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Project Background. 

A. S m r y .  Coffee production i n  Ecuador is an impartant source of 
income for over 120,000 families involved i n  production, harvesting and 
processing of approximately of 350,000 hectares of land planted i n  
coffee. Approximately 80% of these families cul t ivate  p lo ts  of less than 
f ive hectares in  size.  In addition, coffee is a v i t a l  export earner, 
generating between $150 million and $200 million i n  foreign exchange 
annually. ?fie recent appearance of coffee r u s t  and broca i n  Ecuador 
poses a c r i t i c a l  threa t  t o  the coffee industry as a whole, and 
particularly threatens the a b i l i t y  of the thousands of smaller producers 
t o  s tay i n  production. Unless coffee production technologies a re  quickly 
modernized, the majority of small producers w i l l  be unable t o  control 
rus t  and broca. Within a few years they could lose most of their  coffee 
t rees and the income derived from them. 

b. Socioeconomic Structure of Coffee Production. 

1. m t e r n a l  Sector. Coffee is Ecuador's third most important 
export conrmodity, earning approximately $170 million i n  foreign exchange 
in 1984 and an e s t h t e d  $163 million i n  1985. It is one of the three 
most important non-petroleum exports, and competes closely with seafood 
anci bananas a s  the top non-petroleum foreign exchange earner. Coffee, 
alone, represents 46% of the t o t a l  value of agricul tural  exports. 

The International Coffee Agreement, administered by the International 
Coffee Organization (10) and signed i n  1980, provides for a system of 
international coffee export quotas. Ecuador is a member of the ICO and a 
p r t y  t o  the Agreement, Most non-communist consuming nations have 
agreed t o  enforce the quotas. The purpose of the quota system is t o  
maintain k s e  export prices i n  p e r i d s  of high world supply. I f  a 
country produces more than tha t  which is required t o  f i l l  its export 
l imit ,  provide for domestic production, and maintain adequate stocks, the 
difference may k sold t o  non-ICO countries, usually a t  a lower price 
than quota sales ,  Quotas a r e  largely determined by projected production 
levels  and stocks. During the 1984/1985 season, exports increased about 
20% over the previous year a s  a r e su l t  of additional shipments t o  non-ICO 
members because of the larger crop and higher domestic storage costs. 

2. Domestic Characteristics of Coffee Production. Aggregate 
coffee production i n  Ecuador has grown from 82,680 metric tons i n  1977 t o  
about 90,000 metric tons i n  1984.- A t  the same t h ,  internal  consumption 
is increasing a t  a p p r o x b t e l y  4% per year, Most of the domestic 
consumption i n  Ecuador is i n  the form of roasted or ground coffee, while 
soluble coffee is of increasing importance i n  urban areas. Coffee for  
domestic consumption is not subject t o  price controls, and recent pr ice 
increases have been accepted in the market.  The devaluation of the sucre 
has resulted i n  increased sa les  of domestic solubles a s  imports have been 
priced out of the market.  



Coffee provides an important source of income for nearly 20% of tne 
Ecuadorean population, There a re  an estimated 120,000 coffee producing 
families i n  Excador. Of these, approximately 96,000 farm plo ts  a re  less 
than f ive  hectares in  size.  (Source: National Coffee Program Census, 
1984-85) While indications a re  tha t  many of these families a lso  produce 
much of the family subsistence requirements, they largely depend on 
coffee for cash income. Such income m y  come from two sources: coffee 
produced on the farm and wages earned by se l l ing  surplus farm labor t o  
neighboring farms. Additionally, census figures indicate tha t  a t o t a l  of 
over l r O O O r O O O  muadoreans are  involved d i rec t ly  in  coffee production, 
harvesting, and processing. This would not include those whose 
l lv l~hoods  depend on coffee marketing and exporting businesses. 

There is a considerable amount of variation i n  l iving conditions, 
a l ternat ive sources of income, and the importance of the income earned 
from coffee among tne 96,000 smaller producer families. Variations 
depend on regional conditions, mrke t s ,  roads, levels  of technology, and 
a variety of other factors.  However, cer ta in  charactexistics a re  general 
within t h i s  group. While, in  the aggregate, they generate a substantial  
national income, there a re  thousands of families who have incomes well 
below the p v e r  ty  level. They generally produce a very limited amount of 
other crops and generate l i t t le  or no cash income from them. They often 
l ive  i n  re la t ive  geographic and socia l  isolation. Finally, they grow 
coffee on very old plantations in  a manner u t i l iz ing  technologies 
extremely susceptible t o  r u s t  and other diseases. 

The typicai s m a l l  coffee producer a lso  grows a subsistence crop and keeps 
a few domstic  animals. While the income derived from coffee is very 
small for these farmers, it is generally cash over the most basic 
subsistence requirements, However, for these families, average yields 
equal about 6.1 quintals  per hectare. This t ranslates  into gross income 
per hectare of approximately $332 (S/. 100=US$1.00) , or ne t  income per 
hectare of about $165. The farm family w i t h  f ive  hectares i n  coffee, 
then, would rea l ize  about $825 i n  net  cash per coffee year (15 months), 
or about $110 per capi ta  per year. For the farm family w i t h  2.5 hectares 
in coffee, per capi ta  annual cash income would be half ,  or $55.00, 

C- TWhno1oq-y of Coffee Production. Coffee production i n  Ecuador 
is characterized by extensive production practices and a low level  of 
technology use. In general, plants  a re  old and of less modern 
variet ies .  Plant density is low, and shade is heavily used. Irr igat ion 
techniques are  poor, and fungicide and pesticide controls a re  not 
common, Average coffee y ie lds  i n  Ecuador a re  extremely low, varying 
between 6 and 8 quintals/hectare. It is important t o  point out tha t  
yield appears t o  increase very l i t t l e  between the smallest and the 
largest  farms. These low yie lds  are  a d i r e c t  r e s u l t  of the low level  of 
technology u t i l ized  on Ecuadorean farms. Average yields achieved on a 
national level  i n  countries where technology improvement programs have 
been successful, such a s  Costa Rica and Honduras, reach 45 
quintals/hectare. 



The major threat  currently facing Ecuadorean producers is disease, 
Coffee r u s t  and broca have already invaded f ive  provinces and despite 
natural barr iers  and sani tat ion campaigns, it is only a matter of time 
until--the principal coffee producing areas a re  a l so  infected. The most 
serious of the diseases threatening production is coffee rust .  

Coffee rus t ,  or roya, is considered t o  be one of the most serious of 
coffee diseases. Rust f i r s t  appeared i n  South America i n  1970 when it 
was found i n  Brazil. It spread northward i n  a pattern which missed 
Ecuador, entering in to  Central America i n  the l a t e  1970 's. Rust entered 
Ecuador Erom Peru i n  1981. It is a fungus, spread by any number of 
agents, which invades the leaves of coffee plants  causing pale yellow 
lesions, an early and persis tant  loss  of foliage, and a resul tant  loss  of 
yield. &pending on climatological conditions and plant variety, it w i l l  
defol iate  the plant and cause production losses so  s ignif icant  tha t  they 
force the producer t o  uestroy them. When r u s t  attacks older plantings 
which already produce low yields,  even basic fungicide controls a r e  not 
economical. While coffee r u s t  is a threa t  t o  a l l  coffee producers i n  
Ecuador and t o  the national economy, it poses the greatest  threa t  t o  the 
smaller producer because h i s  trees are generally older, are generally 
grown uncier lower levels  of technology and a re  generally l e s s  vigorous 
than those of a larger producers who enploy higher levels  of technology. 

In audition t o  coffee rus t ,  there a re  several other insects  and fungi 
present i n  Ekuador, Coffee broca is an insect  which lays eggs i n  the 
pulp of developing coffee beans, The larvae enter the bean and can 
reduce yields u2 t o  70% i n  the absence of control. Control on old, 
t raa i t ional ,  low yielding plantations is d i f f i c u l t  and, given current 
yields,  not cost  effective. Control is a viable practice on renovated 
farms with higher yields. 

Another insect problem present in  Ecuador is the leaf  minor, but it has 
no signif icant  impact on production. Other fungi include Ojo de gallo,  
Koleroga, and Cercospra. None of these represent an immediate threa t  t o  
coffee production i n  Ecuador, and control would be a natural r e s u l t  of 
improved technology use, 

Another important aspect of technology use is the amount of i n i t i a l  
processing tha t  occurs on the farm. The farmer typically receives a 
higher price for  h i s  coffee depending upon which stage i n  the 
production-processing-marketing cycle he s e l l s  h i s  crop; tha t  is, farm 
gate price is proportional t o  the degree of technology employed. For 
exanple, if the farmer is forced t o  sell h i s  crop a t  the flowering or 
f r u i t  (uva) - stage of the production cycle, he w i l l  typically receive a 
very low price. If he can sell it a f t e r  harvesting, washing and i n i t i a l  
drying, he w i l l  receive a higher price,  and s o  on, 



In Ecuador, tne typical coffee farmer's position is relat ively weak 
vis-a-vis the market. The poorest producers often have t o  s e l l  the i r  
beans while they a re  still on the tree ( in  flower or - uva) i n  order t o  
r a s e  the cap i t a l  required t o  harvest the crop. Most sell the i r  crop 
immediately a f t e r  i n i t i a l  harvesting because of the lack of basic on-farm 
infrastructure t o  wash and dry the beans. With minimal, inexpensive 
on-farm or cooperative investments (drying pat ios and depulpers), 
producers could improve the i r  positions in  the marke t  and receive a 
greater return on the i r  crop. 

