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ABSTRACT

Much attention has recently been directed by donor assis-
ténce agencies to improve the performance of small farmer credit
insitutions. Most of their recommendations have applied to thez
role of credit and fiscal policy concerns. Little attention and
few recommendations have been directed to operational consider-
ations and the innovative new systems required to improve insti-
tutional performance and small farmer productivity. The pur-
poses of this research are to (1) document what donor agencies
have recommended, (2) demonstrate that additional research
related to operational issues is required in order to more posi -
tively assist development institutions, and (3) axamine the
innovative operational features employed in one project as an
effort to improve the scanty knowledge base related to credit
institution operations and delivery sysfemg.

The research is divided into three major sections. After
a background statement related to the broad activities of donors
and the expanded role of agricultural credit, a more detailed
description of the experiences and recormendations provided by
the Agency for International Development, World Bank, Food and
Agricul tural Organization, Inter-American Development Bank and
the Rockefeller Foundation are presented. A comprehensive anal-
ysis of the many operational problems related to managing insti-

tutionalized small farmer credit programs is then provided. 1In



order to perceive the magniiude of operational considerations
required if productive changes are to bz obgerved by a signifi-
cant number of small farmers, the application of some donor-
suggested administrative and manageément considerations are
examined within the context of an operational review of the
"INVIERNO" Program in Nicaragua. |

The research recommends that additional case studies be
conducted from which a wider range of appropriate knowledge on
innovative systems and models can be amassed. Such an activity
will provide ideas to better assist the immense challenge con-
fronting development professionals assigned to decign and imple-~
ment the innovative models required to foster increased agri-

cultural productivity and rural development,
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CHAPTER I
INTRODUCTION

Donor agencies have recently directed their attentions to
improving the effectiveness.of small farmer agricultural credit
while at the same time providing greater financial resources to
this activity. Accordingly, increased pressures have been
placed on development institutions in lesser income countries
to develop more appropriate management systems and acquire the
trained personnel. necessary to assure trat a larger number of
small farmers are effectively benefiting from this and related
agricultural development services: i.e., extension, input
supply, marketing, etc. As a result of donor reviews of their
experiences, the traditional institutional models and concepts
related to small farmer credit programs have been for the most
part discarded. At the same time, few suggestions have been
offered to replace the traditional approaches in order to posi-
tively assist credit institutions in the design, organization,
administration, coordination, implementation and evaluation of
the "new" operations systems required. Regrettably, there is
little understanding of tne innovative management and opera-
tional delivery systems required to deal with the complex
number of constraints to development. The provision of these
systems is one of the strongest management challenges facing

development professionals.
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Considering this deficiency, the broad purpose of this
research 1s to provide development professionals and donor
representatives with a primer on the operation of small farm
credit programs. More specifically, I propose to: (1) present
an overview of *the current thinking concerning agricultural
credit and development, (2) describe donor credit activities
and their suggestions to improve operational performance,

(3) illustrate the limited appreciation for and knowledge of
operational considerations, and (4) develop an operations case
study from which specific lessions may be learn=d. Given the
limited research directed to the management and operation of
agricultural development services, and the new priority dir-
ected to the often-times ignored small farmer sector, program
directors and managers are in most instances setting out on a
voyage with neither navigation equipment or map. Additional
research such as this is required to assist them in expediting
their voyage.

Since so little research (apart from what the donors have
done) has been directed to the management of agricultural
credit, to the maximum degree I have depended upon documents
from the World Bank, Food and Agricultural Organization, Agency
for International Development, Inter-American Development Bank,
and Rockefeller Foundation. A detailed review of the 20 volume
series from AID's "Spring Review on Small Farmer Credit" was
made. The information generated fur the case project from

Nicaragua depend:d largely on project documentation which I have
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translated, and my pewrsonal association with the project over
a two year period.

The research first examines the increasingly complex role
assigned to agricultural credit when provided to the small
farmer and includes a justification for concentrating develop-
ment resources on the small farm sector. The subsequent two
chapters discuss the credit experience and operational sugges-
tions of the donor agencies. Chapter V documents the many
complexities peculiar to operating credit institutions for the
small fafm sector and the limited research directed o improve
operations. And lastly, a case study description of all major
operational aspects of an innovative integrated rural develop-
ment program are studied.

It should not be inferred that "INVIERNO, " the Nicaraguan
project chosen for study, be held as a model of how integrated
agricultural development should be conducted. Though indeed
there are some lessons to be learned, the project was chosen
for the innovative operational and management systems devel-
oped, high level of professionalism among its personnel and the
good rural poor target focus as identified by outside evalua-
tors. Ideally it is one project which could be compared with
others, however since ho detailed operational reviews of this
type have been yet located, for the moment it must stand alone.

Also as I concentrate mainly on the operational systems
developed during the first iwo years of project operation, for

purposes of this researczh, no discussion .s required concerning
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the political and economic crisis presently confronting the

country.



CHAPTER II
AGRICULTURAL CREDIT AND SMALL FARMER DEVELOPMENT

Whether viewed in the context of prevailing food
grain shortages, or of the concern for the small farmer
and the reduction of poverty among the rural poor, or
of the new initiatives aimed at increasing the flow of
investment for agricultural production in the developing
countries--agricultural credit might be considered not
just timely but of urgent concern.

William C. Baum
World Bank

As will be observed, the total amounts of agricultural
credit provided by donor agencies when compared with the
amounts made available from national resources is relatively
minor. However, since the donor agencies can provide data from
"their" projects from which a great variety of experiences can
be generated and compared, attention is directed to an over-
view of the donor activities. Their recent experiences and
evaluations have resulted in considerable rethinking about the
role of credit and how programs can be improved.

Overview of Donor Agency Agricultural Credit
Lending and Evaluation Activities

Beginning in the 1950s, lesser-income countries and donor
lending agencies such as the World Bank, the Inter-American
Development Bank (IDB), and the Agency for International
Development (AID) have, in varying degrees, directed their

resources to the development and improvement of agricultural
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credit institutions as a means to improve the' tonditions of the
traditional subsistance farmer, 1In addition, complementary
resources have been provided by the United Nations Fnod and
Agricultural Organization (FAO) and private foundations.

The World Bank has estimated the total outstanding amount
for institutional agricultural credit lending for chartered
banks and cooperative organizations (as opposed to informal
non-institutional sources) in the developing world at approxi-
mately $15,000 million (1, p. 5). Included within this amoﬁnt
is the estimated $5,000 million that has been provided by the
World Bank, IDB and AID, the principle agricultural credit
lending agencies. Chart 1 illustrates the financial assistance
provided during the last 30 year period by these three donors.
The remaining $10,000 million for credit has been supplied from
national resources. In addition to the capital loaned from
formal institutional sources, local informal lending by family,
neighbors, and lenders accounts for five times the institutional
lending, or approximately $75,000 million (2, p. 2). Therefore
of the total estimated $90,000 million for agricultural credit,
the donor contribution is relatively small, only about 5‘percent
‘of the total. Héwever, this figure is significant because of
its resource focus directed to the needs of the more margin-
al producers.* As later, more detailed statements of donor
agricultural credit activities will be provided, only brief

comment is now made concerning recent evaluations and studies

*In this regard, as will later be observed, some donors
have made a greater priority of this than others.
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CHART 1. TOTAL AGRICULTURAL CREDIT CONTRIBUTIONS FROM PRINCIPIE DONORS#*
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made by donor agencies to improve performance for the smali
farm sector.

In the late 1960s, it gradually became apparent that only
in a few instances were large numbers of small farm subsistance
producers participating in institutionalized credit-systems.
Ihcreasingly, common characteristics such as the credit insti-
tution's inabilities to cover operating costs thus requiring
subsidized support, and to recuperate large amounts of out-
standing loans were reported (3). Resulting from the growing
frequency of these pfoblems and the increasing amounts of capi-
tal investments being programmed, donor institutions began to
critically reflect on their experiences in order to determine
the possible reasons for such spotty performance.

Beginning in 1973, AID initiated the most comprehensgive
evaluative review of agricultural credit yet undertaken by any
institution. Sixty-three evaluations and studies were conducted
of AID and non-AID funded agricultural credit pfograms in 36
countries* which comprises the "largest collection of field
studies ever assembled . . ." (4, p. 35) (referred to later as
the "Spring Review"). Subsequently, between 1974-75, similar
less-exhaustive reviews of the subject were undertaken by the
World Bank (1), the FAO (6), and the Rockefeller Foundation (7).
All reviews identified certain "policy issues" which national
credit institutions and donors should consider in order to

improve smuil farmer credit programs.

*The results of these evaluations and workshop sessions
led to policy issue statements all of which were compiled in a
20 volume" series (3).
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Changi Perceptions Concernin
Institutional Credit

Though in the 1950s limited amounts of agricultural
credit began to be provided by donors to national institutions,
small farmer development as a governmental priority was usually . -
low. The prevailing growth-oriented development strategy pro-
grammed resources for major capital invesiments usually in
urban areas or else to support the larger commercial export
crop producers capable of generating hard currency for import
commodity purchase.* Evcept in the case of the Republic of
China, and to a lesser degree South Korea, large numbers of
small farmers were for the most part excluded from institutional
credit programs (refer to table 1),

During the same period, economic planners tended to
simplify the complexities of the developmental process by con-
centrating on credit as the limiting factor (8, p. 3). Tradi-
tionally, small farm credit programs had been justified in
order to counteract the "usury" rates charged by the informal
lenders. This practice was felt to be a principal constraint
inhibitiné development within the small farm sector. Accord-
~ingly, if only low interest credit could be provided through
“competing" credit institutions, farmers would immediately
adopt commercial production practices. Sizeable production

increases would result in increasec. farm family income,

*A similar strategy was emplcyed in the Nicaraguan case
study.
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TABLE 1.
FARMERS RECEIVING CREDIT FROM INSTTTUTIONAL

SOURCES, IN SELECTED COUNTRIES
(Percentage of all farm families)

Country Percentage
Africa
Ethiopia 1
Ghana 1
Kenya A 12
Morocco 10
Nigeria (Western) 1
Sudan 1
Tunisia 5
Uganda 3
Asia .
Bangladesh 15
China, Republic of (Taiwan) 95
India - 20
.Jordan 8
Korea, Republic of 4o
Malaysia 2
Pakistan ' 5
Philippines 28
Sri Lanka 14
Thailand 7
Turkey 23
Viet-Nam, Republic of _ 21
Latin America
Bolivia 5
Brazil 15
Chile : 15
Colombia 30
Ecuador 18
Guatemala 2
Honduras . , 10
Mexico 15
Nicaragua ' 20
Panama 4
Paraguay 6
Peru 17

SOURCE: World Bank, Agricultural Credit
Sector Policy Paper, May 1975, p. 71.
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L. J. Walinsky summarizes this prevailing view (9,
p. 145);

Farmers in the developing countries are generally
hampered by high interest costs for short-term crop loans,
usually from small-scale private money lenders, and by the
almost complete lack of sources from which they can borrow
the longer term loans they would need to purchase draft
animals and equipment, upgrade their stock, reclaim acre-
age, execute soil cunservation measures, build barns, and
financing similar capital needs. High cost loans coasti-
tute a major charge against their current income from
money lenders and depresses their living standard. The
unavailability of longer-term credit prevents them from
improving and expanding their output. Both limitations
can be overcome by a well-designed agricultural credit
program, at the core of which would be an agricultural
bank.

The traditional "agricultural bank" model for dispersirg
credit to farmers has been relatively simple. Funding, pro-
vided by the government or an external agency to cover esti-
mated productive-related investment activities for agricultural
inputs, i.e., seed, fertilizer, pesticide, etc., and other pro-
duction expenses is provided through the govermment's central
bank for them to reloan to other commercial banks. More often,
in the case of the small farmer, these funds are channeled
through the country's agricultural development bank, a specially?
- created rural development agency or a cooperative, The insti-
tution(s) provides loans to producers for the purchase of
usually short-term production inputs and/or medium or long-term
farm investments from livestock purchases to equipment needs.
These purchases, combined with the family labor and perhaps con-
tracted labor needs, hopefully result in an increased output
compared with traditional technologies. Marketed output should

provide a sufficient amount to cover loan payments plus interest



12
charged, and provide sufficient incentive for the producer to
repeat the operation. The interest charged by the bank should
cover loan administration and supervision costs, inflation,
loan defaults and the amount needed to repay the central bank,
and tlus perpetuate the fund.

Resulting from the above-mentioned donor-sponsored eval-
uations, two important mutually-related observations are made
which have altered the "role" of credit and the "model" to
administer credit for the small farmer: (1) Though credit
(depending on the situation) can be of great importance, it is
but one of many important development services that must be
considered; and (2) The low interest rate structure for small
farm lending, high administrasive cost structure associated with
supervision of small loans in remote areas, and cumbersome bank-
ing practices inappropriate to the particular needs of small
farmers resulted in too few viable institutions serving large

numbers of small producers.* The role of credit had previously

*In order to perceive the formidable obstacles and imped-
iments beyond those of the. credit institutions operational
control, in extending services, a comment from L. F. Miller is
provided (7, p. 73):

"While it is true that some of their problems arise from

the basic policies, organization and operation of the insti-
tutions themselves, other impediments are inherent in the
economic and social conditions within which they must oper-
ate,

In the case of small farmer-borrowers especially,
their resource base is severely limited, generally they
have had meager, if any formal education, and they possess
little understanding of the wise use of credit. The roads
and transport facilities required for bringing in necessary
supplies and services and to take produce to market often
range from mediocre to non-existant. Weather, price and
biological risks are high, and government policies may pro-
vide little income incentive. If the credit institution
attempts to reach a significant number of farmers it finds
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been over-simplified and the traditional "model" inappropriate
for addressing the needs of large numbers of small producers.
Favorable results, howe?er, are possible according to the donor
evaluations dependent upon (1) an available improved technology
beyond the traditional technology levels which the small farmer
will readily utilize; (2) the presence of feeder, farm-to-
market road systems; (3) the availability of quality modern
agricultural inputs when needed; (4) out-reach extensicn ser-
vices qualified to assist thesge farmers; and (5) favorable
marketing and storage services and facilities to respond to the
increased production. When combined within a comprechensive
program, agricultural credit for the small farmer can be an

important accelerator element (5, vol. XX, pp. 16-21; 1,

pp. 31-35).

Small Farmer Emphasis -- Why?

The dramatically increased interest by lesser-income
countries and donor agencies in rural development during the
past ten to 15 years evolves in part from recent rethinking
regarding development strategies, combined with the growing
concern for increased food production.

Firstly, the anticipated "trickles" that were to be dis-

tributed to the lower economic groupings of these countries

itself dealing with a very large number of individuals scattered
over a wide geographic area, which hampers communication, in-
hibits timely action and limits the amount of effective super-
7ision that can be provided. 1In short, most, if not all the
economic, social, and political difficulties that have re-
tarded agricultural development also hinder private or govern-
ment credit institutions attempting to serve small farmers.
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that pursued massive capital investment "economic growth" devel-
opment strategies undertaken in the 1950s and 1960s were, in
most examples, too insignificant to measure. This was particu-
larly so in the rural sector where usually only a small number
of export-commodity producers.received financial assistance from
credit institutions. The practice tended to perpetuate a "dual-
istic" agricultural sector composed of a small number of pros-
pering "modern" commercial producers while the much larger
"traditional" subsistance farmer received little benefit.* The
prevailing development strategy helped to spark a large migra-
tion to urban areas (where gainful employment was seldom
obtained), which required massive government "urbanization"”
infrastructure investments.

Many viewed with optimism the introduction of the "green
revolution" technologies as this would provide an "unparalleled
opportunity to bfeak.the chains of rural poverty" (10, p. 264),
It was thought that the introduction of these new technologies
for use by the small producer might serve as the catalytic
element to stimulate a dramatically improved rural and national
economy. Resulting from the studies of agricultural develop-
ment originally documented in Japan and the Republic of China,
and later in most other countries, it became generally accepted
that the small producer obtained more productive yields per
hectare planted than those of the larger. Therefore, if the

small holder could increase his productive capacity through tha2

*Similar to what will be Sbserved in the Nicaraguan case
study.
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introduction of new technologies, this increased vield could
hopefully be transferred into increased income, thus providing
him with a greater purchasing power. An increased effective
demand by a large number of small farmers would generate the
need for increased goods and services at the village, particu-
larly at the market-town level. Increased employment opportun-
ities for all, including the non-farm rural-poor sector would
be created, thus providing a more enduring basis for national
development (11, pp. 10-14),

A growing concern for increased equity and employment
generation through agricultural development received more atten-
tion than before. Resulting from the world fear of possible
severe food shortages, many experts felt that given the greater
productivity of the small farmer, he offeréd the best hope to
(1) produce the basic food needs required by the lesser income
countries and at the same time, (2) bring about increased
national development (12, p. 37; 13, p. 143; 14; 15, p. 9).

S. Wortman provides a good summary oi this view (16,

PpP. 35-36): |
All of this /new technology/ is aimed at generating
the main_ ingredient for rural development: increased in-
come for large numbers of farm families. Until their pur-
chasing power is increased through on-farm or off-farm
employment there can be no solution to the world food prob-
lem.. Extending science-based, market oriented production
systems to the rural masses can enable the developing
countries to substantially expand their domestic markets for
urban industry. As farm families attain larger disposable
incomes through increased agricultural profits they can
become buyers of goods and services, nroviding more jobs and
higher incomes not only on farms but ulso in rural trading
centers and in the cities. What I am suggesting, in other
words, is that the improvement of agricultural productivity

as the best route to economic advancement for the agrarian
developing countries.
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Donor agencies, particularly the World Bank, IDB and AID
have committed their resources to the improvement of social and
economic conditions of the world's small farmer. Within their
lending portfolios, particular emphasis has been directed to
credit as the instrument to facilitate this change., During the
much acclaimed speech by Robert McNamara to the Board of Gover-
nors of the World Bank in 1973, he mentioned the role of agri-
cultural credit as one important factor to facilitate small
farmer participation in the use of the new high-yielding
variety technologies. To quote McNamara (17):

The miracle of the Green Revolution may have arrived,
but for the most part, the poor farmer has not been able to
participate in it. He simply cannot afford to pay for the
irrigation, the pesticide, the fertilizer. . . . For the
small holder operating with virtually no capital, access to
credit is crucial. No matter how knowledgeable or well
motivated he may be without such credit he cannot buy im-
proved seed, apply the necessary fertilizer and pesticide,
rent equipment or develop his water resources. Small farm-
ers generally spend less than 20% of what is required on
such inputs because they simply do not have the resources.

In response to the developmént of new technologies,
greater possibilities have been identified for agricultural
credit. At the same tire, donor agencies have identified a more
complex role for agricultural credit including the provision of
other comprehensive support services which must be considered
if an improved economic and social condition within the rural
sector can be observed (3 and 4). The traditional simplistic
view that merely the provision of low-interest credit was the
key to small farmer economic development had been rebuked.

Consequently, the design amd implementation of institutional

credit programs has been made an exceedingly more complex
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developmental undertaking r:quiring considerable emphasis in

developing the special systems respectful of the limited human

technical and managerial resources.



CHAPTER III

AGRICULTURAL CREDIT ACTIVITIES OF THE AGENCY
FOR INTERNATIONAL DEVELOPMENT

As observed in chart 1, when compared with the World Bank
and IDB, AID's total financial contributions are of lesser
importance. However, because of AID'Ss (1) much longer associa-
tion with agricultural credit, (2) special attention to the
small farmer which is "unique" among other donors (18, p. 50),
and (3) extensive evaluative review of agrizultural activities
which served as a forerunner for other donor-c \nducted reviews,

it is the first of the donor agencies to be studied.

Survey of Agricultural Credit Experiences

AID and its predecessor agencie . have provided more than
$700 million to fund a variety of agricultural credit activities.
0f this total, the actual U.S. dollar amounf loaned waé $270
million. The remaining balance being either from U.S. dollar
grants, or local currencies generated from commodity import
programs. Since 1973, an additional $275 million has been pro-
vided, making s total of around $975 million extended as capital
assistance for agriqultural credit development. In addition,
between 1950 and 1972 an estimated $00 person years of teshnical

assistance was provided.



19

During the initial period of the 1950s, most countries
had no institutions working with the small holder. Searching
for appropriate institutional "models," there was great inter-
‘est by both the develpping countries and AID in introducing the
supervised credit system developed by the United States Depart-
ment of Agriculture's Farm Security Administration (FsSA).*
Most of the early credit advisors sent overseas were from the
FSA or it successor, the Farmers Home Administration (FmHA).
This model was specifically promoted in Latin America, and to a
lesser degree, to all other regions, **

As designed in the U.S., the system provided eligible
farmers with basic credit needs and necessary individualized
supervision through the local county supervisor, usually a
college graduate knowledgeable in agriculture. The farmer with
supervisor assistance, was required to first prepare a detailed
"farm and home plan." The security of the loan rested mainly
on the prospects of a successful execution of this plan. The‘
borrower was required to keep accurate business records and to
cooperate with the supervisor in farm and home planning. An
important element for a Successful lending program depended on
well-qualified, sufficiently-motivated supervisors.

Resulting from the preparatory technical assistance
institutional development activities undertaken in the 1950s,

an organizational structure was established from which larger

*For background information on this early institution
building activity, refer to (126, p. 11-14),

**As will be later discussed, this model was incorporated
within the National Bank of Nicaragua system.
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amounts. of capital could be administered. During the 1950s,
the capital assistance provided to agricultural credit averaged
less than $15 miLlion per year whereas during the 1960 period,
the average amount provided was above $40 million. 1In the
early 1970s to the pfesent, figures have varied between $30 and
$70 million averaging above $40 million per year.

To better understand the impact of these expenditures and
to identify possible problems, in 1964 AID awarded a contract
to Ohio State University to evaluate their credit projects.
From the 1968 report findings, it was clear that U.S. agricul-
tural credit models could not be replicated and that credit to
small producers was far more complicated than had originally
been thought.

The report concluded that "institutional agricultural
credit programs have not been notably successful, either in
accomplishing developmental objectives or in meeting the mini-
mum criteria of institutional viability" (3, p. 4).

Spring Review and Identification of Suggestions
to Improve Operational Performance

Resulting from this report and subsequent analysis, AID
determined in 1972 that a comprehensive "Spring Review" of
their small farmer credit programs would be appropriate. To
manage the numerous and diverse credit activities undertaken
over a 25 year period, a preliminary evaluation based on a
review of past activities was first initiated. Forty-two
"Country Summary Reports" were completed describing the various

activities undertaken in countries where agricultural credit
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pr= jects had been conducted. This general overview served as
the basic reference from which the more intensive Spring Review
was launched. *

Briefly summarized, the overview showed that credit pro-
grams' performance to the small farmers was mixed, and where
he had been well served, only a small number of producers were
able to participate. The mere establishment of a credit insti-
tution or cooperative to provide credit was insufficient.

Apart from the credit institution, there were numerous complex
operational, economical, social, technical and political fac-
tors that had often times been glossed over in the design and
implementation of these projects. The broader perspectives
required to make more effective those programs was in most
cases lacking and common traditional myths on structure and
procedure prevailed (19, pp. 15-21).

Selected field staff, national agriculture credit offi-
cials, and contracted consultant experts, mainly from'U.S.
universities, were then employed to conduct a series of studies
of specific AID and non-AID supported agricultural credit
activities in selected countries. Beginning in March 1972,
over 60 separate project evaluation reports from 37 countries,
were developed. From these reports twenty-one "Analytical

Papers" on specific themes were developed.

¥This review also served to document that AID assisted in
initiating small farmer credit programs in many countries where
heretofore no institution was available, most of these programs
had a small farm bias, and that other donors usually supported
the AID-assisted agencies once well-established (126).
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Though no one paper dealt exclusively with operational
considerations, some authors touched briefly on institutional
and operational topics listed below, 1In reviewing these papers,
I have chosen to concentrate only on the generalized suggestions
offered either to facilitate operational improvements or to
assist in a better understanding of the problems associated

with credit management.

Institutional Forms

The conclusions by J. R. Brake (20) and M. P. Miracle (21)
of the various types of institutional forms of credit institu-
tions studied (from private rural banks and cooperatives, to
national supervised credit agency and agrarian reform agencies)
were that no one institutional system is the preferred model for
extending credit (20, p. 3). However, in order to reduce the
high costs associated with the administration and extension
service costs of small farm credit, all of these forms could
employ a group credit scheme (21, p. i-3). Also, instead of
providing agricultural extension on a traditional one-to-one
basis, the credit group could receive extension services en-
masse (20, p. 9).

Before the appropriate institutional model is designed,
the particular needs, values, experiences, and leadership of
both the credit institution(s) and small producers should be
studied. Experiments could then be made testing the merits of

each (21, p. 4).
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This point is summarized by J. Brake (20, p. 13):

« « » @ successful credit institution for delivery of small

farmer credit in developing countries cannot be specified

in advance. The country situation, its culture, the nature -

of society and existing institutions in the country all

affect the receptivity and eventual success of a small

farmer credit institution. Several institutional forms

might be successful in any given country if they are well

designed given the country's situation and the principles

discussed.
Both papers were concerned with the many decision-making levels
within the credit institutions which led to excess paper work,
and worse, the untimely loan approvals and release of funds.
The problem of untimely release of loan funds can best be
addressed through decentralized decision-making or else by
local suppliers providing credit in kind. Decentralization of
loan decision-making should be extended to the lowest of opera-
tional levels. In addition, the typical "top-down" implementa-
tion of projects almost universally excluded clientele leader-
ship participation in the national and regional directorship of
credit institutions. Few organizations had £ ~2d records of any
attempt at client participation in policy-related matters (20,

pp. 7-9).

Personnel

Brake was also concerned about the quality of personnel
working in the rural areas and their limited ability to relate
with small farmer participants., An almost universal problem
noted was the insufficient number of trained professionals, and
to a lesser degree, the tendency to hire urban-based technicians

lacking experience or empathy with the rural poor. The most
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commonly suggested remedy was the use of rural-based project-
trained "para-professionals" from the areas where the projects

are working (20, p. 7).

Organizational Aspects

J. French's study is based on an analysis of the organiza-
tional aspects of credit programs. He concludes that consideré
able improvement could be made in the administration of credit
if; (1) loan procedures could be simplified, (2) communication
and coordination were improved within the organization,

(3) better linkages were established between the various agen-
cies such as extension, input supplier, and between the credit
institution and its clients, and (%) by making organizational
and program goals and action strategies more coherent. He
suggests:

- In those programs where the farmers participate with
the credit institution in the preparation of the farm plan,
there tends to be a closer follow-up supervision and compliance
with the original purchase.

- Those programs with credit as one function of an inte-
grated agricultural development program operated by a specially-
created organization, usually are the "most successful of
programs" (22, pp. 1-3).

R. Eckhaus is concerned about increased decentralization
of operations, the simplification of operational procedures,
and the development of evaluation and information systems which
provide continued data collection, analysis and feedback on

project progress. His views on loan operational procedures are
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summarized:

1. Default and delinquency rates should be recorded to
permit the borrower to distinguish those who are unable to pay
from those unwilling to repay.

2. There is no valid Jjustification to require land
ownership as a condition for receiving loans, and this require-
ment should be eliminated. Collateral in the form of crop
liens should be the accepted form. Also the membership of
local loan-approval committees should be structured to exclude
the larger farmer (23, p. 21).

Upon the completion of these papers and the other analy-
tical papers prepared, some of the authors and AID/Washington
staffers traveled to conduct teh regional and country-level
workshops to review their findings with AID field and national-
level credit officials. Upon the group's return to Washington
they then developed a series of "policy and institutional
issues" intended to improve small farm credit performance.
These policy "issues" refer to the raising of loan interest
rate levels charged in order to help defray high operational
costs, governmental subsidies, target group focus, technical
supervision during the introduction of new technology, impor-
tance of rural savings generation, and the "graduation" of
clients from the more subsidized to the traditional commercial
credit institutions. Background discussion of this "new
doctrine," has been included in annex 1.

In addition the review identified a series of "institu-

tional issues, i,e., suggestions related to operational
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considerations, some of which incorporate the above opinions,
which are summarized.

1. The institutional form of the credit organization,
i.e. commercial or agricultural bank, cooperative, et al. seems
not to matter as much as the (a) economic opportunities associ-
ated with the use of credit, or (b) policy issues mentioned
above which confront all institutions.

2. One notable characteristic observed in those coun-
tries where a large portion of the potential clients have been
reached, is the institutions' capacity to handle with minimum
cost relatively large number of clients. More efficiency is
obtained through; (a) a decentralized operation, (b) grouping
farmers whenever possible for credit-related transactions and
technical training, (c) using those institutions already pos-
sessing an outreach system to the rural areas, (d) obtaining
access to private institutional money markets and developing
attractive terms to these marketeers, and (e) providing for
the capturing of local savings.

3. Private cooperatives can provide outstanding features
such as local participation, group sanctions against delin-
quency, and multiplication of scarce technical training and
would appear to have an important role in any credit program
for small farmers except for two important problems--the
shortage of local management and the fear of certain govern-

ments in local organization.
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4, The evidence suggests that group activities character-
ized by some measures of compulsory participation have a greater
degree of success.

5+ One proposal mentioned, which has more relevance in
Asia, for reaching large numbers of small farmers is to involve
the local "money lender" from private financial sector in the
process as a means to reduce administrative costs.

6. A greater awareness needs to be made of the various
institutions providing credit to understand their particular
attributes and where possible, combine them in a mutually-
reinforcing system rather than treat each as an isolated alter-
native,

7. Credit institutions which work within an integrated
program with extension and marketing institutions have better
overall success. ’

8. Credit institutions take some time to develop rnd
"mature. During the first 10 to 20 years, financial weaknesses
and program short falls were common even in those institutions
which eventually reached a position of respectability.

