
V03. 4*Isgo-5
 

STUDIES IN RURAL FINANCE
 

AGRICULTURAL FINANCE PROGRAM
 

Department of Agricultural Economics and Rural Sociology 

THE OHIO STATE UNIVERSITY
 

COLUMBUS, OHIO
 

43210
 



ESO 1078
 

</
 

LEVEL AND STRUCTURE OF It[CAFE 

COSTS ASSOCIATOE) WITH COFFHE 

LOAN ACTVIT[ES 

A report to the Food and Agricultural Development Office
of the L'I4D Mission. Tegucigalpa, Honduras.
 

Prepared by: 	 Carlos E. Cuevas
 
Saija C. Flores
 

The Ohio State University

Agricultural Finan:e Program
 

January, 1984
 



TABLE OF CONTENTS
 

Paqe 

1. introduction . . . . . . . . . . . .. 

2. Methodology. . . . . . . . 5
 

3. Results, Anulysis, and Implications. . ........ 8
 

4. Concluding Remarks ..... . .. ...............
 

Appendix . ......... .... ......................... 20
 



I 

LIVHEL AND STRUCTURIE 0[' LICAFE COSTS 
ASSOCIATPFED WITH! COF'EE LOAN ACTIVITIES
 

January, 1984
 

ntroduction 

The importance of the 
coffee sector in the Honduran economy
 

has teen welt documented in a separate report (see Pollard,
 

Graham, Cuevas). This crop 
is one of the important sources of
 

foreign exchange of Honduras, provides a significant proportion 

of government tax revenues, and is cul tivated t -:*'r,!Ouwide 

range of reg.ions, 
farm sizes and soc io-economic conditions in 
the
 

rural areas. Therefore, policy actions directed 
to the coffee
 

sector are expec ted 
to have effects on the trade balance, the
 

budget deficit, rural income, empl.oy menut, and income 
 dist1ribu

t ion. These expectati.ons havej influenced the 
allocation of
 

public--sector renonrces 
in] the last1 lecale, characterized by the 

promociuon of public institutions specialized in coffee production 

and marketing, and rhe channeling of large amounts of credit to 

coffee growers. 

Coffee loans accounted for approxjmately 6 percent of 
the
 

total amount of new 
loans granted by the banking system in the 

period 1971-1976. This share increased AL the period 1976-1980 

to an average of 12 pe rcenut>,/ with a declin ing t.rund that con

t tnued into the early 80' s, wLh re Lh, average proportion of new 

loans goting to co ffee proc<dtc L in" was less than 5 percent (3 .5% in 

1 981 arid 5. 3% in 1982) .However, 'offee has. been by far the most 

impor tant single end-use among l.oaus to agricul.ture. An average 

--- See(--S,--'n Assessment of Rural Financial Markets in
 
Honlduras," L981. 



2 
or 46 percent of the value of new loans to agriculture was 
reported as allocated to coffee r)od uction in the period 
1976-1980 . Dwir~ this time perio, this share (]ecILned steadily 
f rom a peak of 5/ percent in 977 t) 30 percenL in 1980, and 
further decreaseo] in 1981 to 17 percent, showing a partial reco
very in 1982 to a 26 pe: nt of the value of new . t-Ircultural. 
loans. Notwithstandi ng this decline, coffee fhls 10e1en ltstori

cally far more imp )rtAnt than other agricltural activities as a 
c rad it rec i ien , ,-v orxa mle) t-h re i.altionsht p hotwee"., 

new loans 
to coffee orol L<)in and new 1oans tc basi.c grains was 7:1 on 
average ,during the period 1976-1980. in 1982 this ratio was 4:1, 
after having dec]. ined to 2: in 1981. 

Among the insti.tuLtoris makin.g loans to the coffiee-producLion 
sector, private commercr ial , ha nk have been premi.i ant (as :
group). An average of 73 percent of the valu of_ new loans Wo 
cof fee production was lent by comnmercial banks i.n the period 
1976-1980, while 27 percent of tho e lI ans came from the National 
A]'ricul.t.ira 1 Development Ba nk (BANADESA). Howevr-, the share of 
private commerc al1 
 banks Iec].ied steadlity d rin l this same 
period, fram 85 percent 1in Iq-M to 63 percent in 1979 and 65 
percent in 1980, whii.,o the rel.at ye importance grewof BANADXSA 
accordingly from 15 percent to 35 percent between 1976 and 1980. 
The formati.,on of the "Banco onin i diiel Paife (Ca3Ni CAFI,) 
explains in part the, recenlt in'reas in te cl1.q 10 commnerci.al 

banks to 77 percent In 1981, and 74 percent IL 198:.P. De pitesthese recent changes, the general trend shows an increased role 

http:commnerci.al


of BANADESA in the financing of coffee production. This tendency 

towards an increased role of the public sector in coffee 

f.inancing has b,,n lacilitated y tLhe partLcijpat ion of the 

Fnst ti uto Kono" rQe no (le cafe ( I iCAFF:) as a pub]lic., non

financi, al, insti ition :upfortinq an] cooperatin.g i.n credit
 

proj ailS implament,. thronui t ANADI.ESA and, to 
some extent
 

.
recently, throuili BANICAIR 

Tho di. tTproit. rolon of 14CAI'K and its instituti.onal perfor

mancc are I scu.ssel in the report by Pollard, Graham, and Cuevas, 

therefore it is not necessary to dupl icate this di.,scuss ion here. 

It is appropriat e however , to highlight the sigini, f icance of the 

i nsti tuti.on in so rvicing coffee producers in the c"untry with 

technical assistince and credit related uervices. [INCAFE pro

viedl techni cal. assistance and othe services t.) an annual 

average of L5,425 farmers in the period 1978-19R2 (see table A.1 

in the Appendix), associated with an average of 51,844 hectares 

of crop and 545,503 qui.nta es of coffee production.! l)uring the 

same periodi, an aver.ge a Loans per yearg" I ,H884 was granted with 

IHICAV. partici pati on with an averag, ttal. amount of 14.1IMila on 

per .,leirasyea.- I VCAF's participa tion in the total value 

of new loans to coffee production 9ranted by the banking system 

grow ran 5 1ercent in 1978 to 1.9 percent : i.n 1982, having 

reached, a maximum of 30 perce t i.n 1980, a pattern consistent 

with the increasedI role of BANAI)ESA in total. institutional 

lending, to cof foe producers. 

