b) L‘V"t“k &edittooooooooooo.o.ooooooo.. H 001 ’ o" 103 _500 1002 l6°3 2l°6
(€) Total. .. iiiiiiiieiineernnnnnnnn.t 2.8 10.7 22.5  Tal.1 60.6 82.8 101.9

S. m“ wms .......0............................x
(a) Supem.ed....'..................'.......: 2.7 7'6 10.9 16'9 16'3 16.1 13.8
(b) Ltve't“ko.ooooooooooooooooooooooooooo: °°l 0'3 °°9 3'7 5°2 6’1 5'3
(c) Toulo.ooooooooo-oooo.oooo.oooooooo.ooo: 2°8 7°9 ll‘a 1806 19‘5 22'2 l9°l

6. mkml‘lo mo? m............................;
(.) Sunw‘.edooooo0.......0.000.00000.....: 205 ‘02 l‘.l 21-7 27-0 3100 33.5
(b) Ltv.'tocko.o.ooooooooooooo.o.oooooo..o: & 0.4 1.2 4.6 9.2 13.1 16.2
R T Y 3 8.6 15.3 26.3 36.2 4.1 49,7

Includes $197.9 million pesos of loans from D. L. F. and FFA sources.
-Peso deflation based on C. P. 1. 1964-70 (1964 base = 100). Deflated pesos were converted to dollar values
at the rate of 10 pesos = $1 U. S. (approximate 1964 exchange rate). See Annex 4.



financed per borrower |s approximately three. The
number of borrowers with six completed plans Is

about equal to the number of borrowers who leave the
program after a single plan Is completed, about 6 per-
cent. There Is no restrictlion on the number of plans
for a borrower; however, Instances of seven plans are
rare.

The value of loans made to a borrower inftially had
fixed 1imits set at 45,000 pesos for crops, 85,000
pesos for livestock, and 12,000 pesos for colonlzatlion
projJects or for capital Improvements In conjunction
with crops or livestock. 1In 1968, those limits were
made flexible to adjust for Inflatlon. In constant
dollars the average credit per family ranged from
$1,000 to $2,000 (Table 6).

Teble 6.-*Average credit per famlly by yesr, 1964-1970

eI LS i e
3
1964....; 10,800 10,800 1,080
1965....; 14,400 13,800 1,380
1966....; 21,300 17,200 | 1,720
1967....; 26,100 20,000 2,000
1968....;  29,h00 20,700 2,070
1969....; 32,200 20,650 2,065
1970....; 31,000 18,550 1,855

1/ Current pesos were converted to 1964 pesos vsing the Consumer Price
Index (1964 = 100).

2/ The constant 1964 pesos were converted to dollar equivalent at the
rate of 10 pesos per dollar (spproximate 1964 exchange rate).

2.

Interest Rates

Interest rates were originally established at 8 per-
cent of the outstanding debt balance for each promis-
sory note and payable with each repayment Installment.
In 1967, the 8 percent Interest rate was retained but
the Interest charge was computed agalinst the value of
the repayment Installment. More recently, the Interest
rate was lincreased to 10 percent but was still computed
against the repayment Instaliment. A | percent charge
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for Insurance Is collected along with the iInterest
charges., The Insurance compensates In full the out-
standing INCORA debt if the borrower dles, In this
discussion the | percent insurance will not be

considered as part of the Interest rate even though

It Is part of the cost of money to the Individual farmer.

The extent to which the nominal Interest rate pald by
the farmer represei.ts the real or effective Interest
rate depends upon the Internal rate of Inflation. Pre-
sumably, If the Inflation rate just equaled the nominal
Interest rate then the effective Interest rate would

be zero and the creditor would be In effect using the
money without charge. Assuming the Internal rate of
Inflation averaged 8 percent over the last decade, then
presumably the effective Interest rate paid by INCORA
borrowers In the beginning (8 percent Interest) would
be zero. DOuring the period when INCORA rates were 10
percent, presumably the effective Interest rate would

be approximately 2 percent.

The effective Interest rates were probably higher than
Indicated since the preceding argument Is vallid only

If the Inflation rates are uniform throughout the
economy. |t can be argued that the Inflation rates are
lower In the agricultural sectors than In the urbanlized
Industrial sector. This would tend to be the case In
the rural villages and areas where communications and
commercialization are minimal. Also the effectlive
Interest would be | percent higher iIf the | percent
Insurance note was Included as a cost of money, which
It Is to the farmer.

Collateral and Subsidy

Collateral, as such, Is not required of the borrower
since INCORA is cosigner of the promissory notes.

This Is consistent with the objective of assisting
farmers with limited resources and means. Since the
credit program relies on supervision and plan develop-
ment, In contrast to bank credit which relles on col-
lateral, a technical assistance subsidy Is Iimpliclit

In INCORA credit.

In 1964, the first year of program operatlons, the

cost per family attended was 2,941 pesos (approximately
290 dollars). The cost per family. was down to 1,430
pesos by 1970 (equivalent to 800 1964 pesos or about

80 dollars)., With 2,556 families attended in 1964, the
cost of credit supervision and technical assistance was
6.5 mlllion pesos. in 1970, with 45,000 families
attended, the cost was $6u. b mit1ion pesos. That Is,
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8 17-fold Increase In families attended with a 10-fold
Increase In costs (expressed In current pesos).
Probably half the expenditures per famlily could be
considered administrative costs of program operations;
the remainder would then be a technical assistance
subsidy. None of these expenditures Include debt
servicing to Caja Agrarla or to external lending
Institutions In the cases where the credit program is
externally financed.

Appralisal Techniques

Appralisal techniques as applied to the loan application
appear adequate. The process begins with a request for
financing a farm plan. The request Includes family
characteristics (number of children by age, whether
active or Inactive, etc.), land resources by tenure
status and use, asset values by type, llabilities by
type, and net worth. From this information base, a net
worth Increment is targeted over the plan term. To
reach the targeted Increment, elther physical factor
components and/or operational components may be altered.
The costs of each alteration away from the previous
operational pattern are established and the amounts of
credit needed for each alteration are determined.

After disbursement of credit provided for in the plan,
the actual operating statement (results) Is reviewed
and compared with the planned outcome. The actual
operating results are transferred to the balance sheet
accounts. Credit supervisor visits to the borrowers,
usually from three to five per plan, afford sufficient
overview as a check on credit use and product sale,

F. Collectlion

Repayment Record

During the first 2 years, the billing and accounting were

done In the zone and carried forward In the borrower
docket. However, that system did not provide overall
control and projection of receipts. After the first

2 years of the credit program operations, a computer-
ized system of billing and accounting was installed.
With the more sophisticated system, the total of all
Installments due during any given time period was avall-
able. A total of anticipated collections during a
month, a quarter, and annually was forecast. Using
annual data on repayments due, Table 7 shows collection
results in percentage terms.
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Table 7.--Credit repayments by yeasr, sccumulated, I9Q§-1970

3 : : W
1966 : 1967 : 19680 : 1969 : 1970
1 t : !

-~ = o

r ....... ”‘cen! .......

Progremmed colloctlons...; 100.0 100.0 100.0 100.0 100.0

:
Payments ontime,.......: 80.7 83.1 82.4 81.2 81.1
1.2 6.5 7.0 6.8 8.1

tlt‘ﬂ"on‘.oo'ooooooooooo

Payments past due
but undefined,........

6.9 8.5 8.6 10.0 8.7

- 00 04 oo 00 se o

Collectlion through

logal sction...veues,.? 1.2 1.9 2.0 2.0 2.1

A small amount of repayments of Installments due,
about 6 percent, are Included In "Payments on Time."
An extension pushes the due date of an Installment
into the future. 'Payments Past Due but Undefined"
show an Increasing trend that Is not desirable. Even
though the accounts are cumulative, the growth rate
indicates a potential weakening of the collection
process and a lack of decisliveness In making a proper
disposition of them. Collections sought through legal
action remain minor--possibly too much so.

Collection Methods

Repayment installments due are bllled from the INCORA
office by computer. Four copies of the bill are pre-
pared, one for central INCORA, one for the borrower,
one for Caja Agraria, and one for the Credit Zone
Office. The bill shows the farmer's name, zone, iden-
tification number, designation of the promissory note
for which the instaliment Is due, the amount due, the
Interest due, and the Insurance due. The farmer pays
the amount due directly to the Caja Agraria Office for
deposit to INCORA's account.

Most payments are made In cash; however, there are
some exceptlions. For exampie, In cotton areas, the
farmers deiiver cotton to a gin. After welghing and
grading, they are given a receipt from the ginning
company which can be turned over as cash to Caja.
Products under support prices and produced through
use of FFA credit frequently follow a similar system.
In some cases, cacao and tobacco also follow the
negotiable paper sequence. Where INCORA cooperatives
are operating they exerclise a marketing control which
Is tied in with the project and the Caja office. A
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basic point Is that INCORA nelther physically disburses
credit funds nor does INCORA physically collect Install-
ment payment monles. '

Speclal Enforcement Procedures and Reschedulling

There are distinctions In the enforcement of Install-
ment repayments., Flirst, there Is timely payment by

the borrower. Second, there are payments made up to

30 days past the due date. These are noted but no cost
penalty attached. Third, there are payments due but
the borrower requests a prorrogqa or extension of time
for Instaliment repayment. These extenslons may be
granted by the zone chief If adequate reason Is glven.
If It Is not granted by the zone chief the borrower
becomes dellinquent,

When the zone chief determines that a borrower Is
delinquent, the disposition can take one of three forms.
First, It can be turned over to the leqal division for
collection. Second, a revised plan may be developed If
clrcumstances merit such action. The revision may
change the total plan disbursement sequence, the loan
value of the plan, or the Installment repayment sche-
dule of all outstanding debt. The third alternative

Is refinancing under close supervision. In reality,
the best collection performance derlves from a close
cooperative and partnership relationship between the
farmer, supervisor, and zone chief.

Where group loans are made, the group Is mutually 11-
able for meeting the repayment schedule. Since groups
tend to require larger loans in total, the loss of a
crop financed via credit may put the group Into dellin-
quent situation even though some of the group could
meet their share of the Installiment. Not enough
experience with group lending has been developed to
provide Insights Into that kind of question.

G. Costs and Finance

l.

Portfollo Proflts and Losses

Portfollo outstanding was 827.7 million pesos at the
end of 1970 (Table 5). The sum of all repayments was
619 mil1ton pesos and the aqgregate value of all loans
was 1,446 million pesos.

39



From the Inception of the program in 1964 through
1971 a total of 2,104 billion pesos were used,
Sources and uses of funds are shown in Tables 8
and 9 respectively. Of the 1,714 billion pesos

Tadle 8.—Source of funds for INCORA credit prograa

Source : Pesos : Percent
]
,—Nilliope—
USAID support (loans and COUDTEEPETEL) . . v .evovovocsoosssesl 445 21
ht.mlwr.‘!.cmt.oooooooooooooooooooooooooooooo‘ ‘7. 22
Internal fund transfers e 0c0 0000000000000 000000000ss0c0l 269 13
hcw.r’o‘ ‘un‘. loaned. . . ... oOo.oooool.'ootooooo00000' ‘u 3,
Collection of interest OB 1OBNG. .+ ccsstevveccevcscssscsesel 83 4
Borrover murcnccprui_....................o.......x u l
3
Tadble 9.—~Use of INCORA credit funds
Use : Pesoce : Percent
{—111100a—-
1
Loans o fOTBETS . covcerocorsorovorssncvocsrsssosccvosoeoel 1,714 81
Intereet paid on USAID loana ..... tececssesecesssseescaset 15 1
Internsl commiesione and fNCEYGAL ccevecvevvsvocscococsccel ‘2 ‘
hmt.on ln.u!cdbortm. ee00000000000000ss0sesced 5 n
T.chiul sesiatance . seseosecseses0sess0s 000000000000l 2‘7 l‘

loaned, about half have been repaid after benefitting
over hS 000 farm families and providing credit to an
aggregate of 1.2 milllon hectares, (For detail of annual

cash flows see Annex 1),

USAID support plus modest repayments from farmers
carried the program through its first 3 years., From
1967 through 1970 INCORA opened new funding sources via
rediscounting agrarian bonds amounting to 475 million
pesos, more than doubling the USAID support during the
period. Borrower repayments during those years amounted
to 551 million pesos evidencing a growing capacity among
the farmers to repay their loans,

The peak year of the credit program was 1969; total funds
recelved reached 425 million pesos, and 421 million pesos
were used.
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Comparing 1969 operations with 1971 operations shows a
37 percent reduction iIn funding sources while reduction
In funds used was held to 14 percent. Farmer loan
repayments accounted for over 70 percent of fund sources
In 1971,

The cost of administration and supervision on a per family
basis is shown in Table 10 in terms of constant 1964

pesos and doliar equivalents. These estimates are ex-
clusive of interest payments by INCORA to external lending
agencies. The cost per family has declined over time from
a high of $290 per family in 1964 to $80 in 1970. The
reduced costs reflect both the rapid increase in number

of families served and increased efficiency in credit
delivery, The cost per family Is stiil relatively high
and further reductions would probably be necessary to

make it economically feasible to reach a large segment

of the small farmer population. However, in any case,

the costs should be evaluated relative to benefits derived
from the credit program,

Table 10.—~Cost per femily in supervised credit prograam 1/

Approxisate dollar

$ s $

H Constant pesos t uivelent : Mumber of
Yeor | (1964=207) ! (10 pesoe per dollar) : femilies

1 3

3
1964 . .3 2,941 290 2,556
1965 . .1 1,763 180 7,621
1966 . .1 1,628 160 11,570
1967 . .3 1,260 130 17,849
1968 . .3 1,296 130 26,428
1969 - .3 1,016 100 34,865
1970 « 2 800 80 45,000

g
1/ This doss not account for interest paid to INCORA by farmers or the interest paid dy
INCORA for funds loaned.

SOURCE:

Evaluacion Economica del Credito Supervisado del INCORA, Bogots, 1970, p. 15.

Factors affecting solvency of the program as seen from
1972 are mixed (see Annex 1). The USAID loans of $18.5
million U.S. provided 216.3 million pesos but to repay
the dollar loans at current exchange rates will Iimpose a
serious drain on the peso avallabilities, Counterpart
funds generated from AID loans were borrowed by INCORA in
peso terms, hence deflation of the peso relative to the
dollar works to favor INCORA in repaying. B8ond redis-
counting provided pesos for portfolio growth at very low
cost to INCORA since the bonds were low Interest long-term
bonds. Transfers have Increased in recent years but are
subject to availability in amount. The positive element
in sustaining the lending program Is the evident increase
in farmer repayment capacity as they move through

successive loans.,
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In all credit programs, questions arise concerning port-
follo turn-over rates. Table 11 shows sequentially the
details of credit activities from an Antioquia sample of
b4 borrowers in terms of current pesos by year. As pro-
Jected, the total value of loans would be 1,247,100 pesos
(current) fully repaid during 1972/73. The annual change
In portfolio shows increase for the first 4 years, then is
negative during the remaining 5 years. The accumulated
portfolio maximum is 318,800 pesos (current) which was
reached in 1967/68. From that point on, repayments
exceed the value of loans made. In other words, the
318,800 pesos supported ioan financing of 1,247,100 pesos
or a roll-over rate of 3.3 times over a 9-year period

or about one time every 3 years.8/

Interest charges as collected and as projected amount to
137,500 pesos over the full period. So INCORA could borrow
at a rate of 8 percent and break even. Timing of repay-
ments lags the cost of portfolio maintenance by 13,200
pesos in the first 2 years, then the lag Is gradually
eliminated. .

Tedle 1l.=-loene, repoyuents, sad change {a portfelie fa curreat pescs
(Project Aatioquia: Semple of 44 berrowers)

' 1 N '
' Aneval ' Cumlative ! yaterest ! um oves .
. t iaterest coe
Year : Yalwe of : Repey- : Change 12 : Yalwe of : Yalue of : Port- : collected .:”
' loane At portlolie lesas  TOpayments folte ' '
: Current Pesos (000)
1964-63 1 713.3 22.% 30.8 73.3 22.% 0.8 —— 4.2
r MY (22.9) (30-8)
'
1945-¢6 1.2 1.4 4.8 150.% 1.9 9.6 1.0 8.1
[} (74.9) (28.%)
'
196647 1 3.1 202.8 141.) 494.6 247 230.9 7.2 19.¢8
t (278.7) (164.)3)
t
1967-68 1 233.0 174.1 78.9 147.6 420.8 318.8 26.7 26.3
1 (187.2) (128.9)
'
1968-49 1 1924 214.7 «22.) 940.0 643,93 .9 2.4 6.9
1 (134.7) (150.3)
'
1969=-70 : 167.1 102.)3 ~13.2 1,107.1 025.8 201.3 18.1 23.2
t (106.9) (116.7)
'
1’70-7Lvl 9.0 160.0 «70.0 1,197.1 985.8 11 16.0 17.4
] (34.0) (9¢.0)
'
1’71-78/1 30.0 150.0 «100.0 1,271 1,133.8 111.3 13.0 9.2
] (27.%) (82.9%)
'
wn-nt/s  — 111.) -111.) - 1,207.1 — 11.1 .9
' (33.6)
s
11,2471 1,247.1 +310.8 1,242.1 1,473 0 137.3 137.3
(L Y (M) & -de.s
!
1/ Conetant pescs. 1964100, / Sem of loans in consteat pescs.
I/ Projected for ) yeers to tersinstien. 1/ sem of repayments in ceastant peses.

8/ From Annex |11, Table 6, the turn-over rate is 2,35 times in
T0 years.
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The foregoing reflects relationships based upon current
pesos within a closed economic system of buying, selling,
and money costs; Iin other words, a perfectly functioning
set of internal markets. in contrast, Table 12 shows the
peso amounts converted to U.S. dollar values for each year,
The approximate conversion rate used |s $1 U.S. equalled
10 pesos Iin 1964/65, increasing by 2 pesos per dollar per
year,
Table 12.—lsens, repeynsnte, sad change is portfolie 1a éollsr equivalents

(Project Aatioquiat 3asple of 44 dervowers)

Anausl ! Cumalotive !

Year : Po. por : t t Isterest
t $1U.8. 1 Valeeof 1 Repey- t Change ta 1 Valwe of 1 Valwe of o Pore- 1 esllected
H ' Joans ! wyate 1_porgfolio t Jegne 1 Tepavmentss folte 1
: Oollers (000) -
196463 10 $7.) $2.) $ 3.0 $2) $2.) $ 3.0 =
1965-64 : 1 6.4 3.3 3.0 13.7 4.8 8.9 0.1
1964-47 : L) “a.6 14.3 10.1 n.) 19.) 19.0 1.9
1947-68 : 16 1.8 10.9 4.9 u.1 0.2 23.9 17
1948-49 : 18 10.7 11.9 -1.2 .0 42.1 2.7 1.2
1969-70 : 0 8.4 9.1 0.7 3.2 31.2 2.0 0.9
1970-n ]/: n 4.1 10.0 ~3.9 1.3 61.2 16.1 1.0
171-72 ]/: b ) 2.1 9.0 -4.9 n.4 10.2 9.2 0.9
1972-7) U: 26 — 6.0 -4.0 R 76.2 3.2 0.6
]

1/ Projected for ) years to termisatice.

A first point of difference Is that in 1967/68 the accu-
mulated peso portfolio outstanding was 318,800 pesos
(Table 11) in contrast to $23,900 U.S. (Table 12) on the
then current equivalent of 382,400 pesos. Comparing port-
folio amounts in the year 1969/70 shows 281,300 pesos
(Table 11) as the face value of all loans outstanding.
This would yleld about $14,000 U.S. in contrast to the
$22,000 U.S. portfolio value shown in Table 12.

A major improvement In providing credit to borrowers was
the purchase of vehicles (jeeps and motorcycles). This
Investment added conslderable mobiiity to the supervisory
staff so more borrowers could be reached. A second im-
provement was shifting some technical assistance from
supervisors to contract technicians. A third cost saving
is coming about through the financing of groups or produc-
tion cooperatives since technical assistance would be
provided to groups rather than to individuals.

Beneficlary savings do not accrue to INCORA although some
savings are deposited In CajJa offices, Up to 1971,
interest paid to smail savers was &4 percent. However, an
upward pressure has recently developed., In INCORA pro-
Jects where cooperatives are operating, usually 1,000 pesos
were loaned to borrowers to buy stock equity in the coop-
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erative, Little, if any, Internal refinance of the pro-
gram has appeared so far.

To address the question of the solvency of a government
agency raises many complex issues. The Issues go deep
into the political processes of the nation., It is cer-
tainly true that INCORA has not accomplished a massive
transformation of small farmers. It is likewise true that
INCORA programs have cost considerable amounts of money.

Programs spread among the projects have not been completed,
i.e., irrigation, drainage, roads, resettliement, settle-
ment, and small farmer development per se. In those
respects Colombia is as good as or better than other coun-
tries. Numerous small farmers have benefitted substan-
tially from INCORA programs. For some, no doubt, the cost
of benefitting them exceeds the benefit derived. However,
on the other hand, the opposite Is true for the majority
who receive the services.

Complementary Factors

1. Technology

Credit is seldom provided In kind but the uses for
which the credit is provided are usually honored.
Since credit disbursements are made to the borrower
from the Caja offices (of which there are about 650)
and many of the 450 Caja provision and outlet stores
are in close proximity to the credit offices, there

Is some tendency for borrowers to buy inputs provided
by the financed plan from the Caja stores. The INCORA
borrower Is not required to purchase from Caja, how~
ever, Where Caja credit offices are not close to Caja
stores, INCORA has developed cooperatives for provie=
sloning and in some instances marketing. Through time
the availablility of inputs has improved.

1)
With regard to livestock credit, INCORA has arranged
with larger ranchers and Livestoch Bank technicians
to assist in purchasing cattle which have been tested
and free from various diseases. There are usually two
or three veterinarians assigned to credit zones where
livestock raising Is significant. Also, in some areas,
for example Caqueta, there is a substantial effort to
improve pastures through Introduction of new grass
varieties and eradication of pests (ticks primarily).

Supervisors average from three t6 five visits to the
farmer during the year to check on credit and repay-
ments, to provide technical assistance, and to check on
adherence to plan financed practices or applications.
Field days In conjunction with -ICA extension techni-
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clans are held once or twice a year in a number of
INCORA projects,

in the state of Cundinamarca, credit supervisors have
developed nurserles for mango, nispero, apple, peach,
plum, and grape propagation stock. Flower growing
and vegetables, Including berry production, Is devel-
oping. The thrust of those activities Is to allow
diversification out of coffee production In marginal
producing altitudes while proyiding steady income and
Increasing exports in the case of cut flowers.

The shift in INCORA credit policy from developling
family farm units to financing production cooperatives
can be called an innovation because of Increased spe-
clialization of technicians and reduction of supervisory
cost, But, as discussed previously, the policy shift
may turn out to be the Achilles heel of INCORA as an
agrarian reform agency. Experience to date with pro-
duction cooperative groups Is too limited to evaluate
whether or not the change In system Is a useful inno-
vation,

Normally contract technical assistance Is pald for
from credit advanced to the farmer. This works very
well and in a real sense ties inputs and advice to-
gether. Cotton and tobacco producers utilize this
system, For rice, soybeans, sesame, and bean produc-
tion, there is also some utllization of contract
techniclans,

The extension service provided by iCA has grown vigor-
ously through recent years. Advice from extension
people has Improved both iIn quantity and quality,
Within the ICA structure, two-way communication
between extension and research workers has improved
significantly. Extension personnel Identify farming
problems and research functions to resolve them.

Given the range of diversity in Colombian agriculture
and the problem of accessibility to farmers, the needs
for technical transfer are far from fully met.

The increased supply of trained extension workers 1Is
the result of a major effort by USAID to strengthen

ICA through contract services of the University of
Nebraska. |ICA budget growth has correspondingly in-
creased and extension services are more broadly spread.
New working relationships between ICA extension work-
ers and INCORA credit supervisors are developing.

Arrangements between ICA and Caja Agraria have led to
selection of pilot areas with credit provided for
"Input packages' to be used with improved technologies,
INCORA has only a minor role with respect to that pro-
gram,
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Supplies and Sales

Over the time that INCORA provided credit to operators
of family farm units, farming supplies were usually
purchased from a Caja outlet, local merchants, or from
INCORA cooperatiyes. Deliyery of supplies was ordi~
narily accomplished by the farmer himself. Credit
supervisors rarely handled supplies although they dlid
advise the farmers as to proper seed selection, fer-
tilizer mix, appropriate pesticides, veterinary pro-
ducts, etc. Accompanying that advice, supervisors
suggested improved cultural practices which were
checked on through periodlc visits,

Where INCORA farm service cooperatives operated,
borrowers could buy through them. 1In the early stages
of each cooperative's development, emphasis was to
have adequate and appropriate inventory to sell to

the farmers. Later in thelr development they balanced
their services by purchasing the farmers' produce.
CECORA, a branch of INCORA, was created to serve In
wholesaling production Iinputs to the cooperatives and
to render product marketing services., While CECORA
and the INCORA farmers cooperatives do not have a
major role in either the sale of farm provisions or
the marketing of farmer produce, some success has been
achieved by opening two-way channels. That, in litself,
is beneficlial.

in 1969, a Feed Grain Program was developed by INCORA-
CECORA. P.L. 480 corn was combined with other ingre-
dients available In the country to provide feed con-
centrates for chickens, hogs, and cattle. The program
opened the way to secondary enterprises for the small
farmers which augment income and reduce underemploy-
ment, The program was well received by the small
farmers and Is showing measures of success,

Rural infrastructure Is underdeveloped I'h most areas
of the country. The combination of mountainous ter-
rain, numerous rivers, and frequent landslides seri-
ously affect commerce. Feeder or farm to market roads
are generally poor, partly because of poor design and
deficiencies In maintenance. |INCORA has provided some
credit for groups of farmers mutually cosigning the
loan to build or to have bullt access roads to serve
their needs. Community action groups have assis:ed

in those undertakings.

Iin colonization areas, both penetration roads and
feeder roads are quite inadequate. The dispersed
settlement pattern, usually with larger sized farm
units, requires more miles of road to serve fewer

farm families so cost per family Is greater. A second
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complication is the lack of bridges over rivers which
sometimes swell from creeks to torrents. Nelther the
farmers nor the farming communities can provide the
means for overcoming those problems.

Irrigation and/or drainage works are INCORA obliga-
tions., Feasiblility, design, and construction costs

are considered public Investments (implying a slow

rate of recovery through time). However, upon com-
pletion of the construction, additlonal on-farm invest-
ments such as ditch layout and ditching, water con-
trols, pumps, sprinklers, terraclng, and speclalized
production equipment are necessary. On the Irrigation
projects In Valle f1, Bollivar, North Santander, Tollima,
and Coroba, credit has financed on-farm Irrigation
accommodations In addition to crop finance.

IDEMA Is the G.0.C. agency which sets product support
prices, provides storage facilities, and moves commod-
itles produced to the consumer and Into export
channels., CECORA and the INCORA cooperatives may use
those services or provide them by themselves. The
product volume handled by INCORA Is small In comparl-
son to |DEMA.

Other Infrastructure deficlencles exist In Jungle
areas of colonization, |In these reglons health posts
are rare and living conditions are precarlious. Edu-
cation Is improving steadily In these areas but the
coverage expands slowly. Also risks to persons or
property rise when public safety is not provided. Any
or all of these deficlencies affect the efforts to
improve agricultural productivity and production.

In a generai sense, the INCORA credit program has
accompiished more through deveioping farm plans,
financing them with credit, supervising the -loans,
and rendering technical asslstance than in its efforts
to change or enhance the avallablilities of supplles,
services, orephysical access to them. When most
borrowers recelive the funds lent, they shop for the
closest possible approximation of the plan-determined
supplies or services and make do with what they can
find. After they complete the production cycie, they
must move the product to market and recover their
liquidity through saie. In many, perhaps most,
instances the farmer comes falriy close to meeting
his pianned goals.

Guaranteed sales and price supports are not provided by
INCORA, The Ministry of Agriculture sets price supports
for various crops, mostly storabies, and they are admin-
istered by IDEMA. Not all of the price-supported produc-
tion moves through IDEMA, but the existence of price
supports Is known and has an effect on bargaining and
pricing.
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INCORA does provide services Iin terms of collecting,
transporting, and selling the produce. Project direc-
tors, zone chlefs, and, In some cases, credit super-
visors intercede for the farmers, e.g., getting
ginning quotas for cotton; contracting for oll extrac-
tion from oll palm, peanuts, cottonseed, soybeans, and
sesame; selling cattle; drying and milling rice, etc.
Transportation can be arraiaged through the project
offices via contract, However, If the small farmer
borrowers are widely dispersed, produce a varlety of
different crops, and harvest In different seasons,
there Is small probability that the foregoing services
will be avallable to them. These constraints apply
simlilarly to acquiring Inputs and provisions.

The coverage of services varies among projects.
Atlantico, Bolival, Cordoba, Tolima (Armero and
Espinal), Huila (Juncal), and Valle #1 are projects
which provide provislioning and marketing services.
Antioquia, Boyaca, Cauca Magdalena, Santander, and
Valle #2 are serviced to a lesser extent because of
heterogeneity and dispersal of farms. The other pro-
Jects fall somewhere In between.

INCORA credit carries an additional | percent charge
which insures the borrower and INCORA. in the event
of death the outstanding INCORA debt s cancelled.

So far as Is known there Is no Insurance against crop
damage or loss.

There are two aspects to general marketing conditions
In Colombla. On the provisioning side, Caja Agraria
certainly has a dominating position., It has been

sald that the Caja's overall provisioning inventory
turns over twice a year, Further, If a farmer goes to
a Caja provisioning store for an assortment of Input
Items, he has a 30 percent chance of finding all of
his needs there at any gliven time. With liquidation
of excess or outdated Inventory and a projected inven-
tory turnover of 4 times per year, improvement in the
Caja purchasing department, and better distribution of
provislions among locations, Caja could Improve substan-
tially the provisioning market. Should those Improve-
ments occur, one could expect better service both from
Caja and/or from local merchants due to competition.

On the produce marketing side, IDEMA, COFIAGRO, and
INAGRARIO receive public funds for product marketing.
The Coffee Federation, In additionh to its primary role
in coffee for export, provides some market services in
coffee areas. Also there are a substantial number of
mejoristas or Intermediaries scattered through villages
and haml2ts across the countryside. Some are store
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owners buying and selling locally, some have trucks
and buy produce at the roadside from the farmers, and
some are money lenders financing a crop and offering
a market for it. Price supported products have much
greater price stability than non-price supported pro-
ducts. The latter product group tends to be less
capable of storage and of bulk movement.

The overall market system functions fairly well and
improvements are being made. Probably about

one-third of all small farmer producers have adequate
access to the market., Another third has marginal
market services available. The remaining third, in-
cluding colonizers or those in areas of poor access,
tend to produce products that can in one form or other
reach a market. |In that case, market accessibility
governs production patterns even though the farmer
utilization of productive resources might be more
efficient producing a different product combination.
Barter of products within and among communities |s
beneficial in a distributive sense, It also keeps
visible products which can be more efficiently nro-
duced and may in time cause market outlets to .velop.

With regard to profit and risk, small farmers tend to
look to the asset balance sheet rather than the operat-
fng statement, They want to possess and own assets
with security and a minimum of encumbrances. Risk or
Insecurlty focuses more on possessions than on opera-
tions. Consequently, INCORA cosigning promissory

notes is preferred by them over mortgage or collateral
backed credit.

Livestock are considered as reproducible capital. Farm
plans which finance crops usually provide credit for
capital improvements, There are exceptions where the
credit provided finances operating capital, For
example, cotton growing In Aemero and Espinal (valle
projects | and 2) indicates a growing degree of
commercialization and a corresponding awareness of
proflts. However, the areas mentioned have a well
developed service infrastructure and the risk factor

lc relatively low with respect to production,

The evaluation chapter which follows shows that out-
lays for famlly living rise much less than expenditures
for hired labor and farm inputs, When proflits rise
sufficlently to cover costs and loan repayments (in-
cluding credit for capital Iinvestments), the result

Is on-farm capital accumulation and greater output,
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EVALUATION

A.

Performance

1.

Program Evaluation Procedures

A basis for evaluation was bullt into the credit pro-
gram at the beginning, Credit was granted to a
borrower only after a farm plan was developed and
approved. With each farm plan, the uses for which
credit was provided were specified. The cropping or
production pattern was specific for each item to be
financed. Plans and related patrones (specifying crop
costs and projected return) were kept in borrower's
dockets at the project or zone and duplicates forwarded
to Bogota.

Credit supervisors perlodicaily checked credit utili-
zation after disbursement., They may have suggested
varlous cultural practices or improved methods in the
plan and these were checked (fields, prices, returns,
and home consumption were checked as were costs of
labor, Inputs, transport, etc.). At the completion of
a plan, the supervisor and borrower together drew up
a schedule of realizations or results as a consequence
of the plan, |If a subsequent plan was requested,
changes occurring from the prior plan were Incorporated
with the preceding plan base., This new base served as
a base for developing a new plan.