9. Newly-created credit programs are often handicapped
by being burdened with pértially incompatible program goals,
with no established priorities.

10. All small farmer credit programs need to create a
self-evaluation mechanism to measure progress and impact toward
the achievement of multiple goals.

11. Not withstanding the argument for demanding that

institutions continue emphasizing equity considerations, it is
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essential that they remain viable and survive as a financial
intermediary, The institutions often-criticized concern for
debt repayment is legitimate (24, pp. 23-28).

All the Spring Review "issues" were later reviewed by
AID, and in May, 1974, a revised information instruction was
released to all field missions which incorporated most of the
Spring Review conclusions and issues (25) (refer to annex 2 for
a survey of this instruction).

Because of the limited research directed to the subject
of credit institution operation, far less attention was re-
ceived* than the newly-defined role of credit subject discussed
in chapter 2 and important financial aspects of credit programs
such as interest rate structure, rural savings generation,
government subsidy, etc. discussed in annex 1. Little of con-
crete utility could be provided other than the general comments
discussed. As will be demonstrated in chapter 5, the field of
institutional operations is an area that has not been studied

sufficiently by the donors nor by academis.

*¥As J. French concluded in his study of organizational
matters, much more needs to be learned about the administrative
development of credit organizations (22, p. 3).



CHAPTER IV

REVIEW OF AGRICULTURAL CREDIT ACTIVITIES OF
OTHER DONORS AND THEIR SUGGESTIONS TO
IMPROVE OPERATIONAL PERFORMANCE

Soon after the completion of AID's massive review, the
World Bank, FAO and Rockefeller Foundation initiated subsequent
studies of credit. The findings of these organizations in
varyihg degrees complemented the policy recommendations identi-
fied by AID. The various credit activities of these agencies
and the Inter-American Development Bank will now be reviewed
and appropriate observations concerning the operational aspects

of credit institutions provided.

World Bank

The World Bank is now the largest contributor for égri-
cultural credit having provided a total of over $3 billion.
However, it was not until the period 1964-68 that expenditures
began to increase, averaging about $25 million per year. During
the period 1968-73, $350 million per year was made for agricul-
tural credit, and in 1972, the Bank surpassed AID as the donor
providing most credit (18, p. 5). 1In 1973, agricultural credit
exceeded the total value of any other agricultural project
component and has since maintained that position within the

Bank's portfolio (26, p. 282).

2
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The larger producer, especially the producer of over 100
hectares, has been the traditional participant in the World
Bank agricultural credit program. Lending for large scale
livestock operations has been the most important of credit
activities, constituting one-third of the Bank's credit port-
folio (1, p. 25).

The first "small -farmer" loan of the Bank was made in
1971 (18, p. 6). Since then, increasing attention has been
noted. This exclusion of small producers from the World Bank's
activities was because they felt that the limited technological
improvements available at the small farmer level did not permit
sound investments to be made.

Quoting the Bank (1, p. 25):

Credit was not regarded as a practical means for
dealing with the problems of subsistince farmers and agri-
cultural laborers. However, the technological improvements
of recent years have changed the economies of small-scale
farming, making it possible for once marginal farms to
become viable and credit worth enterprises.

From 1971 to 1973, $241 million were loaned to small
farmers producing on 5 hectares or less. Chart 2 providés the
most recent distribution available of World Bank lending by
size of farm unit. According to this display, the initial
small farm activity for the Bank represents 24 percent of the
Bank's agricultural credit activity loaned during the period
1969-1973. India received 77 percent of the total $242 million
for small farmer lending during this start-up phase (1, p. 74).

The recent emphasis by the World Bank on improving the

productive capacity of the small farmer was dramatically
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CHART 2. WORLD BANK FARM LENDING OPERATIONS BY SIZE OF FARM UNIT, FY 1G69-73%
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emphasized in 1973 at the Nairobi Conference of the Board of
Governors of the World Bank and International Monetary Fund.
Quoting from the Bank's President, Robert McNamara, speech at
the conference (;2){

The development programs I have discussed . . . can
all be initiated quickly by governments and will make a
major contribution to the goal of a 5 percent growth rate
in the output of small-scale agriculture by 1985,

« + « without rapid progress in small-holder agri-
culture throughout the developing world, there is little
hope either of achieving long-term stable economic growth
or of significantly reducing the levels of absolute
poverty. '

Agricultural credit was to play an important role in
accomplishing these production ovjectives. As stated in the
Bank's Policy paper on agricultural credit published soon
after the speech, $1,300 million for agricultural credit over
the five year period 1974-78, "almost half of the total or
around $650 million allocated for small farmers" was pledged
(1, p. 18). Though an impressive total iw committed, when
compared with the Bank's 1972-74 lending levels for small
farmer credit, almost the same annual levels over a five year
‘period are maintained. |

As discussed, the World Bank participated in the discus-
sions of the Spring Review, particularly in the concluding
sessions on credit policy issues and related matters. In 1974,
the Bank began to conduct its own assessment of past credit
activities. In conducting this review, Millard Long, one of
the consultants contracted for the Spring Review was contracted

to compile the data generated from the Spring Review with that

of the Bank's in order to produce what Donald termed, "the most
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comprehensive assembly of statistical data that has been pub-
lished to date" (18, p. xi). Some of this data and other
reports were incorporated into the Bank's above-mentioned
policy paper. This document briefly describes the World Bank's
paét activities and succinctly ocutlines the various policy
issues concerning'the Bank. No independent evaluations were
published, nor was any background information provided on how
their policy issues were developed. The Bank identified four
credit policy issues relating to (1) eligibility criteria and
security requirements, (2) the level of interest rates and the
merits of interest subsidies, (3) repayment performance, and
(4) credit channels. A summary of these issues is provided in
annex 3. Though only a few suggestions are offered concerning
small farmer client loan approval and repayment, in a later
section, the Bank provides a brief series ef "guidelines" which
institutions should consider in their operations.

1. Accessibility--Even decentralized branch offices tend
to be distant for small farmers with limited transportation.
Consequently, the institution needs +o g0 to the village or even
individual farm level to make necessary contacts.

2., Packaging--Credit must be coupled with new technology
and the timely supply of inputs.

3. Distribution in Kind--Though apparently paternalistic,
as the farmer is not used to having a cash surplus or purchas-
ing inputs, in kind distribution has proven to be the most

effective means of delivering credit for small farmers,
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4. Timing--Given limited on-farm storage facilities,
when credit is provided in kind, it is vital that timely dis-
tributions be provided.

5. Fléxibility-~In times of crop failure or individual
situation, it is necessary to permit re-scheduling or adjust-
ment on loan repayment.

6. Continuity--For programs to have a positive impact
and to encourage repayment discipline, continuity of services
is essential,

7+ An open-ended approach--No fixed technology system
can be established, but rather a variety of "prescriptions"
must be developed. A process of trial and error is necessary
beginning with a simple technology and providing more compli-

cated technology as appropriate (1, pp. 62-63).

Food and Agricultural Organization

The FAO was organized in 1945 with a basic objective of
"encouraging greater production and better disfribution of food
and to improve nutritional standards, especially in the less
developed regions"'(gz, P. V). The FAO has no lending capital.
However, as it has been active in providing substantial amounts
of technical assistance and training to agricultural credit
institutions, cooperative development agencies, and related
agricultural development activities, and provides assistance to
the World Bank, its position is very important in relating to
- countries requesting assistance and implementing projects. As
information is not available on these institution-building

activities, emphasis is directed to FAO publications concerning
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credit. Like AID, they have placed particular emphasis on the
supervised credit model.
The first FAO document on agricultural credit, the Manual

of Supervised Agricultural Credit in Latin America was published

in 1955. The manual was the result of the "First International
Panel on Experts on Supervised Agricultural Credit" held
December 1953, in Asuncion, Paraguay. It waé wishfully thought
that through the introduction of the supervised credit system,
"the ignorance and backwardness of rural communities will be
reduced more and more and the goals set namely: greater farm
production and higher living standards for the farm family
approached" (28, p. 47).

During this period the FAO also prepared the only donor
produced (I saw no others) text-like reference guide for agri-
cultural credit officials at all levels. The economics associ-
ated with credit, characteristics of the rural communities,
project promotion, costs of credit, loan security, various
credit organizations, i.e. commercial banks, money lenders, etc.,
and the various details assaciated with cooperative credit,
gsupervised credit, and traditional bank credit were all pre-
sented in detailed form (24),.

FAO representative participated in the regional workshops
held during the Spring Review and in the final sessions held in
Washington. Their participation in the Spring Review appears
to have been more than any of the other donor institutions.

Beginning in January 1973, the FAO held a series of

regional seminars in various parts of the world on small farmer
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credit systems and in 1975, contracted for the preparation of a
study "Agricultural Credit for Development" which was completed
by the Cassa di Risparmio delle Provina Lombarde (CARIPLO).

This study concluded (41, p. 239):

» + « Credit institutions have failed to make their
full impact on food production in LDCs bhecause agricultural
credit had often been given in isolation from other support
services and is frequently limited to non-food export crops.,
In addition, a shortage of trained personnel and qualified
managemer.t or inadequate services together with the vulner-
ability of credit institutions to political interference,
also limit their effectiveness.

Pursuant to these reviews, the FAO organized the "World
Conference on Credit - for Farmers in Develoving Countries"
held October 1975, in Rome. This conference was attended by
over 400 representatives of ministries concerned with agricul-
tural credit, agricultural banks, cooperative banks, central
banks, and commercial savings banks, from 104 countries and was
the largest conference yet held concerning agricultural credit.

Using the CARIPLO report and the reports from the region-
al conferences, a series of themes were studied by various work-
ing groups from which position papers were presented. From
these papérs, a lengthy series of concluding recommendations
were approved. The various subjects from which specific issues
evolved include: (1) integration of credit operations with
related development services, (2) directing assistance to small
farmer sector, (3) FAO monitoring the development of adequate
credit arrangements to serve the small farmer of the developing
countries, (&) interest rates subsidies and inflation, (5) mobil-

ization of domestic savings for agricultural development,

(6) *he role of central banks, (7) maintenance of operational
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efficiency, (8) expanding the flow of funds through national
credit institutions, (9) training, (10) farmer participation
and representation, (11) regional (i.e., Latin America, Asia,
etc.) approaches in agricultural credit, (12) regiqnal agri-
cultural associations, (13) international agricultural credit
bulletins and bibliography, (14) international credit advisory
assistance, and (15) organization of a "Scheme for Agricultural
Credit Development" (SACRED) to provide a coordinated follow-
up assistance to the various recommendations from the confer-
ence (31).

Comparing these policy guidelines with the credit policy
issues prepared by AID and the World Bank, except for the loan
default problems raised by both the World Bank and AID, and the
"graduation" issue presented by AID, the conference endorsed
all other points (126). Minimal attention was directed at this
conference to actual operational problems encountered by credit
institutions.

Though the FAO has assisted credit activities through its
technical assistance, training, publication, and the focus pro-
vided credit at the Rome conference, one important new "clear-
ing house" institution for agricultural credit appears to offer
particular promise. In order to provide an institutional base
from which follow-up activities related to the various recom-
mendations generated during the Conference could be done, the
delegates recommended the creation of a Scheme for Agricultural

Credit Development (SACRED).
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In 1976 SACRED was officialized by the FAO Council. To
provide SACRED with a world-wide out-reach system, four
Regional Agricultural Credit Associations for Asia, Africa,
Near East - North Africa and Latin America were created and
yearly meetings have since been held. At the inauguration of
the first meeting of the Asia Association, the FAO Director
General remarked (32, p. 5):

To accelerate the flow of international assistance
to the agricultural credit sector, FAO has embarked on the
"Scheme for Agricultural Credit Development" (called
SACRED). 1In the context of FAO's overall agricultural
credit programme, the Regional Agricultural Credit Associa-
tions and SACRED are two basic and mutually supporting
elements., SACRED is designed to secure a greater involve-
ment Of aid agencies and banks of the developed countries
in building up the agricultural credit institutions of the
developing countries. The Regional Associations are seen
as a self-supporting mechanism to be managed by the
financial institutions of the developing countries them-
selves for their mutual support and strengthening.

As of March 1976, 60 financial institutions, government
aid agencies and private foundations have received correspon-
dence affiliation (33, p. 12). Periodic regional conferences

attended by national credit officials and also an Agricultural

Credit News Letter is published which provides general informa-

tion. Of particular interest is the project proposals gener-
ated by SACRED for training and technical assistance support.
For example, as of July 1977, 114 project proposals totaling

over $13 million were reported by SACRED for these services

(34).

Inter ~-American Development Bank

The IDB was the first formed of three other regional

development banks. Though the African Development Bank and the
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Agian Development Bank have made investments in agriculture,
since only the IDB has made a major contribution in the area of
agricultural credit-—especiaily towards the small farmer--no
mention is made of the other institutions (18, p. 5).

Unlike the World Bank, the IDB began early in providing
capital assistance in agricultural credit. As noted in chart 3
except for the noticeable unexplainable differences in 1972 and
1975, lending for agricultural credit has ranged from $12 to
$60 million, averaging about $36 million over the eighteen year
period. From 1961-78, an estimated total of $880 million has
been allocated for agricultural credit. Credit and irrigation
are the leading lending categories, each having received almost
30 percent of the capital fund (35, p. 2) designated for agri-
cultural development.

The orientation of the credit program has been directed
to try to correct domestic food supply deficiencies which in
the past have been observed (36, p. 13). The principal
countries receiving credit were Argentina, Mexico and Brazil,
all receiving fifty-five percent of the total. Though the
credit recipients have not been focused, the IDB has "given
considerable emphasis to smaller farmers in the credit programs
it supports (18, p. 5).

As stated by the IDB (37, p. 14-15):

The diversity of requirements is illustrated by the
broad spectrum of farm projects which the IDB has supported
to foster greater production, productivity and employment
and a more equitable distribution of income in the rural
areas of Latin America. The Bank's agricultural lending

ranges from large-scale mechanization programs in
Argentina to construction of thousands of small irrigation



4o

CHART 3. AGRICULTURAL CREDIT LENDING AUTHORIZATION LEVELS,
INTER-AMERICAN DEVELOPMENT BANK, 1961-76%
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facilities in Mexico, to land settlement and agrarian
reform projects in a number of countries to agricultural
credit programs for low-income farmers in all of the
countries of the region.
The IDB has informed me that no policy statements or
directives to assist national credit institutions and Bank

staff in the design and implementation of projects have been

prepared.

Rockefeller Foundation

Resulting from a review of the various foundation litera-
ture, the Rockefeller Foundation has had more experience than
the others. Research on their "Puebla" project in Mexico has
been conducted by C. Streeter (38). Of greater interest is the

study Agricultural Credit and Finance in Africa by Leonard F.

Miller. This study extracts much of the themes and issues
developed during the Spring Review and FAO credit reviews, and
provides a general discussion as to application based on credit
experiences in Africa. The major issues earlier defined in the
Spring Review related to loan defaults, administrative costs,
technical supervision, integration of support services, group
lending, rural saving promotions, etc. are discussed within the
African context. This is the first research observed which
tries to apply the "new doctrine" as expressed by the donors
within an area setting. Of particular interest is the brief
description of such operational-related problems regarding
lending procedures, high administrative costs and default rates,
complicated administrative procedures, personnel problems, and

difficulties of service coordination (7, pp. 72-83).



CHAPTER V
OPERATIONAL RESEARCH

The above documents the special priority donor agencies
recently have directed to improving the performance of small
farmer agricultural credit programs. Except for the IDB, all
agencies have evaluated their prior experiences as a basis from
which more appropriate policy issues and suggestions related to
institutional management and operations have developed. The
role, financial considerations, and process of providing
credit and supporting services has become more complex than
previously viewed. Given the rather spotty performance associ-
ated with the traditional commercial banking system and the
supervised credit model, the donors suggest that more immagina-
tive delivery systems appropriate to the needs of the small
farmer which incorporate credit, extension, input supply,
and market support systems be developed. On the other hand,
resulting from the limited number of generalized donor-prepared
suggestions and recommendations related to program operation
and management, it is observed that: (1) there is little
appreciation of the difficult task of efficiently providing
these services (particularly as part of an integrated service);
(2) there is only limited concrete advice provided to assist

donor and credit institution project managers in how the few

ks
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suggestions offered are to be implemented and (3) theré appears
to be a need to study in greater detail program operations as a
basis for developing new management systems to help facilitate
integrated service delivery.
What follows is an illustration of the range of opera-
tional problems confronting development agencies and views

concerning research needs.

Identification of Operational Problems

As indicated earlier, the comprehensive nature of the
Spring Review offers a data base from which any matter related
to small farmer credit may be extracted. In keeping with the
operational and institutional management orientation of this
research, I reviewed 24 project evaluations, most of which
followed a standard evaluation outline.* Within the recommenda-
tions and issues section of each of the evaluations, operational-
related matters were the most commonly cited problems. To
perceive the magnitude of operations-related problems reported,
I extracted those specific points which were not (1) too broad
in scope to be irrelevant, (2) extraneous to the area of agri-
cultural credit, and (3) applicable only to the peculiarities
of one project. These operational problems (identified in
citations 39-62) are grouped in the categories listed below
(many of which are very much interrelated). A brief concluding
summary statement which encompasses all the various evaluation

comments identified (refer to annex 4 for a listing of all

*Most of the evaluations were conducted by contract con-
sultants, the majority of whom were agricultural economists.
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problems identified per category) is included. Regretfully
these problems were most often only briefly stated with little
quantitative or qualitative support data for comparative pur-

poses,

Managément Information Systems. An appropriate data

collection, record and report system routinely generating accu-
rate information to assess and evaluate project activities

should be established.

Project Evaluation Systems. Appropriate evaluation pro-

cedures need to be developed to determine project usefulness

and impact as a basis for making adjustments.

Quality of Supporting Services. Services related %o

developing appropriate improved technologies, providing trained

extension and modern marketing all need to be improved.

Coordination of Supporting Services. There is generally

poor coordination of services with the credit institutions,

particularly as related to extension services.

Loan Approval Considerations. Too rigid loan approval

criteria and too much delay in loan approval.

Loan Repayment Considerations. Special efforts need to

be directed to the development of appropriate loan recuperation

systems.

Centralized Organization. To improve program effective-

ness a decentralized system if recommended,



b5

Personnel Matters. According to J. French, the most

universal observation made throughout the Spring Review was

probably the lack of trained personnel (22, p. 6).

Management/Supervision. Appropriate management and per-

sonnel administration systems need to be developed.

TABLE 2.

SPRING REVIEW, IDENTIFICATION OF
OPERATIONAL PROBLEMS

Category Frequency Reported
Management Information Systems 6
Project Evaluation Systems 6
Quality of Supporting Services 9
Coordination of Supporting Services 13
Loan Appfoval Considerations 10

Loan Repayment Considerations
Centralized Organization

Personnel Matters

£ O v

Management and Supervision

Table 2 reflects the frequency with which these specific
operational related problems noted in annex 4 were observed.
Given the frequency reported, it is apparent that operational
problems are a major contributing factor in explaining the

mixed performance of institutional credit earlier reported.
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This review supports well E. Kulp's conclusions that agricul-
tural credit "is the most difficult of all services to provide
to farmers" (63, p. 67).

At the same time, however, when these nine categories are
compared with the AID and World Bank developed suggestions,
except for the loan approval and particularly loan repayment
categories, little of operational utility has been suggested to
assist local institutions in addressing the many other problems

observed.

Research Needs

Given the magnitude of the problem related to improved
management practices, operational systems, and staff develop-
ment required to improve program management, both AID and the
World Bank concur that more attenticn should be directed to
obtaining more knowledge on management operations and organiza-
tional development (25, p. 38 and 1, p. 17).

Given the unlikelihood that traditional banking institu-
tions are capable of servicing tie rural poor, according to
the Bank, new operational systems need to be developed (1,

p. 17):

here 1s a need to learn much more about the most
appro..iate channels for providing credit at low cost to
enable large numbers of small farmers to become more pro-
ductive. It is clear that any system intended to reach
large numbers of low-income producers will have to be based
on principles different from those designed to reach a
relatively fe' large producers. . , . Small farmers require
much more services including closer supervision, than the
more commercialized large farmers, and more flexible
policies related to credit collateral, downpayment and
repayment schedules,
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Cognizant of this deficiency, however, the ideas, recommenda-
tions, and systems to meet the new challenges is a topical
area seldom studied by donors and academia, *

For example, neither the FAO nor the AID sponsored biblio-
graphies covering all literature related to agricultural credit
provide listings related to credit operations (65 and 66).
Economists have studied most about credit and as observed
earlier are often called upon to conduct project evaluations.
Much of their professional interests have been concentrated on
interest rate structure, credit availability, price policy
matters, et al.,, with limited attention directed to project
operation.** When asked to study management concerns,
economists often times employ quantifiable input-output factors,
Such an approach usually results in inflated projects targets
So as to justify project benefit/cost ratios.

Uma Lele comments (68, p. 129):

Because there are no easy objective criteria by which to
judge such accomplishmgnts as the trginipg of manpower or

on the basis of quantifiable production targets. These
targets .re derived from standard input-output coefficients
for physical inputs, such as fertilizer and seed, and do
not explicitly take into account some of the crucial

*G. Donald's excellent review of the Spring Review liter-
ature, particularly Chapter 10 which discusses application forms,
loan approval procedures, personnel policies, village agents,
and mobile branches (18, pp. 118-135) and D. Goodman's study on
organizational structure and administrative procedures case
study (64) are the only published ruurces I uncovered.

**Some economists have commented that these financial
issues are more important than management and training consider-
ations for these latter problems tend to "largely disappear as
financial markets develop" (67, p. 6).
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complementarities in realizing production objective--namely
the supply of trained manpower to administer an input deliv-
ery system, the effectiveness of administrative procedures,
or the existence of other physical infrastructure such as
roads. . . . Thus, the larger the proportion of expenditure
in a given project on these latter types of components, the
greater appearsto be the need for ambitious production tar-
gets to carry the burden of these indirectly productive
activities, so that the project can be acceptable in terms
of internal rate of return.

In the broader area of the administration of agricultural
development, only in the late 1960s did public administrators
begin research on a case study basis of agricultural administra-
tion. The only public administrations study of credit adminis-
tration was by D. Goodman (64).

More recently, social scientists and multi-disciplinary
teams have been working in the actual design of management sys-
tems to facilitate small farm development.* G, Hunter, one of
the more prolific of the social scientists, has been critical
of social anthropologists for not having conducted descriptive
studies of various systems and how these systems are perceived
at the local level. Such work would greatly assist economists
and administrators in project design work.

G, Hunter comments on the problem (69, p. 53):

There are of course, plenty of reasons for this neg-
lect. On the academic side, t':e apparent regions of mathe-
matical analysis add the special claim of figures to supreme
status, as facts made economics far more attractive than the
untidy and uncertain study of public administration or
cultural change. Even those who did profess public adminis-
tration as a discipline have mainly been concerned with the
morphology of institutions rather than their physiology, and
with central government as large para-statal organizations

rather than the multiple and confused goings on at the
village level (where agriculture happens to take place).

¥Robert Chambers, Christopher Trupman and D. G. Bedshaw
have done work in East Africa.
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Considering the high priority placed by donor agencies in
improving credit performance and the experimental nature of the
limited donor recommendations related to improving performance,
there appears to be much opportunity for research in the un-
studied area of rural development management. To better appre-
ciate (1) the complexities of program operation, (2) develop
newer ideas and suggestions and (3) test the appropriateness of
the limited suggestions therefore proposed, detailed operational
research of those small farmer directed projects containing a
high degree of innovative "new-doctrine" thought in their
design seems extremely useful. Though admittedly a complex
subject which is difficult to observe and manipulate =ffectively,
a comparison of descriptive case studies could well rerve as an
important follow-up activity to the donor's original initiative
to assist both donors and national inétitutions in improving
the possibilities of development positively effecting the
welfare and aspirations of the world's rural poor. Such is the

purpose of the following Nicaraguan case study.



CHAPTER

THE DESIGN AND MANAGEMENT OF INTEGRATED
AGRICULTURAL- DEVELOPMENT

A Nicaraguan Case Study

Nicaragma is not usually associated with the counfries
who have undertaken major social and economic reforms. However,
in the i970s, a major review of the agricultural sector was
conducted which served as a basis from which glaring inequali-
ties within the rural sector could be addressed. Evolving |
from this sectoral assessment was a major policy reorientation
and institutional restructuration from which, in a relatively
short period, a significant number of rural poor were partici-
pants and recipients of integrated social and economic develop-
ment services.

This chapter addresses key aspects related to this signi-
ficant metamorphosis from problem identification to farmer
utilization of new development services. FPirstly I Briefly
trace the evolutionary development of the growth-oriented
policy and the significance'of a government initiated sectoral
assessment which served as the cornerstone for new policy
development. This is done in order to comprehend the reasons
for the government recommending and implementing a major policy

shift in agricultural strategy.
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Given this informational and policy framework, the chapter
then describes various organizational factors and the complex
series of central management, personnel and outreach delivery
systems developed to attempt to assure attainment of original
program objectives. Resulting from the political turmoil which
has confronted Nicaragua over the last year, discussion is
directed in most cases to the first two and one-half year
period of program operation. This is also the period during
which these operational systems were developed and tested.

Firstly, however, to provide an overview of certain key
topics relevant to Nicaraguan agricultural development, a brief
discussion of its size, topography and soils, climate, infra-‘
structure, and population is presented.

Physical and Social Aspects Related to
Nicaraguan Agriculture

Size. Nicaragua is the largest of the Central American

republics, with a total land surface area of 137,000 square
kilometers. This is comparable in size to England and Wales

combined.

Topography/Soils. Nicaragua is characterized by its

diverse topography and wide range of soil conditions.* This
diversity is due to the large number of irregularly-aged vol-
canic formations located along the Pacific, and the long moun-
tain chain which "disects" the country from the northwest to

southeast. The Pacific coastal plains contain the most fertile

*Refer to map, figure 4.
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FIGURE &4
MAP OF NICARAGUA
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soil and is where most of the country's cotton, sugar cane and
rice are produced. Going east to the upland and mountain area,
less of the fertile volcanic ash is found and is the area for
coffee, maize and bean production. The eastern plain, which
occupies two-thirds of the total area is generally low in

natural fertility.

Climate. Nicaragua's location--10° 45' to 15° 10" north
latitude--has a strong influence on its climate. However, the
main cause for the noticeable variable dry to humid tropical
conditions that prevail, is the varied topography which influ-
ences rainfall patterns, and to a lesser degree, temperature
differences. Mean annual rainfall varies considerably within
ranges, but averages ~ce 1,140 cms of rainfall from the central
mountain region to the western plains, to 6,350 cms east.of this
region to the Atlantic Coast. Drought in certain parts on the
western area is common. The various crop growing seasons (in
Some areas there are three), are associated with changing rain-
fall patterns. The principal growing periods, however, are from

May to July, and August to December.

Infrastructure. Nicaragua is well-served with an all-
weather paved road system confined principally té the western
plains and uplands, and to a lesser degree, the central mountain
regions. The Pan-American highway which links Nicaragua with
Costa Rica and Honduras, is in good to excellent condition and
is the main via for Central American agricultural commodity

exchange. In the central mountain area, where most of the
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coffee and small producer agriculture is undertaken, the road
conditions are generally fair to poor, particularly so in tihe

rainy season.

Population. In 1975 the Nicaraguan population was 2.2

million, of which 50 percent were rural. Since 1950, when the
rural population was 65 percent of the total, it has gradually
declined, and in 1961 it was 59 percent of the total population.
0f the total relatively homogeneous population, most reside in
the highly populated area west of the central mountains with
only 8 percent residing in the vast eastern plains region.
During 1975, the population was growing at a rate of about 3.6
percent annually, down only siightly from the 3.7 to 3.8 percent
growth rate observed in the late 1960s (70, pp. 2-4). The
average size of rural family is 6.1 persons. Within the rural
population, agriculture is the largest employer, most of whom
are small farmers and farm laborers who reside in small commun-

ities.

Nicaraguan Agriculture Development
1535-1§20.

Though over the years its importance proportionately has
gradually declined, agriculture has been the most important
sector within the Nicaraguan economy.

Early "Agricultural First"
Policy, 1935-1958

Since colonial days, the political history of the Central

American republics, and particularly that of Nicaragua, has

been one of turbulent political and social unrest. This long
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tradition of perpetual turmoil was virtually eliminated during
the presidency of the extremely controversial Anastasio Somoza
Garcia. From 1936 to his assassination in 1956, even his cri-
tics remark that‘with the pélitical stability he brought
Nicaragua, considerable economic progress took place (71,
PP. 258-259). |
Prior to his presidency, Nicaragua had relied on a narrow
base of export crops--coffee and bananas at a time when coffee
yields had been declining noticeably (72, p. 42) and banana
production suffered a noticeahrie decline resulting from
Sigatoka. Somoza placed the priority for a rapid national
development on the agricultural sector by emphasizing increased
production areas and the rapid introduction of other crops
suitable for export market. The most thorough study on this
topic concludes that from 1936 to 1941, the Somoza government
"placed an unparalleled emphasis upon agricultural development"
to respond to the emergency financial situation confronting the
country (73, p. 100). The first crops benefiting from this new
campaign were cotton and sesame planted along the rich Western
plains area while coffee, corn and rice production also in-
creased significantly (72, p. 159).
L. Laird summarizes some of the economic results of this
strategy (73, p. 102):
By 1950 Nicaraguans were producing more agricultural
goods than ever before. They were, on the whole, earning a
greater share of the World's income than they ever had.
Nicaragua's balance of payments became favorable from 1935
onward. The nation's international credit rating improved

considerably as trade analysts praised Nicaragua's economic
progress.
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Agricultural Credit and the
Public Agricultural Sector

According to a 1946 study of Nicaraguan agricultural
credit institutions, prior to 1940, there was no coordinated
agricultural credit system in Nicaragua (74, p. 3). In 1940,
supportive of the new orientation directed to modernizing
agriculture, the Nicaraguan Government invited a Chilean econo-
mist, Dr. Herman Max, to reorganize the government-owned |
National Bank of Nicaragua (BNN). Resulting from Max's recom-
mendations, the national banking and credit system was to be
tied to support agriculture (73, p. 101).

