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INTERIM REPORT - RURAL ENTERPRISES LOAN

INTRODUCTION

The Rural Enterprises Loan PRP (formerly called the Small
Farmer Infrastructure Development Loan) was reviewed February 11,
1975, by the DAEC., Approval was given to start the intensive
review for PP submission. An interim report was requested detaii-
ing the Mission's agribusiness strategy and progress. Discussion
between Mission CDO, Henry Miles, and AID/W during his December TDY
led to the deferral of final interim report review until after the
GAMCO feasibility study was completed in March 1976. The complete
GAMCO feasibility study is included as an Annex to this report,

The interim report focuses on three key elements of the
project's design described as follows:

The constraints to small farmer income which can
be alleviated by the project

Development and statement of our agribusiness
strategy

Identification of the implementing agency and the
disbursement mechanism to be used.

The interim report, in addition, develops a preliminary
version of the following: Project Assessment Form, Project Logical
I'ramework, Miscellaneous Issues, and Misaion plans for June 1, 1976
PP submission.

U RATIONALE

The potential contribution of agro-industrial development to
increasing small farmer incomes must be examined in temms of the
specific rural development constraints which could be sddressed by
expanding rural enterprises. Toward such an assessment, the follow-
ing sections sunmarize our present understanding of the economic
environment faced by the small farmer and identify certain con-
straints which could be altered by the promotion of various types
of agro-industries.

A, Target Group Definition

The target group is defined as those farmers who exhibit
the conditions of production and income typified by farms of less
than 20 hectares in the Central zone, (Baseline data as provided
in the "Small Farmer Subsector Assessment™.) Table 1l provides data
characterizing this group of fammers.




ZABIE 1

ECONOMIC CHARACTZRISTICZ OF SMATT PARACUAYAN FARMERS

Iecc than 3 and & S to 3 10 te 19 20 to 29 30 Has.
__ 3 Hae, Hasg, Has. Has. Has, and above
1. Gross Income a/ US$ * 373 g3° 1.040 1,ukly 1,916 3,371
2. Annual Expenc-z UI$ 50 % 132 229 305 910
3. Net Income Us$ a/f 323 740 908 1,215 1,611 2,461
4, Net Cash Income USE b 1Ly 370 511 760 1,027 1,52k
Multiples of the Tmallest Farm
5. Size 1.0 2.6 L, 6 9.1 16.3 hi.7
6. Net Income 1.0 2.3 2.R 3.8 5.0 7.6
Farm Size and land Use
7. Average Farm Size 1.4 3.6 6.5 12.7 22.8 58.4
8. Has. Uczed for Cropc 1.b 3.0 3.9 5.3 7.9 11.9
9. Percent (8) (7] 100% 804, 60% L9, 34% 20%
Indicators of Family Labor Usage
10. Wage Payments/Ha. Crops US$ 17 1£ 18 23 21 37
11, Off.Farm Income-Wager Paid US$ 1ke 57 22 21 -36 ~17L
On Farm Consumption
12, Cn-Farm Consumption/Gross Farm Income L8 L, 21 37.9% 31.2% 30.0% 26.2%
Capital and Return to Capital
13. Capital Ust 3/ 787 1,302 1,563 2,800 3,857 11,302
1k, Capitel/Hectare US3 5€6 364 291 221 169 193
15. Return to Capital L421 . 568 .LBo a3y 1B .218
Technology Indicators
16. vValue of Implements/Hectare US$ b5 .2 13,7 13.0 8.3 17.5
17. Annual Expenses/Grose Farm Income 13.4% 11,54 12,2, 15. % 15.9% 27.04,
18. Wages/Annual Expenses Yo, 50.4% 53.6% 53.5% sk, 7% L8.04

* Calculates at the official rate of €12 to ane UT ialler,overcetsmating Lhe dollar value.
g/ Includes on-farm consumption.

_/ Includes only cales minuc annual expensces,

g/ Includec land, permanent structures, animals, implenentr, annusl expenses.

o
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First, farms of less than 20 hectares are characterized .
by low levels of income. As may be observed (lines 1, 3, and W),
farm income increases with increases in farm size, but far less
than proportionally. There is a significant break in net farm
income between farms of less than three hectares and those between
three and four hectares. Beyond this size, the size strata bear a
much weaker relationship to income as is illustrated by the multi-
ples of the smallest farm size (lines 5 and 6).

Small farms can apparently be divided intc two categories,
(1) those without sufficient landarea to utilize all of the available
family labor (less than three hectares) and (2) those which do not
uzilize all of their land area for crops (3 to 20 hectares). Land,
thus appears to be a significant determinant of income only for
absolutely small farms. Decreasing quality and fertility of the
land, decreasing requirements for on-farm consumption, and decreasing
availability of family labor are suggested as reasons for decreasing
percentages of land under cultivation as farm size increases, Lack
of remunerative prices, high unit cost of production, and lack of
market facilities might also be suggested, Additional information
suggests that as farms become larger (20 hectares and above) they
tend to become more oriented toward livestock rather than cropping.

Some data exist for examining the proposition that lack
ol family labnr is a limiting factor to increased crop production on
farms above four to five hectares, Assuning that the fanily supplies
the bulk of the labor requirement for crops and that outside labor
is hired to handle peak requirements, we find wages paid per hectare
of crops (line 10) consistent with the contention that crop area is
limited by the availability of family labor. A crude test of this
hypothesis can also be made by subtracting wages paid for labor
from the family's off-farm income (keeping in mind the possibility
of different wage rates) to determine which sizes of farms are net
suppliers or users of labor. The smaller size farms tend to be net
suppliers of labor (line 11), while farms 20 hectares and above
appear to be net users of labor.

Small farms tend to use a significant proportion (one-
third to one-half) of gross farm output for on-farm consumption
(line 12).

Small farms are poorly capitalized (line 13 provides
an estimate of capital in land, improvements, livestock, tools and
equipment, and annual expenditures), yet on a per hectare basis
are more highly capitalized than larger farms (line 14). The most
reasonable explanation is that larger farms are more oriented
toward extensive livestock. Also, the value of land per hectare
was found to be greater on small farms than on larger farms.

s i
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Further,the return to capital is greater on small farme than Iﬁrge
farms, This undoubtedly reflects both dirxerences in farm organiza-
tion and imperfections in the capital market (line 15).

There is Little evidence to suggest that farms under 20
hecetares differ markedly in the technology applied. Except in the
case of the smallest farms--where the indivisibility of implements
seems to affect the level of investment--the value of implements
per hectare does not vary greatly (line 16). In other words, farmers
who own more land and have relatively more access to capital do not
appear tc own more expensive mechanical implements,but rather buy
more of the same inputs in relatively constant proportions. Further,
the relatively constant ratio between gross farm income and annual
expenses indicates a minimal level of purchased inputs on farms
less than 30 hectares of size (line 17). Finally, wages are nearly
a constant proportion of annual expenses over all sizes of farms
examined (line 18). This apparent lack of difference in technology
correlates well with additional survey information which indicates
little difference in yields for various crops by size of farm.

With regard to the general level of technology, yield
comparisons indicate that present Paraguayan production does not
compare favorably with current U.S.levels or even with U.S., yields
in 1960, Paraguayan yields do, however, compare favorably with
Lheir neighboring countries, Brazil, Argentina, and Bolivia.

. 'The Economic Environment

For severall reasons, expansion of agricultural production
will continue to be basic to the economic progress of Paraguay.
Approximately 36 percent of GDP, 85 percent of the value of exports,
and 51 percent of emplcyment is presently provided by the agricul-
tural sector. In contrast to the inadequate growth of the domeitic
manufacturing sector--which is limited by the size of the domestic
market and dwarfed by two large neighboring countries who are at a
more advanced stage of industrialization--the growth of agricultural
production at 5.9 percent annually in the 1970-74 period was reasonably
good. Further, the more dynamic segment of the manufacturing sector
is presently engaged in processing agricultural products for export.
Since a large portion of employment is in agricul ture, growth in
domestic demand for Jocally produced goods is also closely related
to the development of the agricultural sector.

To what extent small. farmers will participate in the anti-
cipated future growth of theagricultural production will largely
depend upon the programming of the secter's development. Estimates
of the annual growth rate of crop production indicate that those
commodities which are mainly exported have expanded in volume at an
average of 16.6 percent per year as contrasted with a figure of 1.4
percent per year for crops principally consumed domestically.

Iy
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Purther, this inercase in production arose largely [rom bringing

new land under cultivation. Thus the small farmer's ability to
participate in future growth will depend upon his ability to

expand production for exports (through increasing yields or expanded
acreage under cultivation) and upon the extent to which the domestic
market can be enlarged. :

There is no reason to believe that Paraguayan small
farmers wili necessarily be excluded from production Ior the
export market. To the contrary, there is little basis for arguing
that a clear differentiation can be made between small farms and
large farms in terms of crops they produced. Table 2 illustrates
this point,

TABLE 2, DISTRIBUTION OF PRODUCTION OF SELECTED
CROPS BY SIZE OF FARM 1972/73 CROP YEAR
(by percentage of total production)

Crop 600+ 51 to 10 to 1l to Less than 0-20 Has.
Production Has. 600 Has. 51 Has. 10 Has, 1 Ha. (Estim.)
e corn 3% 8] 5 o7 32,0 23 (70.6)
2. Cassava 2.2 12,8 31748 4y, 6 o (79.3)
3. Irrigated

Rice 33.0 3957 11.8 1EER LS - (22.6)
4, Cotton Geaa 25l 23.0 38.4 6.9 (59.1)
5. Tobacco 0.6 8.5 48.8 40.8 1.8 (71.5)
6. Sugar Cant

for sugar 5.5 25.6 15.0 CRhke 2.0 (62.9)
7. Soybeans 24.3  40.8 20.9 13.5 0.4 (26.4)

land constraint. In fact, present estimates indicate that there

To state that a particular crop belongs exclusively to
"large farmers!" or "small farmers" is clearly not very useful for
analytical purposes. As indicated in the above table, basically
subsistence crops such as cassava and, to some extent, corn are
grown without regard to farm eize. Further, although a commerc”’4l
crop such as rice lends itself to mechanization, we nonetheless
find it being produced on small farms. Finally, small farmer pro-
duction of primarily export crops varies from a small but signifi-
cant amount for soybeans to the major share for cotton and tobacco.

The question emerges as to whether present small farmmers
can participate in an expanding export market if the basic form of
growth in output continues to be increasing the area under cultiva-
tion. First, it should be noted that the existence of sinall farms
in Paraguay at this point in time is not the result of an overall

Sl e
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are 8.8 million heclares suitable for cropping with only 953,000
hectares currently being used. Migrations of the rural population
from areas of established settlement (the minifundio zZone in the
immediate |area of Asuncién) to virgin lands has occurred at a sub- : ;
stantial pace during the last two decades. More importantly, the iy
new areas seem to have more productive soils than are found in the {74
areas of historically high population densities. Reasonable explan- {
ations of the existence of small farms might be (1) the historical |
concentration of farms near Asuncién in order to be near the one f
major urban market, (2) the lack of introduction of labor-saving '
technology to expand the capacity of family labor, or (3) the lack

of infrastructure and marketing facilities in potential coloniza-

tion areas.

As noted earlier, there also is unused land on a large
number of small farms. The analysis of this situation jndicates
that one probable explanation for this phenomenon of uvnused land is
that available family labor is not adequate to expand the area
under cultivation. This presupposes the question of why non-
family labor is not hired t) expand production. The Subsector
Assessment suggests that there is probably not a pool of unemployed
labor which can easily be drawn upon for this purpose. An additional
consideration is the low ievel of productivity in the Paraguayan
agricultural sector (estimated at one-half of the average production
per agricultural worker in Latin America). The level of outputr and
earnings of farm labor is, of course, dependent upon the technologies
employed inproducing various crops and livestock. Perhaps improved
technology is needed,not simply to raise per hectare yields, but to
make the return to labor sufficiently high so that there is an incen-
tive for family members to continue to work on the farm or to permit
the farmer to pay wages which will attract hired laborers. The
case could be made that net emigration from Paraguay and migration
within the country--from the minifundio area to Asuncidén andrew
settlement areas--is an indication of the lack of reasonable income
opportunities in the traditinnal farming areas. In turn, the lack
of economic opportunities can be thought of as the lack of more
productive technological alternatives to present farm practices,

An important consideration in expansion of small farmer
production is the need to provide remunerative and stable prices
to producers. Unfortunately, Paraguay faces some major» marketing
constraints posed by its location and its internal market. The
internal market f\\r agricultural products is limited because the
total population is only 2.% million. Further, Paraguay's popula-
tion is mainly rural with only one major urban area (Asuncién and
adjoining small towns) of 486,730, and only six other towns vith
populations in excess of 10,000, Consequently,rapidly expanded
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production for domestic consumption could quickly exceed local demand
at a,price which would be remunerative at the farm gate. Thus,

expans ion of production for domestic consumption must be cavefully
coovdinated with increases in internol demand and elforts to enlarge
domestic consumplion by tapping unexploited markets with new and
improved products,

As an exporter, Paraguay has a geographic disadvantage.
A 1973 study indicated that freight costs, including handling charges
in ports, ranged from ‘US$30 to US$80 per metric ton from the major
Paraguayan ports of origin to FOB Buenos Aires, The additional cost
to a European port would generally fall in the range of US$25 to US$50
per metric ton. Consequently, the Paraguayan farmer is at a competi-
tive disadvantage to producers in countries having lower transport
costs to principal markets and would therefore receive a lower price
for his prcducts. It should be noted that with relatively large fixed
transport costs, & small variation in price at the import location
can cause a proportionally larger change in the price received by
farmers. As an example, if the price of soybeans in Rotterdam drops
from US$200 per metric ton to US$180--a 10 percent decrease--and
transport costs are US$55 per metric ton, FOB price in Asuncién
would fall fram USS1H5 to US$125--a 13.8 percent decrease. This
larger percentage change would certainly be reflected in farm level
prices,

Another pruoblem related to location is the restriction
placed upon the types of exports. Low value commodities such as
corn and cassava cannot become commercial exports because such a
great proportion of their CIF value would be transport costs. This
suggests the need to focus on higher value exports and products
which can be processed, or partially/processed, within the country.

Paraguay's locational disadvantage may also affect the
choice of agricultural technology by increasing real costs of agri-
cultural machinery and other imports such as fertilizers and insec-
ticides. With the possible exception of soybeans, the evidence is
clear that most of Paraguay's crop-related exports are produced by
labor intensive technology without any major degree of mechanization
which may reflect the high cost of imported inputs,.

The built-in disadvantage in marketing costs incurred
by exports and the close relationship between economic and export
growth suggests that Paraguay can ill afford inefficiencies in its
internal marketing system. Further, the limits of the domestic
market require careful organization of production and marketing if
local market opportunities are to be fully exploited without creating
price fluctuations resulting in unstable incomes and disincentives
for those farmers producing primarily for internal consumption.



http:conrnodit;i.es

USAID has initiated a study of the price variations of a number

of commodities consumed locally in order to determine the cause
(i.e. seasonal production, daily variations of supply, or self-
reinforcing cycles) and identify the stabilization approach which
is most appropriate fi.e. processing, short-term storage, improved
market information or quotas). Price data, by month, are reported
in Table 3 for potittoes and lettuce. Widely fluctuating prices
such as indicated above represent a disincentive to production
among small farmers. Either they are affected dirently by these
fluctuations, or indirectly through lower prices offered them by
intermediaries to compensate forthe risk these intermediaries face
in the day to day market. Appropriate policies, storage and process-
ing facilities would undoubtedly reduce these fluctuations.

Although they certainly exist, the inefficiencies in the
agricultural marketing system in Paraguay are ill-defined to date.
Until recently much of the analysis of marketing apperently has
been addressed to structural questions and their impact upon com-
petition and relative market power. It is often observed that a
few buyers and middlemen control the market. That menopsony power
is thought to exist due to the limited number of processing facil-
ities and that this market power results in lower farm gate prices
even though the product enters a ccmpetitive “nternational market.
At the farm level, it is often argued that only one country mer-
chant or itinerant trucker is the farmer's sole outlet, and may
also be his only source of information about prices, Responsible
persons be..ieve that marketing margins are excessive and it is
observed that the marketing system camnot cope with overproduction,
how ever small,

Although it is generally believed that certain partici-
pants i1 the marketing system are in monopolistic or oliogopolistic
positicns, thereare scarce data indicating that such marketing
power is exercised. Also, meager data seem to be available on
the costs of performing various functions in the marketing system,
who finances these functions, and who bears the risks. Thus, it
would appear from available information about agricultural market-
ing that perhaps not enough attention has been given to concepts
of market performance and behavior. USAID is presently collaborating
with the GOP in a comprehensive study of the marketing system intended
to answer these types of questions and to identify inefficiencies
that can be attacked by specific programs

Certain general problems which we are reasonably sure have
an impact upon the efficiency of the agricultural marketing systom

are worth highlighting. Farmers typically lack current markel
information, especially on prices (although this situation is im-
proving). With the exception of a few products sold in export
mackets, there is little if any formal grading, and standards
have not been developed for domestically consumed products.  More-
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TABLE 3

WHOLESALE PRICES FOR POTATOES AND ILETTUCE 1372-1975
Average in Guaranies

Jan Feb Mar April May June July Aug Sept Oct Nov Dec Armnual

Potatoes 1972 19095 219080 el b0y 39 i 26505 1 13051 5¢ s s 3948 33.217 30.62 129.57° iRQ.5S uPRI72

1973  25.55 .37 231k 20,85 20.70 19.37 19.1%  20.55 28.37 6.2k k0.7 2,05 2,88

1974 29.27 - bLl.5c 46,30 42,90 39,70  39.06  32.50 26.92 20.95 25.39  21.850 21,50 3u.88

1975 35.45  ko.fl 35.95  37.51 L3978 3767 53.7° 72.00  79.19 78.27 L8.50 717 51,03

w0

Lettuce 1972 55.43 ° 65.70  66.75 63.25° 58,241 79,20 95,17  €8.95 5B8.k7 L4627 67.57 7 10E.00 F-6BLLS

1973 79.82 . 75.93  93.38 86.89 98.15 - 91.58 78,55 - 68,150 53,89 = Lo.B1 50,19 i HECI0LETNITO

197k 79.19 112,00 115.15  69.35  9.B80 86,28 85,87 210436 68.67 63.30 65.85 72,00 8430

1975  117.55 108,17 11-.24  111.00 18.33 106.16 90.7C  79.94 73.24 6k, 7.52  111.53  97.24

> : T




over,mich of agricultural marketing is done on a very small scale,
especially domestically consumed commodities, with the associated H
high handling costs per unit. And finally, the lack of adequate @ = =
on-farm or community storage facilities forces small-scale farmers - R
to sell most of their production during and shortly after harvest.

A second observatinn regards the logistics of moving
agricul tural production. Three-quarters of all national merchan-
dise moves by road. Although the road system has expanded sub-
stantially in the last decade (from 1,345 miles in 1960 to 4,144
in 1972), only 733 miles are paved all-weather roads, Large areas
of the country are still serviced by dirt rcads which are closed
whenever it rains (10 to 130 days per year), complicating trans-
poratation of agricultural products. From July 1973 to November
1975 highway freight rates increased from 50 to 100 percent per
ton-kilometer. The following table provides data on cost of
truck transport in 1975 with comparisons to 1973 costs.

TABLE 4, FREIGHT RATES BY TRUCK FOR 1975

Cities Distance Tariff per US cents per % increase
(miles)  Ton USS$ Ton-Mile 1973-75 |
Asuncién - 7.22 to 8.7 to 100 to
Cnel, Oviedo 83 8.65 10.4 140 E
Asuncién - Pto.
Pte. Stroessner 203 14,43 7.1 99
Asuncién -
Encarnacién 230 10.82 4.7 50
Asuncién -
Concepcidn 345 28,86 8.4 60

One approach to dealing with the problem of increasing transport
cost is to establish marketing facilities regionally and to mini-
mize shipping weights by drying or processing products near their
centers of production.




C. Constraints to Increasing Small Farmer Income

The foreguing information provides the framework to
identify constraints to increasing small farmer income and how
these constraints might be attacked through the promotion of agro-
industries. As will be recalled, our target gr.up consists of two
types of small farmers, those with inadequate land resources to
effectively utilize family labor and those with inadequate labor
resources to take full advantsge of their available land. Increased
production from both groups is largely dependent upon the export
market in which Paraguay faces a locational disadvantage, or a local
market which is limited by population, low per capita income, and which
appedars to be subject to wide variations in prices. Finally, the
overall level of technology is low both in terms of output per man
(Labor productivity) and output per hectare. The small farmer
developmental task ahead may be viewed as facilitating the recom-
bination of labor and technology to efficiently exploit export and
limited domestic market opportunities.

1. The Small Farmer Subsector Assessment suggests
three general strategies that might be applied to the Paraguayan
situation to increase small farmer income.

a. Intensification of production on the existing
land resource base: Such a strategy implies (1) increasing the use
of capital or labor resources (through additional credit) in the
production of current commodities or (2) changing to more labor-
intensive, higher-value commodities. The limits of this strategy
depend upon the availability of capital and labor-using teclinolo-
gies which will increase production of the present commodities or
the availability of a good market for higher value commodities in
the second case.

In the case of land-short farmers, more capital
and labor-using technologies would need to be introduced under this
strategy to alleviate the land constraints or the crop mix must be
altered to include labor-intensive, high-value crops. Thus, it
appears that in order to successfully pursue a strategy of intensi-
fying production on the smallest of small farms, new technology must
be made available and/or development of the market opportunities for
higher value commodities should be findertaken.

