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CHAPTER I

INTRODUCTION

Agricultural credit is one of the tools beinz employed in the
bresent efforts to implement economic development in many of the less
developed countries of the world. The use of agricultural credit in
many areas has been and is being plagued by the problem of delinquency
of repayment and default of loans. This thesis will focus on this
problem and will attempt to discover and explain some of the underlying
reasons which contribute to or aggravate the problem. Because agrie
cultural credit is one part of a larger program directed toward
achieving overall economic development, a brief historical sketch of
economic development will be given first to establish the setting of

agricultural credit within the larger pregram.

Historical Development ‘

Concern in the United States about international economic
development came to the forefront with th2 close of Vorld VWar II and
was first expressed in the Marshall Plen %or Europe and in the re-
construction of Japan. This was a period of reconstruction r;ther than
a perlod of total economic development, since most of the countries
which vere affected had had viable and fairly diversified economies prior
to World War IL. They also had strong infrastructural foundations upon

vhich to build or reconstruct their respective economies. While some
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technical assistance was given,the basic problem was to résupply these
economies with the necessary productive capital or means tolgyrchase
such capital. To this end, money cépital in the form of credit became
a very important means to re-establish the viability and productivity
of these economies.

During the decade following the close of World Wer II, and
concurrent with the above mentioned reconstruction efforts, there was
a rise of newly independent nations in Asia and Africa. These newly
independent states, along with the nations of latin America, became
aware of the econcmic disparity between themselves and the more de=-
veloped nations of Western Europe and North America. These nations
have also experienced a rise of nationalism.which coupled with the
awareness of economic disparity, has resulted in demands for economic
developrent.

The development of international organizations such as the United
Nations has given these nations the ability to voice their desires,
while the fact of the "Cold War" between the East and West, primarily
the U.S. A. and tha U.5.5.R., has essured these countries of receptive
ears and lmmediate action in regard to their felt needs. As a result,
attempts to facilitate economic developument in these latter nations
vhich are variously defined as underdeveloped, less developed or
developing quickly followed the reconstruction work in Europe and Japan.

This new tack vas taken at a time of immense pressures for action,
and little time for objective analysis of the problems was afforded to
the partles initiating the development plans or actions. The recon~

struction of Europe and Japan was just being achieved,so a similar



operation was expected to be successful in the less developed
nations.

However, thers would appear to be & very basic difference
which is pointed out by the name of one of the international agencies
grganized at that time, The Internatiénal Bank for Reconstruction and
Development. The early efforts in Europe and Japan were of a recon-
struction nature. Many of vital links of economic viability were in
existance, which merely needed strengthening to re-establish the
viabllity of the economic chain. However, the less developed nations
demand a more complete development, that is, many of the vital links
of the economic chain are completely nonexistent and, therefore, have
to be developed rather than strengthened or reconstructed. Beyond
this, the efforts in Europe particularly vere ccmplemented by the
similarities of the cultures of the two perties in the reconstruction
plan. In both Europe and Japan there existed a substautial contingent
of national technicans vwho were capable of assisting in planning and
of using any tools of development offered. These situations are not
80 true Iin most of the less developed nations of the world and in al-
most every case there is & lack of trained personnel to work in economic
development.

Another pointed difference between the reconstruction countries
and the total development countries is that most of the former are
industrial or at least have a substantial industrial base while the
latter countries are agricultural or producers of primary products with

little or no industrial dase. It has been noted that in the less
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industrial areas of Europe the reconstruction efforts have been less
successful than in the more industrial areas of Europe. Examples of
this are Greece and Southern Italy.l

Despite these fairly evident differences, the préssures of the
times demanded action, and in many cases the action was the transplant-
ing of existing institutions or plans of action from the developed
countries or from the recomnstruction work in Europe or Japan into the
developing countries., Currie and Moseman point out that the action
taken in the econcmic development of less developed countries at that
time was piece meal, lacking clear objectives, co-ordination, necessary
background research, and had insufficient adaptive research so that the
haste only resulted in waste .2 While the planners no doubt had im-
plicit ewareness of the differences and of the possible resulting prob-
lems, little explicit action in this regard is noted at the early
stages of development attempts.

As development efforts were espended from the reconstruction
phase to the development phase, the focuz%also changed from industrial
to egricultural. This was necessitated by the fact that the less
developed nations are more dependent upon.agriculture, and beceuse &

\

strong productive egricultural base is seen to be a prerequisite to

totel economic development. This change in focus has been taken to

lKitzinger, U. W., The Politics and Economics of European
Integration, llew York, Frederick A. Praeger, 1566, p. 130.

2Currie, Lauchlin, Acceleratin~ Devaloovment, The llecessity and
the Meoans, lNew York: LeGraw Hill Pook Comoany, 1566, p. 8, and A. H.
Mosemen, "Research levelopment of Agri ulture,” Econcmic Develorment
of Arriculture, Ed. by E. O, Heady (Iowa State University Press, Aues,
Iova), 105,
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task by some workers in the development field, however, it is not the
purpose of this thesis to make normative Jjudgments in regard to the
focus of the developérs, but rather to consider a problem in regard
to the focus of the dbvelopers, but rather to consider a problem
vhich has arisen.

In approaching the problem of development in the les~ developed
areas, the agricultural sector is found to bte of a traditional nature.
That is, it is labor intensive to the point of underemployment of labor
and the use of primitive or near primitive techniques preveil. Vhen
this traditicnal agriculture is contrasted with the more progressive
and productive agricultures of the developed nations & disparity
between them in capital usage and technology is noted. This along
with the classical theory that an increase in production can be a-
chieved in a labor intensive sector through the increase of capital
has caused the efforts for "trensforming traditional agriculture“3 to
take two basic rcads: the first is to imﬁ}ove technology; the second
is to increase capital of the agricultural sector.

Agricultural credit would appear to be the natural means to
finance the desired increase of capital resources. However, the im-
plementation of agricultural credit institutions has followed much
the same pattern as did the total programs of development. That is,
pre-existing institutions were put into new environmental settings
as stop gap measures. As Currie points out, there is little hope

for such institutions to achieve their desired ends since in most

3The phrase, "trensforming traditional agriculture" is borrowed
from the book of thut title by T. W. Schultz, Yale University Press,
New Haven, 190k,
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cases ﬁhe peculiar problems of the new environment are quite different
from those of the institution's original environmentLu

(From an after-the-fact point of reference it is now possible to
see that many of thes? transplanted institutions have not achieved
their goals and that in many cases the institutions have fallen victim
to the very problems they were to solve. It is also becoming evident
that the agricultural credit systems may be creating new problems
through misuse due to misconception and to misunderstandings of credit
and credit usage, of the credit institution, and of the roles of
credit and of the institution in the total development plan. As a re-
sult, high levels of delinquency and default have plagued many agri-

cultural lending institutions in developing countries.

The Problem

Pelinquency of agricultural credit is the focal point of this
thesis, and it is considered to be a problem which dampens any of the
positive developmental achievements that aé}icultural credit might
realize, '

The effects of delinquency are multiple and in almost all cases,
negative. The foremost effect is that delinquency cuts down the amount
of resources avaiiable for credit usage. This drain not only affects
the credit fund, but may also drain resources from other area; of the
economy if attempts are made to maintain a given fund level for credit.

Delinquency also dampens the effect of resources since any additional

hLaughlin, Currie, op. cit., p. 5.



credit funds must be partly used as replacement funds instead of
totally as supplemental funds. Delinguency may also propagate ad-
verse psychological attitudes toward credit usage, the 1endi;g
institution and repayment. As delinquency increases, borrswers be-
gin to viev credit as gifts or subsidies, and the institution only as
a granter of these subsidies, therefore, repayment is often considered
unnecessary.

Agricultural credit delinquency levels are high in many less
developed countries. A few examples of these delinquency levels are
given here. Peru presently has between 15 and 30 percent delinquency;
Nigeria has upward to SO percent delinquency in some areas; and
Ecuador has had between 30 and 40 percent delinquency.s While these
levels are not universal to all less developed countries they are not,
by any means, unique to the countries cited.

In brief, delinquency is viewved as a problem vhich limits the
effectiveness of one of the prime tools of economic development. To
achieve full benefit of that tool, credit delinquency must be minimized,
However, very little effort has as yet been given to the underlying

reasons or factors which cause delinquency. This is the problem to

which tais thesis is addressec.

The Objectives

The objectives of this study can be enumerated as:

1. to identify the causal facters of agribultural credit
delinquency,

SThese levels of delinquency were established by teams of the
0.5.U. Agricultural Finance Center vorking in the various countries
noted,
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2. . to establish the sources of origin of these causal factors,

‘and- -

3. "to.make reccmmendations to remedy, eliminate or improve
those causal f:uctors.

- The General ‘Hypothesis

v

Within any situation there are many variables vwhich are potential
factors of agricultural credit delinquency. These potential variables
are associated with thr%e general sources of origin; the borrover,
the lending institutgcn, and the general environment teyond the borrov-
er and lending institution. The general hyvothesis of this study is:

By intervieving a sample of delinquent and nondelinquent credit
users of the Banco de Fomento Agropecuario del Peru and by comparing
significant differences in econcmic, geophysical, and cultural vari-
ables associated with the two groups (delinquent and nondeliquent
credit users) casuaiifactors‘Fssociated with credit delinguency in

Peru can be identified:

Subhypothesis A.--Further, variables associated with the borrow-

er relating to his micro situation such-as resources, production tech-
niques and personal attitudes;affect the delinguency levels of agri-~

cultural credit. -

Subhypothesis B.-~Further, vqriables associated with the leading

institution such as institutional objectives, operational procedures,
and instituticneal resources affect tle delinguency levels of agri-
. cultural credit.

.

Subhypothesis C.--Further, variables associated with the general

environment within vhich the borrover and lender opcrate such as
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climate, infrastructure and social attitudes affect the delinquency

levels of agricultural credit.

Methodology and Procedure

To test these general hypotheses, forty-eight variables have
been selected and treated as specific hypotheses. Each of these
variables hes been tested for asscciation or contribdution to delinquency
of egricultural credit, and those vhich are significant have been
essigned to one of the three general sources of origin vhich are re-
presented by the three subhypothesis above.

The field work was done in Peru by an Chio State University
Agricultural Finance Center team which vorked with the U.S., AID
Mission to Peru, The Banco de Femento Asropecuario del Peru, The
Servicio de Investigacion y Promocion Agrarie and The Oficina Nacional
de Reforma Agraria. The Ohio State University team also collaborated
vith the respective US/AID contract teams from the University of
North Carolina, the Universities of Iowa %nl the University of Michigan
who were all working on agricultural problens in Peru, All of these
agencles or institutions provided helpful direction and assistance,
as well as serving as sources of basic inf%rmation and data.

Beyond these agencies end institutions, three additional sources
of information and data have boen used.

1. Secondary materials of related preblems and fields for back-
ground and apriori direction.

2. [Empirical studies to acquire primary data about agricultural
credit in Peru.

3. Informal observations by the researchers which afford
additional insight into the problems in Peru.
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Each of these sources has contributed substantially to the
study and the subsequent findings, conclusions and recommendations.

The text of the study is prksented in the following ;ix
chapters. Chapter II is the setting of the study, and is presented
to acquaint the reader with Peru and the multiplicity of unique
situations and factors in Peru.

Chapter III contains the survey of egricultural borrovers in
Peru and the significant vaciables of the forty-eight tested. Within
Chapter III the tests of significance of each of these factors is
presented. Those factors vhich are found to be significantly associated
with delinquency will be assigned to their respective sources of
origin., The schedule vhich was used for gathering these data is
presented as Appendix A.

All of the variables vhich are significant factors of <2linquency
are consldered in three ways. The first compares the contrasts de=
linquent borrovers with nondelinquent borrovers. The second compares
and contrasts groups of delinquent borrovers. The last consideration
ig the analysis of the opinions of Bunco de Fomento Agropecuario del
Peru's fieldmen concerning the major reason -for delinguency for each
of the individual loars.

The factors tested end found to be significant are then divided
into subgroups as to source or origin: borrover, lending institution,
or general enviromment. The subgroup defined as borréwer source
receives further analysis in Chapter IV.

In Chapter V the lending institution and its position and effeectc

on agricultural credit in regard to the question of delinquency is
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presented. This chapter consists of three parts. The first part is
& general look at lending institutions as to their objectives, needs,

L4

and problems. The sccond part considers the Panco de Fomento
Agropecuario del Peru in its unique position and performagce. The
third pert considers factors of Gelinquency which have theilr source
of origin in the lending insticution.

Chapter VI is directed towerd the third source of factors of
delinquency or the general enviromment. This chapter considers the
general envirunment in five segments: the geophysical and climatic
segment, the agricultural segment, the economic segment, the political
and legal segment, and the social and cultural segment. Those factors
vhich have been identified as having their source of origin in the
generel envirorment are presented in the segment into which they most
appropriztely fit. This chapter draws heavily upon the informal ob-
servations of the researchers. This chapter will deal with factors of
degree more then will the former chapters since the general environ-
ment is in many cases a given vhich cannot be changed easily or
quickly.

Chepter VII is the summery, concl-sions, and recommendations.
Here an attempt is made to integrate the various parts into some total
picture and to Interpret the implications of this total picture in
respect to agricultural credit and specifically to delinquency of
agricultural credit. This chapter also deals with the limitations of
the findings and the nscessary rescarch and analysis to fill the gaps

between the objectives and the realized results.



CHAPTER II

THE GENERAL ENVIROM/ENT AND SITUATION OF PERU )

This chapter is presented to give the reader a clearer idea of
. the unique environment or situation in which eny institution in Peru
must operate. It also provides a more complete view of the problem
and stﬁdy setting. The various components of this environrent are

in most cases inter-related and interacting, and also affect the
institution of agricultural credit. Before agricultural credit can

be expected to achieve its maximum potential, awareness end considera~
tion of the environmental situation must bte made. Therefore, this
rather brief sketch of the general environment and situation in Peru
is presented so that the reader may be avare of the environmental
factors which can affect the success of agricultural credit institutions

in Peru.

The ILand and Climate

One of the major environmentel cons?derations is the unique land
and climate arrangement found in Peru. The country is distinctly
divided into three major geogrephic regions: The Costa or coastel
plain, the Sierra or Andean highlands, and the Selva or Amazonic
jungle. Each of these are distinet in topography, climate, and types

12
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of problems. While the country is in the tropic zone, it is modified
by two major factorsa the Humboldt Current and the Andes Mbuntains.6

Western Peru, or the Costa, is ihe smallest in area of the
ihree regions but it is the most important agricultural area of Peru
in consideraticn of value of production and accessibility to markets.
Tre Costa runs the length of Peru (1,410 miles), though it is ex-
tremely narrow, ranging from 5 to 40 miles in vidth., The Costa ranges
in altitude from sea level to about 5,000 feet, however, it is
basically a "near-sea-level" area.

The Costa is one of the dryest regions in the world due to the
offshore Humboldt Current. The Eumboldt Current is a cold current
which causes all rain to fall off the coast of Peru. This limits
agriculture on the Costa to areas that can be irrigated. Most of these
irrigated lands are found in some fifty valleys crossing the Costa.
However, only abcut twenty of these valleys have continuously running
rivers. Since these rivers find their source in the Andes, as a
result of the Andean rainfall, which is sporadic, even those with
constant water sources have a great deal of fluctuation in amounts of
water available over a single year, as well as between years. As a
result, the agriculture of the coast is completely dependent on the
rainfall in the Andes.

The temperature of the Costa is hot to temperate, again being

affected by the Humboldt Current. Hovever, 1t is always warm enough

6The terms: Costn, Sierra, and Selva are the common terms
applied to the three geographlc regions both in Peru and by literature
about Peru and shall be usced in this paper as defined above.
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for continuous agricultural production, the major limiting factor being
water.

The Sierra or the central backbone of Peru also runs the length
of Peru and ranges from 200 to 250 miles in width, making it the second
largzst physical region in area. It has the largest population and the
groatest amount of land devoted to agriculture of the three geograph-
ic regions.

The Sierra varies from 5,000 to 22,200 feet in altitude and most
of the useble passes through the Sierra are over 12,000 feet. As a
result, the Sierra eflectively separates the Costa from the Selva or
eastern Peru thus greatly limiting transportation and commerce between
the Costa and Selva. Vhile some agriculture is carried on on the slopes
of the Sierra, most of it is found in the numerous inter-range valleys
and on the high "altiplano" of the southern Sierra.

The temperature of the Sierra is cool to frigid, depending upon
the altitude. The Sierra is dry, but moft of it receives sufficient
rainfall to support agriculture. The rainfall is of a seasonal nature
coming primarily during the period of January to April and thus dice
tates the period of agricultural production. There is a history of
droughts and chronic frosts, which not only affect the Sierra, but
the droughts also cause vater shortages for the irrigation-dependent
Costa agriculture.

The third general geographic region is the Selva, or the Jungle
region, vhich forms the eastern part of Peru and lies in the upper

Amazon basin. This region makes up nearly 6O bercent of Peru's area
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Figure 1: Physical Map of the Three Regions of Peru
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Cole, J. P., Iatin Amcricn: An Economic_and Social Geography,
Buttortforths, Wcshingtohr, 1965, pe 290.

Source:
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but hés only about 5 percent of the population. This region has two
areas, the high jungle or "mountana" found on the eastern slopes of
the Andes and the lov.jungle; that is, in the actual Amazon basin.

The climate in the Selva is typically a hot, humid rain-forest
type with up to 130 inches of rainfall per year. Although there are
savanna areas within the region, they are limited in size and number.
The region has many limitational factors in regerds to agriculture:
excessive rainfall, many plant and animal diseases, extremely hot
temperatures, rapid reversion to native growth, and limitations to
transportetion. The upland sector has the greatest potential for agri-

culture, vhile the rest of the region has some potential for lumber

and forest products.

Population
The population of Peru is estimated®to be about 12 million
persons at present with & 3 percent averapge yearly increase.7 The
distribution of the population in 1963 was 51.8 percent in rural
areas, 1ll4.l4 percent in towns of less than 10,000 persons and 33.8
percent in cities over 10,000 persons.8 The ethnic make-up of this
population is approximately 50 percent Indian, 33 percent Mésfizo, 12

percent European, and 5 percent Negro or Oriental.9 The distribution

TUnited Nations, Statistical Yearbook 1965, New York, 1966, p. 80.

