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EXECUTIVE SUMMARY

i

The  Government of Peru/USAID PRIDA (Private Sector Agricultural
Investment) Project was initiated to encourage local private commercial
banks to provide medium-term agricultural credit to farm operators. The
Banking Law of 1933 limits commmercial banks to short-term lending. His-
torically, private commercial banks have made only short-term operating
loans. The exceptions are special lines of credit, such as PRIDA, which
are derived from outside sources. Medium-term agricultural lending by
commercial banks has been limited also because of the near monopoly and
global lien on farm assets by the Banco Agrario, stipulated by the
Organic Law of Banco Agrario as amended in 1982.

The PRIDA Project, in its first year of actual operation, succeeded
in its major objective. Eleven commercial banks made medium-term agri-
cultural loans and, in all, 22 banks signed agreements to participate in
the program. Nearly US$ 5 million was disbursed in the project's first
two years, a level far surpassing the Project's objective of US$ 2.4
million over a two and one-half year period.

The loans granted were for good, well planned operations that are
being implemented in an efficient manner which will achieve the objec-
tives of the sub-borrower farm operators. Many of these loans were made
to new entrants into farming -- entrepreneurs who have a strong interest
in agriculture and have the initiative to develop profitable enterprises,
Without the PRIDA faéi]ity, these entrepreneurs would not have launched
their operations.

In all, 92 loans have been approved with an averageiloan size of US$
54,907. Although the average loan size is larger than anticipated and
the number of loans to be made will be below the targeted 1,C00 loans, it
is likely that the overall impact of the program will be greater than
projected. The loans that have been granted are considered to be of a
commercial scale and the average size of loan, if the program continues,



will probably increase slightly, Approximately 600 loans will be granted
if the Project achieves its targeted value of US$ 35 million.

In general, the commercial banks are interested in making medium-
term agricvltural loans. There are exceptions within regions, of certain
banks that have no interest in agriculture. The PRIDA Project is consid-
ered to be a success in that it has generated interest among banks well
above the targeted level.

The program has fallen short in its training, promotion, and tech-
nical assistance programs. The training and promotion programs require
better p]annfng and utilization of funds and resources. The technical
assistance program is non-existent and requires the “projectization" of
the component.

During the first two years of operation of the PRIDA program, in-
terest rates were not in line with the Project's objective of placing
loans at "market rates.” This has now bten resolved and new loans, if
the Project continues, will be closer to market ratzs since they will be
based on an "Indexed System* or as a recommended alternative, in line
with B.A.P. rates under their new directive to approach commercial rates.

The problem of the GOP inability to meet its commitment to provide
counterpart funds to maintain the dollar value of the PRIDA Fund per-
sists. There is no provision in the current Government budget to cover
these commitments and, with elections in progress, it is unlikely that
this issue can be resolved until early in fiscal 1986. It is not likely
that these commitments can be met from other sources. The question of
co-financing also is unresolved. It is highly unlikely that the GOP will
secure such funds from any U.S. financial institution.

The PRIDA Project was temporarily suspended at the end of December
1984 because of the failure of the GOP to provide the counterpart funds
and the co-financing required, In ligiit of the improbability of the GOP
securing co-financing and the probability that counterpart funds will not
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be forthcoming until the first part of fiscal 1986, USAID's major deci-
sion is whether to continue the Project by disbursing its remaining US$ 5
million contribution plus the contributions of the ICI's and subbor-
rowers, or to terminate the Project.

The PRIDA Yoan facility has gained recognition and a large number of
applications have been filed. The termination of the program will negate
the interest generated in the program in commercial banks as well as
destroying the trust and enthusiasm of potential subborrowers. The
Project, at i}s modified level, has succeeded in its basic objective and
-has - been instrumental in funding many worthwhile farming operations,
Continuing the program at a new modified Tevel would result in a substan-
tial impact at the micro level with the probability that the Project will
receive additional funding at a later date,

Postponing the renewal of the Project will result in the negation of
the progress made through the promotion and training programs and will
substantially reduce the enthusiasm of commercial banks. Postponement
should not be considered. The team recommends a decision to either
restart the. program immediately, at its reduced level, or to terminate
it, if the counterpart funds issued cannot be resolved.

Of these two actions the team would recommend a decision to continue
the Project at a modified level through the disbursemnent of USAID's Us$ 5
million. It is also recommended that the required co-financing be elimi-
nated as a condition precedent and that the counterpart funds requirement
be postponed until early 1986. The latter could be negotiated to be pro-
vided on a phased basis over a two-year period. This would permit the
program to continue with minimum delay,

To improve the availability of agricultural credit overall, USAID,
COFIDE (Development Finance Corporation), and other agencies must ag-
gressively seek the repeal or amendment of legislation affecting agricul-
tural credit. They must also press for realistic government policies
that would have a positive effect on agricultural development and agri-
cultural credit in particular,

1



The technical assistance component of the Project must be further
developed. This will require a special activity to “projectize" and
identify technical assistance. The type and emphasis of the technical
assistance will depend upon the direction the Project is to take, but

suggestions are provided in Chapter VII.

It is recommended that the Project be slightly modified to obtain a
greater impact and to support. a policy objective .of GOP/USAID. The
Project can bé targeted on the non-traditional agricultural export sub-
sector and linked with the FRAI loan facility to support the full devel-
opment of the potential of the non-traditional agriculture subsector.
Technical assistance can be utilized and targeted in this direction and
the funds from the two loan facilities coordinated for greater impact,

Although the PRIDA Project was not originally targeted on the non-
traditional agricultural export subsector, many of the loans granted were
for the production' of non-traditional exports and require assistance to
further d;velop their capabilities. The entrepreneurial entrants intq
the agricultural sector are capable of developing their capacity to pro-
duce and export non-traditional crops and products and, with credit
assistance coupled with technical assistance, the subsector can expand.

iv



Chapter 1
CONCLUSIONS AND RECOMMENDATIONS

A, Observations and Conclusions

The Project, in relation to the needs of the sector and to the magni-
tude of the funds made available by the IDB and the World Bank, is rela-
tively small. It has had very little impact on the Agricultural Sector
from a macro standpoint. However, at a micro level, individual farm oper-
ators have benefited greatly by the facility and the local banks have
benefited through their experience in making loans to agriculture, In
general, the Project has bermn a success. The major conclusions of the
Assessment Team follow.

1.  Achievement of Projected Outputs

The PRIDA (Programa de Inversiones para el Desarrollo Agro-
pecuario) Project, although limited in its effective size or volume of loan
funds, did accomplish several sub-objectives or outputs,

a. It influenced private commercial banks;to begin providing
medium term loans, for agricultural purposes, From dis-
cussions, most senior and middle bank officials wish to
continue making medium-term agricultural loans.

b. In the first year of lending, the Project goal, signing up
9-12 banks to make loans was achieved. 1In all, 22 banks
have signed lending agreements with COFIDE (Corporacion
Financiera de Desarrollo).

C. The loans made were generally for good, well planned proj-
ects that are being implemented in an efficient and profes-

sional manner.

d. Numerically, the number of loans projected will not be
achieved. It is projected at the PACD (Project Anticipated
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Completion Date), that only 300 loans will have been made at
an average of approximately US$ 55,000 per subloan. Al-
though the number of loans to be made is smaller than antic-
ipated, the loan size is almost twice what was anticipated.
Loans of this magnitude will have an overall greater benefit
and impact.

A credit manual was prepared and utilized, to some extent.

_ However, it is more a promotional pamphiet from COFIDE to

the Intermediate Credit Institutions (ICI's). A more com-
plete manual containing instructions, more a "cook bock
approach", is needed. Also promotional material better
gearad to the farm operator is required,

The target ‘of providing 1,000 farm operators with some type
of technical assistance will not be achieved. To date there
nas been no technical assistance program estabfished. With-
out a specific definition and concept of technical assis-
tance for farm operations and a specific targeted program
based on rational‘utilization there will be no technical
assistance during the life of the project.

Although some training of ICI (Instituciones Intermediarias
de Credito) personnel was undertaken, in the form of semi-
nars and conferences, it was insufficient to create the
required understanding of medium and Tong term credit
analysis and to train ICI personnel in PRIDA requirements
and procedures. To achieve the desired level of training
more intensive courses of Tonger duration will be necessary.

Two or more COFIDE personnel were trained, in-house, and are
well prepared to undertake responsibilities in the PRIDA
Program. No external training was utilized and it does not
appear necessary, |



2. Interest Rates

One of the stated Project objectives was to support changes in
the GOP interest rate policy so that market rates are used in agricultural
lending. Neither the GOP nor the Project has been able to achieve this
objective during the past two years of PRIDA implementation. PRIDA loans,
as well as BAP (Banco Agrario del Peru) loans, have been placed at negative
rates and well below commercial rates, During the period of active Project
impl ementation, January 1984 to January 1985, PRIDA's loans to farmers were
at an effective interest rate of 63Y (plus 8% tax). BAP's loans for sim-
ilar types of investments and beneficiaries, were also at 63% between
January and July. They were increased to 80% in August and to 85.6% as of
November 1984. During the same twelve month period, the inflation rate
(CPI) averaged 111% and commercial short-term credit ranged from about 90%
at the beginning of the year to over 130% by year end.

To a great -extent, PRIDA's negative rates were established in accor-
dance with the BAP rates. It is most doubtful that ICI's would have been
able to place any PRIDA funds at commercial rates, if farmers had had
access to BAP loans at much cheaper rates. At the commencement of the
Project, BAP's credit line was the only one available for medium-term loans
a5 no commercial banks were providing medium-term investment loans to agri-
culture, Therefore, it is reasonable for COFIDE to have established PRIDA
rates for a similar purpose, in line with BAP's rates.,

-As of February 1985, COFIDE has established that PRIDA loans, over the
equivalent of US$ 30,000, will be indexed with the CPI, or in US Dollars.
Therefore, except for loans under US$ 30,000, that will remain at the fixed
rate of 90%, the bulk of the loans will be at positive rates in real terms,
It is important to note that, as of February 1985, BAP's interest rates for
investment loans in the coastal area* have been increased to an effective
rate of 138%, which is some 12 points below the expected inflation rate for
1985. Moreover, BAP has announced, as a new policy to maintain its rates
for most coastal region activities, rates no lower than ten points below
the inflation rate of the past three months and at less than six points
below the average commercial rates,



An important finding of the evaluation team is that the type of bor-
rowers financed under the PRIDA pfoject assign significant value to the
promptness and opportunity of ICI's lending and, therefore, at equal eval-
uated cost or reasonable higher cost they would apply to private barks for
agricultural loans rather than to BAP. Therefore, if BAP follows its an-
nounced policy of keeping its ordinary rates at no more than ten points
below the CPI, the indexed loans under the PRIDA project should be compet i-
tive. The problems PRIDA faces are that the indexation system is not well
understood, hég an element of uncertainty about the rate to be paid, and
does not enjoy the support of borrowers or ICI's. Indexed loans require a
strong promotion campaign,

3. Conditions Under Which Private Banks are Willing to Lend for
Agricultural Investments

As in any other country, Peru's private banks are willing to
participate substantially in lending operations that provide relatively
high profit and low recovery risk. The basis for this willingness is
directly related to interest rates and viable guarantees of collateral. In
analyzing the situation in Peru, it is important to distinguisn between the
willingness and capability of private banks to lend their own resources,
and their willingness to act as intermediaries for lines of creait provided
to them from other sources.

Private bank lending of their own resources, which are mainly short-
term deposits, will require: (a) that loans be made of a short-term, (b)
that interest rates be sufficient to cover'the financia1.and administrative
costs, or in other words be at competitive commercial interest rates, and
(c) that the guarantees taken as collateral be of a nature that would
facilitzte their execution without major complications, i.e., urban real
estate, certificates of deposits in dollars or other types of commercial
guarantees. This type of short-term lending to the agricultural sector was
done by private banks, ‘at a reasonable level, before the agrarian reform
started in 1969 and to a limited extent is now taking place since the ad-
vent of the new administration in mid-1980. In most cases, this lending is

+



for short-term marketing loans, or bridge financing to farmers applying for
subsidized credit from BAP,

Substantial participation of private banks as intermediaries of 11nes
cf agricultural credit provided by COFIDE, the Central Bank, or any other
GOP financial entity, requires the banks being allowed an adequate interest
rate spread to cover costs and profit, and.an effective interest rate com-
petitive with the rates charged commercial farmers by BAP., Competitive
rates of interest can be established by forcing BAP to lend at commercial
rates of interest, or by setting the interest rates of the credit lines to
be intermediated, at a similar level with those of BAP. PRIDA lending up
to January'1985 has followed the latter course.

Modifications to existing legislation which provides chattel mortgage
privileges to BAP and prec]udes the use of farm land as.guarantee for agri-
cultural credit are required. Such changes would enhance the willingness
and capability of private banks to participate in lending for agricultural
investments,

4. Impact on Non-Traditional Agricultural Export Subsector

The PRIDA loan facility was not oriented to achieving an impact
on the non-traditional agricultural export subsector. In effect, a
“shotgun-approach" to loan availability was taken. A large percentage of
the loans were utilized for non-tiraditional types of crops, however, and
indications are that the recipients, who were host]y entrepreneurs with
good capability, would favor assistance to participate in the production
and export of non-traditional crops and products,

The other loan facility in the agricultural sector, FRAI (Fondo de
Redescuento para Inversiones Agroindustriales) (Rural Agribusiness
Rediscount Fund) is similar in approach. However, loans are available to
"agri-business" or "agro-industry” and are not targeted specifically by
sector. In addition, there is virtually no complementarity between the two
loan facilities to achieve a common objective.



5. Maintenance of Value CoVeﬁant

The GOP is committed to maintain the dollar equivalent value of
the PRIDA Fund. There has been no provision in the Government's budget for
funds for this purpose. The deficit in the fund was exacerbated by: (a)
the USAID requirement that disbursed funds be deposited in a non-interest
bearing Project account, and (b) the devaluation of the Sol with respect
to the dollar which was greater than the effective interest rate.

6. Counierpart Funds

There is currently, a major problem with the GOP providing the
Counterpart Funds. This problem will continue as there is no provision in
the GOP Budget for funds to ful fill the commitment, Given the deteriora-
ting conditions of the central Government budget and availability of funds,
it iy probable that counterpart funds will not be forthcoming until early
1986.

7. Co-Financing

In light of COFIDE's request to eliminate the condition precedent
requiring the securing of US$ 10 million co-financing from a U.S. commer-
cial institution, and the present economic conditions, it is not antici-
pated that co-financing will be obtained. In fact, economic conditions
prior to the signing of the Project Loan Agreement were such that there was
Tittle 1ikelihood that such financing could have been obtained. It should
have been deleted from the Loan Agreement at that time.

8. Legislation Affecting Agricultural Credit

The Organic Law of Banco Agrario directly limits the type of col-
lateral that a private commercial bank can utilize as a "guarantee" for:
agricultural loans. It “"forces" these commercial banks to consider and
require only non-farm collateral. This directly limits the access of



farmers to credit from them. Broad changes in the laws affecting agricul-
tural lending are required before commercial banks can begin to provide the
volume and type of credit required by agriculture,

9. Government Policy

Contrary to the optimistic view of the Presidential Task Force, a
positive climate was not created for private commercial bank lending in the
agricultural sector. The policies of the former government were expressed
in terms of tegislation related to land tenure, price controls, marketing,
collective farms, and the Banco Agrario. There has been no definition of
new policy or changes made to- the legislation. New elections are to be
held on April 14, and there is little evidence that sweeping changes will
be made.

10. Loan Approvals

Currently, loan applications over US$ 100,000 require prior ap-
proval of both COFIDE and USAID. This is a cumbersome requirement re-
sulting in unnecessary delays in loan approval. One or two loans, over the
US$ 100,000 level took more than five months from loan applications to dis-
persal of funds.(See Appendix C, No. 11). USAID involvement merely creates
a delay and it is necessary that the process be streamlined.

