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13, SUMMARY

The loan authorization was delayed by three meoaths due to the
inclusion of limits on assistance to Chile in the FAA :nd tae resul.ing
need to clarify funding availabilities (the loan amount was eventually
cut from $15 to $14 millien).  The corresponding delays in loan signing
and in meecting the conditions precedent made it impos sible to initiate
loan disbursement for agricultural credit during the 177621177 crop
year as planned in the PP, Thus the three crop years duving which
the loan funds will be disbursed are now 1Y77-1978, 1878-1979 and
1979-1980. Subloan approvals for the first crop cycle exceeded the
target slightly. Disbursements for the sccond crop yoar a e e:pected
to equal or exceed the Project Paper prejections.  Evaluation efforts
to date indicate that the credits financed under the loan ar: reuching
the target group.

The PPIS component is broken down into assisiance to the
National Statistics Institute (INE) in provessiag the 10751497
Agricultural Census and assistance to the Cifice of apricul ural
FPlanning (CDEPA) in unproving its capacity o formulite eflect e
pulicies and programs for rural developnient.  Althoup: thore have
been serious delays in the processing of the cenrus dota, lue argely
to institutional incriia in INE, the ODEPA Gotivit e hove  noved
ahcad satisfactorily, with some redesign as noted bLelow,

There has been little progress under the rema ning coniponent
of $.5 million for assisting INDA ) the sinall farmer ¢ red.t a:enc;,
to make institutional impru\'vnn-nls.. However, o nunber f worthehile
and necessary activities have been identtfica for tinan ing ander this

component,

14, EVALUATION METHODCLCGY

The evaluation was carried out throuvsl extensi-c fisld trips
between January and May 1978 to review the credit operat.ons, The
field trips were intended to gather first hand information on whether
the credits were reaching the target group,  The nature of, location
of, and the prugress under the PPIS and the INDAP 1 a. conipenents
permits the Mission to usc this cvaluation t.rma: to record its
implementation review,



15, DOCUMENTS TO BE REVISED

/i—/ Financial Plan
(PPIS Component)

16. EXTERNAI. FACTORS

There have been no major changes in the project setting
which have had an impact on the project.  Project assumptions
remain valid.

17.  GOAL

The goal of the project is o improve incomes, farm productivity,
and employment oupportunities of Chilean small farm families; and
achieve greater agricultural production..  Specific data on progress
towards this goal will be provided when the PPIS component becomes
sufficiently advanced to collect and process data concerning these
indices.  An important indicator of the effectivencss of the credits
1s the delinquency experience. A determination of the actual repay-
ment records for the first year of operations must await the due date
of more of the subluans, particularly those for investment purposes,
The Mission's contacts with banks, INDAP, and farmer groups such
as cooperatives indicate that delinquency will be very low. In other
words, it appears (hat the farming operations financed under the
Project to date pencrally have brought adequate financial returns to
the credit uscers.

18.  PURPOSE

The approved project purpose is to .iincrease the volume of R
credit available to Chilean small farmers and improve its utilization
(i.e., improve the cffectiveness of small farmer use of credit and
the allocation of scarce credit resources nationally,. There are six
endof project status measures (EQPS),

(1) 26,250 additional INDAP c¢licnts over 1975 total
{estimated at 25,000), INDAP cstimated that the number of its total
clients had increcascd to 37,859 as of December 31, 1976 and to
47,117 as of December 31, 1977. Of this latter amount, 33, 830
farmers were served during the crop year, with the balance of its




portfolio consisting of credits made in prior years, u’his represents
66% of the portfulio target of 51,250, However, this high rate of
increase was duce not only to the A, LD, funds, but alsec to increases
in INDAP's own funding outside of the A.LD. loan and access to an
IBRD loan being channelled through the Central Bank.

With respect to the Project funds coramitted or disbursed in
the agricultural year ending April 1978, an estimated 16,900 farmers
were reached under INDAP component as stown on Table | attached.
This represents 64" of the increase projected as this ECP.