In the case of labor-short small farms, new
technology would need to be introduced to extend the area that can
be cultivated by the farm family--intermediate levels of mechaniza-
tion (small machines or machinery services)--or other technology
which increases the productivity of labor to permit farmers to hire
additional labor. To assure the success of this approach, improve-
ments in the efficiency of marketing are indicated to assure competi-
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tiveness in the world market and accomodate larger volumes of pro-
duction.

b. Expansion of land resources available to the
small farmer: In Paraguay this strategy largely implies coloniza-
Lion of new arecas for which projects have been developed and are
heing carried out. The limits of this strategy are imposed by the
amount of'land that can be productively used by the farm family
under available technology, the colonists' access to the market,
and the resources available to Lhim to expand production. It would
appear that in Paraguay many colonists do need additinnal resources,
improved access to markets, and alternative technology which would
permit them to fully take advantage of larger land areas. The ulti-
mate limit of the strategy is, of course, the quantity of good agri-
cultural land available for relocating small farmers. Although there
are costs incurred in developing new land, in the aggregate, available
land does not appear to pose a problem for this strategy in Paraguay.

c. Creation of off-farm job opportunities: This
strategy implies agro-industrial development in' the rural community
or migration to urban employment., The limits of the strategy depend
upon the market for agro-industrial products (either locally produced
farm inputs or processed agricultural commodities) or, alternatively,
the capacity of the urban sector to provide employment to those migrat-
ing to the cities, The large share of employment provided by the
rural sector and the relatively slow rate of industrial development
clearly suggest that the urban sector is ill-prepared to absorb
Large numbers of rural migrants.

2., Certain constraints to increasing small farmer in-
comes have been indicated that can be alleviated by promotion of
agro-industries; others are, of course, outside of such a proje -.

a, Technology

Clearly technology is a constraint on both
land-deficient and labor-deficient small farms. The development
of the technology itself, with the exceptio of small machinery
and tools, can probably not be undertaken by domestic agro-indus-
trial firms in Paraguay (especially those of the size envisioned
in this project) as occurs in more advanced countries. Nonetheless,
rural enterprises can play a significant role in introducing new
technology. Most improved technology is embodied in purchased inputs
(recall the low level of purchased inputs as a percent of expenditures
among small farmers). Such inputs could be manufactured locally,
instead of being imported. This possibility is especially good for
inputs of an intermediate technology nature such as small tillage
machines, grain driers, silos for local grain storage, trailers and
wagons. Some of these inputs are already produced within the country,
but are custom-made, unit by unit, significantly increasing their cost.




Encouraging local enterprises to engage in the manufacture of
inputs on a larger scale could reduce the cost of inputs, making
new technology more affordable for small farmers. Further, the
successiul introduction of new technology implies efficient dis-
tribution of inputs at the time and placce neerded hy small farmers,
(The latter is particularly important, given the limited mohility
of this group. Small farmers cannot normally journey to Asuncién
to seek new inputs.) Thus agribusiness cnterprises which supply
inputs for small farms, such as thc cooperative supply stores in
colonization areas can have an important impact upon promoting the
use of new technology and reducing the cost of new inputs.

b, Stable and Remuncrative Prices

Increasinge demand and stabilizinge prices for
both new and traditional small farm products involves epcsuraging
specific interventions in the marketing system. There is no magic
formula; the marketing/pricing situation . different for cach
product suggesting the need for various kinds of market intcrven-
tions. This project weuld rely upon the private sector apd coopeva-
tives to develop projects to mateh market opportunities ilor variosus
comnoditics with the most indicated type of intervention, Such inter-
ventions conld vary [rom local capacity to dry and store grains, to
short-term storvage [nr perishables (Lo reduce daily price {Tuctua-
tions), to processing. Processing can have two impacts-- (1) reduc-
ing the impact ol seasonal nroduction by processing for off-scason
sules and {Z2) rveducing the bulk of products which are regionally
produced to lessen the unit cost of transporvtation included in the
i"inal product to the conswner. Agro-industries can alse be Instru-
mental in enlarging the dowmestic market by secking oub market oppor-
tunities, organizing production at the farm level, and supplying a
rew product to the consumer. Market opportunities could be sought
both inthe domastic and export miarkets,

. Labor Availability

Better vtilization of labor on land-deficient
spall Tarms most often implies inercased production oi labor-
irtensive, high=value crops,  These are typically perishable com-
moditics subject tno considerable price fltuctuations and their pro-
duction implics considevable risk to the Tarmer.  To encourace farmers
to allncate rmore ol their resouvees to the productinn of tiese crops
implies improving the marketing situation as indicated above, This
asserts that ¢ "demand-pull’ strategy (s more appropriate to increas-
ing the production of labor-intensive crops than a prode-~tien campaign.

Among small farmers with inadequate labor
availalLility (a posiltion which colonists find themselves as well),
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intermediate technology involving small tillage and harvesting
muachines would improve utilization of family labor and would
increase labor productivity and family income. As noted carlier,
minwlacturing and distribution of such implements by agribusiness
firms could serve to alleviate the labor constraint laced by this
type of small [armer.

d. Land

Colonization is already occurring at a fairly
rapid rate in Paraguay. Small farmers appear to be migrating from
the minifundio zone to areas where they can obtain larger land
resources. Unfortunately, they often are limited in the use of
greater land resources by the limit of svaiiable family labcr and
the lack of marketing infrastructurc (both for products and farm
inputs) in the colonization area. As a result, even given larger
areas ol land, their production patterns change little from thosec
of farmers in the more densely populated areas, It has been observed
that some ol the most successful conperatives in Paraguay are those
serving marketing and input supply {functions in colonization zones,
Encouraging agrou-industrial development in such zones would assist
migrants in taking advantage of the larger land area made available
by their relocation.

e. Capital

Capitalization ol small farmers is affected
indirectly through reduced prices of inputse and improved prices of
products within the {ramework ol this project. The Mission's pro-
Ject with CREDICOOP is one approach co directly addressing the
capital constraint.

As indicated above there is a wide variety of

ways in which prowotion ol selected agro-industrial activities can
attack constraints te increased income faced by small farmers,
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LI, AGRIBUSINESS STRATEGY ‘ pahing

A. The Hypotheses

The crucial step in developing our“agribusiness strategy
Ior the Paraguayan small farmer rests on two basic hypotheses and
their tested outcome. The two hypotheses simply stated are as follows:

1. There exists in rural Paraguay enterprises and entre-
preneurs which, if developed, would relieve one or more constraints
to the increase of small farmer income in the zone of influence of
those enterprises,

2. These enterprises have not been developad because
there exists in Paraguay institutional and technical barriers to
entry, which separately or jointly inhibit rural enterprise develop-
ment.

B. Results of the Hypothesis Test

The Mission contracted GAMCO, Inc. of Atlanta, Georgia,
to assist in testing these two hypotheses, as well as to identify
specific enterprises, and to recommend ways of developing those which
indicate the most potential in raising th\ small farmer's income.
The complete GAMCO report is reproduced as an annex to this paper.

GAMCO tested hypothesis number one by extensive field work
to identify projects and entrepreneurs, Section IV,A, Annex I lists
21 projects which are in the 'ready to go' stage if financial, pro-
motional and technical assistance were availaple. We believe, and
GAMCO concurs, tnat this approach, i.e. field identification of pro-
jects, can identify only a fraction of availahle projects which po-
tentially can improve small farmer income. It is expected that as
the commercial banks begin promoting the special line of credit
envisaged by this loan that there will be many more projects, meeting
the basic criteria, which will walk through the front door. The
list devel oped, however, gives a point of reference which allows for
the acceptance of hypothesis one as stated, Furthermore, the list
establishes, in monetary terms, that sufficient immediately identifiable
demand exists to disburse the loan in its currently anticipated amount
of $2.5 million.

The test of hypothesis two principally relies on the anal-
ysis of institutional. and technical barriers to rural enterprise entry.
GAMCO in general terms identified the need for basic technical assis-
tance to help new enterprise development. The different technical
assistance needs can be grouped into four categories: (1) technical
information and design; (2) management systems; (3) market developrient,
both internal and external; and (4) promotion. Some firms meeting the
general criteria of this loan will nut need any technical assistance
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while others will need considerable help to assure success., Tnis type
of technical assistance, although available, is currently not organized
in such a way that it can be generally marketed to persons desiring to
invest in small rural projects.

The starting point for testing whether or not institutional
barriers to small rural enterprise development exist would be the finan-
cial sector, incliding government regulations which affect it. The
GAMCO feasibility study identifies many such institutional barriers
(sec especially section V.D, Annex I). Mission review of the financial
sector in the development of its Production Credit Guarantee Program
adds additional insight., Final PP submission will describe in detail
these institutional barriers as well as establish which ones can and
cannot expect to be relieved by this project. An illustrative summary
of specific factors which effect directly or indirectly the financing
of or the cost to new enterprise development follows:

1. Commercial banks have a reserve requirement of
42 percent of total deposits. The effect on the commercial
banks facing such a high reserve requirement is to maximize
returns on the 58 percent of deposits that they can include
in their investment portfolio.

2, One-half of the commercial banks' portfolio must
be directed toward 'development' loans with a maximum
interest rate of 13 percent per year. Banks direct most
of this 'development' credit toward export industries,
such as lumber mills, where they can charge commissions
on foreign exchange transactions that the firm will need
after it is operating. This connection will yield the
banks up to a 20-percent return on their capital, rather
than just a l3-percent return.

3. The Central Bank rediscounts 20 percent of the
commercial banks' development loan portfolio (55 percent
of total loan portfolio) for up to 360 days at five
percent.

i, The other half of the commercial banks' portfolio
is loaned out as commercial loans (usually less than one
year to take maximum advantage of commissions) at an
effective rate of between 20 percent to 24 percent.

5. High collateral requirements are required by
the banking sector; for example, land is appraised at
its fiscal value (used for tax purposes) and then used
as collateral at the rate of 1.6/1. The real ratio of
land collateral to capital is actually much higher
since the fiscal rather than the market value is used.




High collateral requirements are used to cover the
banks' investment since no risk or sensitivity analy-
sis is being done.

6. Projects that are granted exemptions from
import duties still must pay 15 to 18 percent in
sg~called nationalization expenses for imports.

In addition to these taxes, there is another pay-
ment of opproximately seven percent called Credit
Formalizacion Expenses.

7. The banking scctor at large does not actively
promote or identify new projects, but rather relies
primarily on established customer-bank relationships.

8. DMost banks are not in @ position to supply
even basic technical assistunce to new enterprises,

Based on these constraints, GAMCO concluded that "the
universe of existing development entrepreneurs is largely composed
of wealthy and/or land rich individuals who can meet the cash and
collateral requirvements imposed by the bureauvcracy and the banking
community'. The above group of entrepreneurs, thosce curroently
with sufficient collateral, will no doubt be intcrested in developing
some projects that will be ol direot benefib te small farmers, but
miany other projects will be unattractive to them due to a combination
of location and/or scale. People with limited collateral operate
mnder obvious constraints with the present situation., Barriers to
projoect development {fuaced by these entrepreneurs who are not rich
are also Taced by the cooperatives, It appears thal sufficient
institutional and technical barricrs do exist to accept hypothesis
two.,

C. Strateuy Statement

Therelore, @ simple statement of overall agribusiness
strategy can be sunmed up as {ollows:

The auribusiness stratevy is to alleviate enough of
the existing dnstitutional and technical barriecs to promete the
development of cntevprises directly beneficial to small farmers
but which currently are unuble to enter the economy.

The implementation ol the agribusiness strategy will

be through a concessionary louan to the Central Bank; the mechanism
is discussed in detail in the following section.

17



ITI., EXECUTING AGENCY

A._ Introduction

The Central Bank of Paraguay is the proposcd exceuling
agency for the Rural Interprises lLoan. When the PRP was presented,
only two executing agencies were considered:; COMDESA, a private
development bank, and the National Development Bank, a public
development bank, COMDESA was the favored contender. The Central
Bank became a contender for the loan within the past few months
because of its active interest to participate in the Production
Credit Guarantee Program.

Channeling the loan through the Central Bank would enable
the entire banking system, plus COMDESA and the National Development
Bank, to participate in the project. Thus, this choice increases
the number of lending participants, including their branch offices
located in the interior, without excluding participation of the other
potential executing agencies, The one negative aspect, more time
required to get the project underway, also has its positive side,
enhancing those Central Bank activities that can make it a powerful
development institution.

For those who are skeptical of this proposal because of
A.T.D.'s experience in Ecuador, we cite the difference in attitude
ol Central Bank officials. In Ecuador the Central Bank looked upon
development financing as something beneath it and eventually was
successiul in rejecting the transplanted technical assistance func-
tions. In Paraguay, on the other hand, development lending has
appeal and political support., The Central Bank has sought to engage
the private banking system more in development lending but with little
success, because it could find no way to do so. The Bank sees this
project and the guarantee project as a means to ftulfill its self-
generated development lending objectives, and to do this, the Bank
will reinforce its rediscount lines. In this connection, the Bank
views the proposed loan and the guarantee system as a pilot project
reinforcing their demonstrated interest in development activities
in heretofore neglected sections of the economy.

The likelihood of the Central Bank's engagement in develop-
ment financing is indicated by factors other than the attitude of
its officials., It is the most prestigious financial institution in
Paraguay. The Bank has well qualified employees because it pays
relatively high salaries. The government ministries are losing
their better professional employees to the private contractors
working in the Itaipd Hydroelectric Project. The Bank, according
to its manager, has lost none. This overall environment enhances
the employing of highly qualified professionals to staff the develop-
ment lending unit. Moreover, the general manager of the Central Bank
plans to "borrow" potential candidates for jobs in the new unit from
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Ministries or the Cenlral Bank itself for up to 90 days. "Borrowed"
candidates who perforj well will receive a job offer, The others
will return to their jarent agencies. Borrowing employees is a
common practice and 1/3ing it as a mechanism to select employees
proved highly successiul in staffing the Housing Bank, which was
establ ished with AID upport.

B. Central Bank Development Lending

The Central Bank has classified loans into two categories:
development loans and commercial loans. Development loans are
defined as those to finance fixed capital,whereas commercial loans
are those used to finance working capital. By regulations, banks
are required to have a minimum of 55 percent of their lending port-
folios in development loans. The develop.2nt portfolio is to be
allocated to finance projects related to: exports, 25 percent;
industry, 20 percent; agriculture, five percent; and stored commodi-
ties, five percent.

Development loans carry an interest rate of 10 percent
plus commissions of two to three percent,depending upon the length
of the loan, Currently there is no time limit on the length of
development loans. Commercial loans,on the other hand, carry an
interest rate of 12 percent, plus charges ranging from 10 to 12
percent. These loans are generally for 90 days. Development loans
may he discounted up to 20 percent at an interest rate of five per-
cent,  Commercial loans are not eligible for rediscount.

The Central Bank has indicated a willingness to apply
more liberal rediscount terms to the projects to be financed by the
ATD loan., It has also agreed to establish a new unit with the Cen-
tral Bank which will organize and regulate the provision of techni-
cal assistance to borrowers and bankers in project development and
monitoring.

Moreover, the private banks have agreed to participate
in development lending as opposed to the primarily collateral lend-
ing they finance presently. When asked why they were interested in
development banking, the bankers responded, "largely to change our
image.'" This desire led the bankers' association to request a change
in the regulation regarding the length of development loans which had
a one-year limit. The request was granted and now there is no limit
on the length of development loans. Some of ¥he banks are carrying
a few loans of five years. Moreover, as noted above, the Central
Bank is willing to employ rediscount policies which will cnhance
the profitability of banks participating in these programs.




C. Mechanism for Implementing Project

The Central Bank agreed to establish a mechanism for
implementing the loan which would organize and regulate the provision
ol’ technical assistance to banks and subborrowers in promotion, project
preparation and evaluation, inspection, monitoring, financing and; in
special cases, awarding guaranties for a percentage of losses incurred
by banks,

The promotion activities would include locating investors,
lenders, equipment,materials, technical assistance, partners and
markets. Project development activities would include analysis of
linkage of benefits to small farmers, costs, income, management
requirements, equipment requirements, technical assistance require-
ments, sensitivity to changes in such variables as output level,
cost of materials, selling price, working capital requirements, and
provide information regarding source of inputs. The project develop-
ment specialists would prepare projects for potential borrowers and
evaluate projects. Advanced techniques of project analysis will be
promoted by the Central Bank to enhance the reliability and effec-
tiveness of the studies.

Monitoring and inspection services would include examining
compatibility of equipment to project site conditions, analyzing
changes from anticipated conditions and their effect on project,
assisting investors to resolve technical problems, determining if
project components meet specifications, evaluating the quality of
output and analyzing actual versus projected cost of project to
determine need for additional financing. Financing opemtions would
include disbursing [unds to lenders and rediscounting eligible loans.
In special cases wherc the success of the project seems assured but
the borrower's collateral is not sufficient to support the reguircd
I'inancing, the Central Bank would consider issuing a guarantee.

This would help resolve one problem often encountered by GAMCG;. a pro-
ject is undercapitalized because most funds are used to purchase fixed
assets and there are insufficient funds left to finance working capi-
tal. Hence, the project moves insidiously to its doom.

D. Operation of Lending Office

Under this program, projects would be developed by par-
ticipating technicians under contract with the beneficiaries under
guidelines issued by the Central Bank. Assistance could also be
available to participating banks to improve their loan approval
procedures if necessary.

The banks can be reasonably expected to promote projccts
among their regular clients, who have adeguate collateral and would
not need a credit guarantee. Their projects probably would be of




the lesser risk variety and would probably be located not too far
from Asuncién. The participating technicians under the guidance

of the Central Bank, being development oriented, would promote
projects in priority areas as they seek financial gain by applying
their expertise where it is appropriate; i.e., a hog specialist
would need to search out a project in the interior, not in Asuncién.

An important part of the technician's effort would be
introducing prospective borrowers to the banks., This would be done
at the earliest feasible time to ensure that minimum effort is
expended upon prometing projects for which no lenders can be
located. The costs of preparing the project and, if required,
providing monitoring services will be agreed upon by the Central
Bank and the participating technician before his incorporation into
the system,

Projects promoted and developed will be presented to the
banks for approval. The Central Bank will be apprised of each pro-
ject as it is developed by receipt of a copy of the technician's
report. The study will be reviewed to determine whether the pro-
ject is feasible and whether it benefits the small farmer target
group. The review will be performed by the personnel who administer
the loan for the Central Bank. Upon being approved, the bank pre-
senting the project would be eligible to receive AID funds to
L'inance it.

E. Establishing the Mechanism

The Central Bank has agreed orally to increase its re-
discount operation to channel this loan through the private banks
as soon as AID approves the Rural Enterprises Loan Project or the
Production Credit Guaranty Program for Paraguay. The Central Bank
manager has already proposed a person to be director of the office.
After his appointment, a staff of about five people, probably one
lawyer, two engineers, two economists and a secretary, wuld be
employed. Parallelly, consultants would be contracted to assist
in establishing the Central Bank's reinforced discount operation.

In the first phase, the new staff would probably visit
countries such as Uruguay, Ecuador, Honduras and Mexico to observe
the operations of similar lending entities. This would enable
them to evaluate the features of each different entity and adopt,
adapt or reject them when establishing the lending mechanism for
Paraguay.

F. Counterpart

Loan disbursements would be made into a revolving fund
at the Central Bank. The Central Bank would be required to redis-
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comml parvticipating banks' cligible noles din an amount nol to
excceed 70 pereent ol cach note. This will ensurce a Jocal con-
tribution of 43 percent. Thus, the criterion applicd fo AID
I'unds which requires that loans can be used only to I'imance pro-
jeets with direct positive alfect on small [armervs® income, would
be appliced o counterpart also. AID loan rollovers would he oli-
vible Tor rediscounting notes guaranteed ander the Produclion
Credit fSuaranty Program as wall as those generated by projects
benefitting small farmers directly as defined lor this loan.

The funds would go to the Central Bank at two and three
percent and would be passed on to the banks at a rate that would
consider the cost to the participating bank, plus the risk involved
in financing the subprojects, and cost ol implemcniting mechaulam,

USAID belicves Chat the GOP should nol rveceive svant
Iunding to set up the office because most costs arce continoous
and must be included in the annual GOP budget at the oldsoet to
cnsure vontinuity of this program,. ‘The Central Bank is willing,
as stated proviously, to pay these costs.  The cost ol techanical
assistunce, on the other hand, is o one-time cost vhich would be
made to insure the ATD Loan. AL would want o control chis ansis=
tance, and would want anthority to approve the conseltants hired.
Therefore, we helieve thalt technical assistance costs should be
crant Pinanced.  Under this proposaly the "start up'™ casts lor the
project wonld be divided between the GOP and AID o o ratio of about
two Lo one, assuming the new operalion breaks even during the seoond
yoear,

. Budget for Development Oifice

Salaries

Dirvectaor S12,000 x 1 = $12,000
Promotor B,000 x 1 = 8,000
Project Specialist 8,000 x 2 = 16,000
Monitor 8,000 x 2 = Th,000
seeretary H,500 « 1 = §,000
356,500
Per Diem
Promoter SLU.00 0 T = 1,000
Project Specialist 10,00 x oo = 1,000
Monitouv oot x 260 = 2,000
$ 11,000
Travel
HOO ThY x 100 kilomters day
N, 0G0 2 5 kilomters per
Iiter = 13333 x .01 per liter $5,500
i 5,500
#lntl., O x $H,000 24,000

# First year cost.
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Equipment

*Two ficld vehicles $10,000
*Computer 20,000
0ff'ice Costs 5120,000

e — e ———y

Technical Assistance

U.5. specialist $50,000
Local Specialist 15,000
Per Diem:
10,00 x 100 = 1,000
30,00 x 50 = 1,500
67,500
Gas: 150 x 100 -/- 3 x .ul 2,050
Short-term consultants 25,000
Contingencies 5,450
Annual U.S. technical assistance costs $100,UUU
p= = e — = ]
Total First Year Costs $220,000
Central Bank financing over Life of project
120,000 + 66,000 + L6000 252,000
A LD, vrant linancing over life ol project
SL00,000 x ¢ 20U, 000
Approximate vost ol establishing and
operat ing development window in
Central Bank $u52, 000

* Tirst year cost,

<3
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IV. PROJECT ASSESSMENT FORM

The draft project assessment Torm ine’uded in this seclion
hits heen developed by adapting pertinent scetions ol Uhe "Chile:
Agricul tural Cooperalive Development Loan™ and he "Uruguay:
Avri-lndustry Development loan."  Scelion B ol Lhe assessment Porm
deals wilhh the issues ol how the project will incrcase small Larmoer
income, quantilication of benefit impact including the calculat fon
ol two impact ratios und a determination oil beneflit incidence to
medium and large farmers. The technical unit,when established at
the Central Bank,will develop the final form to be used. The final
form will be based on this draft and any additions made will have
to be approved by AID.