COFIDE has demonstrated, during the two years of the PRIDA Project its
responsibility and capability to determine the credit worthiness of its
projects. COFIDE currently has full approval authority of loans up to US$
700,000 under the FRAI loan facility, '

11. Technical Assistance

The least successful component or activity under the Project, is

technical assistance. It is non-existent. Technical assistance was not
_defined in the Project nor was a technical assistance plan or strategy
developed. There is a failure to distinéuish between training, promotion,
project assessment and technical assistance. In addition, the concept of



_the ICI's proviaing technical assistance to farmers is unworkable. The
farmers will not pay for such Technical Assistance from ICI's. Farm oper-
ator have demonstrated some willingness to seek out and pay for highly spe-
cialized assistance that they believe they require, but would be unlikely
to pay for general support. They will have no confidence in it. The two
funds in the Project -- the US$ 300,000 and the US$ 500,000 -- require a

e et e

new concept and definition. Budgeting of funds for the separate and
o -lon. i

distinct components and activities of {a) Training, (b) Promotion, (c)

Project Revigy or Assessment, and (d) Technical Assistance should be

undertaken,

The US$ 300,000 Fund is a Training and Promotion Fund and should be
considered as such. It should be utilized by COFIDE to service the needs
of the ICI's and to promote the loan facility. The USS 500,000 Fund is a
Technical Assistance Fund and should be considered as such, The Fund
should be "projectized" with the Technical Assistance specified and time
phased. This will require a special and separate activity to be undertaken
.after.a determination is made as to the “targeting" of the Project.

12, Training

fraining of ICI personnel, especially in the northern depart-
ments, has been insufficient. An in-depth training program, available on a
periodic, but continuous basis is requived. It should be in the nature of
a course and not a seminar. At present, the banks in the northern dis-
tricts are, generally, taking excessive time to approve and disburse loans.

13. Promotion

The promotion program, undertaken by COFIDE, did reach some bor-
rowers and botentia] borrowers. However, it did not appear to be as ef-
fective as is required. The program requires continuity and the use of
types of promotional techniques other than radio and television,



14. Bankers Attitude Towards Agricultural Credit

Bankers interviewed by the evaluation team had different reac-
tions. Those in Arequipa, Piura and Chiclayo were more interested and
enthusiastic about the possibilities of their major involvement in agricul-
ture lending. The ones in Trujillo and Tarapoto were indifferent and
rather pessimistic about the possibilities B?QEEF?EETELraI lending by their
banks, and the ones in Lima indicated either, that.they didn't have suffi-
cient knowledge and information about agriculture or that existing condi-
tions made agricultural lending too complicated and risky for them. The
main reason for the positive attitude of bankers in Arequipa and Piura
would seem to be the great importance of agriculture in these departments,
the high potential for on-farm investments related to new irrigation and
land rehabilitation projects as well as the abundance of young entrepre-
neurs wanting to participate in agricultural development,

Existing condition; in the agricultural sector make it unattractive
vor banks to invest in equipping their institutions with the human and
physical resources needed to do a proper job in Jend1ng to the farmming
sector. As in the case of the PRIDA credit line, they would be willing to
participate in agricultural lending if interest rates, among other factors,
would permit them to compete with BAP. Their participation would be en-
hanced if the existing legal constraints related to the use of farmm land
and chattel mortgage as collateral for agricultural loans were to be
resolved.

B. Recommendations

1. USAID should attempt to el1m1nate its requirement that loan dis-
burcements be deposited in a non- 1nterest bearing account or otherwise
deve]op a methond to a9373~253—?ﬁﬁ§ﬁiﬁﬁﬁgi loss in purchaSIng value of the
PRIDA fund. At the same time, COFIDE should 1mprov3 its management of the

account_through careful planning of rquE%ts for advances and placing PRIDA
Program reflows in an interest bearing Project account to avoid loss of
value, ‘



2. It is recommended that the Counterpart Funds_requirement be post-
poned until early 1986 to permit the Project to continue,

- o L e e o -

3. The condition Precedent requiring Co-Financing should be elimi-
nated from the Project. s —— T T

4. The issue of interest rates is difficult to assess in light of
varying objectives and competition of BAP, Under the circumstances it is
recommended that PRIDA subborrowers be provided with an_gptiod“qf, (a) a
rate of interest equal to the BAP rates .or medium-term ordinary cE;dit, or
(b) a rate based on the indexed system >f FRIDA. Education and promotion
should be provided to ICI personnel and potential boF}owers on the pros and
cons of the Indexed System. '

5. USAID and COFIDE should aggressively promote broad changes in the
legislation that adversely affects the -participation of private commercial
‘banks in the agricultural sector, especially The Organic Law of Banco
Agrario. |

6. It is recommended that USAID raise the level for its prior ap-
proval of loans from us$ 100,000 to US$ 200,000 to streaml ine loan approv-
als and loan fund disbursals, as requested by COF IDE.

7. The two funds for Technical Assistance should be re-defined and

targeted more precisely.

a. The US$ 300,000 fund should be labeled "The Training and

promotion Fund". COFIDE should utilize the Furnd as follows:

Training Courses ' 75,000

Promotion 125,000
vehicles (5 Regions) 50,000
Project Assessment 50,000

COFIDE should provide courses on A regular basis rather than
seminars or conferences. As part of the assessment, region-
al COFIDE personnel should visit subprojects on a regular

10
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basis. To do this, appropriate vehicles are required at
each branch office (4-wheel drive vehicles). External or

overseas training irequired.

Delete the Special Covenant that ICI's are to establish and
maintain a Technical Assistance Fund,

The US$ 500,000 Fund should be taken out of the loan and
provided by USAID as a Grant or assumed by the GOP. The
Fund should be labeled the "Technical Assistance Fund", and
utilized by COFIDE to provide specialized technical assis-
tance to ICI's and to farm operators. The technical assis-
tance should consist of the following:

- _From COFIDE to ICI's Objectives: (a) To assist ICI's in

developing agricultural loan department, (b) to train ocal

ICI personnel in agricultural credit fund and (c) to provide
COFIDE with in-house agricultural credit expertise. Spe-_
cialists: Agricultural Credit Specialist ~- 1

- From COFIDE to ICI's and Farm Operators Objectives: (a)
to assist ICI's in preparing farm loan plans, (b) to train
and assist farmers and ICI personnel in the preparation of
loan applications, (c) to assist ICI's and COFIDE in the
review and assessment of loan recipient operations, (d) to
assist farm operators in developing adequate farm plans and

proper enterprise and farmm accounting, (e) assist farm oper-
ators in implementation of farm plans and utilization of
loan proceeds, and (f) provide farm operators with technical
expertise in production and marketing areas as required.
Specialists: Farm Management Specialist -- 2

Other Areas of Technical Assistance Required

- Irrigation
- Horticulture

11



- Livestock
- Marketing
- Postharvest Technology

Options

1. Technical Assistance Unit Established Within COFIDE: A
Tec_hm'ca] Assistance Unit, established within COFIDE, would
employ Agricultural Credit Specialist and Farm Management
specialists and provide their cervices on a rotational or
as-needed basis. Technical Assistance would be limited to
two specialists because of the difficulty in maintaining a

larger, competent technical staff.

2. Contracting with Private Consulting Firms: Technical
Assistance would be provided, under a contract with COFIDE,
by a private consulting firm, Ten or more man-years of
technical assistance would be necessary to cover the fields
listed above. A recommended project, targeting the non-
traditional export subsector has been described in Section
VIII.

8. In addition to promotion through radio and television, COFIDE
should develop a small pamphlet, oriented to farm operators, promoting the
loan program. This pamphlet would be distributed by the banks with monthly
bank statements. It was observed by bank personnel that the potential
users of this line of credit will be those farm operators who already have
accounts. Use of a pamphlet for promotion would be more direct and have a
greater impact. The sample survey found that most loan recipients had
learned of PBIDA through contact with personnel of their bank.

9, 1t 1s recommended that the two loan facilities within the
*
agricultural sector, PRIDA and FRAI, be closely "linked" so that they

«  Although the PACD for the FRAI Credit Facility was December, 1982,
there are substantial funds derived from loan recovery, standing idle.
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are complementary and then both targeted on the non-traditional agricul -
tural export subsector. In this way, their impact can be maximized.
Through more precisely targeting their clientele, they can better achieve
their objectives and in addition serve as a policy tool to achieve the
development of the subsector. Technical assistance can be targeted more
precisely and utilized more effectively,

The Technical Assistance Fund of PRIDA should be made a Grant or
assumed by the GOP and be utilized to provide Technical Assistance in such
areas as postharvest technology, marketing development, production tech-
nology and. other specialized fields. Funds can be utilized directly by
COFIDE to hire and provide technical assistance or be used by COFIDE to
contract for technical assistance through a consulting firm. If the funds
are to be utilized by COFIDE to provide technical assistance, a special
division or unit should be established. The technical assistance should be
provided to loan recipients and to the subsector, 'in_general, based upon a
total systems approach (See Chapter VI1, Recommended Project No. 1).

The two Projects should be re-directed through amendments, and the
implementation of both be undertaken in the same COFIDE Section., They
should be promoted and implemented as one Project to achieve the desired
complementarity.

10.  COFIDE should as part of the technical assistance program employ,
)r secure the assistance under contract of, trained and experienced Farm
1anagement Specialists, to provide assistance, (a) to IC{{g‘in preparing
loan applications and interpreting and assessing proposed projects, and (b)
‘0 subborrowers (farm operators) in record keeping and accounting, farm
1anagement and farm planning. They should also be utilized in the super-
'ision and periodic assessment of farm operations.

11.  The Covenants requiring that funds may not be used for production
'f citrus for export, and the covenant concerning “source-of-origin" (U.S.)
hould be altered. The loan facility, when disbursed through local private
ommercial banks, is not a "USAID Project" and cannot succeed if these
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restrictions are placed upon its usage at this level, Farm operators do
not understand the reasons for refusal to grant a loan for a truck, for'
example, and blame the bank, PRIDA and COFIDE. U.S. sourced equipment is
not generally available. Also, citrus produced for export in Peru is not
necessarily for export to the U.S. and it exported to the U.S. would not be
in competition with U.S. production as it is available in a period when the
U.S. is not producing,
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Chapter 11
METHODOLOGY OF THE EVALUATION

In conducting its assessment of the PRIDA Project, the Evaluation Team
utilized both objective and subjective evaluation of pertinent information
and observations. To obtain the information required, the study team
utilized secondary sources available in COFIDE's central and branch offices
and in the central and branch offices of participating commercial banks.
Interviews were held with key personnel of COFIDE and of commercial banks
at both their central and branch offices. Visits were made to selected
subborrowers (farming) operations in most of the regions having loans and
in some regions with no loans. Farm operators were interviewed in-depth
utilizing a question guideline to determine the actual use of the funds and
their impact, the level of expertise of the farm operators and the general
condition and efficiency of the farm operations.

Interviews were also held with individuals in relevant service areas
having an impact on agricultural operations: e.g., exporters, suppliers of
inputs, box manufacturers, development organizations, experiment stétions,
Departments of Agriculture and Producers Organizations.

The following analysis is based upon the responses, data collected,

and observations made (See Appendix A for methodology utilized in assessing
subborrower performance).
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Chapter 111
BACKGROUND

A. The Agricultural Sector in Peru

The performance of the agricultural sector in Peru from the beginning
of 1970 to 1983 was extremely poor. It is estimated that the value of
total agricultural production rose at only 0.7 percent per annum compared
to 2.5 percent per annum between 1950 and 1970. In real terms, total
agricultural production actually declined by 0.5% per annum in the decade
of the 1970s. Adverse climatic conditions, such as drought, affecting a
large part of the country during the 1970s, and floods on the northern
coast in 1987, caused great damage to agriculture, However, there were
additional reasons for the poor performance of the sector. These include:
(1) the agrarian reform introduced by the military government in 1969 and
the manner of its implementation during the 1970s; (2) the socialization of
much of the economy; (3) the dismantling of the agricultural extension ser-
vice; and (4) the official marketing and pricing policies during the 1970s;
all of which acted as disincentives to producers during a period of runaway
inflation.

With the return of a constitutional government in July 1980, an eco-
nomic development model was established in which the private sector and
market forces played predominant roles in promoting economic development.
High priority was assigned to increasing Aagricultura] productivity and
production and some of the policies designed to achieve these goals have
been put into effect, including: 1liberalized international trade, reduc-
tion or abolition of subsidies, producer price supports for a'l but a few
commodities, an increase in interest rates for égricultural loans closer to
open market rates, and restoration of the research and extension services.

As outlined by the Presidential Task Force Report, and other reports,

the principal constraints to increased agricultural production in Peru
include: lack of an efficient marketing system based on competition, a
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lack of government policies related to the efficient use of natural, fi-
nancial and human resources; an inadequate input availability and supply
system; and the lack of appropriate policies designed to increase savings,
thereby permitting private banks and other financial institutions to com-
pete in providing credit to the agricultural sector

Peru's agricultural resource base is extremely limited in quantity and
quality of cultivable land compared to- some other Latin American Countries.
While the total area of the country is 128.5 million hectares, only about

% is suitable for agriculture and 14% suitable for pasture. The balance
is either suitable only for forestry or unsuitable for cultivation alto-
gether because it is too dry, too wet, too poorly drained, too steep or too
isolated from markets for economic production of food or fiber. The coun-
try is divided into three well-defined geo-ecological zones: the Coast,
the Sierra and the Selva.

The Coast is a desert-type strip of land of about 3,000 km. long lying
between the Pacific Ocean and the foothills of the Andes. Coastal agricul-
ture is limited to some 58 river valleys where there are about 800,000 ha.
under irrigation. Rainfall in the coastal zone is almost nil. This zone
accounts for 46% of the population and over 40% of the country's gross
value of crop production. Major agricultural products are sugar, cotton,
rice, maize, potatoes, citrus, olives, grapes, pulses, vegetables and
fodder crops. The :zone enjoys relatively close proximity to the urban
markets, a good transportation network, other infrastructure, and is rela-
tively prosperous. As a consequence of the agrarian reform, much of the
area farmed is under the management of collective-ownership entities.

The Sierra, which constitutes the Andean highland zone with over 444
of Peru's population, is characterized by generally poor and eroding soils,
recurrent drought and frost. Nevertheless, this area has some valleys with
deep fertile soils. About 2.3 million ha. in the Sierra are cropped and
about 17.3 million ha, are used for grazing, mostly under marginal condi-
tions because of the steep slopes and high altitudes. The Sierra accounts
for almost all of the wheat, most of the potatoes and a third of the maize
grown in Peru., These crops are produced by very small farmholders. The
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Sierra also accounts for about 80 percent of the production of beef, all of
its sheep, over 60 percent of the hogs and all of the 3.2 million alpacas
and 1.5 million 1lamas. Virtually all Sierra land suitable for agriculture
is presently utilized. About 250,000 ha. are irrigated, of which 150,000
need rehabilitation. There is some potential for improving productivity
through extension, research and use of production inputs.

The Selva, made up of tropical forest zones east of the Andes, covers
about 64% of the total land area of Peru and accounts for ten percent of
the total population. ii. comprises two sub-zones: the Eastern slopes of
the Andes at medium altitude, called the “Ceja de Selva" {medium altitude
Jjungle); and the Amazon jungle, known as the "Selva Baja* (lower jdngle).
The zone, in general, is characterized by fragile acid s>ils, pest prob-
lems, sporadic torrential rainfall and isolation by the Andes from the
coastal markets. Beef and other livestock are raised on z minor scale as
well as a variety of crops including, upland and-paddy.rice,-coffee, cacao,
citrus, pineapple, corn, bananas, yucca and other food crois. Most of the
products grown in the Selva are at a competitive disadva-tage because of
the high freight rates resulting from difficult ground trznsportation and
the rudimentary market structure. However, with the const-uction of high-
ways and oil exploration, the Selva Alta (high jungle) has been gaining in
economic importance over the last decade, and the migration of commercially
motivated farmers from the Sierra to the Ceja de Selva, in particular, has
provided considerable impetus to agricultural development. Thus, the Ceja
de Selva is now regarded as an important new agriculturii frontier with
potential to help meet the rising food needs of the large .rban population
along the Coast.

B. The Financial System and Agricultural Credit in Peru

1,  The Financial System

The Central Bank (CB) is an autonomous entity of =he GOP respon-
sible for monetary policy and for setting interest rates +:- institutional

credit operations of banks, savings and loan associaz:ons (known as
financieras) and other specialized agencies dealing with crasit operations.
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Currently, CB is operating three lines of agricultural credit under which
it channels funds to beneficiaries via commercial banks and non-banking
institutions, The three CB lines of credit are: (a) the Regional
Selective Credit Line, which is applicable to most development investments
outside the provinces of Lima, (b) the Selective Agricultural Credit Line,
which is applicable to short-term agricultural production loans, and (c)
the Agricultural Development Line of Credit, which is most relevant to the
PRIDA project because of its similarity with respect to terms and condi-
tions. The CB's Agricultural Development Line of Credit (known in Spanish
as Credito de Fomento Agropecuario) has the following characteristics:

a. The credit line finances medium and long-term investments
of the agricultural sector, including forestry investments
(the only difference with PRIDA), and

b. As in the case of PRIDA loans (for amounts over uss
30,000), the principal amount outstanding is adjusted peri-
odica]iy to the inflation rate measured by the CPI, and the
interest rate over the adjusted principal is also at the
rate of 4.5% per annum.