27-1 in tL17 (qq) 100 pouids = 45.4 kilograms 

.3/ 2 lemipi ras - I H.S. dollar 
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The growing participation of THCAFE in credit programs 

designed to favor coffee production has several important impli

cations for the institution's costs and its viabil ity that this 

study attempts to investigate. our main objective i.n this report 

is to documw ibnd analyzo the level an structue of operational 

costs incurred by the institut i.on In lealing with croe]it-reLated 

activities. These costs are Lassified acotrdi ng to the ,[f-

fere nt functions performed in the process of servicing farmners 

that borrow from lending insti tutiors. The mtea stremelt and 

classification of these costs arm of clear importance for insti

tuti.onal1 planning and budget ij , and for- the designi and impl.enen

tation of credit and t.LclinicO 1 assistance ' r x) raw s. b',+rthe rmo re 

the costs of TIICA'; s i.nvolvement in the lend i nj process repre

sent an impl icit tosubsiy by eiugove rnment , through lllCAFlE, 

the financial Wnst-ttut ioas pnrticipatilnj in coffee loan programs. 

This subsidy is also estimaol in this study, when measu r ing the 

costs i ncu rred by the institut ion in cred .t-related activities. 

The methodoloqy ut i. zed for ou r cost estimate s described 

in Section 2 of the report. Then, in Section 3, we presert the 

most Important results and discuss tLieir implaLions lFw credit 

andl technical assistance prop rams with IHCAVI part i.cipation. 

Final Ly, the last section of the report inclidtes some concluding 

remarks. A number of supporting tables are incl.uded in the 

Ap1endi1)x. 



2. 	 Me thodology
 

The 
 ,ccouot in.] reXords of the inst.itution ("ejecuciones
 

presuprlesLa rLas") for L982 
 were the base for the measuarement of
 

operatlonal cost . Accounting i.tems considered as 
 oper-ational.
 

costs ,'ere expeni. Lttes on: personnel services, non-labor ser

vices, materiai: atndl suipp]lies, machinery and equipmenL, 
 construc

tLon awl repairos, and social, securitLy payments (includ s
 

co npensaati s an] other t7raui* rA) , Two items we r xcl.ded from 

the calcul1 at ions sinca they do not correspond t) expend itires on 

resources it i. .i.:'.i during the year. The C-r.t e xcludled i.tem is
 

,lenominate l 'pahilic 
 debt" in the acc.anting reprtLs aini
 

corresponds to ,]eot service Nith both ,amest a 
 ind i'oreign credi-

tors. This item rept. esented 26 percent of total c sts in 1982, 

the year of the study. The second e.xclwed item was oE negii

qible importance in the same year (().006t of toteWI costs) and 

cor responds to 'L.Inanti.e l transfers" ("desembolsos financieros"), 

a delomi na t ion fr sil lI loans or g rants to cooperative services 

end semi-pub].ic institt..ins. 

The classification of operati.onal, costs into credit-related 

atii noti-c redit-re .ated costs, as wel I as the functional, breakdown 

of costs assocLated wi t:h creik activiti es were performed based 

on a field survey umnortake in Au ust, 1983. Riqht of the nine 

regiona, offices of lIICAFN were incluled in the sample. In these 

regional otffices, the regional aner atml the agricultural per

sonnel ( .xtensi.)r agents an] 	 c iL agents) were interviewed 

usin 	 j special ty designed questioinneires. According to IHCAFI-, 

http:semi-pub].ic


records ,for 1982,1 / the eight regional offices included in the
 

sample accounted for 91 .5 perc'ent of the to'ta]l number of coffee 

f a rmers a,ssL .he,I Ii rectLy by the institution, and 88.6 percent of 

the farmers iuecu ving indirect, assistance. These regional offi

ces assised 932 prcenLt of the total number )f hectares of cof-

fee plantations serviced by thie institution, producing almost 99 

ercent of to tal, coffee outpu, under [IICAFIE' s assi stance. In 

terms of crelit actvi ties, tLhe eight regional of Fices in the 

sample channele.- 91 percent oF the total1. number oF loans with 

!IHCAI'V partic iI-iaton in 1982. The total value of loans inter

meliated by these eight offices acc unted for 89 percent of the 

value of loans halel by; tzhe insti t:ution.
 

Wmong the agricultural, po rsonne., extension agents are by
 

far the most numierous (a total of W1) in the institution).
 

Desi9ste thei7 denomination, etension agents are actively
 

involved in c redit ope rati.ons per Eormed concu1rently with their 

Lechrical assistance activit i.s. The survey included 50 of these 

extension agents, R3 percent of tle tota]., the reiTaining 10 

cor respond to the excl ,led ofF ice (Naral a) or we1e unavailable 

for i nterviewing on Ihe dato )f the survey. The rw is a total. of 

9 "credit agents" in the insti.tuLion, of which 7 were interviewed 

in our survey. Th roughout the report we will theuse term 

"extension agents" to refer t) both extonsion and credit agents, 

since their functions d Id not ,differ significantly in the year of 

t ie study.
 

