
MARKET-ORIENTED FARM SUPPORT ACTIVITY (MOFSA) 
VOLOGDA OBLAST 

FINAL REPORT 

Contract No 
OP/ENI/NIS 95 P 01 

Subrmtted to 
USAID/Russia 

Subrmtted by 
Chemomcs International Inc 

December 1997 



TABLE OF CONTENTS 

Page 

EXECUTIVE SUMMARY 1 

SECTION I 

SECTION I1 

SECTION I11 

Exhlblt I- 1 
Exhlblt 1-2 
Exhiblt 1-3 

Table 11-1 
Table 11-2a 

Table 11-2b 
Table 11-3 

INTRODUCTION I- 1 

Conditions m the Agricultural Economy 
Contract Specifications 
Phase I Diagnostx Analysis and Work Plan Development 
Creatmg a Results-Oriented Work Plan 
Pllot Raion Selection 

F Fmdmgs of the Diagnostic Analysis and Thelr Application 
to the Work Plan 

G Tralnrng Model 
H Phase I1 IrnplementaDon 
I Phase I11 Roll-out 

PROJECT COMPONENTS 11- 1 

A Social Services 
B Agribusmess 
C Agricultural Credit 

LESSONS LEARNED 111- 1 

MOFSA Results Framework - Social Services Component 1-6 
MOFSA Results Framework - Agribusmess Component 1-7 
MOFSA Results Framework - Agricultural Credit & Flnance Component 1-8 

Results of Social Services Component 
Distribution of Techmcal Assistance to Reorgamzed Farms, 
Non-Reorgamed Farms, and Agribusmess Frrms 
Agribusmess Strengthemg Results 
Results of Agricultural Credit Component 



EXECUTIVE SUMMARY 

In March 1996, Chemomcs International Inc signed a contract with the U S Agency for 
International Development (USAID) to provide techcal  services to carry out the Market- 
Oriented Farm Support Actlvity (MOFSA) project m Vologda, Russia Under the direction of 
USAIDIRussia and m cooperalon with the Government of the Russian Federation, Chemomcs 
fulfilled the terms of the contract to assist farms and agrlbusmess firms m two raions of Vologda 
Oblast m becornmg viable prlvate enterprises Assistance was provided to farms reorgamed 
under the FARMS I and I1 projects and other privatized farms 

MOFSA's approach was to transfer market-oriented skills to farms and agribusmess f m s  
to enable them to adjust to changmg market conditions and facilitate the development of a vibrant 
agrarian market economy The project provided techmcal assistance and t r a m g  to key market 
catalysts to develop market systems and foster sustamable market-oriented behavior Models were 
developed to create and strengthen private farm enterprises, agribusmess firms, and new forms of 
agricultural credit delivery The models were designed to be replicated throughout Russia by 
Russians tramed under MOFSA 

This report highlights MOFSA achievements after 20 months of activity m Cherepovets and 
Gryazovets raions of Vologda Oblast Usmg the USAID results framework (see Exhibits 1, 2, 
and 3 m Section I), it reviews the three MOFSA objectives to mprove the effeclveness of 
selected social benefits and services, accelerate the development and growth of private 
agribusmess enterprises, and establish a robust financial sector m Vologda The results are 
described narralvely and summarlzed m four tables that correspond to the objectives (see Section 
11) Lessons learned from the project are summarlzed m Section I11 

Overall, MOFSA exceeded its targets m key areas of strengthenmg farms and agribusmess 
firms, mcludmg developmg management and operation models and providing technical assistance 
m loan applications Although much of the mproved profitability m the agriculture sector is due 
to changes in market conditions, many MOFSA actmties contributed drrectly to unprovements m 
farms and agribusinesses and the long-term profitability of agriculture m the oblast Moreover, 
the project's ability to successfully refocus resources to take advantage of changmg conditions 
resulted in the introduction of an array of market-based systems for social services as well as 
farms and agribusiness firms that will support economc stability m all sectors of the oblast 

The MOFSA tralmng model is another sustamable contribution of the project The model 
begins with an examination of specific problems identified by Russians and U S advisors, then 
generalizes the solutions and lessons learned mto a broader context Farm and agribusmess 
managers learned new technologies, concepts, and analytic tools to adapt to changmg market 
conditions Moreover, as a result of the t r a m g  process, Russians developed their own solutions 
to problems they themselves identified 

To maintam the momentum of privatization, both pol~cy and techmcal assistance programs 
are needed MOFSA has shown that techmcal assistance should be focused on strong farms and 
agribusiness firms where it can leverage existlng resources and serve as an example to weaker 
orgarnations 



SECTION I 
INTRODUCTION 

A Conditions m the Agricultural Economy 

Smce the breakup of the Soviet Umon m 1989, the agricultural sector m Russla has been m 
steady declme as it has suffered from the difficulties Inherent m the transition to a market-driven 
economy In Vologoda Oblast, 92 percent of the agricultural enterprises operated at a loss m 
1996, accordmg to official oblast staWtics In many areas of the oblast, farm production fell 
more than 40 percent Despite mdications that Moscow would no longer subsidize 
agriculture-especially m high-risk land-use zones such as Vologda Oblast-agricultural 
enterprises contmued to wait for handouts from the state At the same tme, financial mstltutions 
m the oblast remamed hesitant to make loans to these firms, fmdmg higher returns m 
government-issued securities and m loans to other sectors of the economy 

Vologda's traditional agricultural products-dalry, meat, and flax-remamed unprofitable 
for the majority of producers Faced with the high costs of fuel and feed and lackmg both 
technology and political know-how, dairy farmers m many areas of the oblast struggled to 
survive fimancially (However, conditions m other dalry mdustries were mprovmg Milk 
processors began penetratmg markets outside Vologda and m several cases cultivated close 
relationships with producers to ensure the steady supply of milk needed to compete with mported 
dalry products ) The local meat mdustry failed to reverse its declme Output m 1996 dropped 14 
percent from 1995 levels Meat processors faced heavy competition even m local markets from 
processors outside the oblast For example, Moscow's massive Cherluzovksy Plant opened stores 
m Vologda Untll recently, the backbone of Vologda's agriculture was tmber and flax Although 
foreign mvestrnent offers prospects for revitalung the tmber mdustry, the lmen mdustry has 
languished for five years Flax production m 1996 was only 2,000 tons, compared to 5,000 tons 
m the previous year A new federal program has been created to revitalize flax production 

Despite the general declme in agriculture, Vologda shows signs of economic stability such 
as a levelmg of the inflation rate, positive mdicators of mdustrial growth, and even a turnaround 
m some agribusmess mdustries Although milk production declined 35 percent from 1990 to 
1995, it mcreased 12 percent durmg the first SIX months of 1997, compared to the same period in 
the previous year The current stabillzatlon and mdications of a turnaround may mdicate progress 
m other areas as well 

B Contract Specifications 

B1 Goals and Objectives 

In March 1996, Chemonics Internatlonal Inc signed a contract with the U S Agency for 
Internatlonal Development (USAID) to provide techcal services to carry out the Market- 
Oriented Farm Support Activity (MOFSA) project m Vologda Oblast Under the dlrectlon of 
USAIDIRussia and m cooperation with the Government of the Russian Federation, Chemonlcs 
fulfilled the terms of the contract to assist farms and agribusmess firms m two raions of Vologda 
Oblast m becoming viable private enterprises Assistance was provided to farms reorgamed 
under the FARMS I and I1 projects and other privamed farms 
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MOFSA's approach was to transfer market-oriented skllls to farms and agribusmess f m s  
to enable them to adjust to changlng market cond~bons and facilitate the development of a v~brant 
agrarian market economy The project provided techcal  assistance and t r a m g  to key market 
catalysts to develop market systems and foster sustamable market-oriented behavior Models were 
developed to create and strengthen prlvate farm enterprises, agribusmess firms, and new forms of 
agricultural credit dellvery The models were designed to be replicated throughout Russ~a by 
Russians tramed under MOFSA 

Accordmg to the contract, the goal of MOFSA "is to produce workable systems which 
result m significant numbers of rationally slzed, productwe and profitable private farms and 
agrrbusmesses m the pllot regions and a cadre of tramed Russians who wlll replicate the models 
m other areas7' (p 7) The contract also provided that mplementation "be responsive to the 
particular needs of specific reform-oriented local authorities and farm managers [and] is designed 
to be flex~ble m the kinds of mterventions undertaken with mdividual farms and local 
governments " 

The contract defined general, activity-wide task areas as well as specific tasks for each of 
MOFSA's three components 

Soclal servlces Select government departments and social service orgamzabons to support 
and strengthen, develop alternat~ve approaches to finance and deliver social services, create a 
cost-effective social services delivery system, develop cooperative and commumty-based service 
programs, and promote the privatlzabon of the social services Infrastructure 

Agrlbusmess Develop a model for financial p l a m g ,  develop and mplement plans for 
financmg at least 15 agribusmess firms, and train tramers to teach m appropriate Russian 
mstitutions 

Agricultural credlt Select credit institutions to assist, develop lendmg programs for 
agricultural enterprises, and develop a standardued set of documents for lending programs 

In addition, Chemomcs was tasked with desigmg a total of 52 t r a m g  courses 

The contract specified "three classes of outputs," which may be summarlzed as (1) 
concrete act~vit~es, (2) models for replication, and (3) tramed personnel 

"(1) the dlrect results-restructured, sustamable delivery systems for rural social services, 
expanded numbers of v~able farms and agribusmesses, and foundations for new agricultural 
credit support systems, 

(2) the basis for replication-successful models and procedures in the above areas for 
further applicabon withm origmal and new oblasts, and 

(3) the human resources-tramed Russian personnel ,' (contract, p 7) 

MOFSA was designed to be mplemented m three phases Phase I (two months), diagnostic 
analysis and work plan development, Phase I1 (twelve months), the lnltial lmplementation period 
in pilot raions, Phase I11 (SIX months), roll-out m non-pilot raions with new clients to duplicate 
the lessons learned m the mtial mplementabon phase 



Sectlon I lntroduct~on Chemon~cs lnternat~onal lnc 

To operationallze this scope of work, we developed a statement of purpose and a defntion 
of the target groups, as follows 

The purpose of the project is to change the mcentive structure withm which 
farms and agribusmess firms operate, and to mduce the break-up and transformation 
of formerly state-owned enterprises mto market-oriented firms m the medium to 
long term Changmg mcentive structures mvolves ensurmg the delivery of social 
services, avadability of agricultural mputs and support services, and access to 
markets for agricultural products and sources of credit Based on this, and the 
RFP's list of target groups (agricultural producers, private compames and credit 
providers), we posited that the prunary beneficiaries of MOFSA are social service 
providers, agribusmess firms, and financial institutions and the secondary 
beneficiaries are agricultural producers 

C Phase I Dlagnost~c Analysls and Work Plan Development 

In Phase I, we conducted a diagnostic analysis of MOFSA's three components and 
developed a traditional work plan Later m Phase I, we reformulated this work plan at the request 
of USAIDIMoscow to place it m the context of USAID's evolvmg results framework Based on 
the diagnostic analysis, we identified the orgawations and busmesses to be assisted, determmed 
the techmcal assistance to be provided, and spec~fied the outputs and expected unpacts of 
MOFSA actlvihes This process resulted m an unproved understandmg of the oblast market 
system, stlrnulated stakeholder buy-m and mvolvement, and identified pomts m the system where 
mterventions could have the greatest catalytic effect These fmdmgs are described by MOFSA 
component m subsection D below 