For the first time, large amounts of credit for agricul-
tural, cattle, and poultry production was made available. From
1941 to 1944, the yearly amounts of money lent for agriculture
jumped from $1.6 million to $3.6 million (74, p. 37).

Because of the (1) limited technical expertise available
within the BNN, (2) absence of an extension service, and
(3) rigid banking restrictions employed, the principal partici-
pants:in the government's diversification programs were the
large and middle-sized producers.,

To quote Montealegre (74, p. 41): |

Even if one were to grant that credit facilities have
been adequate for large producers, particularly in areas
where the National Bank has established branches, there has
not been a sufficient democratization of credit facilities
in the sense that the needs of small borrowers have not
been appropriately met.

During this period, the motivating force behind agricul-

tural development was the BNN. Expenditures for the public

institutions supporting agriculture development received
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limited attention. Between 1946 and 1948, only 1.5 percent of
total government expenditures was devoted to the agriculture

sector (72, p. 17.), and this trend continued until early 1950

(25, pp. 332-334).

Perpetuation of Growth Emphasis
Policy, 1956-1965

The assassination of President Somoza Garcia in 1956 had

no effect in altering the national development strategy linked
to agricultural modernization. Agricultural credit continued
to be the main instrument of the public policy in promoting the
growth and diversification of agricultural sector. The BNN and
the Nicaraguan Development Institute (INFONAC), which was‘
created in the early 1950s to help stimulate development
through investment, received increased funding levels for capi-
tal and operational expenditures. For example, between 1962
and 1966, the IDB extended $18.6 million to the BNN for agri-
cultural and livestock development and $2.3 million was loaned
to INFONAC (76, p. 38).*

At the same time, however, little attention was directed
to the public agriculture sector institutions, Though begin-
ning in 1950, the USDA had been providing agricuitural research
and educational training to an autonomous servicio unit, the

agreement for this project was terminated in 1958, Resulting

*Illustrative of the agricultural emphasis of Nicaragua's
development strategy, the total amount borrowed by Nicaragua
from the IDB during the mid-1960s was at least twice the amount
loaned to other Latin American countries with similar popula-
tion levels and was exceeded by only five much larger countries;
Mexico, Argentina, Brazil, Chile and Venezuela (26, p. 93).
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from the departure of the USDA, a six year decline in the
quality of education and research was noted as the Ministry's
budget was not increased to compensate for the services pro-

vided by the USDA team (77).

Results of Growth Emphasis

Strategy

The long-term government commitment to obtain mational

economic growth objectives through foreign exchange earnings
generated from an expanded, more diverse agricultural export
sector produced some remarkable achievements. Instead of the

two~-crop economy observed in 1935, as noted on table 3, between

TABLE 3
VALUE OF AGRICUL%gg?%aﬁg? FORESTRY EXPORTS*

Crop 1939 1951

Sesame | 2,479,498
Cotton 253,478 5,457,405
Rice 1,484,021
Coffee | 2,639,951 18,449,845
Corn 1,049,845
Cattle | 186,670 ' 1,141,461
Timber 363,200 1,986,974
Sugar 83, 600 1,411,360
Other 834,000 2,015,273
Totals $ 4,360,898 $ 35,474,846

u;SOURCE: The Economic Development of Nicaragua (3,
p. 294),
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1939 and 1951, eight crops were generating over $1 million in
export earnings, and export earnings from agriculture increased
over eight fold. During the period 1950 to 1964, Nicaragua
observed an agricultural growth rate of 28 percent which was
the highest recorded by any of the 19 Latin American countries
for the same period (76, pp. 18-19). From 1939 to 1948, the
volume of importations for labor-displacing farm equipment
increased almost four fold (73, p. 198). By 1960, Nicaragua
was the eleventh larges® user of tractors in the western hemi-
sphere. Similar figures could be reported for other implements
and for the use of fertilizers and insecticides (73, p. 102).

Nicaragua was able to experience the most rapid economic
growth rate of any Central American republic and by 1965,
annual GNP was increasing at a rate of 9.7 percent (73,

p. 102). However from the perspective of income distribution
and employment generation, the benefits from these achievements
were not notable.

Whereas the commercial export sub-secto} continued to
expand, the .traditional small farm sub-sector was left unattend-
ed by any development service. The credit and other agricul-
tural institutions structure tended to reinforce a dualistic
agriculture sector (70, p. 16). Credit, technical, and mar-
keting services were concentrated for the benefits of a rela-
tively small, by comparison, group of middle and large size
producers of cotton, sugar cane, cattle, tobacco, coffee,

irrigated rice, sesame, etc.
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An AID field team "evaluating" the Nicaraguan agricul-
tural situation concluded (77, p. 4):

The remainder (small farm sub-sector) of the farm
population contributes little to commercial agriculture,
but it represents for Nicaragua a large reservoir of
potential development and contribution to the national
economy. This reservoir can only be tapped by an initial
investment of govermnment in technical services, provision
of credit and the associated agrarian reform activities in
the broad sense. In Nicaragua this group of rural people
are largely untrained and devoid of production resources,
but they exhibit an unusual attitude of willingness to work
long and hard to fulfill <their aspirations.

Agriculture Assessment and
Policy Reorientation

After thirty years of an agricultural policy which neg-
lected the broader concerns of the rural sector, a variety of
production and economic problems began appearing. In response,
the government mounted a nassive investigative effort to deter-
mine their causes, and to develop an appropriate strategy. This
section will examine the evaluation as the basic foundations

from which a dramatic switch in government policy was based.

Problems Surfacing

During the period 1960-1y64, the export sector continued
to provide its contribution to the country's expanding gross
domestic product. However, because of production decreases in
cotton, and also declines in other products, the following five
year period was noted overall as a period of economic recession.
During the first five years of the decade, the annual growth
rate of agricultural activity averaged 14 percent, but during

the period of recession, the rate of growth was but 3 percent
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(28, p. 1). Though crop production had expanded significantly
due to increased planting area during the first five year
period, from then on, a gradual decline was observed.* In
addition, a growing unemployment rate, particularly in rural

areas was noted.

Rural Sector Assessment

Responding to this growing problem was the creation of
the Nationzl Agriculture Committee (NAC) composed of the
President of the Republic, President of the Central Bank, and
the Minister of Finance, Economy and Agriculture. Formed in
1971, the NAC created an investigative task force, Sectoral
Analysis Unit--"UNASEC." UNASEC was directed to conduct a
detailed rural assessment of the economic and social conditions
and problems of rural Nicaragua. The UNASEC team, whose acti-

vities were coordinated by the Vice-Minister of Agriculture,

¥According to one analysis conducted by the University of
Missouri, this abrupt stagnation "was brought about because the
necessary adaptive research fer both export and basic grain
crops was not in place to take up the slack at the same time
the most productive land had virtually all been exploited."
To quote the basis for their conclusion (79, pp. 19-21):
"Since 1965, the crop sector has stagnated. From
1961 to 1965, the output of the crop sector expanded sharp-
ly because planted area increased rapidly. Yields, however,
also increased at a rapid rate during this period except
for sugar cane. After 1965, the rate of increase in both
area and yield (again excepting sugar cane) declined. The
net result was a stagnation of the output from the crop
sector. Throughout the entire 1960 to 1971 period, how-
ever, the increase or decrease in total planted areas was
the predominant influence on total crop production. 1In
fact, approximately 85 percent of the total variance in
crop output can be explained by changes in planted area
alone. This directly implies that over the past twelve
years, the change in planted area was the overwhelming
factor explaining changes in total crop production.
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was composed of twenty young professionals, most of whom had
advanced degrees and possessed with a high degree of concern
with improving rural welfare.

Beginning in October 1972, the UNASEC team, supported
by a limited number of technical consultants froh the
Interamerican Institute of Agriculture Science (IICA),
University of Missouri,* USDA, and AID began their work by
collecting‘and analyzing the large collection of studies pre-
viously undertaken but never before brought together for compre-
hensive analysis. Based on this material and a limited number
of field surveys, major studies were completed on the macro-
economic nature of the agricultural sector, farm management
data, supply and demand of key agricultural commodities, the
marketing of products and inputs, rural social and organiza-
tional problems, rural infrastructure, agriculture technology,
natural resources, land tenure, agro-industry and governmental
institutional analysis and finances. Though limited external
Technical expertise in specific areas was provided by repre-
sentatives from the above-mentioned organizations, all major
work was conducted by Nicaraguans. UNASEC served as a forum
from which some of the best young professionals were able to
comprehensively document problems of a natijnhal concern and
at the same time develop the national concensus from which a
concerted radically different govermment policy.commitment to

the rural poor was provided,

*In addition to their participation in the assessment,
P. Warnken later published the Missouri findings (79).
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After two years of study, in 1974, UNASEC presented a
lengthy seven volume series covering detailed observations of
the above-mentioned points. This assessment series served as
the reference base from which significant institutional changes
were to evolve.¥ To address the many complex problems identi-
fied, not one governmental policy issue could be considered,
but rather a vast number of interrelated factors had to be
incorporated within a major program if substantive change was
to occur.

UNASEC concluded that to respond to the growing need to
(1) locate productive employment opportunities at a liveable
wage, (2) provide the food needs for an expanding urban economic
sector, (3) provide basic improved social services, (4) gener-
ate the tax base to support these services, and (5) provide the
necessary foreign exchange base,a broader-based developmental
strategy than the growth—orientation‘strategy earlier practiced

would be required, #*

*A brief s mmary of the relevant issues concerned with
rural employment, rural income distribution, land tenure, gen-
eral level of living, agriculture development and supporting
services, fiscal policy can be reviewed in annex 5.

¥¥As the UNASEC study concludes (28, p. 172-173):

"Agricultural services have been provided almost ex-
clusively to a group of products and producers, contributing
in this way to worsen the characteristics of income distri-
bution in rural areas. The [Eommercia;7 sector could, in
fact, with an adequate production policy, achieve substan-
tial improvements and make a major contribution to the
balance of payments in the medium run, but it would contri-
bute little to solve the most pressing problems of agricul-
tural development, and to lay the foundations for a self-
propelled development of the sector.

In view of the situation, the National Agricultural
Committee has explicitly stated that: (1) The objective of
agricultural development is the improvement of living
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Creation of Growth With Equity
Strategzy

Resulting from the National Agricultural Committee's en-

dorsement of the UNASEC assessment, the difficult task of devel-
oping an operational plan addressing these conclusions was
undertaken. In late 1974, the NAC released the UNASEC study
"General Policy Strategy on Rural Development in Nicaragua."

The document was the logical outgrowth of the lengthy assess-~
ment exercises and sets the stage for the new policy emphasis.
To compensate for the previous neglects, the government's new
policy priorities were to be directed to improve the conditions
of the traditional small farmer agriculture sub-sector. Unlike
the previous objectives, the objective of this strategy "is to

bring about the improvement of the standard of living of the

standards of the rural population. (2) In view of the above,
it is necessary to achieve the following instrumental ob-
jectives, in the given order of priorities:

- Improvement of income distribution of high social sensi-
tivity, as a tool to assure the rural mass an access to
goods and services of the economic system.

- A widening of opportunities for productive employment, as
a more dignified form by which man can contribute to raise
his income and participate in the developmental processes.,
- A strengthening of the growth of agricultural production
as a way to assure availability of goods and services to
the rural sector and a greater growth of the general econ-
omy.

- A higher contribution of the rural sector to the balance
of payments to procure resources needed to support the gen-
eral economic development of the country.

- An allowance of provisions for constant supplies of food
and raw materials for domestic use, as a means to assure
price stability and, the development of relations of the
rural sector with other sectors of the economy, which in
conjunction with foreign relations, allow for a self-
sustained economic growth,

- Responsibility of the rural sector for the generation

of financial resources that the public sector will need

for the execution of the National Rural Development Plan.
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rural population, meaning by this, a greater access of the
rural population to the stream of goods and services, together
with a greater individual participation in the decisions
affecting the improvement of said population" (80, p. 1).

A key dimension to the new strategy was the expansion of
the role of the small farm segment in the overall economy,
Through the expansion of the productive capabilities of the
large-small farmer sector, higher real incomes would be gener-
ated which in turn would provide the effective demand for basic
goods and services produced by other rural dwellers. The
assessment indicated that it was the expansion of the small
farmer sector rather than medium and large farm sector which
would increase the demand for labor since the latter were be-
coming increasingly mechanized.' In short, by directly support-
ing the small farmer, a self-generating development process is
accelerated in the rural areas. Also, the smaller, more labor
and management intensive units of production were viewed as the
most suitable to diversify the sector into non~traditional
export crops and insure that domestic demands in agricultural
commodities could be met with domestic production rather than
imports. The same justification for a small farmer emphasis is
not peculiar to Nicaragua, but has been endorsed by many other
development experts (11, p. 37; 12, p. 143; 13, 14, p. 9; 153,
pp. 10-14; and 16, pp. 35-36).



66

Restructuring the Public
Agricultural Sector

The implementation of this dramatic change in policy
would require an entirely different participatory governmental
role and commitment from the passive role previously observed.

Quoting from the report (80, p. 4):

The role of the GON will be that of a "starting
motor" correcting inefficiencies in order to initiate and
accelerate the process of rural development, making use of
the resources generated in the agricultural sector and
channeling them to rural areas, through an integrated pool
of services, thus obtaining a greater productivity of the
sector, a greater income for small producers and an im-
proved productive rural infrastructure and social services.
The major portion of the initial effort will have to be
financed with external funds, as the GON improves its capa-
city to obtain needed internal resources.

This "starting motor" responsibility required the govern-
ment to provide basic agricultural research, extension, credit,
input and marketing services not only to expand traditional
domestically-consumed products but also other raw products for
industrial use and export.*

To create the organizational structure required to imple-
ment the new rural development initiative, the government deter-
mined that the public and autonomous agricultural sector pro-
grams must be mobilized under one sector control coordinating
and planning unit, that a major reorganization would be required,

and that special new implementing agencies must be created.

*To quote from the sector assessment: "It seems evident
that small farmers that are able to combine crops for internal
consumption with some export crops can obtain better income
levels than others of equal size who are entirely devoted to
growing crops for internal consumption (80, p. 115).
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The Ministry of Agriculture was to be stripped of its
many operational agencies and to be re-organized in order to
provide only sectoral planning, budgeting, evaluation, training
and regulating responsibilities. The Minister's position was
significantly enhanced for now he was to be the "rector" of all
governmental activities within the agricultural sector. He
would be the principal coordinator for the many sectoral pro-
grams and be assisted by the planning, budgetary and evaluation
units mentioned above. The extension, research, agricultural
education, natural resource development, marketing, et al,
activities would become separate autonomous agencies subject to
policy direction and coordination provided by the Minister.

A principal support unit to the Minister in his new role
was the newly-formed Department of Sectoral Planning (DIPSA)
staffed by a young cadre of MS-trained professionals responsible
for programming, budgeting and evaluating sectoral activities.
Many of the UNASEC staff were incofporated within this unit
thus "institutionalizing" their important earlier experiences.
Other changes relate to training, regionalization and technology

alterations and extension.*

*A brief discussion of these important organizational
changes is provided. Recognizing the limited operational and
administrative capacity with the sector, a National Training
Center (CENCA) was to be created to provide the sector's new
autonomous agencies staff with the necessary operational skills
required to execute programs to be more responsive to local
needs, better supervise and coordinate operation, the Ministry
was to restructure itself to permit regional operations. Also,
the Nicaraguan Institute of Agricultural Technology (INTA) was
created to integrate agricultural research, extension and
training within one organization. All activities have been
initiated and have received increased governmental assistance
and from donor agencies such as AID and the IDB, Much. has been
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In addition to these important reorganizational activi-
ties, a "starting motor" implementing agency of the govern-
ment's new strategy was created. In order to provide the
comprehensive agricultural development services required to
bring about the new policy objectives, a rural poor agency
responsible for the specific basic agriculture services needs
of this group and to coordinate, as required with other insti-
tutions, would be the most effective means to implement the
new strategy.

As stated in the strategy paper (80, p. 55):

The Peasant Farmer's Development Institute~-INVIERNO
(Instituto de Bienestar Campesinog*——will be in charge of
promotional activities, organization, and training of small
farmers and people in rural communities. The institute
will also be in charge of information services, training,
credit, marketing, acquisition of inputs, agricultural
engineering for the benefit of small farmers and artesans,
and, in general, of all the services required to improve the

production, as well as the living conditions of rural inhab-
itants.

General Discussion of Leading Wedge Development
Institution--INVIERNO _

Creation of INVIERNO

No existing agricultural banking or government service
office possessed the experience and confidence within the target
population, nor the necessary capacity to launch the comprehen-

sive development program envisioned. Instead of formulating

done to strengthen the role of the Ministry and to assume com-
pliance with the objectives of the UNASEC documents.

*The correct Spanish acronym would be INBIERNO. However
as the most important climatic events related to planting occurs
in the invierno ("winter") rainy season, symbolic of the new
program agricultural orientation the B was altered to V.
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within the established structure the specialized organization
and incorporating existing personnel, a new autonomous organi-
zation was instead created.*

The May 1975 legislation which chartered the INVIERNO
organization provided it with a broad mandate to extend devel-
opmental services over the long term (81, p. 26):

The basic purpose of the Institute, within the limits
of the present law, will be to promote the socioeconomic
progress of the rural sector in a way that will allow its

population to attain a sustained, permanent, and integral
improvement designed to achieve for such population a more

effective participation in the economic, social, cultural,
and political iife of the nation.

Given the many limiting factors identified in the rural
area, one factor could not be attacked in isolation, but rather
all major factors are to be addressed within a comprehensive
structure. The INVIERNO charter describes its many integrated
banking and non-banking development services related to credit,
technical assistance, input supply, mafketing, infrastructure,

etc, *¥%*

*The World Bank contends that often times the special
requirements for dealing effectively with large numbers of small
farmers are not within the capability of the traditional commer-
cial banking structure, agricultural banks and development
banks. The system and procedures for reaching the large borrow-
er clientele are not appropriate for the small borrower (1,

p. 15).

*#Both the World Bank and AID concur on the advantages of
credit delivery through one multi-purpose institution asg a
means to assure the provision of necessary services at smaller
per farmer costs. Management problems, however, are increased
(1, p. 15; 25, p. 41; and 24, p. 18). To quote AID's experience
(2%, p. 26)7T "Credit institutions working within an integrated
program have better overall success. Where extension and mar-
keting services don't exist, a new multi-purpose agency may be
indicated.
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To comprehend the management systems to be discussed,
mention is first made of INVIERNO's outreach strategy, regional
orientation, organizational structure, program financing, acti-

vities, and achievements.

Qutreach Focus

Among its many design.tions, INVIERNO would be responsible
for the initial community promotion and "consciousness raising"
experiences to prepare the community for their participation in
the development process and also for the execution of specific
agricultural and rural developmental services and for other
services that are to be coordinated and implemented with the
assistance of other governmental agencies, These services are
to be introduced gradually based upon the social and economic
conditions of the communities, and INVIERNO's and the other
organization's institutional capacity to provide them.

During the first year of operation, particular atﬁention
was directed to perfecting the agricultural credit pfoject for
this was the most important activity perceived by the ma jority
of rural residents. By succeeding well here, it was hoped that
an image within the communities of their and INVIERNO's capacities
would facilitate the community gradually attaining the long

range self-sustaining development objectives anticipated.*

*It is believed that the implementation of a new program
be structured so that positive results are perceived by partici-
pants during its initial activities. This helps to establish a
positive image and confidence which can create the necessary
setting from which greater commitments and future risks by the
project participants may evolve, As viewed by F. Frey:

The developmental administrators' most important job
in the traditional village is to ensure that the villagers
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As described by INVIERNO (82, p. 9):

The accomplishment of /The program's/ objectives
requires the uniting of all factors that directly or indir-
ectly affect the developing of the campesino family. This
implies that the Institute must provide to its beneficiaries
an entirety of integrated services, whose effects will o
gradually manifesting themselves overtime. Therefore the
sustained growth of the rural population level of living
only will be fully attained in the long run. Nevertheless,
at short and medium term, they will be able to register sig-
nificant progress in some factors--like the labor developed
in the first years which in turn contributes to accelerat-
ing the final process.

In accomplishing these objectives, all mutually-supportive
agricultural development services, including all credit activi-
ties would be administered via "mobile branches" at the commun-
ity level, and in some cases, at the farmgate. Given the poor
road conditions, limited transportation facilities of the rural
poor, and the low luvel of agricultural technologies used, in
order to reduce the producer risks, an outreach system directed
to the community level would be mounted.* Clearly the govern-

ment working with participating communities was to have a more

have a "successful learning experience with change. He
must select specific developmental projects whose results
.will be highly visible to and highly valued by the villagers.
At least at first it should be a project whose probability
of success is very great and whose realization time is very
short, The crux of the project is its impact upon the
orientation of the peasantry, not its marginal contribution
to gross national product."
(Frederick Frey, "Development Aspects of Administration," edit-
ed by Paul Leagens and Charles Loomis, Behavioral Changes in
Agricultural Concepts and Strategies for Influencing Transi-
tions. Cornell University Press, Lthaca, 1974).

¥Because of poor transportation, small farmers usually
have difficulties in reaching branch offices and usually several
trips are required before credit decisions can be made. Conse-
quently, according to the World Bank, "it is necessary for the
institution to go to villages or even individual farmers to
cooperative meetings or to small informal groups to make con-
tracts" (1, p. 62),
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active involvement in the rural develcpment process than
before. *
It is INVIERNO's contention that (82, p. 8):
Opportunities must not only be provided, but the ser-
vices should be delivered to the individual rural farmers
and to the community in a comprehensive manner, so that
these opportunities may be accepted and profited by the

rural farmers, and that once they have been received, may
be fully appreciated.

Regionalization

During the UNASEC survey, eight agricultural regions were
created based on common agronomic considerations. So that
scarce developmental resources could be focused on the most
pressing problems in the most needy areas, and to provide the
degree of operational supervision required to permit the rapid
and efficient development of the operational and management
systems required for future expansion to other areas, the
programs initial activities were concentrated initially in
Regions V and II (refer to chart 5). Region V with 253,000
inhabitants has the largest rural population and the largest
percentage of small producers. The average rural family income
was lowest in Region V, with Region II being second lowest.

The combined rural population in these two regions is about

b0 percent of the total national rural poor population. Both

*The Spring Review conclusion regarding government in-
volvement is appropriate (24, p. 27). "The argument for govern-
ment involvement . ., . can be extended to all forms of small
farmer credit programs., Since these programs by definition
imply redistribution of economic and politiecal opportunity,
they cannot succeed with large numbers of small farmers with-
out confronting existing rural power base."
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areas demonstrated promising agricultural development factors
which could contribute in bringing about a more significant
program impact (83, pp. 38-40).
Program's Organizational
Structure

INVIERNO is an attempt to incorporate a delivery mechan-
ism of diverse services with various entities to the rural poor
all within one organizational structure.* This requires a sys-
tem to coordinate both externally with other agencies and with-
in the Institute itself from the central to regional to zonal
offices to the isolated community.

External coordinaticn is institutionalized at the central
office level through the INVIERNO Board of Directors. Tie
Minister of Agriculture, as coordinator of the public agricul-
ture sector, presides as INVIERNO's Board Chairman, with other

Board members being the Minister of Education, President of the

—~Central—Bank;—Presideni—of—the National Bank, Presidemtof the
Agrarian Institute, two representatives each from both the
majority and minor.ity puv.itical party, and one i.ember repre-
senting campesino cooperatives and organizations. A General
Manager, appointed by the President of the Republic is respon-
sible to the Board of Directors and serves as the intitution s

chief executive responsible for implementing Board policy. The

*The Spring Review concluded that no one institutional
form 1s the preferred since government policy, institutional
powers, leadership, and cultural mileau are all variable pecu-
liar from which no conclusive opinion could be made. A decen-
tral ized organizational structure, however, was the preferred
(24, pp. 15-16).
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Board's responsibilities relate to general policy formulation,
annual budget approval, amendment of by-laws as required and
other general overseeing responsibilities (81, pp. 38-39). The
Board nominates an auditor to assist it and INVIERNO in contin-
uous inspection activities.

To help facilitate policy implementation by the General
Manager, Gustavo Gomez-Casco,* a three-tiered structure was
created to provide necessary centralized supervision and follow-
up action and crucial information feedback, especially during
the initial two year period. This decentralized structure, com-
posed of a central, regional and zonal offices, i.e., CEDEs
(Centros de Desarrollo--Development Cent~rs), provided the
basis for a gradually-expanding outreach services. This struc-
ture and the central office organization are found on chart 6.

The Central Office, located in Managua, has the responsi-

bility for interpreting the policies as presented by the Board,

__dexeloping—ppogpam—ebﬁee%iVes—andftonducting“évaiﬁations, the
preparation of operational norms and practices, the design of
management systems, providing logistical support and coordi-
nating with the other govermment agencies within the public
agricultural sector and other sectors. Two vice-Managers have
been created, one for Operations and one for Data Processing.

The Vice Manager for Operations provides the direct link to the

*The Manager is a graduate chemical engineer with consid-
erable banking experience prior to being named. He had pre-
viously worked at INFONAC and prior to coming to INVIERNO was
General Manager of the Banco Popular (a large urban-based bank-
ing operation). He was the principal architect of the manage-
ment systems to be later discussed.
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Regional and CEDE.Offices, and also for the supervision of the
main supporting service units--(1) Agricultural Production
Program, which includes an agricultural and an information
dissemination division, and (2) the Campesino Enterprise
Development Program, comprised of a social development, market-
ing and smalli rural enterprise division. The other vice-
Manager is responsible for the administration and technical
operation of the computerized management information and project
Support systems. The other offices include the legal counsel,
accountant, personnel and administrative services, programming
and control, municipal development and an independent audit
unit,

The base level operational unit from which the variety of
services offered by INVIERNO are provided is the CEDE. 1In late
1975, five CEDEs located in San Ramon, Jinotega, Condega, La
Trinidad and Matiguas were chosen in Region V. These are mar-
Jggtﬁtgwgé_gi_éraund_lﬂﬂﬂﬂﬂ_people—with—sueh—faeiii%ies—as_a—‘—*—*—““
bank, school, potable water, lights, and warehouse structure
(82, p. 17) which facilitate basic operations and permit employ-
ee's families to reside in the same town. In addition, in order
To reduce operational costs and still attend those areas that
show promise (but don't have at least ten communities within a
25 kilometer radius), during 1977 sub-CEDEs were created in
Pantasma, Yali, La Pita del Carmen and Wasaka.

Each CEDE is directed by a Manager, who among other acti-

vities, coordinates an outreach staff of technical supervisors
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and support personnel. The technical supervisors are respon-
sible for coordinating the agricultural extensionists,* social
promoters, input and marketing specialists, farm budget techni-
cians and cashier personnel, all of whom are assigned to speci-
fic communities where most of their work is conducted. The
CEDEs are presently extending their services to 283 communities
each averaging around 80 families or around 500 per community.,
As noted on table 4, the range of communities served per CEDE

is from 26 to 58, depending on population density and road -

conditions.
TABLE 4
COMMUNITIES SERVED PER CEDE*
CEDE 1976 1977
Region Vv 178 225
San Ramon 28 43
Matiguas 20 26
Jinotega 4s Y
La Trinidad L6 51
Condega 39 58
Region II
Masatepe 58
Total 178 283

*SOURCE: INVIERNO Programacion y Control

*Later, this element will be termed "Agromoc."
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Program Financing

Given the new governmental mandate significant financial
resources were required to both the public agricultural sector
and to INVIERNO. Considerable startup investment funding to
provide for the increased levels of capital investment, build-
ing, equipment, and professional personnel and increased opera-
tional expenses was required.* The total estimated operational
budget for the agricultural sector was to increase from about
$16 million per year to over $39 million during the years
1972-1977 (84, Annex VH, p. 4).

INVIERNO's initial financial requirements, some of which
were incorporated in their original charter, are noteworthy.

As stzted, $14.3 million was to be provided by the government
in capital assistance, and in addition, "technical assistance"
expenses related to social promotion, training, etc. would be

reimbursed from the General Budget (81, pp. 12-14). For these

-eﬁs%s—an—estiméted—$tBTﬁ—miTIiﬁﬁ_WE§“to ve provided from treas-
ury resources during the initial five year period (84, pp. 114-
115).