A ranking system was considered as part ol the assessment
form but we feel that it would not be necessary, primacily because
there is no control over arrival of projects to the bank, and
ranking system to decide Dbetween projects would not be particularly
helpful. The GAMCO study identified 21 projects which would mean
one approved project per 1.7 months over a 36-month dishursenent
period. The two vatios proposed in the GAMCO study, B.3.c. in the
Project Assessment Form, will give the Central bank and AID a way
to determine over time which type of projects vield the most
benefits to the target group, bascd on USAID dollavs investod.

Replacing a ranking system will Le o casce- by-case decision
asoprojects are brought in.  The most bmportanl criteria in the
Final analysis will always be whether the target oroup will or wiil
not be directly benelited as the result of project development.  Of
coursce, any project which participates in the production,marketing,
or processing ol cotton or tobacco would be disqualilied, even
though they arce the two most important cash crops produced by small
farmers.
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PROJECT ASSESSMENT FORM

THE BORROWER
lt Na-me 8 00 0000000000000 PEs00PNERPOsPPeelrOsesERRGOIBNOIPIPOSTILITS
2. I.OC&tiOH 8 PG O0C PPN NP PGS OIPOO0RBSNPIPOTSIREISGNEREPISTE

Current Activity ...ccieeucecrerscancrevacosaosonccorecns
Address of enterprise c.seescesececcovesosrossnccsansas
Total aS8etS vevevecsvsoosssvccccsoscecssscscsssonsasone
ANnual S81eS .eececscversrcccssscesecscssrsaconsosscses

Net WOI’th 00000000 0800000800000 00000008s8000iuv.t00000000

ANALYSTIS TO DETERMINE ELIGIBILITY

l'

Does the project finance the production, marketing, or
processing of cotton or tobacco?

Yes No

(Yes answer is automatic disqualification)

Describe how the project will increase small farmer in-
come, (Include input or output to be industrialized).
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3. Quantification of impact on the target group by the project.

a. Number of small farmers benefited

b, Dollar amount of USAID funds to be used

c. Estimate annual total net benefits {dollars) to be
received by small farmers

(For a and c explain how calculated and any assumption
made)

d. Based on 3.a,b,c, calculate the following two ratios:

Loan dollar per capita ratio = _%_
Benefits received--loan dollar ratio = -

J

e. Detall what iinkage exists between the enterprise and
small farmers,
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4, Benefits to groups other than the target group.
a. Impact on medium size farmers:
(1) Number of medium size farmers benefited

(2) Volume supplied

(3) Percentage of total plant production

b. Impact on large farmers:

(1) Number of large farmers benefited

(2) Volume supplied

(3) Percentage of total plant production

c. Does an economic justification exist for the utilization
of cubstantial amounts of medium and large farmers pro-
duction? If so, explain,
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C. SUMMARY OF FINANCIAL DATA

1. Requirements

a, Projected use of funds dollar amount for each category

modernization , . improvement , establishment
of new enterprise , expansion of present line of produc-
tion , expansion into new product line s
working capital .

b. Amount of propored investment

( Proposed loan

E Self-financing
Other sources

( Total

( Foreign exchange

( Local costs

1
2
3
L
5
6

2, Projected rate of internal return over 10 years (or indicate
alternate number of years)

3. Number of years required to recover investment

i, Principal anticipated markets

a. International (specify)
b. Domestic

D. INDICATORS OF PROJECT VIABILITY

Yes, with
Indicator ng Qualifications No Relevant

1. Provision of effective manage-
ment for the project is now available
or is assured in the project design

2. Enterprise or Cooperative
manages its financial affairs well and
is a good risk to meet its obligations

3. Working capital required by
enteiprise or cooperative is assured

4, Project has been determined to
be of economic scale

5. Adequacy of supply of raw
materials and other inputs required
has been demonstrated

6. An effective market demand
at level of production contemplated
and at a satisfactory price has been
demonstrated
Explanation of negative and qualified responses
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E. AREAS OF INTENDED IMPACT OF SUBPROJECT

Iggact Aresn

lo

Description of nature
of effect to be produced

Baseline data and quantitative

indicators - estimated outputs
of changes

Yr. 1 2 3 L 5

Source of data
and methodology
af collection

“arget group (small farmers)
benefits incidence

a.

b'

d.

e.

employment

- direct

- indirect (farm)

income

- salaries

- other (benefits) of
total paid

increased production/

productivity

- increase on- farm
production

- new technology imparted

new alternatives for small

farmer production

other (specify)

Agri-industrial infrastructure

development

a. new or expanded market
development

b. new, non-traditional
product development

¢. removal of constraints/
bottleneck (specify
constraints)

d. treaditional export

e. other (provide services

to small farmers, etc.)




F. ENTERPRISE DESCRIPTION CHECK LIST

11.

12,

13.

1k,

150

16.

Utilizes normal agricultural raw material
which has been traditionally produced in
reasonable volume

Involves minimum packaging costs and
complexity

Utilizes uncomplicated technology

Maximizes utilization of existing
facilities

Complements existing facilities

Involves uncomplicated marketing

Will operate effectively within existing
limitatiors

Complements the domestic market

Receives no excessive protecticn

Exhibits good management

Is solvent

Has internal rate of return greater
than 10 percent

Utilizes over 50 percent domestic
resources

Contributes to improved income
distribution

Contributes to integration with
neighboring countries

Contributes to production of basic
inputs for other agri-industries
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AID 1020-28 (T-7'}
SUPPLEMENT |

Pioject Title & Number:

v, PROJECT DESIGN SUMMARY

LOGICAL FRAMEWORK

RURAL ENTERPRISES

(INSTRUC 7.ON: TH:5 IS AN OPTIONAL
FORM WHICH CAN BE USED AS AN AID
YO ORGANIZING DATA FOR THE PAR

REPORT. !T NEED NOT BE RETAINED
OR SUBMITTED.)

Life of Project:

From FY to FY,
Total U.S. Fundi $2,700,000
Date Prepared: ‘l"l BRI

PAGE

NARRATIVE SUMMAR™

OBJECTIVELY VFRIFIABLE !NDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Prograr. or Sector Goal: The Lroage- chjective to
which this project contributes:

Measures of Gocl Achievement:

To increase small farmer net income. 1. rumber of small farmers 1. Survey of each industry 1.
receiving benefits.
7. numrer 5¢ new employment 2. furvey of each industry
positionc created, in rural
areas
Subgoal
To relieve one or more of the con- 1. Introduction of new technologyd 1-€. Analysis of Project Assecsment

straints, to small farmer income,
i.e. technology, transportatinsn

coet, labor, and price of hzth inputs

and outputs.

2. Better ani nore stacle prices
pajd for crops either tradi-
tionel or new.

3. Price of inputs reduced or
avallahility increased,

L, Reduce? per unit transport
wost.

. Better utilization of labor.

. lower price of consumption
goodE,

form.

Assumptions for achieving goal targets:

Internal stability continue,
No Adverse weather.

The incentives for investment
established by this project ar
sufficient %5 encourage firms
to enter the economy.
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AlD 102028 (7-71)
SUPPLEMENT 1

FRIJECT CESIGN SUEMARY
LOGICAL FRAMEWORK

RURAL ENTERPRISES

Project Title & Number-

T RARRATIVE SUMMAR

| TGBIECTIvELY VERIFIABLYL tne AT oRS |

MEANS OF VERIFICAT.Un

i

[

Fre~ FY ______ _ s

Torai . S. Fundine $2,700,000 |
D:;: ;1epcre\2n:"3'ﬁlrz_76 4-.,

REORT A =l

Projec: Purpase:

To establich a mechanism within the
Ceniral Bank capa®le of developing
and promoting an agro-industrial
infrastructiure which serves “he small
farmer via commercial bsrl: financing
of agro-industries.

—4

Conditions that will indicate purpoce has been
ichreved: Erd ofprojece stove

1. 1 of profect: successful.
2. 100 ¥ of lsan fmde {inance
small farmer sgro-industirial

proiecte through the ~om-
mercial banking sector,

3. 4 of developed production
processing or servicing capa-
city devoted t5 small
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enterprise is financed.
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3.
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boring countries will not seri
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due to contraband.

Sufficient crop production cre
is avaeilable from other source
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VI. . MISCELLANEQUS ISSUES

Several issues have been raised in the two cables to which
this report addresses itself. ~ Our initial response to these
issues is presented here to generate further discussion,

A. lNow will the project assure a satisfactory and continuing
linkage between the small farmers and individual enterprises?

Identification of the linkage that will tie small farmers
to the enterprise is a requirement for subproject approval. Cases
which cannot identify either an economic or institutional linkage
will not qualify. There are various possibilities regarding the
linkages. Easiest are those cases where small farmer cooperatives
undertake the project. Both ownership and management in this type
of situation are directly controlled by the small farmers, assuring
the most direct type of linkage to the target group.. However, as
pointed out in the GAMCO feasibility study, there exist insufficient
numbers of suitable farmer cooperatives to reach a significant
number of the target group.

Where private entrepreneurs undertake the project a
different set of criteria must be used. Most cases will be able
to demonstrate an economic dependence of the entrepreneur on the
small farmer due to type of crop to be processed or the type of
output or service to be developed and the location of the project.
Where insufficient linkage can be demonstrated due to economic or
location factors, a contractual relationship with CREDICOOP, AUCA
(precooperative) , CAH, or a cooperative would be required. AID
will have post audit veto authority and where insufficient linkage
has been demonstrated, the project would be rejected.

B. How will changes in the export markets affect projects
developed as a result of this loan?

The commercial banks, which will be taking the risk,
will necessarily analyze each project using their own criteria.
Banks are familiar and deal with, on a regular basis, the problems
faced by the export of Paraguayan agricultural products. Eighty-
five percent of Paraguay's exports are, in fact, agricultural,
Sensitivity analyses will be introduced to the banking system to
improve their capability of analyzing market price changes. Further,
projects which will depend on either the Argentine or Brazilian
market for success will need an established relationship, contractual
or otherwise, in that country for the marketing of the outputs.

It is of course impossible to determine a priori what
percent of projects developed w.ill depend on export markets.
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However, using the list developed by GAMCO as a guide, a fair
estimate would be one-third of the projects will be export
oriented.

C. Assess the degree to which project benefits will accrue
to persons not in the target group (i.e., larger farmers
and entrepreneurs).

Benefits accruing to farmers not in the target group
will be assessed by the Project Assessment Form. This issue high-
lights the importance of a linkage, either economic or institutional,
between the target group and the enterprise. The required linkage
is primarily needed to assure that the small farmer lLas first access
to the enterprise. Some enterprises which have used all available
small farmer output within their economic zone of influence will
have to process larger farmers' products in order to use full plant
capacity. Benefits that accrue to larger farmers in this manner
should not be viewed in a pejorative sense, but rather as a necessary
means of establishing plants of sufficient economic scale to be able
to bened’ it the target group. The Project Assessment Form requires
a justification for benefits received by farmers outside of the
targel group.

Benefits will, of course, accrue to the entreprencurs
who take the risk ol establishing a new business., We expect this
by delinition in capitalistic socicties. Currently under study
arc the level of risks faced by entrepreneurs and the normally
expected rate of return to capital investments in Paraguay. If it
appears after consideration of these Factors that there exists
the possibility of excess profits to entreprencurs, design features
will be developed to cnhance competition and normalize profits,

VII. FINAL PP SUBMISSION

Mission plans to complete intensive review and present
Rural Enterpriscs PP to AIDAV Junce 1, 1976, June 1L presentation
presumes no najor changes to project design as detailed in this
report and the timely provision of previously reguested TDY
assistance from AIDAY,

Dr. Raobert Adler, former procram economist here and
currently stationed in Lima, will assist rhe Mission with cconomic
analyses. AID/Lima has agreed to a two-week Adler TDY on or about
April 15.

We feel that with the assistance of Adler in addition to
AIDAW TDY's the intensive review can be completed to meet the
June 1 submission date. The AID/AW TDY's, a loan officer, and
a financial analyst would probably be most productive if scheduled
to coincide with or directly follow the Adler TDY.
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We will be working intensively with Central Bank personnel
for the next month (March 15-April 15) developing the mechanism
for both the Productive Credit Guarantee Program and the loan,
The Central Bank is assigning the personnel needed to cumplete
the PP and to develop the PRP for the Prcductive Credit Guarantee
Program, The PP will include a draft mechanism which has been
agreed to in principle by the Central Bank and the Banking Asso-
ciation,
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I. INTRODUCTION

This report is the result of four and one~half months of research
and survey work, oriented to determine the feasibility of a develop-
mental loan project to finance industrial and services activities that
would have a favorable direct impact on small farmers' income, USAID
Mission to Paraguay contracted the firm GAMCO, Inc., based in Atlanta,
Georgla, to carry out the research and survey tasks., GAMCO provided
27 man-monthe of technical and administrative personnel to the project
known as "Rural Enterprises Ioan', Annex No., 1 contains the statement
of work, scope of work and staffing that served as the basis for the
services GAMCO was contracted to perform,

A. Projec: Background

A review of the scope of work described in Annex No. 1 can
be summarized with the following question: What types of enterprises
can positively affect small farmers' income in Parsguay? In order to
answer this question, the survey team visited 62 agriculture~-related
cooperatives in Paraguay. A detailed 1list of these cooperatives is
presented in Annex No, 2, In addition to the cooperatives, approxi- 1
mately 150 interviews were held with various intermational and national ;
institutions as well as with established businessmen and private
investors. A special emphasis was placed in concentrating the project
identification process on industries and other relevant activities that
might locate in the interior, away from the Asuncidn area, This was
assumed to be a desirable goal, since any industrial activity that
takes place in the interior would have a much greater impact (social
and economic) than industries that locate in Asuncidn.

In an attempt to determine geographic characteristics and
differences for the purpose of this study, the country was divided
into 10 different areas, which consolidate the 19 departments that
make up the political subdivisions of Paraguay. (See Figure No, 1).
The basis for the delermination of the 10 areas was a2 combination of
two or more of the following factors:

-- Cooperative concentration and activity {starting point)

-- Similarity in terrain characteristics

~- Similarity in degree of public infrastructure

-~ Geographic relationship to central markets

~- Similarity in the types of agricultural activities

The department of Heembucl was visited but was not analyzed

because it is primarily a cattle-breeding region. It is highly une
populated and does not have an agricultural cooperative.
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The interviews held with cooperative officials served
general purposes, mainly:

-~ To develop data necessary to review small farmer inputs
and outputs. (Sections II and IIT of thie report).

~-- To understand the stage of development of the cooperstive
movement in Paragusy (described in the following sub-
section).

-- To identify potential (short-and mid-term) subloan
projects (Section IV).

Section V of this report reviews the development lines of
credit available in Paraguay today. The last section (VI) presents
conclusions and recormendsations concerning the feasibility of the
proposed loan project.

B. Observations Concerning the Stage of Development of the
Agricultural Cooperatives in Paraguay

It is estimated by Parsguayan Government ofTicials that
there are approximately 1k1,000 small farmers (20 hectares or less)
in Paraguay. If this figure 1s accepted as factual, it meens that
approximately only seven percent of the small farmers in Paraguay are
members of cooperatives, Table No. 1 presents the number of cooper-
atives by region and their membership. Figure No, 2 illustrates the
location of these cooperatives and their approximate area of influence
(15 km. radius on the averuge).

The figures in Teble No. 1 represent approximately Q5% of
the cooperatives and 99% of the cooperative membership of Paraguay.
Of the total membership that appears in Table No, 1, approximately
707 is composed of small farmers., One-third of the cooperatives
account for approximately £0% of the total membership in the country.
Couperatives are concentrated in the departments of Canendiyd - Alto
Parand, Chaco (mostly large farmers), and Itaplie. These same three
zones are colony areas, and with some exceptions in the area of Alto
Parana, the membership is composed of immigrants: Mennonites in the
Chaco, Germans and Japanese in Itapia and Rrazilians in Canendiyi -
Alto Paranid. The colony areas seem to be the most responsive to
cooperative efforts. This is partly explained because of the cooper-
ative tradition of the abovementioned ethniec groups. The cooperatives
in both Chaco and Itapia are among *he oldest in the country and are
by far the best organized with a tendency to be vertically integrated
(several industrial activities).



TABIE No, 1

IOCATION OF COOPERATIVES AND MEMBERSHIP FIGURES

Zone Area (Dept.) Number Membership
I Concepcidn L Lo2
11 Canendiyu - Caaguazﬁ 7 2,09k
Alto Parana
III Central - Cordillera 9 682
v Paraguari 7 773
v Guaird - Caazapé 5 289
VI Misiones 6 549
VII Itapia 12 2,360
VI1I San Pedro 8 790
IX Chaco 3 2,372
X Amambay 3 51
TOTAL 62 10, 362

The general opinion of the survey team was that only one-
third of the cooperatives interviewed appear to have competent
administration and leadership. The evidence that three of the most
successful Paraguayan cor jeratives are run by priests seems te
indicate that the most scarce resource in the cooperative movement
in Paraguay today is capable, trustworthy leadership., ©Omall farmers,
partly because of their cultural level and partly because of bad
past experiences, have become e highly alienated group in many areas
of the country.

In sumnary, the cooperative movement in Paraguay is still
at an infant stege, and very likely it will be several years before
a significant number o7 small farmers will become cooperative merbers.
Capital, competent administration, and *rustworthy leaders are the
three major constraints. In practically all cases of the one-third
of the cooperatives mentioned above, it was remarked that CREDICOOP
is a major factor in the successful development and progress of their
cooperatives.
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II. REVIEW OF SMALL FARMER INPUTS

This section of the report describes the principal inputs utilized
by the small farmers. The first part deals with personal consumption
inputs. The second part deals with "nondurable" inputs, and the third
and last part discusses the principal "durable" inputs.

A, Personal Consumption Inputs

Survey findinge revealed important factors that partly
explain the rather low loan recuperation rates encountered by many
cooperatives, Several cooperative officials stated that the special-
ized nature of the cooperatives (production vs. savings and loans) had
some counterproductive features. While it was generally agreed that
production credits today are much more available than in past years,
it was stated, however, that often the small farmer does not have
enough cash to support his family and meet emergency expenditures
during the average six months between crops. This situation often
obliges the small farmer to deal with the acopiadores-almaceneros
(general store owners who often act as middlemen of small farmer
outputs). The small farmer can get cash from these middlemen, but
most often he prefers to take the merchandise needed by him and his
family. Several persons interviewed stated that fhis situation often
had the following results:

-- The merchants do not charge monthly interest rates on
the cash they lend, but have first claim on outputs.

-- Mark-upe on merchandise that are 20 - “0 percent higher
than those charged for similar items in large urben
centers.

-- Merchants do not pay for quality differentials.

The percentage mark-up 1s in direct relation to the distance
from large cities like Asuncidén and Encarnacién. The maximum mark-up
is found in isolated border areas like Saltos del Guaird where survey
findings revealed an average mark-up over Asuncidn prices of 50 percent.
In many areas when it rains and the dirt roads are closed, the prices
of personal consumption items are doubled immediately.

Once the small farmer has accepted money and/or merchandise
from the store owner, he acquires an obligation to sell his production
to the store owner. It is suspected by many that some store owners do
not have accurate scales for weighing the small farmers' products.
Since most small farmers do not have scales of their own, they have to
accept the weight measurements of the store owner., Finally, according
to survey findings by the Ministry of Agriculture, in 60 percent of
the cases the store owners do not pay premium prices for quality

b



products, but rather pay as if all the products were of a lower
quality, It is difficult to ascertain to what degree these allegations
are true, but many cooperative and Ministry officials made such remarks.
Table No. 2 lists the main personal consumption products purchased by
small farmers,

Six of the interviewed cooperatives operate stores that
provide thelr respective members with personal consumption items as
well as egricultural tools. Some of them even accept implements on
consignment from Asuncién agricultural equipment importers. Table No.
3 identifies these coopersatives.

TABLE No, 2

PRINCIPAL PERSONAL CONSUMPTION ITEMS PURCHASED
BY SMALL FARMERS

Current Asuncidn

Products Baseline Prices *

Sugar g

Vegetable oil 110 ¢

Yerba Mate 30 ¢ 1/2 Kg. (packaged)
18 ¢ 1/k4 Kg. "
4o ¢ Xg. (bulk)

Soap 12 ¢ bar

Salt - ho ¢ xa.