C1 Background 

Even before MOFSA activities began, Chemorucs had detailed mformatlon on agricultural 
cond~t~ons and local support for market-oriented actwities m Vologda Because of our experience 
m FARMS I and 11, we understood the dynamics of the Vologda agribusmess system and the 
need for an mtegrated market system Even though privatrzation had taken hold, it would begin 
to flourish only when the complex network of roles, relaQonships, and networks that comprise a 
market system was actively functionmg We adopted an mtegrated systems approach to ensure 
that MOFSA's actwities would be mutually reinforcmg With the data from our diagnostic 
analysis, we identified the mstitutions and roles that are central to a market system m Vologda 
and formulated the mterventions necessary to catalyze broad changes m the market system 

C2 Conductmg the D~agnost~c Analysls 

Phase I of MOFSA was carried out from April-June 1996 as specified m the Chemomcs 
techcal  approach, including a ' rapid diagnostic analysis leadmg to a detailed first-year work 
plan, over eight weeks " (Techcal Approach, page 1 6) The permanent full-tune expatriates and 
Russian counterparts were assembled, as well as short-term techmcal assistance advisors, 
mcludmg sigruficant partmpation by subcontractors National Cooperative Busmess Association 
(NCBA) and ADB & Associates 

From the earliest stage, the cooperation of all levels of the local government was 
outstandmg The oblast governor circulated a letter to oblast and raion government agencies and 
private firms formally requestmg cooperation This facilitated early contacts with the oblast 
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leadership m the Russian State Comss ion  on Property (GKI) and the Department of 
Agriculture, which had been named signatory parties to the project 

Chemonics developed a three-tiered advisory structure to provide guidance and feedback on 
each of MOFSA's components The Techcal  Advisory Council, comprised of MOFSA 
professional staff (expatriate and local counterparts), advised on day-to-day techmcal issues The 
Project Advisory Council, comprised of agricultural leaders, bankers, and mumcipal social 
service department directors, provided guidance and feedback on lrnplementation lrutiatives The 
Vologda Oblast Supervisory Council, comprised of major oblast government entlues such as GKI 
and the Department of Agriculture, advised on and evaluated ralon-level work, m part~cular 
regardmg the potential of the various models to be rolled out 

The diagnostic analysis covered the followmg topics 

Status of social services and financmg options 
Structure and viability of agricultural production umts and agribuslnesses 
Availabdity and accessibility of agricultural credit 
Capability to manage credit programs 
Status and potential for cooperatively-owned buslnesses 
Capability and resources for tralnmg and tralnmg msatutions 
Status of existmg associations and potentlal for growth and/or development 

We carried out the diagnostics uslng the followmg process 

Interviews with mdividual stakeholders 
Meetmgs with groups of stakeholders 
Defmtion of the most promismg mterventions 

The work plan was reviewed at the oblast level by the supervisory council and, through 
distribution by USAIDIMoscow, at the federal level by the GKI and Department of Agriculture 

D Creatmg a Results-Orlented Work Plan 

After the origmal work plan was submitted for approval, USAID requested a revlsed 
version using the Results Framework The process of reengmeermg the work plan took place 
over a two-week period and mvolved meetlngs and collaboration among MOFSA staff, the 
Chemonics home office, USAIDIMoscow, GKI, and the Russian Mimstry of Agriculture 
Chemomcs used a two-stage process First, strategic objectives were identified by MOFSA, 
USAID, GKI, and the Russian Mmistry of Agriculture Second, other changes that must occur to 
reallze the strategic objectives were identified, these changes are the Intermediate results, which 
directly contribute to the prlrnary results specified by USAID The mtermediate results were 
related to each other m a logical cause and effect arrangement Activities were designed to ensure 
the achievement of the Intermediate results 

The revised work plan was based on the followmg development hypotheses 

Market-oriented skills, roles, and relationships wdl facilitate the development of a 
vibrant agrarian market economy 
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Strategic mterventions targeted to key market catalysts m the agrarian sector will 
facilitate the development of market systems 

Strategic techmcal assistance and t r a m g  to key market catalysts will foster sustamable 
market-oriented behavior 

The links between MOFSA activities and USAID's expected results are illustrated m 
Exhibits 1-1, 1-2, and 1-3 on the followmg pages For example, MOFSA designed and tested new 
approaches to social service delivery by mtegratmg houslng and utllity services and lmprovmg 
thelr efficiency These activlhes contributed to USAID's objectlve of adoptmg new approaches to 
social service delivery and mprovmg the effectiveness of selected social benefits and services 
Smilarly, MOFSA's analysis of the costs of social services contributed to the objectives of 
identifymg alternative sources of fmancmg and adoptmg new approaches to resource allocation 
and alternat~ve financmg 

In the agribusmess sphere, MOFSA's efforts to promote busmess development 
orgamzations were designed the increase the capacity of key market catalysts to compete m a 
market economy, this contributed to the objectlve of replicatmg successful models and modern 
management systems and acceleratmg the growth and development of private enterprises In the 
agricultural credit and finance sphere, MOFSA activities unproved the ab~l~ty  of financial markets 
to meet the future needs of market participants, contributmg to the objective of developing a 
robust and market-supportive financial structure 

E Pllot Raion Selection 

The selection of pilot raions began mediately,  m collaboration with the oblast advisory 
and supervisory counclls We based our assessments prmarily on each raion's ability to promote 
efficient market relationships, usmg clearly specified criteria (e g , proxmity, number of 
reorgamed farms, population, etc Detalls are presented m our or~glnal work plan, section B, p 
10) Smce a prmary purpose of MOFSA activities was to promote agrarian reform by creatmg 
smaller, more flexible and demand-driven components of a market economy, we focused on areas 
m which market-orientation at the farm or enterprise levels was already occurrmg 

Russian partner mstitutions conducted a formal assessment of the market-orientation of 
ralon government administrations and potentlal mpact of MOFSA activities In addition, they 
conducted an Informal assessment of needs m raions where farms reorgamed by the FARMS 
projects were located, where techcal  assistance could effecbvely leverage reorgamed farm 
resources Cherepovets raion was the first choice as a p~lot raion because it provided conditions 
in which MOFSA could make the greatest Impact Vologda and Gryazovets raions were the 
second and thud choices, respectively Ultlmately, Gryazovets was chosen as the second pilot 
raion because it contam more farms reorgamzed with the assistance of the FARMS projects than 
does Vologda Smce MOFSA's office was located m Vologda raion, it was the site of many 
MOFSA activities, mcludmg techcal  assistance to agribusmess f m s  and to farms reorgamzed 
by the FARMS projects (Nadezhda, Rus, Sidorovskoe, and Schukm farms) 
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USAIDI SO 3 2 
Improved Effectiveness of Selected 

Social Benefits d: ~ & w e s  

I I 

Measures 

Tar- 

Development 
partners 

I 
USAID1 IR 3 2 2 

New Approaches to 1 New Approaches to ~esource ~ l l r l l  I/ & ~lternatwe Fznancinp of Service Adopted 11 
7- 

(USAID1 LLIR 3 2 2 1) 11 11 (USAIDLLIR3 2 3 1) {I Altematwe Serv~ce Dellvery Alternat~ve Flnance Sources1 
_ Approaches Deslgned - 11 [I 

I 
- Mechanisms Identified 

Rural soc~al service programs designed 
& tested m target ralons 

Number of models developed number of 
operators cert~fied 

4 models developed 
15 operators cert~fied 

Housmg author~ty directors, k~ndergarten 
operators, plant operators 

Local lnstltut~ons are w~llmg to place soc~al 
service dellvery on cost-effect~ve bas~s 

Des~gn & implement effic~ency procedures, 
integrate hous~ng servlces, facllitate operator 
certlficat~on, des~gn & test models, 
hold 4 workshops and 5 operator courses 

Reduced costs of provldmg social services 
while mamtammg or lncreaslng quallty 

'ercent costs reduced by ~mplementmg new 
methodologles 

4 raion departments Implement new effic~ency 
methodolog~es, 4 soc~al servlce provtders 
reduce costs by at least 5% 

Ra~on admlnlstratlon & elected representatives, 
utility providers 

Local gov't 1s wdl~ng to Improve financial 
condlt~ons through better ut~llzatlon of 
resources, ratlonallzatlon, & streamlinmg 

Conduct 4 courses ln lnstttut~onal strengthening 
& 2 budget workshop, develop 2 model, 
develop 4 cost-effect~ve programs, hold 
participatory meetlngs 

(USAIDLLIR 3 2 3 2) 
Improved Information on Costs 

of Serwce Del~ve 
7 

- 

I 

Cost methodology system developed to 
determme optunum efficrency & effect~veness 

Number of rural soc~al servlces m target 
ralons analyzed and costed 

8 departments of mun~c~pal enterprises studled, 
baselme establ~shed m 2 departments, cost 
methodology system developed & Implemented 

Mun~clpal department heads, accounting & 
budgetmg staff 

Munlclpal enterpr~se 1s willlng to determme 
accurate costs as a prerequlslte for the effic~ent 
dellvery of soc~al servlces 

Collect data, analyze current cost system, 
establish accurate baselme, wrlte cost methods, 
asslst ~mplementatron, develop 2 cost 
methodolog~es 



Exh~b~t 1-2 

MOFSA - Result Framework - Agrzbuszness Component 

Lndrcators. 

Measures. - 
Development 
oartners. 

I' USAIDI SO 1 3 

1 Accelerated Deveopment & Growth of Private Enterprnes 

I 

USAIDI I .  1 3 3 
Successfii Models & Modern Management Widely Replicated 

in Market Economy are Created 

I 

Indicators 
Models articulated and tested for agnbusiness assistance loan 
preparation tralnlng Institutes TA & cumcula, BDO forrnatioi 
& operations 
Measures. 
Demonstrated benefit as shown through testmg 
Tareets. 
Seven models developed - 
Training institutes BDOs & agnbusiness 
Assumotlons. 
Sufficient success in Phase I to identify models & find new 
partners to test 
Actnltles. 
Initial identification, further refinement, & testmg 1x1 other 
rruons (Phase 3) 

I MOFSA lntermed~ate Result B 1 1 
Capaclty of key market catalysts developed to 

I support model creation I 

(reorgan~zed farms processors allied 
firms, mput suppliers) 

Enterprises reach break even or make profit 

Income statement at break-even or profit 

Agribusiness 
Tralnlng Institutes & BDOs 

Wllllngness to collaborate 
Identlfy key-players 

Assist 15 wlth agnbusiness strengthenmg 
(includes busmess plans) assist 7 8 of those t 
secure financing, 3 4 part~cipant trainees 

I 

Trarn~ng Institutes 

(Agricultural Tramng Institute & 
Polytechnical Institute) 

Institutes collect fees wh~ch support 
trainlng 

MOFSA sponsored tralning as part of 
lnstltute budget reaches break even 
or makes profit 
2 trammg mshtutes 

rralning institutes 
Agnbusiness & BDOs 

Willingness & capaclty to collaborate 

Broaden capaclty to deliver tralning 
of md~genous tralning instItuhons 
hold 18 courses 

I 

Busmess Development 
Organlzat~ons (BDOs) 

( associations cooperatively owned 
busmesses) 