8USDA-ERS, Foreign Roglonal Analysis Service, Peru Market and
Competition for U. S, Farm Products, ERS Foreign 157, Wachington, 1965,

D. 3.

9The Grolicr Societly, Lotin America and General Articles,
Grolier, Inc., Nev York, 1905, p. Llil.
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of these ethnic groups closely follows the geographic regions noted
in Table 1. That is, the Indian population is predominantly found in

Table 1

Land and Population Distribution by Regions

Region Percent of Land Arec® Percent of PopulationP
Costa 10.6 Lk
Sierra 30.0 51
Selva 59.4 5

83ource: Convenio de Cooperacion Technica, Estadistica
Agrario Peru, 1963, Lima, 1564, p. 9.

bUSDA--Economic Research Service--Foreign Regional Analysis
Division, Peru lar}et and Cermetition for U. S. Farm Products, ERS~
Foreign 157, Washington, 1505, p. 3.

Table 2

Average Rainfell and i-an Tenperature
for Selected Citi‘{sa‘

Average Yearly Mean Temperature

City Region Rainfall (Inches) (Farenheit)
Lima Costa, 1.6\ 65.4
Trujillo Costa 1.18 69.3
Mollendo Costa .85 64 4
Arequipa Sierra b.17 56.8
Cuzco Sierra 23.50 53.5
Iquitos Selva 130.30 76.6

#Source: Encyclopedia Americana, Volume 21, New York, p. 643.
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the Sierra and Selva, vhile the Mestizo, European and Oriental populea-
tion is found primarily in the Costa. There is g population migration
moveraent at pfesent from the Sierra to the Costa and frgm the rural
areas to the wrban areas vhich is constantly changing the above plcture.
The ethnic and regional considefations are also pertinent in
consideration of econonmic activity, of political activity and of

10 All of these reside predominantly with the Mestizo-

formal educatien.
Eurcpean population in regard to ethnic considerations, Regionally,
they are found primarily on the Costa and in the urban areas. Thisg
means that a disproportionally small seguent of the country and popu-
lation hes most of the economical, political, and educational influence .1l
The level of literacy in 1961 for Peru was placed at 61 percent
for the vopulation ten years of age and older.12 Howvever, this esti-
wate excluded soze 400,000 to 500,000 Indians in the Selva region.
While Spanish is the official language of Peru, it is estimated that
only about 65 percent of the population sreak Spanish. Those who do,
1he Selva and in the Sierra,

not speak Spanish are found primarily in ¢

and are usually Indian in ethnic origin,

\

lOThis statement dravs upon many authors and their works; the
prire sources teinz Ozzie G. Simmons, "Criollo Outlook in Mestizo Cul-
ture of Cecnstal Icru" ard Oscar llunesz del Prado, "Aspects of Andean
Mative Life." Tobh vosisg aplear in Conteonmorary Cultures and Societies
of Inatin ' srica, edited by Dwvight B. Heath end Richard I, Auams,
Renden tlovce, Low Yorl, 1065,

llSimmons, 0. G., "The Criollo Outlook in Mestizo Culture of
Coastal Peru," Cent »woriry Cultures and Sccietics of latin America,

Ed. by Ecath and flons, Lewv York, Ruandom House, 1965,

12001 tea latlons, Perovraphic Yearbook 1963, New York, 1964,
p» 350.


http:older.12
http:influence.11
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Fjgure 2: Density of Population

Persons per square km. 1961

16.5
8.3 (mean for Peru)
1.1

yd

Sourcet Cole, J. P., Latin America: An Fconomic and Social Geography.
Batterworth's, Washington, 1905, p. 290,
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The Agriculture

While Pexu 1is basically an egricultural country, Vith some 50
perceht of thg total labor force dévbted to agricultﬁée, the country
does not lend itself readily to agricultural pursuits. The Costa
agriculture is dependent on irrigation, the Sierra is plagued by
drought and frost, while the Selva suffers from inaccessibility, disease,
and necissity to clear the forests. Nor is the soil in Peru particular-
1y good for most agricultural pursuits, with only a v=ary small portion
suitable for agricultural activities. Although within Peru a very
wide variety of crops and animals can be grown due to the variance in
altitudes and resulting climates, there is a great difference in the
distribution of the land, of the technigues used, of the tenancy, and
of the returns to agricultural pursuits within Peru. Some of these
considerations will be pointed out in the following discussion and
tables.

In Table 3 it can be seen that whi?e the Coste does not have
the greatest absolute area devoted to agriculture, it does have the
greatest return in value of production. This is true for two major
reasons; first, the Costa has much betteriylelds on the average than
does either Sierra or the Selva, ranging from two to five timeé as
great and second, the type of crops grown on the Costa are more com-
merical in natyre than are those of the other areas, especially those
of the Sierra. These Costa crops have higher monetary returns per
hectarc, as well as better accessibility to markets. In Table 4 the
]five‘most important crops are shown as to their location and value to

further demonstrate the differences among the regilons.
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Taﬁie L
The Five Major Cropu in Peru, 19632
© (By Value)
"% of Totel Crop % of Total Crop
Product Region Area in Peru Value in Peru

Sugar Costa ‘ - L 17.8
Cotton Costa ) +12.2 17.5
Fruit Costa, -3 12.6
Potatoes Sierra 11 11.7
Vegetables Costa _2;1 ESLE
Total 33.9 70.0

@Source; Convenio de Cooperacion Tecnica, Estadistica Agraris

Peru 1963, Lima, Peru, 1964, p. 15.
s
The major portion of the income for agricultural crops comes

from a few crops to which & fairly swall percentege of the land is
dedicated. If potatoes is excluded from this group, 58.3 percent of
the agricultural crop income comes from 22.9 percent of the agri-
cultural cropland aﬁé;virtually all of this is found in the Costa

P
region.

The Peruvian agricultural situation is further aggravated by the

low agricultural land per capita ratio, and the declining food pro-
duction index. Peru has been able to meintein an agricultural land
per capita ratio of atout .18 hectares per capita over the past ten

yea.rs.ll‘L Hovever, while this is already one of the lowest in the

ynitea Hations, Pemographic Yearbook 1963, New York, 196k,
P. 23,
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world it can be expected to fall even fartﬁer because of the high
capital cost oflpringing additional land under cultivation in Peru
and rising population. ihile total agricultural products have increase.
in value over the past ten years, the actual per capita.food produc=-
tion index has fallen from 100 in %955-1956 to 93 in 1963-196l+.15 This
is due in part to an increase in population but it is also due in
part to the incidence of the agricultural production increases. In
relative terms, these increases have been in the Costa by export type
crops such as cotton and sugar.

The size of the farms and the amount of arable land per agri-
cultural worker have significance vhen developuent or credit usage are
considered. Each farm leborer in Peru has about 1.27 hectares of
arable land to work, or just over three acres. The size of farms is
extremely small on the average; this cen be scen from an analysis of
the data in Table 5. This limitsc the emount of cepital that can be
productively and economically absorbad by, individual farmers in Peru
at this time.

The communel lands held by communities make up the largest number
of farms and the size is computed by divi%}ng lands by family heads.
This number was placed at over 182,000 by SCIPA in 1960. In addition,
there vere an estimated 42,000 farms on the Costa, 26,000 in the

Sierra, and 600 in the Selva in 1960.16

Y1via., p. 33.

16Editcd by "Empresa de Mensajero Agricola, 5. A,,"
Almanaque Apropecuario del Feru 1960, Lima, 1660, p. 2k,



http:1963-1964.15

Table 5

Farm Size and Distribution by Size (1960)2

Fation % of ¢#/Class %/Class %/Class
Has Total llo,  Total Costa Sierra Selva $/Class Commnal Lands
0-5 232,827 92.6 73.0 6k.6 80.1 100
6-10 6,537 2.6 10.2 8.5 6.6 0
11-50 7,095 2.8 8.3 13.6 6.0 o
51-100 1,445 0.6 1.3 3.k 2.0 o]
101-500 2,143 0.9 1.7 5.4 2.3 o}
501-000 1,410 0.5 0.5 1.5 3.0 o
Tot2l 251,455 100 100 100 100 ;;

3source: Almanaque Amropecuario del Peru 1560, Edited by "Mensajero Agricola,” Lima, Peru,
150, p. 24.

e
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However, most of the communities holding communal land are

——

found in the Sierra wﬁi;h substantially raises the number of.farms in
that area to something like 200,006 farms. ,
By multiplying two and one-half (the average land holdings of
the 0-5 hectares class) by 8/7,438 (the average value of production per
hectare in 1963) it is found that the average gross income for these
small farmers was 5/18,595 in 1963. However, if the crop returns of
the exclusively Costa crops are excluded, the average gross return
of the Sierra and Selva farmers is found to be 5/9,032.50 or less
than onc-half of the national average.l7 This fact will te found
significant later in consideration of the incidence of agricultural
credit, as well as the incidence of delinquency by regions.
The final point of consideration of Peruvian agriculture is the
extent of mechanization. The basic wnit of vroduction and pover is
the fermer himself for most of Peru., Tt vas estimated that only 36
percent of the cultivated area in 1960 was cultivated by tractor.l8
Of the 6,654 tractors coted in 1959, 5,702 were on the Costa, 838
vere on the Sierra, and 114 were on the Selve.Ld However, due to the
small size of the farms, and the low retwrns realized by most Peru-
vian farrers, it is by no means certain that larger numbers of tractors,

particularly in the Sierra and in the Selva, vould te economically

Justified.

17convenio de Cooperacion Tecnica, Estadistica Apraria Peru
1965, Limn, Peru, 1964, p. 15.

lBEditcd by, "Ermresa de Mensajero Asricola, S.A,," Almenoque
Apropecurio del Teiu 1050, Lima, 1960, pp. 21%-220.

1p14., pp. 224-200.
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From this short summary of Peruvian agriculture, it becomes
evident that while'agriéulture is the basic pursult of the méJority
of the popwlation, the distribution of commercial agriculture and
advanced techniques is extremely unequal. This in turn limits, to a
large extent, the areas and persons who mey geinfully use asgricul-
tural credit at this time.

Transportation and Other Infrastructural
Considerations

Transportation in Peru is extremely varied and cmploys almost
every known means. All of the standerd land, air, and water trans-
portation types are found. The question of transportation, like al-
most everything in Peru, is determined to a large extent by the geo-
graphic reglons. As a result, absolute distances mean far less than
do relative distances. An example of this is the trip from Lima,
the capital in the Costa, to Iquitos, on the Amazon River, which is
about 600 air miles. It is easier to ship heavy equipment to Iquitos
from Lima, via the Panama Canal and the Amazon River, a trip of sever-
al thousands of miles and several weeks than overland. Another ex-
ample is the trip from Lima to Huancayo, a city in the Sierra, about
120 air miles from Lima. This trip by rcad is actuslly about 200
miles and about eight hours in an automobile. Due to geographic
problems, roads between two points are often three or more times the
air distance between the points. ILikewise, the terrain mekes these
roads both very expensive and very difficult to construct and to

maintain.
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The vhole of Peru is tied together only by air transportation.
Due to the prohibitive cost of air freight at this time, and the limita-
tions of the types of g.ircraft being ‘used, air transportation is at
present limited basically to beassenger end mail service.

Commercial land transportation, by rail or road, 1s restircted
to limited regions of Peru, Only the Costa approaches complete assessi-
bility, arising from the Pan-American Highvay which runs the length
of the Cbsta. The only other roads of note are the Central Highway
between Lima-Pucallpa and Lime~Huancayo. This is the only road con-
necting all three regions of the country. The other is the Arequipa-
Puno Highwvay in southern Peru. There are also rallroads paralleling
these two highvays and a coanecting railroad between Cuzco and
Juliaca (Puno),

There is a northern highvay nov being constructed vhich will
tle the northern Costa with the northern Selva. However, this road
is not expected to te finighed for at least five years,

Vater transportation is found in all three regions; the Costa
has the Pacific Ocean; the Selva has the Amazon River and its tribu-
taries, while the southern Sierra has Lake Titicaca. Hovever s all of
these have limitations. The Pacific serves mainly as a route to
internetional markets, and has 1ittle bractical value internally since
it coincides vith the only existing transportation system of any degree
of commerciel coupleteness. The Arazon and its tributaries do form a
natural transportation system in the Selva region, however, they are,

in fact, eastward looking » or avey from the rest of Peru. Finally,
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Figure 3: Transportation Systems

X Major Cities or Markets
2 Major River, lake, or Ocean Ports

"TSe. Major ALl Weather Roads
M Mo jor Railroads

/,_’:>,> Navigable Rivers
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Lake Titicaca serves only as a short leg for transportation between
Peru and Bolivia an¢ has limited application for internal trade since
it is confineé to a very small regibn of Peru. ,

Trarspcrtotion ic a key to accessibility and inter-regional
activities of all sorts. As can be seen in Figure 8, the availability
of commercially usable transportation is extremely limited in Peru.

As a result, large seguents of the country are stagnated due to the
lack of transportation facilities. This will be discussed further
under the "Economic Situation."

The other infrastructural systems which will be briefly con-
sidered are electricity and ccmmunications. In both cases the in-
cidence of these services is much greater on the Costa then in the
other regions. Hovever, the government has constructed a radio
system that gives & falrly comprehensive coverage of the country. The
governrent television system is more limited and reaches only the Costa
and a fev selected Sierra regions.

The production of electricity in Peru increased 40 percent from
1560 to 1963, howvever, the incidence of the Qroduction vas 70.8 per-
cent in the Costa, 29.0 percent in the Sierra and only 0.2 percent
in the Selva, and of the total production about 41 percent was in

the Lima area.zo

The Government
The present govermment of Peru is democratic in form and of a

moderate to liberal naturc. It is both concerned with and commnitted

2OInstituto tlacional de Promocion Industrial y Banco Industrial
del Peru, Situacion de lo Industria Peruana en 1664, Lima,1954, pp. 50-51.
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to the total ecoaomic development of the country, as well as to the
velfare of the total population. Hovever, these tvo objectives are
not always comégtiblc in the short run due to the limited resources
and the effects of various programs upon each other in‘the short run.
This is quickly noted in agriculture as opposed to industry. Many
tax and tariff concessions have been made to industry while the agri-
cultural sector has not received a like magnitude of concessions.,

This factor is especially evident in regard to importation of equip-
ment.

There is also some disparity in politics within the agricultur-
al sector. The major export crops, sugar, and cotton, face better
policy situations than do the majority of other agricultural enter-
prises. Also affecting agriculture is the governmentel policy of
maintaining low prices for staple cormmodities. VWhile this is laudable
from a welfare point ~! view, a price ceiling on agricultural pro-
ducts puts producers in a very difficult situation since there ig
not a reciprocal ceiling on agriculturat input prices. Thus, farmers
are placed in a price-cost squeecze.

The problem that the Peruvien government faces is not unique,
but is merely a restatement of the fact\that eny action has a reaction.
The Peruvian government must make choices as to prioritics, and it is
not the purpose of this paper to make normative evaluations of these
choices. Hovever, it must be kept in mind that those choices that the
government makes vill have an effect on agriculture and agricultural

credit.
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The Economic Situation and Agriculture's
Position

The Peruvien economy is exp%nding at present and is one of the
few economies in Iatin America that have showm continued expansion
over the past ten years. It has also cemonstrated a higher rate of
growth In GNP than has the Latin American are; in general over the
same period. .

Peru, like most developing countries, is experiencing a change
in emphasis of activities among the various economic sectors and in
percentages of the total economic product that each contributes. For
instance, in 1950, the agricultural sector made up 25.7 percent of
the total econcmic product and was the leading sector. However, vhile
agriculture has growm absolutely, it has shrunk relatively to 19.6
percent of the GIP in 1964.2%

The growth of the GNP of Peru from 1960 to 1964 in constent
1960 soles vas from 55,647.6 million to 71,270.0 million. The average
yearly increase vas 6.4 rercent. The leading growth sectors during
this period were industry, (7.5%); commerce, (7.8%); construction,
(13.4%); end fishing, (12.7%), vhile agriculture's growth rate (5.5%)
was belov the average.2? The contribution tolthe GNP for 1964 by
sectors is seen in Figure 4. '

Due to an average yearly population growth of about 3 percent,

the increase in the per capita product wes only 3.k percent per year

2lpia., p. 39.

22Tbid., p. 23.
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Figure 4, Contribution to the Peruvian GNP,
by Sectors in 19648 :
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8Source: Situation de la Industria Perusna en 1964,
Instituto Nacional de Promocion Industrial Banco Industrial del Peru,
Lima, Peru, 1964, p, 24,

or 14.4 percent in total for this period.23 This per capita increase
expressed in soles changed from §/5,777 per capita to $/6,606 per
capita in constant (1960) terms, or to 3/8:500 per capita in current
(1964) terms.24 This shows a totel price increase of 28,7 percent
over this period,

The international trade of Peru is expanding rapidly in both
exports and imports, Imports expanded from $374,780,000 in 1960 to
$579,555,000 in 1964, which is a 54.6 percent increase, Exports ex-
panded from $433,075,000 to $666,990,000 during the same period for a

53.9 percent increase,.25

231b1d., pp. 22 and 24,
2%414., p. 24.
251bid., p. 30,
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It can be seen that exports and imports have been increasing
at about the same rate. As a result, Peru has enjoyed a favorable
balance of trade during the period of 1960 to 1964, Only in 1963 vas
there & negative balance and this was due to a negligible increase of
exports in 1963 of about 0.2 percent vhile imports continued to rise.
Much of the lack of export increase was due to concern over proposed
néfionalization of mineral rights. This concern has since abated

The composition of Peru's exports and imports are fairly typical
of developing countries. Peru's exports basically consist of primary
products of three major classes: agricultural, mineral, and fish
products. In l96h, these three made up 95.9 percent of Peru's total
exports or 30.6 percent, 25 percent, and 40.3 percent, respectively.2

Fish products have shown the largest absolute, as well as
relative increase, and have provided Peru with much of its inter-
national trade strength. Fish products expprt velue rose frem
452,000,000 or 12 percent of the total exports in 1960 to $166,869,000
or 25 percent of the total exports in 1961+.27

Agricultural products, on the other hand, have shown a relative
loss over the same period from 35.8 percent to 30.6 percent of the total
exports. But they have risen absolutely frem 146,550,000 in 1560 to
$203,931,000 in 196h.28 This is due partly to the world market situa-

tion of the four major agricultural exports: cotton, sugar, coffee,

261pid., pp. 32-33.
2T1bid., pp. 32-33.

281p1a., pp. 32-33.
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and vool, but it is also due to the many limitations on.agricultural
expansion in Peru.