11. Relationship of the Project t o  A.I.D. and GOE kvelopment 
Strategies. 

A. Relationship to  A.I.D. Policy. The A.I.D. Policy Paper on Food 
ana Agricultural Development outlines four essent ial  policy elements of 
assistance: the aevelopment of human and ins t i tu t ional  capacities t o  
generate, adapt and apply improved science and technology, the expansion 
of the role of aeveloping country private sectors in development 
ac t iv i t i e s ,  the employment of a l l  available assistance mechanisms in an 
integrated manner, and the improvement of country policies.  The proposed 
program, a s  described in  more d e t a i l  in  the remainder of t h i s  paper, is 
thoroughly consistent w i t h  these policy elements. It is a technology 
transfer program which builds upon, and strengthens existing domestic 
private sector capabili ty t o  adapt and disseminate a proven technology 
package, Both Development Assistance and PL-480, T i t l e  I local  currency 
generations w i l l  be used t o  implement the program. The Mission's 
preliminary analysis inaicates t h a t  there ex i s t s  no GOE policy contraints 
to  introauction of improved coffee production technologies. 

An mportant aspect of US government international policy is support for 
the International Coffee Organization, including compliance with the 
International Coffee Agreement. In f ac t ,  the United States  is one of the 
only member countries t h a t  organizes its negotiations through USDA and 
Sta te  Department channels. In t h i s  regard, it is important t o  stress 
tha t  the proposed Project does not s eek  t o  increase the amount of coffee 
producea i n  Ecuador, nor w i l l  it be designed t o  do so. Rather, the 
Project w i l l  s eek  t o  maintain current, or recapture previously achieved 
production levels  and, thereby, preserve export earnings. Production per 
uni t  area w i l l  increase d ramt ica l ly  i n  order t o  make control of coffee 
rus t  and broca economically viable. Land w i l l  thus be liberated for  
diversification, preferably for  other export crops. Introduction of 
heartier var ie t ies  of mild coffees w i l l  enable Ecuador t o  maintain its 
mrke t  share of t h i s  coffee variety, which usually commands a higher 
price (up t o  50% higher) on export marke t s .  Through intensive 
cultivation practices and bet ter  production methodologies, coffee qual i ty 
w i l l  improve, thus tending t o  increase export earnings. 



B. Relationship t o  A.I.D. Country Strategy. 

1. Country Development Strategy and Action Plan. me approved 
-blission agricul tural  strategy is t o  support the sectoral  s t ruc tura l  
adjushnent process by assis t ing muador-to exploit  its potent ial  t o  
sms tan t i a l ly  increase agricul tural  production and exports while 
addressing problems of ru ra l  poverty and resource degradation. The CDSS 
further describes t h a t  the strategy w i l l  be implemented through 
ins t i tu t ion  building ac t iv i t i e s ,  technology transfer ac t iv i t i e s ,  and 
private sector participation. me proposed Project is based on the 
principle of s t ruc tura l  adjustment of coffee production u t i l iz ing  the 
means described and approved i n  the CDSS. 

2. Complementary A.I.D. and Other Donor Programs. The 
proposed project does not s e e k  t o  achieve s ignif icant  reforms i n  the 
policy framework related t o  internal  or external marketing of coffee. It 
w i l l  focus on pr0duction and i n i t i a l  processing technologies t h a t  can be 
implemented a t  the farm level.  ?he Fission 's  Agricultural Sector 
Reorientation Project (518-0051) is a major e f f o r t  aimed a t  the larger 
agricul tural  sector policy framework. A s ignif icant  amount of ac t iv i ty  
under that project w i l l  r e s u l t  i n  improved GOE agricul tural  marketing 
policies.  Policies t o  be adopted a r e  expected t o  generally f r ee  markets, 
reduce subsidies, and establish market pol icies  which increase the power 
of the producer vis-a-vis the marketing intermediary. 

There are  no other major programs financed by other donors being executed 
in  the coffee sector i n  muador. A smll grant program financed by the  
E'aeral  Republic of Germny is providing, through the MAG, the services 
of an entomologist i n  the Program Nacional d e l  Caf6 (PNF) and the 
Program Nacional de Sanidad Vegetal. Given the limited scope and 
research, rather than production, orientation of t h i s  program, it serves 
only a s  a p a r t i a l  complement t o  the proposed Project. 

C. Relationship t o  GOE Development Strategy. In 1984, the World 
Bank analyzed and presented an economic s tabi l iza t ion  and recovery 
strategy t o  the GOE. The recommendations a r e  embodied i n  the Bank 
publication, "Ezuador: A Program for  Economic Stabilization and 
Recovery." Th i s  presents an export-led s tabi l iza t ion  and growth strategy 
based on Ecuador's a b i l i t y  t o  maintain, or increase its level  of 
t radi t ional  exports over the medium t o  long term while, a t  the same t i m e ,  
making the investments necessary t o  increase the quantity of 
non-traditional exports. GOE policy reforms and development s trategy 
statements over the l i fe  of the Febres-Cordero administration indicate 
the GOE's intent  t o  follow such a strategy. More concretely, the newly 
developed and recently published GOE National Development Plan 
(1985-1988) outlines a development s trategy based-along the same lines.  
For example, it emphasizes the diversif icat ion and improvement of 
agricul tural  exports. Specifically for  the coffee sector,  the Plan 
states tha t  the GOE w i l l  support the implementation and intensification 
of e f fo r t s  designed t o  renovate and rehabi l i ta te  coffee plantations 
nationwide over the shor t  t o  medium t e r m .  ?he Plan further indicates 
tha t  very f e w  W E  resources (about $200,000) are planned t o  implement the 
strategy and t h a t  no source of external financing has been identified. 



111. Preliminary Project Description. 

A. The Problem. 

1. - The Technical Problem. Extensive production practices and 
low levels of technology use on coffee farms i n  Ecuador r esu l t  in  poor 
land use practices, low coffee yields,  low incomes, and a dangerous 
susceptibi l i ty  t o  coffee r u s t  and other diseases on the majority of 
coffee fa rm.  Rust and broca have already invaded f ive  coffee producing 
provinces. &spite natural barr iers  and sanitation programs, it is only 
a m t t e r  of time before the principal production areas are  affected. If 
allowed t o  continue, the level  of coffee production in Ecuador w i l l  f a l l  
drast ical ly and foreign exchange earnings from t h i s  important t radi t ional  
e x p r t  w i l l  decrease. 

2. The Socioeconomic Problem. The technical problem is 
compounded by the f a c t  tha t  80% of the coffee f a r m  are small, marginally 
productive uni ts  producing a t ,  or below poverty level  incoms for thier 
owners. These producers generally lack the technical expertise and 
access t o  financial resources necessary t o  combat the disease problem, 
increase productivity, and make cos t  effect ive on-farm investments. 

3 .  Alternative Solutions. In the course of Project 
iaentification, a variety of al ternat ive technology solutions were 
examined, a s  follows: 

a. Coffee Rehabilitation vs. Renovation. The PID 
ident i f ies  corrolete renovation of one hectare on individual farms a s  the 
wlementat~on-strategy t o  be used under the Project. This discounts the 
possibility ~r providing loans for  rehabil i ta t ion of existing 
plantations. Complete renovation means the complete destruction of 
existing p lmt ings  anu s tar t ing  over. %habilitation would allow for the 
introduction of improved mnagement practices, with interplanting of new, 
stronger var ie t ies  of plants w i t h  older plants,  The past experience of 
similar programs in  other countries indicates a low level  of demand for 
rehabil i ta t ion and a low return t o  investment when it has been 
attercpted. Technically it is a much harder strategy t o  implement because 
older var ie t ies  of plants  usually do not lend themselves t o  modern 
plantation rranagement schemes. A t  the same t i m e ,  the Mission recognizes 
that there may e x i s t  special  circumstances i n  Ecuador where a 
rehabil i ta t ion technology may make sense technically and economically. 
A s  such, t h i s  w i l l  be a question t o  be examined during the intensive 
review of the technology package. 

b. Disease Eradication, A c o m n  strategy often 
iqlemented t o  enable coffee farmers t o  survive the threat  of coffee r u s t  
and other diseases and pests  is a na t ior~al  eradication program. Often 
these are  governmental programs involving minor participation of farmers 
t9mselver;. One of the most comprehensive coffee r u s t  eradication 
programs was attempted in  Nicaragua, and failed. Quarantines were used 
i n  Central America and were largely ineffective. In Ecuador itself, the 
Ministry of Agriculture and Livestock (mG) has attempted to  implement 
disease control measures w i t h  very limited success. 



Eraaication as  a solution t o  disease control is discredited among coffee 
experts. ?he manner in  which rus t  spreads gecgraphically makes it 
virtually impossible t o  eradicate, and nationwide chemical control 
masures are costly t o  implement and can a t  best be complementary t o  
other efforts.  

c. Introduction of Rust Resistant Varieties. Progress 
has been made within Latin America i n  the research and development of 
rust  resistant  variet ies of coffee plants. Work is currently being 
carried out in  Brazil, Colombia, Mexico, and region wide in  Central 
America and the Carribean. m i l e  research indicates that  i n  the long 
term, the introduction of rus t  resistant  variet ies may be possible, a s  a 
strategy it offers l i t t l e  in the short t o  medium term and its success as  
a long term strategy must  be questioned. Tne principal limitation of a 
strategy t o  combat rust  through introduction of resistant  variet ies is 
the time needed t o  make new gerrplasm available. Genetic material with 
resistance t o  a l l  32 known s t ra ins  of coffee rus t  (two have been 
identified in  the Americas) has been developed primarily i n  Portugal and 
Brazil. In developing hybrids w i t h  productive potential, the resistant  
characteristics must constantly be tested. Xhe possibility always exists  
that a cross or plants within a cross would not have rus t  resistance and 
the aissemination of such plants could be disastrous for both farmers and 
the national economy. A t  best, the t i m e  needed t o  develop and test 
varieties could take 10 t o  15 years and perhaps f ive years of additional 
work on those tentative crosses already developed. Even i f  a thoroughly 
rust  resistant  variety were introduced, the r isk would always exis t  that  
the rus t  fungus could mutate and previously resistant  variet ies would 
become susceptible. 