47--fTUc . -Plan Operativo 1983".
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In summary, the sample can be considered hi.ghly represen

tative both 
 in terms of the relative importance of the reg.onal 

offices i.ncluded in the sample with respect to 1.IP ?FE operations, 

as wel l as from tie point )f view of the :imber of! field person

ne]1 .interviewed i.n L suIvey. The results of Lhis survey pro

vided the Ot m .lo,;atio W extension age. ts and other personnel. 

of the regi.onal o)f fices. The p roportion of time dod&i caLed to 

di. f -rert al ivit La.; hby TI'AP. per;o nel, tog e ter with the 

accounting records of the ist i tuti=l were used to estimate 

c redit-related costs and their Lu1:t i-ona] breakdown . Specific 

Pro-cedu~res ,t:L. ized in di ffe rnLt ,alon at[.ons are suimmarized in 

the foLlowirnq sect i n when appropriate. 
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3. Results, Analysis, and Implications 

The coverage of the survey in terms of number of farmers and 

number of loans supervised through the regional offices of the 

sample is detailIed in tables A.2 nd A.3 of tle Appendix. A 

total of 20,275 cof-ee pf oucors receLved te< nI cal assistance by 

the extension agents interviewl icrnj tduinsrvey. Of thishe 

total, 5,624 recei, ved direct assistance, 10 ,699 benefited froi 

indirect assistane. (courses, demonstr-ations, etc.), and 3,952 

farmers were membe:s ,7F the 2K coupe ratNe.s receiving IICAP'I. 

a.ssiLstanc'e (seu table A.2). The average work load per extension 

agent is composed of 99 farmers with direct ssistance, 188 wit. 

in irect at tentioon , and 69 members of coope ratives receiving 

either direct or in]irect assistance. 

The exLens n)n age nts in the sample handled a total of 1,233 

loans during the 1982 cro[ season (see table A.3). Almost three

four ths (73%) of these loans were of an amount less than 5,000 

lemp iras, 19 percent hal loans between 5,000 and 20,000 lempiras, 

and only 8 perc(.'enit cnrr-espond"Q to loans over 20, 00 Lempiras. 

The AID program was the sourc, of f:inds for alnost one-hal f of 

the loans reported by the ext, ,nsion agents, while the other half 

(51%) had other sources of funds. A'majority of he number of 

Loans corresponded to BANAMES/\ oans , which accouted for 08 per

cent of the total numbe r of loans reported in the survey. Th is 

sm tbank was the intecmei ar 75 A FLe fundedin percen of oan s 

by the Al P prog ram ( see tabl e A .4 in the Append i x)I. iIANI WAw was 
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the financial intermediary in the rest of the cases reported in 

the interviews. 

I nterviews with regional managers and exteision agents 

provided the ti.me a.llocation off all personnel in the regional 

officos Lricludel i.n the sample. 'Phi.-s information, together with 

data on s-il arme, and wages, allowed the calcul.,ationm of monthly 

personnel costs, their dist. r ibution between cre lit and non-creedit 

cict.vi. ties, and the breakdown o) c .edit-re].ated pesonne]1 costs. 

These resut.s are detal!.ed in table A.5 of the Appendix. Fur thec" 

1eta_l; about: the time allocation of extens.on icle;nis are pre

sented in tables A.6 and A.7. More tnan 830 percen of Lotal per

sonnet costs can be associatod with credit-related activities 

(see table Q.5). Of these, technical assistance in- the single 

most importaint activi,Ly accounting for almost 48 percent of 

c relit-re at ed] ,xpensos. )ocumentat ion, loan evaIluat ion and] 

aialysis represen ted 26 percent of wredit-related personnel 

costs, loan mon i torig accounted for over 7 percent, while loan 

r covtL-ry and repor ti.n, activit ies were of even lower si.gnifi

cance, as can be seen in table 1.5 of the Appendix.
 

The breakdown of personnel costs obtained fraom the 
 survey, 

and the accoUnti l recorlds of tie ove ra1.], instittion for 1982 

were the hasims nsn. to eCniiiPit-. the resuil ts presented in table 1. 

in th ,ese caI culations, operational. ,xyenses directly or 

indirectL.y associated with the marketing activities of the insti

tution (export 1licenses, etc.) were cons ildered costs not related 

to credit, and the classification of operational costs was 

http:extens.on
http:detal!.ed
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adjusted accordingly. Operational expenses assoctitecl with the 

construction and repairs of br idges, roads and other infrastruc

ture were q rouped as "overhead" costs, that are a.llocated propo. 

t ional.ly to both credit and non-credit activities according to 

their relative s hIres in the other components oF operational 

costs. 

Table . shows that 77 percent of total operational costs can 

be considered associated with credit or credit-re inted activi

ties. Technical assistance is the most important component of 

these credit-re Lated costs , accountinq, for a lmost 39 pe rcen t of 

the total. Among the factotrs more closely l.inked to loan pro

cessi ng, documneni tation, eval.ua tion and anaLvsis is the most 

significant, representi rg 21 percent of credit-related costs. 

Loan monut or i.,y, recovery, and report i.ng and Lecords follow in 

order off imporLance. Overhead costs (labeled "other, central'' 

i n table 1 ) reproeL 1.9 percenL of Loatol credit-related costs. 

Since criteri to classify different expen-idv-ure itoms as 

c redit-related costs ara somewhat ar1) tr , ry, aver i .e costs per 

loan and per lempica Lent have been report: ed Ifor alIel t ible 

di fferent components of costs. Thus it is possiblI e to cois ider 

these results under different cost-c Las s.F cation crite ri.a. 

As shown in table 1, our "broad" definition of credit

related costs result in ext remel.y high ost-s )er oan (. 11,488) 

and per lenpira leut (L40%). it maoy be argiel however, that two 

i. npo rtant componen ts of these costs do not: ,oAir*es- ,'1 to the 

definition of cred, t-related costs: overhead cosi s (mainly 

http:ional.ly


Table 1. 1R C,,Costs, By ACtivity, 1982
 

Percent Cost Cost

U PerceIIt of Total Per Loan Per Lp. inLps. 2 / of Total Credit-Related (Lps.) Credit, %
 

Total Costsl/ 
 27,518,I79- 3 100%
 

Totdl Credit-Related Costs 21 310,733 88 77.44 1.0- 11,488.27 139.76 

Doc., Eval., and 
Analysis 4,49,0,32 .76 16.24 
 20.97 2,409.13 29.31
 
Monitoring 1,235, 350.86 4.7 6.03 692.91 8.43 
R ecovery 
 1,024,487.99 
 3.72 
 4.81 
 552.29 6.72
 
TechInimi-1 Assistance3/ 
 8,219,493.77 
 29.87 
 38.57 4,430.99 53.91 
Report i: an3 Records 895,252.16 
 3.25 
 4.20 482.62 5.87 
Other ..ency) 1,342,241.41 
 4.88 
 6.30 723.58 8.80
 
Other -entral) 
 4,074,874.93 
 14.81 
 19.12 2,196.70 26.72
 

Total "on-Creciit-Re~ae( Costs 6,207,445.92 
 22.56
 

Sourc:- DSU-iI{CAF[ Survey, A.ugust 183, and !HCAFE Accounting Records. 