This line of credit started operations in July 1981 and
until late in 1984 the adjustment of principal was made
under an arbitrary index elaborated by CB, which was below
the inflation rate. Since September 1984 adjustments are
made in accordance with the total variation of the CPI over
the previous twelve months. During the nearly four years
of operation, some 200 loans amounting to 9,000 million
Soles have been made through some 20 ICI's. The line reim-
burses ICI's for 100% of the amounts disbursed as compared
to a miximum of 87.5% under the PRIDA project. The total
amount allocated to the lending fund was 15,000 million
Soles of which about 6,000 million (about US$ 700,000) are
still available for further lending.
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2. The Bank System

The Banking System is guided by the Central Bank (CB) with
respect to monetary and credit policies and by the Superintendence of Banks
with respect to the control, administration and managerial aspects., Cur-
rently, there is a total of 40 financial institutions under the system,
divided into the following categories:

State Development BankS.....eseeeeesveocesoceecnonas &
Peruvian Commercial and Savings Banks.eeeeeeeeacanse 8
-Peruvian Private Development BankS.......eceeeveuns. 3
Foreign Banks (Branches)....ceeeeeseececenveccnnnnns 6
REGiONAl BaNKS.ieeeveeeeseceeeosossnsanscncnccesnans 6
Savings and Loans Associations (Financieras)........10
Specialized Government BankS.....e.eeeesecececensess 3

Commercial banks are permitted to carry out only short-term credit
operat1ons (one year maximum) except as intermediaries for specific lines
of credit under which their participation is authorized. The regional
‘banks- operate as commercial banks with a particular focus on promoting
economic development of the important sectors of their respective regions,
Regional banks are permitted to make medium- and long-term loans. Finan-
cieras are only permitted medium- and long-term credit operat1ons. State
development banks operate as specialized financial intermediaries through
which the Government channels foreign and local resources to priority
sectors (i.e., Agricultural, Indsustrial, Mining, Housing). Commercial
bank's lending is highly dependent on domestic deposits, Those banks with
headquarters in Lima account for about 64% of total deposits under the
system and about 40% of the loans, while State development banks account
for only about 10% of the total deposits and 42% of loans.

3.  Current Status of Agricultural Credit in Peru

Banco Agrario del Peru (BAP), the Government-owned agricultural
development bank established in 1931, has been, since its inception, the
major source of credit to farmers in Peru. Prior to the 1970s, commercia[
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banks had, at most, about 30% of the total lending to the agricultural
sector. However, during the decade of the 1970s to 1983, the share of the
private banks drastically declined to the point that of total institutional
credit, BAP was providing 93% at the end of the 1970s and nearly 98% during
1983. Moreover, private bank's lending has historically been short-term
production and marketing credit. Other non-institutional sources, such as
suppliers of equipment and farming inputs and processing enterprises, also
provide credit. Although the amount of the latter is unknown it is not
believed to account for a significant portion of the total credit to
farmers,

The reasons for the drastic decline in the share of commercial banks
agricultural credit can be attributed largely to: (a) the overall insti-
tutional changes that occurred as a consequence of the agrarian reform,
which adversely affected traditional clients and created an atmosphere of
uncertainty and oriented marketing and lending primarily to the public
entities; (b) the impossibility of competing with BAP's h1gh1y negative
interest rates on loans, subsidized by GOP, and (c) the lack of acceptable
guarantees for commercial bank lending, because the agrarian reform law
established that land could no longer be mortgaged. Only farm production
and machinery could be used as security against loans, and BAP has, by law,
a priority lien in securing its loans with the crop.

The BAP reports that its lending program currently (1983) covers about
20% (480,000 Ha.) of the area of land under cultivation and an estimated
12% (103,000 loans) of tota) agricultural producers. About 40% of the
loans are to cooperatives (down from over 60% during the 1970s) and 60% to
private, small-and-medium size farmholders, During 1983, some 80% of BAP's
lending was for short-term production loans (compared to 90% during the
1970s and up to 1983). Crop production credit has been traditionally con-
centrated on about five commodities: cotton,'sugarcane, rice, potatoes and
coffee. Medium and long-term loans, mainly for land improvements, live-
stock and fruit trees, has been financed almost exclusively from external
funds (World Bank, 1DB, USAID) and, to a small extent, from specially
designated Government funds,

21



Until recently, it was the policy of the Government to charge low
dnterest rates for agricultural loans. The need for continuous injections
of funds to supplement BAP resources for lending reflects the erosion of
BAP's equity resulting from strongiy negative rates over the past years,
Up to 1981, the resources of BAP came mainly from rediscounts from the
Central Bank, its own equity and foreign borrowings. Since early 1981, BAP
introduced a vigorous and successful Campaign to attract savings at com-
petitive market rates. This has accounted for about 20% of BAP's sources
of funds up to 1983. However, because the lending rates were substantially
below the inierest paid to the savers, the ensuing results contributed to
the decapitalization of BAP.

Given the burden that the highly negative rates of interest has repre-
sented to the GOP budget and Central Bank's monetary program constraints,
and as a result of extensive*discussions with the international and bi-
lateral credit institutions dealing with BAP, the Government has started
moving BAP's interest rates closer to market rates. Subsidized lending
rates are maintained only for special cases, such as subsistence farming in
the Sierra.and the expansion of the agricultural frontiér in the Selva
Region. The new policy, which became effective in April 1983, introduced
higher nominal rates and a system of charging interest in advance, in line
with commercial bank practices. The latest interest rate structure approv-
ed by BAP, in line with this policy and with Central Bank regulations, was
enacted as of February 1, 1985, Current nominal and effective rates
charged by BAP are shown in the following table (Table 1),

The standard rate charged by BAP for the bulk of its loans, that is
for most production and investment loans ‘in the Coastal Region, represents
a rate of 137% per annum. This compares to a rate ranging from 160% to
170% for short-term loans from commercial banks. Marketing loans from BAP
at a 150% effective rate are estimated to be at the expected inflation rate
during 1985,
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Table )
BAP'S INTEREST RATE STRUCTURE, 1), 2)

Nominal

Rate Charge Effective
Int.+Commissions Systenm Rate

1. Standard Rates

A. Short-Term Production
————r OOUCLION

Loans 68 « 22 Six months  136.7%
(For most crops in the in advance
Coastal region ana for {S.A.)

Poultry, cotton, sugar
cane, cacao and coffee
Country-wide)

8. lNarketing Loans N+ S.A. 1522

C. ledium Long-Term Loans 67 « 3.5% S.A. 138,52
= {For ‘nvestment Toans .
in the coasta) ares,
except for irrigation

equipment and perennia)
crops)

11. Promotional Rates

A. Short-Term-Second

Priorit 68 + 2% Quarterly 115.82
{IncTunes rice, yellow in advance
corn, and sorghum in (Q.A.)

the Sierra ang Jungle
regions and other food
crops and livestock in
the Coastal region

B. Short-Term-First .

Perority - 64 + 2% Q.A, 1ns, 72
8.1 TFor toans of over

20 million for Tive-

Stock in the Sierra

and Selva)
B.2 For Loans unger 20
miliion (Same as 8.].) 654 « 2% Eng of Be, 2T
Quarter
(€.0.) )
C. Megium/Long-Term
PromOt\onli 67 « 3,8% {€.0.) 117.2%

For 811 investment

Toansin the Sierrs

and Selva, except for

vehicles, Also irriga. .
tion equipment and

permanent crops in the

Coastal Ragion,

1) Auplicable as of February 1, 1985 to outstanding nalances for
active loans under its portfolio ang to Toans to be approved from
that date,

?) Yn aadition, tnere are specis) rates for loans related to spectfic
liuvernment or international contracts, Snort.term ano marketing
10ans in US Nollars are at a rate of 1R% « 2% commigsion or sn
elfective rate ot 2),.5%, when P8I0 Dy the end of the guarter,

Shurce:  Hango &crario ne) Pery,
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Chapter IV
PRIDA PROJECT DESCRIPTION

A. Objectives, Goal and Purpose of the Project

The GOP/USAID PRIDA Project was established to undertake two basic
policy objectives: (1) “the revitalization of medium-term agricultural
lending by the Peruvian private financial sector to small and medium-sized
agricultural borrowers", and (2) “the support of changes in the GOP's
interest rate policy so that market interest rates are used in agricultural
lending®.

The actual target of the Project is the local commercial banks, with
the incidence of the project benefits accruing to farm operators and the
rural community.

The goal of the Project, as stated in the Project Loan Agreement, is
“to increase rural incomes in Peru by increasing agricultural productivi-
ty". The purpose of the Project, as stated, is “to increase the avail-
ability of medium-term agricultural credit in Peru by strengthening the
capacity of private sector financial institutions to finance medium-term
agricultural loans".

B. General Description - USAID Project No. 527-0265, A.I1.D. Loan No.
527-T-081

The USAID-financed Project was designed to facilitate the creation of
a facility (PRIDA) within the State Department Finance Corporation (COFIDE)
for rediscounting eligible loans made to sub-borrowers (farm operators).
The loans were to be for medium-term agricultural credit of up to ten years
for on-farm improvements. The Project would also provide training for
COFIDE and participating commercial bank personnel and undertake promo-
tional activities. Technical assistance was to be provided by COFIDE to
participating banks to assist them in the analysis and preparation of
loans. ICI's would, in turn, provide technical assistance to subborrowers
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in developing famm plans, preparing loan applications and in carrying out
the proper utilization of the loans.

The Project was designed to mobilize US$ 35.2 million for agricultural
credit activities over a five (5) year period. The Agricultural Investment
Fund to be established in COFIDE was to be capitalized at US$ 24.7 million
- US$ 9.7 million from AID loan funds, US$ 10 million from U.S. commercial
banks, and US$ 5.0 milifon from COFIDE. The balance to be mobilized was to
be contributed by ICI's and Subborrowers. ICI's would disburse the amount
of the loan and COFIDE/PRIDA would rediscount 70% of the loan. The ICI's
and the Subborrowers were to provide 30% of the value of the Project. The
Subborrower was required to provide at least 10% of the amount of capital
required and the ICI's the remainder.

A loan of US$ 10 mil]ion was provided as the base of the Project. Of
the total, US$ 9.7 miliion was for the Agricultural Investment Fund with
USS 500,000 targeted for ICI's to provide technical assistance to Sub-
borrowers. The remaining US$ 300,000 was targeted for:

1. Technical Assistance by COFIDE

to the ICl's (Us$ 125,000)
2. Training (uss 125,000)
3. Project Evaluation (uss 50,000)

The Project Loan Agreement in the amount of 10 million was signed and
dated March 29, 1983 with a Project Assistance Completion Date (PACD) of
March 31, 1988. The loan is for 25 years with interest of 2% per annum for
the first ten years after the first disbursement. Thereafter, the rate of
interest will be 3% on the outstanding balance. The loan is payable in 31
equal instaliments of principal and interest with the first instaliment of
principal commencing 9.5 years after the date the first interest payment is
due,

The first Project funds were committed by USAID for sub-lending activ-
ities and Subborrower Technical Assistance on November 14, 1983, eight
months after the loan agreement was signed. The first Yoan was approved
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and Yoan funds disbursed to the Subborrower on April 5, 1984, more than one
year after the signing of the Loan Agreement.

C. Conditions Precedent and Covenants

1. Conditions Precedent

Prior to the first disbursement of funds to PRIDA, the
following conditions had to be met:

i.

11.

i,

iv.

An opinion of the Director General of the General
Department of Legal Counsel of the Ministry of Economy,
Finance and Commerce that the agreement was legal and
binding had to be pravided;

The names and signature specimens of the representa-
tives of the borrowers had to be provided;

A signed loan agreement between the Borrower and a
United State commercial bank for US$ 10 million had to
be executed;

An opinion of Counsel for the U.S. commercial banks,
that the loan agreement between borrower and U.S.
commercial banks is duly authorized and is binding had

to be provided.
I

Prior to any disbursement of funds to Subborrowers, the
following conditions precedent had to be met:

i.

it.

A technical assistance plan for training of ICI's and

COFIDE personnel was to be developed;

A plan for distributing and utilizing technical assis-
tance funds among ICI's for technical assistance to
Subborrowers was to be made;

26



2.

111, A COFIDE credit operations manual for the Project was
to be developed.

Covenants

Numerous covenants were made by the Borrower to USAID, including:

a. - To deposit all reflows of principal and interest received

C.

i,

(less commissions and fees) from all subloans to the
Agricultural Investment Fund for relending.

To maintain the original dollar value of the Agricul tural
Investment Fund through annual capital contributions to the
Fund to compensate for any loss in value.

To insure that participating ICI's. establish a technical
assistance fund for Subborrowers and that the fund is main-

tained.,

To insure that rediscounted subloans conform to the eligi-
bility criteria specified in the Credit Manual.

To maintain commercial interest rates.
Obtain AID approval of loans over US$ 100,000.

To insure that subloans are not approved for AID restricted
commodities; e.g., citrus for export,

To draw down funds from AID Loan not to exceed US$ one
million over the amount of funds drawn down from the

commercial bank's loan,

To provide AID with quarterly reports.
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D. Project Components

Although not stated as such in the Project Document, the Project
consists of three (3) components:

Technical Assistance;

Training; and

Funding for PRIDA discounting activities (credit for on-farm
improvements.

As the Project is written, there is a great deal of confusion as to
the amount of the fund that is committed for training and the amount com-
mitted for technical assistance. It is not clear as to the exact purpose
of the funds designated Technical Assistance,

0

0

Technical Assistance

A fund of US$ 500,000 is to be éstablishéd to provide tech-
nical assistance to the Subborrowers. The extent, depth,
source and type of the technical assistance is not clear.

Training

From the interpretation of the Evaluation Team US$ 300,000 of
the AID loan is oriented to the provision of training, promo-
tion and evaluation. Of this amount, US$ 50,000 is to be
used for periodic evaluation of the Project, US$ 125,000, is
to be utilized for in-country and foreign training of ICI and
COFIDE personnel and the remainder of US$ 125,000 for promo-
tion. '

Funding

A sum of US$ 9.7 million is provided by AID for a lending
program for financing of on-farm improvements. This sum is
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to be complemented by a US$ 10 million loan.hy a U.S. com-
mercial bank to COFIDE and US$ 5 million Agricultural
Investment Fund in COFIDE.

E. Project Inputs and Project  Qutputs

1. Project Inputs

Project Inputs consist of the following:

a.

b.
c.
d.

USAID Loan Funds USS 10 million
Commercial Bank Loan US$ 10 million
Counterpart Contribution (GOP/COFIDE) US$ S million
ICI's and Sub-Borrowers US$ 10.5 million

L 3

US$ 35.5 million

2. Project Outputs

Project outputs at the PACD (March 31, 1988) are as follows:

a.
b.
C.
d.

US$ 35.0 million invested in farm improvement.
1,000 subloans made,

9-12 private sector ICI's participating,

One credit manual developed.

36 members of ICI's staff trained.

Two (2) members of COFIDE staff trained,

1,000 farmers receive technical assistance,

F. 'Relat1onship to Other Agricultural Credit

The Project, designed to encourage commercial banks to participate in

lending for agricultural investments, complements the GOP and international
institutions efforts to increase the supply of agricultural investment
credit in the Country, As previbusly indicated, BAP has been nearly the
only source of agricultural investment credit. However, in spite of the
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strong financial and technical assistance received by BAP from the World
Bank and the IDB over the past five years, its financial and administrative
capacity is not sufficient to meet the potential demand for capitalizing
the farms, or to provide production credit on a timely basis as is required
for short-term credit. The increased participation of commercial banks in
lending to agricu]tura, in addition to increasing total financial re-
sources, should also have an indirect effect in improving BAP procedures
for the processing of loan applications and reducing the time lag in loan
delivery. The Project could also complement the Rural Agribusiness
Rediscount Fund (FRAI) financed by the USAID through the Central Bank and
COFIDE.
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Chapter V
PROJECT IMPLEMENTATION STATUS

A. Modifications to Conditions Precedent and to Covenants and Their

Impact

1. Modifications and Non-Compliance

Several modifications and waivers have been made with respect to

the conditions precedent for disbursement of loan funds and to the cove-
nants by the GOP/COFIDE to USAID. These modifications and waivers have had
a pronounced impact on the Project and its accompl ishments, both of a posi-

tive and a negative nature. The most significant amendments and modifica-

tions are the following:

a.

c.