Noodles 60 ¢ Kg.

Rice 55 ¢ Kg. (bulk)
120 ¢ Kg. (packaged-Primera)

Flour 80 ¢ Kg.

Corn 30 ¢ Kg.

Beans 48 ¢ xg.

Starch 48 ¢ Ke.

Kerosene 35 ¢ Keg.

Galleta (type of bread) 60 ¢ Xg.

Cafia blanca (rum) 80 ¢ Lt.

Guaviram{ (rum) 60 ¢ Lt.

* Several of these prices fluctuate throughout the year;
they are used here for illustration purposes.

7



TABLE No. 3

COOPERATIVES THAT OWN AND OPFRATE GERERAL STORES

Name of Cooperative Location
Colonias Unidas Ttapis
San Lufs Ttapla
Friesland Ttapia
La Paz Ttapia
Volendam San Pedro
Mennonites (all three) Chaco

Source: GAMCO Survey

The Cooperatives listed in Table No, 3 are the best and more
fully integrated (both vertically and horizontally) agricultural insti-
tutions in Paraguay. Thelr membership it composed of immigrants
(mostly Germans) and first and second generation Paraguayans. These
cooperative stores operate by extending credit to their members and
receiving payment after the crops have been harvested.

It would be desirable to include as potential subloans of
the Rural Enterprices Loan medium-term loans (three to fcur years) to
develop cooperative stores. The bene”its of such cooperative stores
would be the following:

-~ Reduce the cost of personal consumption items.

-~ Minimize the small farmers' dealings with the almaceneros;
thereby increasing the cooperatives' prospects for recu-
perating the production credits advanced to members.

The major constralnt to establishing cooperative stores is
the availability of capable and trustworthy individuals to operate
such stores. Perhaps Peace Corps volunteers could train cooperative
almacenercs.

B. "Nondurable" Production Inputs

The principal inputs of this type are the following:



-- Seeds and/or plant stocks
-~ Fertilizers

-« Systemic 1insecticides
-~ Contact ingecticides

-- Bags and boxes

-- Labor

The seeds are acquirei through different sources. In a few
cases the cooperatives develop their own, but in most cases seedgare
obtainud from Servicio Nacional de Semillas through the Netional
Development Bank. In the case of tobacco and cotton, seeds are «ften
obtained through specific programs carried out by the Ministry of
Agriculture. According to cooperative officials, these are the two
most successful agricultural programs. A clear agricultural policy
can be observed.

Fertilizers and incecticides are imported, ani their
national production is very unlikely. Cotton bags used for the col-
lection and transport of cotton are produced in Paraguay by one
textile mill, Bags are estimated to be very costly. The biggest
demand is for jute begs. .Jute 1s a material that is imported from
India since there is no jute productinn in Taraguay.

Table No. A gives a detailed cogt breaxdown of production
inputs for eight uagricultural products. Figure No. 3 indicates the
cost of agriculture field hand labor in eastern Paraguay. The remark-
able difference between regions points out the more dynamic areas an
oprosed to the depressed regions where small farmers' income is, at
best, marginal.

C. '"burable' Production Inputs

Agricnltural tools (hnes, machetern, ete,) are nrually
purchased by sm2ll farmers at handware stores in the cities or at
general stores in small towns. Moot tonls are of Brazilian, Spanish,
Argentine and, more racently, of “olomnian origin, Toole are not
produced in Paraguay, but presently a group of entrepreneurs is con-
templating the production of such items.

The most comuon implements used by small farmers range from
one to several of the following items:

Plows
Tooth harrowers



TABLE No. 3=

COST OF PRINCIPAL PRODUCTINN IZi=iZS FOR SELECTED PRODUCTS

; Irrigatel Upland E
Inputs Soybeans Corn wWheat Rice rice Cotton Tobacco ! Tomatoes
A B . B e z : 2 £ =
R A B A 2 y A A B A B A E
plant stocks 50 Kg| Lo 20 Kz 20 | 100 Kg { 50 | 150 Kg 63 35 kg | 52| 25 kg 30 25 gr 50 0.50 /| 6,000
1 ] %
Fertilizers 130 Kg| 43,84 ! 80 Xg | 50 | 225 Kg | L7.k2 i I 1,250 xg3/
f i ~2.000 Kg¥/
| 1
Ingecticide |
(systemic) 2 Kg 250 1 =00 1.5 1t| 500 7 1ts
1
'6‘ ;nsecticide
;~ {contact) 2 Kg| 600 1 XKg' 600 2 730 2 750 L 700 1 800 29
Sungicide 300 gr | 3,000 2 500 85
#/1bs :
Zags 15 70 L0 70 33 70 60 £S5 25 70 25 130
Sthers 1 60 5,000/ 0.50 | 2002/ | 20,0005/ |
(With
Cost (Fert. 15,000 i 11,810 17,000 i 300, 000
per i
ha. (Without
(Fert. 4,500 4,000 22,000 5,000 i 7,000 | 3,000
1/ leeves Const.; 2/ Rope; 3/ Chemical fertilizer; 4/ Orgenic fertilizer: 5/ Sticks

Code: A: Quantity per ha.; B: Unit cost @/kilo.

Source: Cost sheet of BNF.
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Row C cultivators

Back-pack sprayers

Sprayer carts

Disk harrows

Seed fertilizer machines

Corn shellers

Threshers

Elevators

Chain saws

Fence wire (nonbarbed and barbed)

There is practically nc national production of the above
listed implements (except wire). However, in section IV of this
report, a detailed description is given in connection with the potential
feasibility of the local production of these implements. Presently,
most of these implements are imoorted from Brazil by the Na*ionel
Development Bank.

ITI. REGIONAL CHARACTERISTICS OF SMALIL FARMER OUTPUTS

Small farmers in Paraguay produce a wide range of products. 1n
fact, with the notable exception of coffee beans, tung, and most of
the wheat production, & large percentage ot the rest of the agricul-
tural production is mostly in the hands of small farmers. Table No, b
contains a breskdown by region that indicates the distribution of small
farm units in Eastern Paraguay. Studying Table No. 4, it can be
observed that small farmer concentration renges from 59 percent in
region number two to 97 percent in region number threr, the everage
being about 85 percent. Small farm units are defined as 20 hectares
ar less. Perhaps a more significant indicator of "smallness" 15 given
in the third column of Table No. li, where the percentage of Tarm units
from zerc to five hectares is found. On the 0-5 range, we observe
that the concentration percentages fluctuate more, and we see that in
four regions over 50 percent of the farm units have less than five
hectares, indicating the location of minifundio areas.

A. Regional Review o{ Small Farmer Outputs

In this section a description is given of the principal
characteristics of the 10 arcas of interest to this study. The infor-
mation presented was obtained from:

-- The sfhatistics of the Ministry of Agriculture Encuesta
Agropecuaria por Muestreo 1972/1973, 1973.

-~ The Small Farmer Subsector Assessment, USAID Mission
in Paraguay, 1975.

12



TABIE No. U

CUMULATIVE PERCENTAGE OF SMALL FARM UNITS
BY REGION TN FOUR RANGES

Total
Number of e e e Ranges (H&B.)

Region Farm Units 0-1 0-5 0-10 0-20
I Concepcidn 8,652 3% 23% 419, 86%
II Alto Parand 5,143 5 17 29 59

Caaguazi 15,267 0.7 22 W7 89

Canendiyd 1/
III Central 13,872 16 72 89 97

Cordillera 18,760 7 54 78 92
IV Paraguar{ 2k, 062 7 54 76 91
v Guaird 14,71k 12 56 73 93

Caazapd 10,591 5 45 €k 88
VI Misiones 7,162 6 Ly 63 78
VII Itapia 16,905 2 22 42 76
VIII San Pedro 14,775 5 25 Lo 85
IX Chaco g/ - - - - -
X Amambay 2,891 - ) 9 73

1/ Canendiyu was created in 197h.
2/ Data not available.

Source: MAG - Encuesta Agropecuaria por Muestreo, 1972
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-~ Field interviews by GAMCO, Inc,
-- Various other governmental institutions,

Table No., 5 presents & quantification (percentage) of the
number of hectares within each region dedicated to the cultivation

of 22 different products, It was not possible to determine how many
of these hectares are in the hands of small farmers. However, we
have a good idea of the relative importance of small farmer contribu-
tion to the production of these products from Tables No. 4 and No. 5.
Table No, 6 presents the average yleld of 19 products by region, The
regional presentation given below lists the principal products of
each region. Only those products that compose 10 percent or more of
the national production are included in each area's description.

Aiso, whenever the 10 percent or more types of products have a higher
yii\‘ld than the national averages, such characteristics are identified,.
Figure No. 4 shows the geographic distribution of principal crops by

region.
1. CONCEPCTON
Number of Cooperatives: 4
Total Membership: LO2
Number of Farm Units: 8,652
Principal Agricultural Products:

Castor beans 11,300 ha.* - 474 of national product

Corn 9,700
Cassava H,000*
Cotton 5,700

Round beans 2,000

Area Characteristics

Concepcidn is clearly the most depressed area visited
by the survey team. Traditionally a cattle rajsing area, its agricul-
tural development is presently being constrained by a drop in price of
its principal product, castor beans. Cooperative officials inter-
viewed indicated that cotton is a promising crop for the region,given
the department's climate. They also indicated that the lack of
storage sheds for cotton forces the small farmers to sell at a dis-
advantage. Concepcidn's second largest agricultural product is comn.
It is a traditional crop that small farmers prefer to plant, since
they are knowledgeable about its cultivation. Overall corn yie)is

* Yield per ha. greater than national average.
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TABLE No. 5

PERCENTAGE OF NUMBER OF HECTARES BY REGION ARD PRODUCT

R e g i o n s
Country 3 2 3 L 5 6 7 8 9 10
Products Totalc

(000 Has) a b a b a b
Sorghum 5.5 - L - 9.2 - - - 1.8 2 - 6 76 -
Cotton 91.2 ¢ 3 14 1 12 21 b b 6 10 7 1 0.4
Upland rice 5.8 0.3 27 2 - 0.5 5 0.7 3 5 8 0.5 - 32
Sweet potatoes 4.3 5.3 3 17 10 11 10 € 2.5 5 6.2 6.3 2.4 -
Soybeans 81.4 - q 3 - - L 3 2 12 59 2.4 - 7
Tebacceo 20.4 2 11 29 1l 9 10 3 9 1 1 22 - -
Corn 1.6 5 5 n s 8 16 7 6 L 16 8 - 3
Cassava b,5 6 L 1L 8 11 14 9 7 3 12 9.L - 2
S. cane for sugar 17.7 - - 3 18 - 8 60 - - - - 11 -
8. cane for molasses 10.12 - - 1 10 25 5 L 19 - 1l - - -
Irrigated rice 1.5 1.2 - 2 - Q 11 0.6 2 L2 32 - - -
Onions 3.5 5 - 21 - 7 27 6 5 1 12 6 - -
Wheat 20.3 - 2 - - 7 10 - - 22 36 16 - -
Peas 3.2 L 8 L 1k 29 10 6 3 1 10 6 - 0.6
Peanuts 1E.0 L 1.1 16 2 11 12 3 7 2 7 6 24 2
Potatoes 0.6 - - 18 2 18 15 3 21 - 18 - - -
Beans b6k 3 11 & 9 17 7 8 5 12 6 - -
Lima beans 8.4 2 14 13 3 9 2 7 7 1 16 10 - 14
Alfalfa Lo o3 1 1327 7 14 L4 7 L 1k 3 1 0.9
Castor beans 23.9 L7 0.7 3 5 3 5 1 2 2 - i5 10 L
Sour Orange leavesl/ 301.68 - - 1k 0.3 31,5 L.3 0.1 3 0.1 - 46,3 - -
Mint L3 - 2.5 3 - - - - 1.5 - - - - 1.5
1/ Tons of essential oji prod.
Source: MAG - Encucsta Agrapecuarla por Muestreo 1G73
1 - Concepcidn 3T - n Tentral 5 - a) Guaird 7 - Itapda
2 - a) Alto Parand 5t Jordillera b) Caazapd 8 - San Pedro

b) Caaguazi L . paraguar{ € - Misiones 9 - Chaco
1-5 10 - Amambay


http:Conccpc1.on

AVERAGE YIELD PER HETTARE BY RIGION

TABLE No. 6

X elig:l o-n-»

2 3 - % 6 y 2 a
a b a -3 s ]
958  1,12% 1,020  1,0hk %k 1,039 3,28% 91% 1,159 1,8 1,129 o7Th
Upland rice 870 1,35 1,122 1,200 433 875 2% 1, ke 1,%6 1,91 £00 - 1,352
_ Sweet potatoes 12,139 9,573 1,WS 1,927 9,92 7,1 9,087 11 6% k583 2128 ok2® . 3200 B695
T3 1,622 1,532 1,1220 1,182 A0l 1,4%% 1,24 1,669 1,%27T  1.k%0 - 1,578
R84 1,k1a 1,130 1,088 1,239 .12 1,680 1.329 1,505 1,3 1.574 - >
1,274 1,979 1,183 1,043 P 3,084 1,889 1,860 1,280 1.527 1,68q 950 1,313
28,813 14,657 15, %% 1,500 11,650 13,912 12, 50 1%,077 7.500 1,018 17,16 5,101 37,638
S. cane for sugar - - 3,50 19,510 7,20 35,090 - 51,€10 53,380 - 3,35 -~ 32,000 k0,000
S, cane for molasses 20,83¢ 20,000 1,08 4,130 3L,910 15,220 21,050 0,110 Lk 820 BoR0  sk,130 28,000 -
Irrigated rize 1,127 - L, 600 - 1,516 1,959 2.358 1,5 1,810 2,772 1,263 - -
2,512 2,120 T+3%0 2,302 ‘0“.!;‘ 5,576 a2 830 %,000 6, Te2 kc('hg e 5'571
- 1,188 1,229 503 afis 915 1,0 657 1,212 L 122 1,200 - 1,145
532 % 1,112 X8 T X,15% 1,016 =50 1,13% nE 1,042 - L76
817 sEC 358 7 812 Fx 31 a2 73 k7 3,122 750 1,560
Potatoes ** - 6,50 . 7,022 2,833 & 8 8,050 £,500 ‘2 6,666 7,000 4,000 - B,000
¢ 759 350 R2 B £2& Tl 1.0% ThG 743 £y 915 00 £30
83 1,057 o 331 247 R1& 1,068 £k 508 823 802 - 883
L, 797 4,052 5,398 1,5% 3,658 8,895 5,330 2,68 6,523 6,67 4,729 2,960 3,500
Castor beans 935 - £h2 1,00k 525 1,250 =7 517 19 - 13k 1,175 593

* = 1973/197%;
- Source: MAG - Sncuesta Agropecuaria por Muestreo 1372/1973

1 - Concepcidrn
2 - a) Alto Parazd
b) Caaguazi

L - Paraguar{

5 - a) Cuaird
b} Caazapd

6 - Misicnes

7 - Itapia

£ - fan Pedro
Chaco

10 - Amazmbay

O
'
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are below national average by five percent, and usually draw one of
the lowest prices in the nation. Cooperative leadersexplained that

besides the castor bean prices and storage problems mentioned above,
Concepcidn's small farmers are confronted by other problems:

-- Much of the land held by small farmers was previously
timberland and the presence of tree stumps and logs
prohibits mechanization,

-- Their geographic location and the particularly bad
road system put them at a constant relative dis-
advantage with the rest of the nation, since the
department of Concepcidn is the most distant from
central markets.

All but one of the cooperatives interviewed, were experi-
encing serious financial problems because their members were not paying
their financial obligations. The principal villain, according to the
cooperative leaders, was the acopiador-almacenero (general store
merchant). This almacenero is more successful in obtaining small
farmer outputs than the cooperatives for the reasons discussed pre-
viously in Section II.A.

As shown in Figure No. 3, Concepcidn has the lowesgt
wage rates for field workers., Not being a minifundio area, the low
wage situation is likely to represent underempioyment, as might be the
case in the central area (sub-section 3 in this chapter).

This area's present situation undoubtedly merits the
highest priority in the Rural Enterprises Ioan. A considerable effort
should be made by the institutions affected by the loan to promote any
type of activity that might increase employment in this area,

Four promising projects were identified during the
course of this study:

-- Castor oil extraction factory
-- Pagteurized juices and confectionery processing plant
-- Hog breeding project

-- Silo and Dryer project

-- Corn flour procesging plant

18
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2, CANENDIYU - ALTO PARANA - CAAGUAZU

Number of Cooperatives: 7
Total Membership: 2,094
Number of Farm Units:

Alto Parania: 5,143
Caaguazd : 15,267

Percentare of Small Farmers:

Alto Parana: 54%
Caaguazil Bud,

Principal Agricultural Products: l/

Alto Parand  Caaguazi Percent of
Hectares Hectares National Product
Mint L, 000 131 o
Tobacen 2,500+ %, 100 39
Iima beans 1,20k 1,050 27
Onion 25 880+ 22
Cotton 2,800+ 15,000 20
Sweet Potatoes i 2,h00¢ 19
Cersava 5,200* 01,000 18
Potatoes D .07 18
Peanutr 200 2,500 17
Corn Q, 200 P2,000 16
Rire (upland) 1,4 1,500 14
Round beans 1,500 5,000°" b
Petit-grain 55 tons 14
Alfalfa 57l 55 1b
Garlic 12 247 13
Peas 258+ 13 12
Soybeans TLO00 3,000+ 11

}/ Figures derived from 1973 Agricult 1 Census, In 197k Alto Parana
was subdivided into Fanendiyﬁ. Due: w2 extraordinary accelerated
development, present figures are probably two to three times greater
than those shown above, particularly for soybeans, mint, and tobacco,

* Yield pver hectare greater than national average.
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Area Characteristics

Second only to Itapia in terms of present agricultural
development growth, this three-department area will very likely become
the most important zone within Paraguay's interior. The rationale
behind the conglomeration of these three departments into one for the
purpose of this study is that all. three have the following similar
features:

-- Area of new colonizations

-- Terrain - high concentration of timber land, that is
very fertile once it is cleared

-- Agricultural productivity being positively affected
by significant migration of Brazilian farmers of
Eastern European cxtraction

-~ High concentration of small farmer cooperative
development

-~ Nearness to Brazil yields excellent alternatives to
economical export logirtbtice

The present and almost certain future economic growth
of this region will shortly become Parapuay's best asset. This area
has the highest potential of becoming the salvation ot the small
farmers of the central zone. The wages paid to field hands (see
Figure Ko. 3) is a clear indication of the economic importance that
this area ig already rhowing. Most of the Brazilian immigrants are
highly productive srwldl farmers, and are already affecting native
Paraguayan small farmers through the demonstration effect »f more
advanced farming technology. The isolation fuactor »f the new colonies
contributes to new cooperetive development ac it can be observed in
the membership figures »f Annex No. 2.

Interviews with cooperatives of these regionc revealed
the following problems:

-- Impediment to full lanl utilization and mechanization
because of tree slumps and the presence in the
fields of noncommercial logs

~=- Too rapid growth has created an acute shortage of
storage capacity

This area should have a priority ranking similar to
Concepcidn in terms of project promotion for entirely different reasons.
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The high priority ranking for Concepcidn would be an effort to

create development, which by definition means long-term results.,

In this case, however, a high priority ranking is needed in order to
cope with the rapid development of the zcne. This area effers short-
term results, and the impact of its development 1s much larger in
megnitude because of the short-run beneiit it can bring to asmall
farmers who presently reside in several different areas of the country
and vho might relocate to this region. Development in Concepcién,
which 1s urgently needed, would be addressed to a smaller group of
people.

Several projects were identified for the area:

Balanced feed mill

Milk, cheese and butter plant
Work clotheg production
Machine shop

Silo and dryer project

Rice mill

Cassava flour mill

Mint crystals processing plant

3. CORDILLERA - CENTRAL

Number of Cooperatives: 9
Total Membership: 682
Number of Farm Units:

Cordijlera: 18,760
Central : 13,872

Percentage of Cmnll Farmers:

Cordillera: 92%
Central : 97

Principal Agricultural Products:
Percent ot

Central Cordillera Nat'l Product
Abacachi pineapple 40,000 1/ 11,000,000) 52
Cayena Lisa pineapple 734,000 I/  3,700,000)
Peas 441 ha. 929 ha, 43
Sugar cane for forage
and molasses 1,000 2,600 * 35
Alfalfa 1,250 34
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Percent of

Central Cordillera = Nat'l Product
Petit-grain 1,235 tn. 31 ik
Banana ''carapé" 820,000 1/ 1,000,000 1/ o
Golden banana 1,600,000 1/ 675,000 1/ 27
Sweet potatoes 1,470 ha. 1,600 ha, 21
Potatoes 12 109 20
Cassava 10,900 16,200 19
Sugar cane for sugar 2,770 57 19
Round beans 3,000 * 4,000 15
Corn 9,100 16,200 13
Cotton 1,300 10,600 13
Peanut 2,000 13
Lima beans 236 * 750 12
Tobacco 300 1,800 10

1/ Number of plants.
* Yield per hectare greater then national average.