1/ E-:cILes Public Debt and Financial Transfers 

2/ 2 iemoiras (Lp.) = 1 US dollar 

3/ Tech:;~c:ic Assistance includes production, management, farm-level marketing and credit 

http:6,207,445.92
http:2,196.70
http:4,074,874.93
http:1,342,241.41
http:895,252.16
http:4,430.99
http:8,219,493.77
http:1,024,487.99
http:2,409.13
http:11,488.27
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public works undertaken by 1i1CAME), and technical assistance. In 

fact, overhead costs may be consi.,]erd a part. of general govern

ment channieled through IIHCAVE, therefore they should not be 

i lImputed either to i r activities of the instituireit r oin--lo]i.t 

tion. On the other. band, even Lhoo]- Lechn ice .lassistance is 

usual l.y co sslered a neoessary CoIhI]..ent of crecidit prog rams, it 

might be argued that this V.s a public service that would be pro

vided to coffee Producers even in the absence of credit. This 

Sarrow" cri terion suggests we should exclude tHe technical1 

as sistance cq:,mponent from crerol. t- 1e.1a ted cosL,. En table 2 we 

consider these different crtoria ind report credit-rel.ated costs 

under the "broad" lefinition (column 1, sone f Lgures of table 1), 

and under tbr-a "na7 row" ii Ldions: oxcl ]i.L o 1ver1head1 i of a costs 

(coLumn 2) , excl in.j tecuinl l ascEIstsLanc c tFLs(,colum. 3), and 

excluding both overhead and techn: ical1 assistance costs (column 

4). Technical assistance costs are also reported separately in 

this table (column 5). 

Even under the "nar7owest" definition of credit-related 

costs, column 4 in tab.e 2, total costs per loan and per lempira 

are extremel y high. Each Loan opera,0tion1represe 1.s a cost of 

4,861 lempi r7as for the instituati on, 017 59 per-ce-nt on a per

l empi.ra bais. The main fact r explain i g these results appears 

to be the limited nlblol7of lo,)ans ser-viced by IHICAFN extension 

agents. Accordinj to our suriey results, only 22 loans per year
 

are attended by each extension agent, even though the total
 



Table 2. 
 IHCAFE Costs, Related to 
Different Activity Indicators, 1982
 

'i)C2 
 (4) (5)

(-
 ( (3) Credit-related Excl. Technical
Total Credit- Credit-related Credit-rela.ei 
 T'--h. A_sistance Assistancc
related 
coscs xEvcl. OverheadL / Ex.cl. 
Tech. Assist ~/1 and Overhead Costs 

Total Costs L.21,310,733.85 L.!?,235,858.95 L13,f91 ,240. 11 L 
 0i6 ,3C,.IS 2. 9,.93. 7 

P- r Loan, Lps. 1-,488.27 9,291.57 
 7 057 .97 4, 6,. 57 4,430.¢

(1,855 Loans) 

Per Lempira in Credit (%) 139.76 113.04 
 85.85 
 59.13 
 53.90
 

Per Farmer Serviced, Lps,

Direct (:3 315 farmers) 2,562.93 
 2,072.86 1,574.41 1,084.35 
 98S.51
indirect (iI,237 farmners) 1,896.48 1,533.85 
 1,165.01 302.38 737.47
TDtal (19,552 farmers) 1,089.95 
 381.54 
 669.56 
 461.15 
 420.39 

Per :i-rjt'>.re of rop, Lp. 3 1.52 3.858
(I 23! 37
30 .5 23,/ 161.42 1 4Y7 15(X ,8 57 :a ) 

" "
 

3 /  
Per Quita *of coffee_ 38.62 
 31.23 
 23.72 
 16.34 
 i4.90
 
produced, p
 
(551,824 qq.)
 

Source: 
 OSC-IHCAFE Survey, August 1983, and IHCAFE Accounting Records
 

1/ Ovechead = Construction of roads 
and bridges, agricultural construction and repairs.
 

2/ Technical assistance includes production, management, 
farm-level marketing and credit activities.
 

3/ 1 quintal (qq) = 100 pounds 
= 45.4 kilograms
 

http:coffee_38.62
http:i-rjt'>.re
http:1,089.95
http:1,165.01
http:1,533.85
http:1,896.48
http:1,084.35
http:1,574.41
http:2,072.86
http:2,562.93
http:9,291.57
http:1-,488.27
http:L.!?,235,858.95
http:L.21,310,733.85
http:Credit-rela.ei
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number of farmers assisted directly by these extension agents is 

five times larger. 

F'or ComparLive purposes, we can use the average workload of 

BANADESA credit , n ficia]s as a reference. They attended, on 

average, 101 loans per credit of ficia in 1981,5/ more than seven 

times t:he numbher f loans reported y TI.CAFK extension agents. 

It is interesti/ng and revealing to no te Lhat., if thbe load per 

extension agent was similar t"L that in-d i.,caLed for I3ANAI)ESA credit 

official s, i.e. seven times higher, the costs per loan (narrowly 

defined) woulId drop to an average o f 671 lempirs per loan. 