As a strategy to address other problems of coffee production in  Ecuador 
which have resulted in  such low national productivity, the introduction 
of rus t  resistant  variet ies would do nothing. Rust resistant  variet ies 
w i l l  still be susceptible t o  the numerous other diseases that  are present 
in Ecuador. Existing poor plantation management practices would 
continue, as  would the low productivity that  results from such practices. 

d. Crop Diversification. Under: t h i s  strategy, the coffee 
producer would avoid, rather than address, the technical problems facing 
coffee production i n  Ecuador by growing something else. As a national 
strategy, this leaves much t o  be desired. Export earnings from coffee 
are important t o  the country. Ecuador can not afford t o  lose t h i s  income 
during the period it would take t o  s h i f t  production out of coffee and 
into something else. 

Given the socioeconomic level and land s ize  limitations of the majority 
of coffee producers, the s h i f t  out of a crop that  is a sure income earner 
t o  "something else" would involve very high r i s k s .  There are few crops 
that  provide the cash income that  coffee does t o  the smallest producers. 
Probably the crop closest t o  coffee in  terms of its production 



methoaology, income generating potential ,  and geographic spread is 
cacao. However, cacao production i n  Ecuador today is plagued w i t h  many 
of the same problems that a f fec t  coffee production, and the GOE is i n  the 
process of promoting renovation of t h a t  crop. Limited quani t i t ies  of 
non-traditional crops could be produced, some even for export, but would 
require a large cadre of trained researchers, extentionists,  and 
processing and marketing infrastructure.  While these w i l l  eventually be 
developed over time, there is not enough i n  place now t o  encourage 
economically marginal families t o  t a k e  the r i s k .  

e. Introduction of an Integrated, Highly Productive 
Technology Package. While the introduction of res is tant  va r i e t i e s  and 
crop diversification should remain p a r t  of a longer term strategy t o  
a s s i s t  small and m e d i u m  farmers i n  coffee producing regions, the most 
effect ive innnediate s trategy is t o  i n i t i a t e  a program of coffee 
renovation based on the introduction of improved crop management 
technologies and high yielding variet ies .  In s o  doing, on-farm 
productivity increases w i l l  enable the small farmer t o  afford the cos t  of 
chemical disease control, which w i l l  enable him t o  coexist with the 
presence of coffee r u s t  a s  w e l l  a s  other natural enemies of coffee. 

Coffee renovation technology is available and familiar t o  coffee 
researchers and agronomists and has been proven under producer conditions 
i n  Colombia, Brazil, Costa Rica and Honduras. This technology package 
consists of the following elements : 

(1) introduction of newer, heartier variet ies;  
(2) increased plant  density and better weeding; 
(3) less shade, and bet ter  control of shading; 
(4) improved s o i l  conservation practices 
(5) increased f e r t i l i z e r  use and m a p e n t ;  and, 
( 6 )  chemical disease and pest control. 

Successful introduction of the renovation package w i l l  r e s u l t  i n  
increased productivity and income per uni t  of land area u t i l ized  and w i l l  
require tha t  farmers increase the i r  crop managment s k i l l s .  In t h i s  
regard, improving the management practices of small farmers w i l l  a l s o  lay  
the groundwork for introduction, over the longer term, of some of the 
other technologies described above. Farmers will be bet ter  able t o  
manage and afford r u s t  r e s i s t en t  va r i e t i e s  i f  they become available and 
t o  introduce other crops on land freed from coffee production. 

B. Project Strategy. me purpose of the proposed Project is t o  
mitigate the impact of coffee disease on production by adapting and 
introducing improved production technologies on small  coffee farms, 
thereby contributing t o  an overal l  sec tora l  goal of maintaining exports 
and increasing ru ra l  incomes. ?lo achieve t h i s  purpose, the Project w i l l  
address the constraints t o  introducing the  technology package described 
above on target  farms. 



F i r s t ,  t o  adapt and disseminate the technology package, a specialized 
m a r e  of technical extension agents is necessary. Such a cadre presently 
does not ex i s t  in Ecuador, and w i l l  have t o  be established. While the 
National Coffee Program (PNC) has for some years been involved in  a plan 
of renovation and rehabil i ta t ion of coffee farms, the resu l t s  have been 
disappointing, and coffee producers have expressed l i t t le  con£ idence i n  
tna t  organization. The PNC has been largely concerned with aggregate 
coffee production rather than providing assistance t o  individual 
farmers. The disproportionate r a t i o  of extension agronomists t o  
producers (42 t o  120,000) precludes any likelihood tha t  the PNC could 
provide adequate technical assistance t o  the en t i r e  sector. For t h i s  
same reason the PNC has been unable t o  provide effective support t o  
diversification ac t iv i t i e s ,  another of its various nxmdates, although it 
has strongly endorsed such ac t iv i t i e s .  GOE budgetary considerations over 
the m e d i u m  term make it highly unlikely t h a t  any additional extension 
agents could be hired t o  disseminate the technology package. Given tha t  
GOE salary schedules a re  so  inadequate, it is a l so  unlikely tha t  
qualified extension agents could be recruited t o  work on a government 
program i n  this area. 

Coffee producers in  many &t in  American countries a re  among the best  
organized. Colombia and Brazil, where national coffee pol icies  and 
quotas are  negotiated through producer organizations, are the best 
examples of this .  In most countries w i t h  highly developed producers 
associations, producers a r e  accustomed t o  paying for  the technical advice 
and services they receive. In  other countries, including Ecuador, even 
though their  influence does not reach the level  of Colombia or Brazil, 
coffee producers' associations a re  among the strongest of the prclducer 
associations. ?he largest  organization of producers in  Ecuador is the 
National Federation of Coffee Cooperatives (FENACAFE). FENACAF'E's 
cooperatives represent approximately 7,000 coffee farmers who produce 
nearly 35,000 hectares of coffee. I f  one were t o  count inactive or 
non-dues paying members of FENACAFE cooperatives, the number would be 
much larger. The average landholding of FEWU@E members is f ive  
hectares. mis is skewed by larger holdings, and the t rue average of 
most cooperative producers more closely approximates 2.5 hectares. Given 
its menber service orientation, FENKAFX appears t o  be the appropriate 
organization t o  implement t h i s  Project. 

Secondly, t o  implement the technology package, participating farmers 
require access t o  considerably more investment and production credi t  than 
tradi t ional  coffee farming practices demand. Credit funds for  coffee 
renovation a re  available through the National Ikvelopment Bank (BNF) 
through a Central Bank rediscount l ine. Access by the target  group t o  
credit is constrained by land tenure requirements, lack of col la tera l ,  
and lack of believable (i.e., bankable) farm renovation plans which 
include technical assistance. Fxcept for the land tenure constraint,  the 
Project w i l l  address these barr iers  t o  c red i t  access. 



C. Proposed Project Activi t ies  and Level of Effort  

1. Establishment of a Private Sector EXtension Proqram. The 
Project w i l l  es tabl ish small functioning demonstration p lo t s  and an 
extension service within EENAwE. 

a. Damnstration Plots. As stated above, coffee 
renovation technologies a r e  widely known, In fac t ,  the standard package 
of technologies 'identi f iea above w i l l  be disseminated under t h i s  
Project. However, in  order t o  ref ine the technology t o  the special 
climatological and geograpnic r e a l i t i e s  of the various coffee-producing 
zones of Ecuador, a small demonstration ac t iv i ty  w i l l  be financed. The 
emphasis of this acti&ty w i l l  be on achieving the optimum mix of 
technology inputs t o  achieve the highest, cost-affordable productivity 
levels. 

In 1985, A. I .D. provided a very smll grant t o  ElWiWFE t o  begin the 
development of small demonstration plots.  Tb date, 17 p lo t s  encompassing 
14 hectares a re  being planted. Under the Project, t h i s  p i l o t  ac t iv i ty  
w i l l  be greatly expanded. Under t h i s  ac t iv i ty ,  A.I.D. funds w i l l  finance 
technical assistance, domst ic  and international training, and some 
coITllllOdities required t o  establ ish demonstration plots.  

b, Extension. Under t h i s  ac t iv i ty ,  the Project w i l l  
a s s i s t  F'ENACAFZ t o  establ ish a highly qualified, highly focussed 
=tension program which, over time, w i l l  become self-financing.. The 
Technical Division of l3WXX'E w i l l  provide 30 extension agronomists and 
three supervisors who, with the assistance of a corps of paratechnicians, 
w i l l  service the approximately 132 coffee cooperatives and the i r  wsnbers 
that  a re  in  selected geographic areas. %'his w i l l  require t h a t  extension 
agents become w e l l  versed i n  the technology package t o  be disseminated, 
t radi t ional  extension methods, and training techniques. IXlring the f i r s t  
years of the Project, t h i s  cadre w i l l  focus on the development and 
dissemination of a technology package d i rec t ly  t o  small producers. A t  
the central  level,  the Technical Division w i l l  a l so  develop modern 
technology transfer materials making use of modern audio-visual and media 
teaching techniques. As the technology begins t o  t a k e  hold, 
extensionists w i l l  focus more of the i r  a c t i v i t i e s  on the development and 
training of a cadre of producer paratechnicians, most l ike ly  chosen from 
early Project participants. These paratechnicians w i l l ,  i n  turn, a s s i s t  
thei~: neighbors t o  i n i t i a t e  renovation programs on their  own farms under 
the general supervision of FENACaFE extensionists. AID funds and PL-480 
T i t l e  I local  currency generations w i l l  provide i n i t i a l  salary and per 
diem support, technical assitance, training, vehicles and commodities for 
the development of the  ?BNCAFE extension program. 