Credit disbursement schedules as well as repayment
schedules were projected. Those schedules were in-
cluded In the borrower's docket and also transmitted
to the CajJa Agraria office and to central INCORA. In
central INCORA those schedules were key punched and
summarized inalibro de cartera portfolio book. Sum-
maries by zone and project were examined by central
office Inspectors and management., Periodically, the
printouts were sent to the zones to advise on scheduled
actions., In the subsequent period, the inspectors re-
viewed the individual zone actions and made field
checks If necessary. The total volume of data avail-
able through the program is voluminous and of reason-
ably good quality.

INCORA at one stage attempted to key punch the patrones
but the data processing unit was unable to absorb the

large volume of data, (On the average, for a single
borrower for one plan, the patrone data fills about
50 IBM cards,) Since then, a sample of patrones for

2,900 borrowers was drawn to be used in agrlicultural
sector analysis,
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There are some shortcomings in the avallable data.
First, is leglbility and numerical accuracy of the

plan and satrones. Second, on the schedules of
borrower sbursements and repayments In the early
years the date of Interest payment was omitted. Third,
changes detected by management or the Inspectors are
corrected but on a subsequent listing, These are not
serious faults, but do exist In the data.

Data used in evaluating the performance of borrowers
with supervised credit were gathered from borrowers'
dockets In field offices. A team of two to four
INCORA central office credit personnel and a contract
employee hired by USAID gathered the data and checked
It against central offlce records. Some borrower data
showing obvious errors were returned to the zone
offices for recheck and correctlon.

Apparent Uses of Credit

Generally, the credit provided for farm plans was used
for the speclified purposes. However, money is fungible,
farm operations are a process, and farm plans are in-
tended to improve the resource base of the farm unlit

and Increase productivity. So long as the borrower
complied with the provisions of the farm plan, he was
not required to segregate funds by source.

In the case of FFA credit lent for price supported
products where small farmers were together grouped to
reach minimum size operating units, 40 percent of the
credit was advanced before planting and 40 percent
advanced before harvest. Supervised credit loans in
thls instance were explicitly granted for family 1liv-
Ing and 20 percent of production costs over the pro-
duction cycle. FFA financed loans through INCORA
amounted to 55 miilion pesos which was Just under 4
percent of total program loan value. The loan value
of supplementary subsistence loans from supervised
credit amounted to possibly 20 percent to 30 percent
of the FFA loan value.

Among the borrowers having farm plans for their farm,
there are Instances where credit was expressly granted
for family llving expenses. Again the fungibility
question arises with regard to the use of farm gener-
ated and/or credit liquidity. As will be shown In a
following section, expendlitures for family living rose
more slowly than other operational components.

Some findings are available on apparent credit use in
*he INCORA colonization project of Caqueta. The
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analysis was based on a representative sample of farms
(1968/69) in the principal INCORA zones. The colonists
had been on their farms an average of 8 years. Average
farm size was about 70 hectares, of which more than 20
hectares were in improved pasture. However, more than
one-half was still In Jungle and forest regrowth., The
farmers had an average of 24 head of cattle, Iincluding
calv;s, valued at approximately 25,000 pesos ($1,500
u.s.).

Cattle raising was the major agricultural enterprise
in the region and most of the INCORA credit loans are
made to assist in the development and Iimprovement of
such operations. Most of the colonists in the sampie
were enrolled in INCORA's supervised credit program,
The average amount of credit received by the colonists
in the sample was about 30,000 pesos ($1,800 uU.S.).
This represents all credit received since the colonist
arrived on the farm regardless of source or use.

Regression analysis was used to determine the extent

to which additional credit was assoclated with agricul-
tural development at the farm level.3/ Since cattle
raising was the dominant reglional enterprise, the
capital values of cattle and improved pasture were
taken as relevant indicators of development, A highly
significant and positive association with credit was
found., The analyses indicated that substantial quan-
tities of credit were being used either directly or
indirectly to develop the cattle enterprise.

As would be expected, credit productivity increased as
the average number of years per loan or peso of credit
increased. Also credit productivity increased as the
level of technical assistance increased, as measured
by the number of annual credit supervisor visits,

The capital value of cattle and improved pasture for
alternative credit levels for a typical farm is shown In
Figure 5,10/ It should be noted that the curves por-
tray a minImum Iimpact since they do not show the impact
of these credit levels on annual Iincome levels or on

9/ In this study regression analysis was used to develop an "Infra-
structure-Development Model' which was designed to show the effect
of such public infrastructure services as roads, credit, technical
assistance, and markets on development at the farm level, Feaster,
J. Gerald, An Analysis of the Relationship between Infrastructure
and Agricultural Development Tn Caqueta, Colombla, Ph.D. disserta-
tion, Unlversity of Kentucky, 1970.

10/ The values in Tabie 11 were based on equations in Annex 11,
AIT other variables in the equations were held constant at their
respective means., Equations were derived from data from 1968/69

survey Iin Caqueta. Feaster, op. cit.
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Figure 5.--RELATIONSHIP BETWEEN TOTAL CREDIT RECEIVED AND
CAPITAL VALUE OF IMPROVED PASTURE AND CATTLE, CAQUETA,
COLOMBIA, 1968769

Capltal value (000)

Dollars Pesos 1/

(4.7) 80 l
(4.1) ! Cattle and

70 f ///’4’—”‘ Improved pastures
(3.5) 60 i///,,/”/

(3.0) 50 v
(2.4) 40 /////’
4 —"71 Cattle

L -
(1.8) 30.///// [ — 1 _- Improved pasture
T
(1.2) 20 _—
=
( .6) 10
Q

10 20 30 40 50 60 70 80 (000 pesos)l’
(.6) (1.2) (1.8)(2.4)(3.0)(3.5)(4.1) (4.7) (000 dollars)2/
deflated value (1968) of all loans received

I/ Constant pesos (1968 = 100).
Z/ Dollar equivalent.
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other capital items such as native pasture, corrals,
fencing, hogs, mules, etc. The particular relatione
ship depicted is for a 70-hectare farm located 8 miles
from a road and 14 miles from an INCORA marketing
cooperative. Furthermore, the colonist was assumed

to have 2 years of education, the credit was outstand-
ing an average of 3 years, and that the farmer had
received three visits from an INCORA supervisor during
the past year. The capital val,e for selected credit
levels are shown in Table I3.lﬂ

Table 13.--Relaticnship between cr&dt: and selected developsent
Indices, Caqueta Colonization Zones, 1968

Totsl credit ! Cattle : toved pasture | Cattle & fmproved

1 H pasture

received : (value) ) (velue) : pe

--------------------- 1968 pesos - - - - < < <~ - -~~~ ===2---

0 veeee ) 14,500 14,000 28,500
: (s '850) 3/ (s '830) (31,680)
20,000 .......; 21,600 20,200 41,800
(L0, (810270) ($1.190) (2,460)
40,000 .......; 28,000 24,900 53,000
(42,360), ......, (41,660) ($1,470) (43,130)
60,000 .......; 33,800 28, 300 62,100
(43,540)......., (81,990) ($1,670) (43,600)

2
1/ Dollar equivalent.

The Caqueta study also showed that roads were Important
factors related to credit utilization and technical
tsslstance in colonization areas. Credit utilization
average 30,000 pesos) decreased by 300 pesos and
annual visits by INCORA credit supervisors (average 2,6)
decreased by .05 visits for each additional kilometer
from the farm to a road. The average distance from a
farm to a road was 8 kilometers. It was also found
that farms located closer to roads and INCORA cooper-
atives showed more development, further indications

of the importance of roads and marketing facilities,

There is evidence that INCORA credit is being used to
stimulate Improved agricultural and management prac-
tices. This is based on findings from a French Mission
SCET/COOP = INCORA study and findings from the Caqueta
study (Table 14). The French Mission study showed
higher cattle birth rates, lower death rates, and
higher stocking rates on cattle farms receiving INCORA
credit than on typical Colombian cattle farms. The
Caqueta study showed that INCORA credit generally
resulted in the use of more improved practices and
higher birth rates but that cattle death rates and
stocking rates werq about the same for both INCORA
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and non'-lNCORA settlers. )1/ The management practices
are summarized In Table 15,

Tadle 14.—Cowparison of cattle bdbirth, death, and stocking rates
on INCORA snd non-INCORA farme

X INCORA X Colombis
: cattle farms ' cattle famms
t
INCORA study ‘8021’[(:00?2 3
Birch rete.cc.c..... ceenens ceey 702 46.2%
Death rate......... coreenasesy 402 4.52
Cattle (adult) per hectare::-: 75 .46
1
t
t INCORA : Other
1 settlers 3 settierp
t )
vets 1
Birth rate................ oot 59.02 50.5%
Death rate.......co0evunve.. : 5.42 5.52
Cattle (total) per hectare...: 1.1 1.0

3
SOURCE: Prench Mission SCLT/COOF - INGORA snd Ruiz, op cit.

Tadble 15.—Parcentsge of INCORA settlers and non-INCORA settlers
using selected practices and percentage having selected
capital itezs, Caqueta, 1968

3
Mansgement . indices 1 INCORA settlere : Other settlers
t 3
: Percent
lmproved prectice t
Use of salt.........c...... Y 19.8 77.4
Use of “n.r.l. ............. tessecrncnag ‘o.‘ ) 22.5
U8e Of SULLOB: = vcrercrencosanoannns .oy 68.6 8.0
Boof and mouth vaccinations....... tesesl 48.5 51.6
Black leg vaccinatione....... S 4.4 38.7
Peate boba vaccinations...... P 40.4 19.3
1
Capital {tems on farus g
Sprayers - --.ciiiiiiiiennnns cescscas .ol S4.4 25.8
(< £ 1 ¥ A, teeecesenesesent 66.6 $4.8
Syringee ... .cvoviuinnn ceeees P 63.6 $4.8
n.? 61.2

Dipping facilitie@: - v vtvcerercncnnanns
3

SOURCE: Ruiz, op cit.

The use of credit to stimulate cattle production Is
also apparent on a national basis., At the end of
December 1970, supervised credit recipients had 500,000
head of cattle, an average of more than 10 head per
borrower. They were valued at $630 million., The debt
outstanding for cattle was at that time $450 million,
In 1970, nearly 30 percent of all credit disbursed

was for cattle, an increase from 3 percent in 1964,

117 Rulz, op. cit,, pp. b1-62,
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3. Apparent Production Impact

Evaluation of the INCORA credit program moved through
three phases.

First phase -~ This was a joint INCORA-IBRD 1967
effort which drew a random sample of 1,300 borrowers
from 26 projects. Lists of selected borrowers were
sent to INCORA project directors requesting informa-
tion on the farmer's situation in the year prior to
entry into the program and his situation as a result
of credit as of the end of hls last completed farm
plan. |INCORA retained the data provided, and IBRD
in a 1967 report cited the following comparison made
from a portion of the data:12/

""Quite remarkable were the results which the program
achieved in raising gross output and net income of
participating farms. A random sample of 20 percent
of the farms participating in four projects which
have been in operation for more than two years showed
the following results:

Credit Gross Net
Received Income Income
Before entering program 3,600 9,400 1,500
After one year participation 13,510 18,210 b,110

After two years participation 9,320 22,180 6,210

"These figures show that, with intensive credit assist-
ance, gross income of farms almost doubled In the first
year and net income (after debt service) nearly tripled.
In the following year credit assistance could be re-
duced while gross and net income continue to grow.

This indicates that the program Is serving its in-
tended purposes and that a further extension of the
program Is justified."

Second phase--INCORA-USAID Eight Project Evaluation,
As a second phase of evaluation in 1969, INCORA and
USAID reviewed the sample group data and selected 12
of the 26 projects for additional evaluative study.
The conceptual purpose of gathering data from the
selected borrowers was to trace through the historical
sequence of borrowers' performance while they were in
the credit program. The 12 projects selected were:
Antioquia, Boyaca, Caqueta, Cordoba, Cundinamarca,
Huila, Meta, Morth Santander, Santander, Tolima, and
two In Valle which made an adequately representative

T2/ 1BRD Report No. 10-611, October 1967, p. 33.
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sampling. Field data from projects Antioquia, Huila,
North Santander, and Valle f1 were not fully gathered
and checked so were not included In the evaluation
with the other eight projects. The field data from
eight of the projects were gathered and analyzed in
1969-70. Characteristics of the samples used in the
INCORA evaluations are listed below,

Number of
borrowers

I. Total original sample, 26 projects

(1967) 1,300
I'l. Historical sample, 12 projects 803
(a) historical sample, 8 projects
(1969-70) 659
(b) control sample 4 projects
(1970-71) 144
I11. Historical sample data, 8 projects 659 (100%)

(Evaluation study, 8 projects)

A. Discrimination of borrowers
included in analysis s4k2 (82%)

(a) Borrowers with § plans 31
(b) Borrowers with 4 plans 93
(c) Borrowers with 3 plans 185
(d) Borrowers with 2 plans 233

542
B. Discrimination of borrowers
eliminated from analysis 117 (18%)
(a) Deficiency of data 38 6%
(b) Retired voluntarily Lo 6%
(c) Borrower default 39 6%
117 18%

Sample data were tabulated and copied from borrowers'
records in the field offices and returned to Bogota
for analysis, A total of 117 were eliminated from

the analysis because they (a) had completed only one
farm plan (32), (b) had voluntarily retired from the
program prior to 1969 (40), (c) had abandoned the farm
or were delinquent in loan repayments (39), and (d)
had died or divided original property among heirs (6).
These were included in the deficient data category.,

The borrower universe for which the 542 borrower sample

Is representative consists of 23,300 families and
76,500 farm plans. The 23,300 families comprising the
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universe studied closely approximate the INCORA credit
program coverage and its expansion over the period
19641969 as well as the percentage of borrowers who
actually left the program, The substantive conclu-
sions of the study are:13/

(a) The credit provided with supervision has a strong
positive effect upon employment generation. The
average farm plan financed by 8,500 pesos (con-
stant 1964 pesos--approximately $850 U.S.)
generates .407 man-years of off-farm and .258
man-years of on-farm employment. By implication
credit effects reduce or eliminate underemploy-
ment on the farm., In aggregate terms, the
borrower universe generated 26,400 man years of
of f-farm and 15,500 man-years of on-farm employ-
ment or a total of 41,900 man-years through lend-
Ing a total of 776 million pesos, of which 221
million pesos were recovered in loan repayments,
leaving a net credit outstanding of 555 million
pesos. (See Annex |11, Table 6b.) From the
aggregate calculations, just over 13,000 pesos of
current of credit outstanding generates a man-
year of employment.

(b) The gross value of product sold Increased sub-
stantially as a result of credit. The average
increase per plan Is 8,700 pesos ($870 U.S.).

In terms of aggregates, the increment of product
value amounted to 665.9 million pesos (66.5
million U.S.) over the precredit base of 817.7
million pesos ($81.8 million U.S.). The produc-
tion increase is generated by the same credit
quantities as noted above. The Iincrement of pro-
duction Is 1.5 times the net credit outstanding,
which Indicates a counterinflationary pressure.

(¢c) Income distribution is favorably altered through
credit effects upon employment external to the
farm and by substantial increases in income,

wealth,and level of living of the farmer borrowers.

The average increase in farm and family cash from
operations is 2,200 pesos ($220 U.S.) per pilan,
which converts almost entirely to debt reduction
which increases net worth,

13/ See Annex 11| for definition of concepts for evaluation, the
evaluation process, and tabular material. All peso amounts in the
analysis are expressed In constant 1964/65 pesos. In the text an

approximate dollar equivalent Is also shown, The 1964/65 pesos were
converted to dollars at the rate of 10 pesos per dollar.
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(d)

(e)

(f)

The family level of llzlng Increases by 2,430
($230 v.S.) per plan,ll/

Measures of farmer progress are highly favorable.
Those measures are developed to show average
rates of progress In the sequence of plans in
composite form (see Annex Tables 5 and SA). The
results are shown graphically in Figure 6,

Farm and family resources generated rise from a
precredit level of 11,418 pesos ($L142 v.s.) to
35,178 pesos ($3528 U.S.) through successive
plans. The family living level rises from 3,984
pesos ($399 U.S.) to 7,797 pesos ($780 U.S.); ex-
penditures for labor rise from 1,996 pesos ($200
U.S.) to 6,428 pesos ($643 U.S.); and Inputs pur-
chased rise from 3,876 pesos (5388 U.S.) to
13,357 pesos ($1,336 U.S.). Farm and fami| cash
residual rises from 1,562 pesos ($156 U.S5.) to
7,596 pesos ($760 U.S.), over a four-fold In-
crease.

The foregoing shows a transformation from a nearly
subsistence level of operations to an increasing
involvement In commercial operations and gives
some Insights Into the behavioral pattern of
borrowers. The modest Increase in the family
living level indicates a rather strong propensity
to save and/or to capitalize. The increasing use
of labor and inputs, encouraged by credit super-
vision and farm management advice, certainly
creates the opportunity for the steadily Increas-
Ing net worth via debt retirement and capitallza-
tion. The tendency Is toward Increasing commer-
clalization coupled with Indications of a pro-
pensity to save and capitalize. These are essen-
tial attributes to carry the borrowers through
the transition from subsidized credit support to
self sufficiency via Internal savings,

Relationships between credit extended, production
and cash income generation, and repayment capaclity
show favorable possibilities. Annex 11, Tables 6
and 6A, provide a schematic presentation of those
relationships which are shown graphically In

pesos per plan

157 TabTe & Tn Annex 17T, TTne 15, shows 152.1 million pesos incre-
ment for family 1iving expenditures. Also, 50 percent of farm pro-
duce consumed for family living Is 33.4 million pesos Increment,
The sum Is 185.5 million pesos divided by 76,500 plans glves 2,430

Increment. The calculation uses base A-1,
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Figure 6.--PROJECTION OF BORROWER PROGRESS THROUGH SUCCESSIVE PLANS

Farm and Family Resources Generated
(Gross Product Sold + Off Farm
Income + 503 of Farm Products
Consumed on Farm)

Cash Spent for Family Living + 50%
of Farm Product Consumed on Farm

/7
///// g
’

/ Expenditures for Hired Labor

- e Expenditures for Purchased Inputs

Farm and Family Cash Residual

Precredit] Plan A | Plan B|Plan C | Plan D | Plan E | ‘ 1B

l/ Deflated pesos convert to dollars at a rate of approximately 10 pesos =
$1.00 U.S. Dollar.



Annex |11, Chart 1. In terms of credit recelved,
Iincremental amounts decline steadlily while the
outstanding debt rises and then declines as cash
avallabllity from operations increases. It is
notable that the farmer cash avallability at the
end of the 1968-69 period is 110 million pesos,
an amount equal to 20 percent of the 555 million
of debt outstanding. To the extent that the
borrowers continue to move along with the estab-
lished tendencies they will have achieved the
goals of the program.

(g) Two negative factors are evident as a result of
this evaluation, First, the credit is clearly
8 subsidy,with the time costs of money borne by
the GOC through INCORA. The costs of acquiring
the funds and administering and supervising them
are high, particularly when Inflation erosion is
considered. The time cost to the borrower in
real terms is negative, Secondly, the length
of the recovery period ties up the portfolio for
long periods of time. The credit works weil with
the borrowers but imposes a heavy burden of time
costs. The relatively slow rate of portfolio
recovery denles other farmers the opportunity to
follow the equivalent development path, During
the next year INCORA plans refinements in pro-
gram operations which add to credit efficlency
without dJdeterring borrowers' progress while ex-
panding program coverage.

Third phase--Four Projects, This phase of the evalu-
ation used the same gathering process for the four
projects Antioquia, Valle #1, Huila, and North
Santander as was used with the preceding eight pro-
jects sample. The concepts for evaluation for the four
projects differed somewhat from the format of evalua-
tion of the eight projects.

The four-project evaluatlion compares borrowers in the
sample in relation to all borrowers In the projects;
characteristics of sampled borrowers regarding farm
size, non-INCORA debt, and number of farm plans
completed; and the relationship between INCORA credit
to the borrower samples and their net worth.

Table 16 shows both similarities and differences among
all INCORA projects and the four-project example. With
regard to all projects, the aggregate portfolio as a
percent of total loans was 57 percent. For the four
projects the percentage was 52 percent, so they are
quite similar, Loan value for livestock for all pro-
Jects was 22 percent of the total value; the four
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projects showed 21 percent, again very close.

The total portfollo of all projects showed 1lvestock
portfolio as 33 percent of the total but the four-
project group had 43 percent. The slowness in recovery
of livestock loans In Antloquia (57 percent) ralsed

the percentage. Except for that distortion, the four
projects were similar to all projects.

Toble 16.-=Characteristics of four selected projects

! Morth ! Totel of

1970 project date : Antioqule E Velle #1 E Hulle ; santender ; A projects
NuRber Of DOrrOMErS . corerescoonsoscsns .........: 1,50 926 L1 H 1,18) 6,531
Municlpatities served.coeorvacones .............: 3¢ ] ] 28 ) L}/
Tota) value losns made (dollers ooo°s)l!.....i}2 3,801 1,566 4,199 2.‘?' 13,007
Tots) value loens for llvestoch (dollars 000°%): 1,309 260 $22 762 2,854
Livestoch ltoans a3 percent of total foans...... : 3N 10 12 26 ]
Tota) Portfollo outstending (dollers 000‘:)1/'/2 2,208 783 2,122 1,878 6,988,000
Livestock portfollo outstanding (dotlars 000'3): 1,217 160 460 $1) 3,043,000
Livestoch portfollo as percent totel portlollo.: $? 20 n o [ 3]
Total portfollio as percent of total loans...... : 11 30 $0 66 $2

1
17 Veso smounts convertes to JU.J. ot enchange rate of 10,5 peso = 31 U.3. (in O00"s).

The farm size distribution varies among the projects.
Only four borrowers of 23 in the North Santander
sample farmed less than 25 hectares., Valle f1 and
Antioquia had much greater concentration on smaller
units, Some 35 percent of farms of over 25 hectares
were basically in livestock operations; the remaining
65 percent were in crop type and reasonably intensive
agriculture,

Of the 152 borrowers 87 had credit from sources other
than INCORA, Some farmers had mortgage, local, and
family debt. Some had only mortgage and some had
local or family debt. The borrowers had completed a
total of 432 farm plans or an average of 2.8 plans
per borrower. |INCORA lending In the North Santander
and Hulila projects started later than in Antioquila
and In Valle #1. Valle #1 averaged 3.4 plans per
borrower, Antioquia had 2.8 plans, while Huila and
North Santander had an average of 2.4 plans per
borrower. Table 17 shows characteristics of the farmer
borrowers from samples of the four projects.

Table 18 shows the relatlonships between INCORA credit
activities and the effects upon net worth of the
borrower sample,
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Tadble 17.—Characteristics of borrowers in four sslected projects

H Profect H
t H H t Morth : Total
. Antioquias . Valle A1 . Buila : Septander i
t
mbder of borrowvers (sample) 44 42 43 23 152
t
Total area farmed acres t 2,530 1,595 3,590 4,430 12,148
! tumber of borrovers ————————————-
Parm size distribucion H -
Over 100 hectares H 4 2 3 ? 16
25 to 200 hectares : 6 4 14 12 3
10 to 25 hectares t 13 6 22 4 45
S to 10 hectares s 14 10 1 0 »
S hectares or less : ? 12 3 0 22
t
WOR-1INCORA farmer debt by type @
Mortgage : 10 10 10 1 k)|
Pamily or other local g 17 8 17 14 56
Taxes t 20 b} 27 3 S3
t
Wmber of completed farm plans 124 144 108 56 432
6 plans t 0 S 0 0 S
S plans 3 3 3 0 0 6
4 plans t S 10 4 1 20
3 plans g 18 13 14 8 $3
2 pPlans s 1?7 10 25 14 66
1 plan t 1 0 0 0 1
3

Table 18.—Credit and borrowers net worth relationships
four project sample

: orth : Total

$ 3 ]
Antioquia . Valle {1 . Ruils fer

—

1. INCORA credit provided $ 627,098 $198,150 $ 90,247 $ 68,665 $424,157

t
t
sample t 4 41 43 23 151
t
3. r of fa 1a t 124 144 108 ] 432
t
t Dollars 1/
t
& Credit H
t
&verage credit per plan 341 1,376 813S 1,226 982
t
2. DRspayments to INCORA : 50,088 154,550 33,855 18,986 257,446
8v. Tepayments per plan : 404 1,073 313 3 596
t
3. Portfolio outstanding T 17,040 43,600 36,392 49,679 166,711
av. portfolio per plan @ 1 302 S22 887 386
4. Interest collected 3,786 6,396 S,222 4,751 22,158
av. laterest paid per
plan 47 44 48 83 s1

3. Net vorth
$132,532 $121,000 $149,000 $ 57,000 $459,532

!

3,012 2,951 3,465 2,476 3,043

1. DBorrower net vorth
beginning first plan
aversge nst wvorth per
borrowver
2. Dorrower nest vorth $176,200 $179,000 $159,000 $ 77,000 $591,220
ond of last plan
aversge net vorth

per borrower 4,003 4,365 3,697 3,7 3,918

P S 00 0 G0 G0 P G0 0 s wo S0 S0 G0 S0 oo oo

1/ Coaverted to dollars st the rate of 16.5 pesos per dollar.
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Effects on Savings, Farmer Organization, Farmer
Attitudes, General Image, And Possible Changes

The program provides a modest amount of cash for
the farm unit and some liquid assets are likely

to be retained by the family. However, It appears
that most savings go for Iincreased capitali-
zation, physical assets, and reductlion of lla-
bilities affecting the net worth. Also there Is

a modest amount of loan repayments pald In advance
of due date, which Is a different form of savings.
tn some areas where savings can be readiiy depos-
ited and withdrawn, some small farmers probably
maintained savings accounts. However, the pre-
ference for liquidity appears to be less than

the preference for physical assets. There Is

no organized program to put together a form of
savings and loan association to supplement the
INCORA credit program,

In the early years of the INCORA credit program
Caja Agraria made some short-term subsistence loans
to small farmers. The amounts loaned were small
and minimal collateral was required. Quite re-
cently caja has further loosened its collateral
requirements, increased amounts loaned, and
lengthened the loan terms. Whether or not the
INCORA program induced that change in the Caja
operations is not known.

Small farmer organizations, for economic or
political purposes, have been slow in developing.
When INCORA Initiated the cooperatives, they brought
farmers together in an organized sense. In 1969,
USAID, via grantee contract, provided a technical
group to train campesino leaders as a first step
toward broader organization. A training program
was set up and about 15 people were trained to
identify potential leaders in the INCORA projects.
That training program was dropped in 1970 but those
trained continue to function.

In 1969, the Agricultural Ministry began organizing
the usuario's, users of government services.

SmalTl farmers in each municipality were to organize.
The departments would have an organization drawn
from the municipalities, and, finally, a national
organization would come Into belng. 1In 1971, the
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first national meeting was held even though many
departments were very modestly represented. The
purpose of the usuario organization was ostensibly
to bring people from governmental agencies operating
in the municipalitv to meet with community leaders
of the municipallity--a coordinating group. Some
five or six departments achleved a reasonably
strong representation of the small farmers. During
the recent invasions of farms the usuarlio's were
frequently blamed as instigators, as occasionally
were |NCORA personnel.

Apparently neither economically nor politically
oriented organizations of small farmers will develop
very rapidly. Community development groups,
primarily Accion Communal, are the most pervasive

In coverage of the country in terms of organization,
INCORA has worked frequently with the community
action groups. Usually the action group projects
are for plysical or infrastructural improvements.

Borrower attitudes toward the credit program are
usually favorable, although some farmers do not
like the particular supervisor or the instructions
he Is required to perform. As mentioned earlier,
for each small farmer benefitted with credit,
there is another walting for financing of his
approved plan. So demand Is quite strong. In
conversations with a falr number of small farmers,
about half indicated a preference for Caja and
half for INCORA. This applies In areas where
INCORA has operations.

One interesting aspect of the small farmers' views
relative to credit arises in colonization areas.
They argue that INCORA should reduce interest

rates on their credit to offset the much higher
transportation costs of provisioning and marketing.
Only in that context does one hear complaints re-
garding INCORA interest rates of INCORA but Caja in
interest rates but are subject to criticism, On the
other hand both supervisors and zone chiefs feel
that INCORA interest rates could be raised without
serious objection by the farmers.

With regard to individual loans, terms, purposes,
or procedures, the farmers tend to take that as
part of a rationing and distribution system.

There is one observation worth venturing, however,
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and that is when the lendling program Is dynamic

and expanding, repayments are more timely, new
borrowers come into the program, and farmers are
confidently looking to the future. Also, lending
quotas to the zones or projJects are authorized at
the beginning of a quarter and take Into account
the cyclical requirements more expliclitly. When
the program Is stagnating and shrinking, the
lending quotas may be only two or three small quota
augmentations during the quarter. When that occurs,
competition for funds among borrowers arises with
respect to who gets how much and when. |In those
circumstances, the farmers' confidence weakens

and, rather than run the risk of getting a new

plan or disbursement, they request an extension

of thelr repayment installiment.

In the dynamic and expansion situation, supervisors
are occupied doing the work for which they were
trained and using the experience they have acquired.
In the stagnating and shrinking situation, first
priority goes to financing plans currently in
operations with a disbursement scheduled within

the quarter. |If the first quota for the quarter
covers half of projected disbursements, do the
credit supervisors disburse by scheduled date for
half the borrowers; or do they ration proportionately,
satisfying half the requirements for each borrower?
From that point on, unless the funding shortage Is
corrected, plans get interrupted as do family farm
operations. Farmer confldence weakens and morale

of the whole operation degénerates. At this stage,
it Is not possible to assess the consequences of a
prolonged period of underfunding. |If a phase-out

of the program is planned, then a systematic
sequence of steps should be planned and the
borrowers informed. Then at least, they could
prepare to accommodate themselves to a new situatlion.

The general image of the credit program was, up
until about 1970, that program operation was
effective and that the borrowers were benefitted.
The credit program, however, Is an integral part
of INCORA and of agrarlan reform. Most critical
commentators include the credit program along with
other agrarian reform programs, usually arguing
that the effort costs too much for what It has
accomplished. Other critical commentators are
opposed to the very words ''agrarian reform' and
any activity even remotely connected with them,
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Up Into the 1970's, both the GOC and USAID
considered the agrarian reform and credit programs
successful. The people who built and motivated

the Institute and dedlicated themselves to make
agrarian reform a reality neither hid thelr identify
nor disclaimed their assoclation with INCORA ?nor
does thls commentator).

Problems

The fundamental problem of agrarian reform Is that
It Is more costly to accomplish than was Initlially
anticlpated If the programs -are to be comprehensive.
Land reform distribution and redistribution

are not the major uses of public funds but neither
I's there much return from It. Engineering work and
rural infrastructure are long-term recovery in-
vestments. The creation of family farm units and
meeting credit needs of the small farmers require

a steadily increasing portfolio which rolls over
about once each 3 years. Diversity of conditions,
Inability to integrate programs effectively, and
wide swings in funding for the various programs

make costs high. When cyclical funding needs do

not correspond with cyclical funding availlabilitles,
as they frequently have, the efficiency of availa-
bilities is diminished and the needs as accommodated
yield less than the optimal gain.

Despite the statutory budget appropriations, the
emission of agrarian bonds, access to bilateral

and multinational lending, and Internal transfers
of the government, the overall program slows down
from lack of funds. At the institute level there
develops competition for shrinking funds by the
managers of the various programs. External donors,
bilateral or multilateral, normally provide match-
ing money after the Institute has made the target
Input. A tight institute budget appropriation then
places first priority In acquiring funds for programs
or projects subject to the matching condition. The
remalnder of appropriations or other Iinternally
generated avallabilities are then distributed among
the programs. |If developmental priorities for
various fund usage were properly assigned and re-
mained relatiyely stable through time, competition
for funding among programs would probably not be
serious. However, If priorities change, the
possibility arises that funding for target Inputs
with subsequent matching funds provided by external
donors could become less efficlent If the priority
ls down-graded.
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It Is Iinteresting that the two USAID loans for the
credit program led in the financing of the program.
Later, repayment funds, bond rediscounting, and
other internal financing built the INCORA matching
component, Most, if not all, other lending from
external donors to INCORA is via matching inputs.
The credit program grew rapidly but possibly It coulid
not have started without the lead financing from
outside., It might be that other external donors
could take the lead in financing certain aspects of
program development.

At the farm level the policy change shifting credit
away from family farm units toward production
cooperatives will reduce credit availability for
many or most small farmers with family farm units.
As of now that redirection of credit funds is being
tested.

Conclusions About Small Farmer Credit

The conclusions drawn from evaluating the borrower sample in this
chapter show the program has been successful in improving the income
and capital situation of the borrowers and has other beneficial
external effects.