Due to the difficulty of the GOP in obtaining a loan of $10
million from a U.S. commercial bank, amendment No. 1, dated
September 13, 1983 sought to alleviate the problem by dele-
ting all references to a "commercial bank" and substituting
the term "financial institution or institutions."

Amendment No. 1, also extended the deadline for securing a
$10 million loan from a U.S, financial institution until
December 31, 1984 and permicted the disbursement of up to
$5.0 million during the period ending December 31, 1984.

Through mutual agreement, the parties to the loan postponed
the terminal dates for completion of the conditions prece-

dent at the 90-day and 180-day termination periods and per-
mitted the Project to proceed at a modified $5 million
level without all conditions precedent being met.

Apparently, no modifications were made to the special covenants (Refer
to section IV C.2 of this report). Most of the covenants were honored. [t
is too early to determine the status of compliance with the covenant to
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maintain tne value of tne Agricultural Investment Fund in Soles equ%valen:
to the U.S. dollar value at the initiation of the Fund. It is anticipatec
that this will be undertaken.

Two of the special covenants were not honored: (a) the Covenant tc
maintain interest rates charged in line with cormercial bank terms avail-
able in Peru for this purpose, was not fulfilled during 1984, However,
sinca February 1, 1985, the interest rates have been adjusted and loans
above US$ 30,000 will be positive, in real terms; (b) the second Covenant
not honored was the establishment of a technical assistance fund by partic-
ipating ICI's and the maintenance of that fund by means of fees charged to
subborrower§ receiving technical assistance.

Although not a condition precedent, nor a special covenant, the provi-
sion of counterpart funds of USS 5 million to the Project was a major com-
ponent of the Project Investment Fund. The provision of this sum at the
beginning of the Project was wajved by USAID and has not been made avail-
able by the GOP to the Project as of the date of this assessment,

2. Impact

USAID's waivers and emendments of inputs into the Project have
had a serious impact upon the magnitude, scope and implementation of the
Project. The "effective" Project during 1984 was only USS 5 million rather
than US$ 24.7 million, However, the Project disbursed US$ 5 million during
the first year of operation. This is in contrast to the Project Paper
projected disbursement of only U$ 2,470,000 over a two and one-half year
period.

As of December 31, 1984, the USAID Project inan disbursement has been
temporarily suspended. As of March 1, 1985, Project subloan approvals have
been suspended and commercial banks have been advised accordingly by
COFIDE. Of greatest significance to the project and its objectives is the
long-run effects of the lack of continuity of PRIDA. A great deal of in-
terest has been generated in the PRIDA facility by local banks (ICI's)
through their desire to utilize the Agricultural Investment Fund for
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lending to the Agricultural Sector. Subborrowers (farm operators) gradual-
ly have become aware of the Program and more farm operators desire loans.
The suspension of the Program for an extended period will negate the accom-
plishments to date and will create an impression, to ICI's and subbor-
rowers, that PRIDA is only a temporary loan facility and cannot be depended
upon as a future source of credit. On establishing a program one of the
major considerations is the maintenance of continuity--in this case the
continuity of the availability of credit through the PRIDA facility.

Of special significance to the Project, and to agriculture in general
in Peru, is-the influx of new entrants into agriculture. Although not
farmers in . the traditional sense of the word, new entrants are entrepre-
neurs capable of planning and utilizing credit. They seek advice and
assistance and their farm operations are excellent. Without the PRIDA l1oan
facility, most of these new farm operations would not have been undertaken.
In addition to their entrepreneurial abilities, these farmers have off-farm
property or other types of collateral that can be.used by private commer-
cial banks as quarantees.

Another significant aspect of the Project relates to its technical
assistance component and to the special covenant to establish a technical
assistance fund with the ICI's. That the covenant was not honored is a
moot QUestion in Tight of the major problem that the Project's lacks con-
ception and specification of technical assistance.

The concept of ICI's providing farm opérators with agricultural tech-
nical assistance is not valid, in the opinion of the Evaluation Team. ICI's
do not have the capacity to undertake an activity that is, in reality, a
responsibility of the agricultural extension service. Individual ICI's
will not have sufficient clientele to justify the hiring of agricultural
experts, In addition, the diversified types of farming throughout Peru
require agricultural technicians with expertise in different fields of
agriculture. ICI's could hire agricultural loan officers to better service
the loan requests of farmers, but not agricultural experts to advise and
assist farmers in their farming operations.
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Of further importance is the fact that the farmers would not be wil-
11ng, in all probability, to use technical assistance from ICI's if they
were obligated to pay for the services. They are accustomed to receiving
such assistance at no direct cost. Those famm operators that do use con-
sultants or advisors, seek out consultants with special in-depth expertise
of a kind for which they believe a2 special need exists,

COFIDE and the ICI's do need special training programs for servicing
agricultural loans. They require agricultural loan officers with some
degree of urderstanding of agriculture and there is a requirement for &
sustainec promotion program for the PRIDA Project. These requirsments fa:’
within the project component of training and promotion., These activities
can be accomplished through the utilization of the US $300,000 earmarked
for training.

A" totally new concept of technical assistance, utilizing the USS
500,000 fund provided for the Project, should be developed. The technical
assistance program to be developed should be implemented anrd provided
through COFIDE and/or a specialjzed institution,

It is absolutely essential that agricultural credit be brovided in
conjunction with a complementary development program and complementary
tecnrical assistance, Credit is a tool and 3 credis program such as PRICA
should be utilized in conjunction with a wel] defined agricultural develop-
ment strategy.

B.  Actual Project Progress and Achievemen=s vs. Project Plan

As stated in the PRIDA Project document, the Project goal is to
“increase rural incomes in Peru by increasing agricultural productivity."
The purpose is to "increase the availability of medium-term agricultural
credit in Peru by stregthening the capacity of private sector financial
institutions to finance medium-term agricultural loans,"

The mid-term evaluation was performed two years after the agreement
was signed, but only one year after actual disbursements of .unds began,
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therefore, conclusions with regard to the achievement of the Project goal
and purpose should be considered as preliminary.

To derive an opinion of the actual impact of PRIDA on rural income is
unrealistic at this time. However, from a micro view point, considering
the impressive application of the funds disbursed on the 27 farms visited
that had PRIDA loans, the apparent and potential increase in agricultural
productivity is substantial. Thus, it is evident that the Project 1is
achieving its goal at the farming operations receiving loans,

It is e;ident, from the subborrower survey (Appendix C), that a large
percentage of the subborrowers opted for PRIDA funds because of their
prompt availability especially when Banco Agrario did not have enough
funds. Even if funds were available from Banco Agrario, BAP's slow moving
bureaucracy discourages potential borrowers from continuing with their
projects. On almost all of the farms visited, the operations were properly
managed and PRIDA funds were being put to good use leading to increased

productivity.

The purpose of the Project "to increase the availability of medium-
term agricultural credit through private sector financial institutions,” is
also being accomplished.

Approximately nine to twelve banks were expected to place PRIDA loans.
To date, 22 banks have signed contracts to intermediate the fund and eleven
of them have already granted PRIDA loans. Banco Agrario, the Government
development bank which concentrates 98% of the credit to the agricultural
sector, has placed approximately US$ 56 million for medium and long-term
investment credit. PRIDA loans, through the ICI's, were US$ 4.9 million or
9% of the total amount of investment credit available to the agricultural
sector. Considering that PRIDA has been in operation only one year, it has
made a significant contribution to the availability and amount of the funds
actually used for this type of credit.
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Therefore, at this time, we can concluge that, througn an active
participation of the commercial banking system, PRIDA has provided medium-
and long-term resources to the agriculture sector,

The level of achievement in meeting the targeted Project inputs and
projected outputs, as stated in the Project document, were eyamined during
the course of the evaluation, Project input levels have teen only partial-
ly met (Chapter V, section G of this report contains a detailad analysis of
how each participant contributed to the Project).

Projected outputs were alsc examinad and the results are as foilows:

1. On-farm investments financed by the medium-term investment fund,
PRIDA, were projected at USS 35 million with about 1,000 sudb-loans to he
made by the PACD. The US$ 35 million level wiij not be aschieved sinzz the
co-financing for USS 10 million will not be available. Consicering “he
average loan size of US$ 54,907 in the first year of disbursement, the
funds from the program will finance only 300 sub-borrowers, Although the
average size of loans made was nearly twice the Project Paper estimate, the
level is considered to be more realistic for a commercial loan. At this
rate, about 620 loans would be made if all funas were available, |t is
probable that the average size of the loan wil] increase slightly, limiting
tne auaber of loans to $00. Although the numder cf isans o bde mace i
smaller, they could have a greater benefit and impact as they are of a
commercial scale.

2. Nine to twelve ICI's were to participate in the program by the
PACD. Currently, 11 ICI's are already participating,

3. A credit manual was developed, as projected, and is being used by
ICI's and sub-borrowers,

4. Two COFIDE staff were trained in project promotion and monitoring
of interest rates.
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5, ° Thirty-six ICI staff members were trained to some degree through
seminars and conferences. Training in investment credit, however, has been
almost nonexistent. Only four percent of the budget resources for training
were used. In discussions with credit officers from the different areas
visited and from different institutions, it was determined that an under-
standing of, and capacity to evaluate medium- and long-term investment

credit is very poor,

6. Approximately 1,000 PRIDA sub-borrowers were to be provided with
technical assistance by the PACD. This will not be achieved because of the
undefined nature of the technical assistance program, (The problems with
regard to Technical assistance are commented on in Chapters V.E., VI.A.3,
VI.B.5., and VI.C.5 of this Report.)

C. Credit Demand and Delivery

Demand for loans through private commercial banks utilizing the PRIDA
loan facility has steadily grown since COFIDE promotion programs began in
April, 1984, To date, local commercial banks have in hand a large number
of requests for medium-term loans.

The current influx of young entrepreneurs, with non-farm collateral,
into agriculture, will expand the effective demand for medium and long-term
loans from private commer: ;al banks. The timeliness or speed with which
the loans should be made through the commercial banks is important to agri-
cultural operations and, as the banks demonstrate their ability to service
1oan requests on a more timely basis, demand will increase even if indexed
rates or higher commercial rates are introduced,

(Refer to Chapter VI.C.1 for a more detailed discussion of loan and
subborrower characteristics as derived from the sample of subborrower farm

operations and to Chapter VI.,A.7 for a detailed discussion on the potential
for the utilization of loans offered at indexed or commercial rates).
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D. Portfolio Comnosition

COFIDE/PRIDA's loan portfolio, as of January 31, 1985, consisted of 90
subloans placed through eleven ICI's. Two additional loans were made after
January 31, and the current porfolio consicts of 92 sub-loans or projects.
(Tables derived from PRIDA lcan applications may Se foung in Apcendix D),

1. Distribution of loans by ICI's

The most active ICI in promoting and utilizing the PRIDA facility
for making agricultural loans was Banco Contirental witn 343 of the va .=
of lcans and 30% of the number of sub-borrowers (Tedle 2). Banco del s.r
was second with Banco Nor Peruy (CONTINORTE) third and Financiera de Credi=o

fourth. These four JCI's accounted for 67% of the total 10ans,

2. Distribution by Gecgraphic Location

As of January 31, 1985, PRIDA loans were made in nine Departmer<s
along the coast and highlands of the Country (Table 3), .After January I,
two more loans were made in Lambéyeque (Trujillo) and San Mertin (Tzrapo:
in the S2lva (Jungie) bringing the total of Departments receiving lcans .:

elzven,

Cver 58% of the value of lcan disbursements and 74% cf the loars &e
contentrated in Arequipa. Almost every active ICI in Areguipa has m:ze
PRICA loans. Another 31% of the value of disbursemants and 13% of 13&s
made were in the coastal departments, Lima, Trujillo and Tumbes,

3. Distribution by Type of Farm

"PRIDA loans were utilized to finance a wide range of farm
operations ranging from fruit and vegetables, to dairy and beef cattie, to
highly integrated hog and poultry operations, to very complex feed mill
operations, Many farm operations have more than one enterprise and it is
difficult tc categorize them by type from secondary sources. Chapter VI,-
C.1 contains a classification and distribution by farm type obtained from
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Table 2

Distribution of PRIDA Loans by ICI
(As of January 31, 1985) - .

ICI Operations Amount
Number % uss 2

1. BANCO CONTINENTAL 17 30 1,456,049 34

2. BANCO DEL SUR 18 20 531,237 13

3. BANCO NOR PERU 4 5 479,085 11

4. FINANCIERA DE CREDITO 3 3 366,641 9

5. BANCO POPULAR 8 9 295,210 7

6. FINANCIERA DEL SUR 9 10 289,992 7

7. INTERBANC 8 9 250,762 6

8. FINANCIERA SUDAME RICANA 2 1 172,323 5

9. BANCO REGIONAL DEL NORTE 5 6 187,840 4

10. BANCO DE CREDITO 5 6 163,360 4
11. FINANCIERA PERUANA 1 1 17,462 0
90 100 4,230,961 100

i
Source: Derived from information from COFIDE files.
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Table 3

Distribution of PRIDA by Department

(As of January 31, 1985)

AmOunt
uss e

Vallay

1,

o

O QO ~3

Arequipa

Lima
Lalibertad
(Trujillo)
Tumbeg

Tacna

Piura

Ica
Puno
Mogquecgua

—t o pa

— s a

2,451,938 58

595,953 14

" 479,085 11
236,406 6
156,401 4
126,434 3

99,142 2
54,415 1
23,727 1

20

100

4,230,961 100

Pamacolca
Ocone
Siguas
Vitor

La Joya
Tambo

Majes

San Isidro
Hejia
Carmana

Sta. Rita
Acori

S/E

Huayra
Lurin

S/E

Sta. Clariza
Viru

Sta. Catalina
Tumbes

S/t

Locumba
Sama

Pago Silpay
La Yarado
Chira
Cieneguilla
Alto Fiura
Chincha

S/E
Tumilaca

—
OO O I 4y

[y

—
ndl\)l—'l—‘wwl—‘ml—'f\)'\)l—‘m

._IHHN._‘.-IH._I..JI-J.-O

Source:

Derived from information from COFIDE files.
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- the sample of operations visited and interviewed. Chapter VI.C. also con-
tains a detailed synopsis of farm operations based in the sample of 27 farm
operations securing PRIDA loans that were visited and interviewed,

E. Technical Assistance

The term "Technical Assistance” is not well defined nor delineated in
the Project paper. There is considerable confusion as to what constitutes
training, promotion and technical assistance. In the Project paper and the
loan agreement, two levels of “Technical Assistance" are stated; (1)
COFIDE ass1stance to the participating ICI's to promote and carry out the
program, and (2) ICI "assistance" to the subborrower to: a) help him sub-
mit a loan application and, b) help him use his subloan more effectively,

A sum of US$ 300,000 is provided for technical assistance to COFIDE.
In reality, this sum represents a training component, a promotion program
for PRIDA, and a project assessment'pfogram. A program of seminars and
training of COFIDE and ICI personnel has been undertaken, although it is
far short of the required level of training. Expenditures on training were
approximately US$ 4,420 Promotional programs were also conducted in
various regions of the country with varying results, The program conducted
in the Arequipa region was far more concentrated and effective than in
other regions. Approximately US$ 52,432 was expended on the promotion
program. The current PRIDA assessment program, of which this report will
constitute the mid-term evaluation, is the extent of the assessment
program, .

A technical assistance plan for the utilization of the US$ 300,000
fund was a Condition Precedent. Although a plan was submitted, it fell far
short of a detailed program that could be followed on a practical and
continuous basis. A more precise plan, especially for promotion, would add
a degree of continuity and effectiveness to the program.

A sum of US$ 500,000 is provided to develop a fund for ICI's to
provide "Technical Assistance" to sub-borrowers (farm operators). Again, a
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Condition Precedent was the provision of a plan for distrituting and utili-
zing the fund by ICI's, Although a sketchy plan was developed and submit-
ted, it did not distinguish between training programs and actual technical
assistance to be provided to subborrowers. In effect, there is no detailed
plan for the utilization of those funds and, therefore, an ICI Technical
Assistance fund was not initiated by the ICI's nor the funds uzijizad,
Without a clear and definitjve concept of the technical assistance raguired
and a realistic method and éource for the provision of such assistance, it
is highly un]jke]y that the sum provided will be utilized.