Area Characteristics

The small farmers in these twn departments survive under
a set of rather peculiar circumstances. Sixty percent of them live on
farms that have an average size of three hectares. This minifundio
region does not appear to have much of a future unless some drastic
changes take place. There is a host of underemployment as well as
unemployment. These two departments rank second lowest in terms of
field hand dally wages. Despite the fact that a considerable number of
Paraguay's major industries are located in fhis area, there is a large
unemployment problem, The soils in some seéctors are among the least
fertile in the eastern region. Most of the cooperatives in the area
have too few members to be effective. The promotion and development
of horticulture could be a partiel solution to the problem of the
small farmers. Its proximity to Asuncidn already makes this region
the larpest producer of vegetables,

Survey findings reveal a shrortage of wooden crates
and boxes for the collection and transport of fruits and vegetables,
Cooperative leaders complained about the high cost of wooden boxes.

Most of Paraguayan handicrafts are produced in these
two departments. Survey team members contacted the new Office of
Handicraft Promotion (SPA) which is part of the Ministry of Industry
and Commerce. This is & new service that has been in existence for
less than a year. Its work program for the promotion and develop-
ment of handicraf'ts in this area seems to be very promising. Such a
program, to be effective, requires technical assistance and financial
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support to SPA. On the technical assistance side, SPA's program is a
natural for Peace Corps participation. GAMCO technicians put both of
these two institutions in touch and preliminary discussions concerning
possible cooperation have already taken place. In addition, the
following potential projects were identified:

-~ Fruit pulp and glazed frult processing

-- Silo and dryer project

-~ Candy manufacturing

There are several other potential projects in the Central
Zone that are discuseed in Section No. IV, These are not mentioned
here because they are oriented to serve all small farmers in Paraguay

(e.g. low cost intermediate technology implements) and not just these
two departments.

L. PARAGUARL
Number of Cooperatives: 7
Total Membership: 773
Number of Farm Units: 2L, Q62
Percentage of mall Farmers: 90

Principal Agricultural Products:
Percent of

Hectares National Product

Sugar cane for molasses 3,625 *» 35
Onion 1,125 27
Cotton 18,710 21
Round Reans 7,800 17
Corn 30,700 16
Potatoes AR 15
Alfalfa LT - 1k
Cassava 20,200 * 14
Peanuts 2,200 ¥ 12
Rice (irrigated) 1,800 11
Tobaceo 2,100 10
Wheat 2,500 10
Sweet Pntatoes 1,395 10
Peas 318 « 10
Pimientos l/

Strawberries l/

1/ Data N/A. It ic estimated to be similar to Central
which is the other major production center.
* Yileld per Ha. greater than National Average.
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Area Characteristics

Paraguar{ is very similar to the Central Zone and
Cordillera in terms of the number of small farmers; however, there
are some importent characteristics thal tend to set Paraguar{ apart
from the other two departments.

-- Paraguar{ is an important surgarcane producer where
there is even a sugar mill thet processes the depart-
ments' total sugarcane production (400 tons).

-- Its agricultural production is more diversified (less
fruits versus more vegetables).

-- Cooperatives esppear to be more successful and one of
the oldest and most efficient foreign cooperatives
(La Colmena), composed of Japanesc menbers, is based
in Paraguar{.

-~ According to cooperative officiaels, the lack of
storage sheds 1s more critical, glven their grain
and tobacco production and the condition of their
road system,

-- The tomato productior tas reached such a level that
a tomato processing project might be developed.

Paraguar{, like the departments of Central and Cordillera,
has a rather large percentage of small farmers who work on less than
five hectares (54 percent). A busines:iern vho has purchased and
exported tomatoes from the area wes identified as a potential investor
for a tomato processing plant. A processing plant in the department
would offer the minifundio farmers an excellent alternative to change
to an intensive type of cultivation.

Cooperative officials stated that up to 20 percent of

first class tobacco is lost to lower classifications due to the lack
o1 adequate drying and storage facilities at the farm =ites.

5. GUATIRA - CAAZAPA

Number of Cooperatives: 5
Total Membership: 119 *
Number of Farm Units:

Guaird : 1b 714
Caazapd: 10,591

% Membership of two cooperatives was not determined.
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Percentage of Small Farmers:

Guaird ¢ 98% ,
Caazapd: 93% : : it

Principal Agricultural Products:

; Percentage
Guaird Caazapa of Total Has.
Hectares Hectares in Paraguay

Sugar cane for sugar 11,100 * T1 * 60
Potatoes 15 108 ol
Sugar cane for

molasses 371 1,975 23
Cassava 12,400 9,700 16
Round beans 3,200 ¥ 3,600 15
Lima beans 570 * 573 14
Corn 13,800 * 11,000 * 13
Tobacco 700 * 1,800 12
Onions 237 257 11
Alfalfa 187 340 11
Peanuts 600 * 1,200 10

* Yield per hectare greater than national average,

Guaird and Concepcidn are among the most traditicnal
agricultural areas of Paraguay. The principal agricultural product
is sugar cane which is produced almost exclusively by small farmers,
(Caazapa's products are more diversified than those of the department
of Guaird., This latter department has promoted the introduction of
~tatpes, grapes, and silk worms within the last few years in an
etuwct to diversify its agriculture production, The results have
been satisfactory, but there still is a long way to go.

There are several districts in the Department of
Caazapd that are known to have excellent terrain for agricultural
production, but the lack of roads stops any further agricultural
development.

It was learned through field interviews that in this
particular area the Crédito Agricola de Habilitacidn (CAH), through
the formation of AUCA (Asociacion de Usuarios de Credito Agricola),
and the coordination of technical assistance from SEAG (Servicio de
Extensidn Agricola) have obtained excellent results. This institu-
tional joint effort has yilelded better crop results, and a high B
repayment record of production credits. i




The latest development effort in Guaird is the promotion
of hog ralsing among small farmers, Oae of the short-term projects
fdentified by thi: study (balanced feed mill) 18 the nert necesnnry
rtep before the final stage of industrialization (claughter and
packing for export). An additional udvantage of thir region is that
it is one of the few areas that is served by the natinnal railroad.

Up to the present, this advantage has not been truly capitalized by
the area, because of the lack of diversification into activities that
might draw advantages by using rail service,

The Caazapd area ir an cxcellent one for potato produc-
tion, but storage sheds and a refrigerated warehouse are needed before
these promising agricultural products can be further devreloped., The
field interviews helped identify t' - following potential projects.

-~ Balanced feed ration plant

~-- Yorba mate mill

-- Silos-dryer complex

-- Expansion -t wine ntorage and processing facility

-~ Charcoual vrroeecsing plant

-~ Charcoal briquette plant

6. MISIONED

Number or Coospepratives: 5

Total Memberechip: 5

Number of Farm Units: 7,100
Percentage of Smnll Farmers: 78

Princinal Agriculturnl Products:

Percontage
of Total Has,
Hectares in Paraguey
Irrignted rice 7,000 42
Wheat €,000 * 23
Soybeans 12,000 * 13

* Yield per Ha. greater than National Average.
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Area Characteristics

The terrain in the Department of Misiones is character-
ized by open fields with low gradient, which can be prepared for
agricultural use at a rather low cost. Misiones is different from
the new regions which have excellent soils but are rather expensive
to clear due to the presence of timber. This advantage is offset by
acid soils that need to be stabilized with lime.

Given Misiones' terrain characteristics and the types
of agricultural products that are developed there, it is perhaps the
most mechanized region in Paraguay. Thls mechanization is due to the
presence of large agricultural units, but small farmers benefit
somewhat too because there is enough equipment in the area for them
to rent.

The interviews held with the local cooperatives revealed
that they (cooperatives) are experiencing a low rate of recuperation
of the agricultural credits they provided to their members. Similarly,
the production cooperatives do not commercialize their members' crops
to the rest of the country. The small farmers sell their production
to almaceneros, often because of the personal consumption items
problem discussed previously.

The following projects were ildentified in Mislones:
-~ Pasteurized juice processing plant
-~ Coconut o0il extraction plant

7. ITAPUA

Number of Cooperatives: 12
Total Membership: 2,360

Number of Farm Units: 16,905
Percentage of Small Farmers: 76

Principal Agricultural Products:

Percentage
of Total Has.
Hectares in Paraguay
Tung 25,000 99
Soybeans 54,000 * 59
Wheat 9,200 * 36
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Perceniage
of Total Has.

Hectares in Paraguay

Irrigated rice 5,500 * 32
Potatoes 108 # 18
Lima beans 1,326 16
Corn 31,500 ¥ 16
Alfalfa 618 * 1k
Cassava 17,000 * 12
Round beans 5,700 12
Omions 482 * 12
Cotton 10,000 * 10
Peas 327 10
Yerba Mate 30,000 **

* Yield per Ha. greater than National Average.

*% The relative position is not known but it is
estimated to be over 50 percent.

Area Characteristics

Itapia 1s the most important agricultural area in
Paraguay. Its terrain has large sections of timberland that are very
fertile once cleared. It is a traditionasr ocgricultural area and has
the highest incidence of cooperative organizations and development.
Along with Misiones, it 1s one of the better mechanized zones in
Paraguay. It has a relatively good road system, even though most
roads are unpaved. The cooperative development is highly influenced
by the concentration of people of foreign backgrounds including:
Poles, Germans, Ukranians and Japanese.

Members of the "foreign" cooperatives tend to have an
average of 20 to 30 hectares. One cooperative, however, has an
average of 50 to 60 hectares per member, but land utilization is
about 50 percent. In this department the cooperative officlals state
that they have been getting excellent results in their work with the
National Seed Service (SENASE).

Most "foreign" cooperatives finance 30 percent of the
crop costs to their members. In most of these cooperatives the
members are not obligated to sell their products through the cooper-
ative. Those who do, receive a 10-percent advance before the
products are actually sold. One cooperative expells the members if
they do not sell their products through the cooperative. Almost all
cooperatives have general stores for the convenience of their members.
Cooperative officials remarked that the general store principle is an
excellent tool to develop full cooperative integration and member
participation in the pursuit of cooperative goals.
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Despite the fact that Itapda has a large silo infra-
structure (both public and private), there is a shortage of storage
space because production continues to grow every year.

The following projects were identified in Ttapda:

-- Tomato and soybean sauce plant

-- Balanced feed mill

-- Hog raising project

8. SAN PEDRO

Number of Cooperatives: 8

Total Memberghip: 790

Number of Farm Units: 1,475

Percentage of Small Farmers: 85

Principal Agricultural Products:

Percentage
of Total Has.,
in Paraguay

Petit=grain 182 tons TS
Tobacco 4,600 has. * 22
Wheat 4,100 has. * 16
Castor beans 4,100 has. * 15
Bananas 2,170,000 trees 15
Lima beans 830 has. 10

Area Characteristics

Agricultural development in the department sf San Pedro
is concentrated in the areas bordering the Paraguay River, alongside
the road from San Estanislao to Puerto Rocsario, and the area around
the capital city of San Pedro. The rest of the department does not
have much agricultural activity. The department has considerable
concentration of timberland areas, a feature that makes mechanization
difficult even by animal traction because small farmers' lotr often
have many tree stumps that take several years to eliminate by the
conventional w<thod of turning.

T the eight cooperatives, two belong to Mennonites.
Their presence in the area has been a favorable one for the Paraguayan

* Yield per Ha. greater than National Average.
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farmers, Small farmers have dlso benefited from special programs i
sponsored by the German Government, There is high concentration of B
farmers who dedicate most of their activities to bitter orange plane i
tations. They are presently going through a diffilalt period due to

the low pricee of petit-grain eesence in the international markets,

Several of the cooperative officials interviewed stated that technical

ngristance is needed, particularly advice as to the type of products

they should plant, The cultivation of potatoes has had some favorable

results, even though the average yield in the department is lower than

in most areas (See Table No, 6). Most of the cooperatives interviewed

(other than the Memnonites) would like to commercialize their mmmbers'

products, but often can not because of the lack of funds. These

cooperatives can only sel}l the products first and pay the members

afterwards, Those that have done some commercialization have done so

with some very good results in terms of the prices obtained for the

products, In San Pedro the people interviewed commented on the dif-

ficulties in getting their members to market their products as a

group because many sell to the almaceneros. The need for storage

sheds was found to be generalized all over the department, 8San Pedro

does not have the advantage of paved roads in its territory; therefore,

the transportation of products by road is costly because of the extra

distance that has to be traveled to connect with the paved road system,

9. CHACO
Number of Cooperatives: 3

Total Membership: 2,372

Number of Farm Units: Unknown

Percentage of Small Farmers: Not known, The only ones
that can be quantified are the Indian cocperatives, which have approxi-
mately 350 members, with an average of twenty hectares per member.
There are, however, several Paraguayan small farmers in the sugar cane
area near Asuncidn.

Principal Agricultural Products:

Sorghum 4,200 has., T6% of total has.in Paraguay
Peanuts 4,300

Sugar cane for sugar 1,350

Castor beans 2,500 *

* Yield per Ha, greater than National Average.
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Area Characteristics

The terrain is semi-desert, with serious water .:oblems.
Most water, when found, is deep and highly brackish. The Mennonite
colonies in the Chaco are the prime representatives of highly developed
cooperativism. The members are all large farmers:

Cooperative Neuland : 600 has. average per member
Cooperative Ferheim : 180 has, " " "
Chortitzer Kommittee: 200 has. " " "

There are several factories which process the members!
products: three peanut o0il extraction plents, a large tannin extrac-
tion factory, a large cheegse and butter plunt, and *the only palo santo
essence production nlant in *the world. Their cooperative general
stores operate on a credit basis year around, until the members are
credited for the crops they have praduced. The balance remains asg
credit on each member': acecount, It is prectically a caenless society.

They have organized soeveral of tne native Indians into
small farmers with cooperative systens rixilar to theirs, ineluding
Mennonite Agricultural extension people who live with the Indlans,

10. AMAMBAY

Number U Cooperativen:

Total Memberanip: 1

Number ~¢ Farm Units: 2,49

Percerntnge of mall Farmers: 73

Principal Agricultural Prmducts:

Percentage
of Total Has,
Hectares in Paraguay
Coffee bheans unknown 99
Upland rice 1,000 32
Peas L0 1k

Area Characteristice

The Amambay area is highly characterized by large timber-
land sectors. Its agricultural development is mostly the work of large
farm units that have a high degree of mechanization. MWost land clear-
ing was done with heavy equipment; therefore, it is different in this
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respect from Alto Parand - Canendiyd, Sen Pedro, Concepcidn, and the
agricultural areas in Itapda,

One of the cooperatives is made up of Japanese members
who also plant mulberry plants for the silkworm industry. The area's
nearness to Brazil (dry border) permits direct commercialization with
Brazil and the procurement of cheaper agricultural equipment and
personal consumption items., This area is also unique in that all of
the cooperative members have title to their land.

This is one of the richest regions in Paraguay with
great potential for continued agricultural development. Practically
all coffee production takes place in Amambay. The producers, who are
generally large landholders, are organized into an association. The
only problem detected through the interviews is the normal shortage
of silos that is characteristic of boom areas such as Amambay., The
capital city of Amambay has the largest concentration of lumber mills
in one single district: U42 lumber mills in one industrial park.

IV, POTENTIAL PROJECTS

Shortly after the survey work got underway, potential industrial
and service activities began to be identified in the interior. Many
of these activities were at first thought to fit the criterion of af-
fecting small farmers' income, but were later dropped from consideration
because it was not clear how these industries would increment small
farmers' earnings. After several more viable and direct projects were
identified, it became clear that the ideal projects were the ones that
are oriented towards a cooperative., In other words, the vertical and/
or horizontal integration projects for cooperatives satisfy the mandate
of the Rural Enterprises loan. However, most projects that can affect
small farmers' income are unlikely to fall within the technical,
managerial, and capital availability of most Paraguayan cooperatives.
As in most development programs, the human element is always the final
constraint.

The projects that were identified fall under three categories,
Following is a brief case by case discussion of each project within
the three categories:

A. Short-term Projects

In this category the projects that are listed can be developed
almost immediately since the jidentification includes entrepreneurs or
cooperatives that are interested in undertaking the investments. The
ultimate technical and financial feasibility of the projects would
have to be developed by either the interested party or the lending
institution. What has been done here is to identify, select, and
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attempt to determine its impact on small fermers. It should be pointed
out that the list is not finite, bul rather it is a good illustration
of the type of subloans that can be financed by the Rural Enterprises
Loan. Undoubtedly there are more and will be more potential projects
similar to the ones listed here. Table No. 7 presents a summary of
the short-term projects, and Figure No. 5 illustrates the geographic
location of the 21 short-term projects.

1.

Fruit Pulp and Confectionery Plant

Products:

Fruit pulps, fruit candy and sweet potato pulp

Investment:
Equipment: a. Pulp processor $112,6L0
b. Fruit confectionery equip. 42,000
c, Boiler 10,000
d. Building and installation
of equipment (turn-key) 12,000
Total Fixed Capital Investment $176,6L0
Capacity:

1,300 Kg/hr,

Impact on Small Farmer:

Industrialization of sweet potatoes and fruits that
grow on small farmers' fields and often do not have
morkets. In some areas fruits are considered a plague
because they are plentiful and there is no convenient
way to handle them since they have no value.

Investor:

Dr. Eduardo Martinez Riella, Plant Manager
of Industrializadora Guaran{ S.A.

Plant Iocation:

Not determined. Depends on location economics
analysis. Likely, near Central Zone (Zone III in
study) Department.
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ZABLE No. 7

SEORT T=ERM PROJECT SUMMARY

I/0
No. “roject Location Code Céde Investment
1. Fruit Pulp and Confectionery Plant  Central AB 0 $ 176,840
2. Grain Siles and Dryer Central BB I-0 110,000
3. Candy Processing Plant Cazcupé-Cordillera BA 0 23,000
L, Prefabricated Storage Sheds
for Small Farmer:z Asuncién BA I 25,000
5 Hog RBreeding Comple: Encarnacién-Itapia AB I 5C.,200
O. Balancel Feed Mill Encarnacién-Itapda AB I-0 100,000
7. Tomatc and Soybean Sauce Encarnacién-Itapda BA 0 71,000
8. Balnnced Feed MIlL Villarrica-Guaird BA I-0 25,000
9. Yerba Mate Mill Villarrica-Guaird BB 0 112,000
10. Grein Silos and Dryer Villarrica-Guairé AA 0 95,000
11. Wine Processins PL Villzrrica-Guairé BB 0 100 ,000
1z2. Cory-lomerate Char Villarrica-Guaird AB I-0 20,000
13. Pactewricz=l! Juice S.J.Bautista-Misiones AB 0 155,000
1k, Coconut Process S.J.Bautizta-Misiones BA 0] 80,000
15. Grain Silos and Lrye Concepcién-Concencidn AB 0 180,000
16. Coconut Procescing Plant Rogque Gonzélez-Paraguari Ba 0 105,000
17. Castor Bean Q0il Zxtraction Plant Concepcidn-Concepcidbn AB ¢} 85 ,000
18. Tomato Processing Flant Faraguari- Paraguard AB 0 750,000
19. Fruit Juice and *~ulp Procescing
Plant Concepcidén-Concepcidn BA 0 150,000
20. Corn Flour Mill Concepcién-~Concepcidn BA 0 40,000
21. Charcoal Procescing La Picada-Caaguazl AB 0] 24,000
§ 3,00% 640
Code: AA: New Project for Cooperative
BB: Expansion for Cooperative
AB: New Project Irivate Entrepreneur
BA: Expansion Private Entrepreneur
0: Outruts Project
I: Inputs Project
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3.

Grain Silos and Dryer

Service:

Silos and dryer for corn
Investment:

Equipment: $100,000
Capacity:

150,000 Kg/month
Investor:

Cooperativa de Avicultores

Impact on Small Farmers:

The cooperative members would buy cheaper feed mix.

They would also sell corn to the cooperative. Other
(nonmembers) small farmers would be selling corn to

the mill also.

Iocation:

Asuncidn - Eusebio Ayala Km., 5., The place where
the cooperative hasg its mill,

Candy Processing Plant

Products:

Candy made out of guayabs, milk, sweet potatoces and
orange; caramel candy

Investment:
Equipment: a. Sweet potato peeler $ 3,000
b. Copper screener ) 000
c. Copper tank ) 20,
Total equipment $23,000

Investor:

Mr. Pedro S. Ben{tez, ovner of candy factory
"La Primorcsa'
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Impact on Small Farmers:

Would purchase small farmers' fruits to make candy
to be exported in wooden conteiners (boxes)

Location:
Caacupé - Cordillera Department

Prefabricated Storage Sheds for Small Farmers

Product:
Prefabricated shede (American patent)
No walls so that it can be used for drying.
No roof so that small farmer could use any roofing

material available to him in his area such as
straw, small boards, palm leaves, etc,

Capacity:

12 units of 60 m2 ea. weekly
Investment:

Small additional equipment: $25,000

Impact on Small Farmer:

Small farmers will obtain better prices for their
products because they lose gquality grading by
storing their outputs outside., In fact, at harvest
time the farmers place as much of their produciion
inside their houses as possible and the family has
to move outside

Investor:

Rio Pozuelo S.R,L. - Asancidn

Location:

Asuncidn
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5.

Hog Breeding Complex

Capacity:
8,400 hogs per year

Investment:
Buildings and necessary infrastructure $50,000

Impact to Small Farmer:

The firm would sell 70 percent of the production to the
small farmers to be fattened; then the small farmer
would sell meat, not grain, and maeke more money. The
farmer's family cares for the hogs so it can be con-
sldered a marginal activity. The last stage of this
firm's strategy is to set up a slaughter and meat
packing operation,

Investor:
Itapia 333
Location:
Encarnacién - Ttapia

Balanced Feed Mill

Product:
Balanced mix feed - composed of:

70 percent corn

20 " soybean expeller
5 " wheat bread
5 " vitamins

Capacity:
32 tons in an 8 hr. shift - 10,000 tons/year

Investment:

a&. Machinery $70,000
b. Buildings $30,000
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7.