2. Credit Mobilization, With a p r t i o n  of the coffee export 
taxes, the GOE has established a c red i t  fund for coffee rehabil i ta t ion 
and renovation ac t iv i t i e s .  'Ihe BNF rediscounts loans through the Central 
Bank fund. By the end of 1985, t h i s  fund reportedly had $3 million of 



uncommittec! funds. The fund grows by approximately $1 million annually. 
?he BNF', indepndently of t h i s  Project, has indicated its willingness t o  
make funds available t o  coffee cooperatives for  relending t o  producers if 
the cooperative's loan application is accompanied by a feasible 
renovation strategy and the assurance tha t  an adequate technical 
assisEance proqram is i n  place. 

Under t h i s  Project, it is expected t h a t  FEN?iCAEE w i l l  borrow funds from 
the BNF for on-lending t o  Project participants.  Loans t o  producers w i l l  
be made a t  the prevailing r a t e  for such loans (18% a t  the end of 1985, 
anu marginally positive a t  the time). Nore importantly, this r a t e  should 
allow a p i n t  spread suff ic ient  t o  cover the costs  of the loan 
aaministration, a reserve for  bad debts, and a p a r t i a l  offset  of the 
costs of providing the technical assistance (i.e., the recurring costs  of 
the extension program). 

a. Renovation Loans. A typical loan t o  an individual 
producer w i l l  cover the investment and working capi ta l  requirements for 
the t o t a l  renovation of one hectare of coffee. This is for three 
reasons. F i r s t ,  it allows the lender t o  spread h i s  risk. Secondly, it 
allows the borrower t o  forgo income on a relat ively small area, while 
maintaining income on the rest of h i s  farm, thereby reducing h i s  r i s k .  
Finally, the renovation of one hectare w i l l ,  a f t e r  three years, increase 
productivity of tha t  hectare by 7 t o  10 times, thus resulting i n  a 
s ignif icant  income increase t o  the producer. W i t h  t h i s  additional 
income, the producer w i l l  be i n  a bet ter  position t o  finance renovation 
of a second hectare on h i s  own or t o  invest i n  another crop since h i s  
incone from coffee w i l l  be assured. m i c a l l y ,  renovation loans w i l l  be 
amortized for up t o  seven years, w i t h  an up t o  three year grace period on 
principal. The grace period is required during the period when the 
farmer is forgoing income on the renovated mrcel. 

b. Nursery Loans. FENACAFlE w i l l  make short-term, one 
year loans for the planting of nurseries. A major renovation program 
w i l l  require the annual supply of large numbers of improved var ie t ies  of 
plants. These loans w i l l  be made t o  farmers who have demonstrated the 
a b i l i t y  t o  plant and manage coffee nurseries. An in teres t  charge a t  the 
prevailing r a t e  w i l l  be collected on these loans. 

A.I.D. funds provided ~ n d € ? r  this ac t iv i ty  w i l l  provide technical 
assistance, training, and limited vehicle and commodity support t o  the 
Credit Division of FENWW3. Training courses and seminars i n  c red i t  
w i l l  a l so  incorporate BNF analysts, branch managers and f i e l d  supervisors 
t o  assure continuity between lenders and implementers i n  Project c red i t  
policies. 

3. Administrative Strenqthening. The Project a c t i v i t i e s  
described above w i l l  strengthen the capacities of the technical and 
c red i t  divisions of FENACAFE t o  d i rec t ly  implement Project f i e l d  
ac t iv i t ies .  However, i n  order for  these two divisions of the 



organization t o  perform w e l l  and increase the m u n t  of services t o  
nanbers contemplated unaer t h i s  Project, the organization i t s e l f  must 
perform its central  t a s k s  w e l l .  In this regard, two important problems 
need to be addressed. F i r s t ,  i n  early discussions, FENACAFE s t a f f  and 
members have emphasized a real and f e l t  need t o  strengthen the  
administrative capabili ty of the federation and member cooperatives i n  
accounting and management areas. %his w i l l  be part icular ly i m p o r m t  if 
t h i s  Project is t o  succeed. Secondly, FENACAFE1s membership needs 
strengthening. While one may assume tha t  the provision of an increased 
level  of r e a l  services t o  men-bers such a s  those contemplated under the 
Project w i l l  a t t r a c t  more dues-paying members, other promotional 
ac t iv i t i e s  and membership drives w i l l  help t o  increase the r a t e  of 
membership. 

AID funds w i l l  finance technical assistance i n  accounting and f inancial  
magement for both EENCWE and its cooperatives under t h i s  ac t iv i ty  a s  
well a s  technical assistance i n  membership promotion (publicity, design 
and execution of membership drives, registrat ion of new members, etc.) 
JCn addition, training and a limited amount of conmKdity support for both 
f inancial  and membership management w i l l  be provided. In addition, 
project coordination services w i l l  be financed under this component. 

D. Ekpcted khievements. As a measurement of the achievement of 
the Project purpose, the Mission expects tha t  the Project w i l l  
successfully renovate approximately 4000 hectares of coffee on farms 
under f ive  hectares i n  s i z e  by 1991. Renovated hectares w i l l  be 
prociucing an average of 30-40 quintals/ha. three years a f t e r  renovation; 
w i l l  reach an average of 55 quinta ls /kc tare  four t o  seven years a f t e r  
renovation; and w i l l  return t o  average yields of 40 quintals/hectare 
a f t e r  year seven and through the useful l i f e  of the s l an t .  Achievement 
of the p u r p s e  w i l l  require tha t  the following oiitput ta rgets  be reached: 

1. tha t  an integrated extension service be firmly established 
within FENPCAFE based on an i n i t i a l  core s t a f f  of 30 extensionists and 
three supervisors, t o  be expanded by the end of the Project t o  include a 
trained corps of 60-75 paratechnicians. 

2. t h a t  the c red i t  division of !ZEW3FE be fu l ly  operative and 
have approved and successfully supervised up t o  4000 loans for  coffee 
renovation with manageable r i s k  levels  and a number of nursery loans 
suff ic ient  t o  guarantee the  ava i l ab i l i ty  of new plants  for  renovation 
purposes. 

3. t h a t  Fl3WME increase its membership level  and income 
(including t h a t  earned through management of sub-loans) suff ic ient ly  t o  
p y  the recurring cos ts  of the technical division and the credit division, 



IV. Project &sign Considerations. 

A. Technical Considerations. Coffee renovation based on the 
technology package described for t h i s  Project is an accepted and proven 
response t o  the types of problems facing the Ecuadorean coffee sector. 
Furthermre, it has been successfully implemented in  many of the 
coffee-producing nations of the region. mere is l i t t l e  debate over the 
technical merits of this strategy. 

%he technical analysis for t h i s  Project w i l l ,  therefore, focus on the 
adaptation of proven technologies i n  Fcuador. In a p i lo t  ef for t  financed 
by A.I.D. in  1985, the Mission has advanced work in  this area. Ecuador 
is a nation of multiple microclimates. While coffee is produced in  a 
variety of areas w i t h  similar characteristics, there are minor variations 
which w i l l  have t o  be reflected in  the specific mix of technologies 
introduced in any area. A t  the same time that  th i s  research focuses on 
productivity increases, it has t o  take into account the affordability of 
the package for the target group. As part  of the project design 
analysis, a specific technology package complete with cost inrplications 
w i l l  be developed for the f i r s t  major geographic region t o  be affected by 
the Project. A preliminary analysis w i l l  also be made of the technical 
and cost adjustments that  w i l l  be required t o  implement the package in  
other areas. A scope of work for these analyses is included a s  
Attachment B . 

B. Social Cqnsiderations. f i e  P I D  makes a preliminary 
identification of project beneficiaries and makes several assumptions 
regarding the willingness of th is  target group t o  undertake renovation. 
As part  of the design process, a more precise definition of the target 
group w i l l  be made. Data from the PIC census w i l l  be required for t h i s  
t a s k  and, given the de ta i l  sf this aata, should allow for accurate 
participant pinpointing. Preliminary census data w i l l  be supplemented by 
f ie ld  research. ?he P I D  assumes that  target beneficiaries are r i s k  
takers and willing t o  undertake a significant amount of long-term debt. 
These assumptions w i l l  be thoroughly explored during project 
deve lopn t .  The resul t  of th i s  analysis w i l l  be a well developed 
strategy for the promotion of beneficiary participation. Depending on 
the results,  Fl3WAFE responsibilities may be further modified t o  include 
more active promotion and beneficiary identification activi t ies.  

Bsed on the above, and the results  of the technical and financial 
analyses, and anticipated spread effects  of the Project which are t o  be 
institutionalized, the social analysis w i l l  a lso contain a comprehensive 
and quantified discussion of projected social  impacts of t h i s  Project. 
In addition t o  income increases and the l ikely disposition of that  
income, the impact of the Project on rural  employment patterns and gender 
division of labor within the small producer family w i l l  be carefully 
analyzed. 



The specif ic  questions t o  be addressed i n  these analyses and the 
methodology t o  employed i n  the socia l  analyses a re  included i n  the scope 
of work for the socia l  analysis contained i n  Attachment C. 

C; Economic Considerations. The economic analysis for  t h i s  Project 
w i l l  be based on the assumption t h a t  the purpose of the Project is not t o  
increase overall  production levels.  However, given h i s to r i c  trends and 
the project implementation strategy presented, there a re  two aspects of 
production and productivity levels  t o  be achieved under the Project tha t  
w i l l  require analysis. F i r s t ,  i n  the early stages of the Project 
increased productivity w i l l  serve t o  off-set a pa r t  of the decline i n  
production tha t  has resulted since 1981. A t  a l a t e r  stage, however, 
increased yields w i l l  require tha t  unrenovated lands be withdrawn from 
production. These issues w i l l  require separate analyses. 