One weakness of the program has been that, of the total number of
small (or small and medium) farmers in any project erea, the number
attended by the INCORA credit program is a minority. The reason

for the lack of concentration is that INCORA by mandate operates
nationwide and INCORA must be visible nationwide. Without much

more massive funding availabilities, areas of borrower concentration
could not develop, even though many of the small farmers did. Had
there been such areas of concentration, organization would follow
and, with organization, infrastructural needs would be more likely to
receive the attention they deserve,

The INCORA credit program sought to move the farmer and his resource
combination up a developmental ladder. Infusion of technology accom-
panied inputs and practices for production. On the produce market
side, technological infusions are less well developed and those

that do exist are adopted slowly.

Probably in most cases, the credit provided for a farm plan was, to
the farmer, an extraordinary infusion. The increase in the expendi-
tures for input purchases (see Annex III) for successive plans indi-
cates a strong appreciation of the effect they have on production,
Farm planning and compliance with recommended farm practices were
generally accepted by the borrower.

With regard to small farmers continuing to increase input purchases
and adopt improved technology, the supply of credit available to the
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small farmers from institutional sources does not satisfy credit
demands. The INCORA credit program, focused as it was on both
development of the family and {ts resource base as well as increasing
production, may in some cases shift some liquidity away from the
operating components and into net worth.

Improvements to the Program

Considerable attention in this paper has been given to what might be
called the conceptual unit. One type of conceptual unit is the

family farm unit including a land area, a family labor source, some
elements of capital, and at least a wmodest understanding of management.
A different conceptual unit is the production cooperative or a group
owning collectively a land unit, with an adequate labor supply, with
some capital possessions, and with management by farmer committee and
services of INCORA technicians.

There are two basic differences between these concepts. One is that,
in the case of family farm units, the family emphasizes capital
accumulation and income while in the production cooperatives, income

sumption. However, the cooperative might be able to attract savings
to finance themselves more rapidly than could an equal number of family
farm units where capital 18 in physical assets.

The other basic difference has to do with management. With periodic
guidance from the supervisor, the family farm unit plans how best to
utilize 1its resources. Production cooperatives with credit super-
vision and technical assistance will probably tend to emphasize
production goals and income generation. If the farmer group organi-
zation i8 cohesive enough to participate in management operations, at
least some management experience will develop. Otherwise, and
probably more likely, planning and management will be carried out by
INCORA personnel. In that case, the farmers will become laborers
with profit sharing.

However, only a small fraction of lands affected by INCORA are re-
distributed. The major portion is distributed (titling of public
lands). Distributed lands and colonization patterns are much less
adaptable to the production cooperative concept. That is because
colonization farms are much more scattered, usually only partly cleared
land for production, and families do not have much access to their
neighbors. It appears that, 1{f INCORA shifts gsubstantial credit to the
production cooperatives, the colonization areas could correspondingly
suffer.

The use of credit to provide local infrastructure has not been fully
exploited. The physical movement of families being assigned to farm
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units and preparation of the land for production has not been ade-
quately supported. Following the initial establishment of occupancy,
supervised credit, if funds are available, can finance the farmers'
operational and capitalization plans. However, while the faraming
process develops with available credit, the farmers frequently have

no means to improve the local infrastructure. Consequently, credit
funding to finance physical resettlement and credit funde to finance
local infrastructure might well have a marginal efficiency of capital
equal to, or in some cases exceeding, the financing of farm operations

and capitalization.

The INCORA credit program does make a public guarantee to Caja Agraria
for disbursements, and Caja is only a quasi-public entity. The divi-
sion of labor between INCORA and Caja appears to be relatively
efficient.

Conceptually, each farm plan developed by the credit program should
provide a production increment sufficient to cover operations and
repayments plus interest. Delinquencies then, as they occur, must be
caused by poor plan preparation, poor use of operational techniques,
vicissitudes of weather, inefficiencies in converting product to
liquidity, or diversion of the acquired liquidity to uses other than
agreed to. Some of those causes of deliquency can be corrected as
they relate to plan, performance, and misdirection of the proceeds of
operations. Natural conditions are usually beyond control of the
farmer. Where production value i8 lost or diminished through the
marketing process, deficits occur. The farmer is not likely to stop
farming as a consequence. He must accommodate himself to the
circumstances and continue to farm.

Some reduction in administrative and supervisory costs has been anti-
cipated as a result of shifting toward production cooperatives. That
prospect has not been thoroughly tested to date.

Two other suggestions for procedural improvement of the INCORA credit
program are: to discount interest at the disbursement of the loan,
and, second, to discount a higher interest rate for each successive
plan disbursement to the borrower. Discounting the interest (and
borrower insurance) would relieve field personnel from checking and
computing interest due on the installment and also it would have the
borrower share in the inflationary costs of money. Use of variable
interest rates would serve as a transition device for graduation.
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IV,

ROLE OF TECHNICAL ASSISTANCE

A.

AID Inputs

The connection between AID and what later became the INCORA supervised
credit program was partially rooted in the agricultural service (STACA)
in the late 1950's. At that time, Caja Agraria and the Livestock Bank
were operating at a modest scale with relatively few credit offices.

STACA efforts focused on spreading technical assistance and soon added
a credit program as well. Given that combination, the need for
provisioning and marketing services became evident, particularly for
the small farmers. The STACA programs gave a modest coverage to the
settled agricultural areas of Colombia. Credit specialists and ex~
tension agents were assigned to the working areas.

STACA was phased out in the early 1960's and, coincidentally, INCORA
was being established. While at this distant date it is difficult to
evaluate the contribution of STACA to the farmer beneficiaries,
benefits INCORA derived from the STACA programs can be identified.
The more notable benefits were:

(a) Training field personnel to work with farmers; building
capabilities to plan for credit including with 1t technical
assistance; and providing some farm management supervision
to clients;

(b) Training and providing of management personnel to manage
and guide the STACA programs; and to

(c) Provide an operational experience that would reach out-
side the village or city to the individual farm unit with
mutual gain in cooperation and confidence.

Not all STACA local personnel moved to INCORA after the phaseout.

Some technicians joined in associations to provide contract technical
assistance, others worked on development projects, and a few worked
with USAID. INCORA did absorb and utilize the trained talent to a
high degree. As an example, Dr. Gustavo Restrepo Suarez, once manager
of the STACA credit program, became director of the Rural Development
Division of INCORA and was one of the principal advocates for con-
tinuation of the credit system within INCORA.

USAID provided a credit specialist to INCORA for several years and a
three-man USDA/PASA team went to Colombia to help get the loan
financed program operational. Later, on a grantee contract, U.S. con-
tract personnel trained community leaders for organizational develop-
ment within agrarian reform. 7Two contract specialists in the develop-
ment of cooperatives worked nearly a year with the INCORA crop section.

In 1968, an AID-sponsored USDA agrarian reform and credit specialist
worked with INCORA for 4 years. During that time, CLUSA, covered by
a regional contract, studied and reported on the overall cooperative
effort in Colombia. A livestock specialist in USAID Rural Development
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in Colombia for 9 years worked with livestock development. While
INCORA developed its livestock credit program, the livestock specialist
collaborated with them. Taken in total, a substantial number of

people benefitted through efforts of USAID--both farmers and manage-
ment or program people.

Relationships between INCORA and USAID were frank, friendly, and
cooperative. Agrarian reform generates controversy. Throughout the
years, INCORA has kept Colombian agrarian reform a strictly Colombian
program. The institute received both praise and blame as does any
controversial program, but it did not attempt to shift either one in
any way.

USAID brought the INCORA credit program into being, - nurtured it in the
early years, and continues to support it to some degree. Loans and
generated counterpart funds were its sustenance (see Annex I).

Whether through design or historical accident, the INCORA credit pro-
gram drew upon previous STACA experience. INCORA recognized the
difference between development credit and bank credit, established
programs for small farmer development, and borrowed funds to benefit
the small farmers. As evaluation shows, those goals are being ac-
complished.

Other Donor Inputs

The IDB provided funds for the Bolivar and Cordoba projects and IBRD
financed a portion of the Atlantico project. The financing included
capital and technical assistance for developing irrigation projects.
Preliminary reconnaissance, feasibility studies, and design materials
were developed prior to lending. Disbursements through project stages
were monitored and technical help was provided through both the con-
struction and production phases.

More recently, IDB is financing two colonization projects, one in
Sarare in the Arauca territory and Ariari in the Department of Meta.
Still more recently, IBRD is financing colonization efforts in Caqueta.
These funds will provide roads and other infrastructure, support credit
activities, and improve production. In each case, the financing builds
upon the areas serviced by INCORA.

The number of technicians made available for those work programs varies
from 75 to 100 with a variety of skills. The Governments of Israel,
Holland, England, France, and Mexico provide varying degrees of sup-
porting services. In addition, the U.N. Special Fund provides several
man-years of technical services to the Magdalena project (formerly the
United Fruit Company operation).

IBRD and INCORA are jointly financing a relatively small project of
credit for medium size farm units. The purpose of the credit is to
induce a higher degree of utilization of lands (excluded from agrarian
reform activities) in the Cuello-Saldania area. It is also for some
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c.

livestock operations. A joint arrangement between the Papacy
(through IDB), the Colombian Church, and INCORA is financing agrarian
reform projects in Cauca.

Sooner or later, each of those projects draws upon the credit program
of INCORA. Where intensive production activities replace the usual
production enterprises, credit supervisors must correspondingly adjust
the farm planning systems to match the changed resource endowment and
production schenmes.

Effects of Technical Assistance

The credit program provides an orderly approach to small farmer develop~
ment. The evaluation of borrower performance indicates that technical
assistance capability grew along with the credit program. Sufficient
technical capability had to be present for development of realistic
farm plans. The evaluation indicates that the planning and implemen-
tation were reasonably successful. A few instances occurred where
technical assistance concentrated very heavily on production per se
and correspondingly reduced emphasis on development of family farm
units. By and large, the program was pragmatic, helping through
planned credit and performance to increase the viability of family
farm units.

Technical assistance provided in conjunction with externally
financed projects tended to be of a different and more general
order. The orientation was to deal with production possibilities
project-wide and marketing of the produce. In some instances
specialization was markedly encouraged while diversification was
emphasized in other cases.

Recommendations

The INCORA credit program received a heavy input of funding from
USAID loans in the early years. To satisfy demands for technical
agsistance to accompany credit, INCORA used training courses,
contract technicians, and also drew upon ICA-trained people. Later,
specialized services for credit were provided, e.g., veterinarians,
horticulturists, agronomists, etc. Upon reaching that stage of
program development, the flow of credit funding began to decrease.
Subsequently, administrative efficiency decreased--a case of too many
technicians and too little credit for distribution. Current and
future policy will determine whether the program will remain viable,
either at a reduced level, balancing technical assistance with lending,
or with the restoration of an adequately funded program with appro-
priate and sufficient balances.

The AID role in fostering credit programs for small farmers probably
varies among countries and depends upon development goals to be
achieved. The INCORA credit program as a component of a comprehensive
agrarian reform effort was necessary and beneficial. AID leadership
in lending the initial capital and the supplemental follow-up loan is
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commendable. Likewise the technical assistance provided helped INCORA
in conceptualizing the program as well as in making a smooth running
operation.

After disbursement of the dollar loans, INCORA sought and found addi-
tional funding for program growth, e.g., bond rediscount and counter-
part funds -_granted or loaned. This permitted expansion of the
program over the first 5 years. Later, however, funding sources were
less generous and subsequently growth slowed.

With hindsight, one can see that a credit window for graduates should
have been opened in INCORA with somewhat stricter loan terms and

higher interest rates. This could have served to redistribute some

of the benefits from graduates to new borrowers. It could have
lessened INCORA's carrying costs, or provided credit for preproduction
needs in resettlement areas or provided credit for local infrastructure.

Developing small farmers on family farm units is not a quick process.
Given the number of small farmers that need development, aggregate
costs are considerable. Despite the statutory basis for INCORA, the
programs were affected by shifts in funding availabilities. Those
shifts in turn reduced the momentum of the programs. Momentum and
expansion are requirements for developing a political constituency and
only with a developed constituency can the funding requirements be met.
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Sources and uses of financial resources

ANNEX 1

of the INCORA supervised credit prograa

(Current pesos in maillions) Continued
Uses of funds F1966 1965 1966 © 1967 ‘1968 1969 © 1970 © 1971 °  Total
Loans to Parwers :
Subtotal : 27.5 82.7 145.9 247.2 279.0 345.7 319.5 267.3 1,714.8
Interest Paid Aid :
Subtotal $ .- 0.4 1.0 2.1 2.4 2.7 3.2 3.2 15.0
Commissions and Interest :
Commisions CAJA Agraria : 0.1 0.6 1.2 2.2 3.3 4.0 6.5 6.4 24.3
1Pl HE .- --- 0.8 0.7 3.6 6.6 7.6 19.3
Monetary Board P eea -—- -——- -—-- --- --- --- 1.6 1.6
Livestock Bank 1/ P oea- --- --- --- --- 12,0 2/ 10.4 10.3 32.7
>3 CAJA Agraja Interest R --- --- --- 1.6 .-- --- 2.4 4.0
v Subtotal Coamissions & Int.) : 0.1 0.6 1.2 3.0 5.6 19.6 23.5 28.3 81.9
Insurance Payments H
Subtotal P e-a cee cea cew 0.5 1.9 1.1 1.9 5.4
Technical Assistance :
Subtotal 7.5 14,5 22,4 29.9 4S.1 50.6 56.3 61.0 287.3
Annual Totals : 35.1 98.1 170.5 282.2 332.6 420.5 403.6 361.7 2,104.3

1/ Includes interest on $6.1 pesos rediscounted,
2/ Accumulated through previous years.



(Current pesos in millions) 1/

ANNEX 1
Sources and uses of financial resources of the INCORA supervised credit prograa

Sources of funds . 1964 1965 . 1966 ; 1967 . 1968 1969 . 1970 1971 Total
Borrowing :
Ald Loans 027 and 046 : 22.6 75.5 105.6 5.5 7.1 --- .- .e- 216.3
Aid Countarpart P ee- .-- --- 65.0 62.6 62,4 10.0 28.3 228.3
Subtotal (Borrowing) : 22.6 75.5 105.6 70.5 69.7 .62.4 10.0 28.3 L4k .6
Rediscounts :
Series "B'" Bonds : --- --- - 70.0 100.0 100.0 70.0 --- 340.0
Series “A" Bonds ! ee- e -.- --- --- --- 68.3 --- 68.3
Livestock Bank : e-- .- --- 30.0 29.6 19.9 (12.7) 3.0 69.8
Subtotal (Rediscounts) $ --- e --- 100.0 129.6 119.9 125.6 3.0 478.1
Transfers :
DLF : --- --- --- --- 12.6 36.9 (8.4) 2.1 43.2
FPA $ ee- --- .- --- --- 16.1 4.6 (2.0) 18.7
Monetary Board #22 : --- --- --- --- --- .- - 30.0 30,0
o Livestock Bank S ee- --- --- --- -——- --- 50.2 (11.3) 38.9
Other INCORA Resources 2/ : ee- .- --- ~-- --- .- -—-- .- 138.0
Subtotal (Transfers) $ e-- --- .- --- 12.6 53.0 46.4 18.8 268.8
Collection of Loans :
Supervised Credit : 1.6 18,6 46.7 82.8 108.3 145.8 110.0 103.9 617.7
Supervised Livestock Credit I --- 0.5 2,7 4.4 21.1 24.0 31.5 84,2
Supervised DLFP Credit $ eea .e- .- -——- 0.1 6.0 11,2 10.0 27.3
Supervised FFA Credit S ee- --- .- --- .- --- 35.4 50.6 86.0
Subtotal (Collection of Loans) : 1.6 18.6 47.2 85.5 112.8 172.9 180.6 196.0 815.2
Coliection of Interest H
Supervised Credit : 0.1 . 4.3 11.0 17.0 9.2 12.7 14.0 69.8
Supervised Livestock Credit : --- --- .ve --- 1.7 2.8 4.9 5.5 14.9
Subtotal (Collection of Int.) : O.1 1.5 4.3 11.0 18.7 12.0 17.6 19.5 84.7
Borrower Insurance Premiums :
Subtotal P eee --- -—- e 2,4 4,6 3.0 3.0 13.0
Annual Totals s 24.3 95.6 157.1 267.0 345.8 424.8 383.2 268.6 2,104.4

1/ Continued.
2/ Accumulated total shown.



LL

INFRASTRUCTURAL DEVELOPMENT MODEL I: INDEPENDENT VARIABLES, COEFFICIENTS, AND VARIANCES DERIVFD FROM

REGRESSION ANALYSIS OF 132 FARM UNITS FROM CAQUETA INFRASTRUCTURE SURVEY

B 7
§ i & . Independent Variables a/
2% 2 4 Rr?
g i3 c 1 Ic Yc c? 12 KlogA  MlogA  HlogA  EogA
- I 3 Py
.1 DFy 2.24  .Q4se  1.533c 00183  .070%+ -.000009 - OS1ee - 7% . oABee  23ee 75% "6
(-00017)¢/ (.7298)  (.000005) (.0000G2) (.000000) (.0006E) (.0517)  (.0A88) (.0OLE) ( 7eom
L2 DF, -3.14 .R9ss .93 :00235  _.00(M7  ..000018+* -.066%  -.S573¢s .. 256  .3406e .. 452
(-00019)  (.8466)  (.000005) (.00GwR) 1.000000) (.00077) (.0574)  (.0566) (.00I4) (888,
1:3 DFy -.50 .0S4%s  2.464¢ 00419 00223  ..000027¢e -.117%% .1.270% . 904ss .S@mes .30
(-00052) (2.2892) (.000015) (.000005) (.000000) (.0G208) (.1606) (. 1531) (.0037) (2.3951)
4 DFg 13 .Q3e  1.333¢ 00313+  .00352°% -.0000i1 -,063%¢ -.SI6ee  ..780es 2270 1 5260 .58
(-00020)  (.8625)  (.0000GS) (.000002) (.000000) (.00079) (.08GS)  (.0577) (0014 (.5Go4;
1.5 DFg 2.9 .018 . s03 .00886%s . 00174°  -.000029%+ -.127%% 043 .221 .142%s  _1.83e¢ .40
(-00018)  (.7983)  (.000005) (.00002) (.000000) (.00073) (.0560)  (.0534) (.0013) ( 8353)
1.6 DFg 3.1  .040e . 830 01199+« 00525+ -.000040°% -.190-¢  -,473 -.558%  .369%s ..306 .56
(00052) (2.2819) (.00001S) (.000005) (.000000) (.0R07) (.1600)  (.1527) (.0037) (3. 3875)

*Significant 1t 80% level, one-tail test
3/ The independent vanables are:

: total credit received ($1
number of years on farm
kilometers from farm to

hectares i1n farmm
years of education

MIZX>»=<=0

00)

road

number of INCORA Cred:t Supervisor visits, 1968
: dverage weighted years with credit

- kilometers from trail-road junction to INCORA machet-service center

veSignificant at 90¥ level
b/ The dependent variables are:

IT XaANNV

DFl = capits] value of cattle /$1000)

DF3 = capizal value of improved pasture ($1000)

DF; = capital value of cattle and improved pasture
($1000)

{ "4 - change in capital value of carttle ($1000)

DFg - change in capital value of improved pasture
($1000)

DFg - change in capiral value of cattle and
improved pasture ($1000)

&/ The variance of the coefficients are in
parenthesis,

Source: Gerald Feastgr. An Analysis of the Relationship between Infrastructure and icultural
Develogment in Caqueta, Colambia, PR.D- dissertation, University of Renmc'e. 1970



ANNEX |11

1. Definitlons of Evaluatton Concepts and Background

a)

b)

c)

The farm plan conslists of flve parts; a request for credit,
a determination of the appropriate amount and uses of the
credlt, a schedule of disbursement of credlit, a schedule

of repayments, and a formal accounting of the results of
credit use, '"realizatlon," done at the completion of the
plan. Usually "completion of the plan' Is the date at
which the next plan Is requested or, In the absence of

a request, withln 2-3 months after final disbursement of
plan credit Plan terms vary from a minimum of 6 months

to up to 2 years, but average about 1.3 years in duration.
In some Instances a farmer may have 2 plans In effect at

a glven date, In other Instances consecutive plans may be
6-8 months apart. Realization of the plan is jolntly
determined by the farmer and the credit supervisor and is
considered to be reasonably accurate data. Only very
sketchy data are avallable for describing the farmers
situatlion prior to entry In the program. In the evaluation,
progress resulting from credit is measured from an estimate
of the farmer situation In the period prior to his entry

in the program and also from the actual results achieved
during his first plan as compared to subsequent plans.

Deflation of monetary data presented a probiem because of
the varliable terms of the farm plans and of the fact that
farm plans are initiated and completed throughout the year.
There are several Indices prepared by GOC agenclies which
were considered for use in deflating monetary data Into
constant pesos. None were considered as being better than
the average rate of iInflation,which Is about 8% per year.
The actual deflators used were 1964-1965 = 100% of peso.
amounts, 1965-1966 = 92%, 1966-67 = 85%, 1967-68 = 78%,
1968-69 = 72%. In the case of the estimates for the
operational perlod prior to farmer entry in the program
1963-64 = 108%. Those deflators were used through the
analyslis,except In Tables 7 and 7a,where credits relative
to repayments were compared. In that comparlison credit
data and repayment data are shown in current pesos.

It was declded at an earily stage that manual analysis of

a limited scope would be made and that a complete electron-
lc data processing (EDP) analysis would be necessary to
handle the mass of avalilable data and to develop a
comprehensive evaluatlon procedure. To date no EDP results
are avallable.
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The manual analyses have produced some relevant con-
:luslons with respect to the followlng: (a) measuring
average rates of borrower progress by time tn program and
as extrapolated from the sample to the borrower unlverse,
(b) estimates of the macro effects of credit on all program
borrowers upon employment generation, Income distributlon
and inflatlon, (cg estimate of credlt costs relative to
production effects and repayment capabllities, and (d) some
Insights regarding behavlor of small farmer borrowers as
they progress as a consequence of the credit program,

Data used In the manual analyses for each plan perlod
Include: the value of farm produce sold, (mlnusg cost of

labor hlred, (minus) the cost of inputs purchased, (plus)
Iincome not a part of farming operations, (minus) cash cost

of family living. This leaves a resldual of cash avallable
from farm and family operatlions. One account, farm produce
consumed on farm, is tabulated separately, but half I|s counted
as non-cash Input to operatlons and half as non-cash Increment
to cash costs of famlly living. Two other accounts, net

worth and farm unlit slze, are accounted separately,

Data avallable In the sample but not Included In the
manual analyses are slze of farm famlly, asset and llablllty
accounts, value of famlly farm labor, all credit data
(amounts, uses, terms, repayments, etc.), cropping patterns,
or livestock vs. crop enterprises. In other words, the
evaluatlion from sample data Is Iin a strictly accountling
format as simplified as possible. Credlt data as relevant
averages, when used, were derived from central offlce files.

The Evaluatlon Process
Stage | - Classification and Preliminary Aggregatlion

Fleld data arriving from project areas were screened to
remove nonusable records. The useable sample was sorted by
number of completed plans. Each strata of completed plans was
tabulated In the sequence. For example, Tolima #3 had §
borrowers with § plans, 9 borrowers with &4 plans, 13 borrowers
with 3 plans, and 17 borrowers with 2 plans. Each account
(e.g., gross value product sold) was summed separately by
strata and each sum then deflated by the appropriate percentage
for each plan term. For each strata the accounting
elements were then divided through by the number of borrowers
In each strata to provide per farm averages. The fleld data,
Individual project data summarlies, and evaluation done to this
oolnt are on ftle in the AID Misslon and INCORA and are not In-
:luded in this annex.

79



Stage 2 - Aggregation of Sample Accounts

Thls stage aggregated each account total from all
projects by strata number of completed plans, as shown In
Table 1.

Stage 3 - Projection of Sample Aggregates to Borrower Unlverse

Since the sample aggregates are representative of the
borrower (credit program) universe, thls thlrd stage of
aggregation expands the sample aggregates to the universe
aggregates with stratification maintalned. The results are
shown In Table 2. An expansion factor was determined for
each strata by dividing the number of borrowers In the sample
by the number of borrowers in the program. Thus, for the
S-plan strata, 31 sample items are ,00738 of the 4,200
borrowers coming Into the program during 1964 and part of
1965.

Stage 4 - Establishing Bases From Which Progress Can be Measured

Progress could be measured against plan A (l.e. flrst
completed plan) results. Its advantage as a base Is that It
Is determined directly from sample data, however It has two
distinct disadvantages. Flirst, the sample has data from 1548
plans of which 1,006 are not pian A's. In other words, the
credit effects of about one-third of the plans would be built
into the base against which progress of two-thirds of the plans
wouid be measured. Second, between one-third and one-half of
borrowers coming into the program had been farm workers or
colonists totally without farm operations accounts. In
addition, as cited In the text, the |IBRD reported a doubling
of gross Income In the first year of credit, l.e., precredit
performance 50% of Plan A. Moreover, all plans subsequent
to Plan A show positive progress, so It could hardly be assumed
that Plan A results were negative, Thus, some base lower than
Plan A would result In more realistic data, and would not under-
state the rate of progress from subsequent plans by having an
unduly augmented base,

in view of the foregoing a base of Plan A-1 was estimated
as 62% of Plan A accounts deflated (multiplied by) 108% or 67%
of the Plan A level. The Pian A-1 base Is referred to as

"Base B'" In the tables. It Is recognized that this Is some-
what arbitrary as to the amount and also as applled to the
different account components. In the absence of better or more

complete data, this base B Is consldered as the best approx-

Imation of the pre-credit situation. Table 3 shows the com-

parison of compound rates of change In accounts by strata and
In total for the program universe.
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Stage 5 - Coefficients of Employment Generatlion

Table 4 follows through the estimation of increment to all
accounts relative to the base A-1 level! (base B). Lines 17
and 18 shows the aggregate increment per plan by account and
the employment generation generated by account per plan.

Stage 6 - Measures of Borrower Progress Per Plan

At this stage the aggregated data from Plan A-1 (base B)
and for successlive plans are rearranged to illustrate progress
per plan. That rearrangement Is shown in Table 5, and
summarized in Table SA.

Stage 7 - Tables 6 and 6A show, respectively, the adjustments

of calendar years with plan terms and relates central office

credit and number of families data as adjusted to plan terms.
Table 6A Is a schematic approximation of lending, repayments,
portfolio change and borrower cash availability as applicable
to the study data and subsequent projections.
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INCORA BCONONIC STATUS OF BORROWERS IN SUPERAVISED CREDIT PROORAN SANPLR
Division of Credits

Date Projeot Code Zone

Borrover Name:

i [E

Para Principal

Cropping [secondary

CONCEPTS to entry A B c D B

1}
Aotive [OV'T 16 Years

Number Under 16 Yrs.

of
Pereo.

In- |Over 16 Years

8ctive lynger 16 Yrs.

2) Lador ithout food

ith food

3) 8) Owned

[Parm  |b) Rented

1
’sn:' ¢) Parceliszation
Ten- W) colonization
nancy
TOTAL
e) In pasture
Economically
f) Bxploited
g) Mon
Cultivatadle

8) Real Estate

) %) Animala

o) Machinery

assets(q) g::of?u“muod Sut

e) Crops growing

f) g?opr:x.-né?vu

8) Other Assets

h) Musber of cattle
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CHANY

CONCEPTS

ear Prior
o emtry

a) Kortgage Dedt

5) b)Coll.toﬂl Loans

Liabi c) Taxes

lities
d4) Other Dedt

e) Paaily Debts

§) |a) pesin,of Yesr

Total
Assets! b) End of Year

7) a) Begin. of Year

Total

Liabi 4
112 1aal D) Bnd Of Year

8) met|a) Begin. of Year

Worth |p) End of Year

a) Total value of
9) ) Production

Product \ Lonvimed Product.

ion
¢ c)Value of Prod.Sol

10) | &) tapor | Mired

Costs Paaily

of ) 1nputs In ofher
Opera - costs

tions 1 o) Intereats

TOTAL
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OHAR? 3

Year Prior
CONCEPTS to entry PAMN PLA

11) Borrowing for Opera-

1 Costs
éuE Tost of RV

112) piving
Investment s) Total
13);20"“1
perty or
Duradbles b) Borrow
[ FITERTY
¢)pesource;

14) OthoF"l_r-‘-cou Pros

15) Other Income Off Pars

16) Cash “.pcunmm of

17) TOTAL BORROYINGS

18) Debt 8) Totsl
Repaymerts |Dd) Capital
¢) Interesy
12414 2242

19) | 8 )Operating Costs

Jo)Int .Toans Tor Mkl
‘S‘iti b)P;-‘oport;.& ;:nbld

OBIBAVATIONS

8igned
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AGGREGATES OF SAMPLE DATA STRATIFIED BY PLAN YEARS
OF BORROWERS IN PROGRAM ALL MONETARY DATA DEFLATED

(000 PESOS) _
SAMPLE ACCOUNT DATA PER PLAN TERM Accumulated Data 1/
Year Number of Completed Gross Labor Inputs Off-Farm Family Casgh Farm . Net Hectares
Borrowers Plan Product Hired Purchased Income Living Residual Produce Worth Farmed
Sold Costs Consumed
1964-5 31 A 591 121 247 23 157 88 60 1246 774
1865-8 31 B 879 122 29 17 165 112 74 (130) (21)
1986-7 31 C 759 187 281 39 169 161 73 (114) (60)
1967-8 31 D 881 199 328 35 198 181 85 (267) (-39)
1668-9 31 E 905 199 414 42 208 126 67 (-158) {130)
TOTAL 5 elans 3815 828 1567 156 897 679 359 1598 946
R S EErEEE SO EESSEREESuUERED IBI.I..I:II_IIIlluﬂII.II.IﬂIﬂII.I.'.IIIUBIII.III:..-I-I-IIIII.I.-IIIIIIIIIIIl..l.l.:lﬂl.
1965 -6 93 A 1555 293 695 36 502 101 162 3542 2062
1966=7 93 B 1929 328 764 69 559 347 179 (303) (38)
1967-8 93 C 2128 378 809 108 573 374 194 ( 94) (13)
1968=-9 93 D 2239 31 894 71 531 514 207 {(174) (171)
IQIQIIJIIl.Il...ll.l.Il‘Igﬂllslllll;’laIsllll-E§ZQI.IIlII3l2l6I'.2II.Il'll.zlalz.lﬂillzlllslslIII.1I3I3IBI.I-IIIZI‘I2Illllgiggllﬂlllzzlgalﬂ
1966=7 18% A 2575 484 959 132 (kB! 493 398 6153 6628
1967-8 185 B 2826 547 981 176 781 713 428 (431) (176)
1968-9 185 C 3173 568 918 172 820 1039 413 (1407) (1B1)
?9?1\.[‘-.-!.l..lllll.llslglﬂalr‘lslltlﬂ:aﬂs;’lqllllégglllIll:zlaﬂsﬂalIﬂ..l..l‘ﬂalolﬂlIII2E3B7.2UIUII2I2H“BSEIIIIIIII2I33.IIllzegl:tl'l:slglﬁall
1967-8 233 A 3131 632 806 283 1253 623 464 8490 9801
1968-9 233 B 3648 870 957 256 1216 861 534 (1080) (447)
]‘Q'I_:I_\},_"_”._._"___z_glnnun_ 6779 1502 1863 539 2469 1484 1098 9580 10248

ﬂl..ﬂl:.:ﬂllI:l:..ﬂltl.ll‘.:l..lnl...ﬂ.II..ﬂﬂﬂh.lllII.Il:l.....::ﬂ..'lﬂ.u: WREUEEEETIRNEN

y NOTE: For each strata Plan A shows end of plan net worth and hectares farmed, for subsequent plans numbers in
parcntheses shown increase or decrease relative to Plan A. Base, Line Heading: TOTAL shows end of last
plan total,



TABLE 2
SAXPLE DATE FRGH TABLE 2 PRQJECTED TO BORROWER UNIVERSE
ALL YDETARY DATA DEFIATED (000.000 PESOS)

ACCOUNT DATA PER PLAN TERM

Suaple
Coapleted Hebder Universe Gross Fara ACCUMULATED DATA
Plan of of Product lLador Inputs Off Farm Faally Cash Produce Ket Hectares
Barrovers Dorrovars Factor Sold Hired Purchased Income Living Residml Conswmed Vorth Parned
Costs