In the cpinion of the Assessmant Team, it is essential <mat a clzar
distinction be made Setwzen technical assistence, training and srimotion,
and that plans for the utilization of the two budceted items be dsvelecped
accordingly,

Fo rinancial Evaluation and Status

1, Financial Resources

The total value of the PRIDA Project was estimated at USS 35.:%
million. AID was to previde USS¢ 19 million in lcan funds and a U.S.
tcmmercial Bank was 10 co-finance US$ 10 million., AT zne raguest o°
COFIDE, Amencment No, 1 cnangec tne USAID/GOP Lcan Agrezment, rzpiacing ths
term U.S. Commercial Bank by the temm U.S. financial institution. The
Government of Peru was to provide USS 5 million and the participating ICI's
and subborrowers, the remaining US$ 10 million,

As shown in Table 1, only AID, the garticipating ICI's and the sub-
borrowers have contributed to the project. The USS 10 million from the
U.5. financial institution was not obtained and will not be available, in
all likeliﬁood, as a result of the Peruvian foreign debt situation.

The GOP has not contributed to the program as yet, because of mcne-
tary, program and budget restrictions, cOFIDE and the GOP are in the
process of negotiation to assure the availability of funds for %he three
remaining years of the PRIDA project,
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As of January 31 of this year, AID has contributed US$ 4.9 million of
which only US$ 4.3 million was utilized; therefore, USAID has contributed
49% of its total commitment and 65% of the total amount invested in the
Project to date.

The participating ICI's have disbursed US$ 680,000 of their own funds
which represents 13% of their total portion or commitment and 10% of the
amount invested. The subborrowers invested US$ 1.6 million or 30% of their
committed amount and 24% of the tpta] invested in projects.

The agricultural investment fund includes USS$ 500,000 to finance local
technical assistance for subborrowers and US$ 300,000 to finance short-term
training, local technical assistance for the ICI!'s and project evaluation
(Table 4). Only US$ 56,854 of the US$ 800,000 for technical assistance was

*
used.

2. PRIDA's Fund Disbursements

During the first year of the Project there were no disbursements
(Table 5). The Loan Agreement was signed on March 29, 1983, but failure to
meet the conditions precedent for disbursement of funds held up actual
Project implementation,

In April, 1985, year two of the Project, a total of US$ 4.3 million
was disbursed. Total Project value (PRIDA+ICI+Subborrower contributions)
totaled US$ 6.5 million. During year two of the Project, disbursements per

* The difference between the amount of expenditures stated here and that
shown in the table is due to COFIDE's payment and request for
reimbursement procedures.,
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Application
Ag. Investment

Fund

Credit for aon farnm
improvements

.Local TA far
Sub-boyioaer s

.Jechnival Assistance
-Short Term Iraining
-Local TA for ICl's

.Evaluation

101AL

Participation

Noto:

fable 4

Comparalive Sumnary Cost Eslimates anid Financial Plan

AlD

Plan Actual

9,700 4,230

(9,700) (4,210)

{tun) -
Jun 13
(12%) (20)
(1:4) {13)
{50) -

In,000 4,263

/8 05

{As of January 31, 1yss)
(1S ono)

GOr (Corrot) 1C1°s

Financial [n.t. Sub-Roryoee-
Plan  Actual Plan  Actual Plan Arlyal Plan Actual
10,000 5,000 - 5,250 (31f] 5,250 1.598
(10,00n) (5,6u40) - (5.250}  (6Rn) (&%, 240) (1,598)
10,000 - 5,000 - 5,250 680 5,250 1,594

285 0 143 [ 4 15° 16 152 rE

Aue Lo COHIDY 'y pras Urce aob wayment amd vequesting aeisbucsement Loom FRIDA Tunds .

Sour ce:

Oervived from inforsalion from COFTOE £ 1es.

TOLAL
Plan Actual
35.200 b, 508
{34, 700)  (6,504)
L 5un1) -
na KR
(12%) {2u)
(12%) (13)
(50) -
35,200 6,541
1003 100,

Actual technical a.sistance epeaditures on Lraicing and promotion are not veflected in the project yrar when incurrvd.
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AID
BOP (CUFIDE)

Financial
Inztitution

ICI's

Sub-Borrowers
TOTAL

Annual Disbursements

Curmulative Disburse-
ments

Year
Year |

Tabls §

Expected vs. Actual Disbursewents Per Calendar Year

(As of January 31, 1985)
(uUs$ 000)

PROJECT YEAR

S S | _ . L ]
Expected Actual _Expected  Actual Expected Actual
1,040 - 3,030 4,263 3,000

$00 - 1,500 - 1,500
1,000 - 3,000 - 3,000

525 - 1,575 680 1,575

525 - 1,575 1,597 1,575
3,590 - 10,680 6,540 10,650

10:: 0% 30% 18 302

107, 0z 40% 18% 701

[ = March 29, 1983 - March 28, 1984
I = March 29, 1983 - January 21, 1985

Source: Derived from GOP/USAID Froject Document and COFIDE's Client Folders,

v

Expected Actual

2,930
1,500

3,000
1,575

1,575
10,580

30t

100%

_TOTAL Year (1411)
Expected  Actual _ %

4,070 4,263 105
2,000 - 0
4,000 - U
2,100 680 32
2,100 1,597 76
14,270 6.540 467



month averaged US$ 654,000. Disbursal of funds was temporarily terminated
as of March 1, 1985 due to lack of funds as a result of the failure of the
GOP to obtain co-financing and to provide counterpart funds.

G. rorzcast of Projest Siatus at PACD

1. Financial Sources

catition to weive the cc-7inancing ccndf:icn, it is aszumed tnat tne U3% 12
million co-Tinancing componant of the Preject will not be obiairad :nd,
trzrefore, will not be consicerad in the forecast. The USS S millizn 40P
counterpart funds should be available for vears three through five and the

e

IC1's anc subtorrzwers should zor-inue to particigate with thzyr 3709,

The PRIDA Project will, therefore, sustain a significant reduction in
its total effective monetary value from USS 25.5 million to USS 21,8 mil-
iion (without considering reflows) as a result of the lack of co-Tingncing

[¢1)

nc a resuiting reduction in ICI's and subbor~cwers contridbuticns /Tasle

h
/

Oy

Gver 65% of the funds disbursea tc daca nava ceen USAID loan fings,
At the PACD, USAID loan funds will constitute 46% of the tozal rreject cost
with OFIDE/GO® contributions constituting 23%. COFIDE/GOP perticigation
wis originally planned at 14%. The ICI's and sub-borrewers particinzzion,
@S a percentage of the new level of the project, will be as expected,

2.  Financial Viability

Regardless of the changes in the financial structure of the PRIDA
fund, it is still viable. The maintenance of value covenant, the obliga-
tion of the ICI's to assume responsibility for lcans in default and AlD's
promotional ratcs assure the financial viability of the Project.
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Table 6

PRIDA Financial Resources

_{US$ 000)
Actual Fofécast Years TOTAL
Years 1
and 2 3 and 4§ Project
Amount % Amount % Amount %
. USAID
Ag. Invest. Fund 4,230 5,470 2,700
Technical Assistance 33 267 300
TOTAL 4,263 65 5,737 37 10,000 46
. GOP (COFIDE) - 5,000 33 5,000 23
. ICI's 680 10 1,534 10 2,214 10
. Sub-Borrowers 1,597 25 3,068 20 4,665 21
Source: Derived from COFIDE/PRIDA Records.
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3. txpected Disbursements of the Fund

Given the new financial level of the Project, based on experience
during its first year, and considering the changes that were recently in-
troduced, the Project Fund may be expected to have been completely ais-
bursed in years threae and four of the Project. It is axpected that during
year taree 2 total of USS 5.3 million will be disbursed, 19% ‘ess “han year
two (Table 7). However, the expected disbursement for year four is 4SS 10
million, 53% over year two and 46% of the total Fund. Fund reflows and the
contrisutions the GCP will make to comply with the maintenance of valuye
covemznt, will b2 avaijable for c¢isdursament *nz last

continuing for several years thezreafier,

H. Important Factors Jverlocked in Project Cesign

In the cevelopment of the Project, several factors having a direcs
bearing on its success were either overlooked or assumed to be of minor
importan;e. Séveral miscalculations were made concerning the capabilities
and dasires of tne participants in the Project.

The most important factors overlooked or "misread" are as follows:

1. in thz Project Checkiist, Gereral ({ritsria for Fro/ect [Annex 1,
exhibit B}, it is stated thar no further legislative action is required,
For this Project to achieve its total objective of encouraging commercial
sanks to beccme a principal source of credit o agriculture, it is impera-
tive that changas be made in the agricultural sector legislation affecting
the banking system. At present, “The OQrganic Llaw of BRanco Agrario" -
Legislative Decree No. 201 - gives Banco Agrario a “global 1ien" over the
crattel procerty of the farm, including its present ang future chattel.
{See Chapter VI.B.8 for a more aetailed review of the legislation).

This is an indirect but effective deterrent to commercial banks pro-
viding loans te farms with a Banco Agrario loan. Of more importance is the
overall effect of the law. It forces commercial banks to consider only
non-farm collateral. If a bank were to give a loan to a farm operation and
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Table 7

PRIDA Actual and Expected Disbursements?/

(ust$ o00)
YEARS
1/ 22 3 4

AID Investment Fund T oa,230 1,641 3,829
Technical Assistance 33 80 187
AlD 4,263 1,721 4,016
GOP (COFIDE) _ 2,000 3,000
ICI's 680 532 1,002
Sub-Borrowers 1,597 1,064 2,004
6,540 5,317 10,022

Annual Disbursement 30% 24% 46%
Cummulative Disbursements 0% 54% 100z

1/ There were no disbursements in Year 1.

2/ Reflows are not included.

Source: Derived from COFIDE/PRIDA Records.

TOTAL

9,700
300
10,000
5,000

2,214

4,665

21,879

100%



take only on-farm collateral, the bank would have no protection cr real
guarantee, If the same farmm were to take out a Banco Agrario loan at a
later date, Banco Agrario would have precedence over the commarcial pank in
a1l chattel and assets of the farm gven though the commercial bank "was

2. :n the Froject paper, a strong cese was developed that tractors
would be the major item for which loans woulc be made to farmers. It also

2d that "traciors are attractive ag self-collateral. First,

s2

trzciors make up only a very small portion of the emount of lcans. Second,

ot
-
s
ar
—
—

if the farm has Banco Fjrario lcar, the tractor becsmes aut. Tz

0w

J
part of the chattel lien of Zanco Agrario. The commercial bank lznger

could file 2 "special claim" with 2anco igrazrio to ~ecover trac=or colla-

tzrel, but the red tape fur the ciemer- ial tank is cuztzrsoume, 33720
agrario would still

have the first rights to all chattel.

3. Another 1mportant factor is thre matter of techn1ca1 assistznce
and the f=pab111uy of 2 commercial bank o fulfill an agricultural zrzan-
sion funciicn.  First, a ccmmercial bank is not likely to take on z -»
completely foreign to its commercial role. Second, it is not concsivadle

©ogatn ark would Se able o employ tre tachnical gxpertise rexuires Tz

Cerry cut egriculturel extension, Tacanical acsistance fu nds a~e misIuiras
as 1o the type and effective location or source of technical assistance to
the farm borrower, Commercial banks should have an agricuitural lozn de-

pariment and agricultural Ycan officers with a knowlecge of acrizulture,
Beyond this, commercial banks should not te asked to undertake a meaningful

agricultural extension role,

4, It is also imprcbadle that farmers would seek out or heed
agricultural advice from commercial banks. It is even more improsanle that
farmers would "pay" for technical advice. To the .gricultural community,
igricultural extension is a free commodity. They have not paid for it in
:he past and, in all probabilitv, will not pay for it now. Some farm oper-
itors do . out expertise in certain areas in wnich they feel expert
1ssistance s necessary by hiring consultants. In these cases, the farmer
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seeks out the best that is available. Individua) banks will not be able to
obtain the highly qualified personnel required to provide meaningful ser-
vices to farmers. These factors, overlooked or "misread" in the design of
the Project must be considered and steps taken to correct and/or to re-
direct them,
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Chapter V1
PROJECT PERFORMANCE

A. _Legal Preferences/Restrictions Related to Guarantees for Agricultural
Loans .

A detailed legal study of the Sysfem of guarantees used as collateral
for agricultural loans and the implications for agricultural iending by
private banks was made by a local firm. It is attached as Annex B, Tne
most signifiEant points of the report, relevant to the PRIDA Project, are
summarized in thic subsection.

The freedom to contract privileges provided for under the Peruvian
Coce of Civil Rizhts, are restricted by specific legislation for the agri-
cultural sector, i.e., the Agrarian Reform Law apprcved in 1969, the
Egricultural Develcpment Promotion Law of 1982, and the Organic Llaw of the
Agricultural Bank of Peru, as modified in 1982. i

A distinction must be made between “"natural persons" (individuals) and
"legal persons" (entities). The banking system may lend to agricultural
producers, who may be either natural persons or legal persons (entities)
that are dedicated to agricultural activities. Ownership and possession of
agricultural land, however, are restricted to natural persons, In the case
of legal persons, ownership and possession of agricultural land are re-
stricted to entities organized in associative forms, in which decisions and
profit distribution are unrelated to capital structure, but rathar carried
out in proportion to the number of members (i.e., only collective farms,
such as agricultural production cooperatives or the so-called Agricultural
Societies of Social Interest and the traditional native communities),
Typical corporations may not own agricultural land.

1. Guarantee Preferences and Restrictions

a. In accordance with the Agricultural Development Promotion
Law, BAP may demand as collateral to guarantee 1its loans
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only (1) an overall lien on present and uture Irins, ir
the case of short-term production ioans, ane (2) & zre-tel
mortgage over the goods financed, in the zase of mecin and
long-term investment credit. The law states that SA&0 may
in no case require additiocnal personal guarantees or 3oodc
~ot inctuded inp the orocuczion wnit, Impiicicly, -, erzre

ciel Senks are permittac tg reguire zdditigna)l

gctivity whose gross anaual ingsme cdres nor sr2zed Ins
2gquivelent cf 500 times “h2 minimum 2nnyua) w3gce lurrantly
adbout USS S5C,000)., A mecium-scale producer s sascrisad ac

- - -~ -~ o oam - hi
€ Lr2cucer That sxiz2ls Thas

M, As @ rezLito oot ote:
Agrarian Reform Law, th2re are no lerge-scaele “zrm:, :ther
than the collective farms. Small-and macium-sca
ducers are not permittzd to morzaage their l:nd, fixec
instaliations on the land or existing construczisr as c3l-
Yateral for aegricultural leoans, Fowaver, thay irfe iennit.
ted tc use farm mortgaces to cuarantee credit 05 %ga%ions

GLner lnen those ormigineting from agmicyltura) seesiezise

ANA 17 '2SITeAl 10dnS.  FArM ROrigaiss rave nzar sies

pr arily as guarantees for the acguisition of ferms Troar
che Bureau of Agrarian Reform.

The agricultural production cooperatives and otner tipes o
co]]éctive farms are permitted to mortcaze their agricul-
tural land and other fixed assets only to Governmant :evel-
opmenf tanks and only in relation to lcans or guarantee:
provided by such state tanis,

BAP is authorized to provide gquarantees for agrizuitura.
producers for loans from otner banks and financial com-
panies., The National Financial System may Quzrantee
foreign lcans to finance agricultural activities.
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A major restriction to agricultural lending by entities of the
Financial System, other than BAP, is the agricultural legislation which
practically gives BAP a monopoly in securing loans with chattel mortgage or
lien or actual and future production. Contrary to the principle that any
lien must indicate volume, kind and value, the BAP law establishes that the
agricultural lien in favor of “he BAP may, without specification, be placed
on present and future goods. Arnother article of the law states that the
lien may be constituted in & global form over all the production of the
farm, during a given period and up to a given amount, for the purpose of
guaranteeing all the loans that the borrower may contract with BAP during a
specified period. Moreover, contrary to articles of commercial law estab-
lishing that the priority on the right over third parties with respect to
chattel mortgage is determined by the order of inscription on the Public
register of liens and mortgzges, an article of BAP's law establisnes ¢hat
liens in favor of BAP have first priority. Another article states that
Tiens in favor of BAP do not need to be registered in the Public Register,
Other banks or commercial houses may obtain relief from BAP's preferential
rights over qgoods by requesting BAP to postpone its preferential right by
participating in the respective contracts, or by obtaining certification
from BAP that the goods offered as collateral are not liens in their favor.
Either option, for other banks or commercial houses, is extremely difficult
to carry-out.