Additional support to this long term government commit-

ment came from a $12 million loan provided by AID in September

*G. Donald's review of the Spring Review documentation
noted the increased costs associated with small farmer focused
programs (18, p. 31):

"Credit programs are costly, and in a successful
credit program the value of the benefits must exceed the
costs. Among the costs are administrative operation,
supervisory costs, alternative opportunity costs, default
and other social costs."
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1975. It will be recalled that AID had collaborated with the
UNASEC survey in support of the government's new direction.*

As reported in the most recent evaluation of the program,
the Nicaraguan goverrment has provided all capital assistance
requirements to INVIERNO (the unspent portions being deposited
in long term interest bearing accounts). Reimbursements for
technical assistance expenditures, however, have lagged behind
schedule (85, p. 12). This shortfall, which has not signifi-
cantly affected the project operations (85, p. 145), was brought
on by decreased coffee and cotton revenues, a major outbreak
of coffee rust which required an estimated expenditure of $14.3
million over a two year period to control (70, p. 5), an econo-
mic recession and the recent political unrest which has caused

funds to be diverted from all budgets to Defense,

Program Activities

Responsive to the issues and constraints identified in the

Sector Assessment, a series of interrelated services and acti-
vities were initiated under the INVIERNO Program. The services
provided by INVIERNO directly or by other agencies assisted by
INVIERNO relate to community organizations and promotions,
agricultural training, agricultural credit, agricultural input

supply, crop marketing, adaptive research, family gardens,

*In addition to the loan which provided the INVIERNO pro-
gram with a combined total budget of §30.6 million to cover the
initial phase of the program, an additional $7 million from AID
was designated to assist the Department of Sectorial Analysis,
National Training Center and the regionalization plan of the
Ministry of Agriculture.
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small rural enterprises, rural access roads, municipal develop-
ment, land sale guarantee, rural housing, public health, and
rural education. A brief description of these mutually suppor-
tive activities is provided at annex 8.

Though certain responsibilities are undertaken by INVIERNO
directly with the participating community, when other govern-
mental entities are better equipped to address the particular
request, they are either contacted or contracted directly by
INVIERNO or by the community. The distribution of these differ-

ent project reponsibilities is reflected on table 5.

TABLE 5
THE COORDINATION OF RURAL DEVELOPMENT SERVICES

Project Component Rezg;giible Suipor?ing

Community Organization/Promotion  INVIERNO

Agricultural Training INVIERNO

Agricultural Credit ~INVIERNOQ

Agricultural Input Supply INVIERNO

Adoptive Research INTA INVIERNO

Land Sale Guarantee Central Bank INVIERNO

Family Garden INVIERNO

Small Business INVIERNO

Rural Access Roads Ministry of INVIERNO
Public Works

Municipal Development INVIERNO Ministry

of Gov't

Rural Housing INVIERNO

Public Health Ministry of INVIERNO
Heal th

Rural Education Ministry of INVIERNO

Education
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Early Achievements

During the six monta period after its formal creation in
May 1975, new offices were established, new people recruited,
hired and trained, lengthy conditions precedent to the disburse-
ment of the AID loan were completed, equipment and vehicles were
purchased and the various management and operational systems
developed. Community visits were made to promote the project
and to determine interest in program participation for the first
planting cycle in 1976. From the approval of the first agricul-
tural loan in March 1976 up to the end of 1977, most of the
above-mentioned projects and services were introduced in 283
communities in Regions V and II benefitting diresctly over 30
percent of the total rural population in the two regions (87,
p. 9). In a short period, a series of services heretofore
never provided were extended to a significantly large number of
the rural population.

Three years of field operation is too soon to measure the

impact of the project on its users, and thus "success" cannot
yet be acclaimed. However, many outsiders have examined the
project and are enthusiastic about its record thus far. Much
of this praise results from the innovative management systems
developed to administer the wide range of program activities.
The American Technical Assistance Corporation's Dr. Albert
Brown, coordinator of the first annual program evaluation con-

cluded (88, p. 2):
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The entire operational system from personnel recruit-
ment, through training to execution is one of the most
effective we have seen.*

INCAE, the Harvard-created MBA school, conducted a study
on the management of rural development which concluded (70,
p. 31):

Among the principal strengths of INVIERNO are its
innovative concepts (lines of credit to campesinos, inte-
grated packages of services; variable repayment terms), its
strong management team and the wealth of experience and
expertise in computerized management systems.

Professors Claudio Gonzales Vega and Ronald Tinnermeir's
study of the agricultural credit program in relation to Spring
Review findings commented (83, p. 127):

There can be no doubt that INVIERNO is an extremely
innovative effort to solve the problems of the Nicaraguan
small farmer and that it has made extraordinary progress in
outreach during its first two years of experience. This
istitution has adopted more concepts and procedures of the
kind recommended during the AID Spring Review of Small
Farmer Credit and in other pieces of the recent literature
on the subject than any other credit agency in Latin
America, while in certain cases it has even innovated
beyond the Spring Reviesw recommendations.

And also, the second annual project evaluation coordinated
by Dr. Henry Hopp of the Robert R. Nathan consulting group
remarked (85, p. viii):

Thus at the end of the second year of operation,
INVIERNO should be regarded as a pilot program which is well
run and extremely interesting. It has a good target group
focus. The multi-service approach that it embodies is sound,
and 1t, along with its AID cooperator, has demonstrated the
ability to operate such a complex program while maintaining
the pragmatism and flexibility essential to benefit from
experience.

*The corporation's consulting work is mainly confined to
Latin America and Africa.



84

The Management of Integrated Agricultural
Development

The provision of basic agriculture development services
requires the presence of well-managed low-cost systems which
assure the timely and efficient delivery of such basic services
as local organization, technology, agriculture credit, and input/
output commercialization.* Optimum veather conditions are usu-
ally crucial for more productive yields. However, because of
ever-changing and unpredictable patterns, minor delays or over-
sights in the provision of these services can have disastrous
effects on production and can render development programs wholly
abortive (89, p. 7). The provision of these services is further
complicated since they must be provided to distant heterogen-
eous farm units employing traditional practices all with dif-
ferent input requirements.

What follows is an effort to illustrate (1) the many com-

pPlex factors which were considered in providing basic integrated

agricultural development services and the (2) innovative manage-
ment personnel and operational systems developed by INVIERNO in
response to implementing its broad mandate. The following
themes related to central management systems, personnel admin-
istration, community participation, diffusion of modern techno-
logy, agricultural credit, commercialization of inputs and

outputs, and program evaluation will be discussed.

*To narrow the focus of the INVIERNO Program's total
needs approach to development, emphasis here is only on these
core agricultural development services.
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Central Management Systems

The first program evaluation coordinated by Dr. Albert
Brown concluded that INVIERNO is perhaps the most tautly organ-
ized and exquisitely controlled organization known to members
of the evaluation team (88, p. 38).* From a central management
perspective some of the key features responsible for this con-
clusion would include the following themes: program planning,
executive committee, operational manuals, follow-up supervision,
auditing, accounting and automatic data processing systems,

Program Planning. INVIERNO has placed a high priority on

systematically developing global program and annual project com-
ponent planning as a basis from which management objectives and
administrative requirements can be determined.*# Where possible,
specific time-limited quantifiable "out-put" objectives are
determined which serve as "bench marks" for periodic reviews by
the executive committee, annual project and program evaluations,

__and for determining estimated resources to attain project—out-
puts.

*ATAC concentrates their consulting work mainly in Latin
America and Africa,

**According to the Spring Review, planning is often a defi-
ciency of newly-created programs (24, p. 27), "Newly created
small farmer credit programs are often handicapped by having
been saddled with partially incompatible goals and no estab-
lished priorities., The problem is inherent in small farmer
programs, which mix efficiences and equity objectives. To guard
against this tendency, small farmer credit programs . . . heed
to give clear priority tec the role of supporting the 'small
farmer sector' and establish criteria to measure whether that
ambitious role is being performed."
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In order to establish uniform criteria throughout all
areas of operation,during the first two years principal respon-
sibility for the programming and planning was with the Program
and Control Department which worked with appropriate central
office personnel in developing program documents. They first
produced the Preliminary Implementation Plan in October 1975,
which provided a general description of each component, its
estimated budgetary requirements and a general phasing of pro-
gram activities over a five year period (90). Using this ini-
tial effort, a subsequent more detailed implementation program
plan was developed in Jaruary 1976 which provided more exact
input/output estimates and more detailed purpose statements for
each program component (21). These two general documents
served as the reference for the preparation of the first annual
plan which included detailed quantifiable indicators related to
all project resources requirements, the expected products from

these resources and included a detailed PERT chart plotting

principal project activities (gg). Subsequent operational
planning documents have been presented annually.

The input/output planning approach assists in (1) pro-
viding quantifiable objectives for easy reference by management
and field, (2) periodic reviews and annual evaluations,

(3) assuring that the necessary resource requirements to attain
the projected level of activity can be made available, and

(4) providing one common reference point from which the neces-
sary operational manuals and training requirements can be

prevared. As will be reviewed later, resulting fi .m conclusions
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of an extensive inhouse evaluation, it was determined that the
program was sufficiently developed to permit that all annual
planning activities be generated from the community level and
coordinated at the CEDE. However beginning with the 1978
annual plan, preparation is now a "bottom up" methodology
initiated at the community level which permits CEDE partic‘pa-
tion before being finalized at the national level. (This pro-
cess will be discussed under Community Participation.) The
finalization of the plan is coordinated with DIPSA, the Sector-
ial Planning Department, to assure concurance within overall
sector objectives.

Executive Committee. This committee, which is chaired by

the INVIERNO General Manager, includes the two vice Managers,
office directors from all other staff and line units, the
Regional Manager, one CEDE Manager (rotations are made with
each session) and representatives from DIPSA and AID. The

—committee meets-regularly in order to-assure "the-most—effee———

tive follow-up of program activities and to have a better
coordination of the work developed by the different departments
and programs (93, p. 74). Given the experimental and complex
nature of the program, beginning soon after its creation, weekly*
day-long uninterrupted sessions (sandwiches are brought in) were
held to discuss and review project activities, compare results,
formulate plans, request operational policies, and request

follow-up status reports on previously requested activities,

¥During the third year of opera*tion, bi-weekly sessions
were introduced.
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Given the complex areas that have to be considered before
important decisions are made, this mechanism provides a parti-
‘ipatory forum from which all issues are considered prior to
decision issuance or policy formulation. Other beneficial by-
products generating from these meetings include (1) the impart-
- ing of operational learning experiences for the younger office
directors, (2) developing a strong feeling of program unity,
and (3) assuring effective coordination of all program activi-
ties.

To assure follow-up actions and disseminations of matters
discussed to all operational levels, minutes of the important
decisions reached are prepared. Also a listing of those speci-
fic responsibilities commissioned during the meeting is made
with the responsible official estimating when the assignment is
to be completed. Since this listing is reviewed each meeting,
group pressure usually assures compliance with his original
"pledge."

As reported in a study on sectoral management in lesser
income countries, for which INVIERNO was one of two development
programs studied (94, p.21-22):

« + + The executive committee seems to have helped
launch and keep together the many INVIERNO components.
This committee allows for group decision making and feed-
back; the integration of program and administrative persons,

the integration of Central 0ffice and local office
persons. . . .

Operational Systems Manuals. To assure that constant

standards of quality services and an optimum level of efficiency

are provided by the field cadre group of new personnel working
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in distant areas, specific operations procedural manuals touch-
ing on all phases of program operation were prepared. By the
end of 1977, over 130 manuals had been developed.
The manuals were designed to reflect three important
operational considerations (81, p. 15):

1) Operational and general costs ought to be main-
tained at the lowest possible level through the design and
implementation of systems and procedures that are efficient
for the operational control and evaluation of each project;

2) All the systems and strategies must be designed
under the supposition that these have to be adequate for
the short and long term and at the rate at which the pro-
gram extends itself;

3) The systems and procedures must be designed in
Such a form that results expected are relatively easy to
administer and supervise by the CEDEsS. This focus helps to
diminish operational risks and costs and make simpler the
training by CEDE managers.

The heavy reliance of detailed but clearly understood
manuals assured, among other things, that distant field person-
nel have a standard reference manual and that they are employ-
ing themselves in what is intended to be an efficient manner.
Consequently, supporting supervisory responsibilities are some-
what reduced for there is reasonable assurance that field cadre
. are undertaking the required opcration. 1In addition, the
manuals maximize the time of field technicians to be programmed
for technical matters, rather than performing administrative
fﬁnctions.

Quoting from the INVIERNO 1977 annual report (95, p. 9):

The administration's pclicy has been focused towards
the design of decentralized and flexible servicn delivery
systems adapted to the physical and social characteristics
of the rural area which permit the delivery of services in
a massive form appropriate to Program needs, central con-

trol and monitoring--normally with the aid of a computer.
In this way, CEDE personnel can dedicate almost all their
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working hours to service coverage without significantly in-
creasing central office cogts.

Extensive training sessions were developed to assure the
mastery of these manuals by appropriate personnel. During the
training sessions, emphasis is placed on role-playing technique
so that the field application of the manual is well understood,
Periodic reviews are conducted of the more often used manuals
to determine their appropriateness. As more experience in the
program is gained and consequently a greater knowledge of staff
capabilities, provisions have been made to permit greater flex-
ibility in manual application and decision by exception by field

cadre.

Operational Supervision. In addition to the executive

committee structure, which among other services institi tional-
izes follow-up actions on previously made assignments, a series
of centrally-monitored reporting, activities have been develop-
ed to facilita%e prompt information flow to management and to
assure that maximum time of field cadre js spent in a produc-
tive way with small farmers.* The CEDE, regional, and staff
level units are levied specific report requirements for review
and analysis by the vice-Manager for Operations. The three

basic report components are CEDE, financial and expense analysis,

*Both the World Bank and AID concur that technical super-
vision of new agricultural technology is one of the essential
activities of a credit project (1, p. 40 and 24, p. 31)., How-
ever, since it is an expensive activity, according to the World
Bank, "it must be subjected to careful evaluation and planning
in terms of number, purpose and scope of visits of the super-
visgr¥ officers to assure that benefits Justify costs" (1,

p. 40),
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and efficiency indicator reports. Also, more decentralized and
informal procedures have been incorporated to assure timely
completion of assignment.

Each day, CEDE Managers complete a report of daily opera-
tions which is a one page summary statement of all credit and
commercialization activities undertaken, including the monthly -
accumulative total (96, p. 4). Monthly reports are prepared by
all central office directors and CEDE Managers for review by the
Vice-Manager of Operations and the Department of Programming and
Control. The CEDE report reflects "accomplishments"* in rela-
tionship to the previous monthly plan and includes the plan for
the next month. This presentation permits a review to deter-
mine "operational" evaluations of all CEDE activities.

Resulting from the information generated and other sup-
porting information obtained at the central office level, <the
vice-Manager will also prepare a comparative analysis of all
CEDE credit activities and all operational costs related to per-
sonnel, vehicle maintenance, office repair, gas purchases, etc.
to make periodic seasonal comparisons. An analytical system
has been prepared which atiempts to compare the management effi-

ciency of each CEDE against certain criterion** which attempt

*Each plan includes simple one sheet summaries related to
financial activities, loan repayments, sales of inputs, pro-
duct marketing extension activities, work with community boards,
community development projects, and miscellaneous activities

(96).

**Ten indicators have been developed some of which measure
costs per socio assisted, gas costs per vehicle, maintenance
costs per vehicle, banking cost per 1,000 cordobas (seven
Nicaraguan cordobas are the equivalent of one U.S. dollar) in
account, banking cost for every 1,000 cordobas recuperated,
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to compensate for CEDE differences as to community size, dis-
tance, personnel levels, etc. Based on the formula developed,
the consolidation of the various criteria result in a ranking
of CEDE "management efficiency." The results of this analysis
and various conclusions are forwarded to the General Manager
for his review and action,

Another important supervision technique is the use of reg-
ularly scheduled meetings at the CEDE level, for CEDE Manager
and meetings for specific technical staff. All CEDE-level
personnel meet every Saturday to review the progress made in
relation to their monthly plan and to prepare their individual
weekly work plans. All weekly plans are consolidated on a
tulletin board thus permitting coordinated use of vehicles and
better supervision. Twice monthly, all CEDE Managers meet with
the Regional Manager and the vice-Manager of Operations to re-
view status of all project activitiegs and %o discuss in detail
the problems and issues confronting field operations. In addi-
tion, periodic technical-level meetings, particularly of the
agricultural supervisory personnel, are held at which time new
information is disseminated and technical support requirements
are reviewed.

In addition, provision is made for informal information
exchanges and supervision activitiés. Each CEDE office, the
regional and central are all connected with shortwave trans-

mitting receivers plus a minimum number of mobile units which

total for collection, visits per Agromoc, meetings per Agromoc,
groups peg social worker and projects per social worker (96,
ppc 8-101 .
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allows for instant communication between offices on administra-
tive or technical matters. Also, periodic inspection visits
to all levels of operation are made by all supervisory person-

nel.

Internal Auditing, Most governmental agencies employ

auditors to either conduct menial tasks related to voucher re-
view, property inventory, time and attendance checks, or to the
opposite extreme, to perform distant "inspections" with only
limited participation in the resolution of the various recommen-
dations noted. |

The INVIERNO audit unit performs a support role partici-
pating for example in the preparation of many of the operational
manuals, especially those related with finance management in
addition to specific internal audit responsibilities. Their
collaborative operational methodology permits the resolving of .
problems as they develop.

As stated in their office manual (97, p. 4):

The traditional policy concept that would be attri-
buted to internal auditing has been replaced by a new con-
cept that tends toward the advising and technical assistance
of personnel within the organization but without neglecting
their primary responsibility of reviewing the operations
and evaluating the internal controls function.

This unit is headed by a licensed CPA and includes five
"junior" auditors all studying to become CPAs. Operational man-
uals related to accounting procedures, petty cash, purchase
order, money and merchandise transfer, etc. and particularly those

related with agricultural credit, input supply, and marketing

services are almost always assisted by this unit. 1In addition,
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considerable time is spent in the field with socios (member
clients) and at the CEDE to confirm documentation regarding
payments made, amounts due, etc. and in the reconciliation of
differences. During the first year of opefation, 13 percent of
the agricultural credit loans granted by INVIERNO received this
detailed verification treatment (94, p. 13). Presently, over
30 percent of their office's time is devoted to account verifi-
cation of those socios with pending balances. This time-
consuming trouble-shooting activity has been a good means to
uncover socio-level project administrative problems and to
detect the socio's impressions of program field operations.

In addition, periodic audit reviews particularly of CEDE-
level operations are conducted to identify particular problems.
These are usually discussed with the appropriate CEDE and cen-
tral office officials, with final reports transmitted to the

General Manager.

Expense Monitoring. Program finances are managed to re-

flect both the high social-overhead nature of the program and
the government's commitment to finance those costs. As designed,
the system permits the evaluation of (1) how much it costs per
program component to operate a self-sufficient lending program,
and (2) the adjustments or management interventions required to
attain this objective. The system is an effort to recognize

the "high" cost associated with the provision of what are

usually traditional government services and separates these

costs from what would be normal banking operations.
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For accounting purposes, two broad categories were estab-
lished; (1) banking costs to include those costs if the insti-
tute functioned only as a commercial bank, and (2) social eco-
nomic development and promotion ("non-banking") costs which are
all other expenses which would normally be provided by the
government.* For example, the "non-banking" costs are those
related to community promotion, women's clubs, community train-
ing, agricultural training and extension, radio promotion,
input supply, marketing, adoptive research and road construc-
tion. Since many of the INVIERNO personnel provide both banking
and non banking services, the system had to respect these dif-
ferences and make the necessary ratio adjustments. A listing
was prepared by each central, regional, and CEDE center with the
percentage of time, i.e. salary, of each employee devoted to one
or both categories. Table 6 reflects the distribution of
salary per job classification. Using these ratios as the refer-
ence point, similar distributions for operational and adminis-
trative costs are made (98). Monthly, total costs per cost
center are prepared for analysis. Table 7 shows the distribu-

tion of funds per category during the first two years of

*Both AID and World Ban encourage this separation of ac-
counts in order to determine project financial viability (25,
p. 41 and 1, p. 39). Quoting the Bank (1, p. 39): "If a
multiservice approach is adopted, the credit agency should keep
costs and income from various activities separate and be reim-
bursed for the costs of services not related to the administra-
tion of the credit project. If a clear division of costs is not
established, and if there is no compensation for ancillary ser-
vices, it will not be possible to judge the financial success
of the credit program. Then losses incurred by providing ancil-
lary services may lead unjustifiably to abandoning the entire
program,
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TABLE 6

INVIERNO: DISTRIBUTION OF SALARY COSTS BETWEEN
PROGRAMS BY LOCATIONS AND CLASSES OF EMPLOYEES,
SEPTEMBER 1976 AND APRIL 1978

Banking program QOther programs

Location 1976 1977 1976 1977
Central Office: = commmmmeee (Percent)~==——cmmmu-
General manager 100 100 0 0
Auditing 75 75 25 25
Operations management 0 30 100 70
Program and control 0 0 100 100
Finance division 100 0 0 100
Municipal development 0 0 100 100
Legal division - 100 - 0
Administration 50 50 50 - 50
Data processing management 75 75 25 25
Accounting 100 90 0 10
Agricultural production (MOC) 0 0 100 100
Farm enterprise development 0 0 100 100
Marketing 0 - 100 -
Technical assistance 0 - 100 -
Regional Office:

Manager 100 0 0 100
Staff 0 0 100 100
CEDEs:

Manager 100 100 0 0
Technical assistance 50 0 50 100
Social promotors (MOC) 0 0 100 100
Program and control - 0 - 100
Rural administrator 0 - 100 -
CREDOMERC 75 30 25 70
Farm enterprise development 0 - 100 -
AGROMOC 0 20 100 80
Cashier 100 100 0 0
Driver 100 100 0 0
Warehouseman 0 0 100 100
Typist 75 0 25 100
Secretary 100 100 0 0
Helper 0 - 100 -
Bookkeeper 100 - 0 -
Watchman 100 100 0 0

SOURCE: INVIERNO, Finance Department (September 1976, in
ATAC report, pp. 81 and 82).
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TABLE 7

INVIERNO: CURRENT ACCOUNTS, 1976 and 1977
(Thousands of Cordobas) #

1976 1977
Banking program
Income:
Interest on loans 525 1,721
Interest on depostis 2,099 2,936
AID payments - 291
Other income -- 32
Total income 2,624 4,980
Operating expenses:
Personnel expenses 2,223 L,091
Administrative expenses 664 1,204
Amortization and depreciation 68 178
Portfolio default reserve 693 815
Other expenses 6 7
Total expenses 3,654 6,295
Profit (loss) (1,030) (1,315)

Social development program (reimbursable by GON)
Income:

Charges to GON reimbursement fund 10,906 14,281
AID payments - 1,726
Other income 146 L6

Total income 11,052 16,483

Operating expenses:

Personnel expenses 7,322 10,049
Administrative expenses 2,715 4,185
Amortization and depreciation 745 1,907
Other expenses 270 342

Total expenses 11,052 16,483

SOURCE: INVIERNO, Financial Division

*One cordoba is the equivalent of .14 U.S. cents.
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operation. Both tables reflect cost increases in 1977 over
those of 1976 which is the result of program expansion and also
the high social input required during both years as the program
expanded. In the last section a more detajled discussion on
actual project costs and institutional "viability" will be

provided.

Computer Application. The automatic data processing com-

ponent has been a vital element in program execution, monitor-
ing, and evaluation. Conventional computer systems and programs
are undoubtedly used in banking programs as INVIERNO has done
for such standard activities related to payroll preparation,
program accounting, vehicle and property inventory control, etc.
However, beyond these conventional uses, seldom is anything
heard of regarding more innovative management applications.*
INVIERNO's vice-Manager for Automatic Data Processing, has
developed a large number of programs which have greatly facili-
tated the rapid and efficient processing of a large number of
individual credit applications, follow-up management information
needs concerned with input requirements, payment status informa-
tion et al. The agriculture credit system has been the princi-
pal client of this department, developing over 100 different
programs for various credit-related activities.

O0f particular interest is the computer application which

assists the rapid processing of credit applications (to be

*For example, in my review cf the operational aspects of
small farmer credit projects conducted in the Spring Review,
only one project mentioned the use of a computer.
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discussed under Agricultural Credit) and the data bank developed
which permits a rapid review and analysis of program activities.
Claudio Gonzales-Vega contends that "INVIERNO's most important
and innovative use of the computer . . . has been its ability
to process a large number of individual small loans at a rela-
tively reducad cost" (8, p. 112). Illustrative of the variety
of the more important programs related to the processing and
management of these lcan applications is the following listing
(the 'significance of these will be later explained); recommended
itemized agriculture budgets per crop, master list of approved
and rejected applicants, formal notification notes to socios
with budget and activities, preparation of socio's contract,
itemized maximum cash and input budget, master list of CEDE
input needs, land tenure distribution and areas to be planted,
review and adjustment of itemized maximum budget reflecting
actual amounts and inputs received, adjustments to socio's
accounts, analysis to determine socios' delayed payment require-
ments and time since last payment, loan amounts due based on
harvest estimates, and loan reimbursement requests from AID
(99). Other applications include the processing of all
production-related data for the 100-plus training plots which
are processed for later modifications of production recommenda-
tions, commodity pricing systems to advise socios on marketing
alternatives, time/activity evaluations of extension personnel
to determine best means to provide maximum extension work, et

al.
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The vice-Manager, a former IBM systems engineer, was
brought in early at a time when the other operational systems
had not been fully developed. By initiating and gradually ex-
panding the development of computer programs, at the same time
operational manuals were being developed, management control
was centralized. A basis for quick evaluation from which pro-
ject adjustments could be possible at all stages of implementa-
tion was made possible. It is doubtful that the many project
activities and facets of these activities could have been de-
signed and implemented to the degree earlier described had
analysis depended on data generated manually. The computer
application disciplined operation manual designers to detail
project assumptions and clearly describe all procedures with
greater precision than would probably have been considered if
original dependence had been placed on a manual system (88,

p. 39).

Though the operation has.been praised as being a key
factor for INVIERNO's early recorded achievements, to mount
such a system requires an extremely competent staff. In addi-
tion to the vice-Manager, four programmers, two analysts, five
key punch operators and one quality control technician (a2 total
of more than 55 years of professional computer experience) were
employed during the initial two and one-half years when most
programs were designed. Also an IBM systems 3 model 12 computer
and supporting software equipment was purchased. Though the
annual salary and operational costs went up considerably in

1977 %o $130,900, most programs were then being developed.
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Once finished, the 1978 budget was reduced considerably to
$66,150 (100, p. 17).

Some reflections on INVIERNO's experience from a manage-
ment perspective with the computer are provided. (1) Though
effective utilization requires the exact use of numbered cod-
ings by all Agromocs, which at first are difficult to master,
the use of the computer has freed these personnel from detailed
farm plan budget calculations and provided for impartial credit
judgements. Both factors have permitted rapid and standard
Selection and relieved the technician for more important work.
(2) The system forces discipline and precision by personnel oh
all levels of the operation and "evaluates" those who are not
so inclined. (3) The system permits rapid analysis of operation-
al research and economic data during all phases of project
executlon thus reducing the error factor so important to an
experimental high-risk operation. (4) Once computer programs
have been developed and perfected, it is imperative that a sup-
portive analytical capacity be introduced to assure appropriate
evaluation of data flood. (3) As the computer soon becomes the
"heart" of the organization, constant coordination sessions from
all staff and field level units are required. (6) Instead of
management supervising a large number of clerks required to ex-
tract data piece-by-»niece, with this system, management can
provide more institutional development work related to critical

analysis and evaluation.



102

Personnel Administration

Obviously carefully-designed management systems go for
naught unless a competent, highly committed, and honest staff
is present at all levels of operation.* Studies of the INVIERNO
program note that one of the program's most salient features is
its highly competent and educated personnel (70, p. 47; 83,
p. 47; and 88, p. 31). The personnel management system, nature
of outreach personnel, personnel distribution, and training

activities will be reviewed.

Personnel Management System. The General Manager and vice-

Managers all have Master degrees or their professional equiva-
lent, and all other department and office directors, Regional,
and CEDE managers have M.S. or university degrees (70, p. 47).
The rapid acquisition of such quality personnel within a new
organization, required the development of an effective job
designation and selection system, competitive salary scale,
liberal fringe benefits, intensive career development in-service
training opportunities, and a system for rewarding outstanding
performance.

Once the need for a position has been justified by the
office director and approved by the General Manager, a detailed
job description is prepared delineating responsibilities and the
minimum requirements felt needed to handle these responsibili-

ties. Assuming no one within the organization meets the job

*¥It is remembered that personnel administration was the
most noted of problem areas of the operational problems reported
in chapter 3.



103

requirements, recruitment is initiated by the Personnel Office.
This office receives applications and conducts confidential
reference checks with prior superiors and personal references
on those candidates that meet requirements in order to deter-
mine their technical capacity, work conduct, honesty, etc.
Those with positive cﬁecks are interviewed by the INVIERNOQ
office director, and once selection is made for an initial trial
period, the General Manager provides his endorsement of the
selection. A one month trial period contract is then signed.
If adequate performance is observed during the trial period,
the individual is then granted career status subject to perfor-
mance measured by annual job evaluations. The system appears
to be uniform in its application as most employees surpass the
jot description requirements and only in rare instances do
outside political influences interfere in personnel selection.*

To retain the quality staff willing to make the personal
sacrifice imposed by the program, i.e. residing in somewhat
rustic conditions usually distant from family plus working the
long hours required prior to and during the cropping period,
requires the provision of certain job incertives. INVIERNO
offers a highly competitive and equitable salary schedule--
particularly so for the top management positions, a group hospi-

tal medical insurance plan and a voluntary~savings plan.