BDOs collect fees & have membership 
charter 

Pald in membership fees 
Registrahon of charter 

2 BDOs 

BDOs & 
Agnbusiness 

Pollhcal support for BDOs 
Beneficial ~mpacts of BDOs accepted 

lnltlate & support of key BDOs 



Exhlblt 1-3 
+ 

MOFSA - Result Framework - Agricultural Credzt & Fznance Component 

1 

USAID/IR 1 4  3 1 
Effic~ently Operat~ng F~nanczaI Market Meet 1 1  -- 

the ~ e i d s  of Market Partlapants 
I 

I 1 

I 

Models of New Fmancral Products Repllcated 

USAID/ SO 1 4 
Robust and Market-supportrve Fznanclal Sector 

MOFSA Result C 1 11 - - -  - - - ~ -  - -  
I 11 Workable Models for Viable Financ~al Products 

are Abstracted and Applled 
I 

1 

I Ind~cators 
Models for fmanclal products articulated and tested 

Measures, 
Invitations for fmanclal product application are Issued m 3 new raion; 

Targets 
I Models tested m 3 new raions 
Development partners. 
Agribusmess, financial mstltutlons 

Assumpt~ons 
Loan models developed In IR C 1 1 led to viable financlal products 

Refinement of models, extenslon of models to at least 3 new raions 

j MOFSA Intermed~ate Result C 1 1 
Institutional capaclty developed to support 

development of models 

Indicators 
Agribusmess are obtainmg credlt in assisted raions 
Measures, 
Increase m number of new financial products provided to agri- 
business (e g , equity finance, suppher credit, traditional loans etc ) 
Tar~e t s .  
8 financlal products delivered to agnbusmess 

Development partners 
Banks, msurance companies, agribusiness, leasing institut~ons, 
& BDOs 
Assum~tlons 
Inflation remains under control, investments become more attract~ve 
w/m Russla as a result of poltical stabiltiy 
A c t ~ v ~ t ~ e s  
Development of staff, fac~lities, & procedures for supplier credlt, 
equity investment, & guarantor foundation, 18 tralnmg courses 
developed & delivered, 3-4 participant trainees 
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F Fmdmgs of the Dlagnostlc Analysls and Thelr Appllcatlon to the Work Plan 

F1 Soclal Servlces Component 

As origmally envisioned m the MOFSA RFP, one of the early project activities was to 
assist collective farms m divesting themselves of social assets by transferrmg ownership to 
various mumcipal departments However, by the tme MOFSA started m Aprll 1996, the 
collective farms had already largely accomplished this, thereby shiftmg MOFSA's startmg pomt 
from the divestiture process to workmg dlrectly with mumcipal departments that provide social 
services 

For the social services diagnostic, numerous meetmgs were held with admlmstrators, 
deputies, dlrectors, and operators of social services Surveys to assess needs and financial and 
social assets were conducted with rural admlmstrators, vlllage representanves, budget dlrectors, 
and financial managers Visits were made to farms, villages, kmdergartens, utility facilities, 
health clmcs, and other sites throughout the raions These activities provided essennal 
background lnformatlon on existmg social services, demographics, and government structure and 
mterrelationships Smce the social service sphere touches every citizen daily, providing comfort, 
education, health, welfare, recreation, and a sense of security, mtervennon decisions were 
especially sensitive Many factors were taken mto consideranon m selectmg interventions, 
mcludmg the imitations of techmcal assistance and tme, wishes and mterests of the participatmg 
raions, mpact on quality of life, sustamab~lity, capabilities and resources of the participants, and 
possibilities for roll-out to other raions 

Fla Flndings 

The major fmdmgs for the social services component mcluded 

Sources of revenue to finance social services are constramed Mumcipal departments 
have few opportumties to tax directly, federal budget allocations are highly madequate, 
and other avenues for raismg mumcipal finance hold little promise, especially in the 
MOFSA tmeframe 

Social service admimstrative processes and cost recovery methods are poor 

Social service delivery systems need to be reorgarwed and made more efficient 

Social service delivery personnel need certified t r a m g  programs to mplement 
procedural changes 

Flb Implementation Focus 

MOFSA selected housmg, lundergartens, and utilities to be supported Our diagnostic 
revealed that municipalities were very mterested m efficient energy use because the high cost of 
energy and the significant portion of munlclpal budgets devoted to utilities We found that, by 
worlung with mumcipalities on energy-efficient utilities, MOFSA could establish valuable 
political goodwill among officials of target municipalities, which would help ensure the 
sustalnability of MOFSA's efforts 
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We considered the followmg key issues m developmg the social services work plan 

Efficient use of resources and cost recovery The lack of sufficient revenues and tax base 
severely hampered the dellvery of social services Housmg and utility user fees are capped by 
federal legislation at 40 percent of actual costs, and local taxes are slmllarly llmited by federal 
legislation Farms are exempt from profit tax and turnover tax, both of which are designed to 
assist local governments m providmg social services, though these savmgs are rarely fully 
transferred to address these costs The optlons available to mumcipal authorities to fund social 
services mclude recovering costs through user fees, streamlmg operations, rationallzmg 
services, and usmg government subsidies MOFSA focused on developmg cost-effective 
programs through such mterventions as encouraging public participation m a water conservation 
campaign and developmg and adoptmg efficient methodologies for boiler operations In this way, 
MOFSA sought to assist mumcipalities m recovermg funds for reallocation to other needed 
services 

Rationahation of social service delivery The availability of quality child care services 
was identified as a major concern by workmg parents and raion officials and especially by 
women who worked on the oblast dalry farms MOFSA planners recogmzed the need to develop 
a more rational orgamzational model for the provision of lower-cost, reliable child care services 
that would be widely available 

Need for quahfied personnel Only a small percentage of operators of boiler plants and 
water production facilities are certified as requlred Certification, which mvolves developmg the 
skills and know-how to mplement sound operatmg procedures, would help increase efficiency m 
energy generation MOFSA coordmated a tramng program leading to certification for operators 
and also introduced methods to mprove efficient management Service quality and dependability 
as well as efficiency were enhanced 

F2 Agribusiness Component 

At the onset of the MOFSA project, the agricultural sector in Vologda was stagnant Oblast 
officials and directors of farms and agribusinesses were not optimistic about the prospects for 
economic growth m the region The almost total lack of busmess knowledge did not bode well 
for future market-oriented busmess practices MOFSA quickly recogmzed that the transfer of 
appropriate busmess knowledge must be a key element of the MOFSA plan 

F2a Findings 

The major fmdmgs of the agribusiness component diagnostic mcluded 

Existing cooperatives and associations were not private or market-or~ented and were not 
considered to be viable development partners 

Agribusmesses were not effectively marketing their products Market analysis, strategy 
development, and corporate support for marketmg programs did not exist 

Internal busmess and operational efficiency was poor, despite relatively good techcal  
(production) knowledge 
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Most farms and agribusmesses expressed a serious need for credit, yet few knew where 
to locate or gam access to a credit facility 

F2b Implementation Focus 

MOFSA recognrzed that, to "create and strengthen private farm enterprises and 
agribusmess" (page 6, section C of Contract), we needed to adopt an mtegrated approach to 
unplementation Integration ensures that each segment of the agricultural marketmg cham 
receives the support necessary to survive and thrive m a market economy MOFSA support to 
reorganized and other privatized farms, agribusmesses, and allied mdustries was provided 
through dlrect techcal  assistance and t r a m g ,  emphaslzmg market demand-pull at the 
processmg mdustry level 

Cooperat~ves and associations The Phase I diagnoshcs revealed that agribusmess 
cooperatrves m Vologda were still state-owned entities unlrkely to evolve mto institutions 
resemblmg (or capable of generatmg the benefits of) privately owned cooperatives Therefore, 
Instead of workmg with existing state-owned cooperahves, MOFSA dlrected its resources to the 
formation of busmess development organizations which would have better prospects for 
performmg the functions of cooperatrves and other farm and agribusmess support mstitutions 
MOFSA tested this busmess development orgamzahon concept by developmg models of farm 
associabons and cooperatives and by promotmg the formation of a dalry marketmg association 

Increased marketing effectiveness Our diagnostic work further demonstrated that markets 
beyond the oblast level offered a real opportumty to mcrease demand for Vologda dairy products 
Assistance in the area of marketmg would produce a positive ripple effect down the production- 
processmg cham by stmulatmg an mcreased demand for fmshed products, which would translate 
directly mto mcreased demand for raw milk at the producer level With such opportunihes m 
m d ,  MOFSA planners focused on the development of marketmg tools and techques to 
explore, evaluate, and capture such markets Assistmg agribusmesses m developmg their 
effectiveness m marketmg products therefore became an mportant component of MOFSAYs 
integrated approach 

Increased business effic~ency MOFSA planners recognized at an early stage that, while 
farm and agribusmess decision-makers understood the application of technology to the production 
process, they lacked a fundamental understandmg of production efficiency and the optmlzation of 
resources Increases m operational efficiency achieved through sound busmess decision-makmg 
could greatly strengthen the ability of enterprises to compete m the emergmg market economy 
Interventions to develop skills m the areas of busmess p l a m g ,  marketmg, organizational 
development, financial management, and operational management were therefore given the 
highest priority 

MOFSA planners further recogmzed that managers would also have to lmprove thelr ability 
to access and analyze mformation including both internal business mformation and external 
market mformation, if they were to become more efficient Techniques for analyzmg busmess 
information and access to a reliable market news reportmg system would help managers mcrease 
thelr operational efficiency by enabling them to make informed and tmely busmess decisions 

Increased access to credit The development of busmess tools to evaluate risk for both 
borrowers and lenders was considered an essential first step to help managers access credit For 
example, agribusmess decision-makers needed to develop strategic and busmess plans and 
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understand and use enterprise budgets to make effective product development decisions Such a 
planmg process would help managers meet loan applicatlon requnements and defend requests 
for credit 

The MOFSA approach for agribusmess development m Vologda focused on mcreasmg 
efficiency and effectiveness of agribusmesses and farms, as well as lncreasmg then access to 
credit Given its lmited resources, MOFSA could not hope to provide mtensive mtervenoon and 
support throughout the enwe agricultural marketmg cham and therefore chose to target its 
resources to agribusmess processors, a critical constramt pomt of the agribusmess system In thls 
way, MOFSA could provide a demand-pull that assisted processors financially and created 
growth at the producer level through rncreased sales 

F3 Agricultural Credit Component 

When MOFSA started, the status of Russia's agricultural credit system provided little hope 
for the recovery of the agricultural sector durmg the life of the project The system that had 
existed under the former Soviet Umon had been m steady decline for a number of years and was 
finally rendered moperable m 1995 when centralized agricultural credits were discontmued 
entlrely 

F3a Findings 

The major fmdmgs of the diagnostic of the agricultural credit component mcluded 

Bank services were severely lmited by the traditional practice of banks actmg solely as 
custodians and dispersers of funds and not as financial managers for their clients 

Lendmg to agricultural enterprises was greatly lmited by the perception among 
commercial bankers that such lendmg mvolves high risk 

The inadequacy of bank credit analysis capacity contributes to banks' reluctance to lend 
to the agricultural sector 

A federal policy that makes lower-risk mvestrnent mechanisms (treasury bills) available 
at an artificially elevated rate effectively diverts funds to Moscow that might otherwise 
be invested m local agricultural enterprises 

F3b Implementation Focus 

Assisting private commercial banks m developing lending programs for agricultural 
enterprises called for a dual approach that would mclude altering traditional attitudes and 
practices related to lendmg to the agricultural sector and developing the technical skills to assess 
and mitigate lendmg risk This analysis led us to select interventions designed to foster a 
market-orientation among bank managers and transfer to loan officers the techmques and skills 
necessary to mcrease lendmg m this new sector 