.

B. Maintenance of the Value Covenant

A covenant, in the Project Loan Agreement, between the GOP and USAID
requires the GOP to "maintain the value of the agricultural investment fund
at an amount of Peruvian soles equivalent to the US Dollar value of the
fund upon initiation of lending activities, and make annual capital con-
tributions to the Fund to compensate for any losses in value during the

previous year,"
The first year following the signing of the Loan Agreement, it was not
necessary to evaluate the Fund since there were no disbursements. Follow-

ing the second Project year, however, an analysis of the value of the PRIDA
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Fund snows that, during year two, there was a major reduction in tha 43)'ar
value of the Fund. There was a loss of approximately USS 2.1 million, or
44% of thz 2mount disbursed by USAID (Table 8). The loss can be attributed
to the negative rates of interest charged for loans and to the deposits of

iDA tunds in local currency non-interest oearing accounts as required Dy

US2ID. SOFIDZ nas :amp'fed with the USAID requirement (Inz zrz-atziian
tztter No, €, Octsber 17, 1983} that adwvsnzes from USAID =5 COFIDE "rust he

Ceposited into a sanarate non-interest beering rroject Sank account and may
oe usad only for eligible Project disbursements.” COFIDE follews tne szms

pclicy far Fund rzflows.

arces of tne local currency non-irterast =z
983 to March, 1925 sustained 3 1oss of USS £16,000 or 22% 5% <he
(2

totel loss (3zpendix F). COFIDE has received “unds in zdvance fram UCAIN
ard will rronzbly continue <o do sa. Tnerefire, 1f wIvznces ars Aot cis-

sursed immediztely, it is necessary that tne account be either an interss
bearing account or a hard currency denominated account to protect funds
from deva]uatiop. The same policy .should be follzwed for the Taniiznent o
the Fund reflows., The possibility of tne Cantral 3Zank S2ying intzrast or
¢2posits of tne Fund should be expicred. The amaync cotein
seneficial for <he negotiations COFIDE will unzartake with the Cenira

wvarmnent 19 cemply with the mzintznanze of =hs WELUE (O.znenT,

vne larcest portion of the loss in value of tna funag, 62%, is attri-
buted to the difference batwsen the effective rate of intarest cha rced for
== iCA lcars
Gdiiar. The replenisament of the US? 2.1 million should be undertaken by

A3}

nd the cavaluation of thz 1scal CurrTenCy 3zeéinst the U,

(¢ 1]

tne GJIP during year three of the Project.,  Hcwever, there is ng amount
spzcitically budgated by the GOP for fiscal 1985,

“2cardiess 0f <he cranges introducaec in F3IDA lending rates, in2 GOP
will be obligated in the following years to contribute to tne Fund since
the new irterast rates are stil) negative with respect to the rate of Soles
cevaluation, Yearly estimates of probadle annual losses should be cal-
culated in advance of the preparation of the GOP budget and cammunicated to
the Ministerio de fconomia y Finanzas to assure that the raplenishment of
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Table 8

Analysis of the Value of the PRIDA Fund
(As of March 31, 1985)

USss 000

Total AID Disbursements 4,880

Less:

Total PRIDA Loans (COFIDE S/. 17,984

million (8,277 S/./1US$) ' (2,173)

Total reflows (principal + interest)

kept in  Soles non-bearing interest

accounts PCVS interest receivable

S/. 2,725 million (8,277 S/./1 Uss) (329)

Balance of funds received from AID not

yet disbursed S/. 1,879 million

(8,277 S/./1 USS) (227)
" Net loss of value of the fund 2,151

Source: COFIDE/PRIDA cash flow and accounting records.

56



tne losses is inclucded in the budgat; the zzme sroczdure should be follow

e

T0 assure that capital contridutions are aiso includad in the yearly G2
budaget.

honored,
o LOTIDESPRITASICI's
1. COFI2E/PRICA Jrganization and Mirazzmant

during its twelve years c¢f existence, COFIDE has continua]]y cevelogsz
instituticnally, through 2 sutstantial inves=mant in its human rasourcss
2ng 2¥foris to project its sarvizas and Ca2C imege, H0%h withir fhs Lountiey

2 Bt ik XN
oved ny COFIDE,

n2arly 230 of anom ara prciessionally trained, and a trnird of wnom havea

- c At L ranmae . ee .- e s .
z "3 Sl-li"zguate 5Ty . = iTe JT= EvE 513 a2 PREREY

.- . . .
CLdrivizz, FEITECAN2) IS GiaviZed Wite frelnzarnl Trziniaz zaz remziadian
. : =

thttugn particitation in parioccic e
sity level scholarships.. R2sconsibility for instititicn
FA3Ts Witho 2 Training Titmitiae that, in cririititian aisa The Jilarimant
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A Committee, consisting of *he Genaral Manager ana the “‘cu- Central
Jivision Mznzgers, has been constituted to undertaxe Corporzt2 o\ anning,

nis Committee is the principal decision miking d2ay oFf th: iircIration,

[

UFIDE's operations are decentralized tnrough a network o7 Regional
8rancnes and Credit Committees and have a substantial level of é¢.tonomy for
the agproval of loans up to USS 250,000. Trzre are now Cres's c~emittaes

at the Trujillo, Arequipa, Piura, Chiclayo and Iquitos branzhes,
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Cther recent improvements in COFIDE's operating efficiency include the
introduction, in 1983, of a'computerized information System and word pro-
cessing equipment., A new office of Credit Supervision, reporting to the

General Manager, was also established to provide periodic and permanent
portfolio management and control, among other duties,

The PRIDA project is administered by the Fiduciary Funds Division in
coordination with the Branch Offices Division, both of which are under the
Central Division for the Intermediation of Funds.  PRIDA's satisfactory
performance reflects the organization and mar.agement capability of COFIDE

and the assistance and supervision of the USAID Mission in Peru.

There are weak points in the Management and administration of PRIDA
that can be identified and corrected. These include: {(a) a lack of staff
with agricultural training or experience at the headauarters ang granch
ievels to assist the loan officers, the I(] and the beneficiaries with
réspect to preparation of applications, evaluation of the farm plans and
Supervision of operationg financed with PRIDA loans; (b) the lack of appro-
priate vehicles at branches to permit loan officers to visit farms and
undertake evaluation and supervision of loans; and {c) in some branch
offices, such as Trujillo, Chiclayo and Tarapoto, a lack of sufficient
information available to ICI's concerning procedures for the preparation of
loan applications and information required. In general, additional train-
ing for loan officers of ICI's and COFIDE personnal is required to achieve
@ more consistent and efficient system of servicing loan applicants,

2.  Impact of Project on Institutionalization of PRIDA Within COF IDE

PRIDA is COFIDE's first line of credit for agricultural produc-
tion. Agricultural lending is a new area of lending that every financial
institution in Pery will have to examine, given that the agricultural sec-
tor has been politically defined as the principal sector to be developed by
the Government and the private sector,
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The wzakest part of the entire PRIDA project 1is tne tecn-
nical assicstence cimoeneni.,  The Tws m2lgr rezsgne Tor ctg
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. technical assistance ‘e sion} to farmers,
Two of PRIDA/COFIDE's major roles are the promotion ¢ tra
PRIDA lecan facility and the training of PRICA/COFIDE fper-
sonnel and ICI personnal in servicing lcan requests in
actuality, there was no technical assistance dey e?opec or
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utilized in the project. There were, however, training

programs conducted and promotion programs undertaken.

Training

i'

A training program consisting of five seminars and four
conferences was held in the months of February, April

. and May of 1984. One seminar and one conference were

held in each region, except Trujillo, Approximately
US$ 4,420 was expended on vine training programs.

The training program undertaken by PRIDA/COFIDE was ef-
fective, especially in the southern region, in intro-
ducing the program to ICI's and in training of local
bank personnel. The program, howevar, did not have
continuity. In the northern regions, it fell far short
of providing sufficient training to local bank person-
nel. PRIDA/COFIDE did not employ personnel with a
knowl edge of agriculture as loan officers or resource
personnel to supplement or assist local banks in
working with agricultural projects.

PRIDA/COFIDE personnel were also greatly limited in
their ability to follow-through on loans and to make
periodic assessments of loans grented because they did
not have access to appropriate vehicles to visit the
subprojects.

It is imperative that PRIDA/COFIDE employ personnel in
fairly senior positions that have an understanding and
working knowledge of agriculture. Such personnel
should be utilized in training programs, in reviewing
loan applications, and in making periodic assessments
of subprojects.  Appropriate vehicles should be made
available at branch offices, and regular visits made to
all subprojects. It is also imperative that training
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loan departments, This type of technical assistance
can be obtained from specialized sources, either in
Peru or from foreign sources.

Farm operators require a broad spectrum of technical
assistance ranging from advice on general production
problems to advice of an excremely complex and tech-
nical nature. This type of technical assistance is not
easily obtainable, nor are there numerous individuals
available that can be employed by local Lanks.

COFIDE could, however, develop a core of agricultural
éxperts that could provide services to ICI's and to
subborrowers. This could be undertaken as a special
department of COFIDE or could be undertsien through an
outside agency. Because agricultural expertise of an
in-depth nature is a relatively scarce commodity, a
velid technical assistance program would have to be
undertaken from a central agency rather than from ten
to twelve ICI's,

ICI's

——

No technical assistance was provided to or utilized by
private commercial banks. Several training seminars were
given by COFIDE. COFIDE personnel gave some assistance to
bank personnel in the preparstion of loan applications.
This is not consid:red to be technical assistance, rather

~normal working procedure. A limited promotional program

was also conducted by COFIDE, with limited impact.

The ICI's had no "in-house" technical experts, nor even
loan officers with knowledge of agriculture. Although
local banks realized the importance of having agricultural
loan officers, and planned to employ them in the future,
providing technical assistance to subborrowers (farmers)
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represents 63% of COFIDE's total liabilities, a larger portion than the
respective 56% of 1983,

Total income increased from 219,523 million Soles in 1983 to 543,939
million Soles in 1984, an increase of 148% for the year. Revenues from
loans grew by 186% during -the same period and represented 90% of the total
income. Total -operating cests grew by only 138% and operating income sur-
passed operating costs by a higher margin. Provisions for bad debts for
1984 were 166,559 million Soles, 210% larger than last year, reducing net

income from 3.5% of total revenue to only 0.5%.

5. COFIDE's Nominal and Effective Rates of Interest

COFIDE is actually lending in local and foreign currencies; the
scurce of the funds determines whether the jozns are dencninated in either
Soles or foreign currency. Each line of credit in COFIDE has its own
interest rate and repayment term. The cost of foreign currency denominated
Tcans is continucusly updated as the sources of funds change their costs.

Interest rates for the Soles denominated loans are f{xed within the
Central Bank limit and are continuously revised. The system known as the
"indexed system" is also used by COFIDE for their Soles denominated loans.
In the indexed system, the principal amcunt of the loan is periodically
adjusted by the average Consumer Price Index (CPI).

The current nominal and effective interest rates charged for each
COFIDE Intermediation line and their own resources are included in Table 9.
“he rates are calculated considering the nominal interest rates, the com-
missions charged and the payment mechanisms.

6. PRIDA Lending Policies and Procedures

Lending terms and conditions of PRIDA loans are set forth in the
agreements between COFIDE and the ICI's and are detailed in PRIDA's Credit
Manual and Procedures Manual, both of which are publicized and distributed
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to the ICI's.

The most significant aspect of PRIDA's policies and

procedures are as follows:

a. Beneficiary Eligibility Criteria

i.

ii,

PRIDA
Any natural or legal person wanting to invest in agri-
cultural development projects may be an eligible PRIDA
borrower. The manual states that the borrowers may be
small-or medium-scale farmers, owners or tenants and
associate entities specialized in agricultural activi-
ties. Based on this, agroindustries related to the
borrower's farm activities are also eligible for PRIDA
financing, In theory, projects that contribute to
creating new jobs and those with intensive labor util]-
ization would have priority. There is no mention of
preference for projects involving production of non-
traditignal exports nor for food crops. It is indica-
ted, though, that PRIDA will not finance investments
for the production of sugar, palm oil and citrus for
export.

ICI's

The ICI's are not familiar with medium- and long-term
development credit. Their experience is in short-term
operations that are granted on the basis of either
collateral or the capacity of the borrower to repay
regardless of the credibility of the project that is
being financed.

This was found to be true for PRIDA sub-loans too.
Commercial banks perform projected economic and fi-

nancial evaluations of the projects to comply with
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COFIDE'S requirements, but not to assure the eccnomic
and financial viability of the projects. ICI's are in
the business of providing resources mainly to their
long-term orf potential clients, and not to new sub-
sorrowers with potentia11y profitable and high social

impact projects.

1CI's have accepted different types of collazeral as
_guarantees for PRIDA loans including urban proparty,
personal and bank guarantees, dollar certiticetes of
deposit, machinery and equipment, and farmlznag in that
order. T1he collateral most widely requested JY the
IC1 to cover PRIDA subloans was urban property. Fifty
three out of the 90 operations were guarantes: by <nis
type of collateral, either with or without ota=r forms

of guaranties.

. Farmland and agricu1tura1 equipment are not attractive
as collateral because of legal 1imitations as a'resu1f
of the 3anco Agrario. and neforma Agraria Jaws (See
Chapter VI.A.1). '

Subloan Amcunts

ICI's are authorized to approve subloans ‘or a maximum Of
us$ 100,009, provided no working capital is inc) ded in the
loan. Subloans of USS 100,000 including working capital
(not to exceed 40% of the loan) and those for amounts ex-
ceeding USS 100,000 reguire previous evaluation and approval

_ of COFIDE/ALD. Qut of 92 subloans approved 9 sapyary 1983,

geven subloans over the USS 100,000 maximum, with an average

of US$ 220,000, have been approved.

67



C.

Interest Rates

Interest rates for sub-loans financed with PRIDA resources
are established in accordance with Central Bank (CB)
requirements. Within such regulations, rates are subject to
periodic variations determined by COFIDE. PRIDA offers to
the subborrowers three types of loans: (1) fixed rate in
Soles, (2) fixed rate in US$; or (3) principal adjusted in
Soles by the Consumer Price Index (CPI). All but one of the
90 subloans made up to January 1985, were of the “fixed-
rate-in-Soles" type, which had an annual effective rate of
63.5%. As of February 1, 1985, Central Bank increased the
ceilings on interest rates and accordingly COFIDE introduced
modifications to PRIDA's interest rate structure as follows:
(1) The choice of any one of the three systems described
would be available only for borrowers receiving sub-loans
for up to US$ 30;000. Borrowers requiring amounts over US$
30,000 could only choose between Adjusted Principal System
in Soles or US Dollar denominated subloans, (2).the effec-
tive rate of interest for fixed rate Soles subloans, appli-
cable to outstanding balances and new loans approved under
this system, was increased from 63.5% to 89.8%, (3) the
nominal interest rate on Principal adjusted Soles loans was
reduced from 5% to 4.5% over the adjusted principal re-
sulting in a 132.2% effective rate considering the average
CPl of the last twelve months, and (4) the interest rate
for US Dollar loans was left at the previous rate of 11.46%.
PRIDA, loans, as well as all loans madé by the ICI's, are
charged an 8% tax over the interest and commissions charged.,

The structure of interest rates under the PRIDA program, and
the nominal and effective rates charged by COFIDE to ICI's
and from these to project beneficiaries is shown in the
following table (Table 10). Note that ICI's spread is sim-
flar under both Soles demoninated type of loans,
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Table 10

Interest Rates Charged by PRIDA
{As of February 1, 1985

_Fixed Rate Soles —Dollars __ Principal Adjusted by cpl
Nominal Effective . Nominal Effective Nominal Effectivel
\ e T T T T T e el —_—
COFIDE to ICI's ] 64.0% 81.06% 8z 8.24% Index + 0.52 122.80%
ICi's Commission (Spread) 5.5 8.74 ) 3 3.22 Index + 4.0 9.40
ICI*s to Beneficiaries 69.5 89.5 11 11.46 Index + 4.5 132.20

Nute: The difference between nominal and effective rates comes from the fact that interest is paid or capitalized at the end of
quarter periods.