Using the same average loan size impl icit in the ligures of table 

(8,220 lema iras) this cost per loan would represent 8. 2% on a 

per-leimp i ra basis, :i level clo se to the costs per lempi ra lent 

ifoauni for BANAKINISA loans i n a previous study (see footnote 5). 

'he foreg( )ing exe rcise suilgast s that the main axplanatiry 

factor far the high cre, I L-related costs found in the IHCAI.' case 

is excess capacity, and/oc lack of conplementary resources to 

perform crelit-related functi-.... Nowever, even if all farmers 

,under direct assistance hy .UCAPE'V were at the same time credit 

beneficiaries, the costs per loan woul.d be over ,,o. thousand 

Lenpiras (see tabe 2, column 4), implying a per--I eanpira cost of 

1 3 percent. Here the average Loan size becomes anot:.her re.evant 

explanation, since IICAF;i tando operate with smal Loan sizes. 

The overall avrao loan s Loe in I=82 was A,220 1,mpiras and, as 

7--See' av~ ~,C. D .i Nive{ y Estructura- nd . nhom, "BANAI)SA: 
de los Costs do Preskwo: fmpl. icacionpus para Politica 
Creditin.ia y Orlani:acioi, Itort i. nsIH, Septiembre 1982. 

http:Creditin.ia
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indicated before, a majority of the loan operations attended by
 

extension agents correspond to loans under 5,000 Lempiras.
 

In summary, too many resou rces are devoted to too few, and
 

too 
small portfoio[ of Loans. This is the prob[em suggested by 

the :esults oresen ted in tables I and 2. xpandinq loan opera

tions to include more and somewhat Larger loans woul.d be a 

possible solition to redue these costs. This expansiu. however, 

is not nece ssa.Lly fVa.s5i.ble or An ,able., since consequences]05 the 

of such expansi o"L wil.l depeni t )n the degriee of .(ost.-ncreasinIg 

target i.ng and report i ng re{uiremoents and cond Lo lls attached to 

credit programs that involve IHCAFT . The appa rat ,excess capa

city ,is-iisse,l 
above may he partially explained by an excessiva
 

workl a,, associated with each loan ope ration, g[Jie the targetirj 

q u rnents issociait.ed with coffee Ioanr programs 6/ In other 

words, under these targeting conditions it nay not be Leasible 
to
 

extend I[CAFI loan operations to five or seven times their
 

current level, withoit fLrther substantial increases in the
 

a mouni t of reso urces employed by the institution. This trade-off 

between credit projecL targeting re uirements and a potential 

cost-decreasing expain-n of IIICAFE loan operations from scale 

economies leseves appropciate consideration from IlICAFI offi

cials al sponsor; o0f :of1fee loan prograis. 

T ible 2 shows o)the r indicators that may also be interpreted 

as si gns (oI: ,x ess ca pac-it:y or, from a dif ferent viewpoint, as 

indicators WL5the subsily level gained by coffee growers in the 

6/-SeaT-,e-xample, AID Project for Small Farmer Coffee 
Improvement, 1981. 

http:issociait.ed
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form of free technical assistance and public works. Column 5 of 

table 2 indicates that technical assistance costs alone represent 

almost 150 lempi ras per hectare of coffee aroa- serviced, or L5 

lempiras per nuinta], of coffee production, wh ich i.n turr is 

approximately 10 percent of t he fpi:m-q- Lu ipe if coffe 

The subsidy jc[ng throuigh 1HCAi'FF to the fna;cia I institu

tions partticipati ng in cof fee loan r rogramns is at least: as signi

ficant as the subsid y to coffee producers ,i:; Cus3ed above. 

Consideri.ng the narrowest defti niti-n of cr-e7]i.--related costs, 

i.e., incIlu1inq only "hank in;" functions ( l c': 1.lnati-on, moni

tori.n., etc.), the magn.ude f the subsidy joiq to financial 

i.utedmelLrie was approximrahly 8A :n ion Iem,] ris in 1987. En 

other words, I ICA PE per - r med 9 Anl inn Lemp.ir-;m wo r-h )f banking 

fiuictLons, that thorwise have been pr ,m,, 1 byI)te finano wonuld I. 

cial. institutions intermediatkI. .oans to Thislg coffee [producers. 

suibsidy represented 11. 2 percent of the total value of new loans 

from the banking system to coffee producers in 1982. Isinj the 

p roportion of BANAI)ESA loans recorded in the survey, 7.9 mill]ion 

lempiras may be consile red as a subsily going to thi s bank alone. 

This ifigure represents a n)st 39 pe rcenut of the value of new 

loans appr-oved for coffee pr . luction by IIANADI-'SA in 1982. 

The effectiveness of I CAE parti.cipation in the loan pro-

cess as an "agent" of the hanking s yste can he eovaluated looking 

at the fig/nrs rorte,1 in table AM of tho'App'nlix:. PtticMA

pating banks approved 65 pearcnt of the ]nan apl1cati ons pe

sented to IHCAFE by coffee growers. The implicit rate of bank 

http:Consideri.ng
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approval with respect to loans approved by IHCAFIE is 81 
percent, 

i.e., there is a 19 percent of "waste" implicit in IIICAPE 

involvement in ,re~li.t prng rams. in )ther words, the financial 

interm diari es p[n-ticipating in thos;, erediL pr)grans receive 

only :AL1percent (7. 3 mililion lemnpiras) of the intended subsidy of 

9 ;i lion. The other 1.7 million lempiras aro wasted in the 

nprocess.5 



-The results preserted in th prvosseto ndicat~ith1at'K-

IHCAEISpariciatin i crditprogram involvesvery ighi 

o0sts ,o r the instit.tion, Even under the most favorable assum:p

tions these costs represent~ 59% of the value of the loans pro 

>c cessed by IHCAFE. Therefore, admini strative -cost 'margi.ns uch as 

the 4-percent allowance includted'in the current AID program 

constitute -'only marginal~ compensation in the institutional cash

f low. Arpre  -

(Acomparison of the results reotdhere with'those~
 

obtained in a previous study of BAN~ADESA 'costs sugg,t that the ~ 

main reason underlying IHCAFE'shigh cost is excessacapacity. A--'-~ 

very limited number olanop-,Irations i~s being handled by too -- 2 

numerous and too cost1y'a set'of r-sources., II1CAFE, authorities., 

anid its supporting institutions shn,2.d seriouslyr consider the. 