150e-5 A 31 4,200 0038 Bo.l 15.% 33 3.1 2.3 120 R:B? 1888 10%,300
™ 1955-6 B 92.0 16.5 6.2 2.3 2.4 15.2 10.0 (17.6) (2,800)
 1955-7 c 102.8  25.3 38.1 5.3 22.9 21.8 9.9 éls.h) (8,100)
1667-8 D 9.4 21.0 L& L7 26.8 25.9 11.5 36.2) (-5,3%00)
15089 E 122.6 27.0 56.1 5.7 28.2 17.0 9.1 (-21.8) (17,600)
TIAD S 5.9 112.2 212.3 21.1 121.6 91.9 " 50.5 216.6 120,100
195656 A 93 $, %00 o1t 90.3 17.0 Lo.& 2.1 29.2 5.8 9.k 205.7 119,700
1655-7 B 112.0 15.0 bbb k.0 32.5 20.1 10.4 (17.6) (2,100)
1667-8 c 123.6 22.0 52.8 6.2 53.3 2.7 n.s (5.5) ( 800)
1568-9 D 130.0  21.5 51.9 b1 30.8 2.9 12.0 (10.1)  (9,900)
BTL 13 B55.9 153 1e5.5 15% —125.8 .S 13991 2585 132,50
195657 A 185 6,500 o28%  90.5 17.0 33.7 L.6 27.1 17.3 13.9 216.2 232,900
:92-8 B 99.3 19.2 33.8 g.z zgg z;zt 12.0 (is.g; (2,&;

1553-9 c 111.5  20.0 32.3% .0 28. . 14.5 (49, (6,
2U5L Y 201.5  %5.2 Y00 16.8 BY.3 76.8 IR 200.7 _ <h5, 500
\PE ) A 3 )) 7,200 03335 %8 19.5 26.0 B.T =T 15.3 pTYS 262.5 302,900
1655-9 B 112.7 6.9 29.6 7.9 37.6 26. 16.5 (33.7)  (13,600)
TOTAL 2 206.5 <t.s 570 16.6 76.5 ufg. LR 5.1 315,700

T0TAL ALL 7IATS

1,483.6 294.3 $59.2 70.9 L07.0 294.0 165.9 1,032.3 822,800




COMPOUND RATES OF CHANGE BY TIME IN PROGRAM STRATA’
ANT AS AGGREGATED FROM BORROWER UNIVERSE ALL MONETARY AMOUNTS DEFLATED

(000, 000 PESOS)
ACCOUNT DATA PER PLAN TERM

L B Cash ACCUMULATED DATA
1 A Gross Family Farm
AY S Product - Labor - Inputs + Off-Farm - Living = CASH Produce NET HECTARES
21 . E__ Sold Hired Purchased Income Costs _ RESIDUAL Consumed WORTH FARMED
5 Plan
1. Borrowers Est. Base B 53.4 10.9 22,3 2.1 14.2 8.1 5.4 1128 ée, 800
Z. Borrowers Pian A - Base A 80.1 16. 4 33.5 3.1 21.3 12.0 8.1 188.8 104, 900
3. Fina: Plan 122,86 27.0 56.1 $.7 28,2 17.0 9.1 216.6 128,100
a. Rate Line 1dLine 3 B 18.1% 19.9% 20, 2% 22, 3% 14. 7% 15, 9% 11, 0% 14, 0% 12 8%
s, Rate Line 225 Line 3 A 11.3% 13.3% 13.8% 16. 4% 7.3% 9.1% 3.0% 6.4% 5.1%
4 Pian
3. Borrowers =st. Base B 60.2 11.3 26.9 1.4 19.95 .3.9 8.3 137.1 79,800
7. Zorrewers Plan A » Bage A 80.3 17.0 40. 4 2.1 29.2 +.5.8 9.4 205.7 119,709
3. r:nal Plan 130.0 21.5 51,9 4.1 30.8 29.9 12,0 238.9 132,500
9. Line 6 to Line 3 B 21.2% 17.5% 17.8% 30, 8% 12,1% +50.0% 17,5% 14.9% 13.5%
10. Ratc Line7to0.Line 8 A 12.9% 8.1% 8.8% 25. 0% 1.8%  +50,0% 8.5% S.1%  3.4%
3 Plan
11. Borrowers Est. Base B 60.3 11,3 22.5 3.1 18,1 11,8 9.3 144.1 158, 300
12. Borrowers Plan A - Base A 90.5 17.0 33.7 4.6 27.1 17.3 13.8 216.2 232, 800
13. F:na! P.an 11,8 20.0 32.3 6.0 28,8 36.4 14,5 280.7 245, 500
14, Rate Line 11 to Line 13 B 22.7% 20.9% 12, 8% 24, 6% 16.8% 46.8% 18,0% 24.9% 16. 5%
15. Ratc Line 12 to Line 13 A 10,0% 8,4% Negative 14.2% 3.1% 45.1% 2.1% 13.9% 2.7%
2 Plan
16, Borrowers Est. Base B 64.5 13,0 18,6 5.8 25.8 12.8 9.5 174.9 201, 900
17. Borrowers Plan A » Base A 96.8 19.5 28.0 8.7 38.7 19.3 14.3 262.4 302, 800
18, Final Pian 112.7 26.9 29.8 7.9 37.6 26.5 16.5 2°6.1 316,700
19. Rate Line 16 to Line 18 B 32.2% 43.8% 26.1% 16.7% 20, 8% 43.3% 31,.9% 30.1% 25, 2%
20. Rate Line 17 to Line 18 A 16.4% 237.9% 5.7% Negative Negative 37.3% 15.3% 12.8% 4.2%



21,
22.
23,
24.
25.

ALL PLANS

Borrowers Est. Base
Borrowers Plan A » Base
Final Plans

Rate Line 21 to Line 23
Rate Line 22-to0Uine 23

>p >W

TABLE 3 (continyed)

238.4 46.5 90.3 12.4 7.5
$57.7 69,8 135.6 18,5 116.3
476.8 95.4 169, 9 23.7 125.4
23.9% 46.1% 21.6% 22,1% 16.0%
13.8% 15.0% 10,.7% 11.8% 3.5%

38.9%
54. 4
109.8
40.7%
37.4%

30.5 568.5 $06, 900
45.7 8s3.1 760, 400
52,1 1,032.3 822,800
18,4%  20.2% 16.1%
6.1% 9.0% 3.6%



TABLE 4

DETAIL ON COMPUTATION OF BASE B WITH ESTIMATE OF FARMER
SITUTATION PRIOR TO ENTRY IN PROGRAM EQUAL TO 67% OF PLAN A RESULTS

NOTES: 1/

LIS

Lines 2, 4, 6 and 8 are net worth last year in program,
36,000 Ps. of product sold at farm price = 1 m/y off
9,000 Ps. of labor hired » 1 m/y on farm employnme nt

60, 000 Ps, spent for retail purchages = 1 m/y off-farm cemployment
18,000 Ps, received as off farm income = 1 m/y
60,000 Ps, spent for capital improvement =

farm employment

off farm employment

.5 m/y off farm and .S m/y on farm employment

L {000, 000 PESOS)
I Gross Labor Inputs Off Farm Family Cash Farm Net
N Product - Hired - Purchased + Income - Living = Residual Produce  Worthd/
E Sald . Expend, Consumed
1. 3 Plan Borrowers Base B 53.4 10.9 22,3 2.1 14,2 8.1 S.4 112.8
2, First Yr, in Prog 80,1 16, 4 33,5 3,1 2}:3 12,0 8,1 216, 6
3. 4 Pian Borrowers Base B_ 60,2 11.3 26.9 1.4 18.% 3.9 6.3 137.1
4. First Yr, in Prog. 80,3 17,0 40. 4 2,1 29,2 5.8 9.4 238, 9
5. 3 Plan Sorrowers Base B 60,3 11.3 22,5 3.1 18.1 11,5 9.3 144.1
5, First Yr.  in Prog, 90,8 17.0 33,7 4.6 27,1 17,3 13.9 280,17
K 2 Pian Borrowers 64.5 13.0 18,6 5.8 25.8 12,9 9.5 174.9
8, First Yr, in Prog 96.8 19. 5 28,0 8,7 38.7 19.3 14,3 262, 4
S ESTIMATE OF BASE B TOTALS ALL BORROWERS
9. Lirel xS (Plans) 267.0 54.5 111.5 10.5 71.0 40.5 27.0 N.A.
10. Line 3 x 4 (Plans) 240.8 45.2 107.6 S.6 78.0 15,6 23,2 N.A,
11. Line 5 x 3 (Plans) 180.9 33.9 67.5 9.3 54.3 34.5 27.9 N.A,
12, Line 7 x 2 (Plans) 129.0 26,0 37,2 11.6 S1.8 25,8 19.0 N.A,
13. TOTAL BASE B 817,17 159, 6 323.8 317.0 254.9 116, 4 99,1
DERIVATION OF INCREMENT, TOTAL ALL BORROWERS MINUS BASE B
Table 2 Line 27
14, Total All Borrowers All Plans 1,483.6 294.3 559,2 70,9 407.0 294,0 165,89 1,032,3
15. Minus Total Base B Line 13 above 817,17 159. 6 323.8 37,0 254. 0 116, 4 99,1 568, 6
1¢. Increment 665, 9 1347 235.4 33.9 152.1 177.6 66.8 463.7
DERIVATION OF INCREMENTAL EMPLOYMENT GENERATED PER PLAN (PESCS
17, Increment per plan (76,500 plans) 8,1002 1,800 3,100 400 2,000 2,200 900 8,100
18. Employment per plan man/years . 242—/ . 200‘1/ . 052 .022-5/ .033” - - . llﬁy.OOSm/’
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TABLE_S

COMPOSITE ACCOUNTS BY STRATA AGGREGATES AND PER PLAN
TABLES 6a SUMMARIZES AND 6b CONSOLIDATES DATA
{000, 000 PESOS)

Number of Plans 23,300 23,300 23,300 16,100 8, 600 4,200
PLAN A -1 A B C D E
GROSS PRODUCT SOLD_ 1/
5 Plan Borrowers 53.4 80.1 82.0 102, 8 119.4 137.8
4 60.2 80.3 112,0 123,86 130.0 -
] 60.3 90.5 99.3 111.8 - -
2 64.5 96.8 112.7 - - -
TOTAL 238.4 357.0 416.0 337.0 249.0 137.8
Per Plan Per Farm (Pesos) 10,232 15,323 17,854 20, 988 25,980 32,738
LABOR HIRED
) 10,9 16.4 16.5 25.3 27.0 27.0
4 11.3 17.0 19,0 22.0 21,8 -
3 11.3 17.0 19,2 20.0 - -
2 13.0 19.5 26.9 - - -
TOTAL 46.5 69.9 81.6 67.3 48.5 27.0
Per Plan Per Farm (Pesos) 1,996 3,000 3,502 4,801 5,052 6,428
INPUTS PURCHASED
L) 22.3 33.5 40,2 38,1 44.4 56.1
4 26.9 40,4 44 .4 52.8 51.98 -
3 22,5 33,7 33.8 32.8 -
2 18.6 28.0 29.6 - - -
TOTAL 80.3 135.6 148.0 123,2 88.3 56,1
Per Plan Per Farm (Pesos) 3,876 5,819 6,352 7,652 10,031 13,357
OFF FARM INCOME
5 2.1 3.1 2.3 5.3 4.7 5,7
4 1.4 2.1 4.0 6.2 4.1 -
3 3.1 4.6 6.2 6.0 - -
2 5.8 8.7 7.9 - - -
TOTAL 12,4 18.5 20.4 17.5 8.8 8.7
Per Plan Per Farm (Pesos) 532 794 876 1,087 917 1, 357

1/ Gross product sold plan Els adjusted upward by 12% because 5 of th* 5 plan borrowers (16% of the 31 in the sample)

had severecrop loss, For the 5 borrowers Plan D results in the terms of gross product sold was carried forward
to Plan E,
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TA
Numbder of Plans 23, 300
Plans A -1
FAMILY LIVING COSTS
5 Plan 14,2
4 Plan 19,9
3 Plan 18,1
2 Plan 25.8
TOTAL 77.8
Per Plan Per Farm 3,330
FARM PRODUCE CONSUMED
S Plan S.4
4 Plan 8.3
3 Plan 8.3
2 Plan 9.5
Per Plan Per Farm 1,309
S0% to Family Living 654
S0% Counted in Gross Prod. Sold 655

SUMMARIZATION BY PLAN A

GROSS PRODUCT SOLD 10,232
MINUS LABOR HIRED 1,996
MINUS INPUTS PURCHASED 3,876
PLUS OFF FARM INCOME 532
MINUS CASH COST FAMILY LIVING 3,330
EQUALS FARM AND FAMILY CASH 1,562

RESIDUAL

BLE 5 (continued)

23,300
A

21,3
29,2

TABLE 8 _

is, 323
3,000
5,819

794
4,991
2,307

23,300
B

22,4
32,8
27.4
37.6
119, 9
5,145

10,0
10, 4
15,0
18,5 .
2,227
1,113
1,114

17,854
3,502
8,352

876
S, 145
3,731

2,217
1,108
1, 109

20, 988
4,801
7,652
1,087
5, 280
4,342

57.8
6.000

11,8

12,0
2, 447
1,223°
1,224

CCOUNT AVERAGES (PESOS)

25, 980
5,052
10,031

917
8,000
5,814

2,167
1,083
1, 084

32,738
6,428
13,357
1,357
6,714
7, 596



(a)

4200 Borrowers 13,100 Ps Loan

Renayments - Past year Cash
Portfolio Charge
Cesh - Current Year
?c;umuIated Cash

b

S400 Sorrowers, 14,200 Loan
Fepayments - Past year Cash
Portifolic Change

Cash - Current Year
hccumulated Cash

(c)
6500 Borrowers 15,400 Loan
Repayments - Past Year Cash
Portfolio Change

Cash - Current Year
hccurulated Cash

7200 Borrowers 16,800 Loan
Repayments - Past Year Cash
Portfolio Change

Cash - Current Year
Accunulated Cash

TABLE 6A DETAIL OF SUMMARY

Schematic representation of relationship between annual losns,

cash available for repayment at beginning of year, cash available
at end of year, annual and accumulated portfollo.
1968-9 are projections.

are deflated pesos.

All trends beyond

Cash availabillitles beglaning and end of year

Loans and portfollo data are In current pesos.
Shown graphically on Chart 1A, 1B and IC.

1964-5  1965-6  1966-7  1967-8  1968-9  1969-70  1970-1 1971-2 1972-3 1973-4  TOTAL
11 37 30 4] g -- - - = - L5 I

8 12 15 22 26 17 26 23 - -- 149

+47 425 415 -- -2 17 -26 -23 -- .- 0

12 15 22 26 7 26 30 34 38 42 262

- -- - -- -- - 7 41 79 121 #12)

77 60 52 30 10 -- -- .- -- 229

4 6 20 22 30 38 45 52 12 229

+73 +54 +32 +8 -20 -38 45 -52 12 0

6 20 22 30 38 45 52 57 62 332

-- -- -- -- -- -- -- 45 107 +107

100 65 50 35 10 -- -- -- 260

12 17 25 36 44 52 60 14 260

+88  +48 +25 - -34 -52 -60 -4 0

17 25 36 44 52 60 67 74 375

-- - -- -- -- -- 53 127 127

121 72 50 40 17 -- - 300

13 19 27 35 43 51 59(53) 300

+108 453 +23 +5 -26 -51 -59(-53) 0

19 27 35 43 51 59 67(14) 35

--(14) + 14



TABLE 68

RELATIONSHIPS BETWEEN CREDIT, DEBT, REPAYMENT CAPACITY
AND FARMER CASH POSITION. BORROWER DATA STRATIFIED

(FARMER CASH POSITION DEFLATED constant pesos, 1964/66)

APPLICABLE TO STUDY DATA STUDY DATA PROJECTED
CALENDAR YEARS: _ 1554 1355 1388 1367 1368 §:15) 1370
Aztuel Fanilies Benefited 2500 7600 11600 17800 26400 34900 45000

Annudl Increase of Famflies 2500 5100 4000 6200 8600 7500 10000
Annual Loans Made (000,000 Ps) 27.5 82.7 146.0 247.2 2791 345.6 318.5
As Acjusted to Conform to Farm Plans 1964-5 1965-6 1966-7 .1967-8 1968-9 1969-70 1970-1 1971-2 1972-3 1973-4 TOTAL
Nurser of Femilies Entering (Totsl 23,300) 4200 5400 6500 7200 0 0 0 0 0 0 938
Value of Loans Made (000,000 Ps) 55 114 197 263 147 95 50 17 0 0 0
v
SUMMARY
Value Loans Made (000,000 Ps 55 114 190 260 157 95 50 17 - - 938
Pepayments 000,000 Ps 8 16 33 72 92 110 143 163 163 85 53;938
Portfolio 000,000 Ps +47 +98 +157 +188 + 65 <15 -93 =146 -163 -85¢53) ©
Current Year Cash (000,000 Ps 12 21 59 92 110 143 170 197 221 245 1270
Accumulated Cash (000,000 Ps - - - -- -- -- 7 4 177 369 369
PccurwTated Protfolio (000,000 Ps} 37 145 302 490 555 540 47 307 33 0 0
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ANNEX 4

INPLATION AND EXCHANGE RATES

Often it Is desirable to describe foreign time series data
both in terms of constant monetary units and In terms of dollars,
when inflation and exchange rates are subject to pertodic fluc-
tuations. AdJustments for Inflatlon can be made by using a
country's consumer price index (CPt) and international exchange
rates can be used to convert foreign currency to dollar equiv-
alents. In Colombia, as In most countries, both the CP! and the
exchange rate (relative to the doilar) have been Increasing. Al-
though both of these Indices have been Increasing over the last
several years, they have done so at different rates. For example,
the consumer prices Index In Colombla has Increased 8i percent
from 1964 to 1970, while the exchange rate has Increased 133 per-
cent for the same perlod.

The difference In rate of change In the CPI and the inter-
national exchange rate presents special probliems when Colomblan
pesos are converted to dollars for the purpose of describing and
analyzing programs which are baslically internal to Colombia. |If
current pesos (n a time series are converted directly to dollars
by using the exchange rate for the respective years the value
of the peso declines at a faster rate than actually occurred
within the country. In other words, converting current pesos
directly to dollars exaggerates the erosion of the purchasing
power of the peso. An alternate method Is to convert the current
pesos to constant pesos using the CP! and then coverting the
constant pesos to dollars at the exchange rate prevalling at the
base year. This approach has the advantage of being expressed
In dollars and more accurately reflects the actual value (purchas-
Iing power) over time. The relationship of the CPl and exchange
rates over the period 1964-1971 are shown In the table and graph
below:

Consumer

Exchange : price . Indlices (1964 base)

Year : rate ¢ Index : Exchange: Consumer Difference
: : rate : price Index

1964 ; 9 117.6 100 100 0
1965 : 13.5] 121.8 150 104 46
1966 : 13.50 146.0 150 124 26
1967 : 15.82 157.9 176 134 42
1968 : 16.95 167.1 188 142 Lé
1969 : 17.93 184.0 199 156 43
1970 : 19.17 196.6 213 167 Lé
1971 : 21.00 213.3 233 181 52
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I. INTRODUCTION

Thie short report contains stetisticel information on the use of credit
by 2,900 fermers in Colombia who received supervised credit from
INCORA in 1969. It 1s intended to serve es e supplement to the
Colombia Country Progrem peper prepared earlier by James Sciharinden

and Gereald Feaster.

The data sre taken from a general ecanomic analysis of a sample of
INCORA farmers, which in twrn is part of s more general agriculture
sector analysis of Colombie being sponsored by the Sector Analysis and
Strategy Staff of the Bureau for Latin America. Calculation of the
credit date was not complete at the time Sclsrinden and Feaster pre-

pared their paper.

The information cited here was taken from two vholly statistical
reports compiled for the Spring Review by James T. Riordan end

Thomes Walker. One of the reports in turn summerized some earlier
studies by myself and others. This paper represents but the tip of
an iceberg of data to be found in these documents. It hss nerely
been my objective to sort out data on some espects of losn utilization
vhich may be of more genersl interest.

The basic working documents ere listed in the last section of this
report. Those with & thirst for more numbers are urged to consult
them,
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II, COMPARISON OF TOTAL CREDIT USE

The total amount of credit utilized by a farm can, of course, be
influenced by many factors. Three macro measures have been isolated
for presentation here: (1) ferm size, (2) firm size, end (3) femily
net income.

They are defined as follows. Ferm size is simply the total aree in
the farm. Firm size is defined as being equal to totel investments
in durable goods + total sales value of farm production + total

veriabdble costs (operating expenses). Family net income is valuc of
production sold and consumed + off farm income - operating expenses.

The amount of credit utilized decreased as each of the three measures
increased (Figures 1-3) The amount of credit utilized per hectare
dropped most sharply 88 ferm size incressed (Mgurel). Since, however,
the lerger ferms ere more apt to practice sn extensive form of
agricvliure (WD 17G, pp. 9, 17), it may be more meeningful to look
at fixm size as measured in economic terms. When this 1s done, the
decline persists but is more gradual for the intermediste size
groups (Figure 2), The extent to which the credit is reaching the
lowver income groups is indicated the retio between pesos of credit
and pesos of income (Figure 3). Clearly the credit ratio is highest
for femilies with incomes under 6,000 pesos; above 6,000 pesos the
relative amount of credit was comperatively minor.

Further documentation on the smount of credit utilized per t of
area is aveilable on a type of farming breskdown (Teble 1) It
is evident that the lergest amount on either a ferm or per hectare
basis ves utilized on mechanized farms. Andesn (minifundio) fermers
utilized the smellest smount on & per farm besis, while extensive
livestock and colonization ferms utilized the least on a per hectare
basis.

y The breakdown was made by zone rather than by individusl farm.
Hence a few farms of one category may be lumped in with farms of
another type wvhich made up the majority of the farms in the zones.
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Table 1. USE AND AMOUNT OF INCORA CREDIT EY FARM TYFE

2,897 Farms, 1969
Credit per Use

Zonal Nunber Durable Varisble  Home

Farm Type of Farns Farm  Hectere Goods Costs Consumption
- pesos - -percent-

Mechani zed 315 22,544 1,453 16.8 83.2 0.06
Andean(minifundio) 1,052 10,062 891 n.6 s8.1 0.26
Extensive Livestock 884 14,183 361 67.7T 3R2.1 0.1k
Colonization 646 14, 795 186 T70.4 28,7 0.9
Total or Average 2,897 13,732 387 52.3  U47.3 0.35

Source: WD 17T, pp. 6-T.
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III. MAJOR TYPES OF USE

Credit provided by INCORA was utilized for three general pwrposes:

(1) purchase of dureble goods, (2) variable costs of farm operation,
and (3) home use. As masy be seen in Table 1, durable goods accounted
for about 52% of the totsl INCORA loan for the sample fsrms; variable
costs accounted for 4TH; and home consumption was less than 1%

Compared with the actual totsl amount spent for each category (Table 2),
loans covered about all of the cost of durable goods, half the variable
costs, and but a fraction of home consumption.

The pattern of utilization between durable and variable costs veried
vith farm size and number of years in the program. The proportion
of the loan used for durable goods grew with increasing ferm size
(Figure 4) but decreased by years in the program (Pigure 5). Con-
versly, the proportion used for variable costs decressed with larger
form size but increased with years in the program.

Why might the proportion of the loan used for durable goods grow with
form size? It has been noted elsewhere (WD 17G, pp. 9, 17) that with
increasea in farm size, the proportion of cultivated ares decreased
and the proportion of investment in livestock (a "durable" good)
incressed. Further, the breakdown by type of farming entermrise
cited in Table 1 revealed that the proportion of the loan spent for
dureble goods on livestock ferms was about four times the proportion
on mechanized (crop) farms. Hence the answer appesrs to be tied to
type of ferming enterprise,

But then vhy did the proportion of the loan used for durable goods
decrease with yesrs in the program? One might hypothesize that
farmers simply focus on building up their stock of durable goods in
the first years and then as these are acquired they involve variable
or operating costs. Other data revealed that as averesge age of the
head of the household increased from 20 to 60, 3)7 proportion spent
on durable goods decreesed (WD 17T, pp. 1k-15)

-2j It should be rcalized that these proportions were based on what
farmers reported to their credit supervisor. Actual use patterns
for some borrowvers msy have been different. Also the figures do not
include loans from other sources which mey have been utilized in a
different wey. Some of the veriable costs for labor (‘Tedle 3) may
have represented consumption expenses.

}/The proportion spent for durable goods was, ss might be expected,
considerably higher on privately held land than on rented land
(53.1% vs. 23.1 to 38.M%) (WD 1TT, pp. 14-15).
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Taeble 2, PROPOSED USE OF INCORA LOAN

2,900 farms, 1969

Proposed Loan as Proportion
Category INCORA Loen of Actual Expenditures
- percent -
Durable goods ST.2un 102.9
Variable costs# L2, 5% 50.1
Home consumption 0.3 0.7
Total 100.0

# Operating costs of the farm including labor.

## These proportions vary by about 5% from those reported in
Table 1. The figures in Table 1 are felt to be more
representative of actusl loan use.

Source: WD 17G, p. 16 (cited in WD 1TY, p. 105).

W
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Given these trends how is the use of the loens broken dowvn within
each of the major categories? Unfortunately it has not yet been
possible to do this for durable goods, but we do have 8 detailed
list for variable or operating costs (Table 3). Clearly the ma jor
use, accounting for about 1/3 of the total, was for labor. It was
followed in decreasing order by fertilizer, seed, machinery rental,
and pesticides. Together, the fire categories represented sbout

90% of total veriable coats. The proportion the proposed INCORA loen
represented of total expenses varied videly by individual category.
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Table 3. PROPOSED USE OF INCORA IOAN FOR VARIABIE COSTS*

2,900 farms, 1969

Proposed loen as Proportion of
Cate IRCORA Loen Total Variasble Cost
ategory | - pe ¢ = e Cos
Labor 33.1 66.3
Fertilizer 20,1 9k 4
Seed 17.6 8.4
Machinery rental 10.1 150.2
Pesticides 9.0 T1.2
Packaging 3.5 49.9
Petroleun 1.8 276.5
Transportation 1.2 17.5
Peed and drugs 0.6 155.6
Irrigation 0.5 20.6
Family lsbor O.b 2.1
Other 2.1 T2.5
Total 100

# Built up from individusl crop and livestock enterprises.

Source: WD lTJ, Pe & (01ted in WD l'n, P 10‘4).
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IV. _REFEREICES

The deta cited in this report, as noted in the Introduction, were

taken from two statistical documents prepared for the Spring Review

by Jemes. T. Riordan and Thomas Walker. They vere issued as part of

the General Working Document series issued by the Sector Anelysis and

Strategy Steff of the Bureau for Latin America, AID. The two documents

carried the same title: Data for Spring Review Analysis of Smell

Fermer Credit: The Case of INCORA in Colombia, Document 17Y was
October 1972; it pulled together rclevent statistical

material from previous documents: oA, 17D, 171G, 171, 17J, and

17 O. Document 17T represented additional enalysis.

Authors and titles of the previous Working Documents cited in Document
1TY are listed below:

SA. Don Bostwick, Analysis of INCORA Supervised Credit Semple
Data, August 1972.

17D. Dana Delrymple, Semuel Deines, and Beverly Lowenstein,
Utilization of INCORA loan and Ferm Production, December 1971.

17G. Samuel Deines, Dma Dalrymple, Cathy Gleason, and

Beverly Lowenstein, Small Farm Economics +2901 Ferm
Bample. Prclimnag Results: Land Use, Profita 1lity,
rm Consumption, Capital Structure, August 1972,
17I. Danes Delrymple, Cathy Gleason, Beverly Lovenstein, Small

Farm Credit. 2901 Farm Samgle. Income and Credit Retios
by Income Level, August 1972,

17J. Dana Delrymple, Samuel Daines, Cathy Gleason, Beverly lowenstein,

Small Farm Economics. 1 Farn Saeople. Stetistical Results
for Crop Specific Analysis, August 1575.

170, James Riorden, Small Farm Analysis: Consumption Patterns,

Octobder 1972,

Analysis is continuing on the small farm date, and edditional reports
wvill be issued in the future,

Background on the besic data gathering procedures is Presented in WD 17F
by Samuel Daines, Cathy Gleason, Dwight Steen and Thomas Walker: Data
Gathering Procedures snd Format,

Copies of these Working Documents may be obtained by contacting
Rita McKenne, AID-LA/DR/DSA, Room 32LTB New State.
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PREFACE

The data collection and analysis, and the preparation of this paper
were, by necessity and clrcumstances, carrled out In a relatively short
period of time. Therefore, secondary sources of data were used exclusively,
Heavy use was made of Caja Agraria and USAID reports and data. The author

hereby acknowledges the full cooperation of these agencles In providing
the aforesald data.

The author Is also grateful to the many other agencles and Individuals
who assisted him In getting access to data In Colombla. Some of these
Include: the Central Bank of Colombla, the Ministry of Agriculture, the

Ford Foundation, the Inter-American Development Bank, the World Bank, and
1ICA-CIRA.

The Individuals who were especially helpful In all phases of the study
were: Jaime Velez Hernandez, Director of the Caja Agraria Credit Division;
Jorge Gamboa, Caja Economic Studles Department; Howard Harper, Rural Devel-
opment' Officer, USAID; Roger Sandage, Deputy RDO; and, Agapito Olea and
Hector Sarmlento also In the USAID office.

This paper has been reviewed by the Caja Agraria and the USAID Mission

but the author takes full responsibility for any errors of fact or of omission

found In the paper. All conclusions are those of the author and do not
necessarlly represent the views of the cooperating agencles.
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I.  INTRODUCTION'

There are over 4,000 offices of one kind or another extending agricul-
tural credit in Colombia. Three-fourths of these are commercial banks.
The Bank of Agricultural, lnd!strlal. and Mineral Credit (Caja de Credito
Agrario, Industrial y Minero,“ hereafter referred to as the Caja Agraria)
has over 600 credit offices. INCORA (the Colombian Agrarian Reform Insti-
tute) has about 230 zone offices, the Coffee Bank over 175 branches and
the Livestock Bank more than 80 branches and agencies.

Much of the agricultural credit that flows through commercial banks
is rediscounted at the Central Bank. One of the Central Bank's speciallized
rediscount lines is the Agricuitural Finance Fund (FFA) which rediscounts
65 percent of the value of loans made by banks for the production of crops
spucificd by the Monetary Board in accordance with Ministry of Agriculture
plans. Very few small farmers qualify for loans under FFA regulations and
few receive credit from commercial banks (except the Coffee Bank which ser-
viced an estimated 42,000 total! loans to coffee farmers in 1971, many of
which are small in size). The Caja Agraria is the principal source of
institution credit for small farmers. The Caja provided more than 5!
percent of all new bank credit to agriculture In 1971 and made more than
80 percent of all loans made by banks to farmers in 1971 (See Table 1).
Data from private banks do not indicate size of farms and size of loans.
It is known, however, that private banks tend to loan to larger farmers,
Therefore, the percentage of ail new small farmer ioans made by the Caja
is probably much larqer than that indicated.

There is both a need and a demand for additional institutional agri-
cultural credit for small farmers. In most areas smail farmers who borrow
from local money lenders, intermediaries, etc., must pay three to five
percent per month interest.

Colombia has an estimated 1.2 million small farmers in need of credit.
Most of these aiready have more and petter technical knowledge concerning
the production of the principal crops or coomodities for their areas than
they are currently putting into practice. The most important constraints
to achieving increased production and income for many of these small farmers
are (1) insufficient resources to purchase needed inputs and (2) marketing
problems. The increased availability of agricultural credit would help
or remove many of these constraints by providing the resources needed to
purchase improved seeds, fertilizers and pesticides, to pay for machine
hire and peak-season labor, to purchase bags, crates, etc., at harvest time
and to pay marketing costs (transport, etc.). Smali farmers are currently
dependent upon intermediaries of one kind or another to cover many of the

'Prepared by Roger Sandage, Deputy Rural Development Officer, USAID,
Bogata.

2spanish words will be under!ined only the first time used.
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Table 1.

Agricultural credit in Colombia:

number and value of new loans

outstanding loans by major institutions, 19713

granted and value of

Institution New Loans Portfolio (12/31/1971)
Number Percent Value Percent Value Percent
(USS 200) {Us$S 000)
Cajo Agraria® 367,703  81.7 185,436 51.2 214,266 44.9
Private Banks® 61,957 13.7 142,959 39.5 167,631 35.1
Livestock Cank 5,088 1.1 23,731 6.6 59,427 12.4
INCORAS® 15,8651 3.5 7,507 2.1 26,877 5.6
COF IAGROY 140 - 2,380 .6 9,632 2.0
TOTAL 450,739 100.0 362,013 100.0 477.833 100.0
2

Does not include bank discounts of warehouse bonds.

b

Gerencia, 197).

Caja, Informe de

<

Revista Banco de

d
Annual Reports.
exports.

e
USAID files.

li Republica, June, 1971.

COFIAGRO is a joint public-private financial corporation to promote crop and cattle

Includes only loans under supervised credit;

Rural Bank and Livestock Bank.

Tables 1.2.14 and 1.2.15§

other loans included under Agricultural



above costs (if they can be covered at all) at prices which may make
increased production through the use of ""improved practices'" uneconomical.