Several assumptions w i l l  be required t o  undertake the detailed economic 
analysis. Most important are those related t o  market efficiency i n  rura l  
land and labor markets and the opportunity cos t  of capital .  These 
assumptions w i l l  be thoroughly examined during PP design and defended i n  
the econornic analysis, 

Finally, the analysis w i l l  present a calculation of the farm-level 
benefits t o  be achieved a s  a resu l t  of renovation. A complete discussion 
of the economic analysis and the methodology t o  be u t i l ized  is presented. 
i n  Attachment G. 

D. ~ i n a n c i a l  Considerations. The Project f inancial  analysis w i l l  
t e s t  the financial attractiveness of renovation t o  ta rget  group farmers. 
This w i l l  be accomplished through a se r i e s  of analyses which w i l l  test 
the sens i t iv i ty  of returns t o  farmers t o  variations i n  prices and 
yields. Further discussion of the methodology t o  be enployed i n  these 
analyses is contained i n  Attachment D. 

E. Administrative Analysis. is the parent federation of 
approximately 132 coffee cooperatives which have approximately 25,000 
menrbers, representing 7,000 families, JZXWXFZ is financed by income 
from its own exports, members' dues, and a special  set aside on a l l  
coffee exported under the quota reserved for  farmer organizations. 
F'RU3GZ was created i n  1967 and has assumed the leadership ro le  i n  the 
private sector i n  developing a strategy t o  combat r u s t  i n  Ecuador. The 
s t a f f  is enthusiastic,  hardworking and knowledgeable i n  exporting and 
overall  cooperative concepts but has meager experience i n  the technical 
and c red i t  areas required for  a renovation program. 

The administrative analysis t o  be completed during Project design w i l l  
thoroughly examine a l l  of the administrative aspects of FENACAFE's 
current a c t i v i t i e s  and membership. It w i l l  focus on the membership 
s tructure of FTNKXT and its member cooperatives as w e l l  a s  provide a 
thorough analyt ical  description of the organizational s t ruc ture  of 
FENAL;FiFI and its member cooperatives. Finally, the internal  and external 



m g e  of F E N A M  w i l l  be thoroughly explored within various socia l  and 
technical groups. A detailed discussion of the analysis t o  be conducted 
is present& in Attachment C. 

- 
F. Environmental Concerns. The IEE presented in  Attachment E 

recornmends a negative determination, pending analysis of the 
fungicides/pesticiues proposed by FENACAFE a s  part of the technology 
package. An analysis w i l l  be conducted during project design t o  analyze 
the e f fec t s  of copper-based fungicides and pesticides available i n  
Ecuador i n  order t o  be specif ic  about which ones woulu be employed under 
the Project. 

V. Preliminary Financial Plan. The t o t a l  cos t  of the proposed 
Project is $10,750,000. A.I.D. grant  funds total ing $3,300,000 w i l l  
f &nce technical assistance, training, project  coordination, evaluation 
ana audit  costs.  A.I.1). loan funds total ing $850,000 w i l l  finance 
F'ENACAEE equipment, vehicles, and publications costs.  The local  currency 
equivalent of $1,600,000 of PL-480 T i t l e  I generations w i l l  finance 
counterpart expenses a t t r ibutable  t o  increased salary, per diem, and 
maintenance costs.  Finally, the GOE w i l l  make the local  currency 
equivalent of $5,000,000 available for c red i t  through the existing BNF 
rediscount l ine .  These l a t t e r  funds w i l l  be made available t o  FENACAFE 
on a loan basis. It is anticipated t h a t  the A.I.D. loan funds w i l l  a l so  
be on-lent t o  FENACIIFIE. Finally, A.I.D. funds w i l l  finance 39% of the 
Project costs,  while host country resources w i l l  provide 61% of the 
funding required. 



Preliminary I lu s t r a t i ve  Budget 
(US $000) 

- A. I. D. AID GOE 
ACTMTIES GRANT LDAN e~~ T C E k  mraL 

l3xtension 
Technical Asst. 500 
Training 220 
'Raining Center 250 
Foreign Training 100 
Field Quipment 
Vehicles 
Publications 
Paratechnicians 

( s a l a r i e s )  
( tr avel/per diem) 

Ektensionists 
( sa la r ies )  
( t r  avel/per a iem)  

(;asoline/Naint. 

Sub- TOTAL 1,070 

Credit  Mobilization 
Technical Asst. 432 
Training 5 0 
Vehicles 
Publications 
Credit Agents 

( sa la r ies )  
(txavei/perdiem) 

Gasoline/Maint . 
Credit  Fund 

Admin. Strengthening 
Technical Asst. 552 
Training 3 0 
Foreign Training 10 
Equipment 
Vehicles 
Publications 
Gasoline/lQint. 
EValua tion/Audi t 10 0 
Project  Coord. 720 

SuB-WAL 1,412 
Contingencies 336 



V I  . Project Desiqn Issues. The following issues have been 
identified for further review and analysis during Project Paper design. 

A, Processing and Marketing. There is general feeling among 
smller producers t h a t  the existing processing and marketing systems for  
coffee are  not suf f ic ient ly  developed t o  allow the farmer t o  re ta in  a 
higher percentage of h i s  se l l ing  price. Except for  small investments i n  
rudimentary on-farm processing f a c i l i t i e s ,  the Project does not 
contemplate major assistance in  t h i s  area. This is a resu l t  of two 
assumptions. F i r s t ,  i f  a major processing component were designed it 
would imply major cap i t a l  and technical assistance t o  coffee cooperatives 
for the ins ta l la t ion  of processing infrastructure (beneficios) i f  it were 
t o  solve the problan. This would be a cap i t a l  intensive venture, a t  
best. Secondly, the project design a s  presented is highly focused on 
addressing the production problems of small producers with the assumption 
tha t  this w i l l  be suff ic ient  t o  e f fec t  dramatic improvements i n  the 
prof i tabi l i ty  of coffee production for  them even i n  the absence of 
processing and marketing improvements. While a major project t h a t  
included a processing conpnent might further increase the small farmer's 
prof i t s ,  the f a c t  is tha t  i n  s p i t e  of the lack of processing 
infrastructure - and i n  the absence of production improvements, small 
farmers have continued t o  choose coffee production because it is 
presumably a profi table venture for them. The design team has, 
therefore, assumed tha t  small farmers w i l l  wish t o  continue producing 
coffee and t o  improve the i r  productivity i n  s p i t e  of the processing and 
marketing problems they face. Nonetheless, t h i s  issue w i l l  be addressed 
in the Projec t ' s  soc ia l  analysis t o  insure that the design team's 
assumptions a re  correct. 

B. Domestic E x p r t  Quotas. In addition t o  the ICO imposed export 
quota for Zcuadorean coffee, the GOE imposes domestic quotas which have 
the ef fec t  of regulating how the ICO quota w i l l  be distributed. Coffee 
cooperatives have 25% of the Ecuadorean quota. Since t h i s  Project is 
being implemented through FENACAFE and productivity increases a r e  t o  be 
effect& on rmnber farms, the question a r i s e s  whether m ' s  share of 
the internal  quota w i l l  be suff icient .  If it were t o  be shown t h a t  the  
cjuota was not suf f ic ient ,  it would imply that a portion of members' 
production would have t o  be marketed outside of the cooperative system. 
This issue w i l l  require analysis during the intensive project design 
phase. 

C. Crop Diversification. A s  productivity increases a r e  achieved, 
farmers my wish t o  reduce the amount of land they hold i n  coffee 

and they w i l l  be in  an economic position t o  use the land for  
investments i n  other crops. The Mission design team has discussed the 
poss ib i l i ty  of financing a crop diversif icat ion component of t h i s  
Project. It has 'been suggested t h a t  research and-adaptation of 
al ternat ive crops, the development of an expanded extension service, and 
the implementation of a crop diversif icat ion strategy a t  the farm leve l  
be financed under t h i s  Project. Such a program would be implemented 



tmougn INIAP,  tne GOE research service, and FENACAFE. Mission review 
has concluda, however, tha t  i f  such assistance were t o  be provided by 
A.I.D., it would mos t  e f f ic ient ly  be implemented a s  a separate project. 
7 9  finance it under this e f f o r t  would complicate the implementation 
process. Secondly, the strategy a s  outlined in  t h i s  PID c lear ly  
indicates tha t  no Project k n e f i c i a r i e s  w i l l  complete payment of the i r  
f i r s t  renovation loan during the l i fe  of the Project, Since one assumes 
tha t  beneficiaries would wish t o  complete the renovation process before 
they take land out of coffee production and assume new debt, it is 
unlikely tha t  a crop diversif icat ion program for Project beneficiaries 
could ge t  off the ground within the time frame of t h i s  Project. 

D. Debt Absorption Capacity of F'ENACAFE and GOE Willingness t o  
On-lend. Tne Project design c a l l s  for FENACAFE t o  assume a debt with the 
BNF for c red i t  resources for  on-lending. Such funds are  generally 
available for coffee renovation a t  9% interest .  Assuming FENACAFE would 
on-lend a t  a minimum of 188, funds would become available for  financing 
the costs  of administering the loan program. A t  the same t i m e ,  the 
design as proposed would require FENACAFE t o  borrow the $850,000 of AID 
loan funds, through a GOE ent i ty.  While preliminary indications are tha t  
FT3WPJZE can absorb t h i s  level  of debt, the credi t  analysis w i l l  examine 
tne issue further a s  loan terms and conditions are c lar i f ied ,  

V I I  . Project Design Strategy. A p p r o x ~ t e l y  3 person months of USDH 
time w i l l  be required t o  analyze the resu l t s  of the various project  
design t a s k s  t o  -be completed by consultants and contract s t a f f  ,- prepare 
the Project Paper for f i n a l  review and approval, and conduct the f i n a l  
reviews. The Mission has identif ied the need for the following external 
auvrsors t o  a s s i s t  i n  the f i n a l  design of the Project. 