-possibility of expanding the average loan workload per extension--~
 

agents. However, this expansion should take into account,,theI- $
 

-expense 
 associated with targetingrequirements and procedures 

established in th1 different''credit programs.' These 1will largely~Q 

determine the minimnum per unit cost of1'processing loans, beyond >i> 

'' which no further decreases in costs are feasible.< on th e ot )e 

yhand, expansion of total credit activity may be limited by the 

demand for loanable'fud. Therefore, the-necessary increase 

in'the 'average workload 'per'extension a'gent may require a teal.o-,1 Q~~
 

i<'cation of these human resources within the institntion -or withiny
 

/rT'_ e-am ' e_' the' tdi-aJ..ntmber, ofB1l~A 1A f ti n' n coffee 

'IA~~ AA{NNi1roduti4 n~ 1~982 -was less-' than~ 5000~ loans.- ~ ~ -- -A 

-A-V 

http:margi.ns
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the public sector, in order t reduce the 
total value of resour

c es ,le'vote.l to fredLt ope rat ions, thus reducing the per unit 

.peration cost; oif if .sS tlj.tto l 

Two tiport i nh are-'siidies channeled through 
IHCAFI. The 

Eirst coisist s )iffroe technical, ass istance to coffee growers, 

x iai :1 v 1i [ .pprxiimamii toly 10 percent of value ofthe coffee 

p rtdM"li.:t i+,51. l'h- :@enuli Wii/ i) St Limportant subs idy ,oes to Ltbe 

Ii n.ii Isti-itions partici pating in coffee loan programs, 

'!e a,:iount. nf th is s'ubsidy representts more than 1. percent of the 

Lt&1 val of lw cf,.?ffee loans from theLankinig system. in the 

p,,i fi c,,. K. RtANAtDEm[SA, this subsi dy repre sen tedl 39 percent of 

n" viLLie of iow lo ins app roved by the bank. 'urtLieurmore, 19 

p ',t .of I n 3Lit.v (1 .7 nil iioni leMpiras tn l'P2) is wasted 

LN t- pU-oess since In)a"1 applications approved by IHCAFE do not 
r 


imp)lpy iutiiat ic hank 
approval later on. 

Whien s h!VC\v:high operatitonal costs per loan are considered 

tojeth r wi.h Lott , siidy issure di s.cussed above, it seems clear 

Lhati eli tuio, iii thl, tot.l- 1 V, 1tl, of i1CAIlt resources. al locatel 

L" ri.d t lc iviti.,, is wi l I l r. If tWe institution is a ].. 

to liti oIi. )r, I ..5' the uliiI)cr A loan operatlions serviced, 

devoting Len ':,ioman iM I in-ial)- rsouies to these activities, 

both the per uit cust of process in loans and the nagnitude of 

the s ibs ldv t"r., e f inancial secto r wi .l. be reducedl 
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Table A.I 1ICAFE: Credit Te hrnical -nd-ssistance 
Acttvity i cdicrt19rs, 1978 1982 

Activity Indicator 
........ -19- - - - - --. ]979- ea1980 .

-1981 - __1982 

Far.rs Sevice2,794 21,285 19,552 

459 5, 8,391 8,315 

indirect n/a 4,673 7,676 12,894 11,237 

Area Serviced (Ha.) 34,845 47,107 59, 619 62,636 55,857 

Production (qq.)1!/ 326,851 592,290 637,930 708,620 551,824 

No. off Loans 1,728 2,279 2,,782 777 1,855 

Loan -(Uas. ~ountr)(0)21 9,436.03 9,985.03 25,362.39 10,629.26 15,248.29 

Source: c!:CAPE,hgricultu raI Division Records 

/ 1 quintal (qo.) 1100 podnds = 45.4 kilograms 

2/ 2 lempiias (Lp.) = 1 U.S. dollar 



Tal A.?. 1-iCAFE. C> ffee Farm-~ers Xt tended 0ur'i !82 

Regional Office 

D1RE'Tk'-" 

Ave. per 
Ex ten ion 

Total Age-,n 

INDIRECTLy 

Avg. per 
Ex t en:mion 

Agent 

COOPERATIVES 

per 
,x tens ion 

ToTn- A 

NO. M'{E.MBERC OF 
Av.Avc. 
:tnsion 

Tcral 

COPS. 

per 

Santa Barbar3 904 90.40 2,169 21.90 6 1,428 7 

Santa Rosa de Copan 493 61..63 9U2 112.75 2 .525 
Yoro 426 85.20 740 i48.00 1 0.20 22 4.40 
E1 Paraiso 469 78.17 2,330 388.33 2 0.3 65 10.3 
Comavagua 1,108 138.50 1,183 147.86 3 0.38 700 87.50 
juticapa 879 109.87 1,472 184.00 4 0.50 435 54.37 

San Pedro Sula 804 134.00 866 144.33 4 0.67 570 95.00 
Tegucigal.pa 541 90.17 1,037 172.83 3 0.50 362 60.33 

(Zona CentralI 

Overall Sam,.E 5,624 98.671/ 10,699 187.701-/ 25 0.441/ 3,952 69.33k_/ 

Source: OSU-Ii-HCAFE Survey, August 1983 

I/ Weighted average 



Table .3. ETiCAFEo Number oF ,oans 
b Loan Size and SorLI 

'ttended 
f uds 

During 198 ' , 

...LOANSTI 
SOURCE 017 FUNDS 

Regiona l Office T 
TotaI 

t al ....A ...g ,e- ..... 
j__ 

A - e2'1 
2 ~QVrna1o.. v" -A e a e .cg a.r.