This favorable balance of trade has enabled Peru to’ increase
her gold reserves from $24 million in 1960 to $67.4 million in 196k,
as well as increasing the total reserve of gold and hard foreign
currencies from $45.1 million in 1960 to $i4l.h million in 1964, This
has afforded the "sol"strength in the world market and international
stability even though there is a fairly substantial rise of price
levels domestically.

Most of Peru's imports are of manufactured or partially manu-
factured goods. The largest single class of imports is capital-goods
vhich make up 39.9 percent of the total imports in 1964, Intermediate
goods or partially manufactured goods formed 30 percent in 1964 while
consumer goods, durable and nondurable, formed 26 percent of the
total.29 Of these, consumer goods showed the greatest relative change
and was the only one of the three to show a positive relative change.
In capital goods most classes galned or at least held their relative
positions, hovever, egricultural equipment an§ transportation equip-
ment fell. Part of this is due to the teriff structure and part is
due to the agricultural situation vhich has aliready been noted:

When looking at the economic situation in Peru it becomes
evident there are extreme regional differences in the amounts of economic

activity. This is true for both international trade and domestic trade

2rp14., p. 35.
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activities. Cole points out that 80 percent of all Peruvian ex-
ports come from the Costa region.?o Agricultural export products
demonstrate a similar situation. Cotton and sugar, vhich make up
76 per cent of the agricultural exports, come exclusively from the
Costa. Wool, vhich makes up 5.9 percent of the agricultural export,
comes primarily from the Sierra. Coffee, which makes up 18.1 per-
cent qf the agricultural export, comes from the .":elva.3l

These regional differences are pointed out very explicitly
when the per capita disposable income and the index of disposable
income of 1960 are ccmpared to those of 1950 in each region, These
comparisons can be seen in Table 6.

A major determinent of the chenges noted above is accessibility.
When a map of the commercially active areas is superimposed on a map
of transportation in Peru, the tvo correlate almost exactly, as showm
in Figure 11.

The nonactive or stegnating arees are limited to intra-regional
trade and to a large extent limited to a nonuonetary barter economy.
As a result, these arzas end the reople in them, are excluded from
the more dynamic economic activities of Perﬁ. These areas make up
the greatest part of the physical area of Peru and are primafily in

the Sierra and Selva. Deyond the physical location of trade, one

30Cole, J. P., Latin America an Econcmic and Social Geography.
Butterworths, Washington, 1ooh, p. 291,

310p. cit., Instituto Nacional de Premocion Industrial y Banco
Industrial del Peru, pp. 32-33.
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Table 6

Per Capita Disposable Income by Region
(Prices = 1960)2

Year §3:i2221 « Costa Sierra Selva
(soles per capita)
1950 3418 6772 256k 1536
1960 3626 ’ 6908 2523 1168
(Index of Gain 1950 = 100)
1950 100 ' 100 100 100
1960 106 ' 102 %8 76

Source° Plan Hacional ée Teserrollo Economico y Social del
Peru, 1662-1971.

ectimate, made in 1963, was that tvo-thirds of the total population

vas not economically active but thet the incidence of inactivity is

much greater in the stagnating areas.sz%l

The active trade areas engage in inter-regional, as well as
international trade, and basically form the money econcmy of Peru.
These active areas include the major porlion of the Costa and the
larger urban areas of the ‘iierra and Selva. However, much of the active
trade of the Selve region is eastward looking and is shipped by wvay of

+he Amazon River rather than to Lima or to other areas of Peru.

32Ministro de Hacienda y Comercio, Plan Nacional de Desarrollo
Economico y Social del Peru 1962-1971, Lima, Peru, 1963, p. 9.



Figure 5: Trade Areas and Major Transportation Systems
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It is evident that the Peruvian economic situation is
something of a bi-moﬁal situation. Thet is, Peru has a fairly strong
international trade position and several very active economic sectors.
However, Peru also has a large number of domestic resources that are
little more than neutral, economically, and these cut back the
general standard of 1li-.lng, the per caplta product figures, and the

GNP,



CHAPTER III
ILENTIFYING FACTORS AFFECTING BORROWER DELINQUENCY AND THE
ORIGIN OF THESE FACTORS
This chapter has three purposes; to describe the study of
Banco de Fomento Agropecuario del Perud3 borrowers, to establish which
factors of that study are significant indicators of delinquency and to

establish the source of origin of each of the significant factors.

Methodology of the Study

The purpose of this field swudy was to acquire primary data on
all types of borrovers from all parts of Peru. Of special interest was
the acquisition of samples of delinquent and nonéelinquent borrowvers.
Each of the fieldmen of the BFAP was asked to administer ten schedules
in his respective area. Five of these schedules were adninistered to
the first five nondelinquent borrowers PhiCh he encounvered in his
normal work, and five schedules to the first five delinguent borrowers
encountered in his normal work.

This technique assuret ccmprehenkive coverage of Peru geograph-
ically, substantial samples of both delinquent and nondelinquent
borrovers, 2ad hopefully minimized sazple bias. The timing of the stu.,
cut across bo'h the harvest and marketing periods of most of the ma jor

crop enterprises so serious enterprise bilas is not a problem.

331n an1 subsequent discussions the Banco de Fomento Agropecuario
will Ye referred to os "BFAP."

39
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The sample is a purposeful sample with its major purposes
being to acquire a s;mple of BFAP borrowers and to include in this
sample both delinquen% and nondelinquent borrowers. The Chi-squares
test was used to test the study sample egainst the total farm popula-
tion for farm size and geographic region. No significant difference
is noted between the total farm population data available and the
BFAP sample for these two points.

The sample seems to be a valid reflection of the population as
to farm size and region for two reasons. The BFAP is charged with
helping the small and medium farmers and not just the large commercial
type farrers. They have achieved a clientel vhich is nearly a pro-
portional reflection of the farm population in regards to farm size.
Secondly, the BFAP fieldmen are assigned to the various regions of Peru
in about the same proportions as the farmers are divided among the
reglions. n

The subsamples of delinquent end nondelinguent borrowers show
sliglt variations from the population in regards to farm size but
neither shows a significant difference. This can bte attributed to the
high degree of overlay between the two subsamples in regards to the
variable of farm size. However, when the quesction of enterprise is
considered, the delinquent subsample shows significant variation from
the population and from the nondelinquent subsample.

The distribution of the schedules to the field personnel was
preceded by letters of introduction and purpose from the Planning

Office of the BFAP. In June of 1966, the schedules were taken to the
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various branches and the purposc and the procedure were explained to
various brancﬁ.managers. The managers then handled the distribution
and operation in their respective branches.

In total, 1100 schedules were distributed, of which approximate-
ly 800 were completed and returned by August 21, 1966. Of the 800
returned, 735 were deemed usable: 4Ol schedules of nondelinquent

borrowers and 334 schedules of delinquent borrowers.

Analysis of the Borrover Study

Upon completion of the survey forty-eight variables were selected
and tested as possible factors of delinquency. These variables are
quite divergent in type and equally divergent in effect. They are all
variables vhich can te found and studied at the micro or borrover level,
and vhile some may not he faclors of delinguency in themselves, they
may serve as indicators c¢f other delinguency factors.gu

Due to the multiplicity of variables and of all types of rank-
ing (nominal, ordinal and interval scales) and because of the nominal
ranking of "delinquency--nondelinquency" as the dependent variable,
many of the usual techniques of analysig such as regression analysis
or factor analysis, cannot be meaningfully used. However, since the
basic purpose is to establish which varlables are factors associoted
wilh delinquency, it was determined that Chi-square tests bhetween the
distributions for delinquent and ncndzlingusnt borrowers and among

groups of delinquent borrowers could point out those variables vhich

3hThe list of the forty-eight variable is presented as
"Appendix C" of this thesis.
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show significant differences between groups and which,as a result,
appear to be fﬁctors of delinquency.

The Chi-équare test, like most significance tests, enables
researchers to place probability values upon empirical data as to the
validity of the assumptions the researcher meskes. It is arbitrary in
that the researcher establishes what levels shall be significant. The
tests do not eliminate errors, but merely establish the probebilities
of errors.

While the Chi-square test is the primary device employed to
identify significant factors associated with delinquency, the inter-
pretation of the Chi-square test results also considers the percentage
distributions of the delinquent and nondelinquent borrower groups and

factors of which the auior is aware, but which the tesi could not

discount. These distributions are presented in Appendix B.

Delinquent Varsus Nondelinquent

The first step of the analysis is a comparison and contrast of
the delinquent borrovers with the nondelinguent borrowers. Chi-square
tests of significance have been run on gll of the listed variables.
Based on these tests, the significant variables vere separated into
three groups by level of significance of difference between the
delinquent and nondelinquent borrovers. Group one includes those
found to be significant at the five percent level; group two, between

five and ten percent; group three, between ten and twenty percent.
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Twenty-six of the 48 variables considered are included in
these three groups with significance above the twenty percent level.
Each of the variables in these three groups is reviewed on the follow-
ing pages, with these three groups being summarized in Tables 7, 8,
and 9.

The use of absolute Chi-square values for ranking of variables
in Tables 7, 8, and 9 is for convenience rather than to indicate real
levels of significance. It must be remembered that the Chi-square
level of significance must be interpreted by degrees of freedom and
not directly as a Chi-square value.

Variable Xl: (year the loan was granted) has the highest
absolute Chi-square value, but much of the apparant difference between
the delinquent end nondelinguent distributions can be discounted. The
BFAP has a policy of not granting new loans to delinquent farmers.
Because the study reported on the last loan of each borrower, many of
the delinquent loans were granted earlier than were the nondelinguent
loans. While this does explain away much of the significance of
variable Xl’ it must be remembered that the BFAP has shown a reduced
delinguency level in the past year, but even part of this is due to
political and legal measures.

The distributions of variable X2: (age of the borrower) show
that the nondelinquent borrovers are younger than the delinquent borrow-
ers. This fact alone says little, but when variables such as Xl5 (use
of veterinary products), X6 (use of supplemental feeds), and X0 (use
of fertilizer and type used) are also considered it seems that non-

delinquent borrowers, who are relatively younger, are more apt to use
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Table T

Variables Showing Significence at the 5% Level

Degrees’ Chi-Square
Variable of Freedom * Value

Xl The year loan was granted 8 69.51179
X, Age of the borrover 57 61..22815
X3 Number of BFAP loans in past 3 years 7 57.36453
X, Total income 8 48.19543
X5 Savings Account 1 29.84209
Xg Climatic problems 8 29.76672
X; Adequacy of water 1 18.44026
Xg Ferm epproisal by fieldman 8 17.11413
X9 Interest rate of the loan 6 13.44469
xlO Borrover's place of residency 1 12.32023
X, Unexpected expenses during 1965-1v66 1 9.661¢8
X12 Off-farm employment 1 7.92589
X, Estimated potential of unused land 3 7.92678
X,), Other loans besides BFAP loan 1 5.44062
X)5 Use of veterinary products 1 4.64325
X, Use of supplemental feeds 1 4.38308
Xy7 Part of income goes to family 1 k,23327
X,g Administer farm directly 1 4.06225
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innovations which indicate awareness and managerial skills. Because
of these conslderations, age appcars to be a factor of del}nqnency.

The distributions of variable Xyt (the number of BFAP loans
in past three years) show nondelinquent borrowers heve had relatively
more. However, much of this difference can be explained in the same
manner as the apparent differences of variable Xl. That is, the BFAP
dces not make new loans to delinquent borrowers. But this variable
cannot be readily disregarded since credit experience might be an im-
portant factor in delinquency.

Variable Xh: (totel income for the 1964-1965 production period)
also shows a high Chi-square value. Vhen the actual distributions are
considered for this variable, it 1s noted that nondelinquent borrowers,
as & group, have relatively higher incomes. Because of this, it would
be expected that the nondelinguert borrowers would have greater repay-
ment capacity. For this reason, X4 seems to be a factor in delinquency.

Variable XS: (savings account) when considered with the actual
distributions, shows thet nondelinquent borrowers are much more likely
to have a savings account. This ties in with total income, but also
reinforces repayment capacity since savings can be used to repay loans
even though production and returns from lcoan uses are insufficient to
repay the loan. It might also indicate better managerial skills or
attitudes, and is, therefore, thought to be a factor which could help

indicate delinquency probability.
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Variable Xg: (climatic problems), vhen considering actual. dis=-
tributions, ong finds that the delinquent borrowers face a greater
variety and.more intensive set of climatic problems tpan do the non-
delinquent borrovers. There may be an element of rationalization here,
but this still seems to be & valid factor that may affect delinquency.

The distributions of variable X7: (adequacy of water for pro-
duction) show substantially more delinquent borrowers lack adequate
water for production. Since much of Peru is arié or has limited rainy
seasons, this factor becomes very pertiment in agricultural production.
Where production is limited by the lack of vater, revenues are limited
and so 1s repayment capacity. Therefore, this variable is a very im-
portent factor of delinquency in Peru.

Variable X8: (farm appraisal by the BFAP fieldiman) when con-
sidered with the actual distributions, shous the nondelinquent borrow-
ers as having somevhat higher valued fains than the delinguent borrow-
ers. This variable takes on more immortouce vhen varieble XSO: (the
appraisal of farm valve by the owmer) is considered. The latter vari-
able is not significant, hovever, the ficlduzen's appraisal correlatics
slightly more closely to nondelinquent qurower's appraisals than they
Go with delinquent borrowvers, This voinus to two conclusions: the
first being that nondelinquent farms on the vhole are more valuable
and are apparently more productive; and the seccend, that the non-

delinquent borrowers arc more avare of the twve value of their farms.,
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The distributions of variable X (interest rate of the loan)

o'
show the nonde}inquent borrovers as a group are paying higher interest
rates than dre delinquent borrowers. This is the iaverse of what was
expected, but this does point out that the margin of delinquency or non-
delinquency is greater than the few percentage points of difference in
interest rates. There are the additional considerations in that the
interest rates have gone up in the past year, and are also higher for
large loans, both of vhich would give nondelinquent borrowvers slight-
ly higher rates. But, in general, it seems that interest rates, per se,
are not factors in delinquency, at least in the short run.

Variable X (borrover's place of rcsidency) when considered

10°
with the actual distributions, finds relatively more nondelinquent
borrowers living on their ferms than delinquent borrowvers. This would
seem to indicate greater interest in the operation being shown by the
nondelinquent borrovers and by borrovers vho live on their farms so it
might te a factor of delinqueacy.

The distributions of varioble Xli: (unexpected expenses during
the 1965-1956 procustion period) shov relatively more delinquent
borrowers had une.:pected expenses. Tn %ight of variables Xh: (the
borrower's total incerme for the 1964—1985 production period) and X5:
(does the borrover have a savings account) the lack of reserves in the
face of unexpected expcnses leaves the borrover in a position of
choosing between covering the uncxpacted expenses or repaying his loan.

More often than not, he will be expected to do the former since it is

usually the most pressing at the time of decision. While this variable
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is in the realm of uncertainty and cannot be easily foreseen, it is a
factor which geys something about reserve needs and managerial skills

which are nécessary for viable credit usage.

12
delinquent borrowers have off-farm employment than nondelinquent

Variable X,,.: (off-farm employment ) shows relatively more

borrowers, This raises a question since off-farm employment might

be expected to add to a borrower's repayment capacity. However, it
can also indicate that his farm is insufficiently productive to afford
him a living and he is forced to take off-farm employment, or it might
point out a basic lack of interest in the farming enterprise which
would also be a limitinz factor in repayment.

The basic difference noted between the distributions of
Variable X13: (estimated potential of unused land) is that relatively
more delinquent borrovers had potentially productive land but lacked
money to develop the land. A word of caution must bte given in regards
to this response. 1hen variables X8 en X3O’ the appraisal by field-
men and borrovers, respectively, are compared, the delinquent borrovers
are less awvare of the value of potential of farm and in more cases
over estimated +this value. Beyond this\there may be a lack of
sufficient money to operate, but since the size of loans delinquent
borrowers received are about the same as those by nondelinquent
borrovers, it seems doubtful if lack is as important as misuse or in-
appropriate use of the credit.

The distributions of variable th‘ (other loans besides the

BFAP loan) show relatively more delinquent borrowers have other loans
&

¢
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than do nondelinquent borrovers. This points out that there are more
demands upon any revenues the delinguent borrovers may have, and
reinforces & common finance belief that consolication of creditors is
& positive prac£ice. For this reason this variable seems to be factor
of delinquency and an indication of managerial skill.,

Variables Xl5:
' (use of supplemental feeds) will te discussed together since

(use of veterinarian products or services) and
X
the variables are closely related and their distributions are nearly
the same. Actually, nearly equal percentages of delinguent borrowers
and nondelinquent borrowers have animels. However, relatively more
nondelinquent borrowers use veterisarian procducts and services and

use supplemental feeds then 3lo delinquent borrovers. These factors
can serve as indices of innovativeness and level of technology of
borrowers, as well as pointing cut something of likelihood of return
and expected repayment.

Variable Xl?‘ (part of income goes to family) was expected to
shov negative correlation with repayment, due to revenue drain. But,
in fact, the distributions shov relatively more nondelinquent borrowers
gave part of their income to other members of the family. It showuld
not be assumed here that the nondelianquent borrovers are better family-
men and in turn make better credit risks since there appears to be
some interprctational problems as to what this question asked for, and
what was given by the intervieved borrovers.

The distributions of Xls: (administer farm directly) show

relatively more nondelinquent borrowers administer their farms direatly
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than do delinquent borrovers. The lower Chi-square value here along
with considerations of the actual distributions must te considered
vith variables XlO and x12' That'is, 1f the borrower lives on the
farm and whether or not he has off-farm employment., In light of the
latter two variables, it seems evident that "considered" direct ade
minstration is less effective than "actual" direct administration in
most cases. This variahle appears to be a factor of delinguency.

‘The veriables in Table 8 are ones vwhich have Chi-square values
falling within the significance range defined by 5 percent and 10
percent levels of significance. These variabvles show less significance
of diffeyrence betireen the two distributions, delinquent and non-
delinquent, than do those of Table 7. Hovever, due to the nature of
the problem, these variables may have a great deal of significance as
secondary factors of delinquency.