Credit analysis capabdity Traditional Russian accountmg standards and conventions do 
not facilitate the production of meaningful fmancial reports Such basic documents as balance 
sheets and income statements do not provide management with the mformation requlred to make 
strategic decisions To better develop mstltutional capacity for supporting fmanclal models for 



agribusmess, tralntng courses were developed m the followmg subjects accounting and credit 
analysis, bank marketmg, syndications, and portfolio management, loan documentation structure 
and pricmg, loan classification and reserve policy, fundmg, liability management, foreign 
exchange, credit admmstration, loan review, loan workout, mternal audit, management 
information systems, human resources 

Lowermg risk ulth new credit models MOFSA planners recognized an overwhelmmg 
need for a catalytic agent that could promote local bank lendmg to the agricultural sector and be 
the center for all other MOFSA credit activities Planners believed a lendmg guarantee facility 
could be the agent to stmulate lendmg and a local assistance fund could ensure sustainabllity 
The fund would have the followmg capacities a clearinghouse for credit requests by local 
enterprises, a nuddleman between borrower and lender, an mstitution providmg consultmg 
services to both potential borrowers and lenders, mcludmg credit analysis, busmess plan 
preparations, feasibllity analysis, and help with loan structure and documentation, and a sharer of 
lendmg risk 

G Tralning Model 

MOFSA tralntng courses and workshops were not mtended as results m themselves, but as 
critical components required for achievmg the results specified by USAID For example, 
MOFSA tramng was requlred to test new models and approaches to delivermg social services by 
mtegratmg housmg and utllity services and unprovmg thelr efficiency Tralntng activities 
contributed to USAID's objective of adoptmg new approaches to social service delivery and to 
unprovmg the effectiveness of social services MOFSA's management t r a m g  courses were 
designed to reduce the costs of social services, thereby contribuhng to USAID's objective of 
adopting new approaches to resource allocation In the agribusmess sphere, management trammg 
was conducted to mcrease the capacity of key market catalysts m adoptmg new methods of 
competmg m a market economy, thereby contr~butmg to USAID'S objective of replicatmg 
successful models and modern management systems and acceleratmg growth and development of 
private enterprises In the agricultural credit and finance sphere, MOFSAYs banker t r a m g  
provided support for new fmancial products and contributed to USAID's objective of replicatmg 
new financial models and products, unprovmg the efficiency of financial markets to meet the 
future needs of market participants, and developmg a robust and market-supportive fmancial 
structure 

After evaluatmg the capabilities of local t r a m g  mstitutions, the number of counterpart 
tramng msbtutions was reduced from five to two-the Busmess Trammg Center of the Vologda 
Polytechnic Institute and the Molochnoe Agricultural Retrammg Institute In Phase 111, MOFSA 
worked with both mstitutions Unfortunately, the Vologda Institute has smce gone out of 
business 

MOFSA's model for developmg t r a m g  modules was designed durmg Phase I The model 
mvolved techmcal mterventions to address specific client problems, case studies based on these 
specific problems, and general recommendations providmg the basis for training courses 
MOFSA advisors worked with local partners to solve specific problems and develop t r a m g  
courses Advisors acted first as tramers and later as backup resources when thelr Russian 
counterparts conducted t r a m g  courses, ensuring that t r a m g  was appropriate and could be 
duplicated 
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H Phase Il Implementation 

The work plan specified the followmg methodologies for mplementation 

Practical demonstrations, applications, and t r a m g  by the long-term techcal  assistance 
team (Russian and expatriate) 
Development of models for replication 
Development of written procedures, processes, and curricula 
Formal tramng courses by short-term techcal  advisors (Russian and expatriate) 
Design for replication m Phase I11 

Hl Interdependence of MOFSA Components 

Because MOFSAYs social services, agrlbusmess, and credit activities were designed to be 
mterdependent, the unanticipated transfer of social services expanded the opportumties available 
to MOFSA Resources mended for the transfer of social services were used to Improve 
management, identify alternative sources of financmg, and develop new methods to reduce costs 
of providmg these services Plans for Phase I1 mcluded developmg a data collection system to 
unprove the forecastmg and budgetmg abilibes of social servlce adrnlmstrators, matchmg 
admlnlstrative expenditures to actual revenues, mprovmg the efficiency and equity of tax 
systems, identifymg additional sources of financial support, establishmg new mechanisms for 
rural finance mcludmg fee-for-service systems, and developmg ways to measure the cost- 
effectiveness of social services 

Smlarly, the absence of one of MOFSA7s components-the credit component-affected the 
other components Durmg the life of MOFSA, the anticipated sources of agricultural credit and 
capital investment-the European Bank for Reconstruction and Development, Overseas Private 
Investment Corporation, International Bank for Reconstruction and Development, and the U S - 
Russian Commission for Agribusmess and Rural Development-did not develop As a result, the 
opportumties for agribusmess development and agricultural credit were severely lunited Without 
sources of credit and capital mvestment, the establishment of prlvate agribusmess and busmess 
development orgarnations was frustrated 

lH2 Soclal Services 

By the tune detailed work plans were developed during Phase I, some of the planrung 
assumptions had changed All soclal services, mcludmg those tied to state and collective farms, 
had been transferred to local government admmstraaons The revised work plans were consistent 
with USAID'S results-oriented framework, which allows for change as conditions change 
However, lt IS Important to conslder these new circumstances m evaluatmg MOFSA9s actual 
results agamst the expected results of the imtial p l m n g  period 

H3 Farms Reorganized by FARMS I and I1 and Other Pnvataed Farms 

MOFSA adopted an mtegrated approach to supporting farms reorgamed with the 
assistance of FARMS I and I1 and other prlvatlzed farms Assistance was provided to each 
segment of the marketmg cham to mcrease demand for products and stmulate profits Slnce 
consumer demand drives marketmg of agricultural products, MOFSA focused on the 
development, manufacturmg, and distribution of products Pursumg this mtegrated approach, 
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MOFSA provided dlrect techmcal support and t r a m g  to reorganrzed farms and mdlrect 
rnarketmg assistance to the food processing mdustry 

H4 Agncultural Credit 

When the guarantee fund activity was ellrnmated, MOFSA shifted its focus to two related 
activities that contributed to the results specified by USAID The first activity was to provide 
t r a m g  to managers of local financial institutions m agricultural loan appraisal, credit policies, 
and other bankmg procedures that might eventually stlrnulate loans to farms and agribusmess 
f m s  MOFSA also provided technical assistance on specific bankmg problems, t r a m g  in 
marketmg financial products, busmess plannmg, and financial management m general Another 
MOFSA activity, undertaken at the end of 1997, was to establish a commission to promote an 
mvestment policy envlronment to facilitate access to another source of financial assistance, 
private capital from sources located outside the oblast MOFSA helped develop a plan to make 
the local mvestment envlronment more attractive to potential U S and Russian mvestors 

I Phase I11 Roll-out 

The final, SIX-month phase of MOFSA consisted of a roll-out of social services to other 
raions, the wrap-up of agribusmess techmcal assistance actwoes, and the roll-back of agricultural 
credlt activities when the guarantee fund was ellrnmated Social service activities mcluded 
replicatmg selected management and tecbcal  tramng courses to non-pilot raions and developmg 
a model for potable water supply Agribusmess activities mcluded a new round of p l m g  that 
resulted m eight new busmess plans and t r a m g  for a new group of busmess planners m 
management and entrepreneurship issues Credit activities focused on presentmg business plans to 
banks for fundmg 



SECTION II 
PROJECT COMPONENTS 

A Social Services 

A1 Summary 

Although MOFSA was mtially designed to assist m the diveshture of social 
assets-housmg umts, boilers, electricity, and water and sewers-by the tune the project began 
operatmg m April 1996, most social services had been divested As a result, MOFSA 
concentrated on reducmg the costs and lmprovmg the efficiency of providing social services while 
also workmg to put farms and agribusmess firms on sound financial and management footmg 
Already strained mumcipal budgets were further stretched when the housmg and utilines services, 
previously owned by state and collective farms, were transferred to admmstranons of the cities 
and towns m Vologda Oblast (Local government absorbed 60 percent of housmg and utility 
costs ) Operatmg antiquated systems and mamtalnmg deteriorated housmg and utilities 
mfrastructures became a huge dram on local and oblast budgets 

MOFSA developed models for reorgawmg the management of housmg and kmdergartens 
To support these models, MOFSA designed courses for lrnprovmg the efficiency of delivermg 
housmg and utility services and offered tecbcal  t r a m g  courses for utrlity operators After 
conductmg several tecbcal  assistance mterventions and offermg courses to Improve the 
operatmg efficiency of Vologda's housmg sector, MOFSA was mvited by the oblast 
admmstration to assist m p l a m g  a reform program for the entire housmg and utilities 
adrmnistratlon 

The results of the social services component exceeded the targets (see Table 11-1, p 11-4) 
for management and operanons models and raion management models In addition, targets for 
reducmg costs as a result of t r a m g  were met, with costs reduced m housing, utilities, heating, 
and potable water 

A2 Background 

To establish a basis for future management traimg, MOFSA offered basic traimg m 
budgetmg, planrwg, and public admmistration prmciples, followed by projects m the pilot raions 
to create models for housing, utilities, and kindergarten management To develop a cadre of 
tramed operators, MOFSA assessed boller plants to determme how to provide heat at lower costs 
and tramed cernfied plant operators to operate the boiler plants more efficiently Based on its 
unproved understandmg of the costs of social services delivery, MOFSA developed a 
decentrallzed approach to heat delivery MOFSA found that lnstallmg decentrallzed heatmg plants 
would result in considerable savmgs over maintaining the existmg, mefficient system 

The development of MOFSA's kindergarten management model began at a meeting in 
Gryazovets with the city's deputy mayor, chief accountant, and m e  kmdergarten directors to 
discuss the needs of city hndergartens MOFSA analyzed how budgets for the city's m e  
kmdergartens were prepared and how the revenues and expenditures were admmistered A new 
lundergarten management and admmstration system was aeveloped, mcludmg first-aid traimg 
for teachers, the establ~shment of a smgle nursmg station, menus on a two-week rotatmg basis, 
and arrangements for centralized food procurement 
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MOFSA developed a utilities management model based on a techcal  assessment of the 
costs of providmg water and heat services The model was tested on energy utilihes m pilot 
raions and applied more widely to the budgeting and strategic p l m n g  procedures of houslng and 
utilities departments Courses were also offered m admlnlstrative budgetmg 

MOFSA mvestigated problems previously identified by local water technicians-high 
bacterial content, excessive chlorme, and hard water-and developed new solutions While both 
local and MOFSA specialists agreed on the need to elmmate water leakage and lrnprove filtration 
systems, local tecbcians recommended expensive new equipment and redesign of the entire 
water and wastewater system MOFSA specialists recommended a low-cost two-tier approach 
mvolvmg relatively high technology methods for urban areas where land is scarce and methods 
for rural areas where land and labor are abundant MOFSA's approach would be supported by 
t r a m g  m water and wastewater facdity management and construction skills to maintam water 
facilities 