As shown in Table I, INDAP's credits for short term production
loans are slightly less than half the $570 individual subloan amount
estimated in the PP, This appears duce to the combination of two
factors. First, small farmer credits during the previous years
(1975-76) were at an extremely high interest rate, ranging from 40%
to 70% in real terms.  Althoush yields were pood, particalarly for
wheat, niost farmers had pgreat difficulty m mecting cheir credit
obligations.  Thus, in the 1977-78 apricultural ycle. the same
farmers were reluctant to borrow more than their minimam needs.
Moreover, with respect to wheat, the farniers were able to save
part of their previous yvar's output for sced.  INDAP expects the
average size of its production loans to be much higher during the
current crop cycte,

(2) Increase INDAP volume from Se. 6 million to $22.6 million
in 1979, INDAP's volume of new loans increasced to $14, 750,000 as
of December 31, 1977 (with o total })()rlful‘k) of $27, 027, .00). The

1977 credits were from the following sources:

AL INDAP resources 7,600, 000
R. A LD, Loan (including
GOC contribution) 4, 500, 000
C. IBRD l.oan 2,750,000
Total 14, 750, 000

The subtotal of INDAP and A.L.D. resources as $12.1 miltion,
Another $10.75 million remains under the INDAP component of the
Project. Thus, the EQP target of $22.6 million is still attainable,
assuming that subloan recovery rates remain reasonable.



(3) % INDAP loans delinguent decline  frony 60Y% in 1975 v
to 10% in 1979. INDADP has not yet perfected its accounting system

to give precise figures on sublean delinquency.  PPart of the problem
is with the difficulty in readjusting subloan balances for inflation in
accordance with changes™in the Consumer Price Index (CPI1).,  Part
of the loan component for INDAP t o, will he used to assist INDAP
improve its financial informuation system, INDAP'S Dest totimates-
arc that as of December 1977 28" of the farmers making up the
total portfolio {including from past years) are delinquent in credit
repayment. USATD's own discussions with INDAP field officers
indicate they expect a delingquency rate of leas than 109 on the ALLD,
financed subloans made in the 1977-1978 crop years.,  In any event,

a downward trend is readily observeable from the 1975 levels,

{4) J1, 250 banking systen  recipients through this program
by 1979, Commerdial and private bank interest in and use of the
program has been much highe s than anticipated.,  Eight different

private sectur financial institutions participated during the first year,
The ACLDL doan and GO component for the banking system ¢redits

1s 39,0 million.  As of April 50, 19745 (rouehly the end of the crop
year) same $3,9 nallion had been disbursod or connited in approved
subloans under this activity. This amount benefitted an estimated
3,948 families. Thas, with approximately 3% of the Project funds
disbursed or committed under this activity, some 327 of the EOPS
objective has been achieved.,  The averapge size subloans for production
credits under the banking system component 1s 51,303 compared with
an average which we estimated in the PEPoof 5500 (sce Table 1), This
reflects the increasce in the average size of parcel being distributed

te new Jand recipients since the time when the PPFowas written,
Accordingly, it teems likely that 11,250 tormers well be reached or
surpassced throuph the Project during its hite, tuking into consideration
the effect that rollovers will have during the disbursement per.aod.

(As funds are repaid, they becoume avaitlable for relending under the
same Project criterial)

(5) New credit nsers’ incomes increase by 507 from 1976

to 1979, Additional implementation progress on the PPIS component
must be made before income impacts can be estimated,  ODEPA has
collected baseline data on some 800 INDAP clients for the 1975-1976
crop year.,  COnce the PPIS reaches a more advanced stape of
implementation, CDEPA will be able to process and analyze these
surveys and undertake new surveys in order to obtain comparable


http:tl]),xiliat,.ly

data.

Although the farm level income data arce not yet ready, the

USAID and GOC are proucceding with the sccond year credit activities
based on subjective assessment that positive income effects are being

made.

This is visible through field visits and the high expectations

of good credit recovery.

(6). Continuous _cvaluations being nade of public agricultural

credit pulicies. 'CDEPA has been completely reorgantized in order to

incorporate the PPIS activity as a fundamental operational instrument.