The timeliness of the availability of the necessary Inputs is of
critical importance. In some instances, the availability of technical
assistance with certain practices may contribute significantly.

The 1972 USAID agricultural sector analysis indicates that significant
employment generation and increases in small farmer income can be achieved
by changing the crop production "mix" in Colombia even at present levels of
technology. Within present market constraints, unfulfilled demand exists
for sufficient labor and income intensive agricultural commodities that the
production of these could be substituted to a considerable extent for more
extensive crops or commodities now being produced. Since there is a signifi-
cant amount of non-utilized or under-utilized land in the small farm areas,
the increased availability of inputs, including hired labor, could achieve
increased production of these more intensive commodities without forcing a
reduction of others. The allocation of agricultural credit by crop or
commodity can greatly influence production patterns on a national or reglon-
al basis by making credit more readily available for the more desirable
commodities.

Colombia has had experience with several different kinds of small
farmer credit. The more important ones are:

(1) the INCORA Supervised Credit Program: This program |Is a more or
less traditional supervised credit system, Loans are based upon a farm
plan dsveIOpcd by the borrower and credit supervisor. Loans average about
$1,000° (20,000 gcsos) per borrower per year. Since 1963, approximately
55,000 famiiies have been reached and in 1971, about 15,000 new borrowers
were added to the program. Supervision and administration costs have ave-
raged about 22 percent of the total amount of loans made per year. Studles
indicate that recipients of credit under this program have increased their
net worth by about 13 percent per year (deflated peso basis).

As shown in Tabie |, the INCORA credit program Is significantly smaller
than the Caja program, Assuming 62 percent of the Caja agricultural credit
portfollo goes to small farmers, or $132.8 million, the Caja extends almost
five times as much credit to small farmers as compared to INCORA.

(2) The Caja Agraria's regular agricultural credit program: The Caja
is the principal source of bank credit for small farmers. At the present
time, about 93 percent of the Caja's new loans, accounting for 62 percent
of the amount of agricultural credit granted by the Caja, are belng made to
farmers with assets of less than $15,000 (Col. $300,000). A third of these

3AII peso amounts have been converted to dollars in this paper. The
dollar figures are calculated on the basis of the exchange rates shown in
Table B, the Appendix, unless Indicated otherwise.



funds normally go to very small farmers with assets of less than $2,500
(Col. $50,000). The total number of new loans made by the Caja in 1971

was 367,703 of which 343,291 were to small farmers. A concerted effort Is
being made to increase the proportion of the bank's available resources
going to small farmers, and to improve the timeliness of this credit and
the availability of the inputs to be purchased with credit funds. No study
of the increase in borrower's net worth as a result of Caja credit has been
completed yet.

(3) The Caja -- ICAY program under A1D Sector Loan 514-L-060: This is
3 project through which the Caja makes loans to small farmers on a commodity
basis. [ICA provides technical assistance pointing to the use of only two
or three Improved practices for each commodity by working with groups of
farmers in a given area Instead of working with each farmer individually,
It Is a relatively small program and is still in the early stages of imple-
mentation.

This program has not been underway long enough to make a comprehensive
evaluation of results but indications are that the average loan will probably
be much smaller and the cost of technical assistance will be much lower than
for the INCORA supervised credit program,

(4) The Coffee Bank Program: Loans are made only to the coffee produc-
Ing areas by this specialized bank. Its program reaches many small coffee
producers since 97 percent of the coffee farms are under 10 hectares in size.
As mentioned previously, the Coffee Bank made about 42,000 loans in 1971, so
in terms of the number of small farmers reached, the Coffee Program is
slightly smaller than the INCORA Supervised Credit Program,

Present small farmer credit programs in Colombia are reaching only
about 450,000 of the estimated 1.2 million small farmers in need of credit.
Approximately 200,000 of those not receiving credit are coffee growers.
This leaves a balance of about 550,000 small farmers whose income and
production would probably be increased by providing them with agricultural
credit at a reasonable cost and on a timely basis.

kColombian Agricultural Institute, the research and extenslion arm of
the Hinlstry of Agriculture.

Q-



I1. PROGRAM CHARACTERISTICS

A. Background

1. Historical Summary

5 The Caja Agraria is not only the largest development bank in
Colombia,” but it is also the largest banking Institution, public or private,
apart from the Central Bank itself. It was formed in 193] to complement the
earlier Agricultural Mortgage Bank (Banco Agricola Hipotercario) which had
extended the major part of Iits resources into long-term loans.

Originally, the Caja Agraria extended only short-term loans for agricul-
ture thereby complementing the Agricultural Mortgage Bank's operations.
Ouring the first few years of operation, the Caja was restricted to (1) extend-
ing agriculture loans with no more than a two-year term, (2) limiting 40 per-
cent of the pgrtfollo to loans of relatively smali amounts (2,000 Colombian
pesos or less’), and (3) financing coffee production with at least one-third
of the portfolio. So, the Caja Agraria began with an emphasis on small farmer
credit but this orientation changed with time and the Caja Agraria has, in
later years, been accused of favoring the larger farmers. There now is a
tendency by the Caja to again place emphasis on small farmer credit. This
trend will be discussed in a separate section of the paper.

The Caja Agraria, through its 680 banking branches, 13 input distribu-
tion centers, and 433 farm supply stores, is well distributed throughout
Colombia and is the most commonly accessible financial institution for rural
Colombians. The Caja principally provides credit services to farmers, cattle-
men and small industry for the purchase of machinery, farm supplies, and
rural housing, and for the development of farmer cooperatives.

During the period 1932-1950, there was slow but steady growth in the
Caja activities. The loan portfolio and asset picture increased slowly
during that period (See Appendix, Table A). In the early 1940s, the Caja
incorporated industrial and mineral lending activities into its lending
program, as reflected In Its present name. In 1943, the field credit
offices, previously opcrated by municipal and departmental governments,
were transferred to direct control of the Bank. In the same year, the

5The other development banks include the Central Mortgage Bank, which
finances medium and low-income housing; the Savings and Housing Bank, which
mobilizes internal as well as external financing for housing construction;
the Coffee Bank; and the Livestock Bank.,

6No attempt was made to obtain exchange rates for the earller years
so no dollar equivalent can be suggested, although 1t would likely be no
greater than $2,000.



Department of Agricultural Development (Fomento Agricola) was created. This
department was initially responsible for carrying out irrigation feasibility
studies but has greatly expanded its activities since that time as discussed
in a separate section. Thus, for the Caja, this early period seemed to be
one of program consolidation and organization,

Rapid growth took place in the Caja during the 1950-1960 period with
a vignificant increase in the outstanding loan portfolio. During this time,
the portfolio almost tripled, reaching $110 million by 1960. The portfolio
increase was also accompanied by an increase in available capital. Since
its creation, the Caja has obtained capital from a number of sources in-
cluding the government; forced investment in agrarian bonds by other banks;
some demand deposits; nearly half of Colombia's bank savings deposits; and
through re-discounts with the Central Bank.

The growth in the Caja portfolio continued through the 1960s reaching
$230 million by 1970. The passage of Law 33 in 1971 assured further growth
for the 1970s through direct government investment, bond sales, and other
provisions,

2. Relation of Other Development and Credit Agencies

In 1968, Decrees 2420 and 3120 provided the basis and authority
for a complete restructuring of the agricultural sector resulting in a
reorganization of the Ministry of Agriculture in 1969. The restructuring
of the agricultural sector gave the Ministry greatly increased responsibility
for the development, coordination, and implementation of agricultural policy
for Colombia. It also moved the Caja Agraria, as well 3s the Coffee and
Livestock Banks, under the organizational framework of the Ministry (See
Figure 1). The formulation of credit policy is coordinated with the National
Monetary Board (Junta Monetaria) and agrecement has been reached on the kind
and source of specialized technical assistance which should accompany credit.

There are now interlocking Boards of Directors for the agencies attached
to the Ministry of Agriculture. It is hoped this will allow closer coordina-
tion between the separate agencies working with agrarian reform, research
and extension, price stabilization and marketing, and with natural resource
development. A recent shift by the Caja to more small farmer loans with
technical assistance could be an indication of improved coordination among
the agencies.

The Colombian banking system is directed by the government through a
series of official rediscount facilities and reserve requirements. The
Central Bank (Banco de la Republica) holds the national reserves and is the
banker for the government and for other banks. Since 1963, the government-
appointed Monetary Board has had control of the banking system (the Minister
of Agriculture is one of five members of the Board). It determines the
proportion of bank deposits which must be kept in reserve. It also sets the
rediscount limits available to the banks in the Central Bank. The Super-
intendency of Banks (Superintendencia Bancaria) ensures compliance with




Figure 1. Organizational structure of the Colombian Ministry of Agriculture

NINISTEA
YICE-MIN:STEIR
I COVRIXICATIONS
orr.Ce
SECRETARY CENERAL
PLANN; MO OFPICE
LICAL orr:ce For
AJRIC. sector

tumns 0PZAN:.

TECHHCAL

ATIOX DIVISIO% PEIILAT O OFF
ATeINpITIATINE

$TCTION

LIPS -9 S5 § 1

T J I
-V, "‘: [;f::?":’}_:' Pegloral

. - . L . - c

INTEPZEA 5:::::‘&;: Girerog:- Corpora: - 1LEvA 1w0RA

[Pescu=ceds [ro, Po-ey el Servac ors (Leing)

Heform)

COTLCIAL & INCUSTRIAL I TS l

. corrse RUPAL
I5ASPAS.S0 X phtx vIcoL
Lturnre) C.ja ‘er.)

LIpAS IS {4V ) 3 Sl a4 £ 1

Liveaiacy cerrazr
TAnx (xports)




these requirements through regular Inspection of all banks. The Caja Agraria
Is subject to the same controls and regulations as the other banks but Is
usually allowed speclal exemptions to further develop agriculture. The Caja
Agraria Is tied to the other public or seml-public agricultural banks through
the interlocking Boards of Directors and as directed by Ministry of Agricul-
ture policy.

At the end of 1971, the total loan portfollo of the banking system was
about S1.4 9llllon of which the agricultural portfolio was $477 milllon or
34 percent. The agricultural sector's share of the total portfolio has
fluctuated in recent years from a low of 32 percent in 1958 to a high of
37 percent in 1964, Thus, agriculture's share of the total portfollo Is
slightly greater than its share of the gross domestic product, which Is
about 29 percent.

New lending to agriculture by the banking system in 1971 amounted to
$362 million, or about 32 percent of total new lending for all purposes
(See Table 2). Of this, about $185 million or S| percent pertains to the
Caja Agraria, by far the most important lender to the agricultural sector
in Colombia.

The Caja loan portfolio (in peso terms) has grown steadily over the
past few years. 1In 1970, the smallest increase occurred in the value of
new loans granted (five percent) and in the loan portfolio (éhree percent)
but the yearly increase has usually been 15 percent or more.

3. Other Program Activities

An important reason for including a paper on the Caja Agraria
for the Spring Review on Agricultural Credit for Small Farmers is the large
number of activities in which the Caja Is involved. In addition to exten-
ding credit, its most important function, the Caja provides farm inputs, such
\3s seed and fertilizer, some technical asslstance, insurance, and is one of
the largest savings institutions in the country.

The principal source of bank credit for small farmers in Colombia Is
the Caja Agraria. The Caja has frequently been accused of favoring larger
borrowers but recent evidence suggests that the Caja is turning its atten-
tion to Colombia's smali farmers. Over the 18 months ending December 1971,
about 95 percent of the number of new loans granted by the Caja, accounting
for 62 percent of the amount of credit granted, went to farmers with less

7Figures include commodity storage loans, For this reason, they
differ slightly from the figures in Table 2.

8AII changes are in terms of non-deflated pesos. The dollar figures
in Table 2 suggest the real value of the Caja portfolio dropped from 1969
to 1970.
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Table 2. Agricultural credit in Colombla: nurber and valuc of new loans granted and value of outstanding loans
by Institutlion, 1967-1971,

Year Iinstitutions New Loans Cronted Sutstanding Loans on 12731/}
Nunber Dollar Percent Dolior Percent
of Loans Value Change Volue Changcb

196 06 (s 000) (s oco)

7 Caja Agrlrlo 306,333 133,534 - 176,013 -
rivate Banks 51,349 131,550 - 115,636 -
leestgck Ganks 5.459 16, 348 - 29,109 -
INCORA 18,937 13,476 - 19,64 -
382,078 294,905 FLPRT
1968 Caja Agraria 365,742 163,809 36 203,187 28
rivate Banks 52,722 123,995 L3 106,995 3
Livestock Banks 5.388 16,096 10 33.075 26
INCORA 24,129 11,708 3 22,763 29
COFIAGRO 11 1,488 - 1,18 -
847,992 317,183 20 337.17% 20
1969 Caja Agrarla 348,146 191,521 24 214,909 12
Frlvcte 8anks §2, 444 126,118 6 109,172 8
Livestock Banks 5,588 23,108 52 3,442 39
INCORA 31,700 11,1c8 | 26,147 12
COFIAGRO & _S5.190 270 4,356 287
137,927 35‘27)3‘6 19 358,018 1
1970 Caja Agqraria 353.236 170,863 S 207,657 3
Private Banks 52,063 120,2€0 3 105.912 2
Livestock Banks 5.755 2k,179 ] 52,204 28
INCORA 25,000 10,162 -3 20.¢89% 19
COF1ACRO 187 10,352 133 _6,766 166
BE24 33C.83 10 3%6,54) 7
1971 Caio Agraria 367.703 185,434 17 214,266 12
Private Banks 61,957 142,929 9 167.631 "
Livestock Banks 5.088 23,7231 6 59.4L27 23
INCORA 15,851 7.507 -20 26,477 8
COFIAGRO 140 2,349 -1 .632 s&
155,993 387,013 9 77,533 L)

®inciudes only loans under supervised credit: other INCORA louns are included under the Cajd or Livestock Bank data.

b?crccn(agc change from the previous year. These represcnt chenges in the amount of Colombia pcsos -- changes In
dollar amounts would be misleading due to foreign exchange novements.

CEstimates for 197) were presented in the original table so will differ from the 1971 data shown here.

SOURCE: USAID [60]).
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than $15,000 (Col. $300,000) in total assets; a third of the funds were
granted to farmers with less than $2,500 in total assets. Large farmers,
those with assets greater than about U. S. $85,000, received less than

30 percent of the credit granted by the Caja. As further evidence of the
shift to smaller farmers, Law 33 of 1971 allows the Caja to extend credit
to farmers on the basis of the production or income arising from the crop
or activity financed. Up to that time, repayment capability based on
existing collateral was the principal criterion used by the Bank for making
agricultural loans, thereby eliminating access to Caja credit for many
small farmers.

This new law signals a significant shift in Caja philosophy from the
traditional ""banking'' attitude to a more '‘development'' oriented policy.
This shift in attitude is already evident at the national level but is
less evident in the field. Efforts are being made to extend this philo-
sophy to all levels of operation; this will likely require considerable
retraining of the field personnel accustomed to using the more traditional
criteria for borrower selection and supervision,

The INCORA supervised credit program, reported in a separate country
paper, also provides credit to small farmers but it reaches only a small
percent of the potential borrowers. Nevertheless, there is some competi-
tion between the Caja and INCORA to reach the small farmer clientel, although
they generally service different areas. Similar competition exists between
the Caja and the commercial suppliers of seeds, fertilizers, chemicals and
farm machinery.

ICA (Instituto Colombiano Agropecuario) is the government's research,
extension and education organization which was cstablished in 1963. In
1971, ICA was given responsibility for the coordination of the pilot develop-
ment areas under a Caja-1CA agreement. New methods of extension are being
tried In the pilot projects but they are still in the early stages of
development. Since the Caja also employs an estimated 60 agronomists to
provide technical assistance within its own credit program, there is bound
to be some competition, too, in the area of providing technical assistance.
In fact, some Caja officials feel that the Bank should assume the role of
providing technical assistance to small farmers,

It should be pointed out that the Caja has been responsible for all
the financial accounts of both the INCORA and ICA credit programs mentioned
previously. The borrower receives money directly from the Caja offices and
repays his loan in the same manner even though he is selected and supervised
by INCORA or ICA technicians. All credit accounts, financial summaries,
and other data for these two small farmer credit programs are prepared by
the Caja.

4. Agricultural Patterns and Potential

Agriculture plays a critical role in the Colombian economy,
contributing approximately 29 percent of the nation's gross domestic
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product, employing almost half of the country's labor force and providing
85 percent of the value of exports, excluding petroleum. However, despite
recent progress, the sector is not developing its potential sufficliently
or making the optimum contribution to overall development that It could.

Coffee still holds a dominant position in the Colombian economy, From
the height of its importance in 1954, when it accounted for 84 percent of
export earnings and about 16 percent of GOP, it has declined, in 1971, to
account for 53 percent of exports and seven percent of GOP. Coffee is grown
on about 21 percent of Colombia's total land under cultivation and on about
300,000 farms, 97 percent of which are under 10 acres in size (60]).

The Coffec Bank provides the bulk of the credit to coffee producers
but the Caja is also an important source of coffee credit. In 1971, coffee
was the second most important crop financed by the Caja, with $13,.6 million
destined for that activity. Even so, the amount of credit for coffee has
been relatively low given the Importance of coffee to the economy,

Corn is the second most important crop in land area and is also an
important crop for small farmers. Approximately 800 thousand hectares were
in corn in 1971 as compared to over 785 thousand hectares in coffee, as
shown in Table 3. Other important crops for small farmers include plantain,
Cassava, potatoes, and beans. The Caja is also the main credit source for
these crops.

Crop yields are relatively low but with considerable variation from
area to area and by size of farm. Atkinson [4] found a steady decline in
income per acre as farm size increases, and attributed this to larger farms
having poorer land and producing on a smaller proportion of their total area,
Nevertheless, it does suggest that small farms are making good use of their
land resources relative to larger units. But this does not mean small farmers
are using their resources well. Neither group is making good use of its
resources, especially land. With the exception of potatoes, no significant
relationships between farm size and yield were found for the crops tradition-
ally grown by small farmers.

Colombia's climate is as diverse as Its topography and the two are
intimately related. Much of the land area is in jungle, grasslands or
forests of varying quality. Large elevation variations are characteristic
of the mountainous sections of the country resulting in great differences
in rainfall, temperature, and crop adaptability within relatively short
distances. The land use patterns and distribution patterns of people on
the land are quite complex. However, the small farms are usually found in
the mountainous regions where 59 percent of the population lives on 14
percent of the land. A high proportion of the land in these areas Is too
steep to mechanize which also precludes any significant increase in farm
size.

Smali as well as large landholdings are common in Colombia as shown
in Table 4. In 1960 over 62 percent of the farms were less than 12,1 acres

/.\a



Table 3. Production and area planted for major agricultural commodities in Colombia (1968-71).

Coamodity Production by year Area planted by year

1968 1969 1970 1971 1968 1969 1970 1971

(000,000 metric tons) (000 hectares per year)

Corn 800 940 740 825 740 855 715 800
Coffee 477 474 507 492 807 810 810 785
Plantain 1,600 1,640 1,681 1,723 230 236 242 248
Rice 786 695 753 770 277 250 233 235
Cotton 101 139 128 17 174 233 257 226
Cassava 900 1,000 1,100 1,150 162 163 175 180
Sugar 671 701 688 740 92 9l 95 95
Potatoes 950 850 980 950 95 83 107 95
Sorghum 60 70 130 180 30 35 67 82
Beans 48 38 4o 38 69 Sk 8% 78
Barley 85 75 90 10 2 52 61 75
Soybeans 87 100 95 120 47 56 52 66
Bananas 770 793 817 840 s8 60 62 63
Wheat 125 80 50 4s 105 73 46 42
Cocoa 17 15 17 18 38 39 39 39
Tobacco 42 43 44 43 22 24 23 23
African 0il Palm 118 147 180 225 21 21 21 2)
SOURCE: [60]

4l



Table & Distribution of land, farms, and income per acre by farm size.

No. Farms Percent No. Acres Percent Income per acre
{000) ($)
Less than | Ha (2.47 acres) 298,071 24.7 326 0.5
1 = 2.9 Has (7.2 acres) 308,352 25.5 1,349 2.0 61.03
3 - 4.9 Has (12.1 acres) 150,182 12.4 1,386 2.0 46.66
5 - 9.9 Has (24.5 acres) 169,145 14.0 2.878 4.3 38.42
10 - 49.9 Has (123.3 acres) 201,020 16.6 10,401 15.4 24.15
50 - 99.9 Has (246.8 acres) 39,990 3.3 6,620 9.8 14.87
100 - 499.9 Has (1,234.8 acres) 36,010 3.0 17,265 . 25.6 11.82
500 - 999.9 Has (2,469.8 acres) 4,141 0.3 6,746 10.0 10.81
1000 - Has. plus (2,470 plus acres 2,761 0.2 20,555 _30.4 5.91
TOTAL 1,209,672 67,526 100.0

100.0

SOURCE: 1960 Census

£l
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In slze and accounted for only 4.5 percent of the acreage. Since 1960 there
has been only a slight shift from large to medium size farms, and no signl-
flcant change in the minifundlo problem.

B. Objectlives

1. General Objectlves

Although the Caja has a number of different objectives due to
Its many actlvities, this discussion will focus only on those related to
agricultural credit. In the recently revised Credit Manual It Is stated
that the objective of the Caja Is to provide credit for the development of
agricultural and livestock productlion, and Industrial and mineral productlion,
for those producers who lack sufficient resources for the proposed produc-
tion plan. It also Indicates that the activities financed by the Caja
will be limited to those priorities established by the general economic and
social plan for the country.

The five major agricultural sector objectives as outlined in Colombla's
latest development plan [36] are:

To Increase productive employment;

To increase Income and Improve Its distributlon;

To ralse the productivity of agricultural resources;

. To Increase production In the agricultural sector; and

. To stimulate exports and substitute for Imports where advantageous.

V& W N =
.

One of the key policles outlined in the plan is to allocate credit In
accordance with the development plan, combining it with technical assistance.
In general, credit will be directed toward the small and medlum-sized farmers.

The credit policy of the Caja Agrarla appears to be conslisteng with
the Ministry of Agriculture and National Planning Offlce policles.” As
mentioned previously, more resources are being shifted to the small farmers
by the Caja and the earlier strict collateral requirements have been 1lfted.
All technical assistance personnel In the Caja have been directed to assist
only the small borrowers. Previously, the Caja professionals provided tech-
nical assistance only to the medium and large-sized borrowers. For small
farmer loans supported with technlcal assistance, the future value of the
activity financed will serve as the guarantee for the loan. It Is recog-
nlzed that adequate technical assistance is the key for this type of develop-
ment credit and efforts are being made to not only Improve the technical
knowledge of the Caja personnel but also to coordinate the Caja credit with
outslide technical assistance largely provided by ICA.

9A complete discussion of the change In the Caja's credit policy can
be found In an article by Jalme Velez Hernandez, Director of Credit Oper-

ations [65].
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A1l the so-called ''regular'' funds of the Caja are now avallable to only
small and medium-sized producers. The large farmers will utilize resources
available through 'speclal' funds, such as the Agricultural Finance Fund,
and through loans from the Inter-American Development Bank (IDB) and the
World Bank. The small farmers may also use the externally provided funds
If they are able to meet the loan requlrements.

Thus, the present Caja credit policles differ significantly from those
of only a few years ago. The traditional lending practices requiring credlit
worthiness of the applicant through land or other collateral Is now glving
way to new, more flexlible policles geared to meet the needs of the small
farmers.,

Recognizing the diffliculty of reaching many small farmers, a Department
for Group Credit was established by the Caja In 1971 In an attempt to reach
more farmers wlthout greatly Increasing adminlstrative costs. The new de-
partment |s responsible for handling the loan requests from cooperatlives,
farmers unions, and other farm groups. The establishment of thls department
Is to support the new emphasis on small farmer loans.

Because the shift In national policy has happened oniy recently, It [s
too early to judge whether or not the new pollicles are really belng Imple-
mented throughout the country. However, preliminary loan data do suggest
that consliderable shift has taken place towards the small producers. Greater
emphasis on credlt coupled with technical asslistance could well change the
production practices of a large number of presently marglnal farmers, resul-
ting In Increased Income levels for that same group.

2. Terms of Loan
(a) Purpose

The Caja Agraria flnances many distinct activitlies in
almost every part of the country. It presently recognlzes two basic forms
of small farmer credit: Individual production credit, and group credit,

Indlvidual production loans make up the largest number of loans and
the greatest amount of credit extended by the Caja. These loans are usually
commod Ity orlented based upon the credit pollicy Jointly agreed to by the
Caja and the Minlstry of Agriculture every six months. Almost all loans
are for a speclific crop or purpose.

Subsistence credit, a speclal type of indlvidual productlon credit, Is
extended to the very marginal farmers who have difficulty meeting even the
regular Caja requirements. The Caja recognlzes that loan delinquency will
be higher for this group but It feels a soclal oblligation to help these
farmers thereby reducing the soclal and pollitical instability In the rural
areas. Nevertheless, even the very smail borrowers understand that the loan
Is to be repaid--it Is not a handout, nor Is it speciflically identified as
subsistence credit to the farmer. In general, the Caja considers subsistence
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loans to be those loans to farmers with total assets under $500. About

15 percent of the borrowers receive loans under thls classification, rep-
resenting 6 percent of the value of all new loans extended during the year.
Although these subsistence loans are considered as production loans by the
Caja, they also serve for family consumption expenditures.

Cooperative or other forms of group loans are now being extended con-
current with the greater stress on small farmer loans. Group loans are
used to reach more farmers while reducing administrative costs at the same
time. However, no loans are made to cooperatives or other associatlions who
then make sub-loans to the Indlvidual members of the association and, at
present, there are no plans to extend credit in this way. High administrative
costs, higher Interest costs to the farmer, and poor control are the reasons
given by the Caja for not providing this type of group credit.

Small farmers, including renters and share-croppers, are eligible for
Caja credit when they satisfy the following general requicements:

(1) The total assets of the farmer (Includlng those of his wife) must
be less than about $15,000 (Col. $300,000).'0 The value of the land is
included In that limit. Thls Is the main crlterlon for Identifying small
farmers. The distribution and number of new loans made In 1971 by source
of funds and amount of total assets of the borrower can be found in Table §.

(2) He must have ''commercial morallity,' that is, he must have a repu-
tation of fulfilling business contracts, paying debts, and In general not
have a history or reputation of trying to escape agreed-to commltments.

He usually must provide at least three references to this effect unless
this requirement is waived by the Caja.

(3) He must be physically capable of working his farm.

(4) He must obtain 80 percent or more of his income from agriculture
and must dedicate the major part of his time to agriculture. All public
employees, businessmen, etc. are therefore excluded.

(5) The loan plan must demonstrate repayment capacity.

Each small borrower 1s limited to a miximum ocutstanding balance of
$10,000 for crop loans, and $7,500 for livestock loans. For beef fattening
loans the limit Is reduced to $1,500 and for working animals the maximum
allowed is $1,250.

Special provisions are allowed for those who are classlfled as small
farmers. These include the following:

'oFarmers within the total asset limit but with more than IS hectares
of land cannot qualify for a small farmer loan.
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Table 5. Dlstribution and number of new loans msde In 1971, by source of funds and amount of total assets of the borrower®

Regular Funds Special Funds Total

.Yaader of .Percent . Value . Parcent. Musder of .Percent . Value .Percent . Mmber of .Percent . Value . Parcere

Total Assets ($) borrovers of total ($ 000)  of total borrovers of total ($ 000) of total borrowers of total ($ 000) of total
Through 2,500 202,269 58.4 S1,354 34,5 10,911 50.6 $,076 1.1 213,180 58.0 56,869 30.5
2,501 - 5,000 6,5% 20.1 21,15 1.3 2,672 12.4 1,555 R} 2,211 19.6 2,870 12.3
5,001 - 10,000 3,804 n.s 19,655 13.2 1,687 8.8 2,229 6.1 s1,691 1.4 21,885 1.8
10,001 ~ 15,000 15,269 h.b 1,53% 7.7 940 b.b 1,972 5.h 16,209 b.b 13,508 7.3
Totsl Soall Farwers 326,801 9%.8 103,900 6.7 16,810 76.2 10,832 29.9 343,291 93.4  11h,T32 a.9
15,001 - 20,000 5,375 1.6 §,804 3.3 ST9 2.7 1,536 82 5,954 1.7 6,518 3.4
20,001 - 295,000 3,312 1.0 3,81 2.3 SO 2.3 1,581 [ WY 3,816 1.0 5,022 2.7
25,001 - 50,000 6,708 1.9 10,582 7.1 1,h56 6.8 5,535 1.3 8,164 2.2 16,117 8.7
50,001 - 75,000 2,204 .6 8, TR 3.2 S0 §.2 LR ] 12.2 3,105 .8 9,235 5.0
75.001 - 85,000 AS2 .1 1,287 .8 243 1.1 1,259 3.5 695 .2 2,506 1.4
Total Mediua fermers 18,051 5.2 2%, 16.7 3,683 17.1 14,348 %.6 21,736 5.9 39,254 2.2
85,001 -100,000 258 .1 1,266 .8 24s 1.1 1,83 L W) \83 1 2,799 1.5
100,001 -125,000 190 .1 8k .6 350 1.7 2,500 6.9 A0 . 3,345 1.8
125,001 -150,000 151 - 835 .6 204 1.1 1,707 6T 5 5 2,502 1.4
150,001 -250,000 309 . 4,166 2.8 355 1.7 2,818 7.8 666 .2 6,984 5.8
250,001 -500,000 132 - s ,003 2.7 167 .8 1,722 LI 4 299 .1 5,Teh 3.1
500,000 or sore 26 1 9,055 6.1 n 3 869 2.h 297 A 9,925 5.3
Total large farvers 1,286 0.h 20,167 13.6 1,05 6.7 11,06 30.5 2,678 0.7 5,23 16.9
Country Total........ 36,178 100.0  1A8,973 100.0 21,525 100.0 36,243 100.0 367,703 100.0 185,206 100.0

*Exchange rete: Cal.$20.00 = US§1.00
SOUNCE: Caja, Informe de Gerencia, 9
S
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Crop loans - Up to 100 percent of the cost of production can be financed
through the Caja. The cost of family or hired labor can be included as part
of the cost but the Caja has not generally financed all the family labor
used. All crops are eligible providing they are recommended for the zone
and are within the list of priority crops to be financed.

Livestock loans - As for crop loans, 100 percent of the investment can
be financed. However, as indicated previousliy, the loan limit Is reduced
to $1,500 for beef fattening and $1,250 for working animals.

Land purchase - Loans are permitted for buying land provided the size
of the plot is of sufficient size to adequately support a family, Smaller
plots can be financed if they add to an existing plot. No loans are permit-
ted for buying small lots resulting from private land parcelation. The
maximum amount permitted for small farmer land purchase is $10,000.

Land titling -~ The limit is $500 per borrower. The payment of lawyer
and other fees to legalize the possession or ownership of property Is per-
mitted.,

Rural housing - Up to $1,500 can be borrowed by small farmers for home
construction if the farmer has resided in the area for two or more years and
iIf the urban population of the town where he lives does not exceed 30,000
inhabitants.

Tax payment -~ Up to $500 can be borrowed to pay land taxes if the farmer
can demonstrate that he lacks sufficient cash to meet the payment deadline.

Debt redemption - Small farmers are eligible for loans up to $2,500 to
cancel debts if the payment requires selling of f some of their assets.

Other activities, such as small-scale industry, contracting technical
assistance, and rural youth clubs are also eligible for financing through
the small farmer credit program of the Caja.

The Caja has always been strongly oriented towards extending production
loans for particuldr crops or livestock activities. With the recent empha-
sis on small farmers, the special provisions referred to earlier have been
established to meet some of the special needs of the small farmers. The
Credit Department considers the portion of the loan used for the payment of
family labor as consumption credit. Labor costs make up from 30 to 55
percent of the crop production cost figures prepared by the Caja. No data
are available to determine the percentage of small farmer loan funds which
actually go into consumption credit in this form but small farmer cost of
production guidelines of the Caja suggest 40-60 percent of the labor costs
(family or hired) can be covered by a loan.

Crop,and livestock loans are by far the most important activities of
the Caja as shown in Table 6. At least 94 percent of the value of all new
loans extended over the past ten years has gone for these two purposes.
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Table 6. Amount of new Caja Agrarla loans and percentage of total, by
activity and year.?