Av r ge 
~re e

Io--,tai Ave rag.e 
Santa Barbara 1 . .. 

-9 071 

Yoro 

Rosa de Copan 

86 17.20 67 

-. 

13.40 19 3.17 

787 

0 

0.88 

0 

72 

61 

0 

12.20 

75 

25 

2.50 

4.17 
El Paraiso 126 21.00 81 13.50 42 7.00 3 0.50 93 15.5f) 33 5.50 
Comayagua 246 30.75 217 27.12 25 3.13 4 0.50 146 18.25 100 12.50 
Juticalpa 137 23.38 146 18.25 37 4.63 4 0.50 94 11.75 93 11.63 r. 
San Pedro Sula 211 35.17 158 26.33 13 2.60 40 6.67 55 9.17 150 31.20 
Tegucigalpa 

(Zona Central) 

59 9.83 35 5.83 7 1.17 17 2.83 15 2.50 44 7.33 

Overall Sample 1,233 21.63 905 i5.88 236 4.13 92 1.61 599 10.51 634 11.73 

Sourc:-: -i:iC Surre-, August 1983 



"Table A.4. Num[,-L. of Loins to CoFfee Far 'lers 
A II)-[iHCAL['I ] r-'ogr-am by Participating 
Bank,; - L982 

BBA NAEI - - ----

PT)t-a I Avg. par T o t, 
Io. oF iNxt.erv; i on Mo. of 

.Le~iiona 1 Office Lon A(cent ~ Loains 

Santa karbIaCra 54 4.5() 9 

Sarita: I'sa I]e Cop an 72 12.00 0 

Yoro 43 7.17 18 

:] PIardsI 70 11 .67 23 

Comaya qua [44 18. 00 2 

i Iutipa 25 3.13 69 

.n l i-, Stia 40 8.00 15 

Si-i lea 6 [.00 9 

Total .oal, l,\i)- 454 8.181/ 145 
I IICAFK' P-ruj rci:.I 

Lr L ' S ample 

Sollrc, OSIJ-Fl[{CAFI, Survey, August 1983 

:./ Weilted average 

in the 

ANHfCAVE' 
Avg. No. per 
Extenson 

-Agent 

0.90 

0 

3.60 

3.83 

0.25 

8.63 

2.50 

1.50 

2.65!_ 



____ 

-- 

Table A.5. 

Tota I 

No. of letrsonnel 
Regioral Office Emriovees Expenses 

Santa P8arrara 19 

SarTa RC sa de Copan 11 9,977.00 

Yore 11 g,949.00 

El Paralso 11 10,02Q.00 

Coayagua 13 11,701.00 

'uTicalpa 13 11,363.00 

Sar "-e4ro Sula 9 8,958.00 

TegucigaIDa 10 8,770.00 


36,, 7 5.C3 


-.. ~... 

0 ercec-t of t-ediT- ed Epenses 

Source: DS'--iCAFE Survey, August 1983, 4rd 

IH.A7E. Sumary of -'.r 

ard ior vC'i I-Cedrt V'is 

Do C ."eIated 

ToaY A7a 

.13,72.,3 L., 77 

7,901.01 2,2 4.'-

8,411.17 2,81o.86 

463.21 2,555,11 

10,113.5C 	 2,474.93 


6,932.35 1,776.00 


5,913.70 1,175.00 


70,209.81 18,162.98 

21.2'5 

1;C 25.87 

1H8- AccOUnTIrg ReCords. 

t-e - -" 

. . 

r 


"5 

-39.7 

67. 

365 

548.34 


1,249.83 


786.21 


303.64 


,224.42 

6.06 

7.44 


C -,- '-'---; 

f e, i' $2 

,: C. v-e ~a,, 


. 

2 2, z 

316 .' 3,5 76.6 

588.86 3,551.71 

1,414.68 3,846.6F 


635.72 4,362.48 


72.25 3,820.33 


497.13 2,899.39 


4, 166.2 33,303.16 

4.'-3 38.72 

5.93 47.58 


e I rr 

-e 


>.T4. 

364.12 

343.95 

464.53 


833.41 


205.42 


446.65 


3,799.24 

'-7-ed I t 

Exoer7es
 

L.,2S.T .2,525.17 

,
 

771.41 2,047.99 

750.78 1,617.83 

633.64 1,537.99
 

587.13 1,219.50
 

272.14 2,025.65
 

591.8c 2,856.30
 

5,453. 16,065.19 

4.4.0-2 


5.41 7.77 

86 
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Table A.6. PIHCAF" r . Time Allocation by Extension Agents
toD Different Activities, 198:2 - Percent 

Regional office 

Doc., I . 
and

Analvsis Monitorini Loan
Recover 'echnical 

Assistance 

Pe nort ing
and

Records Other Total 

Santa Barbara 24.6% 6.7% 2.7% 54. % 2.8% 7.7% 100% 

Santa Rosa de Copan 22.6 6.6 3.4 57.8 5.0 4.6 100 

Yoro 30.6 7.4 4.9 49.8 3.2 4.1 100 

El Paraiso 36.6 3.9 7.9 43.1 3.7 4.8 100 

Comayagua 25.3 4.3 15.6 49.1 2.0 3.7 100 

Juticalpa 23.0 12.8 5.3 51.4 5.2 2.3 100 

San Pedro Sula 30.5 4.1 1.2 56.5 3.0 4.7 100 

Tegucigalpa 14.7 6.0 6.6 57.2 3.8 11.7 100 
(Zona Central) 

Weighted Average 25.5 6.7 6.0 52.6 3.8 5.4 100 

Source: OSU-IHCAFE Survey, August 1983 



;able A.7. ercerT o Time Al loca-!or of IH2A2E:<tension ,,", I-01 fferent 
"c t IT i e; y ar, TIm ? I ol af~ca 3ffrf' I'7leCe 

FIELD TIiE I) __OFICE TIME 
RegIonal Dc., Eval. LOar .- a TTe, -v ,I ! IIchl,:a pepcr-t9I 
Office ard Aralysis Mo n,-orirg ecover, ;-sssTance C-hhe- Toh-al arid !'rFvsl rr rinq As sstarce and Fecords 

r-ra Barbara '.2 .6 2.I 2 75.5 .2 i. i..5I .. _. 