In considering the distributions of varisble Xl9: (distance
to major reads in kilometers) delinquent borrowvers actually had
shorler distances to major roads than Gid nondelinguent borrovers.
Hovever, the significance of the variable is lessened vhen variable
x31: (distance to major roads in hours) is ‘considered. This latter
varioble shows that absolute distances have little relation to re-
lative distances and, herefore, tnis variable can probably be dis-
counted. There is one additional consideration, that being that non-
delinquent borrowers have more latltude alfforded by additional assets
such as better transportation facilities. This latitude permits the
nondelinquent group to exploit more distant areas and Possibly more

productive areas than the delinguent group can.
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Variable. Shoving Significance Between the

5% and 109 Levels

51

Degrees Chi-Square

Variable of Freedom Value
Xjg Distance to major road (kilometers) 29 39.09994
X,9 Primary source of information 8 14.97602
X21 Type of tenancy 88 14,60251
ng Use of fertilizer and type 3 7.29716
X Adequacy of ralnfall 2 6.68068

23
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The distributions of variable X20: (primary source of agri-
cultural information) are very similar except for one factor. Thisg
factor shovs.relatively more nondelinquent borrowers use the extension
service (SIPA) as their primary source of information. This might
have two imglications: first, that tﬁe extension service has the best
information for specific areas and problems; seccnd, that th: non-
delinquent borrowers are more avare or concerned and as a result, go
to the éxtension service for assistance.

The distributions of variable le: (type of tenancy) show
relatively more nondelinguent borrovers owvning out-right and fever
renting than delinquent borroﬁers. This variable seems to point out
that ownership has a positive relationship with repayment of credit,
This follows since an owmer would be expected to take greater interest
in his farm, and has fewer demands upon his revenues,

The distributions of variable X22: (use fertilizer and type
used) shov little dirference between theigroups &s to use of fertilizer,
but there ic a significant difference as‘to type. Nondelinquent borrov-
ers are more likely to use chemical fertilizers vhile delinguent borrow-
ers ere more likely to use natural or guara fertilizers. This vari-
able might also be used ag an index of innovation, technology, and
managerial skill.

The distributions of variable X23: (adequacy of rainfall) shov
that nondelinquent borrovers as a group have sufficient rainfall more

often than do delinquent borrowers. This variable has some bosic limita.

tions since much of Peru hag little or no rainfall and the agriculture
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is dependent upon irrigation. But more delinquent oorrowers show
excessive reinfall as well as insufficient rainfall for their areas.
This would seeﬁingly point out that the delinquent groups are in the
more marginal arcas. Therefore, the variable probably has significance
when considered vith other variables such as irrigation and drainage,
both of which are capital-demanding alternatives.

The variables in Table 9 are variables which have Chi-square

values falling within the significance rangz defined by ten percent

Table 9

Variables Showing Significance Betveen the
10% and 20% Levels

Legree of Chi-Square
Variable Freedom Value
X,), Amounts of other debts 8 13.26144
ng Distance from BFAP (hours) 9 12.79622
X26 Objective of the loan 8 12.50112

and tventy percent levels of significance.! The inclusion of these
variables in a separate table is done for the same reasons that the
variables of Table 8 vere separated. These variables have sufficient
significance to warrant additional consideration. Dlue to the fact
that this paper is dealing with social, psychological, political,

and other tangential areas toeconomics, consiceration of factors be-

yond the usual mathematical limits seems 11 oirder.
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The distribution of variable Xah: (emounts of other debts)
shows that relatively more delinquent borrovers have other debts and
on the whole iarger debts than do nondelinquent borrowers. This factor
seems to again point out the effect of external demands upon revenues
and also the inverse effect of the increased maegnitude of these de=
mands.

Varieble X,.: (the distance to the RFAP office in hours) was

25
expected to have direct relationship with delinquency. That is, the
farther or longer it takes to travel from the farm to the BFAP office
the more likely that the borrower will be delinquent. This is not
verified by the actual distributions and actually the reverse is

often true. However, the difference is epproaching the marginal

level and might be disregarded at this time.

The distributions of variable X26: (objective of the loan) show
only limited significance of this veriable as a factor of delinquency.
However, in consideration of the BFAP's tgtal portfolio more signifi-
cance would be expected. Some of the lack of significance might “e
due to the method used in classifying the various objectives of loans.

Because of this, the author feels that thip variable needs further

consideration and further analysis.

Delinquent Subset Analysis

The same technique of analysis which has been used to compare
and contrast the two groups, delinquent and nondelinquent borrowers,

has also been used to compare and contrast subsets of delinquent
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borrovers only. Three subsets were established based on time of
delinquency. The first subset (one dey to three months) constitues
short term delinquency; the second éubset (three months to one year)
constitutes medium-term delinquency; and the third subset (more than
one year) constitutes long term delinquéncy.

The analysis of these subsets of delinquent borrowers accents
the findings of the delinquent versus the nondelinquent borrowers
analysis. That is, the relationship between short term delinquents and
long term delinguents is the same in every case as the relationship
between nondelinquent borrowers and delinguent borrowers. The only
difference is in degree., The variables which have been found to have
& significant difference between subsets of delinquent borrowers are
listed below in Table 10.

Rather than reiterate the findings of the delinquent versus the
nondelinquent analysis, results of the two analyses are presented in
Table 11. Percentage distributions of fifteen selected veriables are
shown for the nondelinquent borrovers, the total delinquent group,
and tvo of the subsets of delinquent borrovers: long term delinquents
and short term delinquents.

Two additional variables vere notel in the subset analysis which
has not been previously mentioned. The first is the geogrephic
arce of the terrover. This variable demonstrates one significant point,
that a disproportionate number of the long term delinquents are in the
Sierra. Relatively, 52 percent of the long term delinquents are in the
Sierra region vhile oqu 22 percent of short term delinquents are in the

Sierra.
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Table 10

Variables with Significant Differences Among
the Subsets of Lelipquent Borrowers

Pegree of ' Chi-Square
Variable Freedom Value

At Five Percent Level
X, : Total Income 40 T4 .13755
Xg : Climatic Problems 4o 127.64691
X7 ¢ Adequacy of Vater 5 13.7221
X,,t Off-Farm Employment 5 26.74756
X,o: First cource of Agri. Information 4o 62.1154
Xéaz Use and Type of Fertilizer Used 15 41.5384
X23: Rainfall 10 46.80643
x26: Objective of Loan 35 73.49950

At Ten Percent level
th: Other Credit 5 10.71401
X33: How Title Acquired Lo 52.6359
X37: Years Vorking on Farm 35 46.31686

At Tventy Pcrcent Level

th: O:her Debts ' 35 43,12699
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Table 11
Percentage Distributions of Selected Factor Responses for

Nondelinquent, Delinquent, Short Term Pelinquent and
Long Term Pelinquent Borrower Groups

Percentages by Groups

1.

Variable and Non- Short Term Long Term
Response delinquent Delinquent Delinquent Pelinque-t

Borrowvers Tenancy

a. Ovn 66 63 67 5k

b. Rent 28 31 23 26

Does the borrower live

on his farm?

a. Yes 72 60 66 56

Does the borrower

administer his farm

directly?

a. Yes 95 92 97 90

How did the borrover

acquire title to his

farm?

a. Bought it 27 52 50 23

b. Rents it 20 23 23 26

¢. Inherited it 15 ok 22 33

Adequacy of water

a. Sufficient 54 37 65 38
. Does the borrover use

fertilizer and type?

a. Yes 72 67 T0 55

b. Chemical fertilizer 58 48 55 4o

Primary source of agri-

cultural information

a. BFAP and/or SIPA Ll 37 50 39
. Did the borrover have

unexpected expenses in

1965-66 production

period?

a. Yes 4o 52 48 51



Table ll--Continued

5

Veriable and
Response

Hon-
delinquent

Percentages by Groups

Delinquent Delinquent

Short Term Long Term

Delinquent

9.

10.

12.

13.

1k,

15.

Capital assets.
a. Have a tractor
b. Have a truck

The borrovers toteal
income for the 1So5-

20
12

66 procduction period.

a. Over S5/25,000

Does the borrover
have a savings
account?

a. Yes

Does the bvorrover

82

29

have other debts and

levels?
a. Yes
b. Over 5/25,000

Is therz adeguate
rainfall in tae
borrcuer's area
for production?
a. Yes

Dees the borrover
have climatic
problems?

a., Yes

39

63

13
T

76

12

31

Th

17
10

Th

13

50

11

°9

25
10

32

78
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The second variable is the BFAP fieldmen's opinion of the major

reason for delinquency. A summary o? their stated opinions is shown
in Table 12.

Upon review of these responses it becomes evident that several
of tle reasons stated are closely related and might be grouped into
three major categories: production problems, managenent problems,
and general external problems. These groupings would be:

A. Production Problems (Total: 60.3%)(Short - 50.7%)(Long-
T1.0%)

l. poor crop

2. lack of water

3. climatic problems
L, diseases,

5. lack of labor

6., poor lend.

B. Managoment Problems (Total: 16.2%)(Short - 4.7%)(Long - 21%)

l. poor managerment
2. other debts

C. General External Problems: (Total: 21.9%) (Short - 43.9%)
(Long - 80\2':].!))

l. crop not sold

2. sickness in the family

3. low prices

4, acath of the borrower

Any attempt to assign the ebove noted rzasons for delinquency

to classes is quite subjective., An example is the assignment of
Climatic Problems and Disease Problems to the class, Production
Problems. These could very well be management problem effects, that

is, failure to apply pesticides or use of other techniques vhich are

in the realm of management. This subjectivity is increased by the



Table 12

BFAP Fieldmen's Opinions as to Why Borrowers
Did Not Repay Loans

Mumter Percentage of Each Group
Total Short Term Long Term | Total Deliqu- Short Term Long Term
Opinion Group Group Croup ent Group Group Group
Poor Crop 61 19 22 18.3 23 16
Poor Menagement 50 2 29 15.0 3.5 21
Iack of Water 46 10 17 13.8 13 i3
Crop not Sold 38 30 0 11.h 36.6 o
Climatic Problems (dought,
frost, wind, and hail) 55 6 R 38 16.5 7.3 228
Diseases 30 3 15 9.0 3.7 11
a) crop (21) (2) (12) (6.3) (2.4) (8.9)
b) animal (9) (1) (3) (2.8) (1.2) (2.2)
Sickness in the Family a7 2 8 5.1 2.4 6
Low Prices 1k L 3 .2 k.9 2.2
Lack of Iabor 6 3 2 1.8 3.7 1.5
Other Debts b 1 .0 1.2 1.2 )
Death of Borrower 4 1 1 1.2 1.2 T

09



Table 12--Continued

Number

Percentage of Each Group

Total Short Term Long Term Total Deliqu~ Short Term Long Term
Opinion Group Group Group ent Group Group Group
Poor Land 3 0 2 .9 0 1.5
No Response 8 o] 0] 2.h 0 0

19
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fact thgﬁ’the ansvers that the fieldmen gave are subjective. Regerd-
less, these groupings .can assist in pointing out the more relevant

factors of delinguency . vwhen conside;ed vith the other findings.

Factor Sources

The identification of delinquency factors found in the study of
borrowers in Peru has now been completed. The remaining question is
vhat is the source of each of these factors. Each of the factors
which has been found to be significant above will ».v be assigned to
one of the major sources previously listed as: the borrower, the
lending institution, or the general environment. Some factors will
be found to fall into more than one source category, but the reasons
are different and so they will be deelt with separately in each source.

The preceding study was of the borrowers of agricultural credit
and at this point the majority of factors seem to be from the borrov-
er source. The factors vhich are identifiea ywith the borrower source
are:

1. the number of BFAP loans in the past years,

2. totel income,

3. savings account,

L, farm appraisal (comparison of fieldmen's appraisals with
borrovers' eppraisals),

5. borrover's place of residency,

6. occurrence of unexpected expenses in the 1965-1966 production
period,

7. off-farm employment

8. other credit,



5.
10.
11.
12,
13,
4,
15.
16,
17.
18.
19.
20,

The
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use supplemental feeds,

use veterinary products,
adrinister farm directly,
prime source of agricultural information,
type of tenancy,

use of fertilizer and type,
other debts and amounts,
the objective of the loan,
irrigation,

acquisition of title,
sickness in the family, and
death of the borrower.

factors vhich seem to be identified with source tvo--the

lending institution are:

year the loon was granted,
objective of loan,

form appraisal,

duration of loan in time, und

mismanagement of loan by borrover,

While the number of factors identified vith the lending institu-

tion are limited at this point, they are prime indicators which will

be used in the later analysis of factors avising from the lending

institution.
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The factprs yﬂ%gh are identified with source three, the general
environment, are:
1. climatic problems,
2., adequacy of water,
3. unexpected expenses,
I, prime source of agricultural information,
5. type of tenancy,
6. reinfall,
7. distence to road,
8. use of fertilizer and type used,
6. irketing problems (crop not sold),

10. low prices,

11. lack of labor, and

12. geogrephy.

At this point the factors of delinquency which the borrover
study show as significant have been identified and assigned to one of
the general sources. The interaction of these factors plus the factors
the author noted beyond the scope of the bor;ower study will be presented

in the next three chapters.



CHAPTER IV
THE BORROIER: THE FIRST SDURCE OF FACTORS AFFECTING
TELINQUENCY OF AGRICULTURAL CREDIT '

The borrover is the pivotal point for the success or failure of
most agriculturel loans. While the borrover mey be the victim of
many external forces or limitations, his operation within these para-
meters and in the absence of insurmountable odds dictates the degree
of credit success. Siace Lhe "man" factor is a major determinant of
eredit success, it follous that it is also a major determinant of
credit delinquency.

The previoﬁs chapter points out many factors of delinquency
which seem to be associated with the borrower. These factors in-
dicate three general problen areas: the borioverts resource package,
the borrower's menegerial ebility, and the borrover's attitudes tovard
credit. There are several factors vhich overlap into more than one of
these general areas, and the general areas also overlap sorevhat, but
thege three are sufficiently unique and important to varrant separate
consideration.

There is one further group of factors which has its source
with the borrower, but is beyond his control. This will be briefly
presented after the discussion of the above three general problem

areas.

65
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The Borrower's Resource Package

The factors vhich were found in Chapter III to be scmevhat
significant to delinguency and which relate to the borrower's resource
package are:

1, The farm value (considering the farm appraisals by the
borrover and the BFAP fieldman).

2, Totel inccme for the 1964-1965 production period.

3. Type of tenancy.

L, Location of farm in the three geographic areas of Peru.

Twro other factors which vere not found to be significant with
the tests used, but did show some differences betveen delinquent and
nondelinquent borrovers and which further point out resource package
problems are:

l. level of capital assets and powver source.

2. Borrover owmership of a truck. ’

The basic value of the average delinquent borrover's farm tends
to be slightly less than does the farm of the nondelinquent borrower.
This difference is very slight when the borrower(s) appreisals are
considered; hovever, assuming thaet the BFAP fieldmen mede somevhat
more cobjective appraisals this difference becomes more significant.
The nondelinquent borrovers also tend to have a higher capital asset
level and proportionately more owvn trucks than do delinquent borrovers.

More nondelinquent borrowers oun their farms vhile more de=-
linquent borrovers rent. Renting lessens & borrower's ability to

service a loan because of the additional commitment of rent payments.
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It is also noted that more delinquent borrowers are found in the
Sierra vhere the productivity is lower than the Costa, as well as
having fever enterprise alternatives, especially for cash type enter-
prises.

This lower value farm, division of returns due to rent, lover
level of capital assets, and lower productivity are all reflected in
the borrower's income level which also shows the delinquent borrowers,
in general, have lover incomes. Since the difference in income is
found to be much more significant than is the difference in loan
amounts for the two groups, delinquents and nondelinquents, income
seems to be an important fector of delinquency. Income has been
found to be a function of the resource package components, so the
resource package is a factor of delinguency.

This conclusion must be qualified because the overlap of the
delinquent and nondelinquent groups for each of the above component
factors is substantial, Trerefore, the resource package is only the
base of the borrover's operation, althougj & good resource packege

will afford a better chance of success and lessen the likelihood of

delinquency in the use of credit.

The Borrover's Managerial Ability

The borrover's manegerial ability dictates to a high degree vhat
& given borrover will be able to accomplish with a given resource
package. There are several factors which were found to te significant
in Chapter III which secem to be indicators of munagerial ability. They
are:

1., number of BFAP loans in the past three years;
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2. savings accoung,

3. value of the farm (compaqing appraisals of fieldmeh with
borrowers);

L, borrowers place of residency;

5. unexpected expenses in the 1965-66 production period;

6. off-farm employment;

7. other credit and the amount of other debts;

8. use of veterinary products end of supplemental feeds;

9, administer farm directly;

10, primary source of agricultural information;
11. type of tenancy end title acquisition;

12, use of fertilizer and type used;

13. objective of the loan;

14, dirrigation, and

15. the borrover's educational level.

Proportionately more nondelinquent borrovers use fertilizer and
more use chemical or comrercial fertilizers then do delinguent borrow-
ers. More nondelinquents use veterinary products and supplemental
feeds in livestoclk operations than do delinguent borrovers. The one
indicator vhich seems to be alien to the general trend is the use of
pesticides. Here proporticnately more delinquent borrowers use
pesticides than do the nondelinquent borrovers. The reason for this
is not clear from the study since pesticide types, use, and amounts

were not noted., HNor is it clear vhat need of pesticldes there is in
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the different areas of Peru. At this point the question of pesticid-
es can only be noted. but interpretation must avait further study.

Proportionately more nondelinquent borrovers have tractors
and own trucks than do delinquent borrovers. In regard to irrigation,
proportionately more Celinquent borrowers have some access to an
irrigation system, but in spite of this, proportionately more de-
lingquent borrovers lack adequate vater regardless of the irrigation.
This indicates that the systems are marginal or not properly used to
derive the benefits of ifrigation.

The actual management of the farm found relatively more non-
delinquents are living on their farms than are delinquent borrovers.
Vhile both groups are about equel proportlonately as to the question
of direct administration, it points out thet "felt" direct administra-
tion is less effective than actual direct administration.

The question of off-farm employment «follovs the point of on-
farm living and direct administration. The analysis of the study
shovs that proportionately more delinquent farmers have off-farm
employment. This can lead to several interpretetions. One is that
the farm is not sufficiently productive to support the borrover and
his family. This follows the resource packege analysis. Alsd, it
can indicate that the borrower is breoccupied with an off-farm job
and can only give secondary attention to the farm. This closely
follows the cemmon belief about abzentoo ownership arrangements in

Latin America.
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The educational level of +he delinquent borrowers is, on the
average, higher than is the nondelinquent borrowers educational level.
This is the re&erse of the author's expectations since education is
a fairly reliable indicator of menagerial ability. However, when the
off-farm employed group was removed from the delinquent borrowver
sample, the remaining delinquent borrowers wvere found to have a
slightly lover educational level than the nondelinquent group. This
fortifies the belief that the off-farm employed group can only give
secondary attention to their farms.