*One of the most common issues identified by the World
Bank was the ". . . politicization of the credit delivery mech-
anism,"

"In many countries, politics has invaded the tactical and
even the operational level of credit delivery. The choice of
directors for the credit institution, and sometimes even of the
staff, may be made on grounds of political loyalties rather than
qualities”" (1, p. 52).
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OQutreach Cadre. Given the many agricultural development

services mobilized at the community level, specific outreach
position categories have been developed. Respecting the primi-
tive working conditions and many sacrifices associated with the
job, youth seems to predominate within all categories discussed.
The average age of these cadre is about 23. By far the largest
category, the heretofore termed extensionist, is the "Agromocc, "
This category was based on the need to develop an agricultural
technician with certain conscience-raising training designed to
help convince groups of farmers of the importance of introduc-
ing changes in their agricultural practices. The Agromoc is
usually a recent graduate (most often times in the top quarter
of one of the three year technical agricultural schools) who
has receive. considerable "MOC"* training from INVIERNO intended
to improve his capacity to communicate better with the rural
poor and to interest them in change. He is the INVIERNO "point
man" working within usually two to three communities to intro-
duce agricultural technology, and to a lesser degree, do general
community organization activities.

The other categories of outreach personnel include:

a) Credomerc - This acronym symbolizes the credit and mar-
keting support responsibilities related to the (1) management of

input deliveries, (2) advise on loan administration, and

*This TNVIERNO acronym applies to the (1) motivation-
conscience raising activity of involving project participants
and community members to contribute in the development process,
(2) organization-assistance in local development organization
creation, and (3) capacitation--providing training in local
leadership development, self-help mobilization.
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(3) marketing assistance. As he also has the additional charge
of aciministering the rural enterprise project, university grad-
uates are being recruited for this position.

b) Social Promoter - This eiement provides overall commun-
ity organization and promotion support, community development
and women's organization work either directly, or after the
Agromoc has requested assistance or alerts the promoter of a
particular problem, Originally, only university sociology grad-
uates were chosen, however as few had experience with rural con-
ditipns, more and more Agromocs with a high "MogC" ability have
been trained for this job along with rural <eachers,

c) Cashiers - This element provides the approved level of
flnan01al assistance to the socios and is responsible for loan
collection.

d) Rural Administrator - Participates in a detailed
double-entry budget system (to be discussed under Program
Evaluation) working with a statistical sample of soclos designed
to get farm level data related to farm transactions and activi-
ties from which project impact under various farming situations
can be determined.

e) Technical Supervision - This is the supervisory element
responsible for coordinating and observing the above "team" of
personnel. He works with them on the preparation of their
weekly and monthly plans so that all activities are coordinated,
coordinates use of vehicles so as to reduce costs, provides
Agromocs with specific technical training as requirwed, and con-

ducts periodic supervision activities,
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Personnel Distributicn. Since program initiation, the

trend has been to support field operations at the CEDE level.
Proportionally, the personnel level at the central office has
gradually declined. At the Regional office the levels have
maintained the same., Table 8 reflects this distribution pat-
tern. The large increment of personnel in 1977 is attributable
to the opening of operations in Region II and of four sub-CEDEs

in Region V.

TABLE 8
PERSONNEL DISTRIBUTION* BY UNIT

UNIT Nov., % of Dec. % of Dec. % of
1975  Total 1976  Total 1977  Total
Central 82 Lo% 92 L 2% 106 349
Regional 10 5% 11 5% 14 5%
CEDE 110 sk 117 _53% 190 _61%
T~+ 1 Personnel 202 100% 220 100% 310 100%

*¥SOURCES: AID Briefing Paper June 1976, INVIERNO Informe
Anual 1975-76, and Informe de Labores, 1977.

The personnel distribution plan emphasizes the large mass
of technical outreach assigned at the CEDE level, with the mini-
mum of managerial staff found therein. Table 9 reflects this
Sbservation and also a similar technical professional staff

emphasis at the central level.
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TABLE 9
PERSONNEL DISTRIBUTION BY CATEGORY, FEBRUARY 1978

Central Office CEDE/Regional
Manager, Vice-Manager Dept. Managers 6
Reads 9
Technical Asst,
Professionals in Technical Supervisors 15
Positions 43
Agromocs 62
Para-Professionals 23
Social Promoters 17
Secretaries 17
Cashiers 17
Other 17
Credo Mercs 13
109
Rural Administrators 7
Secretaries 11
Other _32
180

SCURCE: C. Gonzales-Vega (83, p. 55).

Resulting from the annual program planning exerciées and
a self-evaluation to be discussed later, future program expan-
sion will protably not be done through the hiring of additional
personnel. Presently, personnel distribution is a reflection
of the level of agricultural technolbgy employed by the socios
within the community served, the size of the community, and the
CEDE's targeted objectives as stated in the annual plan. For
example in 1977, the table of organization requirements called
Tor an average of one Agromoc for 80 socios (the first year

average was 60), one technical supervisor for five Agromocs,
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and one Credomerc for every 500 socios (102, p. 8). As the
socios improve their abilities with the new technologies, as
more group instruction is provided, and as operational services
are reduced (to be discussed later), INVIERNO will expand into
other areas., In order to bring atout this transition, among
other factors, the high level of technical assistance presently
provided must gradually decline. As bresently estimated, the
level of socios attended per Agromo: would grow over a six year
period to one per 300 socios (103). oOther cadre elements would

expand their coverage accordingly.

Training. Given the program's newness and youthfulness,
considerabl= emphasis has been directed to extend service train-
ing to both management and technical staff. Global training
needs were originally identified in the preparation of the
first annual operational plan, and each year subsequent plans
reflecting program objectives are prepared. To assure that both
technical and managerial perscnnel completely understand the
important implications of INVIERNO's operating philosophy and
in order to facilitate the better interaction within the organ-
ization and with rural residents, much emphasis in 1976 and 1977
was directed to "MOC" and group-dynamics training. In addition,
special training programs are provided to all field personnel
in the operational aspects of all procedural manuals and in
job-related technical skills., To assure complete understanding
by all field cadre elements of these manuals, assimilations of
all phases of the various activities outlined are conducted and

observations are made by their respective supervisors. Though
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the Agromocs, as will be observed in another section, have been
the major participants in these inservice training programs,
short courses of one to three days for particular cadre elements
are also offered. In addition, efforts are made to receive
improved management and technical skills training from National
Training Center, INCAE--the Harvard sponsored MBA program--
through the international research centers, and through the
USDA. During 1977, $120,000 was budgeted to fund project-
supportive inservice training programs (104, p. 77) and an
expatriate training advisor skilled in group dynamics and

motivational training.

Community Participation

Though practiced in specific but limited supportive roles
during the program's initial stages, beginning in 1977, the
principal activity for successfully providing the core of agri-
cultural and other social and economic development services has
been related to intensifying community organizational activities.
The main reasons for this new emphasis would be to: assure de-
Velopmént objectives are in harmony with local needs; facilitate
the administration and thus reduce project costs; better coordi-
nate the non-INVIERNO related developmental activities with the
other governmental units) and to institutionalize local needs
within the developmental process.

A 1977 INVIERNO report emphasized the broader community
approach (95, p. 15):

The Institute considers that only by means of organi-

zation will the communities be able to identify their eco-
nomic, social and cultural problems, define the best
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alternative for their solutior. and gather the necessary
resources for the execution of the most viable alternatives.
Besides, the organized groups are the most efficient means
for the social economic and technical training, thus per-
mitting a larger coverage and multiplier effect without
increasing operational costs.

Presently, 283 communities are served by INVIERNO. These
communities were seleéted after first calling a meeting at which
time INVIERNO personnel would explain the program's objectives

and activities and then conduct a brief survey questionnaire

with a local leader regarding population, road conditions through-
out the year, school, water, latrines, health facilities, com-
munity organization, basic agriculture production activities,

and its agricultural potential (105, pp. 15-16). Reflecting the
developmental precepts of the organization, the basic criterium
are directed towards selection of poorer areas with minimum pop-
ulation levels which are served by roads and have some agricul-
tural potential. The basic selection factors which must be met
include: (1) a population of less than 300* homes but more than
20--all of which are within a radius of five kilometers--(smaller
communities are served if on the route to a "larger" communi ty

or if less than three kilometers from a selected community),

(2) within a 25 kilometer radius»from the CEDE or sub-CEDE,

(3) are served by a road passable during the rainy season, and
(4) demonstrate at least "medium potential® for agricultural
production (105, p. 11). In order to minimize operational ex-

penses, the effort was to saturate the areas adjacent to CEDEs.

However, given the large number of communities that could be

*In Nicaragua, usually the smaller the town, the poorer
the people.
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served and the mobile nature of INVIERNO, these restrictions
particularly related to road conditions* and population density
were developed.

Though each community has had its own traditional leader-
ship structure, as observed in the UNASEC study, Nicaraguan
communities have enjoyed limited development exberiences from
both cormunity organizations and cooperatives. Respectful of
this limitation and also of the limited initial social develop-
ment activities undertaken in the first year of the program, a
changing local promotion strategy has evolved based on INVIERNO's
expanding program orientation. To motivate interest in the pro-
gram, concentration was first placed on the core unit of basic
agricultural services with an appropriate participating strategy
supportive of that priority. Later, as other activities were
undertaken, and as communities developed a confidence in INVIERNO,
the participatory strategy was significantly broadened.

Resulting from the initial community meeting with INVIERNO
Agromocs and social promoters, if interest is detected in parti-
cipating with INVIERNO, and if the minimum éonditions are met,
the community is requested to select a "volunteer collaberator"
and a three man consulting group. The collaborator, who is
usually a local leader, is provided training by INVIERNO on the
Program and its components, and later serves as a linkage to
facilitate in the coordination of meetings and demonstrations

by INVIERNO with the community. The consulting group, composed

*The road conditions of even those communities selected
are so bad that often times four wheel drive vehicles will not
enter, and some sub-CEDEs have horses for their technicians.
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of local leadership, assists during the time of credit applica-
tion in reviewing all applications to determine credit "worthi-
ness." These were the initial community participating activi-
ties.

Later, community development activities developed. Though
many projects were undertaken, resulting from the observed results
and the increased attention by other governmental units in the
two regions (who tended to indiscriminately decide what was
best for the communities), it was determined that a mare compre-
hensive local organization strategy had to be developed. There-
fore as the program expanded, INVIERNO became increasingly inter-
ested with developing a broader-based participatory activity.

Beginning in mid 1977, the social promoters began intro-

ducing the concept of the community board ( junta comunitaria)

as the one locally-elected "rector" organism of all community
activities. This board would be responsible for expounding on
the local needs in priority order, organizing work groups, and
putting in execution those projects in benefit of the community
(106, p. 1). During a three month period, the social promoter
would first take the lead in (1) talking with the community re-
garding the need for organizing a board comprised of from three
to seven members dependent on the population level, (2) assist-
ing in its election, and (3) providing the board with some ini-
tial training. 1In addition, a formal four day training program
is provided for all board members to assist them in developing
internal teamwork, identification of development problems,

prioritizing of these problems and in developing preliminary
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community plans (106, p. 40). As of March 1978, 66 boards had
received training. It is anticipated that rather than diluting
the limited leadership levels at the community and ignoring
community preferences by initiating projects not within the
community;s plan, the other governmental agencies working in
the area will respect the board as the new focal point respon-
sible for local development.

At the same time, INVIERNO is developing approaches to bet-
ter utilize the board in direct support of the program, The con-
sulting committee responsibilities have been transferred to the
board. The board will be assisting in the loan collectidn acti-
vities and also in ihput distribution and community marketing
services. In addition, draft legislation has been developed
which would permit the board to receive commercizl loans.*

As local organization gradually assumes additional respon-
sibilites as they develop within the mogram, other activities
within an area-wide cooperative-type structure are envisioned.
This unit, over time and with considerable INVIERNO management
and financial support, would provide most of the services pre-
sently offered by INVIERNO. INVIERNO's high costs related to

providing credit, input supply, marketing services, etc. would

¥It is commonly believed that one of the best means to re-
duce costs and to handle large numbers of clients is the group-
ing of farmers for credit transactions and technology trans-
missions (1, p. 63 and 24, p. 24). However, the difficult as-
pect of group lending is one activity for which no simple recom-
mendation is yet available. As concluded in the Spring Review,
"We are not recommending against loans to individuals, only that
individuals be grouped at some stage in the credit system so that
the ETall farmer credit agent is greater than one to one" (24,
p. 24).
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be reduced over time and their responsibility replaced by the
new structure. Under this arrangement, INVIERNO could "gradu-
ate" socios to their own local service unit thus permitting the
INVIERNO structure to be transfered to other areas.* (This
model will be referred to later in Agricultural Credit - Commer-
cialization),

A recent report reveals the important role for these organ-
izations in the futufe as INVIERNO begins to expand its program
into other areas (95, p. 15):

It is considered that these organizations, with the
advice and financial help from INVIERNO, eventually will
provide to their members much of the services, including
certain technical assistance that currently is received
directly from INVIERNO. . . . INVIERNO's only participation
will be for the introduction of new technologies that are
being developed or in order to organize mure productive
activities. This point signifies a release of funds that
could be used for the Institute's expansion to other zones
without a significant increase in the non-banking program
expenses,

Technology Generation and
Dissemination

UNASEC commented on the declining yield per acre produc-
tivity levels within the small farm sector, and attributed much
of this to the limited application of available research appro-
priate for the needs of this sector and the absence of basic

services to improve producer productivity. It was uncommon for

*AID is the only donor which proposes a "gradutation" pro-

cess as a means to transfer the more subsidized programs to a
wider target area (24, p. 32). This recommendation, however,
assumes that the commercial banking system will deal with the
successful small farmer, borrowers will be provided for, i.e.
graduated, by the commercial banks. INVIERNO doubts that the
bank will do this, but is concerned about program expansion
without increasing operating budget.
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the traditional farmer to select improved varieties and modern
inputs for basic grain crops., Within Region V, at the time of
program initiation, only about: 30 percent of those first enter-
ing the credit service, had ever used chemical fertilizers on a
regular basis and a significantly smaller number used pesticide.
No tractors were employed in land preparation, using instead
oxen or the traditional planting stick. Forty percent used their
own seed on a regular basis (107). Only rarely did the small
producer cultivate non-traditional horticulture and cash-crop
capable of generating more income.

Respecting these technology limitations, INVIERNO strategy
links credit needs to the adoption of new technology. First the
traditional basic grains farmer is introduced to an impfoved
technology through the selection of two planting alternatives.
Selection is keyed to the farmer's prior experience with chemi-
cal fertilizers. For example the "A" technical guide would pro-
vide improved seed, liquid pesticide and no fertilizer along
with funding for land and oxen rental. Principal technical em-
phasis is placed on soil preparation, pest control, weéding and
greater plant density. The more expensive "B" guide includes
the above activities plus nitrogen and complete fertilizers,
solid and liquid pesticides, transport costs, shelling costs and
extra labor costs. Socios usually enter the program at the "A"
level, and once confident in this technology application, they
are encouraged to move to the "B" system, and from there, grad-
ually into more labor-intense non-traditional income-generating

crops (108, p. 20). The long term objective is not to raise
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income to a higher level of poverty, but rather to provide a
series of alternatives based on improved technology to achieve
maximum income by employing all farm resources through the use
of improved technologies (109, p. 1). The attainment of this
objective, requires among other things, the efficient and per-
manent introduction of new cropping alternatives and technolo-
gies, the direct participation of supervisor and agromoc person-
nel with participating farmers and the careful coordination with
the other supporting services soon to be discussed.* Features
developed to assist these technicians in this ever-changing
process of incorporating new technologies include technical
production guides, training, extension plots and the work by

INTA.

Technical Development. Considerable attention has been

directed to the preparation of production manuals and technical
guides which provide basic information sources for the Agromocs
to better assist the socios. Originally these technical refer-
ence aids were developed for the traditional maize, bean, and

sorghum crops,.but numerocus other guides have since been develép—
ed based on national research or from centers with similar con-

ditions. Each Agromoc is instructed in all the points related

*The Spring Review placed special emphasis to the introduc-
tion of a suitable new technology as a condition for subsistance
farmers for receiving credit. Significant increases must be de-
monstrated in the new technology to reduce natural risk factor.
"The new technology must offer to present yields so substantial
as to persuade risk-averting farmers to depart from traditional
practices. In cases where a new crop is introduced, the techno-
%ogy muétégffer an input/output price ratio of comparable appeal

2%, p. 16).
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to soil preparation, planting distances, fertilization applica-
tion, disease control, improved storage, etc. covered in the
guide. He is then tested as to his knowledge. Each guide con-
tains an itemized input budget on a per manzana basis, including
person-day labor requirements.* Expected yields are compared
with total costs and labor inputs "invested" and average market
prices in order to provide an estimate of net income possibili-
ties. The detailed financial studies to include opportunity
costs--for each crop and all agronomic data provide a sound
basis from which alternative cropping activities can be intro-
duced. The technical guides offer the best generalized guide
for the area but also are flexible enough to permit local adap-
tion, which is encouraged.

The number of technical production guides has increased
considerably as socios have began diversifying their activities
and as Agromocs have become more proficient in mastering their
new skills., During 1977 for example, 15 non-basic grain manuals
were developed, and by 1978, an additional 20 had been prepared
and tested. Obviously, the introduction of these new guides has
required considerable attention directed to the training of
supervisor and Agromocs. During 1977, seven courses averaging
three and one-half days and four one-day workshops were held re-

quiring almost 30 man days (104). However in 1978, 24 courses

*Considering the employment generation objectives related
to the program, it is interesting to observe that "B" maige
requires seven additional man days (which can't be met by a
family of 6) per manzana per cropping period more than "A" (109).
For "B" beans, the estimated additional labor that would have
to be contracted is nine days (110), and for tomatoes, it Jumps
up to 42 days (111).
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--each averaging almost two days in duration--were programmed
(usually in the less active period) thus requiring the super-
visor and agromocs to spend 42 man days exclusively on techni-
cal training (109).

To prepare the technical staff in the cultivation prac-
tices of certain non-traditional crops, and to a lesser degree,
spark local interest, a series of extension plots Were estab-
lished for Agromoc and supervisor use. Seven of such plots
were established in 1976, while in 1977, forty were established
--ten being vegetables, 19 food grains and potatoes, and 11
industrial crops (113, p. 61; 95, p. 18). Once good results
have been obtained from these plots and technical confidence
is achieved, they are transferred to the community-level train-
ing plots where socios can observe the various responses more
closely.

Illustrative of one of the most crucial variables by
which the program's long term objectives can be obtained, i.e.
the availability of appropriate technology as socios gain great-
er confidence with more modern technologies, is the research
work being done by INTA. Under an INVIERNO contract with INTA,
research in new horticulture and basic grain crops, soil fer-
tility and fertilization, cropping systems and insect control
has been initiated. Research is done under conditions similar

to those used by the small farmer, Within a four year period
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proven alternative adopted for small farmer use will be intro-

duced, *

Socio Training. To facilitate disseminafion to the socios

of the variety of technology combinations being developed, a
series of complementary training techniques to inciude demon-
stration and visitation, training plots, and a radio program
are employed.

One of the purposes of the MOC training is to help facili-
tate the gradual acceptance of new technologies and to do this
via socio groupings.** Based on a visitation plan previously
developed by the Agromoc with the community, the colaborator is
to help in organizing demonstration meetings. The preparation
of the visitation plan was coordinated to correspond with a
detailed listing of the principal agricultural events from land
preparation to harvest (115). This synchronization pernitted
the preparation of group demonstrations to relate to the most
relevant cropping activity, During the first two year period,
bi-weekly group meetings were held. Though group emphasis was
the preferred system, individual visits were also encouraged to

respond to particular problems and to facilitate in establishing

#*This emphasis on new research was also flagged during the
Spring Review as one of the main conditions for credit program
success. "In the long run, the only way to assure a continuous
stream of profits is to invest in research and thus provide the
small farmer borrower with a succession of cost-reducing techno-
logies" (24, p. 17).

¥*Working through groupings was to be preferred to provide
standard instruction to a larger number of clients in a more
efficient way and as a forum for the discussion of broader
issues confronting the community (114, p. 6).
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a positive image within the community. Such visits of not more
than one hour each were to be held at least once a month or
upon special request of the socio or collaborator (114, pp. 17-
18).

An essential component of the training sessions is the
work to be conducted at the training plots. These are located
in highly-visible areas usually one between two communities
which permits many interested farmers to observe the production
differences befween traditional and recommended practices.
Cooperators, hany of whom are also collaborators, provide their
land while INVIERNO provides the necessary inputs and technical
assistance. Assuming the farmer employs the recommendations
provided by the Agromoc, the farmer receives the production from
both the control and modern technology sections. However, if
there are losses, INVIERNO assumes all costs. The plots were
designed to facilitate cbmmunication of improVed practices, pro-
vide an opportunity for detecting possible problems with the
recommendations being made for the area, and to facilitate in
local leadership identification (116, p. 1). Group field days
were to be held to introduce all phases of'the operation and to
permit farmers to take an active learn-by-doing role in the opera-
tion. Records of input applications and treatment observations
are recorded after each meeting, along with production data.
This information is then prepared for computer processing and
subsequent review and analysis. Detailed information can be
provided to the Agromoc to assist him in making ad justments to

certain manual recommendations. In addition, socios are provided
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economic information to assist them in farm management decision
making factors.

During the initial year of the program, 82 training plots
were established for maize (61), beans (11), sorghum (6) and
vegetables (4) (113, p. 59). Reflecting the program strategy,
in 1977, a greater emphasis was placed on non-traditional crops
and thus an expanded number of plots in Region V was observed--
maize (59), beans (5), sorghum (2), horticulture (24) and
potatoes (4) (95, p. 18).

As the number of socios increased considerably in the
second year, for cost considerations INVIERNO began to question
the policy of providing both group demonstrations and individual
visits. On the average, 16 demonstrations were provided by each
Agromoc in the first year at each community with an average
audience of around 30 farmers. In addition, an average of 4.7
individual visits to each socio's plot in the community were
held (113, p. 58). If this trend continued, operational costs
would not permit the expansion of project operations. To permit
a gradual geographic expansion it was planned that the level of
socios per Agromoc would have to be expanded over a six year
period from 70 to 300 socios.* To accomplish this, considerable
reduction of individual visits priority attention to group in-
struction was required. To prepare the Agromocs for this new

priority, in 1978 a contract was signed with the Israeli

. *Compared with world standards even the 1:300 ratio is
high. For example, Kenya is reported as having one of the
highest extension worker/farmer ratios in the world of 1:310

(117, pp. 19 77).
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extension group to train all Agromocs in a more effective
group extension training methodology.
Expected to play a more important role in technology
diffusion is the early morning half hour INVIERNO radio program,

Voces Campesinas. This program, specifically directed to the

campesino audience, has provided information on commodity
prices, market activities, and some general planting, health,
and nutritional information. Since surveys indicate that this
program has between an 80 and 90 percent audience among rural
residents (95, p. 19), this activity is to be re-structured to
provide more technical information to the farmers. A more com-
prehensive training activity linking the radio program with
specific technical matters reliated to the Agromocs presentation
is being developed.

The results of these many technology diffusion activities
are promising, especially when the severe drought in both 1976
and 1977 is taken into account. The above practices, supported
by the other ancillary systems to be meationed later, have con-
tributed greatly to alter the declining yield trends, earlier
reported by UNASEC. For the first planting periods of 1976
and 1977 the use of the more modern "B" technology increased
from 25 percent of the total socios planting beans and maiZe'to
70 and 56 percent respectively (;1§)?& There was a noticeable
change from traditional to non-traditional crops planted in the
first planting for the same two year period. ILand area devoted
to vegetable and potato production increased almost four fold

(83, p. 126). Production yields of socios during the drought
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year compared favorably with averages for normal periods parti-
cularly for maize. The national maize yields for the first
planting is 8.2 quintales* per manzana, or 0.574 kg per hectare
whereas INVIERNO socios (A and B combined) obtained 17.6 quin-
tales per manzana, or 1.232 kg per hectare (113, p. 61). Using
maize, the most recent program evaluation compared "A" maize
with the traditional system and resulted in a 22 percenf in-
crease, a "B" and "A" comparison resulted in a 19 percent in-
crease, and "B" compared with traditional systems yielded

increases between 41 and 50 percent (85, p., 111).

Agricultural Credit

To address the proposed governmental objectives, it was
determined that a non-traditional approach to agricultural
credit was required. Whereas the INVIERNO priority was promo-
tion of the economic well-being of the small farm sector, the
commercial banking operation of the National Bank of Nicaragua
vViewed credit as an end in itself. The BNN employed the tradi-
tional "supervised credit" model, and was constrained by their
"banking mentality," cumbersome procedures, insistence on legal
documents often time unavailable, and land collateral. The tra-
ditional practices employed were unappropriate to support the
new government priority (119).

To address the complex problem of offering a large number
of traditional farmers lacking collateral residing in distant

communities and needing only small amounts of capital on a

*One quintal is the equivalent to 100 kilos and one man-
zana is the equivalent to 0.7 hectares,
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timely basis required the development of a special system never
before available in Nicaragua. A mobile community level service
concept was chosen,
As described in one INVIERNO report (1 3, p. 41):
The distinctive characteristics of the INVIERNO agri-
cultural credit project is that the producer realizes all
of the required activities to formulize a loan application,
acceptance, contract signing, receipt of money and payments
in the community where he resides. 1In order to adopt to
the situation and circumstances of the campesino, the pro-
perty guarantees will not be demanded confiding on his
honesty, will to work, and desire to progress.
To efficiently implement this concept, a long series of
operational matters related to loan application, selection
criteria, membership, disbursement, interest rate and loan repay-

ment were developed.

Loan Application. The initial mobile banking activity is
the completion of a simple application form at the communi ty
level. Based on program experience, this procedure is initiated
well ahead of each planting period so that if loan approval is
granted, the socio can make the arrangements to obtain necessary
land, oxen, and labor. At a previously-arranged time, coordi-
nated with the volunteer collaborator, all interested partici-
pants (we will assume that all are new to the program) meet
with the Agromoc. He first explains the INVIERNO program--its
objectives, requirements, obligations, and then assists in the
completion of application formz. The two page form, designed
- for later electronic processing, is completed by the Agromoc
using appropriate numerical codes corresponding to the informa-

tion provided by the applicant. Basic information related to
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age, length of residence in the community, dependency on farm-
ing, land tenure situation, present level of farm investment,
etc. is recorded. A simple planting program is noted based on
the applicant's cropping activity, amount of land for each
activity, experience with fertilizer, equipment and investment
needs, and if he has an outstanding loan. The Agromoc is pro-
vided a special code book which applies to all categories and
can provide the applicant with informaztion on the various
amounts and prices for each proposed activity as requested.
However as the system is all designed for computer processing,
he does not waste the farmers' +%ime nor his by making indivi-
dual calculations which later can be more quickly and accurately
done for him. The intimate nature of this dialogue permits the
technician to know personally each client and to have a percep-
tion of his resources and capabilities as a farmer. Basic con-
sulting and refererice materials are periodically reviewed to
verify appropriateness and to reflect changing piices.

Upon the completion of all individual forms, three members
of the community board convene to review in private the accuracy
of the data provided, verify the applicant's credit worthiness,
ascertain whether he has the family labor to undertake the
planting activity requested, and to determine if the area to be
financed is less or equal to the amount of land he possesses.

If the board is not clear on a point, the applicant is queried
further. Finally, the Agromoc makes his judgement of the appli-
cant (120). The supervisor later reviews each application, as

does the CEDE Manager before submission to Managua.



126

0f particular concern to the Manager is the note regard-
ing pending loan obligations. These are all recorded so that
while the application is processed in Managua, confirmation of
balances with local banks can be established.

The first time this application process is completed
takes much longer than subsequent application campaigns. For
example, during the first campaign one month was required to
attend all communities within Region V. Presently, every ef-
fort is made to complete all applications and community board
and Agromoc reviews in one trip, depending on community size,
Though the number of communities have almost doubled, the same

time allotment for all applications is required, *

Selection Process and Criterium. The traditional loan

approval procedures have required a series of guarantees and
documents usually not available to the small producer client,
plus a complicated loan approval process usually requiring
several visits by applicant and bank loan officers. Though
standard approval criterium were prepared by these institutions,
often times there was not uniform application.

The INVIERNO approach emphasizes differernt selection cri-
teria, and is assisted by an electronic data vrocessing unit,
which provides for the rapid approval of a large number of

applications using uniform decision making ceriteria at a cost

*The World Bank contends that because of the "cumbersome
and time-consuming" application forms employed by most agencies,
the illiterate small farmer is genalized. "The need is for
simplification and flexibility o facilitate access to credit"

(_];v p. 9).
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probably smaller than most manﬁal systems. Based on a program
designed to help select credit-worthy small farmers, all ap-
plicants are reviewed against a standard weighted scale which
establishes point rankings related to selection or non-
sSelection.

Once mos?fof the applications from a CEDE have arrived
in the central office, they are all key-punched and processed
firstly to ascertain if the applicant complies with certain
pferequisites. Compliance is based on credit worthiness fac-
tors not usually observed in traditional banks. Though the
listing has been adjusted many times, based on experience, a
summary of a recent listing of causes is provided (some of the
points listed will be discussed further): (1) The sum of his
pending balance plus the new loan is greater than the pre-
viously approved line of credit and has a pending obligation;
(2) The applicant is not a farmer; (3) The applicant has no
access to land, i,e, is not renting, nor owns, nor leasing;*
(4) Has less than two years of residence in the community and
no access to land; (5) Has no desire to become an INVIERNO
socio; (6) The references provided by the Junta or the Agromoc
were negative; (7) The area requested for planting is larger
than his cultivated areas; (8) The sum of his own cultivated
land plus the amount rented plus the amount promised plus the

number of adult livestock is not more than 30 manzanas; (9) He

*Access to land, not land ownership is the requirement
for application approval. The usual land mortgage requirements
opposed to by the World Bank (1, p. 8) as a loan guarantee re-
quirement is not a requirement in the INVIERNO program.
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is not a socio and is less than 18 Years old or more than 60;
(10) The activities requested for financing are not eligible
for financing; (11) The approved budget is more than $10,000
(or 70,000 cordobas)* or more than 20 manzanas rented; (12) The
socios within the community that are between the worst 10 per-
cent of all the community socios in relation to the percentage
of balance in debt; (13) He does not request to plant during
the period for which the application is being processed (121).