Year Crops Livestock I:?:?;;y Other Total
1961 45.1 (50.3°  43.7 (48.7) .5 (.6) bo( .4 89.7
1962 4o.4 (47.8) k3.3 (51.2) .5 ( .6) 3 (.4) 84.5
1963 52.4 (46.3) 59.1 (52.3) 1.1 (1.0) s (.4) 113.1
1964 54.5 (51.1) . 48,7 (45.8) 1.9 (1.8) 1.4 (1.3) 106.4
1965 47.2 (65.2) 20.5 (28.3) 3.2 (4.4) 1.5 (2.1) 72.4
1966 65.7 (62.6) 34.6 (33.0) 3.6 (3.4) 1.1 (1.0) 105.0
1967 90.0 (64.2) 43.5 (31.1) k.9 (3.5) 1.7 (1.2) 140.1
1968 106.6 (62.4) 57.2 (33.5) 6.0 (3.6) 8 (.9) 170.6
1969 142.0 (71.6) 49.5 (25.0) 6.6 (3.3) 2. (.1) 198.3
1970 133.1 (74.0) 37.7 (21.0) 8.6 (4.8) b (.2) 179.8
1971 142.9 (77.2) 32.3 (17.4) 9.6 (5.2) b (.2) 185.2

) colombia pesos converted to dollars according to exchange rates |lsted
in Table B, the appendix.

bFigure In parenthesis indicates percentage of yearly total extended for
the activity.

SOURCE: Caja Agraria, [21].

Table 7. Percentage of value of loans outstanding by activity financed
for selected years.d

| tem Percentage of total value of new loans by year
1950 1960 1965 1967 1969 1971
(percent)

Corn .9 1.2 3.3 3.8 4.0 5.5
Potatoes 3.8 1.5 2.0 2.4 2.1 2.8
Vegetables .3 4 .7 .3 1.0 .7
Dairy 3.2 3.1 2.8 3.0 3.9 4.2
Other Cattle b4 .7 33.3 3o0.1 26.0 24.8 23.8
Land purchases® 1.0 8.4 4.8 5.6 7.3 5.1
Rural housing .0 5.6 5.4 3.5 h.7 3.8

%Loans outstanding calculated for June 30th of the year indicated.
blncludes land purchases for crop and livestock production.

SOURCE: Table C, Appendix \Sé
‘ ;\\



20

Loans for small Industry and mining account for only a small part of the
CaJa lending activities. It can be seen In the same Table that the Caja
has steadily moved out of 1lvestock production and Into crop production.
In the early 1960s the annual value of new loans was distributed almost
evenly between crop and 1lvestock production. In 1971 1lvestock loans
accounted for less than 20 percent of all new loans and crop loans made
up over 77 percent of the value of new loans extended during that year.
It Is assumed that the Livestock Bank has expanded its lending to allow
for this shife,

In an attempt to identify the Caja lending activities to small farmers,
a historical trend of the value of loans outstanding for actlvities typi-
cally related with small farms is presented In Table 7. Since 1950 the
CaJa has gradually increased the percentage of Its loan portfollo In corn
and In land purchases. The percentage In cattle loans, excluding dairy,
has gradually declined. The other Items show no discernable trend. No
further data breakdown Is avallable to see If the Increases In corn produc-
tion and land purchases were In fact recelved by small farmers. The historl-
cal trend of Caja lending activities can be seen in more detall In Tables
C and D of the Appendix.

No data are available to examine the extent to which farmers have used
Caja credit for land titling, tax payments, or debt repayments. However,
since these Items fall in the "other" classification, the amounts would be
insignificant.

(b) Perlod

Little information exists or is available which indlicates
the time period for smail farmer loans. In general, as shown In Table 8,
about 41 percent of the total loan portfollo of the Caja has gone Into short-
term loans and an equal percentage has been used for medlum-term loans. The
rest, about 18 percent, has gone into long-term loans. The Credit Department
estimates that 75 percent of the small farmer loans are short-term and that
25 percent are medium and long-term loans based on a 1969 fleld sample.
Medlum-sized farmers are thought to hold about 55 percent In short-term
loans and the rest in longer term. The large farmers secure more long-term
loans in the Caja and obtain thelr short-term loans in the private sector.

c.’ Organlzation

1. General Structure

The Caja Agrarla is divided Into six divisions as shown In
Figure 2. Each division operates independently but under the administratlive
direction of the Director General.

The Credit Division Is further divided Into the Department of Credit,
which handles alT individual loans, and the recently formed Department of

‘\k\



Table 8. DiIstribution of Caja portfollo by term® 1967 - 1971.
Short Medlua Lon§

Vear Term Term Term Total
1967 76.8 (40.3)° 82.0 (43.1) 31.6 (16.6) 190. 4
1968 91.3 (41.7) 92.6 (42.3) 34.9 (16.0) 218.8
1969 103.2 (41.5) 106.5 (42.8) 39.0 (15.7) 248.7
1970 102.9 (41.9) 101.5 (41.3) 4.3 (16.8) 245.8
1971 109.8 (41.6) 103.0 (39.1) 50.9 (19.3) 263.7

%Short term Is one year or less; medlium term Is from one year to six years;
and long term Is for more than six years.

bPercentage of year total.

SOURCE:

Banco de la Republica [ 5].

A\
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Figure 2.

Organization structure of the Caja Agraria
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Group Credit, which extends loans to cooperatives and other groups. The
small farmer credit Is an integral part of the credit division and no
speclal administrative provisions exist for its operation.

The Banking Dlvision handles the Insurance and savings activitlies of
the Caja. The Caja's Savings Bank (Caja Colombiana de Ahorros) Is the
largest savings Institution In Colombia and in 1971 It 1isted about $99

miilion In savings deposits or 47 percent of the total savings in the country,

The data in Table A in the appendix show the historical trends of Caja
savings deposits. No data exist on who does the saving but It Is a common
practice of the Credit Division to encourage each Caja borrower to deposit
his loan in savings and withdraw it as needed. It appears that most small
farmers follow this practice but it is unknown how significant this amount
would be In comparison with total savings. Large farmers do not generally
follow this practice. The Banking Division also handies the mandatory life
Insurance program which accompanies the Caja loans. An additional one
percent charge is made for the insurance and the author was informed that a
surplus results from this charge.

The Agricultural Supply Division provides inputs and supplles to the
Caja borrowers or to other farmers through 13 distribution centers and 435
farm supply stores. The local farm supply stores administratively are
separate from the credit actlivities but are usually located in the same
building where farmers obtain Caja credit. Again, no data are avallable
to relate the purchase of inputs in the store with the extension of credlit.
The Caja is presently discussing the policy of requiring all borrowers to
purchase their Iinputs and supplies through the store unless the item Is out
of stock.

The supply division was established in 1952 and by 1964 retall sales
totaled $14.7 million. In 1971 sales totaled $24.9 mIllion, of which about
half was in fertilizer sales. A breakdown of fertllizer sales by nutrient
can be found in Table E, the appendix. In the same year, pesticide sales
accounted for eight percent and machinery sales for 16 percent of total
Caja Sales. The Caja Agraria fertllizer plants produce about 20 percent
of the country's total output. Approximately 36 percent of all retail
fertilizer sales in 1971 were handled by the Caja farm supply stores.

Fertilizer use in Colombla varies considerably by crop and by area.
The most important consumer of fertilizers In terms of total area ferti-
11zed Is potatoes--a crop produced mostly by small holders--with more than
90 percent of the producing area fertillzed. Cassava, beans, and corn--
traditional small farmer food erops--receive very little fertllizer although
they cover a vast land area. Therefore, one can tentatively concliude that
many of the small farmers producing potatoes do buy their fertilizer through
the Caja.

The Caja Is attempting to better coordinate the activities of the
Credit and Supply Divisions but much remains to be done. At the beginning
of the 1972 cropping season (September), numerous complaints were heard con-
cerning the unavailability of fertillzer in the Caja farm supply stores.

A\
/\S\
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The Development Division's (Fomento Agricola) most Important function
I's to manage Cresemillas, an enterprise for multiplying, processing, and
distributing Improved seed stock. This enterprise is the main distributor
of seed for wheat, corn, beans, and potatoes in the country. Cresemillas
Is also the price leader on the seeds which It handles., Sales data of seed
for potatoes, wheat and corn are presented in Table F of the appendix.
Fomento also provides technical assistance to some borrowers but It Is not
geared to assist a very large proportion of the total. In fact, the Develop-
ment Division operates independently from the Credit Division so the limited
technical assistance capability of that division is often spread so thinly
that little direct technical help accompanies small farmer loans.

Twenty-two regional bank offices exist, one In the capital city of
each of the major departments. Each of these offices in turn, is respon-
sible for all of the local Caja offlices within its jurisdiction. The number
of field off|8es grows each year (See Table A, Appendix) and there are now
680 offices. Since 1971, most of the authority for making loan declsions
has passed from the central office down to the regional and local offices.
The central office, in coordination with the Ministry of Agriculture and
the National Pianning Office, assigns crop and agency loan limits each six
months. The local office is relatively free to operate within these estab-
llshed limits. The agencies are classifled into three groups with local
authority defined by the classiflication. The local or regional offices may
extend, renew, or refinance loans as long as the particular office does not
exceed its established 1imit as shown In Table 9. Most local agencies fall
within the Group 3 classificatlion.

Table 9. Loan approval limits by type of borrower and by organizational

level.
a MaxIimum size of loan authorized
Category New EXperlence‘ah Credit
Clients Clients Board
-dollars-
Reglonal 7,500 12,500 To maximum
Local - Group | 5,000 7,500 25,000
Local --Group 2 3,000 5,000 10,000
Local - Group 3 1,500 3,000 6,000

3The majority of the local agencies are classified in group three.

bGenerally those who have had two or more successful loans.
SOURCE: Caja Credit Manual (27].

10This includes the regional offices as well as some 70 offices with only
savings facllities. There are approximately 600 field offices which handle
credit activities.
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A 'credit board" or advisory group of four local citizens is formed
at the regional and local levels to advise the respective directors on
credit matters. Larger loans (above the 1imit Imposed on the director)
can be approved at each of the levels If the loan Is submitted to the
credit board, as shown In Table 9.

2. Local Structure

The typlical Caja agency Includes a dlirector, secretary, accoun-
tant, loan inspector, and one or two clerks and messengers. For agencles
that have been operating for many years, an additlonal accountant and loan
Inspector (or more) will be added to the personnel. Perhaps a tenth of the
680 agencles are large enough to employ from 10 to 15 people. The Inspectors
are responslible for visiting potentlal borrowers to verify Information and
for checking on how farmers are using thelr loans., Most agencles, however,
do not have enough Inspectors to adequately carry out this supervision,

The dlirector or his appointed representative has authority to approve

loan requests up to the author!zed 1imits mentloned previously, A high
proportion of the loan requests are handled at this level.

0. Benefliciarles

1. Selectlion criterla

Farmers are normally classifled Into two groups depending upon
their experlence with Caja credit. The flrst group Includes all farmers
applylng for thelr first Caja loan. A lower approval limit for the fleld
offlces Is set for this group as shown In Table 9. The second group Includes
those farmers who have satlsfactorily repald two short-term loans or who
have met all obligations on medium or long-term loans for a year. Once the
farmer Is classifled as experienced (experimentado) the offices are able to
grant larger loans wlthout consulting at a higher level. Loans are also
granted with less delay once a farmer Is classifled In the second group.

New clients, especlaliy small farmers, have found It difflcult to meet
all of the loan guarantees, personal references, and other requirements de-
manded by the Caja In the past. Soles (56] Is especlally critical of the
past Ineffectiveness of the Caja In reaching the small farmers. The Caja
appears to be trying to overcome these constralnts on small farmer credit.

In the ICA-Caja Agrarla rural development projects the extenslon agents
recommend farmers to the Caja on the basls of thelr fleld contacts. The
Caja also prepares Its own list of potential borrowers so confilct some-
times occurs. Efforts are now being made to have the ICA and Caja techniclans
Jointly prepare a list of potentlal small borrowers to ensure better coor-
dination of credit and technical asslistance.

The most Important selectlon criterla for the Caja are the borrower's
honesty and past business reputation. If a farmer Is known not to comply

W
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with business or other agreements, then he is considered ineligible for

Caja credit. Also, all applicants must submit a net worth statement dated
within one year of the loan request. If the loan Is for more than $5,000,
the statement must be for the previous month. The net worth statement is
used to judge the applicant's repayment capacity and the loan slze Is deter-
mined on that basis. The recent small farmer credit regulations allow loans
to finance up to 100 percent of the cost of producing the crop, regardless
of the farmer's net worth. This, of course, has opened up credit to many
farmers who were previously excluded because thelr net worth was Inadequate.

For a time (beginning in 1963), no net worth statement was required
of new clients and a visit to the farm took place after the loan was granted.
Since August of 1972, the Caja requires that all new cllents be visited be-
fore thelr loans are approved to verify the accuracy of the net worth state-
ment submitted by the applicant.

A further change In the regulations prohibits the use of a co-signer
for small farmer loans. This was a common practice of the Caja in the past
where the landowner's signature (or the signature of others) served as a
guarantee for the loan. The landowners were reluctant to sign for their
renters or share-croppers since those loans were subtracted from the total
amount the landowners were allowed to borrow. Therefore, the renters and
share-croppers often found it difficult to find a loan co-signer.

The Caja defines all loans for farmers with $500 total assets or less
as subsistence credit. These are considered as higher risk loans but repay-
ment |s required, nevertheless. The subsistence loans are meant to help the
very poor maintain themselves during the crop season; but little production
response |s expected.

Poor credit performers are judged primarily on repayment. Those who
do not repay are ineligible for further loans. For cases where there Is
clear evidence of crop or other loss completely beyond the control of the
producer, loan renewal or refinancing is permitted. No measure of credit
productivity Is used to separate good performers from poor performers.

2. Graduation Pollcy

No attempt Iis made by the Caja Agrarla to shift experienced
borrowers to other sources of credit. In fact, the commercial banks do
not finance small farmers and their regulations and orientation would have
to be modified to accept any Caja small borrowers.

The Caja presently accepts ''graduates'' from the INCORA supervised
credlt program in areas not located directly under land reform projects
but which have been inciuded under the INCORA supervised credit activities.

3. Number and Types

Since 1969 the Caja has classified its borrowers Into three
groups--small, medium, and large--according to the value of thelr total assets.

,\\&'\ |
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Small borrowers are those with assets of $15,000 or less; medium borrowers
have assets from $15,001 through 58?,000; and large borrowers are those with
more than $85,000 in total assets.!! A breakdown of tha number of credit
users and of the value of loans outstanding by group since 1969 Is shown in
Tables 5, 10, and 11. The percentage of the total number of users classified
as small borrowers declined slightly to 89.4 percent in 1971, while the per-
centage of the total classified as large farmers increased (Table 10). It
should be noted, however, that the ''user' classification may be misleading
since it could include the same indlvidual a number of times If he recelves
more than one loan from distinct funds within the Caja. Therefore, the num-
ber of users should not be taken to mean the number of individual borrowers.

A better measurc of program emphasls is the actual amount of credit
which reaches each group. If we analyze the percent of the total value of
loans outstanding going to each group we find that the small farmers gained
(from 53.6 percent in 1969 to 57.3 percent in 1971) at the expense of the
medium-sized group (Table 11). The large borrowers also experlenced a slight
increase over this perlod.

On the basis of these data one could conciude that the Caja Is shifting
more towards the smaller farmers, albeit slowly. However, the plcture becomes
confused when the percentage of new loans being extended to small borrowers
Is studied (rather than percentage of loans outstanding). From 1970 to 1971
there was a significant decline in the percent of the total value of new loans
going to the smaller farmer, as shown In Table 12. This decline also held
for each of the four sub-groups of small farmers but especially for those
with assets of $2,501-$10,000. In 1971 only 62 percent of the value of new
loans extended during the year ended up in the hands of the small farmers as
compared to 72 percent in 1970. Again, the larger group showed a significant
increase. Therefore, only time will tell if there is indeed a shift by the
Caja to smaller farmers. The data In Table 12 could reflect a trend away
from small farmers or may just reflect a unique year due to the short time
period covered. Nevertheless, It does lend some credence to those who ques-
tion that the Caja has really shifted its resources to the small farmers.

The author can only conclude it is too early to tell, given the available data.

. Other Sources of Credit

No information is available concerning the prior level of in-
debtedness of Caja borrowers nor If they continue to use other sources of
credit once they receive Caja credit. However, a limited, unpublished Caja
study of loan delinquency in selected agencies In 1971 did show that 16
percent of the delinquent Caja borrowers also had delinquent loans with other
banks or with private money lenders. This obviously suggests that other cre-
dit sources were used but it was not determined whether the other debts
occurred before or after the Caja loans were made.

llUslng the 1971 exchange rate of 20 pesos to the dollar.
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Table 10. Number of credit users and percentage of total by size of
borrower, 1969-19713

Size of 1969° 1970° 1971€
Bor rower Number of Percent Number of Percent Number of Percent
Users of Total Users of Total Users of Total
Small 312,402 91.1 349,537 91.1 384,744 89.4
Medlum 27,612 8.0 30,754 8.0 38,777 9.0
Large 3,029 .9 3,365 .9 6,736 1.6
Total 343,043 100.0 383.65§ 100.0 430,255 100.0

1t i1s highly unlikely that the number of ''users'' Is equivalent to the
number of iIndividual borrowers.

bRepresents data from 95 percent of the offices

€As of November 9, 1971. The other years are based on loans outstanding
on December 31 of the Indicated year.

SOURCE: Caja data, [14,15].

Table 11. Value and percentage of loans outstanding by size of borrower,

1969-1971.
b c
1969° 1970 1971

:l::o::r Value Percent Value Percent Value Percent

of Total of Total of Total
{000) (000)

Small 118,583 53.6 138,632 54.7 149,485 57.3

Med lum 65,961 29.9 74,213 29.3 66,166 25.4

Large 26.222 16.2 40,404 16.0 45,132 17.3

Total 220,939 100.0 253,249 100.0 260,683 100.0

%inciudes data on 88.8 percent of total portfollio.

bIncludes data on 97.9 percent of the portfollo.

CAs of November 9, 1971. The figures for the other two years are as
December 31 of the year iIndicated.

SOURCE: Unpublished Caja data, [14,15].

L.\\‘LQ‘,



Table 12. Percentage of credit users and of value of new loans made by the
Caja by size of borrower, 1970-1971.

a
:7;:°“°r Percent 70 Percent Percent '9214Fercent
of Users of Value of Users of Value
Seal |l
Through $2,500 61.6 32.0 58.0 30.5
2,501 - 5,000 18.4 17.0 19.6 12,3
5,001 - 10,000 10.8 16.1 1.4 1.8
10,001 - 15,000 3.5 1.4 bb 1.3
Sub-Total 94.3 72.5 93.4 - 61.9
Med lum 5.5 25.0 5.9 21,2
Total 100.0 100.0 100.0 100.0

®Based on loans made the last half of 1970.
SOURCE: Caja data.
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The Coffee Bank is readily accessible to small farmers and is the main
source of credit for the coffee producing areas. No data were gathered for
this paper to show what percentage of its portfolio goes to small farmers
but the greatest proportion of Its resources goes to the larger producers.

A special program of INCORA and the Livestock Bank does provide loans
for very small livestock producers. The maximum loan size permitted in
1968 was about $4,000 and the average number of cattle financed per borrower
runs about 25 head. This program is not country-wide, however, so not all
small farmers have access to this source of credit. The separate INCORA
Supervised Credit Program works only with small farmers and Is discussed
in a separate country paper.

A few small farmers with five hectares or more receive credit through
the Agricultural Finance Fund which is available to the Caja and to all
commercial banks. The amount of credit reaching small farmers through
this fund Is Insignificant, however.

5. Profile of Farm Community

Over 59 percent of the population of Colombia 1lves in the
mountainous region which comprises only 14 percent of the land area. The
small farmers are concentrated in the Departments of Boyaca, Cundinamarca
and Narino which accounted for 57 percent of the farm units In Colombia
with less than five hectares In 1969, as shown In Table 13. For those same
Departments a high percentage of the total numbe - of farms within the Depart-
ment were less than five hectares In size. For example, almost 90 percent
of all farms in Boyaca are less than flve hectares In size. The same Table
gives a breakdown of the Caja loans extended In the same Departments. As
can be seen, the percentage of loans made In the Department to farmers with
about five hectares of land Is simllar to the distribution of farms In the
area. In Boyaca, for example, 88.8 percent of all farms were less than five
hectares In size and 81.3 percent of all loans made by the Caja in the ,,
Department were to farmers with flve to seven hectares or less of land.

The last column shows the percentage of the value of loans made in the Depart-
ment which went to farmers with total assets of $5,000 or less,

The other Departments In Colombia are more heterogeneous in terms of
farm size; that Is, the small farms are interspersed with larger, more
progressive farms., The Cauca Valley, the Magdalena Valley and the areas
near the Carribean Sea would fall within this general classification.

l2Although the Caja Is loaning in accordance with the existing land
distribution patterns, directing an even greater portion of the loans to
small farmers could result In a significant Increase In capital formation
on small farms thereby enhancing the prospects for a future reallocation
of the land resources to complement the agrarian reform activities In the
country.
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Table 13. Percentage of farms with less than five hectares as compared with
the percentage of CaJa loans to similar farms, by Department, 1969.
Farms with less CajJa loans to small farmers
Department t:?n five ha. as p:;cent percent of Department totald
country total Department total Number Valueb
(percent)
Antloqula 10.9 59.7 75.8 30.7
Boyaca 27.2 88.8 81.3 52.1
Caldas 3.9 65.0 75.3 31.8
Cauca 6.1 72.1 87.8 52.4
Cundinamarca 17.6 74.2 68.5 18.2
Narino 12.3 87.9 81.6 52.4
Santander n.a. 62.0 77.4 37.9

aIncludes only loans to farmers with $5,000 total assets or less which

Is estimated to be equivalent to about five-seven hectares of land.

bln terms of loans outstanding at the end of the year.

SOURCES:

Caja data and DANE [35].
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No data are avallable on the percentage of qualified farmers who actually
receive CaJa credit. But in 1966 the Caja estimated that 35 percent of the
loan applications were rejected43]. In that same study It was estimated that
only 27 percent of the total number of farmers In Colombla recelved Institu-
tional credit.

E. Lending Policlies and Procedures

1. Portfolio

General data on the activities financed since 1950 are shown in
Tables C and D of the appendix and these data are summarized in Table 7.
Crops are now being stressed over llvestock production. Further data on
loan purposes according to size of farm or size of loan were not avallable
at the time of the study. A summary of the portfollo by size of borrower
also has been discussed In a previous section (Tables 10 and 11).

Loan size varies from only a few dollars to thousands of dollars as
shown In Table 14. In 1967, 94 percent of the new loans were for $1,358
or less but these same loans accounted for less than one half of the total
value of loans made during the year. Data were not published for later
years but Soles [56] has compared the 1967 data with earller years to deter-
mine If there was any particular trend In loan size. He found a general
trend away from the smaller loans during the period 1961 to 1967.

As one would expect, average loan slize Increases as farms become larger.
A detalled analysis of the data, however, shows that the loan slze does not
Increase as fast as the Increase in value of total assets (Table 15). |In
other words, less credit |s extended per dollar of asset as farms become
larger. Keep In mind that the 1971 dafa in Table 15 might be misleading,
as noted in the Table footnote. Nevertheless, we do know that the average
loan size for all of the small farmer groups Increased between 1969 and
1970. Because data used In 1971 are based on different figures, no definite
conclusion can be made for the change that year, although it appears the
average loan slize decllined.

It Is very likely that some farmers have more than one loan so the Caja
dats might be misleading because of that fact. The author s unable to
Judge how serious that factor might be on the data presented In this report.

A Caja study In 1968 found that borrowers had recelved credit from
the Caja an average of 13 years [20]. Over 33 percent of the borrowers
had been in the program for more ihan 16 years. This means there are many
repeat clients and few new ones.l

l3Only 17.5 percent had been with the Caja from one to five years
which would lead one to conclude that less than five percent are new clients
In any one year.

The median fell In the range of 6-1C years.
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Table 14. Number and Value of new loans in the Caja by slize of loan for

1967.
Loans Value of Loans
Loan Size Accumu- value Accumy-
In dollars® Number Percent lated Percent lated
percentage ($000,000) percentage
Up to 67 54,332 17.7 17.7 2,92 2.0 2.0
68 - 340 183,174  s59.7 77.4 34.00 23.2 25.2
341 - 670 35,171 1.5 88.9 18,47 12,6 37.8
671 - 1,358 16,733 5.5 9h. 4 17.79 12.1 49.9
1,359 - 2,037 6,268 2.0 96.4 16.77 1.4 61.3
2,038 - 2,715 2,987 0.9  97.3 7.20 h.9 66.2
2,716 - 3,394 2,135 0.9 98.2 6.92 4.7 80.9
3,395 - 6,789 3,956 1.3 99.5 18.13 12.3 83.2
6,790 -10,183 626 0.2 99.7 §.28 2.9 86.1
10,184 -or more 2 0. 100.0 20.36 13. 100.0
I To0s R s
converted at 14.73 pesos to the dollar.
SOURCE: Caja, Informe de Gerencla, 1967.
V4
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Table 15. Average loan size by size of borrower, 1969-1971,

:7;:gwer 955 Averqgfg;%gn slzeb o7
(dollars)

Small

Through $2,500 225 243 é6h

2,501 - 5,000 k72 - h97 316

5,001 - 10,000 766 822 525

10,001 - 15,000 1,250 1,245 833
Average 380 395 334

Medlum 2,390 2.413 1,806

Large 12,016 12,008 11,662

Svalue of total assets using the 1971 exchange rate.

bThe 1969-70 data are for loans outstanding at the end of the year. The 1971
data are for new loans made during the year, Therefore, the data are not entirely
equivalent which may explain the decrease In average size in 1971

SOURCE: Unpublished Caja data and [21].
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There Is no 1imit on the number of loans a farmer can obtaln providing
he meets the loan size limitation established for the actlvity In question.
Limitations exist on the amount which can be loaned per acre, per head, and
In total for any one borrower for glven activities. No more than the fol-
lowing amounts can be loaned (including large as well as small farmers):
$10,000 for agriculture; $7,500 for 1lvestock operatlions; and $7,500 for
small Industry. Speclal maximum restrictlions hold for dalry cows ($1,500)
and work animals ($1,250). Large farmers can borrow up to $50,000 for the
purchase of machinery or other Inputs sold by the Caja stores or for refor-
estatlon or Irrigation projects.

2. Interest Rates

For at least the past ten years these Interest rates were used:

Short Medlum Long

term term term
Loans through 5,000 pesos .} 4 103 123
5,001 pesos or more 9% 113 123

In 1971 these rates were ralsed as Indicated:

Short Medium Long

term temm tem
Small borrowers 103 13 123
Hedlum borrowers 123 133 143
Large borrowers 133 143 153

An additional 50 percent of the existing rate is added to the charge for
delinquent loans. All Interest Is discounted from the loan at the time
granted so the true Interest charges are slightly higher than those Indl-
cated. An additional one percent charge Is made on all loans to cover
mandatory Insurance on the 1ife of the borrower for the .amount of the loan.

The existing Caja Interest rates for small borrowers are modifled for
some types of Iinvestments. These Include:

=Frult production: 12% -Dairy and sheep production:
-Reforestation: Short or medium term 123
First 10 years 7% Long term 133
10th to 12th year 23 -Beef Cattle:
12th year and after 123 Caja 143
-Machinery: 143 World Bank 12%
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-Property tax payment: 12% -Land purchase: 13%
-Reflnance debts: 13% -Housing: with technlcal
-Small Industry: 123 assistance, 6% until

~Group credit: 123 bullt, then 12%; with-

out TA, 103 for loans
of 5000 pesos or less,
123 If more than 5000
pesos.

For those few small farmers who obtain credit through the Agricultural
Finance Fund, the Interest rate Is 12 percent.

For comparison, the INCORA supervised credit and INCORA-Livestock Bank
program charge an Interest rate of 8 percent. The Caja, then, Is now
charging higher rates for credit than INCORA or than 1t has In the past.
However, as of June 1971, about 5! percent of the Caja portfolio (80 per-
cent of which was devoted to crops) was earning from 10-11 percent annual
interest and the remaining portion was earning 8-9 percent reflecting the
fact that many loans extended under the previous lower Interest rate sche-
dule were still outstanding.

The twenty-year average annual inflation rate for Colombla Is about
10 percent. This means the small borrowers are now paying a real Interest
charge of 0-4 percent annually.

3. Collateral

The collateral requirements set by the Caja In the past have
seriously limited small farmer participation. Some of these requirements
stil] hold but efforts are being made to reduce the traditional collateral
requirements In favor of more flexible procedures to meet the needs of the
small farmers.

An analysis of loan to asset ratios for small borrowers does suggest
that the Caja Is becoming more liberal In terms of the amount loaned per
dollar of asset. In Table 16, loan to asset ratios (the loan as a percentage
of total assets) are presented for varying amounts of assets per borrower
for the past three years. These ratlos Increased from 1969 to 1970 but
declined In 1971, Unfortunately, the 1971 ratlos are based on the value of
new loans made during the year while the ratlos for the other two years are
based on the value of loans outstanding as of the end of the year In ques-
tion. Therefore, we cannot definitely conclude there was a decline in loan
to asset ratlios In 1971. |In addition, it Is Important to mention another
factor which might seriously affect the conclusions which can be drawn
from Table 16. A 1968 study by the Caja found that borrowers tended to
underestimate the value of thelr assets [20]. If such a practice Is widely
practiced by the larger farmers, this could explain the higher ratios for
the large group as compared with the medium or small borrower groups. Fur-
ther research Is required to determine If In fact the Caja lends more money
per dollar of asset to the larger farmers as shown In the Table.



Table 16. Loan to asset ratlos by size of borrower, 1969-1971,

Loan to asset ratlob

:7 zed | 1969 970" EV AL
(percent)

Small

Through $2,500 15.6 17.9 21.1

2,501 - 5,000 10.9 12.2 8.4

5,001 - 10,000 8.8 10.1 6.9

10,001- 15,000 8.6 9.2 6.6
average b.4 4.8 h.§4

Medlum ha h.4 3.6

Large 6.9 7.3 7.7

3value of total assets using the 1971 exchange rate.

bFlgures Indicate the average amount loaned as a percent of total assets

(31! 1In current pesos), using the mid-point of each borrower size as an Indicator

of the average amount of assets for that range.

“Based on values of all new locans extended. The 1969-1970 data are based

on values of loans outstanding at the end of the year.

SOURCE: Unpublished Caja data.
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The Caja customarily uses four different loan guarantees: (1) personal
signature of the borrower, (2) co-signature of a responsible person with
collateral, (3) chattel mortgages, and (4) real estate mortgages. The use
of these different guarantees by type of borrower is shown in Table 17.

As of November 1971, over one half (50.9 percent) of all borrowers had re-
celved loans only through the guarantee of their signature. This type of
guarantee included 27.8 percent of the value of all loans outstanding at
that time. Chattel mortgages (primarily existing property) were the next
most utilized loan guarantee in terms of the number of borrowers. However,
this method accounted for the largest portion of the value of loans (33.9
percent of the total).

A more detalled breakdown of loan guarantees for just the small borrowers
Is presented In Table 18. As of November 9, 1971, over 89 per:ent of all
borrowers were classified In the small farmer group which represented 57.3
percent of the value of loans outstanding (columns 2 and 5, respectively).
Small farmer loans guaranteed by signature represented 47.8 percent of all
loans. This same guarantee was used for 53.4 percent of all small farmer loans.

In terms of the value of outstanding loans, the use of personal signature
stil] was the most important guarantee used by small farmers through 1971
(39.5 percent). The second most important guarantee used was chattel mort-
gages. However, the use of land mortgages was almost as important as
chattel mortgages in terms of the amount of credit guaranteed by this method
(24.3 percent versus 27.4 percent). Almost one-fourth of the value of small
farmer loans was covered by some type of land collateral. Considering the
small average loan size for this group, It Is questionable whether the ex-
pense of obtalning land collateral Is justified from either the Caja's or
farmer's point of view.

Collateral requirements for small borrowers have been modified recently
as outlined in the Credit Manual. The use of a co-signature for small far-
mers is no longer permitted although this has commonly been used as a guar-
antee as shown in Table 18. Personal signature can be used only for loans
of six years duration or less. Longer-term loans must still have additlonal
collateral, either through chattel mortgages on existing property or on the
expected product. Long-term loans for permanent crops must be guaranteed
by a land mortgage although the financing for the first six years of produc-
tion can be guaranteed using other collateral. it Is expected that during
the initial period the loan will be covered through the addition of a land
mortgage.