The delinquent borrowers seem to have less awareness of their
farms and their notential. 1ot only do relatively fewer live on their
farms and relatively more have off-farm interests, but in comparing
the delinquent borrowers' farm eppraisals with the BFAF fieldmen's
appraisals of their farms, the delinquent borrovers tend to over-
estimate their farms value more often and to & larger degree than do
nondelinquent borrovers. They also feel their farms have a greater
unused potential. This is a possibility, uut knowvledge of their
overestiration of farm value would indicatc a high likelihood of over-
estimation of unused potential as well. \

On the matter of mevhod of acquisition of farm, proportionately
more delinquent borrovers inherited their farms or rent them, vhile
more nondelinquent borrowers have bought their farms. The inherit-
ance method of acquisition coupled with off-farm employment and secm-
ingly lover avareness of farm value indicates again, less interest and

less agricultural orientation of delinquert borrowers.
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The number of loans the borrower has had in the past three
years would seem to indicate the borrower's credit knowledge,and ex-
perience. While delinquent borrowérs have had significantly fever
loans, on the average, this consideration is biased by the fact that
the BFAP does not, as a rule, give nev loans to delinquent borrovers.
Regardless of this, when the objectives of delinquent loans are con-
sidered, credit experience and azricultural experience seem to te
lover for delinquent borrowers. An AID assistant pointed out that
meny of the Sierra farmers continue to try various crop enterprises
with only a one~-in-four or five chance of success. This problem
can only be partially laid at the feet of the borrowers since the
BFAP should not grant loans for enterprises which cannot be expected
to pay off. It does add further to the beliefl that the delinquent
borrovers have less realized managerial and technical ability,

There are two prime agricultural information sources in Peru
at this time, the extension service (SIPA) end the BFAP, The study
shows that relatively more nondelinquent borrovers use these two
sources than do delinquent borrovers. This indicates either a lack
of interest on the part of delinquent borrovers for better information,
or less avareness of the value of this information. Either way the
delinquent borrowers again appear to have less managerial ability in
regard to agriculture and the use of agricultural credit.

The three remaining indicators ace, vhether or not the borrovers
has a savings account, if he had any unexpected expenses during the

1965-1966 production period and if he has other debts and the amounts
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of these debts. The question of unexpected expenses need not be a
managerial problem unless the expeqse ves the result of a menagement
mistake or oversight, such as forgetting to irrigate or to' apply
fertilizer. However, the study shows significantly more delinquent
borrovers had unexpected expenses and it seems likely that some of
these are the result of management shortcomings.

The study shovs relatively more nondelinquent borrowers have
savings accounts than do delinquent borrovers. A savings account or
some cash reserve is a method of guarding against unexpected expenses.
The fact that relatively fewer delinquent borrowers have savings
accounts demonstrates that the delinquent borrowers have shown less
foresight in guarding ageinst unexpected expenses; hence less manager -
ial ability.

Relatively more delinquent borrowers have other sources of
credit and have larger external debts. This indicates in some cases
over extension of their resources in the ascumption of these external
debts and thus less menagerial ability.

As with the resource peckege interpretation, the managerial
ability factor distributions for the delinquént and nondelinquent
borrever groups show considerable overlap. Bach of these factors can
be used as indicators, but still no clear cut definition between

delinquent and nondelinquent borrovers can be shown.

The Borrowers! Attitudes

In anclyzing the data for delinquent borrowers it was noted that

in mony cases the borrover had sufficicnt income to repay his loan
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but did not. This indicates that some factor group beyond resource
package and managerial ability is present. This factor group is called

the borrovers' attitudes in this thesis. Because of the extremely

subjective nature of "attitides" only a few empirical facts can be
called on for support and even these are only dim indicators of the
borrowers' attitides tovard egricultural credit. These indicators
are:

1. Dborrover's place of residency;

2. off-farm employment; and

3. method of title acquisition.

A general psychological treit that has been noted by other
researchers in Peru and Latin Agerica could also be at the root of
this problem. This tralt is described by Simmons as comechado, and
he noted it in the mestizo culture of Peru.3?

In considering this group of delinquent borrowers, vho had
sufficient income to repay but did not, nearly all were found to
have off-farm employment and almost all had inherited their farms.
This indicates that they are not dependent upon their farms for
their livelihood and many had acquired them without necessarily
having personal interest in agriculture. Nor did this group, in

general, live on their forms.

355immons, 0. G., "The Criollo Outlook in the Mestizo Culture
of Coastal Peru," Contemporary Cultures and Societics of Latin
America, ed. by D. B. Heath and R. N. adems, llew York, Random liouse,

1605.
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The concept of comechado vhich Simmons described can be literal-

ly translated as, "eating lying down." That is, a comechado is some-
one vho is pafasitic or extractive and enjoys the benefits of some-
thing such as a farm but perfers not to be involved with the work or
responsibilities of it. The group that Simmons describes as comechados
seems very similar to the group of chronic delinquents who have not
repaid their loans even through they could have.

Wﬁile this is a very subjective and delicate subject it
could be a problem affecting agricultural credit. This might beccme
& very serious problem for the BFAP if borrovers, in general, started
to viev the government sponsored BFAP as a giver of gifts rather than
as an extender of credit.

The group of factors vhich arise at the borrower level over
which the borrower has no control is the one group that has not been
noted. These include such things as the death of the borrover, or
& family member, sickness of the borrover:or within the family,
and unexpected expenses vhich the borrover cennot guard against.
These cannot be foreseen or avoided and, therefore, cannot be eliminated
as causes of delinquency so they will not @e pursued further.

Pelinquent borrovers as a group have smaller, less valuable,
and less productive resource packeges, Delinquent borrowers as a
group also seem to be less adept at managing their resources and in
using agricultural gredit. In addition, at leart a part of the

delinquent borrowers have attitudes which are alien to credit usage.
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However, in most part these differences are not so great that a clear
line of demarcation can be made between all delinquent and non-
delinquent borrowers; therefore, other factors must be interacting

to cause the resulting delinguency.



CHAFTER V
THE IENDING INSTITUTION: THE SECOND SOURCE OF

FACTORS AFFECTING LELINRUENCY OF
AGRICULTURAL CREDIT

Credit Institutions in General

Credit institutions are initiated for various reasons. Some
of the more prevalent of these reasonc are profit, economic develop-
ment and social development. Almost any combinations of these ob-
Jectives is feasible within a single credit institution. The point
is that the resource needs--financial » Physical, and personnel--and
the operational procedures are dependent upon the institution's obe
Jectives. Likevise, the types of borrowvers to vhom & credit institu-
tion would lend would depend upon its objectives.

A credit institution vhose only motive is profit would be
expected to only lend to proven borrovers oro to borrowers vho can
furnish proof that they will be able to repay both the principle
and the interest of their loans. In this case very little loan super-
vision is necessary and the costs of loan servicing are low as are
physical and personnel needs.

When econcmic development is the objective, the borrowers are
often of a higher risk category, as are the :nterprises to be financed.
This demands more supervision to assure success and future repayment

and this in turn demands more resources of all types.

76
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Vhen social development is added to economic development, as is
the case in most_ﬂeveloping countries, the borrowers and enterprises
are even more'marsinal. This increases the resource needs even more
and brings about costs which are not economic costs, but social costs.

The development of a credit institution as to resource needs,
staffing, and operational procedures must consider the uvbjectives of
the institution in liszht of the environmental situation, Likevise,
any evaluation of such an institution must also be made in the same

light,

The Banco de Fomento Agropecuario del Peru

The Banco de Fomento Agropecuario del Peru, (BFAP),36 ras
founded in 1931 and s designed to be the egricultural vank for Peru,
hovever, until the 1950's it vas little more then a name. The BFAP
is an autonomous agency of the Peruvian Government. It receives its
funding from the governmental budget, as vell as the normal money
markets with governmentel guarantee of theiopen market transactions.

The BFAP provides most of the usual banking services. Hovever,
its major concern is to assist agricultural development by providing
credit to farmers. It also has social obj;ctives vhich are demon-
strated by its attempts to provide this credit at reasonable retes to
small and medium size farmers who have limited alternative sources

of credit. This is explicitly pointed out by the following schedule

36"BEAP" will be used to desisnite "Banco de Fomento Agro-
becuario del Perw" in all subsequent discussion in this thesis.
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of interest rates vhich are contemporary o the data qus’ed in this

chapter. There have been some slight modifications

but the basic structure has remainec the sane.

Table 13

Interest Schedule of the BFAP

Type of. Borrover

Amount in Soles

Small Farzer
Swall Farmer
Small Farmer
Mediun Farmer
Medium Farpmer

large Farmer

10- 10,000
10,000~ 50,000
50,000-1.00,000

100,000-200,000
200,000-500, 000

500,000 and up

the nast ysar

.

1 5 g
12"1’: L Ye:

- .

13% pir yea

- et .. = i

Source: Rumon Remolina, Eineo Ge Fomento Agr: .~ ard- (=
Paru, Circuler dated 4 de Noviembre ¢: 1963, Lima, reru,

In practice, the amount of th: locaa deterniner the Lype
classification of borrcwer and the resultinﬁ:interQSL 62, In actual-
ity, over 00 percent of the loans nade in 1963 by ch: BFAEF ware under
$/100,000 and classificd as small farmer leans or z2: Jefst talunfed ai

37

the corresponding interest rates.

37

Ramon Remolina, Banco de Fomento Agropecuerio del ¥eru,
Circular, dated, Lima, !t de Noviembre de 1963.
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This fact has additional significance with the realization that

it costs the BFAP, on-the average, about 6 1/2 to T percent of the
loan value to administer aud service a 1oan.38 This leaves the BFAP
& very narrow operating margin between costs and returns on most
lcans even without inflation or delinguency.

The BFAP loans are classified either lonz or short term by
duration of the loan. Long term loans are generally between one and
seven years but do go up to ten years in some cases. Short term
loans are those vhich have a duration of less than one year. These
two general classifications are further broken down by the following
classes.

A. Bhort ternm

1. crop exploitation, (R), or regular farmer,
2. crop exploitation, (5), or small farmer,
3. livestock e:plostation (R), o
4, 1livestock cxploitation (S)
5. storege,
6. rubter exploitation,
7. forestry,
8. unsecured and unspecified, and
9. colonization.
B. Long tcrm
1. crop ciploitation (R),

2. crop cxploitation (S),

3BUS/AID-Pcru, ATD Loon to SIPA, Justificaticn. (unclassified)

B

Lima, Peru, 1S00.
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3, livestock exploitation (R),

L, livestock exploitation (s),

5. movable capital assets (R),

6. movable capital assets (S),

7. fixed capital assets (R),

8. fixed capital assets (S),

9. 1rubber exploitation, and
10. wunsecured, unspecified.

Long term loans are also reclassified from the above list of
10 as to:

1. irrigation,

2. land improvement,

3. equipment,

L, livestock and fences,

5. pereanigl crops

6. processiuyg plants, and

T. mniscellaneous. ‘

The BFAF has shown remarkable grovth in the number and amounts
of loans to farmers over the past ten ye?rs. From March 1956 to
March 1966, the amount of loans outstanding increascd from about
S/65O million to ovewr 3/2,600 million for a 300 percent increase.39
An even more C{ramatic increaze occurred in the amount of loans out-

standing to small faimers. This amount changeé from S/65 million in

393anco de Fomeonto Agropecuario del Peru, Memoria, 33 Erercicio
1963-1964, Lima, Peru, 1965, Auexo 7.


http:increase.39
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1955 to S/420 million in 1964 for about a 545 percent :l.ncreav,se.l’0
Hovever, these increases must be deflated somevhat since they are
measured in current soles.

This growth has occurred as a result of the Peru#ian govern~
ment's increasing concern for economic development and for the wel~
fare of the rural population. The growth of funds has been possible
because of Peru's extremely good record in servicing international
loans and her substantiel hard-currency reserves vhich have enabled
the BFAP to receive loans from the Inter-American Development Bank
and other international organizations. It has also been achieved by
the development of a comprehensive system of 99 BFAP offices through~
out the country.

Beyond being the major foimnl lender in the agricultural sector
of Peru, the BFAP also handles the monetary and collection ends of
the extension service's (SIPA) supervisad credit pregram on the Coste
and the agrarian reform's (ONRA) credit ﬂrograﬁ through a special
BFAP program knowm as "Fondo en Fideicomiko."

The BFAP has been confronted with substantial problems of
delinquency and resulting fund shrinkage.‘ These will be pointed out
further in the following c¢iscussion and tables. The data that will
be presented are the result of extensive studies of the BFAP's con-

solidated loan portfolios and other records.

ko
Ibid., Anexo 8.
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The Condition of BFAP Loan Portfolio
The BFAP separates delinquent loans into two classificaticns,

mora and vencido. Mora is the term used to denote delinquent payments

of long term loans which have not reached their termination date, and
only refers to that portion of the loan that is delinquent. Vencido

is used to denote long and short term loans which have reached or passed
their termination date, and represents the amount outstanding on the
matured ioan. This paper will combine these two classifications into
the term celinquent, except when the discussion deals with one or the

other explicitly, in vhich case tke terms mora or vencido shall be used

as defined above. ‘

As has already been noted, the total loan portfolio of BFAP
has grown rapidly over the past fev yeers., This growth is shown in
Figure 6 which shovs the portfolio size as of September 30 of the
years 1961 through 1665. The September 30 portfolio is normally
the smallest BFAP portfolio reporting of the year since 1t comes
after the harvest period for most crops and prior to the beginning
of the next production period. Therefore, most lcons have matured
and been retired, while new loans have not yet been taken out.

While the amount of the BFAP loan portfolio increascd over these
five years, it should also be noted that the delinquency level also
increased from 1961 thruush 166+ (Figure 7). However, in 1965 there
wvas a dramatic drop in the delinquency level. This drop, to a large

extent, is due to the declaring of several regions of Peru as disagter
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Figure 6:; Amount in Sales of
BFAP's Portfolio.*
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areas and to the granting of a grace period to farmers in tne disaster
areas. This re;;lted in the loans being removed from the delinquency
record, This occurred in late 1964 and as a result, the delinquency
levels were fairly stable in 1965, but in early 1966 the delinquency
rates fell again due to the same reasons given previously. This can
be seen in Figure 8.

The increase in delinquency occurred primarily in the short term
production type loans. BFAP officials blamed muc.s of the increase on
small farmers who were first-time borrowers and unavare of how to use
credit. This is verified to a certain extent in Table 14 which shows
the percentage of delinquency by type of loan and type of farmer for
September 30, 1965.

There is a great deel of difference between the levels of
delinquency for different credit uses, and betveen long end short term
credit. For iInstance, as showm in Toble ;h, short term rubber exploita-
tion lcans vere 34.6 percent delinguent whilc short term crop exploita-
tion loans were 15.5 percent delinguent, and the short term unsecured-
unspecified loans had no delinquency. On the other hand, long term
loans, as a group, had 10.2 percent ¢elinquency vhile short term loans
had 23 percent delinquency.

Some of the difference betveen long and short term loans might
be explained by the fact that very few long term loans were made to
small farmers. Likewise, the unsecured-unspecified loans were only

glven to proven bvorrowers, while the high delinquency of rubber loans
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Table 14 86
Consolidated BFAP Loan Portiollc by Term and Objective of Loam, i
September 30, 1956 :

| Vencido ‘Mora Sum V&M
Classification-of | & g o : § ? " ; g

, €8 slslglaiglg|”

Credit Per - z;gig = 4148|8 a °
Use, Type T‘g"ﬁ‘g & :‘," 18 :‘é S;
alélgi lal la]a|d3
§ S | : kL
; e e __;_jj_._h_ai 5 2 & e 182 ]
‘Grop (RY. __ . _. _ .. }19.8115,558.8.41.2;0 | o |0 [15.5} 6.4
'_Crop, (5) 48792 525475 0 [0 .0 [s2 |
. Livestock (®) __ _ __ 28. 2723 .018.1lg2 L1010 10 183.9019.6
: | Livestock (S) 30.5! 29, 930. 3,69. 7; 0 _j0 i0 129,9:20.9
o |_Storaze 11,6 6.562.5137.5 0 |0 |0 |6.5] 2.4
= | Rubher._ _ J50 34 6 2,5/97.5/0 |0 T_9_~~34.6_ 33.7
“ | Forestry 333721400 200 [0 |0 |0 l14l21.4

3 Unsecured, Unspecified {0 & 0. IE. _L.C,’. ..t? 19 {0 |0_jo
NPT T NN i N e Ao LI IS S Bl I
j-Crop. (R). . .. .___ . ‘7 7 5. 3 12 ”91w9}3 5,67. 7'52 3'° 8| 6.5
. Crop (8) 18,5 6,5'25,974,1; 3.9 49__3‘59 710.4] 7.1
' Livestock (R)__ _ __. 6 8 3.3;20 120 . 1'_‘5.___22 71 ’7 3] 5.6
Livestock (S) ﬁI.O_.G 4.5 16,763.3' 6,2|20.6 79.4110.1] 8,2
: !_Movegbl*q»/\_svset_q. {R) 10 1 6, 5 20, 6:/_‘1_4_4{_5 3150, 2.40 11 8 7.3
© _Moveable Assets (S) !30 "'16 2 10. ‘:]89 2’ 5.7,35. 4 64, 621. ]18_.__1‘
[ pired posers @) | 8.41 7.712.280.8] 6,4130:6 6016 _|10.6
_Fized Assets (8) 5.6] .3 9_ 1100 I_§8i.8l__i.l.8._+.ll_J_- Khd
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Irrigation _ _ -....'17_'.1.;_ 7.832_l65 1 5.6/37.4 62.613. 3! 8.8,
|-land Improvement  16.8:10.4 6. 3,037 4.1 37.1/62.9 914, 3—52,3_!
o ! Equipment 12 6.3 12, 0,3/ 4} 5 159.6i 40.4}11.3 7.5]
: f_Li\ertock and_Fences__, 8.9; 3.81¢. 2 0. 8‘-_4 ; 26_19: ZZ}.j_S ' 6.1]
w1 '_Percnnial Crops 1 9.8, 6 1{+__7 85.3: 3.7,44.3 55 9.7 7.2
|_Processing Plants __10.5' 5.145.554.1'14.9]17, 582,520 (15 |
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night be expleined by the location of the loans, in the Selva area, and
by the changing market picture.