Those applications that have not been rejected are per-
mitted to go through an automatic grading process which pro-
vides points based on a comparison with application data and a
weighted scale. As earlier mentioned, the computer makes quick
experimentation possible, During the first processing for
example, 30 percent of the applicants were rejected (88, p. 50),
but as it was determined that one question was not completely
understood by the prospective socios, adjustments were made.
As the program is working with new "clients" most with no prior
institutional credit experience and no collateral, the scoring
factors originally tended to favor the more stable and secure
small farmer. Experience has shown, however, that residence
and land tenure are not the crucial factors (50 percent of
INVIERNO socios do not own land) in loan repayment as originally

thought. However, those socios on the lower end of the point

*It is recognized that for certain perenial crops, major
investments are required. Thererore to assure that to the
maximum smaller amounts are approved, a system has been developed
--loans over 15,000 cordobas must be individually examined by
the CEDE manager, those over 25,000 cordobas by the Regional
manager, and over 35,000 by the vice-Manager for Operations.
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spread who do not own land have tended to be more inclined for
willful loan delinquency (83, p. 81).

All applicants not receiving the passing score are review-
ed manually at the central office to determine if an error was
made. All applicants from each community receiving approval
score are returned to the CEDE Manager for a subsequent review
regarding their credit standing with local banking institutions.
A listing of all those not selected with the appropriate code
explanation is provided so that any difficulty can be explained.

Using this application and approval system, only one visit
is required to the community by INVIERNO from appliéation to
selection, and no follow-up visits need be made by the appli-
cant. Processing is amazingly quick and error-free by compari-
son with the usual manual system. In early 1978, over 10,000
applications were processed through the computer in a one week
period with only two errors observed.*

Though the benefits in this rapid processing system are
obvious, to permit some flexibility, those who are already
socios but were not, for an exceptional reason, present for
application completion, may apply at the CEDE and their appli-
cation will be processed manually using hand calculators. Ir
addition to the provision for short-term production credit
needs, in order to finance investments to maximize farm resources,

a different application and selection system has been developed.

*The experience of the World Bank indicates that there
are few institutions who can process loan applications in less
than 60 days, with many taking up to 90 (1, p. 52).
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Application for these credit needs usually related to tools,
improved plow, oxen purchase, irrigation pump, fumigators, etc.
are processed at any time. Though the CEDE level credit approv-
als vary with each type of investment, they ususally depénd upon
the land area available, cropping activity undertaken, and re-

quire Agromoc approval (122).

Membership. In order to permit the socio to (1) manage

his limited resources more efficiently, (2) invest his own cash
to help finance the medium-term investments and new technologies
as most appropriate to him, and (3) possess a long-term commit-
ment to farm development, INVIERNO is prepared to provide him

a five year line of credit. Rather than living from loan to
loan, this security provides the socio with some basis for
making investment plans. If the socio maintains his credit
rating with INVIERNO (regardless of justified crop failure), he
knows he can make the most appropriate medium-term development
plan since required amounts will be available., *

Once loan approval has been provided, a series of comput-
erized activities are generated, one of which is the issuance
of a contract providing the new socio with a five year line of
credit listing the total eligible amount. This is calculated

based on a function of his available land, the amount of his

¥Supportive of this concept, the World Bank states, "It
is unlikely that a single injection of credit will ever create
sufficient liquidity to make continuing modernization self
sustaining. Thus programs should be planned to provide for
continued adjustment and evaluation" (1, p. 63).
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original credit needs, and the number of planting periods in
his area per year,

The contract, which is signed by the socio and two local
witnesses provides for the following:

- Use of funds only for the purposes proposed;

- The delivery of funds for each cropping cycle is sub-
jected to the budgeta-y approval by INVIERNO;

- Pericdic receipt and documentation system;

- Interest payment and penalty interest for delinquent
payment;

- The borrower's obligation to commit himself to techni-
cal suggestions and inspections made by INVIERNO; and

- Permits INVIERNO to terminate services and demand repay-
ment if the borrower interrupts the established training and
technical assistance relationship (123).

Once signed, and as long as the socio respects the condi-
tions of the contract, periodic draw-downs can be made based
on his needs as reflected in the approved seasonal planting
activity. As required, the total amount of the line of credit
may be increased, but never decreased.

This innovation also assists both socio and the institu-
tion in reducing operational costs. Separate contracts for
each lending activity are unnecessary, thus eliminating legal
fees and documentation. Loan record maintenance fees are re-
duced as all activities are maintained on one account, rather

than the opening of new accounts each time a loan is approved.
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Only one loan balance is maintained and payments for all lending

activities are included therein.

Disbursements of Multi-Purpose Credit. Consistent with

the mobile banking service nature of the credit activity, is
the provision of total credit needs available as required. 1In
addition to the basic standard input requirements based on
level of technology and cropping, the parameters of which are
outlined in the production guides, provisions are made for
investment, contract labor requirements beyond the family labor
unit, land and oxen rental, and for family maintenance, The
maintenance level protects the family from the usual practice
of "advance selling" at usually a much lower rate. The level
is established based on the amount required to maintain the
family until crop sale is made. 1In addition, to address the
problem of insufficient family, off-farm labor sources, and
insufficient oxen numbers, provisions are being made to rent
small tractors and other equipment and provide working capital#¥*
(124).

Extracting the planting activity, technology level and
land area information from the application, the computer auto-
matically calculates an itemized maximum authorized budget
based on the financial plan included in each production guide.

For illustrative purposes table 10 is included,

*Multi-purpose credit to finance "all components of a new
technological package," is according to the Bank, a requirement
"if the goal of rapid innovation is to be attained" (1, p. 37).
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TABLE 10

MAXIMUM PER MANZANA BUDGET LEVELS
FOR "B" MAIZE

Item Quantity Gordopan
Seed 30 1bs. 90
Nitrogen Fertilizer 200 1lbs. 150
Complete Fertilizer 100 1bs, 90
Solid Pesticide 20 lbs. ‘ 60
Liquid Pesticide 1 liter 4o
Rental of Oxen and Plow 140
Labor 150
Land Rental a 150
Land Leveling 180
/Maintenance (not calculated) £1,050

as provided based on formula/

During the community-level meetings where applicants were
informed of loan status, the programing of the later disburse-
ments of money is agreed to. (Input pick-up, as will be dis-
cussed later, is arranged for the same period.) To assure
timely availability during the growing season, two or three
visits are usually scheduled for each community to provide ad-‘
ditional disbursements based on socio's needs. The timing of
these sessions is usually coordinated by the volunteer colla-

borator. At the agreed upon time the Agromoc, Credomerc, and
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Cashier arrive usually at the community school house to make
money disbursement to all socios.

At the time of loan application it will be recalled that
for rapid processing purposes the maximum levels for each
planting activity as presented in the appropriate production
guide were the figures used by the computer. Because of limit-
ed time available for processing applications, no time was
given to the actual socio needs. During the loan application
the information is available for consultation upon request,
but to ease the burden on the Agromoc of making numerous calcu-
lations, the computer is assigned this task. During the fund
disbursement session, an intimate Agromoc/socio dialogue takes
place at which time fhe socio's actual needs are compared with
maximum budget levels. An effort is made by the Agromoc to
provide sound advice and encourage appropriate inputs while at
the same time be respectful of natural reluctances by the
socios to overextend. Using an itemized print-out budget for
each socio, the agreed upon modifications are made and calcu-
lation of the actual amounts to be received noted. Since the
maximum levels may not be the needs of most socios and due to
the lengthy draught which has affected socio response, the
agreed-upon amounts determined have been less than the author-
ized maximum level.* The final agreed upon activities are

recorded on the printout. A payment authorization is then

*If during the process certain increases to the maximum
budget have to be made, adjustments can be provided by the
CEDE Manager.
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given to the socio by the Agromoc who then goes to the cashier
to receive the designated amounts.
To illustrate the distribution pattern for various loan

categories table 11 has been included.

TABLE 11
AGRICULTURAL LOAN DISBURSEMENTS BY CATEGORY*

’

Item % of Total
Fertilizer 20.4
Oxen Rental . 17.9
Seed . 17.2
Land Rental 16.2
Hired Labor ' 10.2
Pesticide 7.8
Family Maintenance ' 5.4
Investment 2.9
Small Tool 1.6

100.0%

*SOURCE: INVIERNO, Departamento de Progamacion
y Control "Socios Beneficiados y Montos Entregados"

23/1/78

Interest Rates. The traditional view that the lower the

interest rate the better the small farmer credit program has
been subjected to much discussion. Resulting from the findings
of the Spring Review, it was determined that rates less than

12 percent were usually lower than the commercial rates within
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the country, lower than the rates charged in more capital-rich
developed countries, and lower than annual inflation rates.
Resulting from the prevailing opinion was that these low levels
of interest do not approach market rates of the shadow prices
calculated in planning exercises within the countries (125,
P. 5). The nature of providing low amounts of horrowed capi-
tal distant from the credit institution which requires techni-
cal assistance and loan supervision activities, necessitates
that small farmer credit be an expensive proposition. The low
interests traditionally charged by the lending institution plus
the usually high losses from tardy loan cancellations, had,
over time, resulted in the fund's inability to expand and
serve a wider small farmer client sector. |

Of the many disadvantages resulting from low interest
rate policies, the most compelling concerns the viability of
the institution itself. The actual value of credit available
for relending to the small farmer sector is reduced each year
through inflation and depleted resources. Thus the propensity
for credit institutions to service small farmers on a broad
scale is reduced. Gonzales-Vega concludes; "The lower the
interest rate charged on loans, the lower the proportion of the
lender's portfolio, ceteris paribas, that will be devoted to
small farmer credit" (125, p. 23). A more realistic interest
rate structure is favored by AID, World Bank, FAO and the
Rockefeller Foundation donor agencies (126).

At the time INVIERNO was created, the lowest interest

rate was nine percent for the few small farmers participating
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under the Rural Credit program of the BNN. 1In 1976, the Central
Bank established a uniform minimum interest rate for all short
term agricultural loans at 13 percent (127, pp. 1-2). 1In com-
pliance with the Bank's policy, and partly because of the uncer-
tainty of campesino reaction to a higher rate even when so many
services were being provided, INVIERNO complied with the "low"
13 percent interest rate during the first planting cycle. How-
ever, prior to initiating the campaign for the second cycle,
calculations were taken of the average number of trips a socio
would make and total costs required to apply and follow up on
his application if made through the local bank. The totals
demonstrated clearly that for the average applicant, he could
well afford to pay the additional interest expenses and still
be saving money compared to what his out-of-pocket expenses
would have been to receive the same service.

Though in "competition" with the BNN interest rate,
INVIERNO determined that with an 18 percent interesf rate and
if able to increase the average loan amount borrowed, over '
time, they might begin approaching a break-even poiht for the
banking program. At 13 percent, however, there was no chance
(127). After the socios had oéserved the benefits received
from the ancillary services provided by INVIERNO, they have
willingly accepted the five percent increase charged on the

unpaid balance.

Loan Repayment. The unfortunate reality confronting

agricultural credit programs is reflected in the traditional
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recuperation system which assumes that though the borrower may
be desirous of cancelling his obligations, because of factors
usually beyond his control, payment is not always possible.
INVIERNO has developed a flexible reply to this dilemma.

To quote an INVIERNO document (113, p. 43):

A novel feature /o Nicaragua/ of the Program is the
concept of loan delinquency in that those socios who fall
into delinquent status are only those that having shown a
capacity of paying don't want to do it, Otherwise, if a
socio does not have the capacity to pay because of involun-
tary factors, like for example a bad harvest because of
draught, he doesn't fall into delinquency as his period for
gzgﬁ?nt is automatically extended until the following har-

The INVIERNO procedure is to adjust the amount due by the
socio to his actual capacity to pay. By holding a line of
credit, if is therefore expected that in unfavorable growing
conditions, his adjusted payment would be a reflection of those
conditions and during favorable times a higher amount due would
be required. INVIERNO's variable'payment concept protects both
the institution and the socio from the inherent risks of agri-
cultural production fluctuations thus permitting bad and good
times to overtime balance each other,

Unfortunately the procedure first developed to generate
the estimated production data proved inadequate, causing long
delays before amounts due statements could be presented. The
original system called for vield estimate data to be generated
by the Agromoc for each socio. To be done correctly, this
time-consuming procedure had to be done within a very limited

period. It was not always done at the precise moment, and thus

in some areas, particularly those seriously affected by draught,



| 139

yield estimates were miscalculated. During this phase a prob-
lem associated with receipts, purchase orders, end-use docu-
mentation reconciliation also hindered the preparation of
payment due statements. Resulting from these two problems, the
first payment due notices were released late causing repayment
delays. (Most socios however not affected by the draught did
provide some payments prior to notification.)

Resulting from these original problems, INVIERNO devel-
oped a different set of computations which allowed for a
quicker less-complicated systew for yield estimation and also
provided for a longer period which the socio may have to sell
his harvest prior to receipt of his payment notice. Under this
system, yleld amounts are based on normal yield averages for
the area. When exceptional differences are observed, the appro-
priate Agromoc prepares the necessary notification at which
time adjustments are made which will be reflected in the amount
due. A computerized listing reflecting the yield data with the
amount due will be generated every three months which requests
the socio to make a "minimum" payment six months after harvest
or six months from the last payment. Since one balance is
maintained, payments from any one harvest or from off-farm
employment can be applied to his balance., If after the six
month period he has not made his minimum payment, he will be
‘delinquent and be levied a two percent additional interest
penalty rate. Though 18 percent annual interest is paid during
the ten month period beginning with the initial disbursement,

in effect, this additional time beyond harvest provides the
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socio with greater flexibility to obtain higher selling
prices.*

Discounting the numerous delays and problems in trying to
design the best repayment formula, the 1977 program evaluation
concluded that "the declared delinquency relative to the total
of loan disbursements and interest over the two years of opera-
tion is equivalent to 10.4 percent" (85, p. 69),**

Though obviously the philosophy of INVIERNO is more devel-
opment minded than the commercial system, it does not want to .
create an image of being an easy mark for socio abuse. The
computerized iaformation system plus the monthly CEDE reports
have greatly facilitated management decision-making capabilities
to develop strategies to improve loan recuperation. The amount
of data available permits quick access regarding timeliness of
repayment, payment patterns based on time within the program,
payment factors related on selection criteria, etc. These
have greatly assisted INVIERNO management‘in making appropriate
loan recuperation actions. In addition, increasingly the junta
will assist in loan collection.

Concerning the rate of credit expansion--it has been

rapid but at a manageable rate, and this expansion is exclusively

#*The World Bank opinion is that flexible repayment rates
can be improved by prudent loan rescheduling in order to "meet
periods of liquidity shortage and surplus as they arise" re-
sulting from farmers' income fluctuations and in response to
national disaster (1, p. 18),

**This rate is far more favorable than the delinquency
rates of between 40 and 50 percent common to both AID and World
Bank experiences (24, p. 26),
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with the small farm sector. For the first planting in 1976,
2,830 socios entered the program, for 1977 and 1978 these were
5,157 and 8, 300 respectively. As of June 1978, over 20,000
loans had been disbursed to 8,500 socios,* The small farm
focus of the program is best reflected by the small size of the
loans received. During 1976, the average sized loan was $206
while in 1977 it was $176 (reflecting more rigid small farmer
selection criteria and the negative effect of two years of
draught) (95, p. 24). only 2.7 percent of the socios had loans
over $1,400 for higher-cost cropping investments (128, p. 96).
The average sized farm unit is 2.5 manzanas, and 82 percent of
the farms have less than five manzanas in size (85, p. 63) with
only 0.2 percent having access to more than 20 manzanas (128,
p. 96).

Commercialization: Input Supply

and Marketing

Two complementary services deemed essential to assist in
facilitating socio well-being relate to the availability of
basic production inputs at generally competitive prices and
appropriate marketing assistance to maximize project potential.

A description of each service is provided.

Input Supply. A commonly observed problem not unique to

Nicaragua has been the unavailability of quality inputs in

*For comparative purposes with four highly-acclaimed small
farms credit projects in Africa, Uma Lele reports that it took
four years and longer to reach the level of credit activity
INVIERNO had reached in two years (129, pp. 86, 91),
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useable amounts available at the time required for farmers
residing in isolated communities distant from market places.
Discounting the limited capital available for their purchase,
basic logiétical problems have also contributed to their infre-
quent use by the small farm sector. One survey concluded during
the initial design phase of the project that the commercial
system was in many ways deficient in providing the modern in-
puts needed by the small farmer (130, p. 1).

Given the lack of any commercial structure and the vital
importance that modern input availability would have in the
transformation of small producer production practices, INVIERNO
determined that the only alternative was to assume responsibili-
ty for their provision and charge the socio accordingly. As
will be observed, much coordination and administrative control
is required to assure that right goods are available at the
appropriate time.,*

To obtain suitable prices for INVIERNO, bulk purchase,
particularly of major items such as seed and fertilizer, are
necessary. Long lead time is required because of the large
stoéks required to supply the needs of three planting seasons,
the public bidding procedures employed, and product importation.
Beginning in early January of each year, a listing of estimates

of the various commodities required based on field-submitted

¥AID and World Bank strongly concur on the need for the
timely provision of inputs and in the case of AID, suggest that
where required, direct involvement by governments to assure
input supply and marketing programs may be (25, p. 4o
and 1, p. 62),
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data for each planting period is prepared by the Agricultural
Production unit and submitted to the Rural Enterprise Program.
The latter office coordinates purchases and input distribution
and inventory control. For the major itemé. licitation will
usually be conducted twice a year, and for the less-reQuested
products such as vegetable seed, pesticide and tools and pump
equipnent, purchases will be made locally based on monthly
price quotations (131). For those products of major importance,
all local suppliers who have consistently provided quality mer-
chandise (a reference file is maintained) are sent a standard
bid document including deposit requirements, complete descrip-
tions of items requested, dates requested, size of package,
etc. with important contracting provisions included related to
quality control and storage. The contract provisions inform
all parties that INVIERNO will be conducting chemical labora-
tory analysis and seed germination tests on ten percent of the
bulk received, and if it is determined that the products are
not in conformity with the prescribed specification, INVIERNO
will retain the deposited bid bond. In addition, to reduce
costs, provision is made for the suppliers all of whom maintain
large air-conditioned warehouses to store the merchandise until
required by INVIERNO. Also, flexibility is permitted to pro-
tect over or under estimates of input requirements providing
for a 20 percent flexibility margin (132).

Upon receipt and review of the bids, and their public
opening, a special committee reviews the various offers so that

within a 15 day period, awards can be made. Once awarded,
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INVIERNO randomly selects seeds and chemical for respective
seed germination and chemical analysis testing at germination
beds in the CEDEs and through local laboratories. During this
same period, the agricultural credit applications are beiﬁg
processed which permits a more accurate basis for actual needs.
CEDE input requests are again estimated and again reviewed by
the Agricultural Production and Rural Enterprise Division, at
which time transportation needs are estimated. As large trucks
are required only by INVIERNO during this period, arrangements
are either made with %he supplier or trucks are rented. Within
a 15 day period, after bid award, all major bulk requests should
have been forwarded to the CEDE warehouse (131). However if
emergency situations develop, supplies can be obtained from
other CEDEs using the inter-office radio net. |

As mentioned above (under Disbursement), the community-
level money disbursements programmed by the Agromoc and colla-
borator is followed by the purchase of inputs. Prior to the
designated day, the Credomerc, who is responsible for the socios'
purchases of inputs, will review community requests based on the
detailed printout listing of each socio's authorized needs.
This is reviewed with the warehouse man who completes the order
oo fills the pickup., To the maximum degree possible, efforts
are made to provide units useable by the socio (133). During
the same period, the cashier is making arrangements with local
bank for tre necessary amounts to be available for the trip.

On the selected day, the Agromoc, Credomerc and Cashier travel
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to the community for the finalization of purchase requirements
earlier mentioned, disbursement of money and input purchase.

After the socios have received their final authorization
from the Agromoc and the appropriate amount from the cashier,
they may at the same time, purchase the necessary inputs.* The
INVIERNO price structure tries to be competitive with local
prices as possible, and also charges for the extra handling and
travel costs incurred. To the factory prices, adjustments are
made to include a one io two percent sales tax (non-agricultural
product prices have an 8 percent sales tax), costs of transport
from Managua to the CEDE, plus four percent due to losses and
five percent for handling costs from the CEDE to locality, and
transportation costs to the community.

The Credomerc and cashier must take special care to assure
cash received and sales receipts are correct, exact amounts of
money and inputs are issued, and that the socio is clearly in-
formed of each activity financed. Upon delivery completion,
all necessary receipts are reconciled and an opefational report
completed, which is later reviewed by the CEDE cashier and the
Manager for inclusion in the daily report. Operational failures

at this critical stage or at the numerous events preceding'

¥This somewhat redundant activity of disbursing money and
then purchasing was originally instituted to avoid creating the
impression that the sociv would be obligated to buy exclusively
from INVIERNO. Based on further surveys, which indicate a pre-
ference for inkind purchases, the work of the cashier could be
reduced to payments for lari rental, oxen, etc. Given the small
farmers' limfted experier.e with a cash surplus, inpuvt purchas-
ing, and storage, the W.rld Bank recommends that distribution
of credit be done in kind (1, p. 62).
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input delivery, result in problems for both socio and INVIERNO.
To help reduce operational costs, those communities with less
than ten socios are directed to the closest community so that
socios from both may be served at the same time. Every effort
is made to reduce delivery trips for each of the installment
payments to as few as possible. The trend for the future is
to make one visit per instcllment (128, p. 13).

The socios' image of this service is quite positive.
Socios in 24 communities in six CEDEs were surveyed regarding
‘their opinion concerning the variety of inputs sold, the quanti-
ty recommended, input quality, input prices, and timing of'de;
livery. Except for the input pricing which was "medium high,"
all other categories were rated "high" (128, p. 115). An im-
portant indicator reflecting the value of this service is the
volume of inputg consumed during the first and second years of
operation. The total volume for fertilizer and pesticide sales
more than doubled between 1976 and 1977. Of special interest
is the increase from an average of 1.1 quintals of fertilizer

per manzana in 1976 to 1.6 quintals in 1977 (95, p. 20).

Marketing. The supporting role INVIERNO has provided in
output marketing has bevn important, but not nearly as direct
as in the provision of inputs. INCEI, a government created
agency to execute price stabilization of basic grains through
a purchase, storage and selling activity was created prior to
INVIERNO. To avoid excessive price fluctuations, INCEI attempts
to purchase at least 20 percent of the available basic grains

at harvest time and sells them during the year as prices rise.
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However, it has had numerous administrative problems. This
deficiency, plus the number of middlemen who have traditionally
intervened to make a cordoba, have led most to believe that the
marketing system was deficient in many respects in providing
the special services felt required to provide the small farmer
the just price for his labors (130, p. 1). A variety of comple-
mentary crop marketing services are offered by INVIERNO and also
in coordination with INCEI, through the Credomerc and the Maf-
keting 0ffice in Managua.

INVIERNO has developed an information and liaison service
to advise socios on country-wide market conditions and on pos-
sible buyers. This service is based on a weekly computerized
information gathering system and a register of possible buyers.
This is done only as an advisory service to socios, who retain
the ultimate decisions on these matters. In coordination with
the Ministry of Agriculture's country-wide extension office,
weekly producer and market price information for 25 products
from 18 cities is gathered. This information is combined with
transportation costs from point of origin to destination and the
available harvest production information gathered from weekly
CEDE reports all of which is computer processed. A weekly print-
out provides best alternative market conditions and transporta-
tion costs. A listing of the principal buyers in each of the
towns surveyed are maintained in the marketing office, and when
the best of the alternative towns is selected, contacts with the
buyers of that area are made to discuss interest amounts and

to determine the best prices. The Credomerc closest to the
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area would be contacted to determine product availability. The
Credomerc meets with socios to discuss the matter to determine
interest. Based on their decision and at their expense, a
truck would be contracted to the selling point where the buyer
would receive the product., All product transportation costs
are paid for by the socios (13%4).

During the first twe years INCEI services were not re-
quested as generally high market prices prevailed due to the
chortages resulting from draught conditions. Employing a simi-
lar though less-developed systam, INVIERNO was able to assist
so that 98 percent of the socios got higher prices than the
INCEI floor prices (135, p. 103). Because of éﬁticipated high
production limits during 1978, INCEI agreed to act as an
INVIERNO agent by receiving the socios' transported grain.

The marketing of the 25 vegetable crops produced is far
more complicated than the difficulties associated with basic
grains. Quality control measures employed by supermarkets and
institutions, and the rough roads bring difficulties for the
small vegetable producer, Marketing information contacts for
socio vegetable growers are made through a central market
facility near the Region V production area. Further, to improve
product quality and to develop new packing and grading standards,
a new project is being initiated with the Central Bank,

In the same study earlier mentioned, the socios reported
a generally positive image regarding INVIERNO's marketing acti-
vities. The following concepts with the average ratings record-

ed are noted; (1) U:ility of price reports--medium high;
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(2) Utility of transportation service--medium high; (3) Confi-
dence in the purchase system--high; and (4) Confidence in the
effectiveness of the marketing service--high (128, p. 123).

Though both commercialization activities are an essential
component of the integrated agricultural development program,
both are activities that could be done at less expense for
INVIERNO through a cooperative~type structure. In order to
reduce project costs and to institutionalize more the partici-
pation by socios in the program, a series of input supply/pro-
duct marketing facilities (tiendas campesinas) one for each CEDE
are to be initiated over a six year period. Once community
boards have received more training and experience, this CEDE
facility would begin providing the credit (original capital
borrowed from INVIERNO), marketing, input supply and even exten-
sin assistance. INVIERNO would assist in their management and
structure facility. Over time these cooperative-type structures
will in effect replace INVIERNO and thus permit INVIERNO to
expand to other areas,. '

hs proposed, the establishment of these stores would (136.
p. 3):

P fesult in INVIERNO not offering input and out
marketing services, the loans for the different activities
would be given by the organization except in exceptional
cases and the communities will be organized and trained to
effect the community development labors with little partici-
pation from INVIERNO. It is worth noting that the organiza-
tion always will have at its disposition the advisory assis-

tance and help of the Institute in the cases where it is
necessary.,
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Program Evaluation and Planning

In order to efficiently provide the numerous services
described, a varied number of evaluative mechanisms were ini-
tiated to assess each phase of program activity so as to pro-
vide the basis from which necessary revisions could be made.
Some of the various evaluative approaches employed are grouped -
below as: (1) operational reviews, (2) external annual evalu-
ations, (3) detailed operational effectiveness assessments,
(4) program impact evaluations and (5) insitutional financial

viability studies.*

Operational Reviews. INVIERNO management is constantly

conducting operational reviews on all phases of operation.

These are.usually once-only studies providing analytical infor-
mation from which recommendations can be made. In many occasions
the need for a review is first identified by the General Manager
or vice-Manager for Operations based on their contact with the
CEDE Managers and review of monthly reports. The problems ob-
served are discussed at the executive committee meeting, and

if an operational review is determined necessary, a commission
is appointed. Examples of the reviews undertaken include the
time/activity study of Agromocs as a basis to orient their acti-
vities and methodology so as to dedicate more time to group
instruction, loan recuperation, vehicle maintenance and repair

costs, appropriate interest rate levels, etc.

*The variety of evaluation mechanisms employed is distinct
from the other programs studied during the Spring Review as there
it was observed that few programs have "self-evaluation mechan-
isms to measure progress toward the mul“iple goals" (24, p. 28),



151

External Annual Evaluation. Yearly joint evaluations of

the program are conducted under the coordination of an outside
consultant who is assisted by representatives from DIPSA, AID

and INVIERNO. The two, month-long evaluations thus far com-
pleted (88, 85) have'concentrated mainly on quantitative input/
output measurements of program activities in relation to yearly
estimates prepared by each INVIERNO unit, followed by some quali-
tative assessments and specific recommendations. The appro-
priate recommendations have all been reviewed, analyzed, and

where appropriate, have been implementdd.

Detailed Operational Effectiveness Assessments. Special

external reviews on specific aspects of the program are often
commissione”, For example, consultants have been contracted to
review the audit practices employed, agricultural extension pro-
cedures, non-formal education activities, the adoptive research
project with INTA, cobperative development, appropriate mechan-
ization, and the agricultural development program (83). Though
these reports have all been useful in exploring specific areas
and in most cases have positively endorsed the development
strategy being implemented, the INVIERNO General Manager deter-
mined that a more indepth analysis of the program was required
to assure that the systems and approaches being executed were
valid, and that a firm foundation was being developed for later
program expansion. Beginning in August 1977, a special "study
group” was commissioned "to measure the advances thus far
reached by the different project activities and at the.same

time, identify problems that could be hindering the development
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of these activities" (128, p. 2). The vice-Manager for Opera-
tions directed the team composed of the Directors of the Pro-
gram and Control Department and Agricultural Production. They
worked full time for a five month period conducting surveys on
all phases of program operation with socios from 24 communities
and with INVIERNO personnel at various levels of operation.
These were conducted in order to determine the impressions of
the level of services as perceived by both socio and staff and
to determine particular problems and recommendations. The s%udy
group generated 76 recommendations on operational matters which
were reviewed by the executive committee. Within the "degree
of satisfaction" category, socios' replies from high to low
degree were obtained for agricultural cr dit, input supply,
product marketing, extension assistance, community promotion,
and the radio program. Within this diverse group, the socios'
opinions were generally favorable overall with 18 "highs," 10
"medium highs," 4 "medium lows" and 4 "lows" (128, p. 47).