L. Other Subsidy

No direct subsidies to the borrowers are provided by the Caja
other than through reduced interest rates. Some subsidy might exist in the
provision of inputs to the farmers but insufficient data are available to
measure this component of the total program. The Caja Is a price leader for
fertilizer and selected seeds since it is one of the largest distributors
of these inputs. Even so, it would appear little subsidy exlsts for the
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Table 17. Distribution, number of borrowers, and value of outstanding
loans by type of guarantee and slze of borrower, November 9,

1971.
Guarantee and a Number of Percent :o:al Percent of
size of borrower borrowers of total alue total value
of loans
By Signature ($000)
Small Farmer 205,463 47.8 59,020 22,7
Medlum 11,427 2.7 10,754 |
Large 2,074 0.4 2,702 1.0
Total 218,964 50.9 72,476 27.8
Co-Sligned
Small 31,531 7.3 13,088 5.0
Medlum 2,803 .7 4,358 1.7
Large 775 .2 6 1.5
Total 35,109 8.2 21,432 8.2
Chattel
Small 105,360 24.5 40,935 15.7
Med lum 13,491 3.1 25,001 9.6
Large 2,095 .5 22,485 8.6
Total 120,946 28.1 88,421 33.9
Mortgage
Small 42,390 9.8 36,343 14.0
Medlum 11,056 2.6 26,053 10.0
Large 1,790 K] 15,958 6.1
Total 55,236 12.8 78,354 30.1
Country Total 430,255 100.0 260,683 100.0

%size of borrower Is by total assets: Small, less than $15,000; medium
up through $85,000; and, large, more than $85,000.

SOURCE: Unpublished Caja data.
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Table 18. The distribution of Caja small farmer loans outstanding, by type
of guarantee, November 9, 1971,

T ¢ _Number and value of loans outstandlng'
ype °t Number of  Percentd Percent? Value Percent® Percent®
guarantee borrowers ($ 000)
By Signature 205,463 47.8 53.4 59,020 22.6 39.5
Co-signer 31,531 7.3 8.2 13,088 5.0 8.8
Chattel 105,360 24,5 27.3 40,935 15.7 27.4
Hortgage (land) 42,390 .8 1.1 36,34 14.0 24,

384, Bg"&' 700.0 1'5'9'.'58‘5 57.3 T&)"g'
Bank Total 430,255 100.0 260,683 100.0

3%mal) farmers as a percentage of total Bank portfolio.

bAs a percentage of the small farmer portfolio of the Bank

SOURCE: Caja, Subgerencia de Credito.

o\



b

borrowers through the sale of Caja Inputs. The Superintendency of Price
Regulation, a natlional agency with power to regulate the prices of agri-
cultural products and Inputs, does fix prices on selected Inputs llke
pesticides, feed concentrates, and machinery repair parts.

5. Appreisal Techniques

For new small farmer clients a special loan request form |s
fllled out which Includes the name of the applicant, the purpose of the
loan, and the type of guarantee which will be used. An abbreviated net
worth statement or balance sheet Is Included in the request. In addition,
a land title, rental contract or other proof of right to use the land must
be presented. Two personal or commercial references also are required.

If the rental contract Is verbal additional data about the owner are
required.

Upon recelpt of the loan request, a credit Inspector visits the farm
to ascertaln the validity of the balance sheet, to evaluate the purpose
of the loan, and to recommend the loan terms. Upon recommendation of the
Inspector, the director of the agency officlally approves the loan and a
loan contract Is prepared. For loans of over 50,000 pesos (about $2,400),
proof of Income tax filing for the previous ycar must be submitted.

For old cllents (those with two or more cancelled loans), no farm
visits are made before loan approval. A farm visit Is made after the loan
Is granted to the farmer.

Attempts are made to visit all borrowers at least once during the loan
period to see that the credit Is belng used for the specifled purpose, but
this often Is not accomplished due to the limited number of fleld personnel.

Where chattel or real estate mortgages are to be used as loan collateral
a separate form must be completed by the fleld Inspector. This form Includes
more detail about the borrower and his operation: locatlon of farm, type of
tenancy, general conditions of the farm, soll characteristlcs, avallabllity
of water, a complete balance sheet, and a detalled description of the planned
Investments.

F. Collection
I. Repayment Record
Few historical data are avallable on repayment rates by Caja

borrowers. It Is known, however, that the Caja experienced more loan
defaults from 1969 to 1971 as compared with earlier years. For example,

.\43/
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at the end of 1967, the total value of loans outstanding was $190.5 million.
Of this, iz.o milllon or 3.7 percent was considered In default or uncol-
lectable. In 1971, the total value of loans outstanding was $263.6
million and $15.7 million or 5.9 percent was considered in default by

the Caja.

A more detailed breakdown of dellnquencyIS by zone and Department is
presented In Table 19. Two polnts stand out from this Table: (1) the
del Inquency rates have been increasing each year since 1968, and (2) the
Caribbean area has conslderably higher delinquency compared with the moun-
talnous area.

It can also be seen that the delinquency rates in the Departments with
a high concentration of small farms (and presumably with small farmer Caja
loans) are somewhat below the area or natlonal average.

In the following Table (Table 20) the percentage of borrowers and of
value of loans which were dellnquent are tabulated by borrower size and
Department. Using total country data, a lower percentage of the small
borrower group is dellnquent (16.1 percent) as compared with the medium
and larger borrower groups (17.5 and 31.9 percent, respectively). At
the same time, 17.6 percent of the outstanding loans to small farmers were
overdue as compared with 18.7 and 17.5 percent, respectively, for the other
two groups.

In most of the Departments this same relationship holds. For example,
16 of the 24 Departments show a lower percentage delinquency In the small
farmer group as compared with the other two groups. Unfortunately only
1971 data are classified In this manner and we are unable to see any his-
torical trends by group. In terms of loan values, 13 Departments show a
. lower delinquency rate for the small farmer group. These more detalled
data are presented In Tables G and H of the appendix. On the basis of
these data, albeit for only one year, the tentative conclusion is that the
small farmers are no more del inquent than the larger farmers and often are
less del inquent.

l"‘I’he Caja considers loans due for two or more years as 'defaulted"
and unlikely to be collected In the future. "Delinquency''ls a more general
measure of all unpaid loans.

15The delinquency rates presented in thls section are only indicators
of the true rates. There are two reasons for this: (1) the total value of
all medium and long-term loans enters the unpald statistics once the interest
or one payment is overdue--only part of the loan may actually be overdue.
For this reason, the Caja suggests the true rate Is 35 percent less than that
indicated. For example, a delinquency rate of 18 percent would in fact be
around 11.7 percent where only the unpaid portion of medium and long-term
loans Is inciuded. (2) On the other hand, the amounts unpaid and due are
compared with the total portfolio which Includes many loans not yet due.
This tends to bias the delinquency estimate in the other direction or down-
ward. Therefore, the delinquency rates are only approximations of the real
rates.
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Table 19. Value of due and unpaid loans as a percent of value of outstanding
loans by Department, 1968-1971,

Ratlo of value of due loans to value of outstanding loans®

Depar tment 7568 1963 1970 197
(percent)
Caribbean Zone
AtTantico 12.0 14.5 26.3 44,2
Bollvar 17.6 21,1 33.0 38.7
Cesar 16.4 17.1 30.4 39.5
Cordoba 15.3 20.9 27.2 32.3
Guajira 19.2 29.0 34, 47.7
Magdalena 17.8 26.7 30.5 38.8
Sucre 13.5 20,0 25.4 37.8
San Andres 12,5 19.6 19,2 38.5
Total 16.0 20.4 29.3 39.2

Andean Zone
Antioquia
Boyacab
Caldasb
Cauca
Caqueta
Cundinamarcab
Choco
Hulla
Meta
Narinob
N. Santanderb
Quindio
Risaralda
Santander
Tol Ima
Vaile
Amazonas
Arauca
Guainia
Putumayo
Vaupes
Vichada

Total
Country Total
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bDepartments with a high concentration of small farms.

SOURCE: Summary of unpubl ished Caja data.
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Table 20, Distribution of delinquent borrowers and of value of delinquent loans
by size of borrower and zone, November 9, 1971,

Zone and Ratlo of delinquent to Ratio of value of due
borrower silze total borrowers In group loans to outstanding loans
(percent)

Caribbean Zone

Small 33.9 32.5
Medium 32.1. 30.5
Large 47.5 31.8
Total 34.0 31.8
Andean Zone
Small 10.8 12.
Medlum 11.8 13.7
Large 20.5 10.3
Total 11.0 12.6
Total Country
Small 16.1 17.6
Med |um 17.5 18.7
Large 31.9 17.5
Total 16.5 17.9

3patio of the total number of borrowers with loans due to total number of
borrowers with loans outstanding within the group.

SOURCE: Summary of Table G the appendix.
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The 1971 delinquency data have also been tabulated on the basis of the
type of loan guarantee used as shown in Table 21. Generally speaking,
regardless of the type of guarantee used, the small borrower group had at
least as good, or a better loan repayment record compared with the medium
or large borrower groups. This holds almost without exception when looking
at the percentage of borrowers with outstanding loans which were del Inquent
for each type of guarantee used (there Is no discernable trend by slze for
loans with real estate mortgages). There Is less of a relationship between
borrower size and delinquency within ench guarantee grouping when loan values
are considered.

In addition, there Is little evidence to support the claim that loan
repayment Improves with the use of the more traditional real estate or
property guarantees. When studying any one size group, there does not seem
to be any significant difference In delinquency among the four types of
collateral used, with the possible exception of chattel mortgages which does
appear to be assoclated with slightly lower rates for all groups.

Insufficient data exist for directly relating delinquency with slze of
farm, type of crop, or with other variables. An Internal Caja review of
loan delinquency, especlally In terms of the coastal area, concluded that
30 percent of the delinquency could be explained by factors outside the
control of the producer; l.e. disease, loss of crop or llvestock, hall, and
flood. The remainder was attributed to the poor selection, supervision and
control of borrowers by the fleld personnel. The Increase in the del inquency
rates has been attributed primarily to the greater emphasis on small farmer
loans, although the previous analysis questions that conclusion. Neverthe-
less, even though the small borrowers are presently no more del Inquent than
the medlum or larger borrowers, If they (the small borrowers) had had lower
delinquency In the past then the Increase could be due to the recent empha-
sls on small farmers (the new small borrowers are more delinquent than the
""0ld" small borrowers).

2, HMethods

All borrowers are expected to repay their loans in cash at
the nearest Caja offlce. No special provisions have been established for
loan repayment by the small farmers.

3. Speclal Enforcement Procedures

The traditional enforcement procedures are used by the Caja
for delinquent borrowers, especially those who are considered to be Inten-
tionally trylng to avoid thelr obligatlons. Written notices and personal
visits are used initially. If this Is not effective, then Judiclal methods
are used go force the sale of property to cover the debt. The Judiclal
methods are used not only to collect loans but also as a moralizing force
for others. Group sanctions or other soclal pressures are not used now,
but If group loans are emphasized, as they are expected to be, then thls
method will likely be used.
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Table 21. Distribution of delinquent borrowers and of overdue loans by zone,
type of guarantee, and borrower slze, November 9, 1971.

Guarantee Due loans as a percentage of outstanding loans
and Car ibbean Zone Andean Zone
borrower size Borrowersd Valueb Borrowers Value
(percent)
By signature
Small 35.8 33.1 10.6 12.7
Medlum 36.8 31.2 9.7 12.7
Large 4o.4 33.2 19,5 26.0
Total 35.9 32.9 10.6 13.1
Co-signer
Small 29.3 33.3 13.5 13.3
Med{um 39.2 37.1 13.6 16.4
Large 56.4 12.3 36.5 13.0
Total 30.8 27.7 13.9 13.9

Chattel Mortgage

Small 28.6 26.5 8.7 11.3
Med{um 29.1 31.4 11.8 12.8
Large 52.9 b9.4 15.5 7.2

Total - 29.6 33. 9.1 10.6

Real Estate

Small 33.7 ko.9 15.2 1h. 4
Hedlum 29.1 26.8 13.4 14,6
Large k9.4 27.9 22.5 13.3

Total 33.5 3.0 15.1 14.3

'Percentages of borrowers in the groups Indicated which were dellinquent.

bPercentage of the value of outstanding loans for the group Indicated
which was In arrears.

SOURCE: Summary of unpublished Caja data.
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All loans which are overdue for more than one year are automatically
classified In the Caja accounts as ''bad loans' as required by the Superin-
tendency of Banking. A speclal fund Is specifically set aside to cover the
bad loans. Each agency is expected to prepare a monthly list of all loans
overdue for nine months so action (legal or other sanctlons) can be taken
to correct the dellnquency before they are classifled as ''bad" loans or of
doubtful repayment. A special fund Is budgeted each year to cover bad or
defaulted loans and the uncollectable loans are then dropped from the over-
due classification. However, the borrower Is stlll Identifled as defaulted
and cannot receive another loan.

The Caja is concerned about the recent increase In dellnquency and has
Instigated some special measures to reduce delinquency. The agency dlrectors
have been notifled of thelr responsibility to reduce dellinquency. Periodic
meetings are held In the fleld to discuss delinquency and methods for its
reduction. Flnally, In 1971 the interest rate on overdue loans was Increased
to 18 percent for the first two months the loan Is overdue, and to 24 per-
cent thereafter.

L. Rescheduling

The due date on loans Is often extended for borrowers who anti-
cipate they will not be able to pay on time because of Justiflable reasons
(1ate crop year, low prices, etc.). The date can be extended for a maximum
of one year but only If the original guarantee for the loan still exists.
The local Caja director is able to automatically allow a 60 day extenslon
of the due date for a group of loans which unexpectedly face the same type
of repayment problem. This allows time to analyze each Individual case on
its own merits.

Small borrower loans which cannot be repald by the due date and which
no longer are covered by the original guarantee, but are caused by natural
acts outside the control of the borrower (hall, frost, flood, disease, etc.),
are ellgible for refinancing. Refinancing takes the form of extending the
due date of the original loan for a longer perlod or by changing the loan
from short to medlum-term (up to six years) and by establishing a new loan
guarantee (personal signature, chattel or real estate mortgages). Medium
and large borrowers are allowed less refinancing flexibility, at least
according to published regulations.

Special instructions accompany the refinancing regulations stressing
that this method should not be used for conditions other than those already
mentioned and then only for special clrcumstances. The refinanced loans
are not separately Identifled in the Caja data so the extent of refinancing
is unknown.

A complete restructuring of the loan or of all the borrower's loans is
permitted where necessary. This would occur when a simple extension of the
due date or refinancing the loan would still not allow sufficient income to

753
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cover the scheduled obligations. In this case new obiigations, guarantee,
and due dates would be needed causing the loan to be completely restructured.

For borrowers who do not qualify for loan extenslon, refinancing, or
restructuring, the debt is elther cancelled and the borrower declared bank-
rupt, or legal sanctions are applied. Borrowers who face legal sanctions
are specifically identifled as ''sanctioned" In a central Caja flle and must
petition to the reglonal office If they wish to clear thelr records and
borrow In the future.

G. Costs and Flnance

1. Portfolio Profits and Losses

The change In portfollo slze over time was dliscussed In section
11.0.3 and Is shown in Table A, the appendix. The loan and capltal portfollos
have Increased over time with the exception of the 60s when the caplital (In
dollar terms using market exchange rates) was less than In the 1950s. The
Caja has consistently reported a profit In Its operations each year but due
to Its many activitles, the sources of the profit are unknown. The last
column of Table A glves some Idea of the turnover of the avallable capltal
(savings and pald-in capltal) since 1935. There has been a consistent Im-
provement in the turnover ratlo over the years.

2. Administrative Costs

No data were obtained.

3. Beneficlary Savings

All small borrowers are required to deposit their loan capltal
in elther a checking account or In a savings account. For those unfamiliar
with checking accounts the savings account deposit Is mandatory. The borrower
then withdraws money as needed. The Caja Is the largest savings Instlitution
in Colombla but data are not avallable to Indicate the proportion of savings
which can be attributed to small farmers. However, one would expect they
make up a significant proportion of the Caja savings portfollo due to the
mandatory provislons discussed previously.

As shown in Table A, the appendix, the Caja savings deposits have
accounted for 30-40 percent of the value of all outstanding loans each year
and obviously Is an Important Internal source of funding.

k. External Flnance

Cosmercial banks have been required to buy Caja bonds for a
number of years. They are presently required to Invest five percent of thelr
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total sight deposits in Caja bonds and another five percent In National
Development bonds. They must also Invest ten percent of thelr time deposits
in Caja bonds. In addition, they are required to Invest six percent of
thelr total loan portfolio In six-month bills of the Agricultural Finance
Fund (Fondo Financlero Agrario) which Is also avallable to the Caja. However,
the Fund Is not for small farmers; to qualify for financing, the fleld plot
must be between 10 and 100 hectares, although the lower 1imit 1s now belng
dropped to flve hectares.!® The commerclal banks generally exceed thelr
required levels for extending agricultural loans utlllzing the Central Bank
redlscount lines but they seldom exceed the required 1imits for purchase

of Caja bonds since they yleld considerably less.

Nevertheless, the forced purchase of Caja bonds by commerclal banks does
contribute to increasing the Caja's lending capabllity. As shown In Table 22,
about ten percent of the total assets of the Caja Is provided through pur-
chase of Caja bonds by the other banks ($43.6 mllllong. As of the end of
1971, slightly over half of the Caja's total loan portfollo was supported by
these same bonds and through rediscounts; the rest was flnanced through
deposits and paid capital. The Agricultural Finance Fund has also been used
by the Caja for Its lending activitles, reaching a level of $27.8 mitlion
In loans outstanding by the end of 1971 (approximately ten percent of the
Caja's total loan portfollo). Additional laws, such as Law 26 of 1959,
and other decrees, require commercial banks to loan to the agricultural
sector but apart from the Caja.

More recentiy, with the passage of Law 33 In 1971, the way was opened
for substantial future Increases in capltal resources for the Caja. That
law stipulated that: (1) the government Is obilgated to buy $10 million
of Caja bonds over the next ten years, (2) the Caja may Issue and sell
bonds on Its own, (3) the Caja Is exempt from all past forced Investment
of savings deposits requlirements (resulting In an estimated ten percent
Increase In overall lending capability), and (4) the Caja was able to
Increase the interest pald on savings deposits from four to elght percent
thereby Inducing additional savings deposits. It Is still too early to
analyze the effect of this Increase in returns to savings.

’

l"l’ermml Interview with the Director of the Agricultural Finance Fund.
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Table 22. Caja Agrarla balance sheet for selected entries, December 29, 1971

ASSETS LIABILITIES

(tn midlions of dollars)

Reserves 34.7 Demand Deposits 57.2
RedIscounted Loans 115.1 Time Deposlits 99.0
Net Discountable Loans 121.7 Central Bank Discounts 115.9
Agricultural Flnance Fund 24.9 Bonds 43.6
Loans to INCORA 16.8 Agrarian Finance Fund 13.1
Forced Investments 27.7 Other 84.3
Other linvestments 4.0 Capltal 27.2
Commod ity Inventorles 24.9
Bad Debts 24.5
Other 46.0

TOTAL 4%0.3 TOTAL RG0.3

SOURCE: Caja [21].

5. Institutional Solvency

The Caja Is considered to be very solvent financially. It Is
the author's Impression that this has been true of the Caja since Its infancy.

6. Forelgn Exchange Balance

The Increased production of cotton, wheat, corn and sorghuma,
and of llvestock, resulting from the Caja activities, has likely had a
positive Impact on forelgn exchange reserves elther through exports or
through Import substitution. On the other hand, the Importation of Inputs
I1ke fertilizer and farm machinery by the Caja has reduced those same re-
serves. However, no data were gathered to determine the net Impact of
these two opposing actlions.

H. Complementary Factors

1. Technology
(a) Technology extension and supervision

Almost all of the Caja credit Is In cash and, therefore,
Is not directly tled to a set of Inputs or to new technologlies. A few loans

M
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are In kind which forces the borrower to obtain the inputs through the local
Caja farm supply store but this method Is seldom used. There is now a move
to require borrowers to purchase all their Inputs through the store unless
the item Is unavallable. Nevertheless, this policy Is for the purpose of
supporting the input supply activities of the Caja rather than forcing the
use of recommended technology. There appears to be no consclenclous effort
by the Caja to force or at least to strongly encourage Its borrowers to
apply the recommended levels of Input use.

Virtualiy no technical services accompany the credit provided by the
Caja. This Is due to the very limited number of technical people working
In the program, Approximately 60 professional technicians work In the Caja
and they are avallable to the field agencles as consultants. They are not
used to provide contlinuous technical assistance to the borrowers. These
techniclans visit a zone to assist with speclal problems encountered In
crop or livestock production activities.

(b) Other arrangements for technical transfer

Historically, the Caja has elther assumed the Iinputs or
technology were readily available to the borrower or that the existing exten-
slon service of the Ministry of Agriculture provided the technical knowledge.
In fact, agreements were signed between the two agenclies. Even so, dissat-
isfaction with that system developed within both the Caja and the Ministry.

In 1968, an agreement was signed between ICA, the present research and
extension arm of the Ministry of Agriculture, and the Caja (referred to as
the ICA-Caja program). The orlginal contract allocated about $650 thousand
for this joint program. A 1971 agreement provided for an additional three
million dollars to set up ICA-Caja pilot project areas. Flve projects are
now In operation and a total of 20 are planned by 1973. The regional
projects are patterned after the Puebla project In Mexico. It Is an attempt
to coordinate and consolldate all governmental activities in the area,
especlally the technical assistance activities of ICA and the credit acti-
vities of the Caja.

ICA sets up field experiments and makes technical recommendations
while the Caja provides the credit. The experlence to date shows that the
avallability of credit far surpasses the availabllity of new technology.
ICA is reluctant to make recommendations without a sound research base.
Numerous field experiments are Just beginning to provide this Information.
The Caja feels that the techniclans are too slow in making recommendations
while those with ICA feel that credit Is too readily avallable, given the
present levels of knowledge.

Under these conditions, If a farmer does not repay, conflict Is llkely
to develop. Separate lists of potential borrowers are prepared by the two
agencles which further Increases the probabllity of agency conflict. Efforts
are now being made to jointly prepare a list of potential borrowers who will
recelve the coordinated support of both ICA and the Caja.
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(c) Nature of technology

The ICA research Is focusing more and more on the specific
problems faced by the small farmers, especlally as related to crop production.
In the pilot project areas, on-farm experimental and demonstration plots are
used to develop and disseminate new information.

ICA's research program covers the breeding and seleccion of all the major
crops as well as studles of disease, pest and weed control measures. Although
soil fertility requirements are studied at the main research statlons, there
Is insufficient experimentation at the farm level to test the results thus
obtained. Consequently, there Is as yet Insufficient knowledge on fertili-
zer needs for the maln groups of solls which results In weak recommendations
at the local level on optimum fertilizer use. The pilot projects are expec-
ted to help fill that gap in knowledge.

Nevertheless, sufficlent knowledge Is avallable In many areas, but the
credit and Inputs are not readily available for Its use. Some argue the
main priority should be to make the Inputs avallable, and once that Is done,
significant Increases In production will occur. Others, while recognizing
the Importance of Input availabillity, argue that such a program would be
highly selective and could possibly accentuate Income and social disparities
in the rural areas. By emphasizing the ICA program, the Government of
Colombia obviously assumes more must be done for the small producers than
Just providing seed and fertilizer.

2. Suppllies and Sales
(a) Program suppllies

As mentlioned previously, the Caja maintains farm supply
stores in many parts of Colombla, usually In the same bullding where farmers
obtaln Caja credit. Farmers must transport the inputs to thelr own farms
since the Caja does not provide this service. Even though there are many
Caja stores, a large number of farmers still live great distances from the
stores and the transportation of Inputs and products is time consuming and
costly.

The Caja tends to be the price leader for the items It sells and thus
has a moderating effect on local Input prices. A 1968 report [35] found
that the Caja (Bogota office) had a mark-up on fertlllizer of 10-12 percent
while other flrms had mark-ups of 14-23 percent. The price of complete
fertillzer (10-30-10) was found to be the following(Table 23):
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Table 23. Fertilizer prices In the Caja and for other distributors by
year, Bogota

1963 1964 1965 1966 1967 1968

(pesos)
Caja price 1336 1336 1376 1376 1822 1949
Competitor's prices 1460 1421 1415 1450 1910 2164
Percent difference 93 63 53 5% 3 113

SOURCE: [35].

In the more densely populated areas there are many private distributors
of farm supplies and there Is some question whether the Caja should also be
Involved In providing Inputs In those areas.

In the ICA-Caja project areas, Inputs are avallable elther through the
Caja stores or through private suppliers. The ICA extension agents do not
directly handle Inputs but a separate arm of the Institution Is responsible
for controlling Input quallity and standards.

(b) Program Infrastructure

The CajJa credit program does provide for loans to bulld
on-farm storage facilities and to construct smai| Irrigation works but
few loans are actually extended for these purposes. No credit is used to
bulld feeder roads, schools, or other Infrastructures. However, other
governmental agencles do help finance and construct these works.

(c) General access and avallability

It Is the author's judgment that fertillizer and seed are
not readlly avallable to small producers In many parts of the country, elther
through the Caja stores or privately. The CajJa smal) farmer credit Is not
directly tled to the use of these Inputs and little coordination exlsts
between the Credit and Supply Divisions of the Caja. The private sector
appears to respond to Increased farmer demands in the more densely settled
areas but not In the outlyling areas. Therefore, the Caja stores play an
Important role In supplying the needed inputs In those areas.

\’\\k
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(d) Guaranteed sales and price supportsls

The Government of Colombla has established an agricultural
price stabillizatlon program orlented toward the prime objective of maintain-
ing a level of prices that will assure the necessary Increases In production
to satisfy an expanding domestic demand, and to increase exports of selected
commodities. Also, the price support program |s designed to malntain stable
prices for baslc consumer foodstuffs as part of an overall economic stabill-
zatlon effort.

For a number of years IDEHA|6 and Its predecessor INA have carried out
price stabilizatlon operations on selected storable commodities. The level
of support prices has usually been announced at planting time. The announ-
ced support prices have Intentlonally been somewhat below the anticlpated
open market price in order to encourage the commercial sector to handle the
bulk of the commodities. At the same time, however, the support prices have
been set high enough to cover the farmers' production costs and allow enough
profit to keep stimulating producti-~~,

Although IDEMA has been maintalning floor prices for some 10 storable
basic commodities, more than 85 percent of total purchases during the 1968-71
perlod were concentrated In three commoditlies: rlce, corn, and wheat.

IDEMA purchases as a percentage of total natlonal production were highest
on wheat (14 percent to 46 percent). Rlce purchases were exceptlionally
large (21 percent of production) in 1969, a year when storage stocks that
had accumulated from previous years put downward pressures on prices. Pur-
chases of corn have ranged from two to seven percent of total production
while bean purchases reached 13 percent of production In both 1968 and 1969.

For many years the effectlveness of the price stablllzation operations
wds hampered by a lack of public storage facllitles and public funds with
which to buy conmodities. However. since 1964 IDEMA more than doubled its
storage capacity. Currently an IDB loan Is supporting a 50 percent increase
in IDEMA storage capaclty during the perlod 1970-73; the expanslon program
also Involves a major technological shift to modern facllities for cleanling,
drylng, classifylng, and mixing grains using bulk handling methods. |If
properly managed, the new facllitles will reduce losses and facllitate the
price stabillzation efforts of IDEMA.

Few small farmers directly particlpate in the IDEMA program since thelr
product sales are usually at the local market. The regular Caja credit
program has no provision to assist the farmers In marketing thelr products
although efforts are being made In the ICA and INCORA related projects to
form marketing cooperatives. Corn producers, and these are largely small

15sections (d), (f), and (g) were prepared primarily by Hector
Sarmiento, USAID, Bogota.

l6The Institute for Crop and Livestock Marketing.
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farmers, face sharp seasonal price fluctuations. To avoid these sharp
local price declines at harvest, IDEMA must have many more purchase polints
than It now has to be effective.

(e) Insurance

All Caja borrowers must pay an additlonal one percent
Interest charge to provide insurance on the life of the borrower for the
amount of the loan but not to exceed about $15,000 (300,000 pesos). If
the farmer has a short or medlum-term loan and Is over 60 years In age, he
does not quallfy. For loans over six years the maximum age limit Is 50
years. The present one percent charge results In a surplus In the Insur-
ance account. No crop or other type of Insurance Is avallable.

(f) Other program marketing managements

Food wholesalling operations in the larger urban centers
are carried out by a large number of relatively small, highly productive
speclalized firms offering very little service to the retaller. The GOC
has recently established a wholesaling agency (PAN) which promises to
Improve the sltuation. All these improvements In food marketing can have
an Important and potentlally favorable effect on both rural and urban
development. Wholesalers receive most of the food from speciallzed assem-
blers. These assemblers contact producers In the assembly centers where
they negotlate the sale of the product Just before harvesting. The trans-
actlon negotlatlion with urban wholesalers is done by telephone, usually three
to four days In advance of delivery. The assemblers usually arrange and
pay for transport of the product. It Is unknown how thls system affects
the small producer.

(9) General marketing condltions

Colombia's Internal marketing system for food and basic
consumer goods has evolved from the village market days that date back to
the colonlal perlod. Market days are still a common occurrence In rural
trading centers. The small producers sell thelr products In these centers,
usually for cash. If the local market Is small, which Is often the case,
the price Is highly sensitive to changes in supply. Increases In production
resulting from credit or other programs can sharply lower prices discourag-
Ing the purchase of Inputs llke fertlllzer. An effective support price the
small farmer can rely on will help solve this problem,

Plaza type markets are found In all of the major urban centers in
Colombla although these markets are relatively less Important In the
larger citles. Supermarket type retall outlets have been galning slowly
In Importance, but account for less than 10 percent of total retall food
sales In Bogota and Call, two of the major cities in Colombla. In the lar-
ger urban centers the bulk of the food retalling Is done by small nelgh-
borhood stores and public market stall operators,
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(h) Profits and risks

It Is difflcult to determine the profitability of new
technology for small farmers for a number of reasons. For example, the
returns to fertllizer use are unknown because: Inadequate data exIst on
product prices recelved by farmers; prices paid for fertilizer at the farm
level are unknown; and the true crop response to various levels of nutrient
use Is uncertaln. Nevertheless, during recent years the average price for
fertlllzer has risen more rapidly than farm produce prices as shown in
Table 24. That is, the farm products-fertilizer price index has been drop-
ping. Thls suggests fertillzer use is becoming less attractive unless new,
more responsive crop varietles are belng introduced to off-set this rela-
tive product-fertilizer price decline. It is unknown whether this price
relatlonship has continued through the early 1970s.

Table 24. A comparison of fertilizer prices and farm product prices by
year, 1958-1967

Fertillzer Farm
Year price index price index B:A
A B
1958 100 100 100
1959 110 106 96
1960 10 107 97
1961 110 126 115
1962 120 123 103
1963 207 172 83
1964 2M 234 97
1965 243 224 92
1966 282 255 90
1967 318 267 84

%8ased on average price of 10-22-11-2 fertilizer mix,

SOURCE: [35) and [37]).

No data were obtalned on the profitability of other Inputs or cultural
practices. However, one report strongly suggests profitable technology does
exist [52]. In the agency of Pledecuesta, which is part of the iCA-Caja
program, significant Increases in net Incomes resulted from combining the ICA
technical assistance with the Caja credit. Net Income per hectare from beans
and from corn more than doubled. Ylelds per hectare doubled or tripled by
using the new methods Introduced by ICA and financed by the Caja. The paper

«
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does not Indicate whether these data are from projections or from actual
farmer results. One would suspect this Is what the extension agents expect.

A fleld trip report by CIMMYT techniclans In 1970 suggested that the
present average levels of production in the Rionegro area could not be
Increased much over 50 percent In the next 6-8 years. In the Caqueza area
they estimated corn ylelds could be more than doubled. A three or four
fold increase In corn production was estimated for the Garcla Rovira area.

It does appear, at least for some areas of Colomblia, that significant
Increases in productivity are possible. Whether this potential translates
Into Increases in small farmer Incomes will depend on price stabilization,
marketing, and other governmental policles.

Risk and uncertainty are Important considerations for the small farmers
In Colombla. The responsiveness of these small farmers to new higher cost
technologies will 1ikely.be dependent upon the amount of risk or uncertainty
assocliated with the new technology. Technologies or practices which are
output Increasing but which do not Involve additional cash costs or risk will
be adopted more rapldly., More research Is required to test the above hypo-
thesis--It Is the author's opinion that this Is one of the most cruclal
factors affecting small farmer production practices.

111, EVALUATION
A. Performance
1. Apparent Uses of Credit

Few data exist concerning the true use of Caja credit by the
borrowers. The limited farm visits by the Caja Inspectors help ensure the
money |s used for productlive purposes but fleld studies have not been made
to empirically measure borrowers' compliance with loan objectives. No doubt,
the loans to very small farmers are used for consumption expenditures and
the Caja has assumed this Is the case.

2, Effects

No data are available on the impact of credit on production,
farmn income, choice of technology, employment, or on other factors. A re-
search team in the Central Bank Is beginning such a study but results are
not yet available. Also, considerable data are being collected in the ICA-
Caja project areas and will be available shortly.