The geographic distribution of the BFAP loans as well as the
incidence of delinquency is partially shown by the portfolio data. The
actual distribution in 1964 of the BFAP's loans was 80.7 percent on
the Costa, 10.2 percent in the Sierra, and 9.1 percent in the Selva.hl
Beyond this geographic breakdown the division of funds and loans among
the branches are not equal. This can be seen in Table 15. Column
two lists the respective percentages of the long term and short temm
portfolios of the BFAP by amount found in the respective branches.

The rest of the table deals with the levels of delinquency that occur
in each of the individual branch's portfolio by the lonz and the short
term breakdown.

While the distribution of lcans is extremely distinct by regioms,
in most cases the branches vhich administer these loans are not found
in & single region but often cross all th&ce regions. Of the eleven
branches and Iberie listed in Table 15 only Piura and Ica can be con-
sldered as basically Costa, Puno and Cuzco as basically Sierra, and
Igquitos and Ifteciia as basically Selva in jlrisdiction. The other six
have at least two of the regions vithin_their Jjurisdiction, and often
all three of the reglons.

In Figure 9 it can be seen that the levels of delinquency are
seemingly functions of the geographic regions. However, while these

selected branches are fairly homogeneous as to region, it must be

hlIbid., Anexo 14,
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Figuwe ©: BFAP Delinqueace Levels by Region
using selegted Branches
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remembered that all of the others, except Huancayo, are basicelly
Costa irog the point of view of the;r activities. '

The BFAP's total level of delinquency follows the “"Costa" level
much more closely than it does the other two regions. This is to be
expected because of the high percentage of BFAP loans in this region.
It is also evident that the Costa generally shows a much lower de-
liguency level, relatively, than does either the Sierra or Selva. The
third point that this figure brings out is the greater variance of
delinquency in short term loans than in long term loans. This would
be expected since the long term loans should not be as dependent on
short run factors that influence credit usage.

This macro-picture of the incidence and megnitude of delinguency
serves to point out the seriousness of the problem to lenders in Peru.
As was noted earlier, the BFAP operates on a fairly narrow cost-return
margin and with delinquency levels as noted here it would not take
long to completely deplete a given fund. For this reason the govern-
ment has been forced to replace part of the ﬁEAP's fund each year,
which in effect cuts the impact that could be‘achieved with the in-
Jection of funds if they were supplemental funds instead of being
partially replacement funds.,

The question becomes one of establishing the identity of the
negative factors involved in this vwastage of resources. Beyond this
identification, to move then toward the elimination or counteraction

of these negative factors. Consideration of possible alternatives
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for elimination of the negative factors will be presented in the
conclusions and recommendationa.
Factors Affecting Delinquency of Agricultural
Credit Arising from the BFAP

The factors which were found to be significant to the problem
of delinquency in the analysis of the borrower study, vhich are either
of a lending institution origin or are possibly aggravated by the
institution are:

1. year the loan was granted,

2. objective of the loan,

3. farm appraisal,

L. duration of loan, and

5. mnismanagement of the loan by the borrover.

These five factors indicate two generel areas of weakness in
the BFAP's operation and one sign of strength. The first weakness
seems to be a lack of sufficiently trainedifield persommel. The
factors of loan objective, duration of the loan and mismanagement are
personnel aggravated by the lack of experienced and trained. The
granting of lecans for enterprises which have chironic delinguency
records in certain areas is not en advisable policy. Also the setting
of loan maturities prior to, or so soon after harvest that marketing
is impossible contributes to delinquency. These reasons for delinquency
can only be blamed on the inexperience or lack of fieldmen.

Responsibility for loan mismwanagement by the borrower must be

laid at the feet of the borrower. However, it is possible that if
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the BFAP fieldmen had more time to assist the borrdwer in the initial
stages of each loan, many such mismgnagement problems could be
alleviated.

Anslysis of the factor of farm appraisal aﬁd estimation of
farm potential demonstrated that the BFAP fie}dmeq_ggemed‘mére avare
of true values and potentials than did\deiinqgent borrowers. However,
the fielcmen and the BFAP may be victims of the political system at
this point. They are being asked to extend loans whose repayment
schedule far exceeds the repayment capacity of the borrovers. Whether
this situation 35 purely political or also partially ceused by in-
sufficiently trained personnel is not clear. But it is evident that
loans which exceed the repayment cepacity of a borrower cannot be
expected to be repaid.

The BFAP's improved delinguency fécogd and the fact that many
of the delinquent loans are several years old shows the BFAP is _
meking progress. This can be partially attributed to improved opera-
tional procedures, but this too has political overtones vhich were
brought out earlier in the chapter.

The BFAP has demonstrated & very lenient attitude tovard de-
linquency. In over 75 percent of the cases ol delinquené&{ the'BFAf
nerely extended the loan or added the conditi;n to pay when possible.
In iesg than 10 percent of the cases was ady~inte:yention by the'BEAf
noted, and the BFAP.brought'legal action iﬁionl&;s pergént of the -
delinquency cases. This attitude cannot be expec%;d;tospromote promptl

répdymcnt. The issue is again clouded with politicél and sdeialy
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overtones, but such an attitude could have serious repercussions for
the BFAP in the future.,

The major shortecomings of the BFAP seem to be a lack of per=
sonnel, especially trained field personnel, and a conflict of interests
between econoriic and social objectives brought on by the BFAP'c political
position. The officials of the BFAP are avare of these problems and
have made some attempt to remedy them. The attempts are on the whole
directed at the first problem, the lack of field personnel, with the
hope that additional field persoanel could minimize the problems which
arise due to the conflict of social and economic objectives. Two
programs have been initiated; the first of these is called Pan-Sip
and the second is the Supervised Credit Pro..-an of Plan Costa.

Ban-Sip vas developed by the BFAP to attain additional tech-
nical and supervisory help for marginal berrovers. This plan is the
result of an arreagement between the BFAP .cad the extension service of
Peru (SIPA) vhere the DFAP hendled ell creditv scrvices but advised
SIPA that the borrower needed more help then the BFAP covld afiord
him. Then STPA provicded the additional tegh;ical and supcrvisory help.
This plan seems to hold scme promise for coplementing the field
personnel of tue BFAP, as well as assisting the marginal borrower.

The extension service develop.ent plon, which includes a super-
vised credit program as a part of Flan Costa, has a somevhat similar
structure to Bun-Sip in that Jt is an agrecument between the BFAP and
SIPA. However, this plon divides the lcan servicing responsibility

between the BFAP and SIPA. Here SIPA grants the loan and provides
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the technical and supervisory assistance while the BFAP disbuxses and
collects the loan.

The division of the loan responsibility has proven to be a
factor of delinguency. While the BFAP does set on & board which
reviewvs all loans to be granted, the political and social factors
usually dictate acceptance of all loans presented. The money involved

is & special fund previously noted as Fondo de Fideicomiso for wvhich

the BFAP feels no direct responsibility. As a result, the BFAP does
not pursue collection of these loans and blames eny delinquency upon
SIPA, who, they say, granted bad loans. SIPA, in turn, says collection
is not their responsibility and delinquency is because the BFAP does
not work to collect the loans.

The 1ssues are neither as simple nor as clear as presented in
this brief sketch, but the division of loan responsibility does ceem

to be a factor that can cause unnecessary delinquency.



CHAPTER VI
THE GENERAL E.INIROIT'"..ZIIT: TIE THIRYD 30URCE OF FACTORS
AFFECTING -LELILQUEICY OF AGRICULTURAL CREDIT

Within this chapter the problems and factors affecting delinquency
of agricultrual credit which arise from the gemeral environment will be
presented. The general environment has been broken into five segments:
geophysical and climatic; agricultural; economic; political and legal;
social and cultural, Some of these problems and ractors have been iden-
tified in the borrower study, but many which will be presented are the
results of observations of the Agricultural Finance Center team during

the course of their work in Peru,

Ihe ,G_O.oms,i,c«al_aﬁ_cl.%imtis_émwﬁ
Two major probiems are evident in this area, the topography of
Peru and the climate of the various regions’ Faclors noted which are
the result of these problems are frost, flcoding, drought, and
isolation of many areas of Peru from the mainstream of economie activity,
Cropping patterns and enterprise selection are dictated by the
climates of the various regions., The irrigation.dependent Costa hag
two major problems, inadequate water and salinization of the soil. The
Sierra is plagued with droughts, frosts, and floods, while the Selva has
probloms with flooding, diseases and re-invasion of natural flora. These
problems limit the scope of feasible enterprises in the respective areas

and in turn 1imit the economic uses vhich can be made of agricultural

credit.
95
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‘Uhile the climgtic problem 1limit the scope of the feasible
enterprises, the topography limits transportation, marketing and com-
munications. Due to the topography of Peru it is often impossible to -
transport either agricultural inputs or products, or when it is possible
the cost of transportation is prohibitive.

The geophysical and climatic segment of the general environ.
ment affects all borrowers in Peru, but it establishes parameters as
to the uses to which credit can be put and to the determination of vhich
borrowers in what areas can use credit. When attempts are made to extend
credit usage beyond these geophysical and climatic parameters delinquency
will result.

The geophysical and climatic characteristics of Peru do not in
themselves cause delinquency. They are however, limiting factors which
affect credit usage and to which attontion must be given by lenders

and borrotrers.

The_Agricultural Serment

i

Much of the agriculture in Peru is of a traditional type in which
near primitive techniques are used. Many farmers use low yielding strains
of crops and animals which are often degenerate and disease riéden.

Many of the farmers who operate subsistence farms cannot produce sufficient
' for both family consumption and for cash marketing to service their loans.

For most farmers in Peru there is a need for improved strains of

disease resistant and high yielding erops and livestock. They also need

" ‘more land to achieve a minimum scalo of operation. However, additional

“arable land is scarce and very expensive to develop in Peru.
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One logical answer would seem to be the transfer of labor out of
agriculture so that the remaining farmers can have more land to use, and
can economically adopt and use improved techniques and strains. This
cannot be easily achieved because much of the underemployed labor in
agriculture is also formally uneducated and has no employemen:opportunities
outside aériculture, because of thelr lack of skills and because of the
limited opportunities afforded by the other sectors of the economy.

The result is a paradox in which the subsistence formers at present
cannot gainfully use credit due to limitations of land, capital, tech-
niques, and enterprises but who cannot be transferred out of agriculture
because of the lack of opportunities. The solution of the agricultural
production problem uill only create a new social problem.

Since nearly 80 psrcent of the farmers in Peru are subsistence
or near subsistence farmers, who cannot be reasonably expected to gainfully
use credit, there is a serious limitation on the use of agricultural
oredit.as a development tool. Efforts to change the land tenancy structure,
educational levels, techniques, and strains must be rade before eredit
as credit can be used. Any assistance to these farmers prior to their
attainment of credit worthiness should not be called credit and should not
be extonded by a eredit institution.

The FEconomic_Seamont

The economic segment (i.e., all of the economic activities beyond

agricultural production) has many factors which directly or indirectly
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‘affect agriculture, and as a result agricultural credit, Onesof the
major shortcomings is the lack of e;onomic opportunities for farmers at
this time. But this does not directly affect agricultural credit. The
major factors affecting agricultural credit and the delinquency of
agricultural credit are the infrastructural components of the economic
segment.; notably transportation, marketing, and communications,

Transportation seems to be one of the outstanding needs for better
use of egricultural credit. iany farmers at present have no access to
cash markets, and many who do cannot economically ship their products to
the markets.

While transportation is a part of marketing thore is also a basic
shortage of storace, processing, and central markets to facilitate the
movement of agricultural products. liarket communications, as well as
technical information, is lacking in much of Peru. tlovement of products,
as well as irmprovement of operations, suffers as a result.

The economy is not providing sufficient capital imputs for agri.
culture at economically feasible prices, The price level of capital
inputs has been risin- repidly while the pricé level of agricultural
products has “Yeen maintained at a fairly constant level due to price
legislation.

The agricultural soctor is dependent upon the rest of the economic
structure and any shortcominzs or prohlems in the oconomic structure will
be roflected in tho performance of agriculture and also in the use of

agricultural oredit.
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The Political and Leral Serment

The political situation in Peru is complex. The present govern.
ment is democratic and committed to total economic and social developmenr.
The constitution guarantees a free and competitive economy. However,
priorities and political ovinions seem to indicate a governmental bias
toward the industrial sector of the economy. This governmental policy
cannot be categorically denounced since it is a genuine effort of the
government to enhance development. However, there are resulting factors
which arise that affect agriculture and agricultural credit. These factors
are noted in legislation which is presently in effect, as well as various
other governmental programs and policies.

The Constitution of Peru recocnizes free trade, commerce, and
industry to be desirable. However, it provides for emergency situations
in that laws and/or presidential decrces can limit and regulate such free
commerce and enterprise. At present there are three areas in which laws
affect agriculture: the areas of speculation, food prices, and use of
land.

The laws regulating speculation are the result of “orld Var II
legislation, laus numbered 10906 and 10551, which along with constitutional
provisions, prohibit unjustificd stoppage of any products or services of
primary necessity, The major problem 'ith these Jaws is not the intent,
but rather the hazy wording and unclear interpretation.

Normal speoulation and storage which serve vital functions is

marketing of agricultural products can be interpreted as illegal under
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the existinz legislation. The result has been a nearly complete lack of
c;entral market and storage development for agricultural products in Peru.

Food prices can be governed under constitutional provisions and o
1964 law which permits the president to lower food prices for 180 days
by decree. The provision of low cost food to the people is socially
laudable, but there is no provision for reimbursing farmers for the lower
prices they are forced to take during such periods. Nor are there any
provisions for lowering prices of agricultural inputs. As a result, farmers
have been legislated into a acute price squeeze.

The legislation governing land use is found in articles 5 and 6 of
law number 10551 which dictates that certain percentages of all cultivated
lands must be dedicated to the production of food crops which the Ministry
of Agriculture will specify, Fallure to comply with this law can result
in fines, imprisonment or expropriation of t‘1'1e land and products :l.nvolved".&1

There are several other national laws and some local laws vhich
affect azriculture, but these three areas are the most notaole and have
the greatest effect on agriculture at this time.

The speculation problem is more a problem of clarity, and need.
Its offect is primarily one of hindrance to the marketing system in its
present form., However, the price control measure and regulation of land

use can directly affect agricultural credit. liany delinquent borrowers

noted that low prices were the reason for their delinquency, vhile others

Mi‘iuch of this inforriation was taken from an article by Fred L.
Mamn and Raul Munoz Cobrera; Price Policles, published by the Iowa Univer-
gities iidsvion in Lima, Poru, July 19¢t.
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sald they could not afford inputs such as fertilizer. So this, law at

this time is seen to be a factor affécting delinquency in Peru.,

The two basic interests of the Peruvian government, social and
economic development, are reflected in many of the government sponsored
programs and agencies. However, these two goals are not always perfect
complements. In actuality conflicts between these goals may be factors
of delinquency in the use of agricultural credit., Such conflicts are
found in the Banco de Fomento Agropecuario del Peru, in the extension
service Plan Costa, and in the agrarian reform program.

The BFAP is obligated to extend eredit to small and medium sized
farmers at lower interest rates than large farmers pay. The problem here
is that many of the smaller farmers are not credit tworthy resardless of
the interst rate that they vay., However, social and political factors
call for such loans. ‘fnothor problem here is that the larger farmers are
being asted to subsidize a social arm of an cconomic institution through
higher inter:it rates. This cuts dowm the capitalization and development
potential of these larger farmers, as well as placing greater financial
burdens upon these borrowers which in turn increases the risk of
delinquency.

The extension service!s Plan Costa is a regional economic and social
development plan and is realizing a great deal of progress in both of
these goals. However, tho overall plan includes a credit program which
is reforrod to as a supervised credit program. This program has been

previously discussed in Chapter V in its conncctions with the FAP., Ceysnd
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the problem of division of responsiﬁility outlined in Chapter v, it)ﬁust
also be noted that this program in its attempt to give capital bases to
Costg farmers is extending loansvhose repayment schedules are higher thaa
the cash flows of the farms. In cases such as these, repayment is im-
possible and delinquency must result.

The agrarian reform program is achieving a great deal of success
in transferring titles and improving tenancy situations, but due to factors
such as lack of funds, lack of arable land and population pressures, many
of the new farms resulting from the program are small and ofien uneconomic
units.

ifany of the problems noted here are unexpected reprecussing of well
intended policies or proframs. ilevertheless, these problems adversely
affect the use of agricultural credit and must be carefully considered
if improvement of credit use and lover delinquency levels are to be

achieved.

The Social and Cultural Scument

Consideration of the Peruvian society and culture, the last segment
of the general environment, is the most su?jective arca of consideration
in this thesis. This area varrants consideration for two reasons. The
first is that while little empirical evidence is available regarding the
exact dogree of social and cultural involvement ir. the performance of
any institution, it is accepted that there is involvement. The second

reason is that this involvement has ofton been blamed for the failure of



103
develorment attempts with such unfortunate statements as, "Those people
are immoral, lazy, or crooked."

In cases in which this latter situation is found to prevail, no
long term success of any project or institution can be expected. There is
also a gross lacl of undersanding on the part of the developers. Such
lack of understanding can be as fatal to an institution as any other factor
noted in this thesis,

The Peruvian culture and socioty has a rich and proud heritage.

It is tho scat of the oldest university in the Americas and has a strong
educational heritage. However, Peru has traditionally been a bimodal
society with a small upper class and a large lower class. The upper class
was the only group with access to education, and the values of this class
dictated a philosophic orientation to all educational pursuits.

The rise of an emerging middle class in the recent past has also
ushered in a rise of technically oriented education. However, there is
still a lack of technically trained people in Peru to handle the tech-
nological needs of the rapidly develoving economy.

Attempts to provide goneral education to the masses of Peru are
hindered by three lacks: the lack of interest by many of the people in
the lower class; the lack of facilities and teachers; and the lack of
opportunities in Peru at this time for these lower class people.

Attitudes such as are embodied in Simmon's concept of comechados

are unfruitful but are the result of the instability of much of Peru's
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history. Such attitudes can be expected to char,e with the impro&ement
of opporfuniti;s and stability which are being achieved at present in Peru.

1 Changes in social and cultural attitudes, values, and mores are
achieved only slowly and then onl& when the changes are compatable,
communicable and of realizable valuc, Efforts should be made to improve
tho cultural and social environment to be more receptive to the forces
of development, buithe projocts and institutions involved in this ST
development process must be compatible with the social and cultural values
at the time of implementation and flexible enough to change with changes in
these values.