The study group also designed and helped execute the
first annual operational plan to assure maximum community par-
ticipation within program context. A standard instruction manual
was prepared and field cadre received special instruction on
how to meet with the community board in undertaking the develop-
ment of a community annual plan. Data from all communities was
compiled and consolidated as a "CEDE Plan," and subsequently to
the regional and central level where the INVIERNO 1978 Opera-

tional Plan was prepared.
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The objective was to involve more the community within
the development process and to thus make more effective the
work of INVIERNO (137, p. 1):

+ « « the services that the Institution offers must
be oriented by the feelings of the beneficiaries in such a
way that those be directly involved in the planning and
delivery of these services. This could generate a high
degree of conscience raising within the population in the
sense that the people must bring about their own improve-
ment, which at the same time would be translated to a
higher level of commitment towards the accomplishment of
the proposed goals and their result in a more effective
work developed by the institute.

Program Impact Evaluation. None of the above approaches

have the capacity to deal with the measurement of the program's
impact on the social and economic well-being of the rural poor,
i.e. the changes in rural well-being resulting from the program.
INVIERNO is very concerned about documénting the anticipated
evolutionary "progress" as socios pass through various phases
of the program and at the same time, obtaining data on how the
INVIERNO resources and the soclos land, labor and capital can be
most effecti&ely utilized. It is understood that an "impact"
study measuring all program activities would not at this early
stage of program development be a productive exercise. Insuf-
ficient time has passed, particularly in the land sale guaran-
tee and rural access road projects to measure the full impact
anticipated. At the same time, however, in order to obtain
necessary farmer management data, receive some indications on
program effect at the farm level, and to provide a basis from

which broader farm-unit technical recommendations could be
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measured and analyzed--an extensive farm budget system has been
introduced.

Beginning in May 1976, five Rural Administrators, one per
Region V CEDE, initiated weekly contact sessions with 125 (25
from each CEDE) randomly selected socios within four categories
of farm unit sizes. Resulting from the socios' interest, an
inventory was first conducted of all farm assets. Subsequently,
using a double ledger input/out accounting format, all family
farm activities and purchase and consumption activities were
interviewed on a weekly basis and appropriate ledger notations
made. The ledger format permitted computer processing. However,
delays in the actual data processing developed because of other
computer priorities. A tremendous data bank to measure impact
of various technologies combining annual and perennial crops
with small amounts, effects of family size on productivity,
variable costs per farming activity according to technology,
changing family consumption patterns, prices received per
farming activity, etc. is being generated which should soon be
incorporated to permit project modifications as appropriate
(139, p. 1-19).*

Institutional Financial Viability Study. Two broad gen-

eralizations describing the program's financial activity relate

to (1) high initial start-up costs particularly on the

*The Spring Review concluded that few programs studied
have investigated the many small farm economic, technical and
cultural variables from which progress on program adjustments
can be made. "Small farm credit programs have to be firmly
rooted to farm level analysis that confirms the project ability
of investment" (24, p. 20).
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non-banking side (i.e. social services, technical education,
etc.), and (2) average loan sizes disbursed have remained
small. Because of the initial high investment and large port-
folio of small loans, insufficient returns per approved loan
are generated to cover all banking costs. Accordingly, quick
"financial viability" attainment should not over the short run
be expected.*

In 1977 INVIERNO conducted a detailed evaluation of their
financial situation. Given the fixed banking cos}g associated
with the banking operation, and the 7,000 socios egzolled at
the time of the evaluation, the break-even point would not soon
be possible as the interest generated from the $216 average
sized loan was not sufficient to cover fixed cost fees. By
maintaining itself only at the 7,000 socio level and providing
the present level of services, financial viability could be
attained if the loan size averages were $640 or a three fold
increase.

Instead of rapidly introducing larger farmeré into the
program, INVIERNO opted to sharpen further its small farm focus
(actually the average loan size in 1977 was reduced by $31 from
1970 average), and instead concentrated on reducing operational
costs. Computerized loan management systems, creation of sub-

CEDEs instead of CEDEs, encouragement of the doubling-up of

*As mentioned in a recent review, "any program which
deals with such a high percentage of small farmers soliciting
loans around $216 is bound to run disproportionately high ad-
ministrative costs due to the work involved in developing and
processing a large number of small projects' (135, p. 107).
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Agromocs on vehicles instead of the one to one ratio originally
programmed, the gradual expansion of Agromoc coverage from 70
to 300 socios, greater use of the community board in loan
administration matters, and the gradual introduction of the

tienda campesina "cooperative" document this policy decision.

In this regard, the study group concluded that INVIERNO had
considerably reduced their average costs per socio. The average
banking cost per socio was $136 in 1977 which was a 35 percent
reduction over the 1976 costs,* and the higher non-banking costs
were reduced by almost 50 percent from 1976 to %243 per attended
family (128, p. 8).#

Though according to the study group both banking and non-
banking operational costs will continue to be decreased, the
real solution for maximizing socio economic well-being and to
assure institutional financial viability is to increase the
average amount loaned (while retaining the same selection cri-
teria) (128, pp. 20-21).%*#* Though the socios have made

noticeable technology changes especially in the area of

*Though impressive, when one compares total banking admin-
istration costs with total amount loaned during 1977, instead
of the preferred World Bank conservative standard of 10 percent,
INVIERNO's costs were around 50 percent (compare this level
with the proposed level for 1982 on page 158).

**In determining this calculation it is assumed that in
addition to the 7500 socios at the time of the programming,
an additional 40 percent of the community receive development
services (74, p. 204), Therefore, as of January 1978, some
64,000 people were being directly assisted.

***¥According to the World Bank, the unfortunate reality of
these programs is that "the costs of administration rise or the
size of loan falls, as the duration shortens and as the amount
of ancillary services provided increases" (1, p. 44),
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fertilizer application, due to the effects of two consecutive
years of draught, socios have preferred to buy "low" in order
to reduce debt risk. With the (1) introduction of the impor-
tant land sale guarantee program in early 1979, (2) increased
promotion of investment financing made available in mid 1978,
(3) greater emphasis on perennial and vegetable crops and
(4) improved weather conditions, it is believed that a greater
need for more investment will be felt by the socios.*

If not for the time-consuming and thus costly approach
of the gradual introduction of new technology methodology,
financial viability could easily be met through a massive cam-
paign of socio enrollment. Fixed costs of the banking opera-
tion could probably be met if between 15 and 20,000 socios were
participating. Though INVIERNO has received pressure to expand
quickly, it has opted for the mare difficult strategy of pro-
viding the selected socio with a foundation for sustained long-
range development while at the same rate being cautious on
selection to avoid loan delinquency proﬂlems. The attainment
of this more qualitative development objective requires a |
lengthier presence and longer government commitment.

On the other hand, given the demands of the long-range
rural development plan, the INVIERNO program must gradually
expand both within the present areas and to promising adjacent

areas. To do this, their 1978 plan requested that operational

*In this regard, the work of the adoptive technology pro-
ject and the analysis of the farm budget system are critical as
they serve as the best basis from which appropriate technical
advances beyond those already employed may be introduced.
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costs not exceed those of 1977, while at the same time, increase
the level of socios within the number of communities (108). It
is anticipated that this will be accomplished through the grad-

ual transfer of activities to the tienda campesina. This will

permit INVIERNO to replicate the established system in other
areas. As presently proposed, and clearly dependent on a con-
tinuation of external assistance, the socio level would be ex-
panded at a rate of about eight percent per year from 8,500 to
15,000 socios over a six year period, benefiting with comple-
mentary services a total of approximately 100,000 plus rural
families (136, p. 4-5). This is to be done with the same per-
sonnel and systems presently deveioped and holding operational
costs to the 1977 level.*

Clearly at thic initial stage of development, the options
are many and the question of financial viability must be eval-
uated with this in mind, #*

As mentioned in the last external evaluation (85, p. 201):

+ « + insofar as may be prudent /INVIERNO should/ seek

to increase the average loan amount. These are fairly low
risk measures that can reduce the participation cost rate

*For comparative before and after purposes the World Bank
standard of 10 percent of lending portfolio to cover banking
costs will again be used. Assuming that in five years there
are 15,000 socios and that 1.7 loans per socio per year are dis-
bursed and in real terms their loan has increased but 30 per-
cent, total banking costs would be 12 percant of the total
amount loaned.

*#*The Spring Review noted that credit institutiors take
considerable time to attain "viability"--usually between ten
and 20 years is required before they become well estzblished
and recognized (24, p. 19).
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and bring INVIERNO's banking operations closer to bank
break-even point, in view of the high fixed rate cost of
the central office, However, we do not consider that at
this pilot stage of INVIERNO's development, break-even
need be a high priority goal,



CHAPTER VII
CONCLUSION

Resulting from recent donor-conducted reviews to improve
small farmer agricultural development, attention has been dir-
ected to developing policy issues intended to improve the per-
formance of institutionalized small farmer agricultural credit.
An enormous developmental challenge has been identified which
requires the replacement of the traditional individual-oriented
agricultural credit system successful in reaching small numbers
of the commercial sub-sector with a diverse variety of efficient
delivery systems to serve large numbers of traditional farmers.
To respond to the needs of the small farmer special institu-
tions and procedures must be designed if he is to actively bene-
fit from the governmental programs,

The donor's suggestions have served a useful function by
drawing attention to the more complex role now associated with
agricultural credit and related governmental fiscal policies.
However at the same time, insufficient attention has been dir-
ected to assist developmental professionals in the implemcnta-
tion of the new issues and of those few suggestions related to
operational aspects of small farmer credit and supporting ser-
vices. Though agricultural credit is one of the largest of the

donor agencies' funding activities, to more positively assist in
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the expenditure of these resources a greaterAappreciation of
operational considerations is required,

Given the limited operational-related research conducted
thus far, it is observed that much benefit could be obtained
by conducting detailed studies of those projects with a high
"new-doctrine" input which show potential for providing improved
services. Such studies could serve as a basis from which com-
parative analysis could be undertaken to develop greater speci-
ficity regarding the appropriateness of the limited operational
suggestions thus far introduced, and at the same time, intro-
duce innovative approaches not previously considered. From
this exercise, donor agencies could assist each other and local
institutions by learning more themselves of the complexities of
the developmental activities they are promoting and by dissemi-
nation of the new suggestions developed. It is not intended
that cookbook recipes inappropriate to diverse physical, social,
economical, and technical factors be prepared. Rather, it is
to provide managers with an insight to some of'the creative
and innovative approaches required to address the difficult
challenges confronting them.

The brief record of INVIERNO's field operations directed
to the provision of integrated development services to the
farm community shows promise for providing an improved well
being for program participants. Though the intricate task of
providing these services has been documented, of importance are
the consequences derived from them. The integrated agricultural

development program has provided a comparatively large amount
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of isolated farmers (most of whom had never utilized modern in-
puts), with small amounts of multi-purpose capital from which
productive use has been made. The rapid but manageable program
expansion observed is partially attributed to the institution's
capacity to quickly complete and review loan applications, pro-
vide prompt decision notification, extend appropriate 'echni-
cal assistance, and provide quality input and marketing services.
All services have been programmed to respect the constraints of
the rural environment and the agricultural cycle. In a short
period, maize per hectare productivity has doubled compared
with traditional farmers and the use of modern technology has
increased appreciably. At the same time, the institution's
delinquency rate is low and financial viability is something
that appears over time attainable.

Some of the many relevant lessons learned from this devel-

opment experience are offered.

Preparatory Work. The importance of the two year period

dedicated to sectoral assessment preparation and analysis as a
basis from which the comprehensive strategy could evolve, can-
not be under-stated. After over 30 years of perpetuating growth
oriented economic development plan the magnitude of the prob-
lems required a comprehensive sectoral strategy which evolved
from the comprehensive sectoral assessment. Clearly no quickly-
prepared model developed by a well-meaning donor-sponsored pro-
ject design team could have undertaken the detailed assessment
required. The Nicaraguan study of their problems and at their

initiative (combined with periodic donor collaboration),
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produced the corner-stone document from which a more lasting

development strategy could evolve.

Government Commitment. Pursuant to assessment prepara-

tion was the review of various alternative strategy approaches
which resulted in the creation of a new development agency com-
bining banking responsibilities with a high social cost compo-
nent. To support such an activity required a long term and
intensified government commitment best manifested by substan-
tial new budgetary allocations--particularly so during the
crucial five year start-up period. Legislation drafters appre-
ciated the need to officialize government support and to reduce
risk by officially committing the government to this new acti-
vity, at least during the initial phase of the program. The
legislation formalized the usual gap between policy recommenda-

tions and implementation.

Innovative Package Approach. To quickly respond to the

large number of obstacles identified in the assessment a new
organization responsible for providing all basic integrated
services was created. The impressive results of that initial
decision demonstrate that when basic services are provided
within a complementary framework, a large number of traditional
subsistance farmers will switch to more productive farm prac-
tices. Program acceptance was due in part to the introduction
of "newer" levels of technology linked to credit and input
supply. The whole extension activity, i.e. Agromoc training,

low extension/client ratio, high number of training plots, etec.
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evolves from the respect for the low level of agriculture tech-
nology employed by the majority of the producers in a community
area. Starting from that level minor introductions are gradu-
ally introduced, and as the farmer becomes more efficient with
his traditional crops he is encouraged to "graduate" to more

income-generating cropping activities.

Importance of Management Systems. The large government

and donor financed contributions to the new strategy would have
meant little had not the complex outreach development service
systems, each with its extremely innovative features, been
installed. The meticulous attention directed to systems

design, review, staff training, evaluation and modification
assured that required services were provided at appropriate
periods. The program demonstrates the special attentions re-
quired to assure small farmer participation ard committment with-
in a systematized approach. The experimental period directed

to system preparation has now passed, and the model is now

ready to be expanded gradually for replication into other areas.

Professionalism. To reduce the risk element associated

with these usually highly experimental integrated rural devel-
opment programs, donor agencies insist on a heavy injection of
external technical assistance to assist national institutions
with program implementation: The INVIERNO experience demon-
strates that when salary levels are raised to attract qualified
national professionals, high quality performance can result.

Resulting from the personal management system developed, a
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highly trained group of young professionals was contiocted
(with minimal political intervention in selection) and provided
with extensive inservice training, Observing from their per-
formance, an argument can be made that instead of governments
contracting loan-funded external technical assistance (which
has to be repaid to the donor) to assist in program execution,
a competitive salary structure coupled within an appropriate
personnel system can attract the quality nationél staff (maybe
even at less overall expense given the expensive nature of
contracting advisory assistance), more appreciative of national
limitations to better do what ousiders have great trouble in

doing well.

Equity/Efficiency Contradictions. The INVIERNO record il-

lustrates the perennial conflict confronting credit institutions
which disperse all capital resources in small amounts while at
the same time strive to attain financial "viability" status.
Though in the INVIERNO case a comparatively high interest rate
is charged and a relatively high loan repayment is observed,
because of the large number of small loans and high start-up
costs, large operational costs are a reality requiring some
subsidy--particularly so during the first five year period. The
INVIERNO approach is a pragmatic effort to be responsive to the
many trade-~offs managers confront in responding to these two
contradictions. Given the absence of any formula to more
objectively assist in decision making, the unfortunate simplis-
tic approach is to only examine the level of government "subsi-

dization" required and declare the institution to be non-viable.
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The INVIERNO experience with its good rural poor target focus
and tight management systems documents the need for governmental
seed capital "subsidation." Given the absence of a formula,
the lesson learned from the INVIERNO experience is to pursue a
balanced approach, i.e. recognize that some governmental sup-
port is required while at the same time always examine where
the program can be trimmed and evaluate that cut in relation

to the program's objectives.

Role of Computer. Since it is commmly assumed that com-

puter specialist resources are scarce in developing countries,
computer application to more positively assist in development
programs are seldom considered. Though time-consuming and re-
quiring considerable personnel training, the INVIERNO computer
adaptions have assured (1) the rapid and error-free processing
of credit applications, (2) the provision for use by program
planners of a variety of important data concerned with all
phases of program activities, and (3) the supply of management
information required to rapidly assess status and make necessary
adjustments to program operations. Respecting cost and staffing
limitations, interested governments might consider service con-
tracts with computer representatives to provide the assistance
in program design and computer time necessary to assist in cer-

tain facets of credit management,

External Factors. Though monumental attention has been

directed by INVIERNO to assure the best services could be pro-

vided most efficiently, in closing there are a few significant
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external factors which may very well restrain the program
from attaining its full potential.

1) The recent revolution in Nicaragua may result in the
new government altering significantly the program and cause
the present cadre of managers to seek other employment.,

2) The present bleak economic situation will probably
result in INVIERNO receiving considerably less funding than
needed.

3) Donor assistance to the program, so crucial for its
programmed expansion is presently uncertain.

4) The important mutually-related legislation for the new
land taxes and land sale guarantee has provided that administra-
tive responsibilities be directed to other agencies which might
not feel the high concern for its execution as does INVIERNO.
Both the tax and guarantee programs are crucial for attainment
of the program's developmental objectives.

5) An additional critical factor, is the availability of
new planting systems and plant varieties édopted to the diverse
ecological conditions within Regions V and II. Without their
availability, as some socios prepare themselves for non-
traditional cropping activities serious delays in the attain-
ment of long range program objectives will be observed.

Clearly there are many obstacles to rural development and
accounts such as this help explain why so few true "success"
stories are logged in the journals. By initiating additional
detailed operational research such as the above, it is hoped

that a broader knowledge base can be established from which the
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innovative approaches so very much required for the task can
be introduced. Resulting from their analysis, policy makers
and project officials will become better informed and thus
better prepared to undertake the far greater risks required to

meet the pressing challenges related to rural development.



ANNEX I

BACKGROUND TO AID'S SPRiNG REVIEW
ISSUES DEVELOPMENT

Interest Rate Structure. "Interest rates applied in

small farmer projects are generally much lower than rational
economic policy would dictate. If they were raised from, say,
the five percent level to the twenty percent level there would
be few losses in terms of program goals and some major gains"
(24, p. 29). The prevailing opinion was that these low levels
of interest do not approach market rates, the shadow prices
calculated in planning exercises within the countries, nor
annual inflation rates. The nature of providing small amounts
of borrowed capital to farmers distant from the credit insti-
tution and who need technical assistance and loan supervision
activities requires that small farmer credit be an expensive
banking proposition. In addition, the usually high losses from
tardy loan cancellations has, over time, impaired the fund's
ability to expand and serve a wider small farmer clientele.' of
the many disadvantages resulting from low interest rate poli-
cies, the most compelling concerns the viability of the insti-
tution itself. The actual value of credit available for re-
lending to the small farmer sector is reduced each year through

inflation and depleted resources. Alternatively institutions
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employ a "selection up" process to get at the less risky com-
mercial operators. Gonzalez-Vega concludes: "The lower the
interest rate charged on loans, the lower the proportion of

the lender's portfolio, ceteris paribas, that will be devoted

to small farmer credit" (24, p. 23).

Resulting from G. Donald's participation in the workshops,
his subsequent review of the various country programs, and us-
ing data generated by the World Bank, he attempted to deter-
mine a "feasible" interest rate range. He based this rate on;
(1) a very conservative value for the institution's administra-
tive costs at ten percent of the annual value loaned, (2) an
estimated three percent to repay the public capital fund bor-
rowed from the government for lending purposes, (3) a five to
ten percent allowance for default losses depending on the lend-
irg institution's experience, and (4) the appropriate factor
for inflation (18, pp. 108-112). Based on these estimates,
under very positive conditions, an organization charging less
than 18 percent must either look for continued outside assist-
ance, or not plan on continuing operations with the small farmer
over a long period.

In responding to the question of the small farmer's reac-
tion to higher bank rates from institutional credit sources,
Donald concludes (18, p. 113){

 We may summarize that the farmer who can contemplate
borrowing from a money lender would prefer this kind of
institutional rate if the accompanying condition and ser-
vices were not too unfavorable; and that the difference
between such a rate and the prevalent 6-12% rates would not

be too great to deter most farmers from using such short
term credit for buying agricultural inputs when these were
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thought to be reasonably productive. The interest paid on
a six to nine month loan for fertilizer at 1% to 2% a month,
for example, could easily be less than the probable gain
from using it.
Subsidies. As the Spring Review identified two separate
but interrelated points, for brevity I have combined both.
"Subsidies for small farmers can be justified on several
grounds, but it is a mistake to use the credit mechanism as a
vehicle for subsidizing" (24, n. 22). Though certain subsidized
services should be provided, the consensus was that relaxing
the banking institution's responsibility on loan repayment ser-
vices destroys the institution's financial viability. As dis-
cussed in the workshops, there are technical assistance,
educational research, and marketing services, etc. not directly
related to the institution's financial operations which are
traditionally subsidized (24, p. 107). These types of services
should remain separate from the bank's operational ledger.
The other subsidy-related issue (24, p. 30):

There is a stronger argument for subsidies to insti-
tutions which supply credit than for subsidies to farm
borrowers. This suggests that while interest rates to
farmers may be raised, interest rates to commercial banks
and other financial institutions should be lowered on an
incentive to expand their small farmer participation.

Traditionally, agricultural lending institutions are re-
quired to pay low interest rates from the central banking or
foreign donor institution from where the money is loaned. If
this practice was to be altered and initial interest rates began
to approach the market level, the chances for creating a viable

credit institution are limited. Given the opportunity costs

for public capital expenses, this at first might not be a
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"profitable" venture for the government. However, assuming the
alternative possibility of fostering a sound development organ-
ization, a concessional interest rate is important for the

institution's long range well being.

L.mitations on Participation. "The commercially non-viable

farmers present a problem with which the Spring Review is unable
to cope" (24, p. 38). The question of further defining farmer
"viability" was a much-discussed point at the regional work-
shops. Usually the "pruduction-oriented" planners stressed the
point that non-agricultural opportunities should be developed
for the more "non-viable" sector, while the more "welfare-
oriented"” officers defended the need to search for appropriate
agricultural solutions. The challenge of addressing the needs
of the marginal small farmer are incredible and the possibili-
ties for agricultural development for the landless farm laborers,

garden plot farmers, etc. are obviously limited. As will be

observed in annex 2, the question was clarified later by encour-
aging institutions to attempt, where possible, the inclusion of

the most marginal of farmers within their programs.

Technical Supervision. "The technical supervision of the

use of new technology is agreed to be an essential c~mponent of
most small farmer credit programs" (24, p. 31). This extension
friection is particularly important for the introduction and dif-
fusion phase of new technologies to the traditional sector in-

experienced with the application of modern inputs. Without the

availability of new technology, the use of credit is guesiioned.
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Technical supervision should now be better structured, perhaps

along crop lines (24, p. 31).

Generation of Savings. "Financial savings may be gener-

ated in rural sectors at rates much greater than commonly
thought and their accumulation is highly desirable. The exper-
ience in Taiwan, Zambia and elsewhere provides evidence to
support this hypothesis" (24, p. 31). Workshop participants
agreed that given the long-range developnent objectives within
the rural s«:ctor, additional capital requirements must be gener-
ated. Savings programs within the credit institution could be
an effective means to capture local savings. Dale Adams men-
tioned in his paper of the possililities for generating rural
savings if interest rate incentives were raised in both urban
and rural banks for rural re-lending programs (140, p. 4).
Obviously deposit interest rates and security considerations

would have to be improved before increased working capital could

be generated.

Graduation to Commercial Banks. "Graduation policies

are necessary for small farmer credit programs which give
special services, privileges and subsidies to the smali farmer
for a period of time calculated to bring them to commercial
viability. When that position has been reached, and assuming
that the normal commercial banking system is prepared to deal
with them, the successful small farmer must be graduated out of
the special program to make way for new clients. 1In general,

however, small farmer credit programs fail to graduate clients"
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(24, p. 32). As low interest rates rarely cover administrative
costs, government sponsored agricultural credit programs “"gen-
erally operate at a loss" (141, p. 13), go ‘ments are usually
required to provide operational subsidies ranging from 25 to
100 percent of the program's total revenue. These subsidies
tend to sﬁpport the more prosperous "less-risky" producer as
the bank is forced to look to other "less-expensive" clients in
order tc reduce government subsidized operational costs. Since
over time the larger producer requires less attention, less
government subsidy to the bank is required. Therefore if the
institution adopted the policy of moving over time those small
producers who have developed a positive credit rating from the
grvernment subsidized pfoject to the more commercial secfor,
the subsidized program for small farmers could be expanded to
reach new clients. Under the "graduation" approach, the spread

effect would be maximized.

Loan Default. "Loan default and delinquency rates in

small farmer credit are generally higher than would seem accept-
able. But we are uncertain about the relative importance of
each of the alledged causes. Thus corrective action is diffi-
cult to design and the most obvious policy--to intensify collec-
tion methods--is unlikely to succeed" (24, p. 25).

Annual overall delinquency rates of 20 to 30 percent or
more, though common, are not universal in agricultural lending.
There 1s some evidence to indicate that default rates are
higher for medium and large farmers who, because of "political

immunity" are relieved from re-payment responsibilities. Thus

-
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if credit was restricted to the small farmer only, default rates
might well be lowered. This point should be considered in the
context that unlike before, there is usually an available im-
proved technology to increase repayment capacity, other suppor-
tive services are now present, and government institutions have
a greater priority io expand services in rural areas, all of
which tend to reduce loan default among small farmer sector.
Though large loan default rates are a major impediment to mount-
-0g a broad-based small farm program, enough institutions with
default rates below 20 percent indicate that the problem is

manageable and can be controlled.

Consumption Credit/Loan Collateral. Two other issues

identified which require additional study, concern the role of
consumption credit and loan collateral:
1) "Consumption credit appears to have no role in small

farmer credit program that emphasizes production objectives,

but that judgement may be both incorrect and politically un-
acceptable" (24, p. 32),

It was felt that given the scarce institutional funding
available, capital resources should be provided only for pro-
ductive activities. However, emergency and consumption activi-
ties can be defended as a legitimate part of farmers' needs.
Having access to a loan for these needs permits his current
liquid balance "emergency fund" to be invested in savings
account or farm needs. It also ties the client closer to the
credit institution as he sees the many benefits a good rela-

tionship provides.
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2) "Collateral was another factor given too little atten-
tion in the Review" (24, p. 32). The difficulties of providing
credit to untitled small farmers who secure a loan by mortgag-
ing their harvest might be insufficient collateral. This is
especially so if low technologies are employed. However it
was noted that repayment rates were higher in other programs

where no collateral was required.



ANNEX II

SUMMARY OF AID'S INSTRUCTIONS ON SMALL FARMER
CREDIT PROJECT DESIGN

Distribution of Credit., "It is now established AID

policy to concentrate support of agricultural credit programs

on small farmers. Missions can provide funds either to pro-~
grams which lend exclusively to small farmers or to institutions
which have small farmer credit programs so long as in the

latter case the total amount of increased lending to small
farmers will be at least as great as the funding to be applied
by AID" (25, p. 17). During the Spring Review the consensus was
that given the limited resources of the land-scarce small farmer,

in most cases he should be excluded from credit assigtance.

Recent thinking has changed this issue. Though potentials might
be limited, a means should be found to reach him. The manual
encouraged the mission and local governments to be flexible in
determining the "viability" of the small farmers eligible for
these programs and to look for other criteria than merely mini-

mum land size as a selection factor.

Interest Rates. The consensus was that the prasent low

rates are economically unjustifiable and that in most cases,
should be increased to 12-15 percent plus the going rate of

inflation (23, p. 24). 1In this context, low-interest subsidized
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rates, like all other subsidies, should be given in the form of
services such as extension, and not in the form of subsidized
inputs which are often received by a more priviledged group not

needing the subsidy.

Default. Given the demise of agricultural institutions,
often time brought about by high rates of default and the many
sound justifications for default associated with these high risk
projects, AID Missions "should (a) attempt to learn the truth
about repayments; (b) ascertain as well as possible the reasons
for non-repayment when the figure is high; (c) work out with the
agency a program for improving performance; (d) develop a system

to monitor performance (25, p. 27).

Supervision. The supervised credit system led to too much

individualized supervision which of course was costly in rela-

tion to the amounts loaned. However, to the extent that this

“service can provide useful information, supervision is usually
an effective complement to credit. The degree of supervision
to the degree of unwantable interference isg counter-productive,
The working assumption is that farmers are essentially rational.
Therefore not only should supervision be reduced, but also, a
case can be made for the provision of consumption credit (23,

p. 29).

Economic Efficiency. Given the high costs associated with

credit program, if adminis*rative costs which in most cases have
to be subsidized, can be reduced, the institution can broaden

its lending to the small producer, To conduct this usually
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difficult task, a "low cost delivery system" needs to be design-
ed. There are no easy remedies, but the grouping of farmers to
lower loan processing, approval, supervision, extension and
repayment offers a possibility. The decentralization of opera-
tion to facilitate loan processing and monitoring, plus the pos-
sibility of using savings and informal lenders and other entities
formulating rural capital could be contacted to improve the flow
of finance can also be explored to reduce administrative burdens
(25, p. 32).

The "Institutional" related issues associated with small

farmer credit also received attention.