Impact to Small Farmer:

Sell feed to small farmer at low cost; will buy corn.
In order to provide 7,000 tons of corn in a year,
there would have to be 1,200 small farmers with five
hectares each planted with corn.

Investor:
Itapda 333

Location:

Encarnacidn - Itapia

Tomato and Soybean Sauce

Products:

- Tomato sauce
- Soybean sauce
- Soybean vinegar

Investment:
Land $16,000
Buildirg and warehouse 16,000
Tanks 7,000
Bottling equipment 2,500
Raw material 12,000
Oven 2,000
Warehouse for raw
materials 3,500
Bottle stock 12,000
$71,000
Investor:

Hiroaki Sakanashi, owner of Sanken Kogio Plant
Location:
Encarnacidn - Itapia

Impact on Small Farmer:

Small farmers will sell soybeangand tomatoes to
the factory.
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8. Balanced Feed Mill

Product:

Balanced feed
Investment:

Complete mill  $25,000

Impact on Small Farmers:

Small farmers will sell raw material to the mill.
Example: corn, soybeans, molasses, ete,

Investor:

Molinos Harineros del Paraguey Guairé S.R.L.
Location:

Villarrica - Guaird

9., Yerba Mate Mill

Product:
Mate tea
Investment:
a., Warehouse to store raw materials

and milling equipment $32,000
b. Working capital $80,000

Capacity:
800 ton/year

Impact on Small Farmers:

Presently the cooperative members sell their yerba to
mills in nearby cities at a very low price . If the
cooperative has its own mill, it is estimated that
members would get an immediate price increase of 50 to
80 percent over what they can get from other mills,

Investor:

Cooperativa Agricola de Produccidn -
Colonia Independencia
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10,

1n,

Tocation:
Villarrica - Guaird

Grain Siles and Dryer

Product:
Dry grains for export
Investment:

8, Grain silos

b. Dryer, elevators, generator, etc.

Capacity:

3,000 tons storage and drying per year

Impact on Small Farmers:

The cooperative sells to exporters:

600 tons of soybeans per year
1,500 tons of comm per year

$95,000

The object is to eliminate the middleman and to

export directly.

Investor:

Cooperativa Independencia

Tocation:
Villarrica - Guaird

Wine Processing Plant

Products:

Wine and vinegar
Investment:

a. Building

b. Storage

c, 4111
d. Press (continuous)
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12,

Cagacitx:

Additional 1,000,000 liters
Present capacity: 1,150,000 liters

Impact on Small Farmers:

Presently the cooperative can not accept new members
because it 1s operating at full capacity. This ex-
pansion will permit them to increment their member-
ship at least 50 percent. The farmers who do not
belong to the cooperative sell their grapes at rather
low prices to third parties. This expansion can also
make possible for present members to expand thelr
grape cultivation.

Investor:

Cocperstive Ideal
Locatior:

Villarrica - Guaird

Conglomerate Charcoal Plant

Product:

Conglomerate charcoal briquettes, The bonding
agent would be cassava starch.

Investment:
a. Equipment $16,000
b. Buillding 4,000
Total $20,000
Capacity:

This system is what is known in the U.S. as charcoal
briquetting except that in the States a different
bonding agent is used. Tests were made at the Insti-
tuto Nacional de Tecnologia y Normalizacidén and the
results show an increase in calories of 300 percent
per unit of weight (kilo) over the plain vegetable
charcoal produced in Paraguay.
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Impact on Small Farmers:

It will benefit 300 small farmers in a new colony in
Guairéd, The land needs to be cleared and there is a
lot of wood on the property.

The market would be low income households in Villarrica
and Asuncidn. Low income femilies cook with charcoal
and normally use one kilo per day, The conglomerate
would cost 50 percent -more per kilo, but the housewife
would only use one-third as much charcoal. Therefore,
ghe would have a 50 percent savings in the cost of
cooking fuel,

A third impact would be to the small farmers in
Villarrica who sell casasava to the only cassava starch
plant in Paraguay.

In Table No. 6 we can see that the cassava yield per
hectare in Itapia is 12.8 tons/ha. Assuming a 10 per-
cent starch content (final), each hectare will, on the
average, produce enough cassava to produce 1.2 tons of
starch,

The starch requirement is 5 percent in the conglomerate
process. If the plant operates at 50 percent capacity,
it would produce:

5 tons/hr x 4 hr = 20 tons
20 tons of charcoal require 1 ton of starch

Therefore, .85 to one hectare of cassava will be needed
for each production day of the plant at 50 percent
capacity. If the plant operates 250 days, there will
be a need for an additional 220 to 250 hectares of cas-
sava. In Table No. 4 we can observe that 93 percent of
the farmers in Guaird have less than 20 hectares
(second largest small farmer concentration department
in Paraguay); 53 percent have less than five hectares.
We can reasonably assume that this latter group would
provide at least 80 percent of the needed cassava at
the rate of one hectare per farmer, Therefore, the
potential impact under this set of assumptiomswould be:

Cassava farmers: 235 hectares x 80% (0-5 farmers)
= 188 0-5 farmers (1 ha. each)
+ 24 5-10 farmers (2 ha. each)

212 Total cassava farmers
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13.

Total Igpact

No. of smsll farmers (0-10 ha.)
to provide cassava 212

No. of colonists (the colony sells
20 ha. lots) 300

No. of low income families that would
have a 50 percent cost reduction on
cooking fuel 20,000

Other potential benefitsz:
The cassave starch plant will probably have to expand

(a potential subloan if it happens) and hire more people.

An increase in the availability of cassava chips which
can be used for the balanced feed mix project (No. 8)
in Villarrica at very low prices, This lower price in
turn will have an impact on the small farmers who will
buy the feed mix, etc.

Investor:

Colonel Roberto Cubas Barboza (retired)
Villarrica - Guaird

GAMCO provided a significant amount of technical
reference material on conglomerate charcoal processing
systems. The material wes retrieved by GAMCO's
linkage to technical information sources at universia.,
ties in the State of Georgia.

Location:
Villarrica ~ Guairé

Pasteurized Juice Processing Plant

Products:

Pasteurized fruit Juices of oranges, grapefruits,
guayabas and other fruits that grow in the region,
but mainly the onesmentioned above,

Capacity:

150 Lts/Hr.

80 percent to be sold bulk in containers to other pro-
cessors; 20 percent to be bottled in small units for
locel sales.
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Investment:

a. Equipment $130,000
b, Building 25,000

Total fixed investment  $155,000

Impact to Small Farmers:

Will give an opportunity to small farmers in Misiones
to sell the fruits that grow on their land,most of
which are not marketed today.

Investor:

Dr, Oscar Benitez Rapetti; San Juan Bautista, Misiones
He owns an ice cream plant

Iocation:
San Juan Bautista - Misiones

14, Coconut Processing Plant

Products:

Separation of the four products that the Paraguayan
coconut yields:

Pericarpio (outer shell) 18% sale to Jeed mills

Almendra (nut) 15% sale to vegetable oil
extraction factories
Pulpa (pulp) ol same as above
Carozo (inner shell) 419 sold as fuel
Capacity:

4,000 kilos of coconut per hour

Investment:

This is an expansion project. The firm has no debts.

a. Machinery $30,000
b. Working capital 50, 000
Total $80,000
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15.

Impact on Small Farmers:

The coconut, similar to most fruits, grows wild in
certain areas ot eastern Pareguay. Tradltionally, it
has been called Paraguayan "gold" because it is often
the only source of cash that small farmers have between
crops. It 1s picked from the ground by the whole family,

When the plant operates, men and women come from all the
surrounding areas by cart and even horseback to sell the
coconuts that they have picked. It has not operated for
one year because of a break smong the partners and 1t is
very much needed in the area, The partnership problem
is now solved, but engines and other equipment are
needed before it can orcrate agein.

Investors:

Cocotera San Juan Bautista, represented
by Dr. Oscar Ben{tez Rapetti

Location:
San Juan Bautista, Misiones

Grein Silos and Dryer

Service:

To store and dry corn, soybeans, round beans;
and castor beans

Investment:
a., Machinery $50,000
b. Silos and building 130,000
Total $180,000
Capacity:

5,000 tons of storage

Impact on Small Farmers:

Presently, Concepcidn's small farmers are among the
poorest in the country. Two large middlemen have pretty
much divided the collection (acopio) business of the
area by product, Small farmers have only one alterna-
tive when 1t comes to selling their products in the city

L6



of Concepcidn. Forage facilities would provide an op-
portunity for the small farmer to seek competitive
buyers. The investor has already stated that he would
begin the system of grading producta and pay higher
prices for quality products., This project could be
tied with the cooperatives in the area and assure that
the small farmers' position is improved even more.

Investor:

Antolin Ortiz Marin

Location:

Concepeidn

Coconut Processing Plant

Product:

Separation of the four products that the Paraguayan
coconut yields,

Cagacit :
20,000 kilos in 8 hours
Investment:

This is an expansion project

a. Equipment $ 75,000
b, Building and storage 302000
Total $105,000

Impact on Small Farmers:

Please see "impact" section in Project No. 14, The
larger capaclity will be translated into more coconuts
which the small farmer and his family can sell for cash,

Investor:

Cocotera Roque Gonzdlez
Owner: Mr. Raul Doutrelau

Location:

Roque Gonzdlez, Faraguar{

90 percent of Paraguari's farmers have less than
20 hectares (see Table No. 4)

47



17.

Castor Bean 0il Extraction Plant

Product:

Castor 0il Types 1 and 3

Capacity:
a. Equipment $600, 000
b. Building and other construction 250,000
Total $850,000
Investment :

24 tons per hour for e total extraction of 7,000/year

Impact on Small Farmer:

This project would make the most significant contri-
bution in yearsz to the area of Concepcidn.

Concepcidn is the largest producer of castor bears in
Paraguay (see Table No. 5). It also obtains the highest
yleld per hectare (see Table No. 6). Grain exports have
not been very profitable because of depressed grain
prices. Consequently, small farmers have been getting
very low prices. An oll processing plant, however,
would eliminate the price disadvantage of grains because
of the welght-loss factor and the higher pricen of the
oil; after its aggregate value has been added, castor
011 demands better prices. This project can be coordi-
nated with the cooperatives of Concepcidén so that they
can contract production commitments and negotliate mini-
mum prices before they cultivate. Tt would assure a
market and good prices to the small farmers of the area.

Lavestor:

Antolin Ortiz Marin
Location:

Concepcidn
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18.

19.

Tomato Processing Plant

Product:

Tometo pulp and julce
Capacity:

1,200 Kg/Hr.
Investment:

Total turn-key cost  $750,000

Impact on Small Farmer:

A project of this kind can only be implemented if the
industry has an assurance that raw materials will be
available in sufficient volumes., In this case, the
investor needs to contract with cooperatives for the
provision of tomatoes. This means that the cooperative
members will have a guaranteed market and an under-
gtanding of the price ranges that will be paid for the
product. The assurance of a stable market and the
determination of minimum prices before planting is a
very desirable feature for the small farmer. Also, the
pressure of an industry of this type in a minifundio
area 1s exactly what 1s needed to better utilize the

small farmers! resources.
Investor:

El Paraguayo S.A.
Fenner & Huttinger

Location:
Paraguar{
Frult Juice and Pulp Proeessing Plant

Products:

Pasteurized citrus and pineapple juice,
banana, papaya and pineapple pulp

Investment:
Rquipment, building turn-key cost $150,000
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20.

Impact on Small Farmer:

Same as Froject No. 13. It will provide an additional
source of' income to small farmers. This income will
be generated by the whole family.

Investor:
Cass. Borddén S.C.M, - Concepcidn

Location:

Concepeidn, Concepcidn

Corn Flour Mill

Product:
Corn {lour
Investment:

This is an expansion of an existing plant
Faquipment modification cost: $40,000

Impact on Small Farmers:

This project could have a significant jmpact on the
rest of the country. It involves the adding of corn
flour to the wheat flour used for making bread. Pilot
tests indicate that corn flour can be added up to a 30
percent content in the baking industry. Since Paraguay
c.ten imports wheat, this project could eventually
prove that corn flour cculd replace thirty percent of
the importation. It can also be added to noodles,
therefore reducing again the wheat requirements.

Since corn is a traditional crop in Paraguay, the in-
troduction of corn flour will directly affect the small
farmer. Concepcidn farmers would be benefitted because
there will be an additional demand for corn by both the
bakery and noodle industries in Concepcidn. Wheat
costs 300 percent nore ihe ncorn; therefore bread and
noodle costs will be reduced.

Investors:

Industrializadora Paraguaya de Alimentos
Mr, Adolfo Lailla

Location: Concepcidn
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21, Charcoal Processing *

Product:
Charcoal

Capacity:

L4 kilns with capacity for 30 m3 of wood to obtain
10 tons of charcoel per load

Investment:

Warehouse, office, kilns,
Tools and other equipment $2k,000

Impact on Small Farmers:

The investor will provide the kilns and pay the
farmers for thei: wood. The farmers presently
burn the wood &% no economical return to them.
Investor:
Raul H. Girala; Villarrica - Guaird
Location:

"La Picada" - Caaguazi

* This project is related to project No. 12,
The charcoal will be sold to the briquette plant.

B, Medium-Term Project

This second group of potential projects is composed of & list
of activities that could also affect small farmers' income. For each
one of the projects there exists an interested party, but the amount of
funds necessary for each project could not be quantified since the
volume of production is not yet known. It is the opinion of the survey
team that none of these projects could be implemented before 18 to 24
months, However, their promotion and the study of thelr feasibility
should be encouraged and continued.

1. Tea Processing and Packaging

This industry could have a great impact in the area of
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Misiones. Some pilot experiences have been made with favorable results.
The next step is 1o organize the small farmers and provide them with
plant stocks and technical assistance. Tea is a permanent type of
cultivation in that the tea plants last many years. It is labor in-
tensive, requiring many people to collectit, which is a good feature,
Every fifteen days it can be cut and collected for a period of ap-
proximately nine months during the year. The second year after it has
been planted the industrial process has to take place., The project is
going to be carried out by a joint venture between an Argentine tea
industrialist and a Parsguayan businecsman.

location: San Juan Bautista, Misiones

Entrepreneur: Mr. Ramdn Duarte,
San Juan Bautista, Misiones

2. Cassava Flour Mill - Rice Milling - Mint Crystals
Processing Plant

This project involves a cooperative whose membere are
producers of soybeans, cassava, rice end mint. The cooperative efforts
at this time are being concentrated in the storage, drying and export
of soybeans.

GAMCO helped this cooperative to find financial sources
that will enable/to build the infrastructure necessary to handle its
members' soybean crops. The next step for the cooperative is to look
at vertical and horizontal integration of its members. There are
three different projects and they all appear feasible: Cassava Flour
Mill, Rice Mill, Mint Crystals Processing Plant.

Investor: Cooperativa de Productos Agricolas
Saltos del Guaird

Location: Saltos del Guaird, Canendiyd

3. Dairy Flant - Work Cloihes Flant - Machine Shop

In the colonizaticn area of the department of Alto
Parand, the Cooperative Minga Guazid, headed by a priest, is the largest
one in the department. The 452 members are small farmers and they have
reached the stage of cooperative develoyment that calls for horizontal
and vertical integration. Three projects were identified which are
oriented to increment their income:

a., Dairy Plant

Since the cooperative is beginning to provide its
members with milk cows, next year it will have to plan for the
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installation of a dairy complex that will produce milk, cheese and
butter. This would result in more income to the farmers and better
and lower-cost food products to cooperative members and *o the nearby
city of Pto. Pte., Stroesener. The city of Pto, Pte. Stroessner is
experiencing a population boom because of the construction of the
hydroelectric dam Itaipi. There should be no marketing problem for
the dairy products because of the population boom,

b. Work Clothes Plant

The cooperative officials are concerned with generat-
ing employment for the large female population. Women can be offered
employment in a cut and sew type of operation, which employment will
help increment the income of their small farmer parents and families.
There are enough workers (farmers eand others) in the area to provide
an ample market.

¢, Machine ShoE

Presently all equipment repairs have to be made in
the Brazilian town of Foz do Iguazi because there are no machine shops
in the Paraguayan city of Pto. Pte. Stroessner. To depend on a town
in another country for repair work causes many delays. A machine
shop in the cooperative is common, represents a more advanced stage
of cooperative development, and, in this case, would eliminate the
unnecessary delays mentioned above,

d. Hog Breeding Complex

The agricultural production of the Department of
Concepcidn has the basic elements and climatic environment for an
organized program for & hog raising complex that could sell live,
fattened pigs to Brazilien markets. This project complements the
short~term corn flour project. While there is interest from part of
the private sector, the local cooperatives would have to participate
as well,

Investor: Antol{n Ortiz Marin

e, Dehydrated Vegetables

Vegetable production in Paraguay is subject to
periods of surplus and deficlits, depending on the seasonality of the
harvests. A large entrepreneur in Guaird has interest in promoting
the cultivation of various types of vegetables in the zone so that he
can install a vegetable dehydration plant. This could be a very good
project for the small farmers in the area and the population as a
whole, The same equipment can be used to dehydrate fruit.

Investor: Mr, Fito Friedman
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C. Latent Possibilities

This last category lists activities that were identified as
potential subloans because their realization would have a favorable
impact on emall farmers. They remein latent because no ntrepreneurs
or cooperatives were detected as potential investors.

1. Villarrica - Guaird

Sugarcane Molasses Plant

In the Guaird area the small farmers have only the sugar
mills as potential markets. The installation of “sugarcane molasses
plant would create the much needed competition for the small sugarcane
production.

2. Coronel Oviedo - Caaguazi

Refrigerated Warehousing Units

This type of infrastructure is badly needed in this area
to store potatoes and onions. Last year farmers got §19 when they
sold most of their production; a month and half later the same product
was selling for ¢h kilo. This is an excellent cooperative type project.

3. Concepcidn - Concepcidn

Com anq;goconut 01l Extraction Plant

If the silo-dryer and the corn flour projects are devel-
oped, the next step is the pressing of corn oil which can be comple-
mented with the pressing of coconut oil so that the extraction plant
would operate iore months throughout the year,

4, San Pedro - San Peuro

Banana Puree - Papaya Syrup Products

These two products are abundant in this region. Most of
the production is wasted because it does not get collected due to the
lack of markets in iis raw form. The making of purée and papaye pulp
could be an interesting activity in the San Pedro area.

5. Caszapd
Refrigerated Warehousing Units

The area needs this type of infrastructure. ILike Caaguazi
the area is a good producer of potatoes, but the lack of refrigerated
storage units impares any further development of potato production.

5l



D. Production Infrastructure Projects

A considerable amount of time was dedicated to an analysis
of the national capabilities for the manufacture of minor agricultural
implements (animal traction). Survey findings revealed that there are
at least 18 metal working establishments in Paraguay that can con-
tribute to the ianufacturing of national implements. (See Ammnex 1O.3),
Several of these establishments have alread;” produced minor implements,
but due to reasons explained below, they '.ave not continued to produce
on & regular basis.

It was surprising to find the degree of intervediate tech-
nology already available in Paraguay, particularly in the machine
shops in Encarnacidn, San Pedro and the Chaco; the latter twe being
machine shops and metal working establishments in the hands of
Mennonit2 cooperatives.

The analysls revealed that many of these metal working
establishments are capable cf producing implements, but have not
done so due to lack of central markets, The first constraint is
the lack of capital. Most metal working estabidishments in Paraguay
charged an advance of 50 percent of the total cost of & job in order
to purchase the necessary metal raw materials which are imported
products of relatively high cost., The sscond constraint is that
practically all of these establishments do not have the administra-
tive nor the marketing capabilities to sell implements to small
farmers., Even in the cases where they would be willing to extend
credit to small farmers, it would be very costly to:

-- Set up a sales orgenization to s211 these products
-~ Collect the installment payments

-- Hold inventory stocks in the hope that customers would
walk in; this would imply publicity costs, etc.

Practically all implements used by rmall farmers today are
of Brazilian origin. They are obtained through the cooperatives, CAH,
CREDICOOP, or directly through the National Development Bank, Most
transactions, whether directly or through the three institutions men-
tioned above, are channeled through the National Development Bank,
which in turn purchases this equipment thrcugh a special line of
credit offered by Brezil (CACEX). Brazil offers long-term credit (eight
years) and low interest (8 percent) for the sale of Brazilian products.
Equipment purchases are made in large volumes, and the Development
Bank delivers the implements to the cooperatives. Not much wag lesrned
about what the ultimate cost of the implement ic to the small farmer,
but a list of implements war analyzed, and a few items were selected
as potential implements that can be manufactured in Paragusy at com-
petitive prices and quality.
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The advantages of national production of implements are
the following:

-- Spare parts and accessories could be obtained quickly ard
cheaper since they would not have to pay import duties;

~- Reduction of idle time at the fleld while the farmer
waits for the imported spare parts to come in;

-=- Local menufacturers can better adopt their products to
their intermediate technology and to the specific needs
of Paraguayen small farmers;

-- A saving of foreign exchange to the nation;

-- The development of an industrial sector that is basic to
other sectors of the economy.

Out of nineteen different implements and tools that either
the National Development Bank, CAH or CREDICOOP are procuring for
small farmers, three are made in Paraguay; the rest are imported.
Out of the sixteen ilmported implemente and tools, the survey team
concluded that at least seven can be mawfactured nationally at com-
petitive prices (seec Table No. 8).