A, 9kchnolog-y Development.. Design assistance w i l l  be required for  
the aevelopment of the technical package including cos t  calculations an2 
the preliminary iuentif icat ion of Project areas, a s  outlined i n  
Attachment B. Approximately 5 person months w i l l  be required t o  be 
financed w i t h  $60,000 of PD&S funds. 

B. Credit Activity, Once the technical package has been designed 
and accurate cos t  estimates have k e n  developed, the complementary c red i t  
package w i l l  be designed. Outside assistance w i l l  be required i n  two 
areas: t o  develop the producer c red i t  package including what inputs 
should be financed under the individual loans and the terms and 
conditions of such loans; and, t o  further investigate and develop the 
loan for  ETWCB3 t o  be used for  on-lending. This w i l l  require detailed 
research in to  the avai labi l i ty  of financing over the short  and medium 
terms through the Central Bank discount mechanism, development of a 
special c red i t  l i n e  for F'FWKXE whose terms and conditions t a k e  in to  
account FENAGZE's a b i l i t y  t o  repay the loan, and the establishment of 
loan approval ana supervision systems t h a t  a r e  acceptable t o  both lender 
and borrower. A scope of work for  this assistance is presented i n  
Attachment G. This w i l l  require s i x  person months of external technical 
advice t o  be contracted with a t o t a l  of $72,000 of PD&S funds. 



C. Sozial Analysis. The socia l  analysis w i l l  be conducted by a 
local  ru ra l  sociologist  t o  be contracted t o  complete the scope contained 
in  Attachment C. This individual w i l l  work under the supervision and 
guidance of the Mission Social Scient is t .  Approximately $5,000 of PD&S 
funds-will be required t o  conduct t h i s  analysis. 

D. Wonomic Analysis. ?his analysis w i l l  be conducted by the 
Regional Ekonomic Advisor once a l l  project analyses have been conpleted 
a t -or  near the end of the project  design process. OE funds to ta l l ing  
$1,500 w i l l  be required t o  finance h i s  TDY for approximately two weeks.  

As a complement t o  the economic analysis, a local  economist w i l l  be hired 
for a two week period t o  examine the export quota issues discussed 
above. This w i l l  require approximately $1,000 of PD&S funds and w i l l  be 
completed prior t o  tne TDY of the Regional Economic Advisor. 

E. ~ i n a h c i a l  Analysis. The financial  analysis and the f inancial  
plan w i l l  be completed by the Mission's project design f inancial  analyst, 
who w i l l  work closely with the Mission Controller. 

F. Environmental Examination. Approximately one month of TDY 
assistance of the Regional Ehvironmental Officer w i l l  be required t o  
undertake a review of FENAUPE proposed pesticides and fungicides t o  be 
used a s  pa r t  of the technology package. This assistance w i l l  require no 
Mission funds. 

G. Administrative Analysis. The administrative analysis w i l l  be 
conducted by the IvJission Social Scient is t .  

H. Design Schedule. The following schedule has been established 
for the design, approval, and i n i t i a l  obligation of t h i s  Project: 

Technical Analysis and 
Design of W h n i c a l  Package 
Design of Credit Component 
Social Analysis 
Administrative Analysis 
~ v i r o n m e n t a l  Examination 
&onomic Analysis 
Financial Analysis 
Mission Review of PP 
PP Approved 
Preparation of Cbligating Documents 
Obligation of FY86 Funds 

January - April 1986 

May - July  1986 
May - July 1986 
May - July  1986 
M a y  1986 
June 1986 
June 1986 
July 1986 
July 30, 1986 
August 1986 
August 30, 1986 



w h i h  tht8 p r l ~ 9  crntribuhr: (A-l) 

To increase the incomes and 
quality of life of rural 
farm families while 
maintaining export earnings. 

PROJECT PURPOSE: (B-1) ' 4 

To mitigate the impact of 
coffee rust on production by 

: adapting and introducing improv- 
3 ed production.technologies on 
! small coffee. farms.. 
i . . 

1 ,  

1 I 

Average income of farm fa- 
milies working less than 
5 has. ,of land increases 
from $ to $ 
(real dollars). 

~ncrease of 6.5% in real 
value,of GDP. . 

Conditions that will indi- 
cate purpose' has been . 

achieved: End of project 
.status. (B-2) 

1.1 Productivity per ha. 
increased from 6-8 to a 
mintmum of 25 quintals 
leading to a production 
increase of- quintals on 
hectares which enter the 
technification program, 
with commensurate income 
increases for producers. 

MEANS OF VERIF  ICATIDN 

A-3) 

National Agricultural statis 
tics. 
FENACAFE Records. 

Pfoj ect evaluation and re- 
cords. 
FENACAFE records and reportE 

The world market price of 
coffee remains sufficiently 
high to enable most small 
coffee farmers to increase 
their pr,oduction levels in 
view of coffee agreements. 

The farm gate price paid 
for'non-coffee crops does 
not fall below a real 1979 
level. 

Other income-generating 
actiyities of GOE 
positively affect rural 
family income. 

Assumptions for achieving 
purpose: 

No major natural or man-made 
disasters other than rust w 
and broca adversely affect & 
coifee production. I D .  

w 

0 
HI 

.b > 



P R O J E C T  DESIGH S U M M A R Y  
LOC!CAL FRAMEWORK 

/ boi,rl Ti,l* A Xu,,,bm: Private Sector Coffee Renovation (518-0054) 

+ 1. FENACAFE's ability to res 
: pond to small farmer needs 

strengthened, 
! 1 
1 
r 

I 

---. ------. . 
3 D J E C i l Y L L Y  V t l { l ~ l A l \ L C :  Ift'31CATOHS 
--we-- --- 
t o n d i ~ L r  t h o ~  wi l l  Indicate purpose hoa br 
ochlwadr End-of-Prolect rrolus. (B-2) 

1.2 By 1991, a total of 
4,000 hectares will expe- 
rience some increase in 
total production based upor 
year of entry into the 
Project. 

1.3 Credit availabilities 
for small farmer investment 
cease to be a constraint 
for technification of 
additional land by 1991. 

1.4 Success of program will 
attract 4000 hectares into 
an expanded technification 
program by EOPS. 

Magnitude of outputs: (C-i 

1.1 Small coffee farmers 
being services by FENACAFE 
and credit institutions in- 
creased and continues to ir 
crease by 10% per year. 

1.2 No. of small farmers ' 

receiving training from 
FENACAFE extension workers 
increased by 3,000 over lif 
of Project. 

Project reports and evalua- 
t ions. 

FENACAFE records. 

Assumptions for achievement 
outputs : 
GOEIFENACAFE committment to 
small coffee producers remains 
high. 

Project inputs are provided 
on a timely basis. 



PROJECT DESIGH SUMMARY 
LOGICAL F R A M E W O R K  

Proiscs Ptt ie  b hnkr: Private Sector Coffee Renovation (518-0054) 

2. Technology improved at 
farm level. 

' 3'. Management 1 capabilities of small farmers 
/ strengthened. 
1 

OOJECf IVELY VERIF IABLE INDIChTDRS 

k n i ) v d r  m f  Outputr: (C.2) 
2.1 Number of hectares 
using more productive 
varieties increased to 4,01 
over life of Project. 

2.2 Number of hectares of 
farmer coffee land treated 
with fertilizers increased 
by 4,000 has. by end of 
Project. 

2.3 Number of hectares pest 
contrbl practices increasec 
by 4,000 has. by end of 
project. 

3.1 Amount of farm area em- 
ploying improved cultiva- 
tion practices increased 
by 4,000 has. by end of 
project. 

3.2 Ant. of area employing 
advance pruning techniques 
increased by 4,000 has. 
by end of project. 

3.3 Amt. of area increas- 
ingldecreasing shade tree 
canopy to optimum level 
increased by 4,000 has. by 
end of project. 

\ PACE 3 
IMPORTANT ASSlJMPTlOtt S 
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3.4 Amt. of area increas. 
ing/decreasing per hectart 
plant population, to optim~ 
level by 4,'000 has. by enc 
of project . 

4. Viable, self-sustaining 
credit system for small 
coffee Sarmers established. 

4.1 By, reflows begin to 
finance Credit for small 
coffee growers beyond or i -  
gfnai participants. 

- INPUTS : (D- 1) Implementation,Targets 
(Type and Quantity) Inputs: 

1. Establishment of Pri- 
vate Sector Extension Pro- 
gram, 

1.1 AID $1,665,000 
1.2 GOE $1,415,000 

$ID Disbursement records 
m d  audit reports. 

- Project authorized and funds 
alloted . 

- Project agreement executed. 

2. Credit Mobilization 2.1 AID $ 557,000 
2.2 GOE $5,140,000 

3 . 1  A I D  $1,512,000 
3.2  GOE $ 10,000 

3. Administrative Strength- 
ening 

4 Contingencies 
. . 

5.1 A I D  '$ 416,000 
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SCOE OF W R K  FOR T E C H N I a  ANALYSIS 

The purpose of the proposed project is t o  mitigate the impact of coffee 
rust and broca on production by adapting and introducing improved 
production technologies on cooperative coffee farms, thereby contributing 
to  an overall sectoral goal of maintaining exports and increasing rural  
incomes. The technical analysis w i l l  exanine and analyze the threat of 
rust and broca, alternative strategies, the soundness of the project 's 
proposed technical strategy, the technical package and the proposed 
aelivery system. 

More specifically the technical analysis w i l l :  

Evaluate the t e s t  plots ini t iated in 1985 t o  determine their s ta tus  
and degree of adherence t o  the recommended technical package. 

Utilize these findings t o  evaluate the proposed project technical 
package. 

Review the technical selection c r i t e r i a  and the selection of areas 
tor intensive project implementation efforts.  

Ekamine the design cost content and feas ibi l i ty  of the technical 
package and its adaptability t o  the target group. 