The project's frrst social service workshop, "Budgetmg and Financial Forecastmg m the 
Social Sphere," grew out of its work with management of the Gryazovets social services 
admmstrahon The workshop provided a model for forecastmg the costs of the housing and 
utilities departments and computer slrnulations of the costs of heatmg plants and water supply 
facilities A Land O'Lakes volunteer provided tecbcal  assistance by conductmg energy audits of 
two buildmgs m Gryazovets raion and calculatmg the potential cost-savmgs associated with 
alternative strategies This analysis was expanded to develop a methodology to determme the 
costs of managmg the Housmg and Uhlity Directorate of the Cherepovets raion and to identify 
opportumQes to reduce the operatmg costs at the enterprise's utility plant m the village of 
Yaganova MOFSA developed a housmg management model for 16 housmg authorities m 
Gryazovets After evaluaung the efficiency of operations of the Gryazovets housmg and utility 
admmstration, MOFSA delivered a course on lncreasmg the efficiency of social services 
delivery The results of these mvestlgahons were formallzed m a course on strategic p l m g  for 
utility service admmstrators 

A3 Results 

The results m the social services component were the design of alternative service delivery 
approaches, identificahon of alternative finance sources and mechamsms, and unproved 
mformahon on the costs of delivering social services These are detailed below 

Design of Alternative Serv~ce Delivery Approaches 

Management restructurzng and budget consobdaaon MOFSA's housing management model 
for 16 housmg authorities m Gryazovets would save more than RR 700 million annually through 
management restructurmg and a consolidated budget 

Centralzzing and streambnzng servzces MOFSA's kindergarten management and 
admmistration model would save more than RR 224 million annually by streamlmmg services, 
reallocatmg budgets, and recapturmg resources 

Market-drwen sonal services MOFSA's course "Understandmg Public Admimstration m 
the Market Economy," covermg such topics as duties and authority, offered tools for efficiently 
providmg social services m a market economy 
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Management trainmg Personnel at all levels of the pilot raion admmstraOons were tramed 
m new management and operations methods, creatmg a core of Russian admmstrators with new 
tools for decision malung 

Trainzng zn operations management MOFSA offered a series of courses for water 
treatment plant operators m Cherepovets, at which 37 water, sewage treatment, and lift stanon 
operators from the housmg authorities were cerafied 

Water utlhtzes model MOFSA developed a model to Improve the efficiency of providmg 
potable water and wastewater treatment to the residents of the oblast 

Tzes wzth U S Department of Energy MOFSA identified and mvesOgated avenues of 
cooperation with the U S Department of Energy Center for Energy Efficiency m Moscow 

Administrators network MOFSA offered a course on strategic plannmg to utility 
admmstrators from Cherepovets and Gryazovets One result of the semlnar was that officials 
from different raions reallzed they could mcrease then- polihcal power by workmg together 

Identification of Alternative Fmance Sources and Mechanisms 

Leadership of commzsszon to restructure oblast housing authority Respondmg to an 
mvitation from the deputy governor, MOFSA provided leadership for a commission to restructure 
the oblast housmg authority The commission, comprised of representatives of the economics, 
housmg, and utilities departments, was tasked with developmg a strategy to meet the new federal 
requirements to make Russia's massive housmg sector more efficient and recover a larger portion 
of its costs 

Improved Information on the Costs of Delivering Social Services 

Heat and water supply cost model The course "Budgetmg and Fmancial Forecastmg m the 
Social Sphere" provided a model for forecastmg the costs of the housmg and utilities 
departments, includmg computer models to analyze the costs of heating plants and water supply 
facilines 

Analyszs of energy costs The "Budgetmg and Fmancial Forecastmg for Energy 
Consumption" course conducted last summer provided tools and methods for assessing energy 
costs based on technical evaluations An assessment found that the savmgs from mstallmg 
decentralued heatmg plants would exceed the cost of malntaming the existing, inefficient system 
Sunply repairmg the missmg msulation on one percent of the exposed heat transmission pipe m 
the village of Yaganova, for example, would save more than RR 72 million per year m lost 
heat-the equivalent of 1 74 tunes the total annual salaries of all the workers m the village 

Cost savzngs due to calzbrahng bozler plants The "Cost Reduction m Utilities" course was 
offered three tunes during the project In connection with this course, energy audits were 
conducted m boiler plants m Gryazovets Vologda, Vellkiy Ustyug and Totma and cost-saving 
recommendations were made If the conditions found m boiler plants in the city of Gryazovets 
are lndicative of conditions throughout the raion, the recommendations would reduce heatmg 
expenditures by $1,710,000 a year Considering the 26 raions m Vologda Oblast, the potential 
savmgs identified by these audits would have a major unpact on raion budgets Seven engmeers 



Market Or~ented Farm Support Actrv~ty final Report Vologda Russ~a Chemon~cs lnternat~onal lnc 

tramed m four cornmumties were cert~fied and are expected to teach others the methods learned 
from MOFSA engmeers 

Table II 1 Results of Soc~al Serv~ces Component 

Tasks 

Management and Operat~ons Models 

Management and Operat~ons Workshops 

Ut111ty Plant Operator Courses 

Ut111ty Plant Operators Cert~f~ed 

Socral Serv~ces Streaml~nmg Courses 

Soc~al Serv~ces Streamltnmg Workshops 

Models on Ra~on Department Management 

Courses on Ra~on Department Management 

Workshops on Ra~on Department Management 

Cost Reduct~ons Due to  Tramng 

Mun~c~pal Enterpr~se Cost Baseline 

Munmpal Enterpr~se Cost~ng Methodology 

Target Actual 

Housmg management 
Kmdergarten management 
Potable water management 
Budget~ng and cost forecast~ng 

Budgetmg and fmanc~al forecast~ng 
Energy conservation and energy aud~t  

demonstrat~on 

Cer t~f~ed 11ft statron operators 
Water treatment plant operators (3 trmes) 
Sewage treatment plant operators 
Energy aud~t  tralnmg program 

Housmg management 
Krndergarten management 
Commrss~on on housmg and u t ~ l ~ t ~ e s  

Pr~nc~ples of publ~c adm~n~strat~on 
Budget~ng and f~nanc~al  forecast~ng 

lntegrat~on of soc~al services 

Housmg cost reduct~on 
Ut~lrty cost reduct~on 
Heatmg cost reduct~on 
Potable water cost reduct~on 

Cost methodolog~es (Cherepovets) 

Cost rnethodolog~es (Cherepovets) 

B Agribusiness 

B1 Summary 

MOFSA's efforts to promote agribusiness mvolved technical assistance to solve specific 
business problems, the development of models, tralnmg courses, and assistance to busmess 
development orgamations MOFSA provided techmcal assistance to six farms reorgamed by 
FARMS I and 11, mne other privatized farms, and seven agribusmess firms operatmg throughout 
the agribusmess system (Table K2a, p 11-8) Ten farms received technical assistance with loan 
applications, exceedmg the target by two A wide variety of activities took place to strengthen 
farms and agribusmess f m s  (Table 11-2b, p 11-12), exceedmg the target of 15 by 7 activities 
This techmcal assistance served as the basis for generallzed models for other organizations 
Acttvit~es on reorganlzed farms mcluded the development of a computer model for managing 
farm operations and cullmg dairy herds and a model dalry farm plan for use m farm management 
tralmg and attractmg mvestment Business plans were developed for a credit application for 
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sawmill, greenhouse, dalry and transport equipment, and other farm producnon mputs, and for 
expansion of production facilities and marketmg programs 

The profitability of several dalry farms unproved after MOFSA activities began Three 
farms receivmg MOFSA technical assistance-Mayskoe, Vysokova, and reorgamed farm 
Nadezhda-returned to profitability m 1997 MOFSA also helped food and fiber processors 
regam profitability For example, profits mcreased at Voltri Kmtwear m 1997 after it received 
techmcal assistance Profits also mcreased at Ovochnoye and Fifty Years Amversary of the 
USSR farms 

Much of the unproved profitability is due to changes m market conditions Nevertheless, 
gams in the agricultural sector validate MOFSA's origmal, results-oriented strategy Many of the 
mprovements m agribusmess processmg and the secondary effects on agricultural producers are 
attributable, at least m part, to MOFSA tramng and dlrect assistance Increased competinon for 
raw mllk supplies expanded the collection areas of Vologda mllk processors, Improved payment 
terms, and raised farmgate milk prices Cherepovets Mllk Plant, for example, purchased milk 
from dalries m an expandmg radius that eventually grew to 200 lun Payment delays fell 
dramatically Increases m farmgate milk prices were due to a combmaoon of factors mcludmg 
rismg milk production costs and mcreased competinon for raw milk supplies 

B2 Background 

MOFSA's activities to promote busmess development orgarmaoons have provided the 
necessary conditions for future agribusmess development organizations MOFSA laid the 
foundaQon for growth by conductmg market research, developmg bylaws and other 
documentation requlred to establish an association, organlzmg support from the public sector, and 
establishing a marketmg and distribution system 

The process began m July 1996, when MOFSA managers met with USAID project 
managers and Russian government officials They agreed that the development of agricultural 
associations would provide significant benefits to the oblast MOFSA drew up scopes of work for 
Western specialists to assist in developmg a dalry processors' marketmg association and created a 
work plan for developmg the orgarmation In September, MOFSA met with the Vologda Oblast 
Committee for Agriculture and Food to discuss the potential of a dalry marketing association to 
take advantage of Vologda's national reputation for high quality butter Technical assistance 
began m late October and groundwork for establishmg the marketmg association contmued 
throughout the autumn Data was collected on the product lmes and capacity utilization of 23 
milk processors m the oblast MOFSA conducted market research to help local dairies penetrate 
large dalry product markets in major Russ~an cities 

MOFSA began organrzmg producers, meeting with the directors of four dairies at their 
own offices, outlmng the goals and objectives of a marketmg association, and describmg the 
potential benefits of such an organuation The first meeting of the five principal local dalry 
processors was held m early November 1996 Also at the meetmg was a former legal counsel for 
Land O'Lakes, who provided legal advice for five weeks as the association began to develop and 
mvestigated procedures required to found a marketmg association under Russian law Subsequent 
meetings with processors were held m late November Association provisions and bylaws were 
drafted and amended w~th the approval of all potential members These documents were finallzed 
in early December and the Vologda Butter Makers7 Assoc~at~on was formed F~ve  principal 
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Vologda darry processors were the foundmg members Selection of officers took place m mid-December 

Early m 1997, MOFSA began providing techcal  assistance to support sales efforts m 
lucrative Moscow markets MOFSA conducted market research m 12 western-style food stores m 
Moscow to gauge the competitive environment Prices were sigmficantly higher than those of 
slrnilar products m Vologda, mdicatmg an opportumty to mcrease profits MOFSA conducted a 
blmd taste test comparmg Vologda mlk, keflr, sour cream, tvorog, and butter with unported 
products sold m high-end retail markets m Moscow The test, which mcluded 50 partmpants, 
mdicated a preference for Vologda dalry products MOFSA accompanied salesmen from the 
Cherepovets Dalry Plant and Zarya Farm on a trade mission to Moscow They met with potential 
buyers and managers of retall markets, shared the results of the taste tests, and made sales 
pitches 

In March, MOFSA dlrected its assistance to o r g m m g  distribution systems A Land 
O'Lakes volunteer developed a plan to deliver dalry products to Moscow He vislted truckrng 
compames to lnspect refrigerated trucks, found partners m Vologda to guarantee delivery at 
predetermmed tmes and quantities, set up a delivery schedule, and found a truckmg company to 
handle products inslde the Moscow city l m t s  Another volunteer developed non-monetary means 
of motivatmg farmers to mcrease raw milk production 