Many of the problems presented in this chapter are unchangeable,

at loast in the short run. Others can be modified, but in either case

these factors must he considered before any credit institution can be

expected to approach its optimal level of operation.



CHAFTER VII

SUMMARY, COHICLUSIONS, AilD RECOMMENDATIONS

Summary and Conclusions
The text of this thesis and the study and analyses which have led

to this final form have all taken their direction from the general hypoth-
esis and sub-hypotheses presented in the introduction:
That by interviewing a sample of delinquent and non-delinquent credit users
of the Banco da Fomento Agropecuario del Peru and by comparing significant
differences in economic, geophysical, and cultural variables associated
with the two groups (delinguent and non-delinquent credit users) causal
factors associated with credit delinquency in Peru can be identified.
Sub-hypothesis At Further, variables associated with the borrower
relating to his micro situation such as resources, production techniques
and personal attitudes affect the delinqu*ncy levels of agricultural credit.
Sub-hypothesis B: Further, variables associated with the lending
institution such as institutional objectives, operational procedures, and
institutional resources affect the delinqu%ncy levels of agricultural
credit, |
Sub-hypothesis C: Further, vari-bles associated with the general
environment within which the borrowver and lender operate such as climate,

infra-structure and social attitudes affect the delinquency levels of

agricultural credit.
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 Because~of the breadth‘of the delinqﬁenby probleﬁ a brg@d operational

hypothesis is'a necessity. Qub-hypdthesis C goes beyond Eh? psual‘limits

of credit and delinquency aﬂ&iysis because factors beyond @hg borrower

Yan& the lender do affect credit.

Forty-eight variables have been tested %gd twenty~six haygﬁbeen
found to be significantly associated withvdelindﬁ;ncy of agricultdéﬁl
credit in Peru. Some of theﬁe twenty-six variabiés can be Justly g?s%gﬁea
to each of the sub-hypothese;. Therefore, the general. hypothesis andféhe
sub-hypotheses ure accepted. Beyond this verification the twenty-six
significant variables afford insight into qs;inquenpyb,and serve as
indicators of more general factors. |

All of the specific.}actors tested, regardless of level of
significance, demonstrated a high dggree of o&erlap between delinquent and
non-delinquent borrowers. -The comparison of long-term Aelinquents and
non-delinquents shows greater disparity in ;any cases, but substanﬁiél
overlap remains even in this comparison. pravg;. vhen the specific
factors of similar orientation are grouped into co@posité factors the
total picture becories more clear.

Throe basic composite factors affgeging delinquency have beén
advanced at the borrower lsvel. They Aéq: the borrower's managerial
ability, the borrower's resource package,‘énd the borrower's attitudes. -
The interaction of these three composite;faéto?s dgtermines the success

of credit at the borfower level. The str%ngth of each of.these eompo%ite

factors is dependont upon their factors.
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Three composite.factors are also noted within the lending insti-

tution: the resources pf the instituﬁion, the objectives of the instie
tution, and the operating procedures and performance of the institution.

When the general environment is considered a much wider spectrum
of factors become possible. However, the major composite factors seem to
be the agricultural situation, the general economic situation, the
infrastru;ture, the political attitudes and legal structure, the general
physical environment, and the social attitudes and cultural structure,

The success of credit and the level of delinquency are the result
of interaction between and among all of these composite factors, as well as
with many of the specific factors. A1l sectors must have some necessary
level of compatibility and competency before the system can be expected
to operate. The degree of operational efficiency is determined by the
actual level of the necessary conditions in gach sector. One weak sector
component could possibly offset scveral strong components or even a
basically strong system. Tigure 10 is a graphic attempt to represent
the interaction concept of the credit system with the larger social,
economic, and geophysical structure.

Each of the eleven composite factors which form the base of credit
in Figure 10 has been presented, but many only indirectly through the
presentation of the component factors, and often in widely separated areas
of the thesis. In order to tie these parts togother each of the com-

posite factors will be reconsidered here.
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Figure 17: The Interaction System for Credit
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The average Peruvian farmer, and potential agricultural borrower,
has a very limited resource package. The land-population pressures are
becoming eritical. Host of these farmers are operating at a near sub-
slstence level and have very little chance of capitalization for improve-
ment of the quality or quantity of their resource package. Because of the
limitations of the resource package most advanced techniques are
uneconomical at this time.,

While this is the case for the average farmer in Peru it has been
noted in the study that delinquent agricultural borrowers have on the
average smaller and/or poorer resource packages than do non-delinquent
farmers. As the resource package is the borrower's base, the quality
and quantity of the components which rake up the resource package are
definitely determinants of the borrower's ability to use agricultural
credit successfully and are thorefore factors of delinquency.

The borrower's potential managorial ability in Peru is subject
to the availability of technology, of information, and of education.
However, his realized managerial ability is dependent upon the use he
makes of available technology in the operation of his resource unit.
This realized managerial ability is the determinant of the degree of
success or failure that the borrower will encounter in his oneration and
in his use of credit.

The modal lovel of education of agricultural borrowers in Peru is
four years of elementary school. The quality of this education has been
seriously questioned because of the lack of facilities and the lack of

trained teachers. While many delinquent agricultural borrowers were
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found to be highly educated, the delinquency was not the result of the
leducational level, A definite correlation was found between education and
income, and for the no;-delinquents there is a positive correlation between
education and technologies used.

Formal education is eniy one component which contributes to the
borrower!s managerial ability; practical experience and knowledge can be
equally important. This secms particularly important in Peru, and the
analysis of the technologies used demonstrated a disparity between delinquent
and non-delinquent borrowers in almost every case in regard to use of
technology: that is, the non-delinguents use more and better technologies,

Consideration of the composite factor of the borrower!'s attitudes
raises three major points. The marginal, subsistence farmer in Peru is
understandably reluctant to change or try new techniques or varieties, His
operation and his life are in precarious balance and as a result he exhibits
great fear of the unknowm. Such an attitud; is understandable and no change
can be expected until assurance can be given to the farmer that change will
not precipitate disaster,

The second point deals with the philosophic orjentation of many
Peruvians which directs their interest away from agriculture or any other
technical orientation. This is probably true for many of the better
educated farmers who are delinquent c¢en though their resource package,
and potential menagerial abilities are substantial.

The third point parallels what Simmon's called comechado, the
attitude of some Peruvians that anything from the government or a
governmental agency is a gift and therefore. they need not repay such grants

" or loans.
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All of these attitudes demand modification or elimination before

credit can be used in.a normal sense of credit with any hope of success,
and without delinquenc&.

In looking at the lending institution, more specifically the
Banco de Fomento Agropecuario del Peru, it was determined that the BFAP
has ample resources as to capital or capital access, sufficiently com-
prehensive coverage of the country in regard to offices and seemingly
sufficient complementary facilities such as trucks and office equipment.
However, the RFAP does have an acute shortage of trained personnel,
especlally at the field or loan supervisor and evaluation level. This
shortage determines many of the operational procedures, but more importantly
it limits the time vhich a fieldman can devote to evaluating and servicing
any loan. Thus, some unsound loans are made and some others break down
because of the inability of fieldmen to follow up the initial granting of
the loan with the necessary supervision andaservice.

The Banco de Fomento Agropeucario del Peru's operational procedures
reflect both the limits of personnel and the objectives of the BFAP, The
lack of personnel can be partially blamed when the terms of a loan do not
match the borrower's neods whether in amount or time. This can be due
to lack of time to properly evaluate the loan application, or merely
inexperience or lack of knowledge on the parts of both the fieldman and the
loan applicant. Also the social objectives of the EFAP are such that
some loans might be extended which are not economically sound. In the
study of delinquent borrowers it was also noted that several loans receivad
no servicing of any kind between the day they were granted and the day

that they came due.
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Whilo these.procedures, or the lack thereof, can be rationalized
as being the result of personnel shortages and objective conflicts, the
fact that they exist indicates that the BFAP is trying to do too much,
to rapidly, and with téo little. This returns the responsibility of at
least some of the delinquent loans to the BFAP,

The question of how the objectives of the Banco de Fomento
Agropecuario del Peru affect delinquency is not whether any of the BFAP!s
objectives are bad, but rather how they at times conflict and cause
problems. The EFAP has two primary objectives: an economic objective of
providing agricultural credit, and a social objective of assisting the
development of small and medium sized farmars. The conflict arises here
when loans are given to farmers who cannot economically qualify but
receive the loan because of social reasons. This conflict is further
complicated since these loans are extended under economic terms and cone
ditions, even though the borrower cannot hope to comply with such terms.

The BFAP has been very lenient with dglinquent borrowers so neither
stigma nor concern over legal action are evident, resulting in borrowers
being rather unconcerned over delinguency.

The idea of faulting the ZFAP for trying to do too much i; not the
intent nor the desire of this thesis. However, when such efforts result
in delinquencies or complicate the use of credit a oritical and realistic
evaluation must be made and acted upon.

Tho othor attitude of the PFAP which may have precipitated
delinquency is that which seems to be held for the Plan Costa supervised
credit program. While most of the blame here should be placed upon the

creators and initiators of the progran, the TFAP has not extended the
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attention it might have to assure collection of these loans. Instead,
the BFAP unofficially blames the extension service for making bad loans.
This program is not the best possible solution but until another is a
advanced the best use possible should be made of the program,

The general agricultural situation has been reflected in the
consideration of the borrower!s resource package and managerial ability.
Beyond these reflections the land ovmership and tenancy of land are prob-
lenm are;s in agriculture that affect credit. Absentee owmership of land
has been noted as a factor contributing to delinquency. ESecause of
absentee holaings, communal holdings, and the absolute scarcity of arable
land in Peru, there is little opportunity for farmers to buy land, or to
increase their land holdings. Torrowers vho buy their land are usually
better credit risks for several reasons, but primarily because they
receive the total return of the operation, and because they usually
demonstrate greater interest in their farmss

Many of the present crop varieties and livestock breeds are low
producing and very susceptible to diseases. Thisnot cnly lowers the
return per unit of production, but also increases the risk of delinquency
through enterprise failure.

The agricultural sector of Peru is bi-modal. There is a subsector
involved in comme;cial and often export agriculture. This sector makes
up only a small portion of the population involved in agriculture, but
the value of commercial agriculture is substantial as is the influence of
these commercial farmers in lFeru. The other subsector makes up the

majority of farmers in Peru,and is made up of subsistenge or near
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. 'subsistence or near subsistence farmers who have little voice either at
the ﬁarket place or ié'the formation of national agficultural policies.

This disparity creates.a problem in itself, since singular plans of
action canno£ be expected to serve the very different needs of the tvwo
gfgups.

The general economic situation and infrastructure affect agri-
culture both directly and indirectly. The basic infrastructural de-
ficiencies such as transportation, marketing facilities, and basic
communications affect agriculture directly and immediately.. However,
although the non-agricultureal sector is expanding and rather dynamic,
it is not able to offer sufficient cash markets for many Peruvian agricul-
tural products. An even greater consequence is that it does noé offer
alternative opportunities for the underemployed agricultuxal 1abore?s //'
of Peru.

The lack of transportation greatly };mits the economic activity
of Peruvian agriculture. Isolation probably keeps nearly 50 percent of
the Peruvian farmers away from effective cash markets. Without eash
markets farmers cannot be users of money credit. The Eggk of central

markets, storage, and transportation all combine to further limit the

. e meened e = —

revenue: opportunities of the farmers. Lack of communications slows

——
Rl Y

movement of products, as well as slowing change and progress.
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The political attitudes of a country can be only subjective pro-

Jections of observations and legislative clues. The result of such pro-
Jections by the author is that while the Peruvian governmept is sincerely
committed to total economic and social development, at this time they

are more interested in industrial development than with agriculture,

In some cases social development is being advanced without accompanying
economic development, The result can only be failure in cases where
desires ‘and abilities are vhetted, only to be destroyed by lack of op-
portunities,

Price ceilings on agricultural products without subsidies %o
cov;;-£ﬁehnegat1ve gap between product prices and input costs is an example
of non-agricultural favoritism, whether implieitlysor explicitly enacted
fgg‘such an affect. The speculation lavs, while well meant, are causing
penalitles upon both producers and consumers in Peru. Legislation con-
trolling land use which require a set proportion of the land to be used
for food crops, negates many economic as well as physical laws.,

The geophysical and climatic situation puts fairly explicit
parameters upon the enterprises wkich can eco?omically be pursued in the
various areas of Peru. Attempts to operate oﬁtsida these parameters will
result in sub.optimal levels or in absolute failure. However, due to the
present lack of transportation, of marketing facilities and of the op-
portunity to trade, many subsistence farmers are forced to do this very
thing.

While blame for dolinquency due to disregard of climatic conditions

could be laid,a@ the feot of either the borrower or the lender, part could
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be extended to the infrastfuctural system which has failed to give the
borrower the opportunity to operate in any other manner.

The sosial structure and the cultural attitudes of Peru are re-
flected in the borrower and in the lending institution. Beyon& this there
are structural problems which are noted in the disparity of education,
political power, and economic activity. These structural problems are
the result of the historical evolution of the Peruvian social structure
which has resﬁlted in an apathy by the upper classes for the lower
classes, They have also kept many individuals of the lower classes
from gaining the advantages of education and of political and economic
awvareness. This not only acts as a drag upon Peru's total development,
but also affects the use of agricultural credit.

The present populstion pressures of certain areas in Peru which
are affecting agriculture in these areas could be alleviated if the
economy could offer alternatives and if theinasses could receive edu-
cation and political and economic experien;e.

The basic conclusion of thla thesis is that any institution and

any problem of an instltution are never completely isolated, nor unique

entities. Rather they are a part of the total country, reflections

of that country's problems. Any extreme weaknesses in the total structure
are 301ng to dampen éﬂe offect of an institution and accent any problems
it has, Therefore, whon a new institution is being planned, or an old
one evaluated, or modified, due consideration must be given to the total

interaction system in order to achieve the best possible results,
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Recommendations

bany recommendations can be made which could be expected to improve
the delinquency level of agricultural credit in Peru if they cowld be
carried out, The problem is to make realistic recommendations which are
pertinent and feasible. The areas in which changes can be expected to
make the greatest immediate effect are the M"artificialY areas such as tho
lending institution and the legal structure. These two areas might be
modified with a stroke of the pen.

/" The first group of recommendations will be directed toward the BFAP.
1. They should modify certain operational procedures:

a, Improve evaluation and feasibility considerations of
loan applications,

b, Improve and increase suporvision of loans,

e, Take firm action in cases of chronic or unwarranted
delinquency.

2. Eliminate and avoid any credit programs where the responsibility
of granting and collecting loans is divided.

3. Increase the number of trained personnel at the field level,

L, Separate the social and economic objectives of the BFAP in
the operation of credit.

*

5. Encourage the use of bottor varieties of crops and breeds of
' livestock by their borrovers. .

The improvement of evaluation and feasibility considerations of
loan applications prior to granting would minimize delinquency due to
insufficient loan funds for tho enterprise, overextension of the
borrower, too short a duration for completion of the enterprise, and
unfeasible uses of loan funds due to resource package, climatic problems
or other external parameters.
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The recommendation of increased supervision should not be thought
of as initiating a so-called "supervigsed eredit program" as‘sﬂﬂh programs

are often conceived in development plans. Many Peruvian farmers lack

sufficient technical experience and awareness, and need rather intensive
assistance in their early attempts to productively use credit. All loams
and borrowers need some degree of supervision, but each loan and each
borrower must be viewed as a unique case with unique needs of supervision.
If the BFAP can view borrowers in this vay and offer the supervision on

- m——— . et e - 4 - e~

an individual need basis, a built in flexibility will be achieved that

can by hatuzal processes move borrowers from high levels of supervision
to lower levels,

Both of these recommendations demand more efficient use of field
personnel and will probably demand additional trained field personnel. i
The use of plans such as the 3AN-SIP program at this time can complement
the field personnel of the 3IFAP. However, i€ would be better if the BFAP
could achieve sufficient staffing to carry ;ut the whole program. The

BFAP could start an intra-institutional training program independently

or with the assistance of some sexternal agency. Efforts should also be

made to keep the fieldmen up-to-datq.yity.fefresher-shopt courses.
R The recommendations to ?ontinue use of the BAN-SIP plan but to
eliminate the Plen Cosla credit brogram ere because of the BFAP and
extension service arrangements in eech of those plans. The BAIi-SIP
plan does notl divide the responsibility of loans but offers come
plcmentary supervisory and technical aid. The present Plan Coqta

plon divides the lcon responsibility. The division of responsibility

i
i
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greatly inoreases the likelihood of responsibility shifting in the case
of delinquency. "This same possibility exists for the BAN-SIP plan but

in a lesser degree, It is for these reasons that the recommendation of

total BFAP staffing be strived for, but in the interim BAN.-SIP is the

better alternative to command additional man power at the field level,

T e e m b st

The separation of social and economic objectives should be achicved
not because either is a bad objective but because of possible conflicts.
All credit should be extended upon sound economic principles., That is,
sufficient potential of economic credit usage must be a precondition to
granting a loan. If the economic evaluation shows there is sufficient
physical potential but an extreme lack of managerial ability, the high
desree of supervision of'’ered this borrower is a social input and it
wi}l achieve the social objective without negating cconomies in the
process. However, this social input should be a social cost and not
charged to an economic institution.

A reflection of this conflict betwfcn objectives is noted in the
leniency of the BFAP with dolinquent borrowers. The EFAP must take prompt
and firm action in cases of cronic and unvarranted delinquency. This is
necessary to maintain the image of the BFAP as an economic entity, and to
;mprove borrowers! attitudes toward timely repayment.

/” ' The point of encourageing borrowers to use better varieties of crops

/o

;(‘;,/7 nd better suited breeds of livestock is being followed at this time.
However, if the encouragement were given "teeth," such as a loan condition

or loans in kind, this encouragement might have more effect. As with.
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the 'supervision this point should be approached on an individual borrower
basis and never as an absolute.

/ * 3eyond these recommendations for the BFAP most of the recommenda-
*ions are directed at the general environment. ‘Thereégge«twb grou;s of
these general environmental recommendations; thoé;'ﬁiich can be achieved
easily timewise or directly without many economic and social compliéa—"
tions, and those which are general or have multiple complications. The
firsv group includes:

1. Modify and clarify the laws which are presently inhibiting
agriculture and are factors of delinquency,

a., Speculation regulation
b. Food ceiling regulations
¢. Land use regulations
2, Develop more and better transportation facilities.