Examine and evaluate coffee research in  Ecuador, role of INIAP in  
adaptive coffee research and. judge its capability, physical resources 
and financing capability to  provide research results t o  FENaCAFE. 

Evaluate the proposed technology and credit  delivery system. 
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Social Soundness Analysis 

USAID/Ecuador is designing a five year project to mitigate the impact of 
coffee disease on production by adapting and introducing improved 
production technologies on small coffee farms in Ecuador. The adaptation 
and introduction of such technologies will contribute to the overall 
sectoral goal of maintaining exports and increasing rural incomes. 

To accomplish the project purpose, three activities are proposed: 

(1) the establishment of a private sector extension program in the 
National Federation of Coffee Cooperatives (FENACWE) and the undertaking 
of adaptive research; (2) the channeling of BNF credit resources to 
producers through EZNCWE; and (3) the administrative strengthening of 
FEWCAFE and menter cooperatives in the areas of financial accounting and 
management and rnerrrbership expansion. 

mile the Project Identification Document (PID) provides a preliminary 
identification of project beneficiaries, both a precise definition of the 
target group and a strategy for promotion of beneficiary participation is 
required. In addition, the design effort needs a comprehensive and 
quantified analysis of the projected social impacts of the project 
including such issues as income increases and likely disposition thereof, 
impact on rural employment patterns and impact on gender division of 
labor within the small producer family. 

The social soundness analysis is to be prepared by the Mission Social 
Scientist on the basis of available material and of data collected and 
analyzed by the contractor. 

Generally, the contractor shall: 

1. Provide data and preliminary analysis to identify and develop selection 
criteria for the target groups; 

2. Identify types, forms and mechanisms of participation, including the role 
of women; 

3. Conduct a survey of the target groups to determine expectations regarding 
the project for use in quantifying the project's social impacts; 
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4. Identify social and/or cultural constraints to project implementation and; 

5. Examine the membership, administration and organizational structure of 
botnl%i%4CAFE and its coffee cooperatives. , 

Specifically, the contractor shall: 

Research the coffee producing sector to provide a socio-economic and 
cultural overview ot the principal target group. Address such issues as 
land tenure, farm size and area in coffee production, use of production 
technologies, access to creuit, access to technical assistance, income, 
labor and the organization of coffee production. 

Develop specific criteria for selection of project partici-pants. Assess 
such characteristics as risk-taking and motivation, literacy and access to 
knowledge and quality of life indicators. 

Identify types and forms of participation as well as factors which aid in 
or constrain participation. 

Develop strategies and mechanisms to promote active participation by 
beneficiaries. Identify facilitators/inhibitors of each. 

Collect and analyze data on the role of women in coffee production, 
addressing such issues as the provision of training as well as of 
extension and credit services. 

Conduct a survey to determine expectations of the target group vis-5-vis 
the project. 

Examine and analyze income and employment effects of the project. 
Determine expected income increases and projected uses of such incomes. 

Esramine and analyze social impact of income effects such as attitudinal 
changes vis-5-vis technology transfer, impact on social and economic 
organization of cooperatives, impact on participants vs. non-participants. 

Examine and analyze the membership, administration and organizational 
structure of FENACAFE as well as of its member cooperatives. Address 
institutional constraints to project implementation. 

10. Review questionnaire developed to survey pilot group of small producers 
and analyze results thereof. 

U. Coordinate with Mission Social Scientist for collection and analysis of 
other data deemed necessary- 
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The contractor shall be responsible for providing reports of data collected 
ana analyzed. This will involve responsibility for compiling, coordinatiny 
and editing the information and analyses gathered into concise reports 
summarizing hisher findings. Reports may be prepared and submitted in 
Spanish. 
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Economic and Financial Analysis 

The economic analysis of this project deals w i t h  a somewhat unusual feature 
inasmuch as  its objective is not t o  increase the output of coffee which is 
constrained by a static internal mrke t  and export quotas. In the early 
stages of the project, the technification of coffee land w i l l  merely serve t o  
offset a part of the decline in  production which has been going on since 
1981. In this stage, the project w i l l ,  in  fact ,  increase production over the 
levels that would have been achieved i n  the absence of the project while 
production on non-technified plots w i l l  decline due t o  the effects  of coffee 
rust  and broca. A t  a later  stage however, as  the technology spreads, 
increased yields w i l l  require that  non-technified land be withdrawn from 
production. To accomodate this factor, the economic analysis w i l l  be based on 
the assmption that the output of coffee is fixed and that the effect  of the 
project is to reduce the unit cost of production, freeing up land and labor 
for other productive activi t ies.  

It must be emphasized a t  the outset that  t h i s  approach depends on fa i r ly  
strong assumptions about market efficiency in  rural  land and labor markets. 
These a s s q t i o n s  (the ease w i t h  which land and labor can be transferred from 
coffee growing to  other act iv i t ies)  w i l l  be explored in  intensive review. 
?his approach also requires that  the values assigned to  land and labor in the 
calculations outlined below be such that  those factors would receive in  
non-coffee growing activity. aonomic rents earned because land (and possibly 
labor) is particularly suited t o  coffee growing w i l l  be disregarded. 

A t  the present time, it is believed that  the Central Bank Intervention Rate 
closely approximtes the opportunity cost of foreign exchange. Therefore that 
rate w i l l  be used t o  convert sucre costs to  foreign exchange. Imported goods, 
of course, w i l l  be valued net of any import duties. 

An i l lus t ra t ive  calculation of the net present value of the project is shown 
on Table 1. It is assumed f o ~  purposes of i l lus t ra t ion that  the technified 
plots have a useful l i f e  without further renovation of 20 years. Zhis 
asscnnption w i l l  be clarif ied (and probably shortened) during intensive 
review. Measurement of labor cost and purchased input cost has been discussed 
previously. The net benefits of the project a t  the farm level are the 
reduction in  the cost of production of the volume of coffee produced af ter  
technificatisn. m e  aggregate of farm net benefits are the sum of the farm 
level benefits for farms technified in  each year, 

Ira addition to  on-farm benefits (which have been measured net of costs) ,  there 
are direct  project costs for technical assistance, commdities, etc. Zhese 
are entered a t  the end of the table* distributed according t o  year, and 
divided between dollar costs and sucre costs (which are converted t o  dollars 
a t  the shadow exchange rate) .  From these costs and the on-farm net benefits, 
the net present value of the project and the internal ra te  of return are  
calculated. 
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I n  addition to  project economic feasibil i ty,  it is m p r t a n t  t o  determine the 
financial attractiveness of technification t o  farmers, and particularly, t o  
determine the sensitivity of returns t o  farmers t o  variations in  prices and 
yields. -These aspects are examined on Table 2. This table is similar t o  the 
f i r s t  part of Table 1 except that  actual financial costs of land, labor, and 
purchased inputs are used rather than opportunity costs. Also, unlike the 
economic analysis, the farmer financial feasibil i ty analysis is carried out i n  
constant value sucres. Finally, the discount ra te  used is the actual expected 
real  interest  rate on loans t o  farmers. Based on Table 2, a series of 
estimates w i l l  be made testing the sensit ivi ty of the financial ra te  of return 
to  variations in  yield, prices, and labor costs. Table 2 w i l l  a lso provide 
the basis for a cash flow analysis t o  determine the appropriate term for loans. 



F'RCiJ ECT BEtJEF I TS PER FARM 
I ' cost ~-.educti an times 

vclf ume ~ r r ~ d e r  p r u j e c t  1 

HECTARES TECHNIFIED 

FAFiI'lf L E V E L  NET FENEF I T S  
FRDM FARPIS TECHNIFXEE I N  YEAR 

iTMOU:";AIVIZ J.IOLl..ARS) 
1 -121.73 -58. 0Ci 69.46 345.64 
3 
L -121.73 -58.0(1> &?. 46 
'7 .J -121.73 -58.00 

SUM 01- FGRM L E V E L  
BEIJEF I TS -121.73 -179.73 - 1 . 2  357.10 

PF~DJECT CDSTS UTC-IER 'Ti-.IAN 
FA13M LEVEL CUSTS 1544.67 1 544.67 1544.67 



Page 2 of 2 



Page 1 of 1 - 

NPV TOF&RMER DISCCIUNT RATE 

1817597 (11 . 1 c:) 



Attachment E 
Page 1 of 3 

Project Laation: 
Project Title: 
Project Nunher :  
Life of Project: 
IEE Prepared by: 

Date: 
Action Recommended : 

INITIAL ENVIRONMEWTAL EXAMINATION 

Ecuador 
Private Sector Coffee Renovation 
518-0054 
5 years 
John L. Jordan, USAID/Honduras; update 
O/DR, USAID/E;cuador 
July 22, 1985; update O/DR, April 18, 1986 
Negative Determination, pending analysis 
of pesticides and herbicides as identified 
a t  the design stage. 

Concurrence: 

Director 
USAID/Ecuador 

Date: 
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1. Project Description 

The Project purpose is t o  mitigate the impact of coffee disease on 
production by adapting and introducing imporved production technologies on 
small-coffee farms, thereby contributing t o  an overall  sectoral  goal of 
maintaining exports and increasing ru ra l  incomes. The project proposes a 
program of research, extension, and credit designed t o  transfer t o  coffee 
producers improved technology and management practices. The program w i l l  
enphasize the t o t a l  renovation of old, low yielding and rus t  susceptible 
plantations w i t h  more productive var ie t ies ,  higher plant densities,  improved 
pruning and shade practices, effect ive fe r t i l i za t ion ,  integrated pest  
management, s o i l  conservation practices and crop diversification. 