Now that the rcorganization is complete and the A.L.D.
computer terminals are in place and operational,

financed
the PPIS will begin

its substantive role of pohicy formulation and cvaluation,

19. OQUTPRPUTS AND INFUTS

The following adjustments arce made in the projection of inputs

for the credit component:

INDAP

Banking System 3,
7

Although the $0.5 milhion INDAP oo,
disbursement targets,
important part of the project.

()

(b)

e Year | Year 2 Year 3
May 77 - Apr.78  May 78 - Apr.79 May 79 - Apr.80
Original  Actual  Original  Revised  Criginal Revised
4,250 4, 500 G, 500 i, 500 4,250 4, 000
000 3, 900 3, 000 5,100 3,000 -
. 250 8, 400 9, 500 11,600 7,250 4, 000

cotnponenrt has nol met
USAID considers that 1t remains to be an
Neasons for the delay include:
Initially, o pending reorganization within the Ministry of
Agriculture created uncertaanties about INDAP's
orranizational structure and thervefore resulted inoa
reluctance to proceed with this activity until the nature
of INDAP's future structure became clear;

an understaffed planning office and high turnover (three
chiefs of planning) continue to make it difficult for this
unit tu dedicate time and effort to the task of institutional
improvement; and



y

(c) apparently madequate interest at INDAP's highest levaels
concerning administrative or management aspects as
contrasted with technical or program maters.

Only tentative breakdowns of this component have been made
at this time. llowever, in general terms, {funding must be focused
on the problem of qmproving: (a) financial management information
system of INDAD: and (b) the programming, budgeting, evaluation
cycle of INDAP in a manner that strengthens the capacity of INDAP's
regional offices to participate in and influence resource allocation,
The industry wide studies mentioned in the TP under this activity no
longer arce priority given these other urgent needs,

Under the $1.5 million PPIs componert changes in the inputs
and outputs within the AL D, funding levels will be necessary,
ODEPA currently is working on a revised plan for the PPIS.  The
basic change will imnvolve substantial reduction in the A L D, funding
uf surveys with such cests te bhe picked up by regular GOC budget
allocationa,  The AL DU funds thus saved would be used for technical
assistance and possibly for additional equipiment acquisitions. ODEPA
currently 1s making its proposal to the National Planning Cffice
{ODEPILAN).  Once GOC assurance of additional funding for the
surveys ig obtained, ODEPA will request USAID to approve appropriate
adjustments to the loan budget.  USAID is in agreement in principle.
(See Ttem 21 A below, )

20. UNPLANNED EFFECTS
None,
21. CHAMNGES IN DESIGN OR ENECUTICN,
A, PI’Es. The origimal design for the PPIS component

included $527, 000 fur surveys, the principal one being a4 massive farm
level national surdey 3f some 7, 000 tarms that would be made annually.
Based ouon the advice of the reswdent advisor contracted with loan funds,
the PPIS is being modificd to reduce the cmphasis on a single farm
survey instrument. Instead, the ‘/l’[’JS will nse a data bank approach
that will have information from many sources, including a variety of
surveys,



8.

This change is supported by USAID particularly in view of
the delays in processing the 1975-1976 Agpricultural Census.,  The
lack of this information creates scerious difticultics in designing
reliable samples for survey work., In ¢eveloping the original
implementation plan, USAID seriously overestimated INE's
administrative cavacity to carry out the work involved in processing
the census. INE does nut appcear to be able to cope very well with
GOC requirements concerning the acquisition of additional staff or
equipment.  USAID has urged INE scveral times in writing and at

meetings to give preater priority to the census, Althoupgh some

progress has taken place, ‘the census proces=sing will not be v
completed until December 1479, dapproximately tvo years behind
schedule. Nevertheless, A.LD. ioan expenditures on census
processing and procurement duata processing cauipment for INE are
still warranted.  The census will still forn an rmmportant part of

ODEPA's information system and scrve as . basic butlding block
for agricultural statistics,  Funding of the cansputer processing
time will alleviate a serious buduel constraint that would otherwise
add to the actual delays,  Procurement of cquiptnent for INE has
been recommended by several consultants USAID as escential
clements for any statistical institute.  White such covipment will
have hittle dircet tmapact on the statistical woerk carricd out under
the Project, it will provide INY with capacity for cxpediting
future data processimg needed for the apricultural sector,