3. Develop better national comunication for all types of
information. i

The clarification and modification 6f the laws which are brg;éntly
inhibitors of agriculture activity shoudl be the easiest to accomplésh in
an immediate sense. The effects of such action would come with subsequent
development of storage facilities and with the reorié;tation of the
farmers to their new situation, but such action wouid be of a éositive
nature.

The development of better transportation and communicg}ion is
vital to Peru and to Peruvian agriculture. While such dgyelopmbnt is

Y Lid

costly and time consuming, it can be achieved directly; that is, with
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the physical construetion of such facilities. This development is a -
prerequisite fon most of the other recommendations and should be given
priority. .

Beyqnd"these areas most of the recommendations are general.,
Although many are only indirectly related to agriculture and credit
delinquency, the achievement of these points would improve the agri-
culcura} credit situation.

1. Efforts should be made to improve the quality and quantity of
) agricultural resources available to each agricultural worker.

a« IEncoursge out-migration of under -employed agricultural
workers,

b. Open new lands to agriculture
¢. Reclaim lands which have gone out of production,
d. Improve and develop new irrigation systems:

- 6. Ihcourage farmer ownership of land and discourage
unproductive absentee ovmership of agricultural land,

2. Encourage the developnent of marketing facilities:
a. Storage facilites
b. Processing facilities
¢. Central markets
A
« BEncourage the development of industries which produce
gricultural inputs, or provide import channels for such
inputs.
b, Encourage the development of industries which use the
agricultural products or might omploy excess agricultural

labor.

5. Devolop and encourage education in all areas of Peru and
especially stress technical and sgricultural schools.
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The strengthening of the general environmental ﬁhich most of these

latter recommendations are pointed, will enable agricultural credit aﬁd
agriculture in general to operate on a more secure base. Few recommencu-
tions can be given to borrowers directly. Those which are directed at
changing the borrower or his position must be indirectly applied. This
points out that a credit institution must be tailored to fit the
borrover's needs at his present position but be able to change as the
borrower changes. The toal can be summed by saying credit must be
compatible, communicable, and of visual value before it can be expected

to operate efficiently.

Limitations
There are several limitations which have resulted from inadequacy
of datn, study structure, and anlytic limitations. However, the most

serious limitation is lack of knowledge regerding the exact inter-relation

between factors, and the degree of interaction between the components of

—— - e e - -

the total system.

At this point many factom can be indicated as being pertinent in
delinquency of agricultur-l credit, but the optimum condition of each of
these factors, and the optimum combination of these factors cannot be
ascertalned, /%ﬂis knowledge would enable developers to place priorities
on factor or Zggﬁﬁnent development and would enhance the efficiency of
development significantly. The major problem is one of establishing the

"produvtion functions!" of credit success factors.jr
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APPENDIX A

SCHEDULE USED TO COLLECT BORROWER INFOPMATION

ENCUESTA A LOS PRESTATARIOS

La Universidad del Estado de Ohio '

y

El Banco de Fomento Agropecuario del Perd

Encuesta 0SU/B

Fecha Oficina del Banco

JINFORMACION SOBRE EL_FUNDO

1,

Localizacién del Fundo:
Departamento Provincia Distrito

Zona Sub-=Zona Sector

Costa Sierra Selva Altitud (m)

Distancia de la Oficina al fundo: Km,

Horas,

Ndmero total de hectdreas en el fundo:

Ha,

a) Estimado del valor total del fundo (casco y mejoras):

Por el prestatario S/, Por el Perito §/.

b) Némero de lotes: Distancia en promedio entre

’

los lotes: Kma,
Cuantas hectdreas son: Propiedad ha,
Arrendamiento : ha,

Otras formas de tenecia:

ha,

ha,

12k
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4, Cuantos afios trabaja el fundo: afios,
a) ,Vive en el fundo? S{ No .
b) lAdministra su fundo directamente? S{ ' No
5, Uso de la tierra en la Campafia 1964=65:
a) Cultivos:
Estimado Estimado del Ren Valor de las
Tipo de | Wimero | Costo Total dimiento de la Ventas, 6 su
Cultivo { de Has,{ de Produccién | Produccién, estimado,
(Indicar unidades) (s/.)
b) Pastos:
Tipo de Iimero de Variedades Prine
Pactos Hoctdreas cipales de Pastos
Naturales
Cultivados
¢) Hectdreas no usadas en la agricultura: has,

1) Por qué no han sido usadas?
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Cémo ha ‘adquirido el tftulo de propiedad de su fundo 6 el

uso de él:

a) Compréda . e) Tierra Comunal
b) Herencia £) Arrendamiento
¢) Ocupante Precario g) Otras formas

d)

Reforma Agraria

INFORMACION SOBRE EL ULTIO PRESTANO = REEMBOLSADO O VENCIDO

7.

12,

{Cuantos préstamos ha recibido del Banco dn loc dltimos 3 afios?

a)

b)

Lual fué la fecha del préstamo? Aprobado

Monto del Préstamo: S/o.

tHay en el presente momento algln préstamo vigente del so~

licitante? Si o

S E————

tHay algln préstamo vencido pendiente de pago? s{

No
Si 1a respuesta es afirmativa, entonces llene las pregun=-
tas del 8 al 15 sobre el préstamo vencido pendiente de pa
go y complcte las pregantas en el cuardro "Préstamo Venci=
dO" .

Si la respuecta es 10, entonzes llene las preguntas del 8
al 15 sobre el dltimo préstamo que ha sido pagado y no con
teste las preguntas del cuardro ''Préstamo Vencido!,

Ejecutado

Plazos de duracién del préstamo: moses, 6 afios,

Tasa de interés: G

2lan de Entregas:

Fecha Monto '}




13,

14,
15,

Plan de Reembolso:

Objeto del Préstamo:

Fecha Monto
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iTuvo el préstamo informe favorable del Perito? §S{ No

PRESTAMO VENCIDO

Contestar las siguientes preguntas, solamente para el prestatario
que tenra préstamo vencido.,

I,

11,

I1I,

1V,

v,

{LCudnto tiempo ha transcurrido desde el veacimiento?

Monto del saldo deudor: S/o,

Razones por las que ho ha pagado cl préstamo:

A) Prestatario

.

B) Respucsta por el Perito‘

Qué accién ha tomado el Banco?

A) Prestatario \

B) Respuesta por el Perito

Némero de visitas al fundo por el personal téenico del
Banco durante el plazo del préstamo:

A) Prestatario

B) Respucsta por ¢l Perito




VI.

ViI,

VIII,
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Némero de visitas al fundo por algunos técnicos ajenos al
Banco: ‘

Prestatario

sNotificé €l Banco a los prestatarios de la fecha de ven
cimiento de sus pagos?

A) Prestatario: S No

S ——————————

B) Respuesta por el Perito: S{ No -

Si la respuesta es SI, Cémo lo hizo,

A) TYuestatario

B) Respuesta por el Perito
i Dénde ha sido aprobado el préstamo?

Agencia Sucursal Principal

DATOS SCRn= TI'GRRESCS

16,

‘17.

4 Cudl ha sido su in‘reso total en la campafia 1964-19657

a)

b)

d)

[

8/o.

1 Cudl ha sido el valor 6 ingréso en la campafia 1964~
1965 para productos agricolas y/6 pecuarios, finan-

ciado con el crédito del Banco? S/.

Financiado con otras fuentes de crédito:

5/0,

Financiado con recursos propios: S/,

{Cudl ha sido el ingreso proveniente de trabajos ajenos
a su fundo en la campafa 1964~19657

s/o,

{Tiene el prestatario alguna cuenta de ahorro?

st No




18,

19,
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¢ Recidié algin préstamo de otra fuente de crédito?

s - No De dénde?

CE—  Spen———

¢ Qué tasa de interés pagé? % Monto? S/,

{ Tiene deudas no relacionadas con la empresa agropecuaria?

st No {Cudnto? S/,
! Por qué?
¢ A que tasa de Interés? %

JINFORMACION GENERAL

20,

21,

22,

{ Cudles son los mayores mercados para sus productos?

Lugar Distancia del fundo Kms, horas,

Lugar Distancia del fundo Kms, horas,

{ Vende sus productos en el mismo fundo? S{ No

{ Cudl es su mejor mercado?

{En que forma le pagan cuando vende sus productos?

{ Qué medios de transporte emplea iara llevar sus productos
al mercado y/6 transportar sus insumos al fundo? Indicar

con "P" en caso de productos y con "I" en caso de insumos;

8l son los dos P+ X, \

a) Camién d) Animal
b) Ferrocarril e) A pié

c) Maritimo £f) Avién

{A qué distancia se encuentra la carretera de su Fundo?

Kms, 6 horas,




23,

24,

25,

20,
27,

28,
29,

30,

31,

32,
33,
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(Sén transitables estas carreteras durante todo el afio?

st No ,

a) De no serlo que dificultades ofrecen?

1Cémo es la lluvia en su 4rea para cultivos?

'Y

Suficiente Insuflciente Excesiva

iCuéles son los meses de lluvia en su 4rea?

(Cuél es el clima en general?

(Hdy problemas con sus cultivos a cuasa del clima?

s{ Mo ¢{Cudles sén?

{Tiene riego en su fundo? S{ No

iCudl es la fuente de agua para riego?

Rfo Laguna Pozo

Otras

El sistema de riego es:

A)  Privado (propio y usado por una persona)

B) PGblico (propiedad del gobierno)l

C) Comunal (propio y usado por mids de una persona)

!Tiene agua suficiente para sus cultivos? S{ No

a) Si es NO, cual es la época que no hay sufiente agua?

{Cudnto cuesta el agua de riego por campafia? 8§/,

{Us6 fertilizantes en la campafia? S{ No
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Si es SI:
Prccedencia Costo por U=
Tipo y concen=- Cantidad usa- | nidad a su
tracién (Natu~ Distancia da por Hectéd- | fundo,
ral y/6 quimico) | Lugar | del fundo rea, (Ind, unidad)

34, 4Usé pesticidas (insecticidas, fungicidas, hierbicidas) en

la campafia 1964-19657 S{ No

Si es SI:
Procedencia Costo por
Nombre Comercial , Cantidad Unidad (In
y Distancia Usada por dicar 1la
Concentracién Luear del Tundo Hectdrea Unidad),

35, ¢Usé productos veterinarios, en la campafia 1964-1965, pa=

ra sus animales? S{ No

Si es SI:

Nombre Valor




36,

37.

38,

39,

40,

para sus animales? 'S{

5i es SI:

S —————————

' 4Usé alimentacién suplementaria, en la campafia 1964-1965,

No
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" Nombre

Valor puestos
en el Fundo

4Es miembro de alguna organizacifn agrficola? s{

Si es SI:

¢{Cudles son?

Indique sus fuentes de informacién agropecuaria en orden de

importancia; numerdndolas,

a)
b)
c)
d)
e)

Amigos

Peribdicos

Radio

Banco de Fomento

SIPA

|

£)
g)
h)
1)
k)]

ONRA

Organizaciones Agricolas

Firmas Comerciales
Ninguna fuente

Otros

Indique en que forma prefiere recibir esta informacién,

{

i

{Ha tenido algin gasto imprevisto en la chacra 6 ajenos durante

el afio pasado? S{

{ Cudles fueron?

No

\

Monto 8/,

INFORMATION PERSONAL

41,
42,
43,

i Cudntos afios tiene?
{ Lugar de procedencia?

¢t Cudl es su grado de instruccién?




44, ;Es'Casado? st No
45, 3Cudntas personas viven en su casa?

Némero y grado de parentesco °®

133

a)

b)

} Cudntas de estas personas ayudan con el trabajo del

fundo?

¢ Algunas de estas personas reciben parte del ingreso

del fundo? S{ . No

Si es SI:

Forma Valor Estimado

{Algunas de estas personas, contribuye con los gastos

familiares? S{ No

Si es SI:

Forma Valor Estimado

PARA SER CONTESTADAS YOR EL PERITO

1, El prestatario es: 1Ind{gena

Mestizo
Blanco

Negro

I

Asidtico

2, jHabla el prestatario castellano?

S{ No

3, Es un préstamo ordinario 6 un préstamo del convenio

Ban=Sip

Sraaamamenmmme ®
t



INVENTARIO GENERAL DE LOS BIENES DEL FUNDQ

34

Construcciones, Costo Valor ac Valoy ac-
Equipos, Irriga | Tipo Edad | Original | tual, es tual esti
cién, Cercos, timado p, | mado p. el
etc, el Prest, | Perito,

Valor Total EStimado ...eeeeeseS/e

ANIMALES
(Por clases,)

Raza

Nimero

Valor actual
estimado p.
el Pregtata~
rio,

Valor actual
es{imado por
el Perito,

Valor TOtal Estimado.........-s/o
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ADPEIDIX B: Percentage Distributions of
Selected Variables P+esented in Chapter IITI.

Code: TFor all gzraphs in "Appendix B".

S:all vepresent non-delinquent
porrouer group.

[

-

Shall represent deiinquent
borrouer group.

{
!
!
| —
!
i
!
!
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The Distribution of Variable x3 (The Borrower's Age)

For Delinquent and Non-delinquent Borrowers.
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ATPEIDIX B, No. 2: The Distribution of Varishle %3 (The Number of Loans in the Past Three Years)

for Delinquent and LKon-Dzlinquent Borrowers.
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APPEIDIX B, No. 3: The Distribution of Variable %, (The Borrowers' total income for
the 1964-1965 Production Period) for Delinquent and Non-delinquent

Borrowvers.
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APPENDIX B, No. 4:

Percentage of Each Group Falling in Each Ciass.
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APPEIDIX B. No. 5: The Distribution of Variables xg (Climatic Probelms the Borrower Eucounters)
for Delinquent and Non-deliquent Borrowers.
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The Distribution of Variable xy

(Does the Borwower Have Adequate
Water for Production) for Delinquent
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APPENDIX B, No. 9: The Distribution of Variable x§
(Does the Borrover Live on the Farn)
for Delinquent and Non~-delinquent Borrowers.,
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13

(What ic :he Potential of the Unused
Land) for Delinquent and non-

The Distribuiion of Variable x
Delinquent Borrowers.

APPENDIX B NO., 12:
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APPENDIX B, No. 13: The Distribution of variable x 4

(Docs the borrowver have loans %rom
sources other than the BFAP) for
Delinquent and Non-delinquent Borrouvers.
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APPENDIX B, No. 14: The Distribution of
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APPENDIX B, No. 16: The Distribut:ion of Variable X18
(Does the Borroi er Administer his Farm
Directly) for Delinquent and Non-
delinquent Borrovers.
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The Distribution of Variable xp3 (The Type of Tenen

APPENDIX B, No. 19:
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APPENDIX B, No. 20: The Dist.oibution of Variable %,
(Does the Borrower Use Fertilizor
and Trype) Jor Delinquent and Nen-
delinquent Borrowers.
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a of Variable xs3

The Distributio

APPENDIX B, No. 21:
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The Disttibution on Variable X925 (The Distance from the Farm
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APETENDIX B, No. 29: The Distribution of Variable %37 (The Number of Years the
Borrover Has Vorked His Farm) for Delinquent and Non-
delinquent Dorrowers.
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APPENDIX B, NO. 30: The Distribution of Yariable x (The
Borrouers Level of Education) 40 for

. Delinquent and Non-Delinquent Borrowers.
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The Distribution oxX Variable x41 (The
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and Nom-deliaqu2ac Borrouers. (Special

Ingsert of'Ounerchio of a Truck.")

.
*

Ju. 32

I

APPENDIX B,

o~

= - - -

1

Percentage
Borrowers
owning a truck

" SPECIAL

No Response

0-50
(No tractor)

0-50
(with tractor)

50-250
(with tractor)

250-up
(with tractor)

70 .

30T

|

1
(=}
<

50

L
)
(=]
O

Percentage of Each Group Falling within

204-

Each Class

Thousands of Soles


http:Non-delinqu.ne

sse7n yoed uryita Surries dnoid yorg Jo a8viusdiag

APPENDIX B, No. 33:
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APPENDIX C .
APPENDIX C: The forty eighé Variables t'rom the BFAP
Borrower Survey Tested for Significance in Association
with Jdelinquency of Agricultural credit and chi-square
Values for the Twenty-two Nonsignificant Variables
Year the loan was granted
Age of the borrower
The number of ZFAP lgans in past three years
Total income for the 1964-1965 production period
Savings account
Climatic problems
Adequacy of water for production
Farm appraisal by the BFAP fieldman
Interest rate of the loan
Jorrowers place of residency
Unexpected expenses during the 1965 1966 production period
Off farm employment
Estimated potential of unused land
Other loans besides EFAP loan
Use of veterinarian products or services
Use of supplement feeds
Part of income goecs to the family
Administer farm divectly
The distance from the farm to major roads in kilometers

Primary source of agricultural information
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Type of tenancy

Use of fertilizer and type used

Adequ&cy~ of rainfall

Amounts of other debts

Distance to the BAP office in hours
Objective of the loan

Distance to major markets in hours

Duration of the loan

Amount of the loan

Farm appraisal by the owner

The distance to major roads in hours

Animal assets

Acquisition of title

Size of the farm in hectares

Types of transportation used

The type of irrigation system as Fo owmership
Yoars working the farm ‘

The number of separate plots over one kilometer apart
Secondary source of agricultural %nformation
The borrower'!s level of cducation\

Capital assets and power source

Race

Married

Use of pesticides

Member of some agricultural organization
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x46 Roads passable year around
Xu7 Speak Spanish

k48 Irrigation



.Variables Not Showing Significance

at the 20% Level
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Pegrees of Chi-Square
Variable Freedem Value

X27 Distance to major market (hours) 29 31.52977
X28 Duration of the loan 26 22.25924
Xpg Amount of lcan 14 17.43634
X30 Farm appraisal by owner 8 10.26116
X31 Distance to road (hours) 9 10.08319
X32 Animal assets 7 9.56721
Xyy Acquisition of title 8 9.07695
}{31,L Size of farm (Hecteres) 8 8.02598
X35 Type of transportation used 8 6.94112
X36 Type of irrigation system 6 6.60927
X37 Years working farm 7 5.82883
x38 Number of plots in farm { 8 5.55900
X39 Secondary source of information 8 5.33918
X,o Level of education 6 b,134k2
xhl Capital assets and power source A 3 3.30329
Xha Race b 1.37131
th Married 1 1.12595
Xhh Use of pesticides 1 1.17750
th Member of agriculture organization 1 1.10777
X, Road passable year around 1 0.84604
xw Speak Spanish 1 0.31866
X,g Irrigotion 1 0.31117
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