Econemies of scale can be significant ir machine shop types
of operation; it is very likely that other implements conld be manu-
factured economicelly if larger orders are placed, The absence of &
national sgricultural implement progrem makes it unlikely that the
raw materials could be imported without taxes, However, a system of
competitive bilds, as suggested in the next section, would reduce the
cost considerably and would help to obtain permits to impert the raw
materials without paying taxes.

1. Additional Tmplements and Equipmert

It was learned during the field survey activities that
small farmers deo not own scales to weigh their products prior to
selling; therefore, they depend on the buyers to do the weighing for
them. It was alsc learned that there is strong suspicion on the part
of some farmers that the buyers' scales might not be very accurate,
Whether this is true or not could not be properly determined, but the
avallability of scales at the farm unit should be considered a basic
tool. During the analysis of metal working establishmentz, a fim
that manufacturers small scales of 100 and 200 kilos capacity was
evaluated., The 100-kilo scale costs #1,800 and the 200-kilo scale
costs #3,000. Large orders of 100 or more would reduce the cost
approximately 15 to 20 percent.
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TABLE No. 8

IMPLEMENTS THAT COULD BE MANUFACTURED IOCALLY

.Cost without Cost with
Import Tax Import Tax

on R.M. on R.M. Remarks
Plows 10" @ 8,65 # 11,L64 Imported - #10,3L0
Row crop Imported ones are between
cultivator 9,485 12,450 #12,000 and %13,000
Tooth harrows 11,115 1k, 7h2 Imported range around

#13,000

Back-pack Tmported range
sprayers 9,000 @8,000 - @#9,000
Threshers 225,000 Imported are $u00,000 but

with more capacity. Not
enough extra capacity to
merit the price differential

Cart sprayers 60,000 to There is no real competition
75,000 of inport equipment, but
the national type is ade-
quate and considered to be
1ow cost

Water pumps 15,000 Imported vary bhetween
: @13,000 and @16, 500

Source: Survey of Metal Fabricating Establighments.

In Encarnacidn one of the metal working establishments
makes 8 triangular-shaped tooth harrow that is especially suited for
small farmer areas that have tree stumps and logs in the fields.

The cost of this implement is only @#i,000. This harrow could be used
in Concepcidn, San Pedro, Alto Paranid and Caaguazd. Since the national
production of implements has never been promoted, a lot of intermediate
technology experience has never surfaced, evan though it is present and
could make a significant contribution towards the mechanization of
small farmers.
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Several of the machine shops thut were evaluated were
shown prints of egricultural equipment desigred Ly the International
Rice Research Institute (IRRI) and England's Watioral Institute of
Agricultural Engineering. The firms interviewed expressed a lot of
interest, particularly in IRRI's grain batch dryer, and the design
of an animal-drawn toolbar of the British Institute, The toolbar is
a multipurpose implement that can be produced in Paraguay for ap-
proximately #35,000. Sevei implements can he attached to the
toolbar: plows, harrows, seeders, weeders, and others. It is truly
a fine example of an intermediate-technology implement that has a
great utilization potential for small farmers.

2, Storage Facilities for Small Farmere

In at least 80 percent of the field interviews, the
need for storage facilities for small farmers was rated as one of the
highest priorities. According to statistics ot the Ministry of Agri-
culture, the following percentages of spoilage are representative of
those that can be quantified:

Percentage of
Annual Production

Rice lto8
Cotton 5
Peanuts 10
Soybeans 2 to 3
Tobacco 10 to 20
Castor beans 5 to 10
Wheat 2 to b

In some areas the spollage goes as high us 30 percent
in some products. Practically all spoilage takes place at small farm
units, Last year, the quantifiable spoilage amounted to approxi-
mately $2 million. This figure does not include the losses due to
the lower prices the farmer gets as a reasult of eroded quality.

Many times it was remarked that the farmer has to sell
at a disadvantage because the cooperatives 1o not have storage facili-
ties, but the almacenero-acopiador does; therefore, the farmer has no
choice but to sell without any bargaining power. 1In an effort to
address part of the research work toward poseible solutions to this
problem two alternatives are discussed in sections 3 and L,

3. Collapsible Wire Silos

In Figure No. 6 a drawing of a collapsible wire-bonded
silo is presented. This type of silo is used in many parts of iYe
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FIGURE N°6
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world as an excellent solution to temporary storage problems., Its
construction, due to its simplicity, is possible in Paraguay et a
rost of $#19,500 for a 10-ton unit. I1f several were manufactured, the
cost would be even lower. All types of grain can be stored in the
51los, The farmer would have to provide his own materials to cover
the inside walls and the roof, He could use old plastic or textile
bags or even cardboard,

4, Prefebricated Sheds

In Figure No. 7 an illustration of a prefabricated shed
is presentad. The cost of the shed is approximately #50,000.
Estimates show that a small farmer could pay for the shed in less
than three years just from the quality price increase that he can
maintain in products such as cotton, tobacco, vegetables and others.
This generel purpose shed can be used to store whatever implements
he might own. At the present *ime Implements and other equipment are
simply left outsice the house,

There are indeed a number of potential opportunities
for the development of agricultural implements and machinery in
Paraguay. The basic intermediate techmnology is precent, and capitel
could be ootained from the Rural Enterprises loan funds. However,
there i3z a need for an organized effort on the part of an inztitution
that wculd act us a catalyzing agent and put all the various actors
together,

The first critical variable that needs to be developed
15 the willingness of either one of the three centralized markets to
help this industrial sector. The three principal markets for small
farm implements are: National Development Bank (BNF), Crédito Agr{-
cola de Habilitacidn (CAH) and CREDICOOP. Out of the three, only
CREDICOOP has shown sose interest in the purchacse of locally manu-
factured intermediate technology implements.

The promoting institutione ideally should be the central
market institutions, bul it is unlikely that they either have the
interest, time, capital end/or .vney to perform such functions., The
ideal situetion would create tune flow of interrelationship described
in Pigure No. 8.

In some cases the first step can be avoided because
there already is rome experience in the manufacturing of implements.
In these cases the interr<lationship begins at the specification de-
velopment stage. In the cases of new implements (e.g. the toolbar),
the cycle begins as shown in Figure Ne. 8. It was estimated that
approximately $120,000 of working capital are needed to finance &
three-year production plan of the eight implements listed in Table No.8,
given the estimated yearly demand figuree for the eight products.
These figures include plow accessories as well,
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FIGURE No, §

PRINCIFAL ACTORS IN A NATIONAI, IMPLEMENTS FROGRAM

Small Farmers

Recelve Fquipment
Financed by Sponsoring &

Institutions

Sponsoring CAH Determine needs
Institutions BNF _%} Present
CREDICOOP Prototype
Agro-mechanics Preparafion of
Faculty > Specitications
Sponsoring Production I Metal
Institution 5 Prototype Working
(———_—
(Funda) ’ Firms
'’
National
Agricultural N Texting
University 4
Agro-mechanic Improvements Metal
Faculty y and — Working
Modifications Fims
L — S——
Bponsaring TabrTcetion et nl
Institu?ion — of Economic ) Working
Place Bids lots Firms

62



http:ProducJ.on

E. Constraints to the Development of Nontraditional
Agro-Industries in Parsguay

Agro-industriel development, unlike popular thought. is not
a simple endeavor. For the most part, what is needed is the following:

~=- Existence of entrepreneurs willing to invest in this
activity;

-~ Technical knowledge of the various production alterna-
tives;

-= Availability of food techricians with laboratory
experience to control quality and sanitation;

~=- Kncwledge of markets in the micro sense, not only a
macro familiarization of potential markets;

-- Existence of sufficient agricultural production in
certain areas sc that the industry will receive enough
raw materials. This normally means cooperatives con-
tracting production with industry.

-- Attractive development funds for both equipment end
working capital so as to "spin-off" the cector.

In the case of Paraguay, it is very difficult to find any
more than two of the abovementioned critical variableg. This is
particularly true in the cage of vegetables.

Growing vegetables, yiven the "intensive"” characteristics
of their cultivation, is an ideal golution for the small farmers in the
departments of Central, Cordillera, Paraguar{ and Guairi. As can be
observed in Table No. U4, over 50 percent of the small farm units in
these four departments have less than five hectares

The Instituto Nacional de Tecnolog{a y Normalizacidn (INTN)
has a modern pilot plant that processes 24 different products, as can
be observed in Table No. 9. The plant is very new and has hardly been
used. The purpose of the plant is to train food technicians and to
develop interest among the private sector in this type of production.
Up to the present time, this has not been accomplished. Being aware
of the constraints in Paraguay for the development of agro-industries
previously mentioned, the survey team suggested to the Institute that
it rent the plant to cnoperatives so that the original purpose of _ae
plant could be accomplirhei. The Institute's response wac positive,
and it was gtated that INTN could receive the raw materials, would
process them, and would deliver the finished product to the coopera
atives. This appears to be an ideal solution because it has the
followling features:
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~= The INTN has qualified techniciens whose salaries
are already peid by the Government;

-- The plant was donated by the U,N., therefore there
are no amortization »r interest charges;

«~ No investment other than working capital would be
needed to make the first trials;

-- It would break the vicious circle of farmers not pro-
ducing quantitics of the products on Table No. 9 because
there is no industry. The potential entrepreneurs often
do not invest because there is not enough production to
fully utilize a minimim-size commercial plant;

-« INTN cost would be only variable costs,

TABIE Nc. 9

LIST OF PRODUCTS THAT CAN BE PROCESSED AT INTN's PILOT PIANT

Marmelade: Orange - Grapefruit - Tangerine
Citrus pulp

Tomato juice

Tomato purée

Whole tomato in solution (ealt)

Whole tomato (natural

Peeled tomatoes

Tomato pulp

Nectars: banana - oranges

Strawberry - syrup and pulp

Dehydration: green peppers - carrots - onions -
cabbage - onion pulp - garlic pulp

Salt: onion -~ garlic
Frozen strawberry pulp

Frozen whole strawberries

Source: Instituto Nacional de Tecnologf{a y Normalizacidn (INTN)
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The only constraints to this proposal are to find markets
and to find the cooperatives that might be willing to follow the
plan. If markets (large food processing companies) are found in
Brazil or Argentina, it is evident that the potential economic
returns to the cooperatives would be much better than selling their
vegetables fresh., It 1s known that there is a large potential
market in the United States and Europe for dehydrated fosds, What
needs to be developed is individual contacts with buying firms.
After a successful experience and through the cdemonstration effect
and the availebility of more tralned techmicians, the Paraguayan
private sector would react faster to this type of business.
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Y. ANALYSIO OF DEVELOPMENUAL CREDIY LINES RAVATLABLE IN PARAGUAY

There are three mejor sources of industrial development funds
in Paraguay. The first and largest is the Nationel Development
Bank (BNF) which operates with IDB and German Government funds.

The second is COMDESA, & privete sector finance company, which
operates mostly with USAID funds. The third source involves the
thirteen commercial banks that operate in Paraguay.

A. Commercisl Banks

The commercial banks in Paraguay operate on the basis of
e reserve requirement of L2 percent of total deposits. In 1972 a
law was passed by the Central Bank that ordered the commercial banks
to dedicate a minimum of 50 percent of their loan portfolio to
"development” loans. The same law specified that the 50 percent
should be divided as follows:

~- 25 percent to industry
-- 20 " to exports
-~ 5 " to agriculture

under the rollowing terms:

Interest Commissio! Total
Percentage Fercentage Percentage

Loans of less than 240 days 10 e 12
Loans of 2L0 days to 365 10 o 1/2 12 1/2
Loans of more than 1 year 10 3 13
Commercial loans (mostly

less than 1 year) 12 ¢ to 12 20 to 24

The difference between loans to industry and to exports
is not well defined; therefore, the industry often has access to
the export loans as well. The 5 percent to agriculture is tsed to
finance the purchase of agricultural products at harvest time.
Since most of this production is exported, we can conclude that
practically all the development loans are export oriented,

The commercial banks,confronted witn & nigh regerve
requirement ratio, a cost of approximately ¢ percent [time deposits),
and an administrative cost that ranges for most banks between 4 per-
cent to 7 percent, have a preference for export-related loans, as
can be observed in the following illustration:
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Case One - Guarani Loan to a Deiry Products Firm: A loan
of ¢12,600,000 ($100,000) to a dairy products firm for
365 days; by lew interest rate plus commission would be
13 percent. At the end of the 365 days the bank would
recupecate (1,638,000 or & 13 percent profit, plus the
original (12,600, 000.

Case Two - Loan to a Lumber Mill that Exports: A 365-day
$#12,600,000 loan to the lumber mill will be similar in
terms of the profit that the bank gets from the dairy
case. The difference comes when the lumber mill exports.
The bank that lends the money will te handling the foreign
exchange transaction of the exports. The Central Eank
keeps 50 percent of the dollarc that come in as & regult
of the shipment; the other 50 percent is kept Ly the bark
to finance imvorts of its clients. UWhen & client of *the
same bank wants to purchsace dollars, tite bhark sells fhece
dollars, but charges & £ percent comnission: therefore
assuming thet the lumber mill that cets the 12,0 millio:n
eventually pets the bank's #%00,000 of foreis: exchause,

13% at 412,600, 000 41,030, 000

$300,000 at 2% commission at
offirial exchange rate 4100 /51

42,394,000

By giving preference to exporters in <ihe use of ibig
cheaper (13 percent) money, the eventual return to the
banx is 1% percent ltecause thne linkage retarns are
higher than those of trancactions ot involving e

The "anco do iresil and fanco de ls ecic: Arcertire are
subsidiaries of the Jentral lPanke of thelr rospective zouoitries.
These two banks operate commercial :eanks in nrac ey, v oifer
long-term credit for the purchase of equipmert tnet ic manafactured
in their countries. According to orfieiel fiisures of “he Faragusyaln
Central Pank in Decermber 1975, W percent of tie developrnent loern
portfolio of commercial tanks involved leanc of less 4i.an one veer;
5 percent, two years: and the other Y percent over two years. The
total development porttfolio was approxzimately w3 million.

Yaw o N

B. Banco liacional de Fomento (P

The PIY¥ was instituted in 1961 and is the only development
bank in Paraguay. In October 1975, the BIF had an industrial loan
portfolio of approximately $34 million.
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The BNF will finance only those industrial development
projects that are included in the industrial priority list

prepared by the National Planning Secretariat. It will finance up
to 70 percent of a priority project at an interest rate of 12 percent
with up to a two-year grace period. Most loans are granted for eight
to ten years., After the grace period, amortigzations take place
every six months. BNF doee not finance working capital.

The German Government extended an industrial line of
credit to Paraguey that the BNF administers. The German credit is
for projects that involve fthe purchage of German equipment. The
subloans undertake currency exchange risks with German credit. This
feature hurts many Parsguayan industries both when the mark revalues
or when the dollar devalues. The Guarani has been traditionally tied
to the dollar.

C. COMDESA

COMDESA is a widely held private finance company wilth an
equity capital of approximately $1.5 million. It has received $5.5
million from USAID. Part of COMDESA's portfolio is oriented to
industrial projects. COMDESA, like the BNF, can finance up to 70
percent of the total cost of an investment project.

COMDESA will finance working capitel if it is part of the
whole financial package of & project. Its interest rate is 12 per-
cent for dollar loans and 14 percent for guarani loans. The dollar
loans pass the currency exchange risk to the borrowers., COMDESA
loans have up to & one-year grace period if the loan is for five
years, and two if loans are between five and ten years. '™st loans
are of five to six years' duration. COMDESA began operat_ons ia
1971. In Table No. 10 a description of the available development
credit lines is summarized.

D, Principal Constraints and Special Features of Development
Finance in Paraguay

A development investment in Paraguay, whether it be & new
industry or an expansion, has tc undertake a number of cash expenditures
that 'endangers the solvency of the project, as well as impedes the
undertaking of projects by many potential entrepreneurs.

An industrial project, if of the type crantained with the
list of industries classified as '"necessary' or "-vmvenient" by the
Technical Planning Secretariat (STP), is'given a nurier of benefits
in terms of income taxes and dispensation of import duties on equipment
of foreign origin,




TABLE No. 10

N T ST RN ST T T

SUMMARY OF MAJOR CHARACTERISTICS OF DEVELOPMENTAL CREDIT LINES

Currency Special Interests & Percentage Collateral
Institution =~ Exch, Risks Requirements Terms Commissiors Financed kequirements
Banco do Brasil Yes (USS) Brazilian $ 50,000~ 2 to 3 yrs. 7% anmual oz 90% of value Value of equipment
and equipment $100,000- 3 to 4 " unpaid balance of equipment 60% - 65%
gelico Real only $150,000- 4 to 5 " 3% anmal oo The rest real
$£200,000- S to & " unpaid tala-ce estate at a rate
$250,000- 6 tc 7 " of 1.6/1
More up to & yrs. i
Amortization: every i
6 months
Banco de la Yes (USS) Argentine Up to 8 1/2 yrs. Sane as above 85% of value Same as above
Nacién equipment of equipment i
Argentina only !
Banco Nacional German Germen line Up to 12 yrs. 10 1/2 to 12% Up to 70% of 50% value of equip
de Fomento lire only German equip.only; Most projects 8-10 yrs. whole project 60% value of bldgs
(BNF) (Mark) IDB line: No; 1-2 yrs. grace period and land; the rest
IDB live: only national resll estate at &
No priority projects rate of 1.6/1
no working capital R ;
COMDESA Dollar loans to Mostly natioral Up to 10 yrs.; most 12% Dollar loans; Up to 70% of Same as BNF
purchase equip.: priority projects projects 5-6 yrs. 14% Guarsri loans whole project !

If loan 1-5 yrs

1 yr. grace period
If 6-10 yrs., 2 yr
grace period

5
5

{
{

H

All 13 commercial
banks (including

‘the first 3 above)

Agric.development
Industrial dev,

Export development

Up to 2L0 days
Up to 360 days
More than 360 dsys

10% annusl plus

2% commission
10% anmal plus

2 1/2% commission
10% annual plus

3% commission

Ien than 1 yr. ,‘
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Even when the conditions of either necessary or convenient
are met, an investor has to pay 15-18 percent of the total cost of
the imported equipment in border-connected teaxes (nationalizastion
expenses), Since Paraguay does not produce any capital equipment,
these taxes are paild on all industriel projects. In most industries
the CIF cost of equipment plus installation, on the average, make up
60 percent of the cost of & project. Trke border tuxes, therefore,
create an additional 10 percent cash expenditure over the total cost
of a new project or 15 to 18 percent if it is ar expansion project
requiring only equipmeunt.

In addition, there is an average 7 percent cash payment of
the total amount of a development loan that has to be paid for the
various administrative crsts and taxes directly connected with the
granting of a developmert loan (credit formalization expenses). The
total impact of these various taxes and expenses in a new project
(assuming that no import texes are involved) is approximately 16 to
17 percent of the total amount invested; in the case of an’/expansion
it would be 20 to 22 percent.

The willingness and benefits of BNF and COMDESA to finance up
to 70 percent of the total cost of a development project, which can
be considered to be a truly "developmentalist" effort, are offset by
the tax burden and administrative costs that have to be undertaken.
It was not possible to determine how many projects actually get
financed at the debt-equity ratio of 7:3. What could be determined
is that, characteristically, entrepreneurs, due to cash limitations,
often tend to overvalue the construction costs and, \if possible, the
equipment cost, so that they can &pply these "surpluses" to the
30 percent equity portion of a project. It is believed that the
entrepreneurs generate the "surpluses" to pay the tax burden, and
apply their own money to the wealth creative portion of the project.

The T7:3 debt-equity ratio is very dangerous in terms of the
insolvency potentiel that is present. This is particularly true in
new enterprises where almost invariably they have to experience a
learning curve of two to three years' duration. If cash flow calcu-
lations in the feasibility studies are not accurate (which they
normally are not, given the rather crude methods of calculation,
where only point estimates are generated and no sensitivity analyses
are performed), a new enterprise with no reserve capital can easily
go into insolvency. This would be particularly true when investment
surpluses are generated because, in effect, the true debt-equity
retio is larger than 7:3. The break-even point under such conditions
is very high and in order to operate profitably under these sets of
circumstances, it is necessary to lower variable costs as much as
possible, the two principal components being raw materials and labor.




The protective coverage that banks obtain through the high
collateral requirements (1.6/1) that is imposed on clients, takes
awey some of the interest fur the "going concern" of the business. A
enterprise. Among all this, it must not be forgotten that industries
in Paraguay must strive for high rates of return because only 80 to i
82 percent of the total investment is composed of productive (wealth :
creative) elements and they must also carry the burden of the tax
and administrative costs discussed eabove.

In summary, it can be concluded that the universe of
existing development entrepreneurs is largely composed of wealthy
and/or lend rich individuals who can meet the cash and collateral
requirements imposed by the bureaucracy and the banking community.

VI, CONCLUSIONS AND RECOMMENDATIONS

Survey findings and project identification experiences indicate
that the proposed loan is indeed a viable endeavor that could generate !
subloans that would have a direct impact on small farmers' income.
The ideal projects are those that contribute towards the horizontal
and vertical integration of cooperatives. However, given the present
stage of development of cooperatives in Paraguay, most projects will
have to be carried out by entrepreneurs,

Channeling the funds through the commercial banking system is
an interesting and promising alternative, However, the true willing-
ness of commercial banks to enter the development finance field has
to be confirmed after the terms and conditions of subloans are specified.
Perhaps a good indicator of what is an acceptable return to commercial
banks for the administration of the subloans is a profit rate of four
to five percent. Banks pregently are charging 4 percent on the guarantees
that they sell (offer) to clients. This means that the interest rate
that commercial banks could charge to subloans should range between
9 and 12 percent without commission charges. The former rate is similar
to the total rates charged by Banco do Brasil and Banco de la Nacion
Argentina for their equipment finance credits, and the latter is similar
to rates charged by COMDESA and BNF on development projects.