'/ Calculations based on index variation from 31/03/84 (index=314.51) to 31/03/85) (projected index = 698.90)
Source: COHIDE


http:index=314.51

Considering that the local inflation rate, as measured by
the CPI, has been 111% during calendar year 1984 and is
expected to be in the order of 150% during the calendar year
1985, practically the entire PRIDA lending was made, and
remains, at a level well below the positive rate, in real
terms. The impact of such negative rates is analyzed and
discussed in separate sections of this report.

Subloan Repayment Terms

PRIDA's Manual calls for subloan repayment terms of up to
ten years, including up to a two-year grace period, with
actual terms in accordance with cash-flow requirements of
the individual subprojects. However, records indicate that
some of the ICI's (particularly Banco Continental) are dis-
regarding the cash flow projections and have set the terms
of the subloans made at a maximum of two years. Benefi-
ciaries interviewed by the project evaluation team indicated
that they had no choice but to accept such terms with the
expectation of refinancing their loan or repaying it with
resources other than Project income.

Subloan Guarantees

ICI's are free to demand whatever collateral is acceptable
to their respective institutions., From the review of the
Toans made, all ICI's are demanding real guarantees in the
form of mortgages of non-farm real estate, US$ deposits,
other liquid assets or persdna] and bank guarantees. In
practically no case was farm property accepted as colla-
teral. The major reason for non-acceptance of farm propérty
is the uncertainties about the possibility of executing such
guarantee, in light of the unclear regulations related to
the Agrarian Reform Law, Commercial banks are interassted in
a borrowef's overall repayment potential. Earning capacity
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and credit history are also important in considering the
credit-worthiness of loan applicants. However, of greater
importance at this time is the amount of “real" guarantees,
defined as non-farm collateral (see Appendix D, Report No, 1
guarantees taken under PRIDA lending).

7. Potential for the Utilization of Loans at Indexed or Commercial
Rates

. Traditionally, the bulk of credit to the agricultural sector has
been provided by BAP at concessionary rates of interest. This policy of
lower than cormercial interest rates for agriculture has been, and still
is, supported by the public and private entities of the agricultural sec-
tor, by practically all of the political parties contending under the
forthcoming elections for President and Congress, and by the people and
entities involved in the production, processing and marketing of agricul-
tural products. The major reasons given for supporting such a policy have
been the need for cheap food vis-a-vis the low purchasing power of the
urban population, the negative terms of trade of the agricultural sector,
as well as the need to substitute domestic food production for imports to
increase agricultural exports.

During recent years, Central Bank and Ministry of Economy authorities,
supported by the policies of the IMF, World Bank and USAID, have tried to
move. interest rates charged by the Government development banks towards
positive rates in real terms. The introduction of a system of charging
interest in advance and on actual increases in nominal rates has not suc-
ceeded. BAP interest rates for medium-term loans were increased from an
effective rate of 63% in January 1984 to 86% in November 1984 and to 138%
as of February 1, 1985. However, since the internal expected inflation for
1985 is estimated at around°150%, the BAP rate is still negative and about
30 points beldw the commercial rates.
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Under these circumstances, it seems logical to conclude that as long
as there is agricultural credit available at concessionary rates of inter-
est, the demand for investment credit at positive rates in real terms would

be minimal.

Even though it would be most difficult to quantify actual demand,
there is no question that if concessionary credit were to disappear, there
would be demand for credit at commercial rates, mainly for the production
of farm products (e.g., export products) less susceptible to adverse price
policies, inflation rates and other market conditions. This assumption is
in line with the experience under the only line of indexed agricul tural
credit, the Credito de Fomento Agropecuario line of credit handled by
Central Bank. Under this program it took nearly four years to place a
total of US$ 5.0 million, most of it apparently during periods when BAP's
funds for credit were unavailable.

8. Linkages to Other Agro-Industrial Activities

There are two projects of COFIDE/USAID, PRIDA and FRAI, directed
at establishment of loan facilities within COFIDE, each with objective of
increasing productivity and encouraging private commercial banks to become
more involved in agricultural credit, among several others, Both facili-
ties are within the "agricultural sector" in terms of objectives. Yet they
are not necessarily related nor complementary. On the one hand a citrus
Juice processor may obtain a loan from FRAI for establishing or expanding
processing plant capacitity for the export of juice, but citrus producers
may not be granted a loan by PRIDA to expand citrus production for export.

i

In most cases, it is virtually impossible and unnecessary, with any
degree of rationality, to classify agricultural enterprises as "agricul-
tural" or "agribusiness." To make both loan facilities more productive,
they should be closely linked and made complementary by targeting a partic-
ular subsector to achieve a particular purpose. They can then be utilized,
in concert, to assist a subsector to achieve its full potential.
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The sum of both loan facilities is very small relative to the total
credit requirements of agriculture and can make very 1ittle impact, from a
macro standpoint, on agriculture. Targeted on One subsector, however, the
1oan facilities can make a sizeable impact. They can achieve the original
objectives of expanding the role of commercial banks in agriculture. The
technical assistance components of both loan facilities can be targeted and

utilized in a complementary manner.

D. Subborrowers

1. Characteristics of Subborrowers

A total of 27 farm operations out of the 92 farm loans aranted by
PRiDA were visited, The farms were located in the major regions of the
country and are considered representative of farm operations raceiving
loans in the PRIDA Project. In general, all but three of the farm ope}a-

tions that were visited were very well-run,

The following information was obtained from the farm visits and is
supplemented DY information from loan applications (see Appendix C for
Tables). -

a. Geographic Distribution of Subloans

The greatest number of subborrowers, 66, were in the
Arequipa region, These 66 loans represented 25.6% of the
value of loans made. The Lima area was second with seven
loans, Trujillo (Libertad) and Piura each had four; Tumbes
had two; and Puno, lca, Moquegua, Chiclayo and Tarapoto
each had ong loan. (The loans in Chiclayo and Tarapoto
were made after January 1, 1985).
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Distribution by Size of Loans

The overall average size of loans made was $54,907. Seven
loans over $100,000 were made, averaging $209,807 and com-
posing 29.72% of the value of loans made. Loans under
$100,000 averaged $41,843., There were 31 loans between
$50,000 and $100,000; 21 loans between $29,000 and $50,000;
23 loans between $10,000 and $25,000; seven loans between
$5,000 and $10,000 and one loai under $5,000.

Socio-Economic Distribution of Subloan;

Socio-economic distrib.tion of subloans is difficult to
determine. Farm operations receiving loans were as smal)
as one hectare in size. The largest percentage of the
operations rcceiving loans, 53%, were 10 to 50 hectare
operations. Over 35% were one to ten hectare operations
and 10.8% were over 50 hectares. It is difficult to
classify these farms as small, medium or large because of
the varying norms for regions and types of farms in Peru.

The one common factor was the availability, in almost all
cases, of off-farm coilateral. This would tend to place
the loan recipients in a more affluent classification than
average or normal farmers. Because of the type of colla-
teral required by private commercial banks, those farm
operators w.chout off-farm collateral are effectively ex-
cluded from receiving agricultural credit.

Although the .operators receiving credit were not poor,
small farmers, that new land was brought into production
and the farms in general were made more productive jus-
tifies the loan racility. Food production was increased
and jobs were created. The loan facility made a positive
impact from a socfo-economic standpoint even though not
directly to the average farm operator,
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d.

f.

Employment Generated

Although most of the operations receiving loans were still
in the process of 1mp1ementing farm plans with the funds
received, a considerable amount of new employment had been
generated. In almost every operation, g considerable
amount of labor for construction and land preparation had
been utilized, In addition, the loans resulted in a total
of 155 full-time jobs, 92 part-time jobs and a potentially
'1arge number of jobs for seasonal harvest labor,

Distribution by Type of Farming

As indicated by the interview sample, over 60 percent of
the farm 1loans were fruit and vegetable operations, OQf
these, 40 percent also had dairy or beef enterprise;'in
conjunction with their fruit or vegetable operation, . The
remaining 40 percent of the operations were livestock
farms, either dairy, beef, €99s, poultry meat or a com-
bination,

Expertise of Owner/Operator

In the interview sample, 50 percent of the farm operators
had training and experience. Slightly over 33 percent had
ne training, but had derived some experience from farming,
Only two percent had neither experience nor training, Of
these, 75 percent hired a consultant or had the advice of
an agricultural consultant, About 19 percent cf the
farmers interviewed, regardless of the degree of experj-

" ence, sought out technical or cspert advice for theirp

farming operations,
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Length of Tenancy

Slightly over 46 percent of the farm operators interviewed
were new owners, having bought their farms less than one
year previously. One half of the new owners were re-
claiming land that had not been farmed for over ten years,
since the land reform. The remainder were either starting
new types of operations on land that had previously been
farmed or were going to utilize rangeland.

Of farm operators who owned their farms for more than one
year, 29 perceat had owned their farms for one to five
years, 42 percent for five to ten years and 29 percent for
over ten years,

Farm Plans and Records

A1l of the farms in the sample did have a general farm plan
apd maintained farm records, and almost all were adequate.
This differentiates these loan recipients from other farm
operators because most do not maintain adequate records.
Next to a lack of non-farm collateral, inadequate records
was the second major réason for banks not approving loan
applications,

Markets

In the sample, 27 percent of the operations sold part or
all of their products at the farm, 38 percent sold their
products primarily to wholesalers on the Lima wholesale
market, 15 percent sold their products in regional or local
markets, while 26 percent sold their products primarily to
processors. (The pcrcentage totals do not add up to 100
percent because of overlapping). Only 15 percent of the
farm operators indicated that they had a problem in mar-
keting their products. However, those stating that they
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Over 51 percent of 1gan recipients utilized thejp loans tq
Purchase fapm animals, in addition to Other items, "In

, alqost every case 1oan funds were utilizeg also to purchase

various types of farm equipment, Over 99 percent g¢ the
loans were utilized a)gq for langd improvement of some type,

Collatera) Used for Loqgs

of collatera] ag sufficient for the 1oan guarantee, Qnyy
one loan was based on a fam mortgage. The rest were com- -
binations of types of Collateral, Only 15 Percent of the
]oens Utilized the farm Operation as part of the collatera]
and only 15 percent of the lToans utilized ‘apm equipment as
Part of the coiiatera]. Over §1 Percent of the lgang
utilized ag sole collatera) Or as part of the co]latera],
2n urbdan home or Property, About 58 percent of the loang
Utilized ys Dollar Certificates or deposits, bank guaran.
tees, cCrporation shares and third Party cosigners as part
of theijr ccllateral,

Terms of Loans
——2 LOans
Loans ranged f-um 25 months to 72 months with grace periods

from foyr Merths to 24 months, A1j loans were of a fixeqd
rate type in scles,
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m.

p.

Other Credit

Over 38 percent of loan recipients already had a loan with
Banco Agrario or another institution at the time they
received a PRIDA loan. Over 38 percent also indicated that
they currently or previously had an operating loan,

Method of Learning of PRIDA Loan Facility

About 31 percent of the interviewed sample had learned
about PRIDA from advertising on radio or television. Seven
percent had learned of PRIDA through friends. The remain-
der, or 62 percent, had learned of PRIDA from their local

bank.,

Reason for applying for PRIDA.Rather than Banco Agrario
Loan .

Over 69 percent of the sampled loan recipients indicated
that the major reason for applying for a PRIDA loan was
speed in receiving the funds or timeliness. Nineteen
percent indicated that there were no funds available from
Ban:o Agrario and the other 12 percent indicated that there
was too much "red tape" in a Banco Agrario loan or they
didn't want to become ivolved with Banco Agrario.

Loan Disbursal Time

Most of the loan recipients in the study sample indicated
that the major reason for applying for a PRIDA loan was
speed in obtaining the funds. Over 61 percent of the loans
were disbursed in less than 30 days from receipt of the
application to actual disbursement. About 15 percent of
the loans required two months for disbursement while 23
percent of the loans required three to six months for dis-
bursement. In two or three cases, the delay was due to
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F.

USAID/COFIDE approval because the loans were large. How-
ever, the major portion of the loans requiring three months

or longer for disbursal were in the Trujillo, Tarapoto and

Chiclayo areas.

Effectiveness of the Loan

Over 65 percent of the loan recipients in the survey
indicated that because use of the loan they had achieved,
or-would achieve, the objectives that they had set forth in
their farm plan., Another 11,5 percent said that it was too
early in their development program to tell. Over 2.3 per-
‘cent indicated that the loan had not helped them achieve
their objective because by the time they actually received
the funds they were insufficient, in terms of dollars, due
to inflation,

Over 65 percent of loan recipients indicated that they
would have no difficulty repaying the loan, The other 35
percent said they would have some problems, partly because
some of the loans were for the development of new land or
new farms and required a longer term loan, Many were
hoping for an- extension of their l1oans, About 85 opercent
of the interviewed loan rezipients indicated that they
would require additional loans to complete their total farm
plan,

Farm Operators Opinion of Indexed Loans

Over 19 percent of the loan recipients interviewed indica-

. ted that they knew virtually nothing about indexing of

loans. Some 70 percent indicated that they were absolutely
opposed to indexed loans, One partner of one farm opera-
tion indicated that he was in favor of indexed loans (the
only farmer interviewed that was positive) while his part-
ner was absolutely opposed.
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2. Extent to Which Subloans Have Met Economic, Finéncia] and Social
Criteria of the Project

The objective of the Project was to gain the participation of the
commercial banks in making medium- to long-term loans to agriculture. The
incidence of the loans was to benefit the small to medium sized farmer, In
reality, it was expected that the actual beneficiaries would be the

medium-sized farmers.

The loan facility has achieved the objective of getting commercial
banks to make medium- to long-term loans to farm operators. To date, about
11 different ICI's have participated in the Project. The recipients of the
loans have been largely small to medium sized farm operators. These farm
operators have not, by definition, been regular farmers, but rather inves-
tor/operator/entrepreneurs with a keen appreciation of agriculture. The
banks have demanded large amounts of collateral (guarantees) of a non-farm
nature (urban property) which most of the regular farmers could not pro-
vide,

From an economic and financial standpoint the l1oans have been general -
ly sound, with almost all of the operations being well organized and poten-
tially profitable operations. The 1oans have resulted in increased produc-
tivity and the reclamation of farmland not used for ten or more years,

Although from a social standpoint the loans were not generally made to
the traditional medium size farmer, they have been made for sound, well
planned and managed farm operations and have resulted in increased agricul-
tural production, increased labor utilization and an expanded agricu1tural

production base,

In the final analysis, the Judgément of the social, financial and
economic benefits of the project are positive. The loans have been put to
good use and are in the possession of individuals with the capability to
use them properly,
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3. Constraints to Farﬁer Access to Medium Term Credit

There are four majur constraints to farmer access to medium term
credit; a) farm operators are not aware of 'the availability of the PRIDA
facility; b) guarantees (collateral) of the type currently demanced by
banks are not available:; c) a more current problem, and of a more indirect
nature -- fear of indexed lcans; d) the general inadequacy of farm records
and planning. Although a program of promotion of the PRIDA facility was
undertaken by COFIDE, it was insufficient to inform the majority of the
farm operators; The banks generally believed that COFIDE should have
developed a small and concise pamphlet that could have teen dispensed to

borrowers with monthly bank statements.

The second constraint is the major factor limiting access to medium
term credit. Commercial banks are fearful of agricultural assets and value
them very low. Almost all of the banks stress off-farm collateral as
guarantees for farm loans. The amount of collateral demanded would appear
to be excessive and genzrally consists of an urban house or property,
dollar certificates, bank guarantees,” third party cosigners, stocks and

other.

Cf a more serious and current nature is the expressed fear of farmers
and of many bank persannel toward indexed loans. A1l of the farm operators
interviewed were adamant in their opposition to indexing. Several farmers
stated that they knew little or nothing about indexed loans, but were op-
sosed to them because of the connotation of indexing to the rate of infla-

tion,

With experience in administering medium-term farm credit banks, ICI's
may, especially if encouraged by the various international agencies, reduce
to a more realistic level éhe amount of guarantees required. The problem
of informing farm operators of the PRIDA facility can be overcome by a con-
certed promotioral program including distribution by the banks of small
informational pamphlets.
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The question of indexing, however, must be carefully studied--espe-
cially its impact on agricultural borrowing and agricultural development,
Initiation of a total indexed loan program could have the impact of
stifling agricultural investment and, therefore, agricultural development,

A fourth constraint, lack of farm records and planning, is a serious
problem in agriculture. Many loan applications were rejected because the
farm operator's records were either non-existent or inadequate. Technical
assistance, 1in the form of farm management specialists, could help to
alleviate some of this problem, at least for those farm operators who have
a strong desire to develop.