MOFSA met agam with the members of the Vologda Butter Makers' Association m 
February to create a common logo and label for all dalry products marketed under the Vologda 
name Each of the five foundmg members were requlred to pay RR 10 mlllion m start-up 
membership fees before the association could become an official body with the right to operate m 
Vologda Two potential members, lncludmg the largest processor m the oblast, were reluctant to 
jom Awaitmg then commitment, MOFSA met with the Oblast Committee for Agriculture and 
Food to brief officials on the formation of the association and ~ t s  development activities Officials 
offered to support the association 

Unfortunately, the association never developed The two potential members declmed, and 
the choice of president proved to be a poor one Nevertheless, marketmg of dalry products 
unproved in antmpatlon of the association, generatmg sigmficant benefits to dairy processors and 
rmlk producers and supportmg MOFSA's origlnal strategy of assistmg food processors as critical 
catalysts for mcreasmg the efficiency of the entlre food and fiber system Improved marketmg of 
processed dalry products not only expanded product lrnes and mcreased milk processors' profits, 
but also mcreased farmgate prices and unproved payment terms and the availability of credit to 
dalry farmers (Vologda Milk Plant made payments m kmd worth RR 1 4 billion to dairy 
suppliers, borrowed RR 3 3 billion, and reloaned it to its milk suppliers ) The groundwork for 
the association remains, the concept continues to be valid, and the potential benefits are still 
achievable 

In its t r a m g  activities, MOFSA worked closely with two institutions m Vologda Oblast, 
the Vologda Agricultural Retraimng Institute and the Vologda Polytechc Institute, establishmg a 
contmumg education program at both mstitutes MOFSA's agribusmess courses were taught by 
technical consultants workmg with Russian tramers, who continued to offer these courses after 
MOFSA ended For example, MOFSA taught three semmars in agribusmess at the Vologda 
Agricultural Retramg Institute m November and December 1996 Durmg the seven months 
after receivmg t r a w g ,  two teachers from the mstitute trarned 30 farm managers and 39 
accountants at the Institute and 50 economists and 75 accountants at the State Dauy Academy 
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B3 Results 

The results m the agribusmess components were the creation of workable models for new 
and reorgamed agribusmess enterprises to compete m a market economy and the development of 
the capacity of key market catalysts to support the new models 

Creation of Workable Models for New and Reorganized Agribusiness Enterprlses to 
Compete m a Market Economy 

Technical assistance to farms MOFSA provided dlrect techcal  assistance to SIX 

reorgamed farms, m e  non-reorganized farms, and seven agribusmess processmg flrms (Table 
11-2a, page 11-8) The term reorgamed designates farms that undertook reorgarmation assisted by 
the FARMS I and I1 projects Non-reorgamed farms are all former state and collective farms 
that were officially privatized and reorgamed, at least nommally, but did not participate m the 
FARMS projects 

Management records for dazry farms MOFSA provided techcal  assistance to Nadezhda 
farm to develop a dalry herd record system for cullmg less productive cows A volunteer from 
Land O'Lakes developed a set of accountmg records at Nadezhda farm A computer model was 
developed to analyze the profitability of Nadezhda farm m parbcular and all Vologda dalry farms 
m general The model provided managers with greater control over thelr operations and an 
unproved ability to plan operations and mvestrnent 

Fznanczal sensztzvzty analyszs for meat processors MOFSA identified two problems with 
local meat processmg operations a shortage of slaughter-weight hogs and an mability to use 
financial tools to control and manage operations In response to the shortcommgs m existmg tools 
for management analysis, MOFSA developed a sensitivity model to enable managers to measure 
profitability of key variables 

Farm management traznzng MOFSA offered more than 10 courses on financial 
management, busmess plannmg, loan applications, and other aspects of farm management 

Improved marketzng Both reorgamed and non-reorganized farms benefited from the 
mcreased demand-pull created by MOFSA's activities to develop a dalry processors' marketmg 
association 

Model dazry farm Techcal  assistance to reorgamed farm Pestova provided the basis for 
a model dalry farm 

Busznessplans and loan applzcatzons MOFSA developed busmess plans and loan 
applications for three reorgamed farms and five non-reorgamed farms 
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Table ll-2a D~str~butron of Technrcal Assrstance to  Reorganrzed Farms Non Reorganrzed Farms and 
Agrrbusmess F~rms 

- 
Reorgan~zed Farms 

Nadezhda Da~ry Farm 

I Rus Farm I 
Srdorovskoe Farm 

Schukm Dairy Farm 

I Morots koe Da~ry Farm I 
I Pestova I 
I Non reorgan~zed Farms I 

r 50 Years Annwersary of the USSR 

Ovoschnoe Farm 

Zarya Breedmg Farm 

Mayskoe 

Sok~rmo Kolpakova Pig Farm 

Segzda Dairy Farm I 
Trudov~ k 

Kabachino 

Vysokovo 

Agrrbusiness Fwms 

I Vologda M ~ l k  Plant I 
I Cherepovets M ~ l k  Plant I 

Zarya Mrlk Plant 

Cherepovets Ch~cken Plant 

Sokol-Leshen 

Molochnoye Mrlk Plant 

Darry records and herd culling system 
Accountrng fmanc~al analys~s, and strateg~c 
plannmg 
Busmess plan and loan applicatron 

Bus~ness plan for buildlng a wholesale food market 
In Vologda 

Busmess plan for expansion of sawm~l l  operations 

Busmess plan and loan applicatron 

Dawy production (Land O'Lakes volunteer) 

Baas for a model da~ry farm 

Da~ry product~on equipment 

Busrness plan for computer~zed greenhouse 
vent~latlon equipment 

Mastits control methods 

Loan application for berry harvesting equlpment 

Busmess plan and loan appl~cat~on for new pork 
product~on operation 

Loan appl~cation for transport equipment 

Formmg dairy farmer association 
Dawy herd record keepmg system 

Busmess plan and loan applicatron 

Market share strategy 

Dawy product market research 

Penetrat~on of Moscow da~ry product markets 

Busrness plan to seek outsrde investment 

Bus~ness plan for expanston to underut~lized facrl~t~es 
in surroundmg ralons 

Business plan to  seek outslde Investment 
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Model for dalry processors' marketmg assoclatlons Although MOFSA's origmal d a q  
marketmg association never developed, the concept quickly reemerged from different sources 
The assoclation concept evolved through several stages, mcludmg a not-for-profit association of 
milk processors, a for-profit association of the prmcipal owners of mlk processmg plants, 
contracts between mdividual milk processors and Moscow distributors, and an mtiative to get 
Moscow-based distributors and multiple-outlet retailers to contact Vologda milk processors 
dnectly MOFSA's marketmg assoclation concept may eventually come to life m another, more 
sustamable form At the end of the project, the Vologda Oblast Department of Agriculture was 
attemptmg to orgamze its own milk processors' association MOFSA's role m promotmg the 
association concept is widely acknowledged 

Models for cooperatives and assoc~ations of agricultural producers As it developed a 
d a q  marketmg association, MOFSA also developed a model for formmg associations of 
agricultural producers based on the foundmg documents of the marketmg associaoon Producer 
orgmatlons, includmg cooperatives of relatively small farms and associations of large farms, 
would provide a means for farms to act m unison to offset the mcreased market power of milk 
processors m the marketmg association The farmer association would enable members to take 
advantage of new market conditions m much the same way that the dalry association offered 
access to new urban markets Mllk producers could set up a unlted marketmg and sales 
orgmation owned by the producers themselves and responsible to their needs given free market 
conditions Membership m the assoclation would reduce marketmg costs for small- and mid-sued 
producers 

In March 1997, the Vologda Oblast Agricultural Committee approved the cooperative and 
association models and recommended then mplementation on a trial basis m selected raions 
Later m the year, the Oblast Department of Agriculture used MOFSA's farmers' association and 
cooperative models m its plan, Program of Social and Economic Development of Vologda Oblast 
Agribusmess for 1997-2000 At the end of the project, farmers m Totma, Kich-Gorodok, and 
Vologda raions were developmg pilot farm assoclatlons and cooperatives 

Development of the Capaclty of Key Market Catalysts to Support the New Models 

Increased farmgate mllk prlces In response to unproved mllk prices, dairy farmers 
Increased milk production 10 percent and raised average yields 12 percent Increases m 
production and yields were dlrectly related to rising prices, particularly m MOFSA target areas 
-Vologda, Cherepovets, and Gryazovets raions-where prices mcreased faster than average 
prices in Vologda Oblast During the first SIX months of 1997, when the average farmgate mlk 
price m Cherepovets was RR 1,326 per liter, cattle herd sue and milk production declmed but 
average yields mcreased a modest 1 percent In Gryazovets, where the average milk price was 10 
percent higher than Cherepovets, herd sue also declmed slightly and total production mcreased 8 
percent but average milk yields mcreased 15 percent In Vologda raion, where the average milk 
price is RR 1,590 per liter, herd slze mcreased 1 percent, total milk production mcreased 8 
percent, and average yields mcreased 8 percent 

Improved efficiency, y~elds, and profits Mayskoe farm reported a profit of RR 90 
million for the first SIX months in 1997, compared to a loss of RR 312 million for the same 
period m the previous year Labor efficiency also mcreased durmg the same period, with the cost 
of labor as a percent of sales dec lmg  5 percent Cherepovets Milk Plant purchased milk from 
dames m an expanding radius that eventually grew to 200 krn Cherepovets Milk Plant's average 
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payment delay declmed from more than 100 days m 1996 to less than 45 days m 1997 The 
Vologda and Zarya Milk Plants paid farmers withrn 10 days m 1997 

Vysokova Farm tn Vologda raion turned its busmess activities around durmg the first slx 
months of 1997, after receivmg MOFSA techcal  assistance Vysokova produced a RR 63 
mlllion profit m 1997, compared to a RR 216 million loss m the same period m 1996 Average 
milk yields jumped by 43 percent durmg the same period 

Despite reductions m its labor force, Nadezhda farm mcreased average annual mlk yields 
78 percent to more than 3,000 liters per cow Based on prellmmary accountmg figures, Nadezhda 
reduced its losses from RR 50 rmllion to nearly break-even m the first 6 months of 1997, 
compared to the same period the previous year 

Vologda Milk Plant's sales m Moscow mcreased more than 30 percent due to MOFSA's 
work m developmg the Vologda Dalry Association Sales m Moscow contlnue to grow Durmg 
the first SIX months of 1997, total sales grew only 10 percent but profits mcreased 20 percent, 
compared to the same period m 1996 (The annual rate of Inflation m 1996 was approximately 16 
percent, based on the consumer price mdex compiled m Vologda ) 

Zarya Dairy Farm in Gryazovets raion sells UHT rmlk m Moscow at a 59 percent markup, 
compared to 20 percent m Vologda Oblast Zarya7s February 1997 wholesale UHT price m 
Moscow was 38 percent higher than m Vologda Zarya's Vologda price was RR 3,700, compared 
to RR 5,100 m Moscow, reflectmg a price mcrease of nearly 38 percent Average annual milk 
yield per cow mcreased 16 percent slnce last year to 6,015 liters After U S tramng and 
techmcal assistance from MOFSA production and processmg specialists, Zarya dairy plans a 50 
percent production mcrease m average annual milk yields to 9,000 liters per cow To achieve this 
production goal, Zarya plans to reconstruct and budd new cow sheds and lnstall a feed mill 