A limited study in one municipality by the Central Bank team did show
that the Caja small borrowers used considerably less new Inputs as compared
with the INCORA borrowers. For example, over 98 percent of the INCORA
borrowers used fertlilizer and Improved seeds while less than half of the
Caja borrowers used these two Items. Of course, the INCORA program Includes

9,
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an Intensive technical assistance component. No data are avallable to
measure the added beneflits resulting from the INCORA credit and assistance
(which Is costly) as compared with the benefits from the less costly Caja
credit without technical assistance.

3. Progress Towards Other Objectives

With the recent shift towards smaller farmers, the Caja does
seem to be making some progress towards reaching this group more effectively.—. - .
The establishment of the ICA-Caja projects Is probably the most significant
action taken by the Caja to effect this change.

4. image

The Caja Is considered to be a responsible, competent and
serious Institution by people at almost all levels. This general positive
attitude Is rather surprising considering the size of the Caja. The Caja
Is respected by the farmers. The rules and regulations appear to be spelled
out clearly and are adhered to by the fleld offices. When a farmer borrows
from the Caja there Is no doubt that he |s expected to repay the loan. This
does not mean, however, that discontent does not exist. Small farmers who
cannot recelve loans through the Caja obviously will be critical of the estab-
1ished requirements and would 1lke to see them changed. Fallure to provide
the right kind of Inputs on time in the supply stores Is also a common complaint.

In summary, the collective opinion of many observers Is that the Caja
Is a well managed, successful bankl operation. One should not assume,
however, that observers feel the Caja Is effectively helping the small
producers In the country. The general feeling Is more mixed In this regard.

8. Evaluation Procedures and Feedback

No systematic evaluation procedures exist In the Caja credit pro-
gram. In addition, few base data are collected from the farmer when he flrst
enters the program nor are periodic studies made of the borrower's progress
over time. Therefore, the Caja |Is unaware of the impact of Its credit on
productivity, Income, Income distribution, employment, or on the net worth
of the borrowers.

The Caja has evaluated Its credit program In terms of the traditional
banking criteria of profit or loss, numbers of loans, and delinquency.
Little attention, until recently, has been pald to the development effects
of Its credit program, Very few field studies have been Initiated by the
Caja to measure program performance, but the Increasing amount of data from
the ICA-Caja projects should help fill this information gap.
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C. Problems
|. Governmental Level

For many years the Caja operated Independently of the Min-
Istry of Agriculture. And, as a result, the credit policles of the Caja
often were not In harmony with those of the Ministry of Agriculture. This
conflict has now been largely resolved with the reorganization of the MIn-
istry of Agriculture and with the Inclusion of the Caja under the organl-
zatlonal umbrella of the Ministry. The establishment of the interlocking
boards of directors for all the major Institutions working In agriculture
has also brought about more coordination. Nevertheless, further coordlina-
tlon of price, marketing, credit, extenslon, and research policles Is
needed to effectively reach the small farmers. This also Implies closer
coordination between the credit division and the other divisions In the
Caja Itself. The Caja now faces a major problem of how best to reach the
many small farmers without significantly Increasing costs. It also faces
the Job of establishing a systematic procedure for analyzing the effect of
the credit on the small producer and measuring that effect over time.
This Implies a rather massive on-the-job tralning program for fleld personnel.

2. Agency Level

Lack of tralned personnel Is probably the blggest problem
facing the field offices. Many agencles are not able now to visit each
borrower and If further emphasis Is placed on small farmers this problem
will become even more serlous.

Establishing effective coordination between ICA and the Caja at the
local level Is likely to be a problem in many areas as the ICA-Caja projects
are expanded. Close coordination between the technical assistance of ICA
and the credit of the Caja Is a must for these projects to succeed.

The slow borrower turnover Is also a problem for most agencies. Few
new borrowers enter the program In any one year. If a large number of new
borrowers enter the program through the ICA-Caja projects, the exlisting
application and loan procedures may bog down and cause excesslive delays.

In anticipation of this problem, the Caja needs to serlously evaluate pre-
sent loan procedures for the purpose of establishing new forms and procedures
to rapldly handle more iocans while at the same time maintaining sufficlent
loan control and supervision to ensure repayment. Present collateral re-
quirements may have to be modifled to meet thls objective.

3. Farm Level

Hany problems exlist at the farm level. Farms are often loca-
ted great distances from the Caja office making It difficult and expensive
for the Caja agent to visit the farm or for the farmer to obtaln credlt or
Inputs from the Caja. This same distance also affects loan repayment and
collection.

,
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Farmers are highly Individualistic which makes group loans or cooper-
ative loans more difficult. Even when groups are formed, It Is often a
serious problem to keep them Intact due to the lack of local leadership or
interest.

Most of the small farmers live In the mountainous reglons and thelr
plots are fragmented and often are on steep slopes reducing the production
alternativesavallable to them. Technical recommendations must often be
modifled to account for the large variations In altitude, solls, and climate
within the same agency.

D. Conclusions About Small Farmer Credit

1. Hajor Problems of Small Farmers

The problems faced by the small farmers in Colombla are as
numerous and as complex as any found In the world. These Include:

(a) Lack of land - the units are small and scattered, )ittle poten-
tial exists for land expansion where small farmers are located
without off-farm migration. Land reform is needed but even If It
were executed, a significant population shift away from the mini-
fundio areas to the areas where larger size units exist would be
necessary.

(b) Poor land quality - the small farmers are located In the moun-
tainous regions where erosion, climatic extremes, and poor solls
are common.

(c) Limited access to capital - the small farmers usually require
additional capital to obtain more command over land as well as
other resources. Many are not able to obtain credit through
institutional sources and must rely on private money lenders,
friends and relatives.

(d) Limited access to other services - new technology often does
not reach the small farmer, or If so, it Is In a form which he
cannot use. This results from research not being geared to
his needs. As an example, ICA corn experiments have shown It
Is possible to significantly increase ylelds over traditional
methods by using new varieties. But the new varieties . ssume
a8 monoculture and small farmers often plant corn and bo-.s
together which requires a strong corn stalk, not a character-
Ictic of the new variety. Thus, the new variety does not meet
the needs of the small farmer and it Is rejected. Too, other
Inputs are not readily avallable to the small farmer in many areas.

(e) Marketing Is difficult - the mountainous terrain Increases the
problems of transporting and marketing farm products and the
problems of purchasing Inputs. Local prices are highly sensi-
tive to changes In supply.

\a
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(f) Little political volce - small farmers and other low-income
familles are not well organized and are therefore poorly rep-
resented In the political process.

(9) High risk - small farmers have incomes at or near the subsls-
tence level. Thus, high varlabllity of Income is a high cost to
them and efforts are made to stabillize income even at the expense
of higher Income over time. New technologies often require
that the small farmer assume the assoclated risk which Is In
conflict with his need for risk aversion.

2. Role of Credit

Obviously, credit cannot and should not be expected to solve
these many small farmer problems. In fact, the Caja program has only sol-
ved, to some extent, the problem of access to institutional credit. Even
so, onlya limited number of the small farmers have been able to participate
In the program. It can also be sald that the Caja supply stores have made
some Inputs more readily avallable to the small farmers. On the other hand,
the CajJa credit has not helped to solve the other small farmer problems.

Even though It has not done so, the credit program could be Instrumen-
tal In providing some rellef to the other problems. For example, a greater
shift of new loans to small farmers could, If used correctly, Increase
caplital formation among small farmers. |f this contlnued for a number of
years, it would llkely Increase the demand for land resources by small
farmers. This policy, along with direct loans to small farmers for land
purchases could significantly reallocate land resources over time, thereby
re-enforcing on-going land reform efforts. In like manner, directly tying
smail farmer credit to Input use could stimulate Improved coordination among
the extension techniclans, the suppliers of inputs and the Caja.

3. Credit and New Technology
(a) Triggering small farmer development

Institutional credit Is necessary If small farmers are
to adopt new, and usually more costly, technologies which are required to
raise productivity and thus income levels. However, even though It Is neces-
sary, Institutional credit Is by no means a sufficlent condition for small
farmer development. In fact, the limited success that we have seen around
the world can be attributed to the erroneous assumption that credit is a
sufficient condition for small 7:..ser development.

Small farmer development imp! ~¢ Increasing farm family Income levels.
Welfare payments will provide - - : ‘ncrease but this Is not a viable, long-
term alternative. Small farmer Incomes can increase through (1) recombining
existing resources (Schultz argues that little potential exlists for doing
this and the author agrees), (2) obtalning command over more resources
(buy or rent land, labor, or capital), or by (3) applying new, more profit-
able factors of production (technological advance). Of course, reducing
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Input costs, Increasing product prices, or doing both wiil Increase Incomes
under all three alternatives. Price policies are important but are not
sufficlent when Isolated from the other policles.

The provision of new factors of production holds the greatest promise
for triggering small farmer development. Since the new factors are normally
provided off the farm, the need for credit should be obvious. But, credit
will be Ineffective untll that new technology |s made available to and Is
profitable for the small farmer. Agaln, as mentlioned previously, the adop-
tion of the new Inputs will depend on their profitability and their asso-
clated risk. In areas where the technology Is already known, high priority
must be placed on making the Inputs avallable and In providing credit for
their purchase. In most areas, first priority needs to be placed on pro-
viding the new technology.

(b) Sustaining small farmer development

New technology has been identified as the key for trig-
gering small farmer development. Continual development will not be possible
unless this technologlcal "injection' takes place year after year. This
Iimplies two things: (1) Investment in research focusing on small farmer
problems must continue over time, and (2) additional credit will be requlired
to finance the Increasing use of non-farm inputs. In essence, It is assumed
that Institutional credit will still be a limiting factor on the small
farmer's ability to continue to purchase new Inputs. However, as levels
of living increase, internal savings should also Increase, thereby reducing
somewhat the necessity for external financing.

In addition, once new Inputs are applied and Increased productivity
takes place, other policies then become crucial. Governmental price and
marketing policles, transportation and communication Investments, land
tenure patterns, and educatlional poilcies will seriously influence the
distributive effects of the adoption of new technology by farmers. Even
If new Inputs and credit are made avallable to the small farmers, we can-
not assume development will automatically take place since the other poli-
cles then become significant.

4. Conditions for Success of Fallure

Criteria for measuring success wil) differ from country to
country and person to person. A credit program can be very successful
from a banking viewpoint (low cost per loan, high repayment, a large num-
ber of loans, wide coverage, etc.) but be a fallure In terms of borrower
Improvement (net worth, productivity, Income, level of 1iving, etc.) or
vice versa. It should be obvious that these two viewpoints are not neces-
sarlly in conflict. Ideally, one would hope that a credit program could
reach both objectives--an efficlent banking operation which significantly
improves the well-being of Its borrowers over time. Nevertheless, In a
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development context, It can be strongly argued that the borrower's develop-
ment should be the maln criteria for measuring success, even at the expense
of efflicient banking. High loan repayment completely ignores the questlion
of how the farmer In fact was able to repay the loan--by borrowing else-
where, by selling off some assets, by dipping Into past savings, or through
an increase in Income during the loan perlod as a result of some change In
his operation. We should be Interested in focusing our attentlion on the
last |tem.

At the risk of being criticized for over-simplifying a complex process,
the following conditlions for the success of a credit program by order of
priority are presented:

(1) A profitable new Input must exist, be available and in a form
acceptable to the small farmer;

(2) The new technology must not involve more risk or uncertainty for
the farmer or, If so, that risk must be partlally or totally
covered by someone other than the Individual farmer;

(3) Credit must be avallable to the farmer to purchase the new Input
at a price which stll] makes the Input profitable (probably insti-
tutional credit);

(4) A market and a reasonably stable price must exist for the increased
production to Insure that the continual use of the new Input is
still proflitable;

(5) The lending agency must be operated efficiently, and the credit
program must be self-supporting (sufficiently high interest
rates to cover operating costs and inflatlion).

A number of Impliclt assumptions are incorporated In these conditions.
For example, Item (1) implles a research effort focusing on small farmer
needs; a distribution system to get the Input to the farmer; and, If neces-
sary, an extension service to explain and educate the farmer on the use of
the new Input. These conditions are temporal in nature: if credit, item
(3), Is made avallable before conditions (1) or (2) are met, then It will
be largely ineffective In helping the small farmer. In like manner, empha-
slzing marketing coops or lending agency efflciency before the previous
conditions are met will not bring about the desired result. Obviously, If
resources permit, all conditions could be attacked at once but few develop-
ing countrles are able to do everything at once.

In summary, the Caja Agraria could be considered highiy successful from
a banking perspective. The ioaning procedures are well organized, excesslve
loan delays are not the rule, and loan repayment rates are relatively high.
However, no data are avallable to measure Its success from the borrower's
perspective. Although for smal) farmers, one would doubt that the credit
program has brought about any significant changes In Income or productivity,
Nevertheless, the credit may have been significant for the smal} potato
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producers and for the small farmers In the more heterogeneous farm slze
areas where new technology has become avallable not only to the larger units
but to the smaller farmers as well,

S. How Could the Program be Improved

The author was nnot able to observe the operations of the Caja
for a very long period of time, and as a consequence, It Is difficult to
make specific recommendations on how the program might be Improved. However,
In the Interest of contributing to a continual Improvement of the Caja's
operation, and recognizing the above limitations, the following general
recommendations are made:

(1) The recent shift from a traditional banking program to a program
more orlented towards development shouid be continued. However, this does
not mean that the Caja should use the ''development umbrella'' as a convenlent
way for Justifying portfollo erosion, high dellnquency rates, yearly losses,
and Inefficiency as done by ''development banks'' In other parts of Latln
America. Rather, the present banking standards should be maintalned while
trylng to Improve the effect of the total Caja operation on small farmer
development.

(2) More Caja resources should be shifted towards the small borrowers.
High priority should be placed on extending credit to those small farmers
who are able to obtain technical assistance (privately or through ICA),
thereby increasing the probabllity the credit will be effective In ralsing
Income levels.

(3) In areas where new technical Inputs and recommendations are
available, and are profitable, the use of these Inputs should be a conditlon
for granting a loan.

(4) Minimum base data on present levels of production, Income, net
worth, and on the farmer's general level of living should be collected for
all new cllients.

(5) Perlodic random sample surveys should be made to measure the
borrower's progress In terms of the criteria identified In (4), as a result
of recelving credit. The findings should then be used to modify lending
policles.

(6) Further coordination Is desirable between the Input and Credit
Divisions of the Caja. The Caja should seriously consider reducing Its
supply activities In the densely populated areas where private suppllers
are adequately meeting farmer Input needs and shift Its resources to the
outlying areas where Inputs are not readily avallable to the farmers through
the private sector,

(7) The extent of small farmer savings In the Caja should be studled
to determine Its Importance and to Identlfy ways to further mobllize rural
savings.
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(8) Loan data collection needs to be further standardized to ensure
similar Information Is provided periodically so that discernable trends
can be recognized. The past yearly reports have Included loan data but It
Is difficult to study trends since the data are tabulated differently each
year or every few years,

IV. ROLE OF TECHNICAL ASSI{STANCE

A. A.1.D. Inputs

AlID has not directly supported the Caja Agraria activities untl]
very recently. In 1971, Loan 064 was signed which provided $28 million
to the agricultural sector of Colombla. About S1 million of this was
earmarked for the ICA-Caja projects. In 1972, a second agricultural sector
loan (Loan 067) was signed. This loan provided a total of 600 milllon pesos
(about$30 mililon) of which $19 mi1lion was earmarked for small farmer
credit through the Caja, principally for the ICA-Caja and INCORA programs.
No other direct assistance has been provided the Caja but AID has directly
supported the INCORA supervised credit program In the past. The Caja Is
responsible for maintaining the loan accounts and for disbursing and
collecting the loans in the INCORA program,

B. Other Donor Inputs

The Inter-American Development Bank (IDB) has provided some capltal
assistance to the Caja. A $12.2 million farm mechanization loan was made
In 1967. To the author's knowledge, the 10B has not provided any technical
assistance to the Caja.

The World Bank Group has provided the following loans: $S million In
1954 for agricultural mechanization (1arge farmers); $16.7 mil1ion In 1966
for livestock production (1arge farmers); and $18.3 million In 1969, also
for livestock activities. Four technical advisors In livestock were also
provided with the 1966 loan. Two advisors accompanied the 1969 loan.

C. Effects

The effect of the outside assistance on the small farmer credit
activities In the CajJa has been negligible.
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Table A. HlIstorical development of Caja Agraria's fileld offlces, loan
portfollo and savings®
Credlt Loan Savings Pald ™ Turnover
Year 0fflces Por;follo Depgslts Cagltal F'é'f'
(5000) (5000) (5000)

95 23 1,329 1,123 702 .72
1940 27 6,130 2,748 1,297 1.52
1945 97 11,615 . 16,286 3,624 .58
1950 127 32,831 24,130 12,238 .90
1955 230 104,406 46,507 34,321 1.29
1960 524 110,627 48,223 34,204 1.34
1965 600 106,355 40,174 26,160 1.60
1970 661 230,211 89,358 29,222 1.94
1971 680 263,665 99,042 27,167 2.09

%See Table B for the exchange rates used for converting pesos to dollars.
The 1935 - 1950 figures were converted at the 1950 rate.

figures and include non-agricultural loans.

b

SOURCE:

Caja, yearly reports.

Authorized capital Is $30 million at 1971 rate (600 million pesos).

These are non-deflated



Table B. Yearly exchange rates used for converting pesos to dollars

Exchange rates:

Year Colomblan Pesos/U.S. Dollar
1950 3.70
1955 4.16
1960 7.33
1961 .8.82
1962 1.1
1963 9.59
1964 12.82
1965 18.29
1966 16.30
1967 14.73
1968 16.38
1963 17.36
1970 18.48
1971 20.00
1972 "21.00

SOURCE: USAID, Bogota and United Nations, Monthly Bulletin of Statistics.




Table C. Loans outstanding In the CajJa Agraria by activity for selected years. Amount of loans outstanding as of June 30 of the
year Indicated,

Activity 1950 1960 1965 1966 1967 1968 1969 1970 197

{in alllions of pesos)
Agricul ture
otton

1.3 7.3 28.6 A9.1 46.4 69.5 88.2 179.8 181.4
Rice 1.6 14.2 75.5 108.3 100.3 166.2 222.9 227.4 280.6
Bansna A 3.1 N 3.9 28.2 35.6 30.1 32.8 45.3
Coffee 20.3 69.3 123.1 137.4 152.5 181, 218.7 219.7 . 272.9
Sugar Cene 2.1 13.3 6.4 52.3 s&.7 63.5 70.7 73.7 83.9
Vegetobles N 3.8 15.0 21.8 7.6 13.3 41.8 51.0 33.8
Corn 1.2 9.8 6A.S 84.3 93.2 115.2 159.6 189.7 253.5
Potatoes h.?7 12.4 39.4 48.8 60.1 93.3 84.9 103.7 132.7
Other crops 12.4 45.6 118.1 160.2 197.8 243.8 261.4 281.2 402.0
Machinery A5 60.4 102.3 128.4 149.2 138.7 119.6 248.7 229.8
Land (crop) 1.2 52.5 72.4 62.2 101.8 108.4 211.9 156.6 186.3
Coops 1.1 1.1 .3 8 .1 1.1 2.9 1.4 A.S 48.8
Other . 29. .2 ). 110.1 106.1 76.0 87. 101.0
Sub-Total ‘55'2‘ I}g‘é 7‘8‘! m-f T.To3.6 T 3887 T.386.9 TT;H, . 2,2551.7
Livestock
Cattle Breeding 28.1 236.0 524.8 S34.6 $70.5 790.6 851.6 1,140.2 944.3
Olary 3.9 25.3 55.0 65.1 73.7 112.0 155.0 170.6 196.2
Other cattle 26.3 .7 61.1 s8.s 61.6 82.6 132.8 128.8 151.0
Pasture - 39.4 72.4 67.8 58.3 91.3 133.6 105.2 77.9
Land 1 16.3 22.0 19.3 35.7 32.9 80.4 37.0 51.1
Rachinery \ 1 2.7 ~-~ l;.g 1&8'3 ;I.S gs.h ;0.9 13 :
Othar .0 29.1 1 123. 2. 169. 287.2 181. 0
Sub-Total S . 8437 . 3T.T 1,290 a 1.715.6 T,778.0 I.;is 0
Other
sing - 45.9 106.9 116.3 86.5 113.4 187.3 154.3 176.5
Industry-mining 6 ~§.5 99.: 109.6 I:J.h 126 7 153.8 124.0 150.5
Other - .5 120. 151, 140.0 330 4 271.
Sub-Total 4 ?g.i 328, 2 . 380.1 "K;I'% 22 i
TOTAL 1213 ] EE Tﬁ_"é ,_g_;r_? 3 LoT  IEEE v “%:f%

SOURCE: CaJa yearly reports.
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Table O,
year Indlicated.

Loans outstanding In the Caja Agrarla by actlivity for selected years.

Amount of loans outstanding as of June 30 of the

Activity 1950 1960 1965 1966 1967 1968 1969 1970 197
(in alillons of doliars)
Agriculture
Cotton .35 2.36 1.56 3.0! 3.1§ .24 5.08 9.73 9.07
Rice A3 1.94 413 6.6A 6.81 10.15 12.84 12.00 14.03
Banana .03 .42 .22 .25 1.9 2.17 1.73 .77 2.27
Coffee 5.h9 9.45 6.73 8.43 10.35 11.09 12.60 11.89 13.6A
Sugar Cane .S7 1.81 2,54 3.2 N 3.88 &.07 3.99 4.20
Vegatabdles N .52 .82 1.34 .52 .81 2.39 2.76 1.68
Corn .32 1.34 3.52 5.17 6.33 7.03 9.19 10.27 12.67
Potatoes 1.27 1.69 2.15 2.99 .08 5.69 A.89 5.61 6.63
Other crops 3.3% 6.22 6.5M6 9.83 13.03 14.88 15.06 15.22 20.10
Machinery 1.22 8.23 5.59 7.88 10.13 8.47 6.89 13.46 11.49
tand (crop) .32 8.23 3.96 3.8 6.91 6.62 12.21 8.47 9.32
Coops .30 .15 .02 ".01 .2; 6'? ’..08 ’..zh 2.44
Other 2.02 4.0 &, . . . . . .0
Sub-Total 15.78 “_Ié ﬂ‘%} !T%% 7%_33 32_52_ 97. YW%; ||§5;
Livestock
~ Cattie Breeding 7.59 32.20 28.69 32.80 38.74 08,27 49.06 6.7 YR
Dairy 1.05 3.48 3.00 3.99 5.00 6.84 8.93 9.23 9.81
Other cattle .1 A3 3.34 3.59 A.18 5.04 7.65 6.97 7.55
Pasture - 5.38 3.96 A6 3.96 5.57 7.70 5.69 3.90
Land .03 2.22 1.20 1.18 2.82 2.01 4.63 2.00 2.55
HMachinery '.gg .36 - zg .60 .70 299 .39 .66
Other . . 6.2 . .70 10. 16. .81 15.2
Sub-Total A [LA:5) ?;'gg' FETE ;z.ii . ‘l!'é% . §§'&' :
Other
Housing - 6.26 5.84 7.13 5.87 6.92 10.79 8.35 8.83
Industry-aining .16 1) 5.M3 6.72 9.74 7.7% 8.86 6.7 7.52
Other - 6. 6. 5.86 9.60 8. .0k 18.68 13.
Sub-Total 18 s |7.E§ T9. 38,31 . b 15.
TOTAL 3283 “T%% 105.3% . TR 69 . 28. 730. 9.
SOURCE: Caja yearly reports.

he
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Table E. Caja Agraria fertlllzer sales by nutrlient, 1965-71
Nutrients Total Value
Year N : onz Kzo Total Current uss?
R A A Metric tons = = = = = = = = = o= - w.aa.o thousands - ----

|96§ 5,459.5 18,350.7 8,099.3 31,909.5 84,280 4,608
1966 5,962.5 19,262.9 8,774.0 33,999.4 98,439 6,039
1967 11,370.2 23,857.6 11,068.5 46,296.3 157,253 10,676
1968 9,743.8 25,608.8 11,404.9 k6,757.5 175,047 10,687
1969 9,049.0 22,775.0 10,646.0 42,470.0 164,892 9,498
1970 15,274.0 27,578.0 13,402.2 Sh,254.2 220,949 11,956
1971 16,134.0 29,276.2 12,895.9 58,306.1 244,226 12,211

aCurrent pesos converted to dollars using the free exchange rates shown in Table B.
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Table F.

Caja Agrarla seed sales of potatoes, wheat, and corn, 1965-1971

Potatoes ¥Wheat
Year Metric tons Value?® Metric tons Value Metric tons Value
1965 - - 2,984 489 1,297 319
1966 - - 3,113 604 1,428 394
1967 244 732 3,676 749 2,197 671
1968 373 68 4,494 823 1,732 476
1969 1,085 188 2,773 559 2,010 695
1970 1,397 227 1,654 313 1,655 537
1971 735 10 1,639 287. 1,833 556

8converted to dollars using ‘the exchange rates shown In Table B.

SOURCE:

Caja, Cresemlllas records.

9L
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Table G. Number of del{nquent borrowers and value of due loans as a percent
of the Department total, by borrower size and Department, November 9,

1971,
Zone and Rates of delln uenqyb
Department Percentage of borrowers ‘Pg?cengggpféf loan value
st M L S M L
(percent)
Caribbean Zone
Atlantico 37.0 ,s b4, 0 26.3 45,0 5,7
Bol lvar 31,2 39.1 46.7 29,0 34.0 38.6
Cesar 38,2 by 1 60.9 h4.0 33.8 33.6
Cordoba 34.6 22,7 26.9 30.9 21.0 17.6
Guajlra 40.4 38.3 ks.5 43.1 33.8 h1.5
Magdalena 33.9 26.2 23.0 33.4 27.3 26.8
Sucre 30.7 10,7 14.0 25.4 14.5 11.7
Total 33.9 32,1 47.5 32,5 30.5 31.8
Andean Zone
AntToqula 10.8 11,3 7.1 12.9 12,5 5.1
Boyaca 8.1 5.8 9.3 8.2 14,0 17.5
Caldas h.9 5.9 18,9 5.3 8.6 16.8
Caqueta 18,5 17.9 - 19.5 20,0 -
Cauca 12.3 17.6 20.5 21,2 18.8 39.8
Cundinamarca 8,1 17.5 h2,0 15.0 17.5 9.0
Choco 28.6 - - 16,0 6.2 -
Hulla 7.0 8,7 5.7 6.3 11.5 1.4
Meta 24.9 19.8 19,6 30.3 20.8 13.2
Narino 13.9 17.0 9.9 14,2 14,8 1.4
N. Santander 7.5 9.3 15,2 9.7 1.7 5.1
Quindlo 5.5 6.2 26.3 4.4 h.9 19.2
Risaralda 7.6 4.6 - 6.4 3.6 -
Santander 11,7 17.5 18.6 13.0 22.6 20.3
Tol Ima 11.8 9.0 5.2 12,0 1.1 5.5
Valle 8.5 12.1 15.8 9.6 10.8 9.3
Territorios 26,2 8.1 33.3 26.7 15.3 16.3
Total 10.8 1.8 20.5 12.8 13.7 10.3
Country Total 16.1 17.5 31.9 17.6 18.7 17.5

% = small borrower; M = medlum slze borrower; and L = large borrower.
A1) filgures are In terms of the loans outstanding for the date Indicated. -

bAll percentages are in terms of the Department total,
SOURCE: Summary of unpublished Caja data.



Table H. Distribution of Caja small farmer loans: number of borrowers, value of loans outstanding and value
of loans due, by Department and Zone, November 9, 1971.

Loans Outstanding Loans Due
Zone and Number Percent Value Percent Number Percent Percent Value Percent Percent
Department of of ($000) of . of delling of {$000) delin- of
Borrowers Total _Total~ Borrowers quent  Total quent”  Jotal
Car ibbean Zone
Atlantlco 9,602 2.5 3,92k 2.6 3,555 37.0 5.7 1,051 26.3 4.0
Bolivar 18,560 4,8 6,105 4,0 5,798 31.2 9.4 1,769 29.0 6.7
Cesar 7,613 2.0 §,727 3.2 2,905 38.2 5.7 2,078 44.0 .7.9
Cordoba 19,805 5.1 7,099 4.8 6,847 34.¢ 11.0 2,196 30.9 8.4
Guajlra 4,530 1.2 3,911 2.6 1,855 40.4 3.0 1,684 L43.1 6.4
Hagdalena 3.92'0 5.6 4,562 2.1 3.320 33.9 5.5 :.5?6 33.: 5.3
Sucre | 2 . 2 .0 30.7 . 0 25. .
Sub-total 88,918 23.i 32.256 28.3 30.%05 33.9 Eg'% T\"%F 32.5 %1.9
Andean Zone
Antloqula 28,830 7.5 9,608 6.4 3,109 10.8 5.0 1,237 12.9 4.7
Boyaca 40,385 10.6 12,191 8.2 3,281 8.1 5.3 1,000 8.2 3.8
Caldas 11,051 2.9 5,526 3.7 538 4.9 .9 295 5.3 1.1
Caqueta 5,766 1.5 2,448 1.6 1,067 18.5 1.7 477 19.5 1.8
-Cauca 20,452 5.3 5,555 3.7 2,506 12.3 4.0 1,179 21.2 4.5
Cund Inamarca 34,882 9.1 13,705 9.2 2,814 8.1 4.5 2,058 15.0 7.8
Choco 2,172 .6 671 h 621 28.6 1.0 108 16.0 b
Hulla . 16,649 4.3 7,657 5.1 1,169 7.0 1.9 482 6.3 1.8
Meta 7,868 2.0 4,758 3.2 1,962 24.9 3.2 1,442 30.3 5.5
" Narino 26,311 6.8 10,359 6.9 3,664 13.9 5.9 1,468 4.2 5.6
N. Santander 14,155 3.7 5,071 3.5 1,060 7.5 1.7 489 9.7 1.9
Quindlo 3,703 1.0 2,637 1.8 205 5.% .3 17 .4 N
Rlsaralda 6,841 1.8 3,104 2.1 519 7.6 .8 197 6.4 .7
Santander 35,187 9.1 10,485 7.0 §,126 1.7 6.7 1,362 13.0 5.2
Tol ima 24,802 6.4 10,989 7.4 2,929 11.8 4.7 1,32} 12.0 5.0
valle ll.62| 3.0 S.GAg 3.2 Sgg 2.5 ;.g ggg 22.6 g.é
Territorlos 5,143 1.3 2,;] 1. l,% 26.2 . . .
Sub-TOtO‘ 295.828 7 09 3. 25 7507 3 ’ 2 '608 SI.‘ » . SS-'
Country Total 384,744 100.0 149,385 100.0 62,007 16.1 100.0 26,292 17.6 100.0

3percent of the total country portfollo.

8l

bPercentage of number of small borrowers In Department.
/;, cPercentage of value of outstanding loans in Department.
«f%; SOURCE: Summary of unpublished Caja data.



79

Sources of Data and Other References

The sources for the data used In the paper have been Indicated when
discussed In the paper, Generally speaking, this paper has been based on
data gathered In the Caja since few outside studies of the Caja actlivities
have been made. The nature of the data presented In the paper has also been
discussed In the text when appropriate but perhaps a general assessment of
the data used Is In order.

1. The tables and discussion relating to "numbers" of borrowers should be
analyzed with care. Glven the existing data collection procedures In the
Caja, It Is very difficult for the bank to know the exact number of “in-
dividual' borrowers. Many farmers have more than one loan, or they may
borrow from more than one office, both of which can distort any number flg-
ure unless a central flle Is maintalned where each Individual Is Identif{ed
with a unlque identification number and the data classifled on that basls.
In other words, the '‘number of borrowers' discussed In this paper Is only

a proxy for the true number of borrowers.

2. The classification of borrowers by value of total assets may also lead

to some errors If farmers underestimate thelr assets, especlally If they wish
to be classifled In a lower group to take advantage of the special exemptions
(thls holds for the small borrower classification, for example). More far-
mers may show up In the small farmer group than actually exist. The sub-
groups near the edges of the ranges will most |lkely be affected by thils blas.

3. No outslide studies are avallable to check the accuracy of the Caja data
(this report has been based largely on Caja data). It Is likely farmers use
the credit for purposes other than as Indicated in the yearly statistics

but It Is unknown how much difference there Is between actual use and Indicated
use. The data classification by type of collateral used should be accurate.

h. The repayment rates are only Indicators of the true rates as dlscussed
In footnote 15. Agaln, no sample survey data are avallable to show how
closely the published data conform to the real rates. The figures provided
by the Caja are thought to be accurate. However, to calculate true repay-
ment rates additional data must be collected and such data are usually
difflcult to collect by hand.

5. The tentative concluslons and observatlons presented In the paper are
the result of (1) Interviews with Caja officlals, International lending
agencles, and with other governmental personnel, (2) analyzing the data pro-
vided by the Ca{a. (3) analyzing other related data gathered from other
sources, and (4) personal research experience In Colombla for two years
(1963-1964).