Santa Rosa de Copan 17.1 4.5 4 46.3 3.7 75.0 9.5 2.1 11.5 .0 

Yoro 21.4 4.6 4.9 49.1 2.9 82.9 9.2 2.8 0.7 3.2 


- araiso 28.1 2.8 7.g 35.5 4.0 78.3 8.5 1.0 7.6 3.7 

Comayagua 19.6 3.1 15.6 41.5 3.3 83.1 5.7 1.2 7.6 2.0 

Juricalpa 16.1 11.7 
 5.3 43.7 2.1 78.9 6.9 1.1 7.7 5.2 

San Pedro Sula 20.7 2.6 1.2 50.0 3.8 78.3 9.8 1.5 6.5 3.0 

Tegucigalpa 8.2 3.5 6.6 50.9 6.1 75.3 6.5 2.5 6.3 3.8 
(Zona ont-al) 

WeighTed Average 18.2 5.1 6.0 45.2 3.7 7e.2 7.3 1.6 7.4 3.8 

Source: O,- jO= August 1993- cirvey, 

rither Total 

24.5
 

0.9 25.0 

1.2 17.1
 

0.9 21.7 

0.4 16.9 

0.2 21.1 

0.9 21.7 

5.6 24.7 

1.7 21.8
 



Table A.8. IHCAFE. Dercent o)f Loans Aproved at Di fferent Stages 

(I) Per-cent of (1) 
Percent 
 Recoee 
 for 0 ercernt of (1) Percent of (1)Submitted by Approvil byRegional Approved byOffice Approved byCoffee Farmers Extensio:-,a ent I"HCAFE Banks
 

Santa Barbara 
 100 95.D0 95.0) 39.49 
Santa Rcsa 
de Cooan 100 
 37.87 
 87.87 
 71.39
 
Yoro 
 100 
 94.00 
 94.00 
 91.81
 
El Paraiso 
 100 
 89.67 
 74.72 
 35.87
 
Comayagua 
 100 
 73.50 
 73.50 
 60.27
 
Jusicalpa 
 100 
 81.25 
 71.00 
 54.85
 
San Pedro Sula 
 100 
 89.00 
 89.00 
 36.48
 
Tegucigalpa 
 100 
 81.67 
 54.45 
 29.50
(Zona Central)
 

Overall Sampl,1/ 100% 86.50 79.94 64.33 

Source: OSU-IHCAFE Survey, August 1983
 

l/ Weighted average
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Table A.9. IHCAFE. Loan Delinquency Among Coffee Farmers,
 

Average Percenit of Delinquent Loans 

Itndlividual 
Recioal of fice Coffee Farmers Cooperatives 

Santa Barba ra 41.50% 19.00% 

Santa Rcsa de Copan 12.38 25.00 

Yoro 35.00 0 

El Paraiso 58.33 0 

Comayagua 26.88 25.00 

J t, icalpa 10.63 25.00 

San Pelr-() Sula 28.67 33.3? 

T egucigpa 16.33 33.33 

(Zona Cntr;al) 

OveraLL Sl-mp].el / 28.33 20.88 

Source: Ox;U-IICAFE Survey, August 1983 

I/ Weighted average 

http:Sl-mp].el
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Table A.10. IM{CAt,'I-. Dif Eeretces in Farm Size aniI Loan 
S ize Betweet FaPrmers Serviced by BANHCA FE 
AND BANADE]SA. Percent of Respon Ierntsi/ 

Criteria -

La r 1Lii T{A>IC/, 
Clients 

; lar r in kANA; 

Clients 
I'iSA No 

Difference 

Farm Size 0% 4.6% 95.4% 

Loan Size 18.2 22.7 59.1 

Source: 

l/ Base] 

OSU-IIICAbE Survey, 

on 22 respondents 

August 1983 

thaL: worked with the two banks. 

Table A.i1. IHCAFF+. Differences Between Farmers Serviced by 
BANHCAF' and BANAI).SA. Percent of Reispondentsl-

Better Better
in RAN UCAIE' in BANADES'\ No 

Criteria C]ients Clients Difference 

Land Quali ty 4.5% .% 86.4%
 

-Means T .I atus po rtatLi,o 
andl P'1 - ,-nle1 13.6 4.6 81.8.... ~ 

Farmu' :x:,-iencescs 31.8 9.1 59.1
 

Far tet1 !epi It 1on 45.4 18.2 36.4 

Source: I)SU- 1,iCAFE Survey, August 1983
 

I/ Based on 22 respondents that worked with the two banks.
 

http:BANAI).SA
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TFable A.12. 	 IHCAFB. Differences Between [3AN[ICAFIE and 
BANADESA in Deal ing With Cof fee Far ielrs 
and H!ICAFIH. Percent of Respogtlents_ 

G 1,ea t er intIn r'e No. 
Criteria BANHICAF: . ANAEiSA Di.f fference 

Lovel of Requirerent s 27 . 3% (6.3. . 1%
 
ill Loanl Al.X 1>O1
 

D)el1 ys in pprx'il and 36.4 54.5 9.1 
!) 1S01.1 1>cri L 0)f ],oans 

I T'AP'j. s Role iln Loan 31.8 	 27.3 40.9 

CAvi: 5 Role in [/oan 
Recovery 4.6 50.0 45.4 

P eqI i.rement:~ , f IIICA F'P 31.8 36.4 31.8 
17I'~ 011I) r I---' 

I)elee of kOptTot ion 
Hetween IUCAFI: ndI 59.1 18.2 22.7 
the t-wo hainks 

,Source: OSU-IICAVIF Survey, August 1983 

I / Based on 22 respondents that worked with the two banks. 