Fifty Years Amversary of the USSR mcreased milk yields by 8 percent for the first SIX 

months of 1997, compared to the same period m the previous year 

Restructured ch~cken plant After attendmg MOFSA's agribusiness t r a u g  program m 
the U S , Cherepovets Chicken began modermmg its produchon facilities to meet world 
standards and expanded distribution to major urban markets It replaced its Russian genetic stock 
with high- yielding French ISA-Vedette buds, mcreased average weight gam 22 percent to 30 
grams per day, and began seekmg fmancmg to build a mll  to produce a reliable source of high- 
quality feed MOFSA advised the Cherepovets Chicken management team by mvestigating new 
markets m Moscow and searchmg for potential mvestment partners in the U S MOFSA 
submitted an appeal to potential investors to the Business Information Service for the Newly 
Independent States (BISNIS) Cherepovets Chicken's development plans mcluded a federation of 
grower-owned umts modeled after production systems observed at the MOFSA tralning program 
in the Umted States Cherepovets Chicken mends to provide mdependent growers with chicks, 
feed, equipment, buildings, and techcal  assistance, growers will share risks by supplying 
power, buildmg mamtenance, and production management Restructurmg incurred large financial 
losses, and Cherepovets Chicken filed for bankruptcy reorgarmatron m early 1997 

Busmess plan for foreign mvestment MOFSA conducted an overview of operations at 
Sokol-Leshen, a wood products facility north of Vologda producing a variety of profile board, 
pressboard, and door products to European standards Based on this assessment, MOFSA 
developed a busmess plan that the firm used to attract investment fmancmg 
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Market News Reporting Service MOFSA's Market News Reportmg Service collected 
market data and wrote weekly reports on wholesale and retad food prices m eight oblasts m the 
northwestern portion of Russia Vologda, Moscow, St Petersburg, Archangel, Murmansk, 
Klrov, Kostroma, and Yaroslavl Market news bulletins were delivered to public mstituhons and 
published m three newspapers-the Vologda News, the Mlrror m Vologda, and Speech m 
Cherepovets-with a combmed circulation of 76,000 readers MOFSA market price summaries 
were broadcast by two local radio stations-Transmit and Premier-to 1 5 million potential 
listeners This information provides market power to small farmers negotiatmg with large 
suppliers and buyers USAID contmued to fund the Market News Reportmg Service m November 
whde the Eurasia Foundation considers whether to fund the service m the long run 

Sustainable trainmg The Oblast Comrmssion on Agriculture and Food offered a course 
for directors of agricultural enterprises entitled "Methods for Stabillzing Enterprise Budgets and 
Determmmg thelr Effectiveness " O r g m e d  by MOFSA's partner mstitution Molochnoe, the 
course was based on material presented m MOFSA's agribusmess courses More than 25 
agribusmess directors from throughout the Oblast attended the course The Vologda Agricultural 
Retramg Institute used MOFSA models to tram farm managers Adaptmg to sigmficant 
reductions m public funds for agricultural trammg, the Vologda Agricultural Retrammg Institute 
and the Vologda Oblast Department of Agriculture combmed MOFSA's "Malung Busmess 
Plans" and "Agricultural Fmance" courses and presented the combmed program to 270 farm 
leaders and raion agricultural specialists in three sessions m October-December 1996 MOFSA 
t r a m g  programs were provided on a fee basis m three remote Vologda raions 

Model dalry farm MOFSA designed a model farm to be built usmg tuber  and other 
local materials, costmg 30-40 percent less than conventional dalry facilities In anticipation of 
mcreased quality standards requlred to transport Vologda dalry products to distant markets, 
coolmg and refrigeration units usmg a combmation of water and electrical power were mcluded 
as standard equipment Analyt~cal tools to assist farmers m management decisions, includmg 
staffing, herd Improvement, equipment needs and anticipated financial returns, were also 
mcluded 

Increased knitwear sales Voltri, a quality h twear  manufacturer m Vologda, mcreased 
sales by 44 5 percent m the first SIX months in 1997, compared to the same period m the 
previous year A loss of nearly RR 100 million changed to a profit of RR 14 million 
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Table 11 2b A g r ~ b u s ~ n e s s  Strengthenmg Results 

'arget Actual 

4ss1sted 6 Farms Reorgan~zed by FARMS I and 
I 

Nadezhda Dary Farm 
Rus Farm 
Sldorovskoe Farm 
Schukln Dalry Farm 
Morotskoe Datry Farm 
Pestova 

50 Years Annwersary of the USSR 
Ovoschnoe Farm 
Zarya Breedtng Farm 
Mayskoe 
Soklrmo Kolpakova Ptg Farm 
Segzda Datry Farm 
Trudov~k 
Kabach~no 
Vysokovo 

4ss1sted 9 Non Reorgan~zed Farms 

Vologda Mtlk Plant 
Cherepovets M ~ l k  Plant 
Zarya M ~ l k  Plant 
Cherepovets Ch~cken Plant 
Voltr~ Lmen Knltwear 
Sokol Leshen 
Molochnoye M ~ l k  Plant 

4sststed 7 Agrtbusmess Ftrms 

Techn~cal Ass~stance on Loan Appl~cat~ons Ovoschnoe Greenhouses 
Mayskoe Berry Farm 
50 Years Annwersary Dalry Farm 
Voltr~ Lmen 
Sok~rmo Kolpakova Hog Farm 
Nadezhda Dalry Farm 
Segzha Farm 
Rus Datry Farm and Wholesale Market 
S~dorovskoe Farm 
Schuktn Dawy Farm 

Techn~cal Ass~stance for Secured Fmanc~ng Nadezhda (from Vologda Milk Plant) 

Vologda Guarantee Fund Loan Appl~catlon Model 

Maklng Busmess Plans ( 4  tmes) 
Agrlcultural Fmance ( 4  tunes) 
Agr~bustness Marketing 
T ~ m e  Management 
Entrepreneur~al Strategy 
- 

Vologda Agrlcultural Retra~nmg lnstltute 
Vologda Polytechntc lnstttute 

Vologda Butter Makers Assoctat~on 
Farmer Assoc~at~ons and Cooperat~ves 

Tra~n~ng lnst~tut~ons Strengthened 

Busmess Development Organ~zat~ons 
Strengthened 

Part~ctpants Tra~ned In the U S Iowa State and Land 0 Lakes 
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C Agricultural Credit 

C1 Summary 

MOFSA's agricultural credit program was designed for two purposes (1) long-term 
strengthenmg of fmancial and credit institutions and (2) an mcrease in the amount of agricultural 
cred~t disbursed to meet the needs of farms and agribuslnesses firms The first of these 
anticipated results was accomplished durmg Phase I1 by formal t r a m g  courses, which unproved 
the ability of fmanaal lendmg mshtutions to determme the credit-worthmess of then clients and 
decide, on a case-by-case basis, what form of credit to provide The second result was originally 
addressed by designmg an agricultural credit guarantee fund and subsequently by leadmg a 
commission to lncrease access to private capital mvestment To lncrease the mshtutional capacity 
of Vologda banks to support the Vologda Fund, MOFSA conducted eight t r a m g  courses m 
which more than 125 mddle- and semor-level bank managers were tramed m various aspects of 
credit analysis and bank management 

Overall, the results of credit activities (Table 11-3, page 11-15) exceeded the targets for loan 
applications, tralnlng courses, and strengthemng fmancial msQtutions, although the loan guarantee 
fund was not established 

C2 Background 

The key component of MOFSA's credit program was the Vologda Fund, a loan guarantee 
facility for guaranteemg loans from local commercial banks to qualified farms and agribusiness 
f m s  in Vologda region The fund would have served as the capital reserve from wh~ch valid 
guarantee clams could be filed when loans defaulted The fund could have fostered relationships 
between the bankmg cornmumty and agribusmess frrms by reducmg lendmg risk durmg the 
period when banks were learnmg how to lend to the agricultural sector Both the Agricultural 
Committee and local banks supported the fund concept The fund, mvested m U S -based 
financial mshtutions, would have provided income to cover operating expenses until it generated 
enough lncome to pay these expenses 

As an mitial step in mplementmg the fund, MOFSA developed ten busmess plans and loan 
applications for farms and agribusmess firms m Cherepovets, Gryazovets, and Vologda raions 
These applications were mtended to be used by USAID m evaluatmg the mtial response to the 
loan guarantee program and gaugmg the quality of agribusmess enterprises mterested in 
participating m the program The applications can be used by local financial institutions to 
evaluate the applicants' credit-worthmess 

In Phase I11 of the project, MOFSA specialists assisted local farms and agribusiness 
enterprises m Cherepovets, Gryazovets, and Vologda raions to prepare business plans to open 
credit lmes Nadezhda farm received a RR 100 million loan from the Vologda Mllk Plant uslng a 
busmess plan developed by MOFSA Five other farms applied for loans m anticipation of the 
Vologda Fund To mcrease the mstitutional capacity of Vologda banks to support the Vologda 
Fund, MOFSA conducted eight trainlng courses in which more than 125 middle- and semor-level 
bank managers were tramed m various aspects of credit analys~s and bank management 

In late July 1997, a meeting of U S agribusmess Investors and agricultural experts and 
Russian officials was held m Chicago to mform U S cornparues about trade and Investment 
opportumties m selected regions m Russia, mcluding Vologda Oblast In September, MOFSA 
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~mtiated an effort to follow up on the meetmg by developlng a strategic plan for promotmg 
agribusmess mvestment m the oblast MOFSA addressed the oblast admmstration's lunited 
resources and skills m agribusmess mvestment by providmg a model based on a strategic 
p l a m g  process The model was an mvestment promotion plan to guide the oblast m competmg 
for mvestment funds in a market economy, although it could be modified for use m attractmg 
rnvestment to other mdustr~es, both m Vologda and throughout Russia The objectives of the plan 
focused on the followmg areas mvestor services, legal envnonment, management skills, and 
mformation services 

C3 Results 

In the agricultural credit component, MOFSA achieved the result of mcreasmg the 
mst~tutional capacity of Vologda banks to support the Vologda Fund 

Increased Inst~tut~onal Capac~ty of Vologda Banks to Support the Vologda Fund 

Tramng for bankers Eight senlor- and mid-level managers from commercial banks m 
Cherepovets-Agrokredbank, Metkombank, Savmgs Bank, and others- attended a three-week 
t r a m g  course m the U S , where they met w~th  Russian agribusmess managers as well as U S 
managers from agribusmess enterprises and financial rnstituuons More than 125 middle- and 
senlor-level managers from financial mstitutlons m Vologda Oblast also received traimg from 
MOFSA Courses mcluded cred~t analysis, loan structure and pricmg, human resource 
management, management accountmg and cred~t analysis, security and collateral, and managing 
cred~t portfolios 

After MOFSA tralmg m managerial accountmg and credit analysis, an employee of the 
Sokol Bank m Vologda developed a computerlzed system to evaluate credit-worthiness based on 
67 mdicators of productivity, profitablllty, and solvency The employee was subsequently 
promoted to the posltion of credit department head 

New cred~t programs for da~ry farmers With the approval of the raion Department of 
Agriculture, the Vologda Milk Plant made payments-m-lund, prunarily m the form of spare parts 
worth RR 1 4 b~llion Vologda Milk Plant also borrowed RR 3 3 brllion from the Vologda 
Agroprom Bank and reloaned it to 16 dalry farms 

Use of MOFSA busmess plans to apply for equ~pment loans Mayskoe Farm, a 
d~versified, lun~ted liability partnersh~p m Vologda raion producing dairy products, potatoes, 
seedlings, fruit, and black currants, used a busmess plan developed by MOFSA to apply for a 
RR 1 1 billion loan to purchase a berry harvester and other equipment 