!he Project w i l l  be implemented by the ~ederac ibn Nacional de 
Cooperatives Cafetaleras d e l  Euador (F'EWEME) i n  conjunction with the 
research f a c i l i t y  I N I A P  and a credit inst i tut ion,  Banco Nacional de Fomento 
(BNF). Grant financing w i l l  provide technical assistance t o  FTMCVE and 
DUAP for research and extension pertaining t o  improved production techniques 
which are appropriate t o  Ecuadorean coffee producers. 

11. Project Area 

?fie Project w i l l  be implemented i n  the western slope (coastal) of the 
mountainous coffee producing regions of Ekuador, primarily i n  the provinces of 
Manabi, m j a ,  El Oro and t o  a lesser degree i n  Esmraldas, Guayas, Bol&ar, 
Z m r a  Chinchipe, Wrom Santiago, Pichincha and Pastaza. mere a r e  
approximately 120,000 producers who farm about 350,000 hectares of land. 
Approximately 80% of the producers farm less than 5 hectares. Tne Project 
expects t o  reach 4,000 farmers with 4,000 hectares i n  three years. 

Coffee is produced i n  regions ranging from near sea level  t o  2,000 
meters with average of 1,300 meters. Rain£all averages between 1000 and 3000 
mm, ra tes  ranging between Power dry fo res t  t o  humid tropical  forest.  
lkrqeratures, whim range between 25O~ and l6OC, are affected by elevation 
and cloud cover which is c o m n  i n  coffee areas. The ter ra in  is low t o  medium 
mountains w i t h  a general broken topography, w i t h  slopes from 5O t o  40°. 
Soils are generally volcanic, varying i n  depth of topsoil  from several inches 
t o  several f e e t  and varying in permeability and resistance t o  erosion, mere 
is vi r tua l ly  no i r r iga t ion  of small and medium coffee plantations. Virtually 
a l l  small and medium coffee plantations a re  in  regions where deforestation and 
resul tant  erosion would be frequent i n  the absence of coffee. 

IV, Discussion of impacts 

D. Natural Resources 

2Xdmification of coffee production through renovation a t  the farm 
level  is the only M i a t e  a l te rnat ive  t o  counteract the e f fec t  of coffee 
rus t  in Euador. The u t i l i za t ion  of r e s i s t an t  var ie t ies  commercially 
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adapta le  to  the area is not p s s i b l e  in  the inmediate future because such 
varieties do not exist.  Coffee production is in  the hands of a very large 
number of small and medium farmers and most plantations are located in  
muntainous marginal sites with pronounced slopes. A l l  attempts t o  protect 
this crop (cultural farming system) from the debilitating effects  of rus t  w i l l  
have a highly positive impact on the environment as  a whole. Changes from 
coffee farming t o  other agricultural systems is possible and in  certain 
mrginal coffee areas even desirable. Until adaptive research can be carried 
out, however, it is safe t o  say that  coffee is generally better suited t o  the 
topography and the low f e r t i l i t y  of the coffee growing region. Unproven other 
crops, couplea w i t h  poor farming practices and torrential  ra infal l  (1982 E l  
Nifio) could trigger unsurmountable problems in  s o i l  erosion and s i l t a t i onTf  
watersheds throughout the coffee areas of the country. The technification, 
therefore, is urgent and w i l l  have a highly beneficial impact in  the 
conservation of natural resources such as  s o i l  and water. 

G. H e a l t h  

Improvement i n  coffee production which results from renovation a t  the 
small and rmim far111 level w i l l  benefit the rural  poor by increasing income. 
This in  turn w i l l  enable corfee families t o  improve their basic d i e t  and 
access to medical f ac i l i t i e s  as  well as general housing and living 
conditions. Therefore, the impact on health m y  be considered t o  be moderate. 

I. Other mssible Aspects 

Technification of coffee involves the renovation of old, susceptible 
plantings w i t h  improved varieties, increased plant density, contour planting, 
shade improvement, improved pruning, use of fer t i l izers ,  fungicides (copper 
based) and pesticides. A l l  but the l a s t ,  pesticides, w i l l  have l i t t le  or some 
beneficial effect  t o  the environment. Rs t ic ide  use i n  areas which can be 
considerea as part  of the watershed system of the country w i l l  have a negative 
effect  on the environment. However, the effects  can be minimized by judicious 
selection and use of pesticides and an intensive practical extension training 
a t  the farm level i n  sound pesticide use and safety measures. Festicides with 
serious potential threat t o  the environment must be avoided, only pesticides 
that  are easily degradable and of low mammalian toxicity should be utilized. 

Although the Roject  w i l l  not directly procure pesticides, it is 
contemplated that  farmers w i l l  procure and use pesticides from local sources 
during the iqlementation phase of the Esoject. A further environmental 
review therefore w i l l  be required once the pesticides and their proposed 
patterns of use have been identified during project design, and further 
reviews should be done in accordance with AID Regulation 216.3 (b) , AID 
Handbook 3, APMB. 
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Scope of Work for Credit Analysis 

USAID/Ecuador is designing a five-year project t o  mitigate the impact of 
coffee disease on production by adapting and introducing improved production 
technologies on small coffee farms in  Ecuador. The adaptation and 
introdluction of such technologies w i l l  contribute t o  the overall sectoral goal 
of mintaining exports and increasing rural  incomes, 

To accomplisn the project purpose, three act iv i t ies  are proposed: 

(1) the e s t a b l i s b n t  of a private sector extension program in  the National 
Federation of Coffee Cooperatives (FENACAFE) and the undertaking of adaptive 
research; (2) the channelling of BNF credi t  resources t o  producers through 
Fr;NEIWX; ana (3) the administrative strengthening of l?Ei??ACAFE and member 
cooperatives in the areas of financial accounting and management and 
n-wribersl~ip expansion. 

Although the GOE;, w i t h  a portion of coffee export taxes, has established a 
creult  funa for coffee rehabilitation and renovation act iv i t ies ,  timely access 
to sufficient credit is considered t o  be the single greatest limitation to  the 
cooperative farmer's participation in  a coffee renovation program. 
Independently of this project, the BNF, which rediscounts loans through the 
Central. Bank coffee credit fund, has indicated its willingness t o  make funds 
available t o  coffee cooperatives for relending t o  producers on the condition 
that the cooprative 's  loan application be accompanied by a feasible 
renovation strategy and the assurance that  an adequate technical assistance 
program is in place. Under the project, it is expected that  FEMlCAFE w i l l  
borrow these funas from the BNF for on-lending t o  project participants. To 
chis end, EBYAAFE, is developing a credi t  plan through which the farmer will 
borrow a specified amount, to  be disbursed over a period of three years, for 
the complete renovation of one hectare of coffee i n  accordance w i t h  a specific 
technical package. 

Cnce the technical pckage with accurate cost estimates has been designed, 
agreement reached t o  allocate sufficient credi t  funds and a delivery system 
developed t o  operate under Ecuadorean conditions, the assistance of three 
credit  specialists is required in  two areas: 

(1) t o  further investigate and develop the flow of resources for FENACAE'E'S 
on-leading and to determine itxi capacity t o  borrow $850,000 of A I D  loan funds, 
through a GOE entity, a t  concessional terms; and (2) t o  develop the producer 
credit  package and delivery system including identification of inputs t o  be 
financed under the individual ioans as well as the terms and conditions of 
such loanso 
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Generally, the contractor shall: 
- 

1, Examine BNF1s abi l i ty  t o  provide credi t  resources for 
on-lending to  F'ENACAFE; and 

2. mamine FENACAFE's ab i l i ty  t o  absorb the level of debt 
propsea in  the project design; 

3, Develop the producer credit  package t o  be provided by 
i!rnCZiFd. 

Specifically , the contractor shall: 

Research the availability of financing over the short and 
medium term t-hrough the Central Bank discount mechanism. 
Assess the sufficiency and capability of credit  resource 
delivery and alternative mechanisms, 

Determine FEkXAWT's resources for the l i f e  of project and 
determine how these resources w i l l  be utilized in project 
jnplemen tation. 

Assess mmpatibility/coordination between E3NF and E'ENACAFE: 
and document major faci l i ta tors  and/or inhibitors t o  
hplementation of a credit  program by these actors. 
Examine alternative forms of cooperation. 

Develop a special credit  l ine  for FENACAFE whose terms and 
conditions take into account E'ENACAFE's abi l i ty  t o  repay 
the loan, To t h i s  end, establish c r i t e r ia ,  norms and 
procedures for FEWACAF'E t o  borrow from the coffee 
renovation fund, forecast cash flow and loan repayments, 
determine interest  ra te  requirements for FEMlCAFE t o  cover 
operating costs and develop a plan for the use of funds 
accrued from interest  payments. 

Design and adapt the credi t  delivery system, from origin 
to farmer through repayment, be operated by ?BNACAFE 
through the aff i l ia ted cooperatives. A s  such, establish 
loan approval and supervision systems that are acceptable 
t o  both lender and borrower, specify and negotiate clearly 
defined lending policies, norms and procedures striving 
for a minimum of documentation requirements and determine 
collateral  requirements. 

Arepare t e r m  of reference for a project credit  advisor 
and for F'IWGPE credit  agents. 



Attachment F 
Bge 3 of 3 

7 .  Prepare credit  management and reporting systems. 

8. Develop evaluation c r i t e r i a  for credit  asp2cts of the 
project. 

9. Review AID'S past experience in  the provision of credit  
for such programs and incorporate "lessons learned" into 
the current design effort.  

10. DE!velop cr i ter  i a  for aonor participation. 

The contractor shal l  be responsible for the f inal  reprt/write-up and 
submission. This w i l l  involve responsibility for compiling, coordinating 
and editing the information and analyses gathered into a comprehensive and 
concise report summarizing h i s h e r  findings. The contractor shall  provide 
a draf t  report t o  the project design coordinator i n  USAID/Ecuador prior to  
departure from auador and 5 copies of the f inal  report PJLT 15 days 
fallowing departure . 
Reports my he prepared and submitted in Spa?ish. 