I AT AR R A o

The length of the subloans should be up to eight and one-half
years, with a grace period of up to two years, depending on the needs
of the project. Both of these recommendations are corroborated by
the experience of the Banco Nacional de Fomento (see Table No. 10)
and the Argentine and Brazilian banks. Working capital should be
financed either as part cf a project or by itself. Working capital
loans that are not part of a project should be carefully evaluated and
reasons should be identified as to why working capital carnot be obtained
through the regular development portfolio of commercial banks. In other
words, the price impact on small farmers should be demonstrated by the
use of these chepyer funds. The time length for working capital loans
that are not pa’t of a project should not exceed three years.




Loans thal Ilnclude working cepital as part of & project should
finence only permanent working capital. This means working capital
necessary Lo operate & plant upr to & meximum of twn monthe (preferebly
45 days), given the plant's production output end labor eand adminis-
trative expenses. To finance the complete working cepital require-~
ments of some agro-industriec requires large quantities of money
because & year's supply of rew materials must be purchased aver a
short period of time. The conventional development l-ans take care
of that necessity.

In those cases where the required equipment is from either
Brezilian and/or Argentine origin, the existing credit lineg of these
two countries should be used rather than USAID funds. The part that
USAID funds play in such eases could be the financing of downpeyments
on equipment (see Table No. 10), buildings, plant sites, working
cepital, etc.

In terms of the percentege of' a project that could be financed,
the 70-30 debt-capacity ratio should be the maximum but by no meens
the rule. Only hardship ceses should be leveraged to that extent,
and only when evidence of stabilization fectors like cales contracts
for two or three years exists. It would be highly desiralile %o
remove us many as possible of the taxes on new projects. The folleding
is & list of some f the major taxes that need to te reduced to a
minimum or completely eliminated. I1 is written in CUpanisn co as not
to lose its legalistic meaning in & treanslation:

Nationalization Expenses (lastos de Hacionalizecion)

-~ Liberacion de los derechos adicionales, complementarios
eduaneros,

~=- Recarpgo de¢ cambio.
-- Arancel consular.

-- Impuesto en papel sellado y estampillas (parrafos
2-6-56-60).

-~ Articulo 27 de la Ley 1003 /6w,

Credit Formalization (lastos de Formalizacion de Crédito)

-- Ley 1003 (on capi+al and interest)
the 2 percent charge on Letter of Credit by commercial
banks; 1 percent commission charge of Central Bank.
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If law 1003 cannot be eliminated, then the credit instrument
for the haniling of loans should be promnisory notes and not drafts
because the rormer is taxed at 1 percent and the latter at 1.5 percent.

Since banks will be essuming the risk for the subloans, it is
naive to believe that they will not be attempting to cover themselves
as much as possible. An attempt should be made to get the banks to
agree to accept 70 percent of the value of equipment and other fixed
assets (building and plant site) as part of the collateral package.
For the remaining 30 percent, instead of the present 1.6/1 collateral
rate, an ettempt should be made to obtein at least a 1.25/1 rete,

The final outcome will be the result of future conversations
end negotiations with the Central Benk and the commercial benks.
Good financial judgment must remain, but developmental features
similar to the ones suggested here should te present. Teble No. 11
summarizes the suggestions deseribed sbove.

TABLE No. 11

SUGGESTED FINANCTIAL PARAMETERS FOR FULURE SUBLOANS

Currency Fercentage
Exchange Special Loarn to be Collateral
Risk Requirements Period nterest Financed Reguirements
Assumed by  Attempt to use #-1/2 year O to 12 per- up to 7O per-  1.25/1
Central the CACEX and meximin up cent with ro cent, et least
Bank Argentine to two commission incladig

Bank credit years grace charges workl iy

lines when period capital

applicable

The cocoperetiorn: of the idnistry of Industry snd ‘ommerce on this
program will Le a desirable thing., The cooperatives alreedy enjoy a lot
of tax benefits, and many of the pctential projects will fall under the
category of '"necessary" industries. ‘lowever, it is poscille that in the
future some industries, while they might have a significant impact on small
farmers' income, might te classified under the catesory of "convenient”
or under uo cetegory at all. It wonld &lso e & very desirable develop-
mental feature if the tax advantages and other exemptions afforded te
"necessary” industries are automaticall:. mgiven to subloans of this project
upon approval by the Central “ank and Al similar to what ocecurs with
loans financed by BNF). Perhaps the (eatral Bank is the best agent to
deal directly with the Ministry of Industry snd Commerce on this matter.
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A. Necessary Loan Infrastructure

In order to assure that subloans are developed and that
these are indeed the type of projects that will have an impact on
small fermers' income, a team of technicians would have to be formed
at the Central Bank level. Such team should be composed of two or
three technical people, preferably engineers, and two economists.
This team would perform three major functions:

-~ To promote the program by continuing the function of
project identification similer = to whet the GAMCO
team did during the course of this study.

-- To evaluate subloans as they filter through the
comercial banking system. They should apply the more
sophisticated evaluation techniques such as internal
rete of return, discounted cash flow, and, most impor-
tantly, sensitivity anelyses, particulerly with those
subloans that esre highly leveraged., It would be very
desireble to acguire IBM's newest miri-computer {approxi-
mate price $20,000) which, among other statistical
features, allows one to run sensitivity analyses.

-- To inspect ongoing projects to see thet the froetions
intended are being pertormed., Vo provide techinicel
agsistence in those casces where needed i an effort to
increase the probability of success., This function
should bLe particulearly welcome to the comrerciel bhanks
when they are evalueting "riskier" projects. In other
words, tie existence of tnis team, it properl: trained,
should ve viewad by the commercial lanxke &s a risk-
reduction element.

It will ve »p to tnlis team ho wowhether or not e

project should he fina:ced, buv in gll cases their ‘ustification and

Th
H

final decision chould te approved T TRIAT

It can be anticipated thet there will be severel projects
that can have a cignificant impact o small farmers' income, but that
the entrepreneurs. «ven though ther meet the techinical end adminis-
trative requirements necessery Lo cerry out a project, will not qualify
financially for a loan even under lireralized loan parameters. Many
young professionasls ard gmall businessmen who do not have either enough

cash or the collaterel support necegsar; will te left out of the universe

of potential entrepreneurs. This will probably bLe more true in the
interior than in the Asunciocn erea.

The availability of quelified entrepreneuriel talent is the

most scarce resource iun developing countries. This is perticularly
true in Paraguay. Often, when such talent exists, the lack of adequate
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funds and/or colleteral becomes an impediment to development and the
enlargement of the middle cless. Where availeble funds are not
adequate, it would be an ideel developmental effort if COMDESA, es
guthorized by its charter and acting as a minority pertner, could
borrow the funds from the Central Bank and invest them as equity
capital in a project. However, the project itself merits developing
because of its impact on smell farmers' income. The design of such
strategles, assuming tLhat COMDESA wants to participete, would have

to include some kind of convertible stocks or debentures. Exerciseble
by the originel entrepreneur and/or if traded by COMDESA, the originel
entrepreneurs would have first option. This is just the type of
development experience that CC’MWESA is lacking. Its nitche in the
development finance system of Fucaguey is not quite clear now because
it largely duplicetes efforts with the National Development Bank, and
if this loan program is developed through the commercial banking
system, its role will become even less clear.

COMDESA cannot be expected to react gquickly or even
favorably to such an alternative, since in addition to heing under-
staffed, it does not have any real experience in the investment
field. TIts perception of risk is heavily oriented towards that of
& banking agent; i.e. administering vorrowed funds for s commission
and not as an entrepreneuriel agent. A formule woild have to be
derived so that in case of failure, once the commercial tanks would
take their coverage, COMDESA would ove next {(before the original entre-
preneurs). If there were not enough left to fully recover the
investment, then there would have to e a guarantee scleme that would
cover the loss either partially or whelly. COMDESA conld be the
guerantor behind promising projects that are short of capital or
collateral.

The adventaies of such a system wonld he:

-- Considerable enlargement ol the universe ot potential
entrepreneurs that would rake subloans.

-- The commercial banks themcelves would te more liberal
if they kncw COMDESA were & partner in certain projects.

-- It would give COMDECA & nitche ir the development world
that it is supposed to fill, it nhas ot at the present
time.

-- It would give COMDESA the experieice necessary within
two or three years to continue meking investments with
its own money.

-~ It would act as a stabilizing agent within the project
by bringing in administrative controls and methods which
are necessary in any new firm and often neglected in
small- and medium-size industries.
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It is because of the above that this alternative should be
carefully considered as opposed to providing guarantees directly to ;
the original entrepreneur, This is only offered here as a suggestion e
because the loan potentisl goals can still be reached without this S
scheme, a8 survey findings have revealed.

B. Catalyzation of Potential Programs

As a result of survey findings and throughout this report,
four progreams have been suggested: national agricultural implement
plants; utilization of a pilot plant at INTN; promotion of wire silos
and storege sheds; and the development of cooperative general stores.
All of these programs were identified as significant endeavors that
address themselves to problems of magnitude.

In order to carry out such progrems, an institution or a
group of people needs to act as the catalyzing egent. This would be
a costly effort, and at the present time the only organization that
in principle seems to have some interest is CREDICOOP. It is doubtful
that CREDICOOP can undertake the development of these major programs,
given the human end capital resources that it presently heas at its |
disposal. Perhaps with some additional support, it can spearhead
these programs. None of the four programs mentioned above will be
developed, unless someone acts as the catalyzing agent.

C. Quelification Analysis of Subloans

In determining the subloan's qualification for financing under
these programs, the first and most important consideration is: How 15
this project going to increment small farmers' income? This important
question has to be answered by the entrepreneur or cooperative that
will benefit from the funds. It will be the responsibility of the
evaluating team at the Central Bank to check the justification given
by the interested entrepreneur or cooperative. The other project con-
siderations should also be analyzed by the Central Bank, but this is
the responsibility of the commercial banks which, after all, are the
ones that are assuming the risks. Conventional evaluating techniques
used by the bank are efficient and conservative in nature. The relevant
question is, what impact will each project have on farmers' income?
The development of a quantitative model only has some significance when
the first question has been satisfied. With reference to an evaluating
model, the following comments merit consideration. Small farmers'
income cen be incremented in three alternative ways:

-- Increase the volume of his production by the addition
of new markets for his products. This "volume" benefit
is a form of income incrementation that assumes the
farmers have more land to cultivate, or that part of
their production is not being utilized.




-- Better prices for his products.
-~ Cheaper prices for his inputs.

The impact of any of these three alternatives varies in
degree, and only after a few loans are analyzed will experience
indicate which alternative seems to yield the greatest benefite.
Once this is known, the Central Bank team can promote this type of
activity.

Another consideration to be kept in mind is that there is
no control over the arrival of projects that are to be analyzed.
It is not expected thet meny projects will be at the bank's door
at one time. Iach epplication will have to be studied on & case by
case basis, The final criterion after some experience is gained
would be to develop two ratios:

Loan dollar per capita  Number of faruers directly benefited

ratio " Dollar amount of USAID funds to he used
Loan dollar multiplier: Total monetary tenefit to farmers
effect ratlo Dollar amount of USATD funds to Le used
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ANNEX No. 1

ARTICLE I - STATEMENT OF WORK

A, Objective for Which the Technical Services are to be Used

To prepare elements of a project paper (PP) for a loan which will
finance agro-industrial subprojects for small farmer infrastructure
development and employment generation. The types of industries to be
financed through the loan will be functional and crop- specific agro-
industries but will not include traditional "infrastructure" areas
guch as roads or electric power.

B. Description
1. Objectives

Objectives of +he proposed loan include: {(a) increased agri-
cultural processing capacity for products grown by small farmers;
(b) more firms providing small farm inputs and purchasing outputs to
increase geographic coverege and to encourage market competition;
(¢) more market opportunities for both traditional and nontreditioral
small ferm production: and {d) job creation in laebor surplus areas

2. Methodolosv

il 9048

Informaetion inpats for the ' will be develop=d Lhrongh two
methods. First, ihe consultantz will analyze availelle dats and
opinion, including tie onzoing H”ﬂfu/ WP Cmall Farmer ubgector

Assessment and socondary data Pvallau]e in the Ministry of Agriculture
and Ministry of Irdustry and Commerce, -IIY, OkRA, I¥RD, and loceal
organizations ulc% s URPEX, R, end others.  Jeconrd, the counsultants
will conduct basic czploratrory recearch including direct interviews
with institutions eand industries.

C. Lcope ot' ,on

"he Contractior shall provide 27.7L man months of professional,
technicel, end clorical persornel necessary to perlorm the services
called for herein in the stafiing pattern set rorth below. This
effort shall bte directed towards the accomplichrent of the following:

1. Analveis

a. Keview ol small farm inputs both for production and
personal consumption and demand for inputs not readily available.

b. Review of smell Tarm outputs including marketing arrange-

ments and identification of problems such as transportation shortages,
spoilage, etc. (To the extent possible, the consultants should obtain
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informaticn for e and b above from the Small Farmer Subsector Assess-
ment and interviews with leaders of cooperatives. Emphasis should
be pleced on special characteristics and problems of the geographic
areas in eastern Peraguey in which the small farmer target group is
concentrated. )

¢. Review of human resources including menagers and skilled/
unskilled labor available for the creation of new industries or the
expansion of existing businesses to better serve the small farmer.

d. Identification of other constraints, in addition to
shortage of capitel, which inhibit development of agro-industries in
Paregusay.

e, Comparative analysis of banking institutions and other
gources of finance to assess the relative position of these orgeni-
zations and to select the institution or institutions through which
A.T.,D. loan funds could be channeled.

f. Examination of the role and function of varicus
Parsguayen organizations, including CRiDICOOP and UNIPACC, in terms

of their relations to egro-industries and service enterprises.

2. Development of criteria for selection of subprojects

The consultants should develop a 1list of criteria lor the
lending institution or institutions through which A.I.D. loan funds
are channeled which will insure that subprojects contribute to the
objectives of the loan. Criteria should reflect the {'ollowing
considerations:

a. Measures such as internal rate of return and sensitivity
analysis for agro-industrial and service industry projects, and other
indicators of subproject profitebility and teasibility that can be
used to evaluate projects submitted.

b. Determination that the sulprojects will have & significant
impact and will establish & long-term relationship with tlie small
farmer,

c. <Criteria nust provide a sysvem which will assigr. priority
to subprojects so that they can be rank ordered in terms of a and b
above.

d. The amount of imported rawv materials and ~apital goods
required should be an important factor in subproject selection, with
industries using a large proportion of domestic resources receiving
higher preference than those which require imports.
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3. Identification of potential subprolects

The Contractor should develop a list of potential subprojects
which will provide for prompt initistion of the loan project and will
1llustrate in the PP the types of ectivities which the project will
finance. For each opportunity identified, the Contractor should
provide the following information:

a. An estimate of the benefits to the small farmer. These
benefits can be stated quantitatively, quelitatively, or a priori,
depending on the nature of the opportunity and the informetion
aveilable,

b. The Contractor will state in detail how the benefits
were calculated.

¢. The Contractor will 1list investors interested in under-
taking the subprojects identified.

ARTICLE II - STAFFING
The level of staffing for the performence of this contract

shall be 27.6kL total man months of direct specialized labor in
the categories specified below:

Number Category Man months
Senior Development Specialist 4.5
1 Mechanical Engineer 4,5
2 Agricultural Engineers 9.0
1 Economist 1.5
1 Secretary b,s
1 U.S. Industrial Engineer 3.64
Totel 27.6k

80



Zone

II

IIT

ANNEX No.

2

LIST OF COOPERATIVES THAT WERE INTERVIEWED

Location
Loreto-Concepcion
Loreto-Concepeidn
Concepcion-Concepeion
Belén-Concepcidn

Sub-Total

Saltos del Guaira-Canendiyu
Hernanderias-Alto Parend
P.P.Stroessner-Alto Parana
J.E.0'Leary-Alto Parana
Hernandarias-Alto Parena
Colonia Yguezi-Alto Parana

Cnel. Oviedo-Caaguazi
Sub-Total

Capiaté-Central
Capiata-Central
Cepiata-Central
Pirareta-Cordillere
Itacurubi-Cordillera
Caraguastay-Cordillers
Caraguatay-Cordillers

E.Ayala-Cordillersa

Sub-Total

Nama

Co'e Pysjhu Ltda.

Candido Silva Ltda.

Del Norte Ltda.

Ypané Ltda,

COPASAGU

Palma Ltda.

Minge Guazu
J.E.O0'Leary Ltada.
Mayor Alfredo Pla
Takushin Yopoire

Cnel. Oviedo Ltda.

Hortifrut [tda.
Asuncena-3an Blas
Ybyraro Ltda.
Moisés Rertoni
Itacurupi Ltda.
Ceraguatey Ltda.

Promocidn Ltda.

La Barrerefia Ltda.

81

No.

of Members

2ko
38
Lo
84

Lo2

343

15
Ls2
2ko
220
1Lo

68L
2,09k

20
27
25

97
26
370

109
682



Zone Locatioﬁ ' - Name No. of Members

IV  Yaguaron-Paraguari San Buenaventura 18
Yaguaron-Paraguarf Yaguaron Ltde. 171
La Colmens-Paraguar{ Le. Colmene 52
Acahey-Paraguari Acahay ILtda. 87
Carapegua-Peraguer{ Carapegua Ltda. 150
Parsguari-Paragusri Paraguari Ltda. 125
Quiindy~Paraguar{ Quiindy Ltda. _170
Sub-Total 773
v Villarrica-Guaira Ideal Ltds. 85
Villarrice-Guaira Independencia L5
Iturbe-Guairé Sente Clara Ltda. */
Buena Vista-Ceazapa El Progreso Ltda., */
Yuty-Caazapé Yuty Ltda. __ 289
Sub-Total L19
VI San Ignacio-Misiones Segunda Coop.Triguera 35
San Ignacio-liisiones Migionera Ltda. 21
San Ignacio-M.siones San Ignacio Ltda. 37k
San Juan Bautista-Misiones San Juen Bta. Lida, __llg
Sub-Total 5L9

*/ Membership was never properly determined,

29
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Zone

Vil

VIII

Location
Obligado-TItapua
Encafnaci6n~Itap6u
Carmen del Psrana-Itapis
San Lufs-Ttapia
Cnel. Bogado-Itapue
Fram-Itapus
Fram- Itapia
Pirapo-Itapua

Capitéan Miranda-Ttapua

Sub-Total

San Pedro-Se.. Pedro

Itecuruoi del Rosaerio-
San Pedro

Volendem

Ville del Rosario-San Pedro

Pto. Rosario-San Pedro

Friesland

San Pedro-San Pedro

San Pedro-San Pedro

Sub~Total

Name No. of Members

Colonias Unidas 829
Del Sur Ltda. 2ko
Carmefia Ltda, 170
San Luis Ltda. 152
Cnel. Bogado Ltda. 206
Aperea Ltda. 30
Fram Agricole Ltda. 226
Pirapo Agricola Ltda. 300
Capitan Miranda Ltda. Ly
Cerrito Ltda. 70
Ing. Agr. H. Bertoni 53
Agricola Pioner ___39

2,360
Trigenar Ltda. 13

Ttacurub{ del Rosario Ltda 33

Volendam 160
Villa del Rosario Ltda 120
La Rosarina 80
Frieslend 195
Nortefia San Agustin 130

San Pedro de Ycuf-
mandiyd __ 58
790
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Zone

Zone

IT

II1

VI
VIT

VIII

Location Name No. of Members
Chaco Ferheim 800
Chaco Neuland 172
Chaco Chortitzer Komittee 1,400

Sub-Totel 2,372
Pedro J. Caballero-Amambay Aquideban Ltda. 1k
Pedro J. Caballero-Amanmbey Amambay-Agricole Ltda. 37

Sub-Total 51

SUMMARY
No. of Cooperatives Membership
Concepecion L Lo2
Canendiyﬁ:Alto Parana 7 2,094
Caaguazu
Central Cordillere 9 682
Paraguari 7 773
Guaira-Caezapa 5 289
Misiones 5 549
Ttapia 12 2,360
8an Pedro 8 790
Chaco 3 2,372
Amambay 2 51

Total Membership 10,362

srr——
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rIBT OF METAL WORKING ESTAELISHMENTS THAT COULD PARTICIFATE
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ANNEX No, 3
IN THE MANUFACTURING OF AGRICULTURAL IMPLEMENTS

Victor Koop - Asuncién

Funder{e Milén - Asuncidn

M/M - Asuncidn

Astillero San Isidro S.A. - Asuncidn
Industriss Ybycuf{ - Asuncién

Fabrimet - Fernando de la Mora (Asuncién)
Agrometal - Asuncion

Taller 14 de Julio - Asuncidn

Talleres Gadea - Asuncion

Talleres Borgmen - Friesland

La Agricola - Encarnacidn

Taller Cocperativa Colon (Chortitzer) Chaco
Industria Metalirgica Horst ﬂg:rt‘ep - Chaco
Fidelin Varela - San Ignacio

Heriberto Schebella - Encarnaciodn

Taller Andrés Riecan - Carmen del Parana
Super Basculas Lcnghino S.R.L., Villarrica - Guaira

Jorge Paredes Cabello - Asuncion
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