In Cherepovets raion, Ovoschnoe Farm applied for a RR 850 million for clmate control 
equipment for 37 hectares of greenhouses producmg cucumbers and tomatoes 
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Table 11 3 Results of Agricultural Cred~t Component 

Tasks 

Loan Applications 

Tralnlng Courses 

- 

Partlapants Tramed In the U S 

Flnanclal lnstitutlons Strengthened 

- 

F~nanc~al Product Models 

Target Actual 
-- 

Ovoschnoe Greenhouses 
Mayskoe Dalry Farm 
50 Years Annwersary Dairy Farm 
Voltri Linen 
Soktrino Kolpakova Hog Farm 
Nadezhda Dalry Farm 
Segzha Farm 
Rus Da~ry Farm and Wholesale Market 
Sldorovskoe Farm 
Schukm Dalry Farm 

Credit analys~s 
Loan structures and prwng 
Human resources management 
Credit analysrs and land structure 
Manager~al Accounting 
Security and collateral 
Presenting your enterprise t o  a bank 
Managmg credit portfolios 

Land 0 Lakes October 1996 

Agroprombank 
Agrocredbank 
Russlan Central Bank Vologda Branch 
K c k  Gorodetsky Bank 
Metkombank 
Sovetsky Bank 
Trad~t~on Bank 
Vologzhanin Bank 
Sberbank Vologda Branch 
Skombank 
Sokolbank 
Sheksninsky Bank 
Vologda Investment Co 

Vologda Guarantee Fund 



SECTION m 
LESSONS LEARNED 

This section provides lnsights and observations to contribute to the discussion of how to 
plan projects that achieve results and are susta~nable The followmg topics are addressed 

Impact of economic conditions 
Work plan development phase 
Flexible project design 
Diverse project staff 
Measurmg techcal  assistance projects 
Agribusmess development objectives 
Tramng models 
Flexible project management 
Agricultural credit 
Busmess development orgamzations 
Coordmation with advisory committees 
Policy and techcal  assistance project sequencmg 

Impact of economlc conditions MOFSA was designed to assist Russian farms and 
agribusmess f m s  to become viable private enterprises Based on official statistics, agriculture is 
m desperate straits Few farms or agribusmess f m s  are viable m the Western sense of solvency 
and profitability Then- problems mclude Inadequate capital and other production inputs, lack of 
market access, mcreasmg disparihes between agricultural and non-agricultural prices, and budget 
cuts m agricultural support mstitutions 

However, this is only part of the story The mformal, "shadow" economy contmues to be a 
major sector of the economy, perhaps even larger than the formal sector Although the sue of 
this sector is unknown, traffic jams and new stores opemng m Moscow and other cities mdicate 
that this sector is thrivmg In the provmces, economic recovery is slower, but the economic 
decline after the ellmlnation of price controls m 1992 was less severe than m the cities 

Due to the vitality of Vologda7s steel industry and the economy's diversity, Vologda did 
not suffer as much as urban areas or other oblasts from the collapse of the military-mdustrial 
complex In the first half of 1997, agricultural conditions in Vologda Oblast began to show signs 
of recovery While the gross regional product declmed 3 percent in the first quarter of 1997, 
compared to the first quarter of 1996, agricultural output Increased 5 percent over the same 
period and shows signs of contmued growth Development objectives are changmg from savmg 
farms and agribusmess firms from exmction, to nurturmg the survivors mto viable enterprises 

Work plan development phase MOFSA s Phase I included the selection of target raions, 
definition of models to develop, and development of a detailed work plan This planning phase 
provided an opportumty to d e t e m e  which Russian institutions to work with and learn about 
farm cooperatives and associations, which did not operate hke then- Western counterparts but 
were based on government dictates Schedulmg an mhal phase to develop detailed work plans, 
evaluate field conditions, and gather recommendations on project activities and staffing provided 
sigmficant benefits m subsequent lrnplementatlon phases 
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Flexlble project design MOFSA was designed with three components-social services, 
agribusmess, and credlt Conditions affectmg two of these-social services and credit-changed 
before and durmg lmplementation The flexible project design was a strength, allowmg resources 
to be refocused on actual field conditions The project's flexibility demonstrated that refocusmg 
resources can be done with the mvolvement of semor managers of all parties mvolved 

In the case of social services, by the tme MOFSA began operatmg m Aprd 1996, most 
social services had been divested by collective farms and put m the hands of mumcipal, raion, 
and oblast governments The project manager, with high-level admlmstrators m Cherepovets, was 
able to asslst local governments m developmg new systems to provide housmg and utility 
services 

The ellmation of the credit component had the effect of removmg credit as an mcentive to 
change The project modified its plan to mvestigate business opportumties, develop a large 
number of firms rnto viable busmesses, and support to their busmess activities Instead, MOFSA 
focused on worlung with viable firms that could provide a model for operatmg effectwely m a 
market economy and could leverage project resources 

Despite rapidly changmg conditions m Russian agriculture, the agribusmess component 
remamed valid two years after it was designed, when lmplementation began, mdicatmg that 
designers had identified basic, mportant issues affectmg the agricultural economy 

Diverse project staff The MOFSA staff represented a wide range of ages and politml 
orientations m the oblast, from a young financial consultant to a retired semor government 
official The staff's diverse opmons were useful m assessmg project acavities By the end of the 
project, even former Comrnumst Party members on the staff were convinced of the efficiency of 
free market conditions The process of wmmg their active support helped MOFSA develop tools 
to cornmumcate with other constmencies m the busmess and government comrnumties The 
diversity also encouraged MOFSA to strengthen the balance of its techmcal assistance services 
For example, when MOFSA attempted to organlze an associaaon of milk processors, one staff 
member misted on developmg an association for dairy farmers as well 

Measuring the success of techn~cal assistance projects The essence of MOFSA is the 
transfer of knowledge and technology to the agricultural sector Measuring the transfer of 
knowledge and technology is difficult, particularly m the short run An ongomg momtoring 
program is needed to measure changes m recipients' attitudes and behaviors over tme Even a 
well designed and managed momtormg program is unllkely to judge a techmcal assistance project 
as wholly successful or unsuccessful, but will probably conclude that success lies somewhere 
between the two extremes 

Agribusmess development objectives The objective of the agribusiness component was to 
accelerate the establishment and development of rural-based, privately controlled agribusrness 
firms, mcludmg farm input supply, food and fiber processmg, transportation, technical services, 
wholesale and retail distribution, and sales MOFSA models were created to increase the fmancial 
viabdlty, operational efficiency, and marketing skills of private farm enterprises and agribusiness 
firms at all levels of the agribusiness system A major part of MOFSA's efforts focused on 
mcreasmg the flow of fmancial mputs to farm production, mcludmg agricultural credit and capital 
mvestment Farms have severely lmited funds for traditional agricultural production mputs and 
much less for new technologies, until farms become solvent, banks will not make loans to them 
MOFSA identified several food processors with viable businesses and provlded techmcal 
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assistance to them to Implement a central MOFSA concept that mcreasmg the profitability of 
processmg mdustries would result m mcreasmg the demand-pull that would eventually mcrease 
farmgate prices 

Tranng models The MOFSA t r a m g  model is the most sustamable contribution of the 
project It is distinguished from t r a m g  typically provided m Russia, which provides proscriphve 
solutions that can be mitated with few alterations The MOFSA model begins with an 
exammation of specific problems, then generalrzes the lessons learned mto a broader context 
Managers learned new technologies and were given conceptual and analytical tools to make 
choices and adapt to changmg market conditions At its best, MOFSA offered not only new 
mformahon but also a new way of th~nlung about problems The best MOFSA tramers did not 
only teach Russian managers what to do but also how to manage They developed strategic plans 
to attract mvestrnent and also teach officials how to plan creatively despite resource constramts 
They helped Russian managers determme which dalry cows to cull and how to calibrate boiler 
plants and also how to use production mformation to make management decisions and how to 
thlnk about energy systems No smgle project can change a cultural bias for ready-made 
soluhons, but MOFSA's mnovahve t r a m g  methods made progress m this respect 

Flexible project management MOFSA's social services component was designed to 
mcrease the efficiency and reduce the costs of housmg and utilities The social services 
component got a major boost from the government of Cherepovets raion when it advised MOFSA 
to dlrect its resources on housmg and utilities MOFSA's social services activities also comcided 
with major events m the macroeconomic environment, as the federal government issued mandates 
to recover an lncreasmg portion of the costs of social services MOFSA's work on budgetmg and 
financial forecastmg for heatmg and utilities, housmg management, mumcipal planrung, and 
kmdergarten operations was a highlight of the project and provides evidence of the potential 
benefits of flexibility m project management The success of this approach Indicates that technical 
assistance should remam flexible to pursue opportunities as they emerge 

Agricultural cred~t MOFSA's tramng for bankers was designed to Introduce credit 
analysis, portfolio management, and customer service skills to support the anticipated agricultural 
guarantee fund Vologda banks, on the other hand, are oriented toward managing the purchase 
and sale of government-issued bonds and financmg a few major, formerly state-owned mdustries 
These banks do not seek new customers They may not have been ready to take advantage of 
MOFSA's customer-oriented trammg In the future, the banks that survive the current declme m 
merest rates on government bonds will be much more receptive to customer-oriented services 

Business development organlzat~ons Russian busmess firms are still adjustmg to the 
demands of a competitive marketplace To agribusmess managers, busmess development 
orgamzations, which are based on the concept of cooperatmg with one's competitors, may have 
seemed llke a step backward Into the cooperative marketmg system of the Soviet period 

Coordination wrlth advisory committees The original work plan stipulated project 
planrung and evaluation with the Internal Technical Advisory Council, the External Advisory 
Councll, the Vologda Oblast Supervisory Council, and Russian counterpart orgamzations, 
mcluding the Department of Fmance, Department of Agriculture, State Property Management 
Committee, AKKOR, raion admlnlstrative offices, the Agrarian Institute, and the Agrocoprognoz 
Scientific Center The mandate for coordmation may have been too broad or ambitious In any 
case, the advisory councils did not provide significant guidance in project mplementation 
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Policy and technical assistance project sequencing The current economic envuonrnent m 
Russia severely reduces agribusrness development opportunmes Even where attractwe 
opportumties exlst, the policy environment discourages development An agricultural policy 
project precedrng MOFSA could have provided an institutional envuonment so that techcal  
assistance m social services and agribusmess could have been even more effective In addition, 
the scope of MOFSA could have been broadened to mclude a policy component In retrospect, 
the policy component could have replaced the credit component and would have fit well mto 
MOFSA's t r a m g  program 

To mamtam the momentum of privatization, development programs need to work m two 
spheres-one, farms and agribusmess firms and the other, policy-with several constituencies m 
each sphere Techcal  assistance projects need to work with farms and the agribusrness firms 
supportrng them Under the current, adverse economc conditions, techcal  assistance should not 
be directed toward rescumg weak farms and agribusmess f m s  unless techcal  support can be 
sustarned for at least five years For projects of less than five years' duration, techmcal assistance 
should be focused on strong farms and agribusmess firms where it can leverage existmg 
resources and serve as an example for weaker orgawations 

In the policy sphere, development programs should assist officials m creatmg legislaDon to 
support the growth of agr~busmess In Russia, there is sigmficant scope for useful policy work at 
the oblast level, where federal legislation on agricultural issues is sometunes lackrng There is 
also a need for coordmatmg with federal policy makers, providmg lessons learned at the oblast 
level, and lobbyrng for new legislation and changes m existmg legislation to provide opportunities 
for new programs at the oblast level 