B, The ALL D, loan origmally envisaged that the eredit
funds would be spent only for agricultural production subloans,
During the neuvotintion of the loan Agrecnient, provirion was made
to permit investinent credits, bath for on o purposes as well
as for off farm mvestments necessary for gnocessing the production,
Financing of oft favm anvestiments throuph the burking system was
subsequantly restricted to special situaions reoniring GOC and USAID
prior approval when became apparent that: fa) lorge investments
ceuld use up o substantial amonnt of AL funds worth Jimited
spread effects: and (b) in some cases it wonld he diffionlt o

determine the real beneficiaries of the nvestinent,

Joth USALID and GOC agree on the necessity of financing
on farm investments (infrastructure) in addition to production credits,



9.

Until on farm infrastructure investments are made¢, the small farmer
will not be able to make lasting improvement in his income level,

It was rcecognized that this type of investment could put a cash drain
on the fund for larpe subloans legally being made 1o farmers meetling
the eligibility criteria (12 basic trrigated heclares or l(*ss)."\ To
assurc that benefits would be spread as widely as possible, USAID
and the GOC agreed on a $25, 000 subloan it in addition to the
then exis.ing acrcage limitation,

INDAP has placed about 19% of its A.L D, financed operations
in medium and long term investment credits in such activiies as hee
and honey production, and leveling and irrigation, sheep and cattle,
dairy and fruit orchaids., In miking investment credits INDAP
applies standards developed especially for small farmer needs.  The
standard bee and honey production investment ¢redit averages $1, 450
and represents one of the Jowest cost investiment approaches,

INDAP ualso offers packages of up to $9, 085 for small farmers to
invest in cattle, Fhese loans are appropriate for low income
farmers an the unirrigated ranpeland usually along the coastal
mountain range and the Andean foothills i the southern portion of
Chile's central valley.,

The above type of operations represents a substantial departure
from INDAP past approach of subuistence with fow recovery rates.
INDAP's approach is to use external funds 1o try to graduate its
clients to the banking system by offering them an upportunily to
build up their cquity through these mediim and long term development
vredits,

22, LIESSONS LEARNLED

With respect to the banking system activity of the credit
component, dirccet USAID contacts with the interested banks proved
to be very useful in: (a) making surce that the banks fully understood
the nature of the Project and intended beneficin ry. and (b)
supplementing the Central Bank's monitoring of the compliance to the
lending regulations.
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With respect to the PPES component, USAID guthorized--loan
funding of a Chilean pruft-séi:{x};\l, employed by the World Bank, as
a resident advisor. The contract was exccuted by USAID based on
the authority granted by the Borrower and includes funding of his
transfer to Chile and allowances similar to that of a direct hire
USAID employcce. The advisor has nroven to be very effective,

This approach, in which A, I.D. handles all funding arrangernents

and charges the loan directly, may be aoplicable in other situations
where there are opportunities to reverse the brain drain by ceturning
expatriates to work in their own countries under A.ILD. projects,



gricultural Credit Loan
513-T-067
Credit Component
TABLE 1

AVERAGE SIZE CF SUBLCANS (as of 4/30/78)

(dollarsj
CN FARM FINANCING CFF FARM TOTAL

OPERATIONS INVESTMENTS SUB-TCTAL INVESTMENTS FINANCING
BANKING SYSTEM
al Anount 2,335,719 837,445 3,393, 589 312,493 3,906, 052
b) Beneficiaries 1,961 £ 7 2,028 1,920 3,948
c) Average 1,303 12, 202 1,473 H7T G&9
INDAP
a) Amount 3,672,536 825,253 4,497, 789 - 4,497, 789
b) Beneficiaries 16,123 744 1€, 867 - 16, 867
c) Average 228 1, 109 267 - 2L 7
TOTAL
a) Amount ¢,228,255 1,662, 893 7,891, 148 512,693 B, 403, 841
b) Beneficiaries 18,084 811 i8, 895 1,920 20, 815
c) Average 344 2,050 418 207 404

A..Urr(xtia
6/15/78