Alternative Delivery System. Though no one institutional

system studied in the Review was cited as superior to others,
there was consensus that greater attention needs to be directed
to organizational development anc improved management. Accord-

ingly group credit is often preferred to (1) _reduce. loan admin-— .

istrative costs, (2) lower default rates, (3) facilitate savings
mobilization and (4) assist in loan monitoring, their actual
track record has been mixed--particularly cooperatives (25,

pp. 34-38).

Package Approach to Credit. Given the many development

constraints in the rural area, the provision of credit exclu-
sively is not the solution. Other considerations such as a more
productive technology, availability of quality inputs on a timely
basis, market accessibility, etc., are common complementary ser-

vices that must be considered to make credit profitable.
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Whether this is provided by one or a series of private or public
institutions must be carefully studied to assure their timely

provision (25, pp. 40-41).

Graduation. For sound equity reasons, the graduation of
the small farmer from the more subsidized to less-subsidized
programs must be considered. Obviously the institutions are
reluctant to continually loose good clients and recruit those
usually not eligible by the other institutions. Though diffi-
cult, it should be understood that a permanent essociation

with a subsidized program is unhealthy for rural development

(25, pp. 42-43),



ANNEX III

SURVEY OF WORLD BANK'S ISSUES STATEMENT

Eligibility and Security. Instead of the traditional land

title requirements as a collateral loan security, which has
tended to exclude small farmers who seldom possess certified
title, the Bank emphasizes that repayment capacity should now
be based on the appraisal of the productive capacity of the
investment., For longer-term credit however, a collateral re-
quest would be acceptable. There needs to be less complex pro-
cedures for obtaining credit. 1In this regard, more attention
could be given to a greater reliance on self-management and the

use of farmer groups to police loans (1, p. 9)..

Interest Rates. According to the examples provided, the

total real costs for an efficient credit institution would be
between 15 and 22 percent. A case, quite similar to that made
in the Spring Review that interest rates be raised accordingly
is provided. However the implementatﬁpn of that policy is
somewhat different in that greater flexibility is provided.
Accordingly, the World Bank expects (1, p. 13):

+ + . to work toward a long-term objective of positive
interest rates which reflect the costs of lending. There
are obvious difficulties in any single organization--such as
the World Bank--seeking interest rates on a particular pro-
ject that would be different from those charged by the same

or by a competing borrowing institution on other similar
projects, The difficulties are compounded if many external

181
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lenders have accepted the principle that borrowing institu-
tions should lend at subsidized interest rates. The Bank's
attitude will be influenced by a project's overall potential
for raising the productivity of large numbers of small farm-
ers and for achieving a satisfactory economic return.

Repayment Performance. Repayment problems are associated

with both the large and small agricultural borrower, thoﬁgh over
time, it is observed that most loans will eventually be canceled.
Closer supervision will possibly address the problem, however,
maybe the increased costs make that an inappropriate decision.
To reduce administration costs, perhaps supervision should be

under a collective responsibility arrangement (1, p. 15).

Credit Channels. As observed when this issue was discussed

S —

in the Spring Review, there is no one best way to reach a large
number of small farmers. IThe World Bank has listed a series of
suggestions to assist national institutions in developing more
effective credit institutions.

As presented by the Bank (1, pp. 17-18):

v 1. The institution must encourage acceptance of its
role in assisting small farmers and make itself readily
accessible at the village level.

2. It must view credit as part of a package to im-
prove small farmer productivity, have specific proven tech-
nology to do so and ensure that the inputs required are
available. .

3. The institution should take into account the ad-
vantages of providing credit in kind for purchased inputs.
This would relieve the small holder of further transactions
with which he may be unfamiliar and provide the institution
with some assurances that the credit is used for the pur-
poses intended.

b, Credit, especially credit in kind, must be timely.
If provided too early or too late, it leads to diversion and
loss.

5. The basis for selecting smallholder borrowers
should be credit-worthiness but the criteria need not be as
restrictive as for larger borrowers. The important elements
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should be the reputation of the individual within the com-~
munity, the technical feasibility of the proposed enter-
prise in his own farm situation and the expected cash flow
generated.

6. The prospects for repayment of loans are greatly
enhanced by group responsibility for individual liabilities,
Given the cohesiveness of most rural communities, when the
village cooperative society or farmers' association hag a
stake in an individual's performance, it is difficult for
him to withstand the pressure of his peers and avoid his
obligations.

7. Institutions should understand that, for small
farmers, especially, loans and repayments need to be care-
fully scheduled to meet periods of liquidity shortage and
swplus as they arise. This will make supervision much more
effective and orderly.

8. Institutions will need to exercise considerable
flexibility in rescheduling repayments when unexpected cir-
cumstances, such as draught or other disasters, occur. Under
such conditions, it may also be necessary to be flexible in
regard to lending criteria.

9. The institution must commit itself to continuity
of operations, recognizing that performance, in the initial
stages, may be inadequate. It will take time and discipline
to develop effective credit programs for small farmers.

10, Finally, the authorities should recognize that
much remains to be learned about small farmer credit. A
process of trial and error on a limited basis may be quite
in order, in many circumstances, to provide guidelines for
wider application. Ultimately, the program should be con-
ceived as one providing continuing and increasing financial

———support—to—the farmer Tor tHe evolving process of moderniza-
tion. '



ANNEX IV

IDENTIFICATION OF SPRING REVIEW
OPERATIONAL PROBLEMS

Management Information Systems

- More frequent assessment of the activities of the pro-
ject need to be provided so as to enable a confirmation or mod-
ification of procedures and policies as required (39). (Mexico)

- More precise and punctual reporting is required so that
operational impacts of project can be assessed in time for
reaction (41). (Nicaragua)

~ A dynamic flow of information must always be available,
Program evaluations should be undertaken on a regular basis in
__gzggp_ig_ideniify_and_nesol1e“problemsmon—a~$ime%y—baﬂis—fﬁi%r———
(Peru)

- Need for an adequate record system in order to stay in-
formed of credit program so as to quickly identify problems.
Data collection and accounting systems neec¢ to be developed to
better understand end-use of credit and impact (42). (Ghana)

- Evaluative procedures to assess onerational systems,
make credit demand projections, etc. need to be developed (43).
(Korza)

- Management information system needs to be upgraded (44),

(Thailand)
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Project Evaluation Systems

- There needs to be an evaluative procedure developed and
studies to determine credit utilization as a basis for making
project adjustments (45). (Jordan)

- No data system to make assumptions on project impact
(46). (Afghanistan)

- No simple surveys had been conducted to determine the
use and benefits gained by participants under the project (47).
(Sri-Lanka)

- Some doubts regarding appropriateness of economic data
information system developedvto make necessary project evalua-
tion (48). (El Salvador)

- There is a need to adopt regular evaluation procedures
in order to guide prrgram decision makers (49). (chile)

- The pronject's evaluative capacity needs to be improved

either via organizational changes or use of computer in order

to permit evalvating impact related to income, production, con-
sumption, etc. in order to make necessary policy changes as

required (50). (Moroco)

Quality of Supporting Services

- Lack of adequately trained extension personnel required
to effectively reach large number of farmers in order to dis-
seminate new technologies (51). (Tunisia)

- Need to broaden small farmer marketing infrastructure

(51). (Tunisia)
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- A poor marketing information service, and a shortage of
well motivated agricultural extension personnel were observed
(52). (Uganda,

- Technical assistance should be provided during.the '
entire growing cycle rather than just at the time when credit
study is made (39). (Mexico)

- There is a need to continue developing and make avail-
able for use by the small farmer new technologies and a need
to train national researchers to develop new technologies (53).
(Mexico)

- The technical extension services was inadequate in many
areas (54). (Honduras)

- Main cause of loan delinquency and major obstacle to
achieving greater benefit through credit lies in the weakness
of established marketing services (40). (Nicaragua)

- Need for new proven technolcgies in an acceptable form
for small farmer to use’and be available for purchase (55).
(Colombia)

- The lack of improved seeds and farm inputs has Aegative-
ly affected the program's ability to improve fairmer well-being
(24). (Honduras)

Coordination of Supporting Services

- Credit system is operated in isolation from the techni-
cal and rarketing development agencies in agriculture (36).
(Kenya)

- The extension and credit units need to assist clients

in a more coordinated fashion (50). {Moroco)
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- Given the magnitude of problems impeding development at
the small farmer level, there was a need for greater coordina-
tion by other agricultural support agencies (54). (Honduras)

- In order tn guarantee effective execution of agricul-
tural development strategy, all project elements must be effec-
tively coordinated (41). (Peru)

- To maximize investment potential, there is a need to
advise and assist farmers in the commercialization of their
products (39). (Mexico)

- There is a need for more extension personnel to assist
corporation and complementary markéting assistance project (57).
(Ecuador)

- There is a need for establishing an intimate associa-
tion between the credit and marketing institution's and exten-
sion service of Ministry of Agriculture (58). (Turkey)

- Greater coordination is required between thé credit
marketing and extension services (45). (Jordan)

- Lack of coordination between the various agricultural
departments supporting credit (59). (Iran)

- Need to coordinate th: various services such as irriga-
tion, input supply, extension, price support (44). (Thailand)

- The coordination of banking institutions with the exten-
sion, cooperative settlement offices, ete., needs to be encour-
aged (47). (Sri-Lanka)

- There is a need for more closely defined government
policies regarding the coordination of credit with other insti-

tutions (54). (Honduras)
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- There 1s a need for coordinating uniform policies by
various participating commercial banks to implement procedures

directed to small farmer (56). (Kenya)

Loan Approval' Considerations

- The lending criteria, particularly land title require-
ments are major constraint to agricultural lending in both
short and medium term loans (51). (Tunisia)

- Loan approval policy should be based less on security
factor and more on the client's capacity to pay (50). (Moroco)

- By concentrating loan approval responsibility at central
office, too many delays and frustrations resulted (60).
(Nigeria)

- Institution's failure to provide timely loan approvals
and necessary disbursements (42). (Ghana)

- Too rigid loan requirements and complex and slow approv-
al process exclude the ma jority of small farmers from partici-
pation (39). (Mexico)

- There is a need to simplify the various steps required
in obtaining loans (48). (El Salvador)

- Resultlng from time-consuming beaucratic procedures of
+he bank, loan requests are processed extremely slowly (61).
(Bolivia)

- Loan application procedures are (1) cumbersome, (2) cost-
ly to process, (3) slow because of insufficient number of inspec-
tors and (4) require provision of guarantees (62). (Ecuador)

- Need to reduce loan approval procedures and decentralize

loan approval (45). (Jordan)
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- To facilitate loan approval matters, need to establish

a more decentralized banking operation (58). (Turkey)

Loan Repayment Considerations

- Loan repayment rates nead to be improved (45). (Jordan)
- There is a need to improve low rate of loan recovery by
increasing loan supervision (47). (Sri-Lanka)

- In order to avoid problem of selling at low prices to
cancel post-harvest loan repayment due date, thus minimizing
profits, short-term loan repayment dafes might be re-established
(43). (Korea)

- Need to improve loan repayment record (44). (Thailand)

- Banking agency needs to be tcugher on loan repayment
matters (58). (Turkey)

- In assessing loan repayment capabilities, tendency was
to over-generalize on yield results in area rather than evalu-
ating each farm unit (47). (Mexico)

- The problem of uncollectable debts has been a ma jor
problem (48)., (El Salvador)

- The absence of greater control and_supervision has con-
tributeq to much of loan delinquency and has limited the effects

of the extension work provided (54). (Honduras)

Centralized Organization

- Too centralized authority rather than a deconcentration
of authority impedes effectiveness of institution's operations

(50). (Iran)



190
- The planning and program development steps must be pre-

pared at national, regional and local levels (19). (Peru)

Personnel

- Continued rotation of trained personnel is not the best
administrative system (52). (Uganda)

- Need to train personnel to improve capacity in farm
planning and management (50). (Moroco)

- Bank's shortage of personnel to adequately supervise
loans (42). (Ghana)

- Limited staff to meet growing demands have created major
management problems (63). (Ethiopia)

- Lack of trained personnel at agency office level (48).
(Afghanistan)

- Need to provide an expanded training program to project

personnel (26). (El1 Salvador)

Management and Supervision

- The administrative leadership does not operate With
modern management methods (40). (Chile)

- Need tc improve the supervision assistance related to
credit, technical_inférmation, farm management, etc. (44),

(Thailand)

"~

- Management must be better trained and the lending admin-
istration placed in the hands of trained management (51).
(Tunisia)

- Need for independent auditing inspection service to
review all loan activities from ceatral office to farm level

(32). (Uganda)



ANNEX V

- SUMMARY OF TOPICS DEVELOPED IN NICARAGUAN
AGRICULTURAL ASSESSMENT

Rural Unemployment. Though over the years employment

levels in the secondary and tertiary sectors of the economy had
increased overall much more rapidly than agriculture, in 1971,
47 percent of the economically-active population were still in
the agriculture sector and 70 percent of the country's pcpula-
tion depended directly or indirectly on agriculture. Though
dependent on agriculfure for employment generation, 63 percent
of the unemployed population were residents in the rural sector,
While, between 1963 and 1971 the number of employed people in
the rural area was décreasing, the potential mainly untrained
labor force was increasing, thus increasing the burden on those
already employed. Given the limited capacity for the employment
of this large rural mass within the slower-expanding industrial
sector, and the rising level of rural urban migration sector
uncapable of absorbing more labor, the team concluded that more _
productive employment opportunities needed to be created within

the rural sector (78, pp. 82-88).

Income Distribution. The wage levels of a considerable

portion of the rural sector were generally depressed, and showed

great inequality within the sector and especially when compared
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with th? urbanlsector. In 1971 the average family income of the
urban family was $3,061 and that of 50 percent of the ruban
population with the lowest income was $1,400. During the same
period in the rural areas, the average family income (average
size rﬁral family is 6.1 persons) was $878 while the income of
the lowest 50 percent was but $210. Complicating this disparity
is the problem of an expanding younger population (59 percent of
the 1971 population was less than 20 yearé 0ld) which would be
competing for the already-low wages therefore furthor depressing
the already depressed wage levels (728, pp. 81-111). |

The team remarks on the intolerable situation (78, p. 107):

The problem . . . of distribution of income among
groups of the economically-active population is of such mag-
nitude that it is difficult for people to achieve living
standards in accordance with the normal needs of rural
families.

Land Tenure. UNASEC concluded that one of the many fac-
tors inhibiting the generation of more employment opportunities
within the rural area was the complex area of land tenure, par-
ticularly as it relates to farmer productivity and rural employ-
ment. Policies needed to be developed which would make for a
more efficient use of the available cultivable land, while at
the same time, facilitate the distribution of land. Special
research was directed to the land utilization practices employed

by the medium-sized farmers with holdings from 50-500 manzanas*

and particularly those farmers with over 500 manzanas which

*One manzana is the equivalent to 1.7 acres or 0.7
hectares.
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accounted for 48 percent of the total cultivable land. Result-
ing from their study of the relationship between land distribu-
tion and land utilization, they determined that "one of the
greatest blocks to improred productivity and employment is the
use of land in large farms in which 15 to 30 percent of the
cultivable land is not used, with the percentage growing higher
as the size of farm increases (78, p. 97)."

To demonstrate further the problem of land utilization,
they report that 82 percent of the farm land is devoted to such
relatively lesser employment generating endeavors as pasture,
forest and fallow. For those farms of 50 manzanas and more as
land résources are not maximized, employment generation per
manzana is decreased. Also because of the tendency to incregse
mechanization on the larger units, there is less capacity to
generate additional employment opportunities. In addition, the
‘land distribution pattern also contributed to great income dis-
parities.

As the team reports (78, p. 98):

This kind of land ownership and the scarcity originated
therelty is the most important element in the determination of
characteristics prevailing in the income distribution of the
agricultural sector, while at- the same time, the unused
labor manpower grows larger and its income becomes smaller.
In analyzing net income generated in agricultural activities,
we find that in the Pacific and Interior regions, 63 percent
of the income goes to 3.5 percent of the economically-active
population. To the groups of self-employed workers and
family workers, which make 45,5 percent of the economically-
active population, corresponds 29 percent of the income; and

to the group of employed people goes 7.5 percent of this
income.

General Level of Living. Only a limited number of social

service activities have been introduced to compensate for the
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low economic situation of the rural poor. Basic social well-
being indicators related to education, health, nutrition and
housing reflect this policy. The limited budgets for govern-
ment-sponsored services had been directed to mainly urban areas.
The effects of this neglect of the rural sector is observed.

Education: Though the majority of the populatlon resided
in rural areas, only 27 percent of the 7,586 school teachers
are responsible for two or more class levels. Also the propor-
tion of illiterates within the'ége group six through 29 is
three times higher in the rural sector.

Health Facilities: The number of doctors and hospital
beds per 1,000 patients and ratios of nurses a@d helpers to
doctors was half of World Health Organization standards.

Nutritional Status: Rural diets were generally termed
"inadequate in food intake," and consequently éo percent of the
total population was termed "under-fed."

Housing Conditions: Seventy percent of the homes were of
rustic materials with one or two rooms. Almost 50 percent of
the dwelling were absent of sanitary facilities and 60 percent
of the homes depended upon water carried into the home (78,

pp. 147-168).

Agriculture Development and Supporting Sérvices. The

survey documented what could have been expected, i.e. that small

producers had no source of institutional credit, technical assist-
ance, cdoptive research, improved farm-to-market road service,
farm input and marketing services. In the particular area of

agricultural credit, the government's policy was to assist those
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with 50 manzanas and more in cotton, coffee, sugar cane, live-
stock, bananas and rice production (78, p. 115). Research and
modern input availability was supportive of this priority
directive.

The University of Missouri material documents the differ-

ent levels of agricultural input application per farm sigze

(ZQ» P, ?8)=

The use of chemical inputs varies notably with size
of farm. As a general statement, there is a very strong
relationship between farm size and chemical use with a
higher percentage of larger farms using these inputs. This
is especially evident considering the figures for the two
smallest and the two largest size strata. Although farms
of less than five manzanas account for nearly 32 percent
of the farms in the six major producing regions, less than
700 of the more than 27,000 units utilize fertilizer. A
not dissimilar relationship exists for pesticide use. Of
the 670 farms greater than 1,000 manzanas, 43 use fertili-
zer even though most ¢f these are devoted to livestock pro-
duction. Further, in total, nearly two-fifths of these farms
use insecticide,.

Their study concluded that the expanded application of
inputs for all sectors would have a positive impact in generat-

ing increased employment opportunities (79, p. 72).

Fiscal System. In order to reduce the glaring jinequalities

between the two rural sub-sectors the "need for making adminis-
trative and legal reforms in the tax policy, both for control-
ing certain non-productive consumer patterns and for‘enabling

the government to collect the needed resources to fulfill its
economic responsibilities and in particular, those related to

the social welfare programs® (78, p. 124) was noted. Agricul-
ture would be called to make a larger contribution to the nation's

well-being. During 1970/71 tax revenues from the agriculture
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sector (excluding real estate taxes) based on agricultural

exports and imports of materials and capital goods represented

three percent of total tax revenues while contributing 13 percent

to the GDP. A greater tax contribution particularly in the area

of income tax should be made. The number of eligible income tax

Paying farmers wagx three times greater than the number who actu-

ally made their contribution (78, p. 129-130).

An important complementary income-generating measure which

also would encourage the maximum use of land resources, was the -

new tax to encourage the use of the presently under-utilized

land. Through the proposed tax mechanism, land owners would be

enccuraged eilther to make more effi:ient use of their land’'s
production pdtential or because of the established levy, make
this land available for sale.

The report concludes (78, p. 142):

« « + @ land tax would allow the Government to collect

more revenues, and it would be an instrument to encourage

a more efficient use of resources, and improve distribution

of income. Finally, this mechanism would assign the re-
sources and the financial and legal instruments that would
make possible the transfer of "profitable" idle land to
people who could work it efficiently.



ANNEX VI
INVIERNO'S CHARTERED SERVICES

These banking and non-banking services are extracted from
the INVIERNO Law (81, pp. 27-30):

a. To give integral financial assistance to credit
subjects in order to improve their working and living
conditions;

b, To give free of charge, complementary technical
assistance services;

¢. To coordinate and/or give the services and carry
out the activities necessary for the success of the inte-
gral development projects being carried out or that will be
executed;

d. To facilitate the adequate and economic commercial-
ization of the agricultural production of its credit subjects,
whether directly or through producers' organizations, and
to this end it may make the corresponding arrangements with
the National Institute for Foreign and Domestic Trade, thus
effecting a good coordination of both institutions;

e. To carry out commercial, warehousing and conserva-
tion operations of agricultural products in coordination
with the National Institute for Foreign and Domestic Trade
(INCEI). 1In these instances, it will act in a manner some-
thing like an in-Bond Warehouse, according to the respec-
tive law;

f. To furnish its credit subjects, without profit,
the necessary inputs for their agricultural or industrial
activities;

g€. To furnish its credit subjects, under contract,
equipment, tools and other implements and capital goods
which are required for their production activities; and
organize agricultural machinery pools for rent to its
credit subjects at minimum prices;

h. To plan, design and carry out the agricultural
engineering works, as well as to establish, operate and
maintain the physical installations that were needed in
carrying out its purposes;

i. To promote and assist the improvement of the rural
organizations, such as cammunities, comunity boards, cooper-
atives and other associations engaged in improving the
living and working conditions of their members;
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j+ To submit to the Ececutive Power the integral
programs and projects of public investment in coordination
with the organizations of the State in the Rural Sector;
to execute those projects and programs assigned to it and
to secure as coordinator of all their investments and
services;

k. To contract the necessary loans for the imple-
mentation of its program;

1. To procure any kind of goods that were. needed for
the accomplishment of its purposes, make use of them and
enter into all kinds of juristic acts in relation to them;

m. To act as trustee of trusteeships designed for the
welfare and improvement of the campesino; and

n. To submit to the Agrarian Institute, the procduc-
tion programs in the colonization plans of the said insti-
tute, and furnish the adequate financing.



ANNEX VII
INVIERNO PROGRAM COMPONENTS

Community Orgarization/Promotion. To stimulate local

interest in the INVIERNO program as a means for obtaining parti-
cipation in the development process (while at the same time
attempting to reduce INVIERNO operational costs by directing
their activities through local organizations), INVIERNO early
introduced "MOC." This acronym applies to the (1) motivation-
conscience raising activity of involvihg project participants
and community members to contribute in the development process,
(2) organization-assistance in local development organization
creation, and (3) capacitation--providing training in local
leadership development, self-help mobilization. Originally,
one-purpose project specific community organization activities
were encouraged. More recently, MOC emphasis has been directed
to the promotion of a locally-elected community board (Junta

comunitaria) to serve as the local development interiaces unit

between all outside agencies and the community. The juntas
are the focus of increased training to facilitate INVIERNO's

work within the 283 communities presently being served.

Agricultural Training, Respecting the low-level of agri-

cultural technology previously mentioned, emphasis has been

directed to developing an appropriate "extension" system to
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introduce application of agricultural inputs and other cultural
practices. Training plots, practical demonstrations, problem
oriented presentations, visitations, radio informatio: and in-
struqtional pamphlets have been incorporated which (when combined
‘with the other services provided), have brought about "appreci-
able increases" in the application of modern technology (83,

p. 40).

Agricultural Credit. Innovative mobile banking services

were developed to provide for community level loan application
and notification, and the provision of funding for multi-purpose
development needs. The first loan was approved in March 1976--
ten months after INVIERNO's creation, and by June 1978, 20,000
loans averaging less than $200 each had been extended to cver

8,500 small farm socios (member clients).

Agricultural Input-Supply. To make effective use of tech-

nology and credit, quality inputs must be provided on a timely
basis. Resulting from the supplier to community delivery sys-
tem developed by INVIERNO, fertilizer application among socios
more than doubled between 1976 and 1977 (85, p. 76). This is
' particularly noteworthy when it is estimated that 75 percent
of the soclos in Regicn V had never used chemical fertilizers

before the arrival of INVIERNO.

Crop Marketing. To assist the farmer in product commer-

cialization, a price and marketing information service and pro-
ducer/buyer product availability coordinating service was devel-

oped.
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Adoptive Research. In order to assure the introduction

of new cropping systems, and introduction of improved basic
grain and vegetable varieties, INVIERNO cdntracted with INTA,
the Nicaraguan Institute for Agricultural Technology, for  them
to conduct adoptive research activities appropriate to socio
needs. Some promising results have been observed with white
maize, sorghum, black beans, %omato and cabbage (85, p. 82).

In addition, as some socios have access to or own from
ten to forty manzanas, but due to the (1) limited labor avail-
ability during periods of land preparation and harvest, (2)
limited availability of oxen at planting time, and (3) rough
and sharply inclined tecrain, this family seldom has thé capacity
to expand their farm beyond the two and.one—half to three man-
zanas maximum level for basic grains production (86). There-
fore the project is developing socios tractor-rental schemes

and experimenting with improved plows.

Family Garden. In order to increase rural family nutri-

tional levels, family incomes, and involve women QMore within
the program, during 1977 a pllot home garden project was intro-
duced for interested INVIERNO-promoted women's clubs. The eval-
uation of the initial phase of the project indicated that dif-
ferent vegatables were intpoduced in the diet and that more
nutritious cooking practices were introduced (83, p. 85). The

project is expected to be expanded to other CEDEs.

Small Business Enterprises. Complementary to the project

focus of increasing rural employment opportunities is this
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activity which provides credit and technical assistance for
family business, craft and small industrial activities. During
1977, the first year of the project, 292 business loans aver-
aging $1,250 were approved in three CEDEs (87, p. 26). Beyond
the increased family labor productivity generated under this
activity, the éverage business generated about one additional
hired person per each $1,400 borrowed. Future expansion to all

CEDEs will be to promote more employment-generation investments.

Rural Access Roads. Progranm experience has confirmed

UNASEC concerns for improvement of %he existing road system and
its expansion in order to assure improved input/output commerce
and for government services for the communities. This project,
 crucial to program expansion, is to be executed by the Ministry
of Public Work. Serious delays have hampered construction
because of the difficulties with equipment procuremant and
whether a private contractor or the Ministry would have execut-
ing responsibilities. Actual road construction work was ini-

tiated in June 1978.

Municipal Development. This project is to provide rural

municipalities the capacity to improve theirladministrative and
income~generating activities by assisting in the development of
improved rural marketing infrastructure system. New market-
places, slaughter houses, pick-up points, etc. from which rural
residents could more easily market their products and generatea
municipal revenues are planned. Under a joint-agreement with

the Ministry of Government, INVIERNO has loan administration
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responsibilities for the projects promoted by the Ministry.

As of July 1978, six projects had been approved.

Land Sale Guarantee. This project complements the new
under-utilized land tax referred to in annex 5, pages 192-193,
and thus seeks to improve the availability of land to the small
farmer by facilitating the sale by larger land owners to smaller
producers. Legislation in February and May 1978, established
both a national land sale guarantee fund and the new tax mech-
anism which is designed to motivate the larger producers to max-
imize utilization of their land to avoid the penalty tax for
unused land with the potential far crop production. A special
fund, to be administered by the Central Bank, and implemented
by INVIERNO, BNN, INFONAC, etc. provides a guarantee of payment
to the original seller in the event buyer defaults. This acti-

vity is now being implemented and has attracted interest in both

Regions by both land owners and socios.

Rural Housing. As a means of "capturing" the anticipated
income increase of prcject participants and to improve their
life quality, this component provides for the improvement of

their rustic dwelling. The project has not yet been initiated.

Public Health. To facilitate delivery of rural health

facilities, INVIERNO maintains close relationship with the
Ministry of Public Health in promoting a variety of community
level health-related activities supported by AID and World Bank
(85, p. 100). INVIERNO has organized a large number of commun-

ities for vaccination campaigns, advised ministry health
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officials of epidemics in isolated areas, and collaborated with
the Ministry in the construction of wells and latrines through-

out Region V.

Rural Fducation. During 1977, INVIERNO promoted communi ty-

development projects resulted in 35 schools assisted with new
construction or improvement. Surveys have also been conducted
by INVIERNO regarding condition of local school and teacher

attendance which has been used by the Ministry.
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GLOSSARY

AGROMOC: INVIERNO job title. An agronomist with additional
human relations and communication training. Primary liason
man with community on agriciltural technology.

BNN: Natioral Bank of Nicaragua (Banco Nacional de Nicaragua).
CEDE: Zonal Development Center (Centro de Desarallo).

CENCA: Training center for public agriculture sector (Centro
de Capacitacion Nacional).

Colaborator: Voluntary farmer selected as initial contact
point for INVIERNO personnel.

Cooperator: Land owner who provides small area for training
plot.

Cordoba: Nicaraguan currency unit, ¢ § 7.00 = $ 1.00 US.

Credomerc: INVIERNO job title. Responsible for selling inputs
to farmer and assisting in produce marketing.

DIPSA: Department of Sectorial Planning, Ministry ot agriculture
planning, budgeting and evaluating unit (Direccion de Plani-
ficacion del Secta Agropecuario)

INFONAC: Nicaraguan Devélopment Institute.

INTA: Nicaraguan Institute of Agriculture Technology~-semi-
autonomous agency responsible for agricultural research,
extension and education (Instituto Nicaraguense de Tecnologia
Agropecuaria). :

Junta Comunitaria: Community board consisting of elected
farmers--serves as local organization for INVIERNO's develop- -
mental efforts. :

Manzana: Land unit measurement, one manzana is the equivalent
of 0.7 hectares,.

Quintals: One quintal is the equivalent to 100 kilos.

Social Promoter: INVIERNO job title. Primary community devel-
opme:xt/junta comunitaria worker (- romotor Social).,
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Tienda Campesino: Cooperative type structure envisioned to
replace INVIERNO super-structure at CEDE level.

Socio: A participating farmer in the INVIERNO credit program.