4. Impact of Subloans on Farm Operations

A measure of the impact of PRIDA on farm operations on a macro
level cannot be made. The size of the PRIDA loan facility is extremely
smail in relation to the magnitude of credit requirei for the agricultural
sector, Its impact, therefore, on the sector in yeneral is hardly notice-

able,

At the micro level, however, a subjective evaluation of the impact,
derived from the farm operations studied in the sample, indicates a very
positive impact. Nearly 50 percent of the loans made were to new cwners.
0f these, most were bringing into production either 1and that had not been
farmed for many years (since the land reform) or land that was virgin and
never farmed. Without the PRIDA facility, most of these operations would
not have been undertaken,

Over 85 percent of the 28 farms visited were considered excellent
operations. Almost all were in the process of implementing their planned
programs with the proceeds of the loans received. Based on program imple-
mentation aad on the high quality of the capital inputs acquired, it is
evident that the loans were being utilized in a manner that would result in
a significant improvement on each farm in terms of increased land area,
increased productivity, improved quality of output, greater efficiencies
and conservation of soil and water.
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Of the other 12 to 14 percent of the farms visited, most had expe-
rienced problems ranging from floods to late receipt of funds, Indications
are that the loans will have a very positive effect on these individual
farm operation in ameliordating problems,

5.  Adequacy and Impact of Technical Assistance on Farm Cperations

No technical assistance was provided to farm operations securing
PRIDA loans:; No mechanism was developed, nor is it conveivable that a
megcnenism could have been developed, to provide technical assistance via

the ICI's,’

Many of the farm operators receiving loans sought out and hired spe-
cialized technical assistance on their own, However, the adequacy of such
assistance in some cases is questionable, [t is apparent that famm opera-
tors do need and want technical assistance., It is doubtful that most would
be willing to pay for it, if it were to be provided by the ICI's and
financed through loan funds.

The utilization of the technical assistance fund must be reviewed and
the provision of technical assistance redesigned. Through a rearientation
of the program the technical assistance fund could be utilized more rre.
cisely and effectively and a greater impact on farm operations could pe
achieved,

6. Efficiency of the Financia] Mechanism in Relation 2o Subborrowers

The major criteria of efficiency, when related to agricultural
operations, is timeliness. . A farm operator generally needs his loan at the
time it i3 requested. A few days or weeks delay in receiving the funds
required to undertake a particular program often results in the failure of
the program or the achievement of lesser goals,
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In Peru, the planned purchase of a capital good with loan funds can be
restricted through a delay of a few weeks in disbursement., A planned pro-
gram of land reclamation or improvement can be held up for an entire year
because of seasonal weather patterns as a result of a delay of a few days
in disbursement of funds.

In the majority of cases, loans have been expedited on a timely basis.
However, there do ippear to be regional differences in the efficiency of
the PRIDA loan mechanism. Most of the loans in the Arequipa and Lima
regions haye been expedited quickly--most in 15 to 45 days. In the north-
ern regions, loan disbursement has been extremely slow requ1r1ng three to
six months from app11cat1on for the loan to actual receipt of the funds.
In most cases, this has resulted in the achievement of lesser goals, The
Soles received in relation to the dollar value when received was inadequate
to purchase the planned equipment or to undertake the planned program,

In general, the farm operator in the Northern regions blames the bank
for continually requesting more and more information and the bank blames
the farm operator for slowness in producing the data requested. It ap-
pears, however, that bank personnel in the northern regions do not under-
stand the COFIDE requirements and procedures and do not utilize the credit
manual, In almost all cases, the question of collateral is taken up only
after a loan request has been "approved" by the bank's central office in
Lima and by COFIDE.

New and streamlined procedures must be implemented and the farm opera-
tor must be advised of all data required on the farm operation at the time

of receipt of the loan application. The matter of collateral should be
part of the loan approval process and should be pursued at its start,

7. Financial and Economic Review of Subborrower Operations

a, Scope of the Review

The analysis of the financial and economic performance of
the PRIDA subborrowers had to be reduced to a sardle of
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ceeds) ang the 2Conomic interna) rate of return (EIRR) ip
constant terms Chtaineq, The Firnancia) Interna) Rate of
Return {FIRR) is Calcul ateq by adding tq the net result of
the fipgt €xercise the Proceeds of the 1loan and the debt
Service apg the rate of retuen Calculateq dgainst the
subborrowers 1nvestment.

1ncome. generatfng astronanically high EIRR. Operations 57,
58, 59, ang 60, an granted ip Arequipa. had EIRRs of uver
1,080% a Year,  (When revised, the EIRR obtafneq was only



83%, still a good rate.) The mistakes reflect the lack of
understanding of the evaluation mechanism on the part of
ICI's and confirms the thesis that PRIDA loans are not
granted on the basis of the soundness of the project, but
are based on subborrowers collateral availability and their
capacity to repay, whether the proceeds come from the PRIDA
funded project or any other source.

In the PRIDA application form, the FIRR is calculated using
constant soles while current Soles are used for calculating
debt servicing. In effect, this is mixing two different
values of the Peruvian So. in the same calculation and has
resulted in lower FIRR's obtained. This has the effect of
reducing the value of the indicators to be used in credit
evaluation. Both types of errors can be corrected by dis-
tributing to the ICI's a simple manual explaining how both
the EIRR and FIRR should be calculated.

Application forms and financial projections for PRIDA loans
are generally prepared by the ICl's credit officers. Sub-
borrowers provide the information required to prepare fi-
nancial projections, but do not participate in or under-
stand, the resulting rates of return and cash flows which in
theory should provide the basis to evaluate the Project's
economic and financial viability. Any future training
program must include some financial trainin-g,

Findings of the Evaluation

The files of subborrowers in the sample were reviewed.
Financial projections and the basis on which the projections
were prepared were evaluated. It was found that PRIDA
subborrowers are conservative in their sales expectations
considering the low projections of production levels and
conservative future prices listed for their products,
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n:viSED SRIGINAL
op. No. 1RR IRR 1RR FIRR
35 18.36 59,76 25,34 39,83
39 47,67 104.72 64,88 75.24
57 83,03 306.90 1,080.85 95.08
58 25.09 317,30 1,188.97 93,33
59 g8, 01 311.61 1,128.37 36,75
60 85.23 312.97 1,142.54 Q7,24
70 63.13 251.80 67.13 48,25
82 25.20 250,97 89.45 250,97
Source: Derived from information from CUFIDE'S F11és.
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Regardless of the original errors made in the internal rates
of return, the PRIDA projects remain very profitable.

For future financial evaluations, selected subborrowers
should be properly informed in advance to assure that fi-
nancial information is available. Most farmers have some
type of accounting records for legal, tax and bookkeeping
purposes. They regularly prepare their financial statements
only once, at the end of the year, and occasionally when
they have to show them to a bank for a specific purpose.

8. Use of Loan Proceeds

From the 'sample of loan recipients, over 46 percent of the sub-
borrowers were new owners of less than one year. Among loans to new
owners, about 25 percent of the loans granted were utilized to bring into
production new land or land that had not been farmed for many years. The
other 54 percent of the loans were used to expand the production base,
increase productivity and/or reduce production costs. No )oans were utili-
zed to improve marketing capabilities.

9. Farm Capital Investment

In all of the operations securing loans, farm capital investment
increased, either through improvements made in the land (thereby increasing
the value and productivity of the land) or through purchases of equipment
or of 1ivéstock. The development of new or unused land and farms consti-
tutes a new and additional investment in the agricultural sector.

10. Productivitx

Most of the loans granted were intended to increase productivity
of the land or to increase the capacity of the operation. The impact of
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the loan facility of PRIDA was positive, especially in light of the per-
centage of the loans used to bring new or unused farm land into production,
Of "the operations visited, it was observed in almost all cases that the
loans were well utilized, that the operations were well planned and that
planned increases in production and reductions in cost of operations would
be achieved,

11. Emplovment

Employment. was or would be increased attributable to the PRIDA
Yozn, in virtually every operation. This is especially <rue where new or
unused land was ba2ing brought into production. Most loans resulted in
imnediate employmant in construction and land preparation and continuing
employment of a long-term and seasonal (part-time) nature. The loans were
directly generating 155 full-time jobs, 92 part-time jobs and a large
amount of non-quantifiable seasonal harvest emp1oyment.

12. Ability and Disposition of Farmers to Invest in Agriculture

Ore of the mbst impressive cbservations made during the visits to
varm operations, was the positive attitude of the farm owner/operator
towards agriculture and the future profitability of the operation. Al-
theugh most of the farm owners/operators were not "farmers" in the classi-
cal definition of “farmer," thay were entrepreneurs, eager to invest in
agriculture and create a profitable farm operation. Although most had no
training anc little experience, they obtained advice from several sources
or nired consultanzz on a continuing basis. Almost all of the operators
interviewed indicated a keen desire to obtain additional funds to improve
the.productivity or capacity of their operations.

From the responses of farm operators and observations of the quality
of the operations, it is avident that farmers-operators are eager to invest
in agriculture aver in light of rapidly escalating interest rates and
uncertain prices. One of their major problems is the length of the loans
granted. In those cases where new or unused land and farms were being
trought into production, long-term loans were needed. In many cases, the
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Toans obtained were for only two or three years and therefore of insuffi-
cient duration to achieve the longer term objectives of developing new,
highly productive farm operations.

13.  Technological Impact of Lo¢ns in Reducing Costs and Increasing
Productivity

In most cases observed, loans were utilized to increase produc-
tivity or to "create" productive farms through the acquisition of improved
equipment, the implementation of new techniques, or the reclamation of new
or unused land through the utilization of new techniques or high technology

equipment,

Most of the operations were in the process of implementing their .farm
development programs. Observations could not be made of completed accom-
_ plishments except in a few cases. However, from the manner in which devel-
opment was being undertaken and the results observed in the areas com-
pleted, it was evident that the loans were making a large impact. The
observed use of new techniques includeds irrigation technology (e.g.,
trickle irrigation), land reclamation (e.g., the use of a new technique of

lushing the soil to desalinize it); the construction of storages and pur-
chase of feed milling equipment to reduce feed costs; and the acquisition
of implements (tractors, cultivators, etc.) to increase production, de-
crease costs and increase productivity. These are technologies introduced
through use of PRIDA loans.

€.  Impact on Non-Traditional Agricultural Export

The Project did not have, as one of its objectives, the development of
the non-traditional agricultural export subsector. The Project was in no
way targeting non-traditional agricultural crops or products. In effect,
Project funds were available for any type of operation, except those
restricted by the special covenants. The breadth of activities undertaken

-- rice, tobacco, nuts, fruit, vegetables, hogs, beef cattle, dairy,
broiler and egg production -- gave the Project, in collogquial terms, a

“shot-gun" approach,
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Current policy emphasis is on the replacement of more traditional
crops, such as sugar cane and rice, with non-trad?tiona] crops. Current
policy also recognizes the importance and potential of non-traditional
agricultural exports. A great potential exists for the development of the
non-traditional agricultural export subsector, but a program of technical
assistance and credit coupled with an integrated program of development
based on a systems approach is required if the subsector is to achieve its
potential.

It is probable that a program closely linking the PRIDA and FRAT Yoen
facilities and tafgeting them on the development of the non-traditional
agricultural export sector could achieve a significant impact, The rela-
tively small amount of loan funds could have more impact when targeted more
precisely. The technical assistance funds could be redirected and used
more effectively in such fields as post harvest technology, farm manage-
mant, production technology and marketing. COFIDE, FOPEX or another agency
could be utilized as the source of the technical assistance and the cata-
lyst to develop the necessary national strategies and programs to achieve
the full development of the sdbsector.

At the same time, the original objectives of PRIDA and FRAI could
still be met and, Perhaps, generate greater interest in ICl's because the
program would be more specialized and oriented to dollar earnings, The
technical assistance provided though the central entity would be available
L0 2ssist the local banks and work directly with the subborrowers -- both
farm operations and other "agri-business" activities.
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Chapter VII
LESSONS LEARNED AND SUGGESTED PROJECTS

A. Lessons Learned

Agricultural credit is a very special type of credit, greatly influ-
enced by Government policies and laws that, at times, even negate consti-
tutional rights and privileges. Agriculture is not only a basic sector of
the economy, it is also viewed as a social aggregation of the disadvan-
taged., . As-such, the agricultural sector is beset by pressures to achieve
special, .non-economic, objectives that refute the basic premise that agri-
culture and farming is business. :

Farming and agriculture are buéiness, however, requiring large amounts
of capital and investment., For the sector to develop, large amounts of
credit must be made available through the commercial and private sector.

0f great importance, and a major reason for optimism about the future
of the agricultural sector and especially optimism about the future deve!-
opment of the non-traditional agricultural export subsector, is the little
known, vet highly significant new trend that we have seen in agriculture in
Peru., There is, currently, an influx of young, aggressive "entrepreneurs"
into agriculture. They are going into farming and buying or opcrating 15 -
20 hectare or larger parcels of land. The types of farming undertaken
range from rice to fruits, vegetables and highly intensive, sophisticated
hog and poultry operations. The emphasis; however, is on fruits, vegeta-
bles and other non-traditional crops or products--those crops and products
consituting non-triditional agriculture which are the basis of the non-

traditional agricultural export subsector.

While some young entrepreneurs have training and degrees in agricul-
ture, most have no training and little or no experience, Most are not, in
the traditional meaning or definition of the term, “"farmers." They are
entrepreneurs with a keen interest in agriculture and a belief that their

92



future is in agriculture and that, through the application of sound busi-
ness principles, their farms will be highly profitable,

The same is trye in related and complementary areas of the subsector,
There are young, aggressive and highly capable individuals entering the
export field, the input supply field and other areas that together consti-
tute the infrastructure serving the non-traditicnal igricultural axport
subsector,

These young people are intelligent, enerastic, can and d, mek2 tnings
heppan, They believe that they can learn what s requirad aboyt agricul-
ture and marketing and seek out advice and hire experts' when they are
available, From the professionalism exhibited, these young peopie are
succeeding and will be the backbone of the non-traditional agricultural
export subsector,

B.  Suggested Projects

1. Project No. 1 - The Development of the Non-Traditional

Agricultural cxport Subsector in Pery

a. Rationale

Peru has a great untapped potential of land, climate and
human Tésources, to expand its agriculture and to develop a
viable non-traditional agricultural éxport subsector, vital
to its future, Chile, Peru's neighbor to the south, achiey-
ed an impressive development of its agricultural export
subsector through intensive planning and consistent effort,
Its exports of non-traditional products are respected in
every market of the world,

In relative termms, Pery's opportunity for similar develop-
ment exceeds that of Chile. Peruy has a much greater land
base and a wider divergence of micro-climates than Chile.
Advanced production technology is already being utilized;
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there is a core of experienced and trained farm operators
and currently, there is a sustained desire to produce and
export non-traditional crops and products. Peruy also has an
existing, although relatively small, production base of
fruit consisting of the most popular varieties in the
targeted export markets.

Currently, there is an “undeclared" contest or “race" be-
tween would be exporters of non-traditional crops. The race
is to determine which country in the Caribbean, Central or
South America will be the "next" Chile and gain full access
and the fullest respect of the North American market.

Every country in the region is in the race. Some have an
advantage in terms of financial support. The countries of
the so-called Caribbean Basin are receiving substantial
support in terms of financing and technical assistance. The
fact that none of these countries has won the race, or even
succeeded, in real terms, to develop its non-traditional
agricultural export sector offers an object lesson in agri-
cultural development. Each country is undertaking develop-
ment in the traditional “piece-meal® basis, and attempting
to "go-with-what-they-have" rather than develop a sound
production and marketing base,

Peru has an opportunity, It has all of the ingredients for
succeeding, which many of its competitors do not.

To succeed and develop, to its fullest, the non-traditional
agricultural expo:t subsector, Peru must undertake a total
“systems apprbach" of development. The subsector as a Sys-
tem of interrelated and corpiementary individuals, insti-
tutions, structures, functions, services and activities must
be recognized.
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For the subsector to achieve full development, the entire
system must be upgraded and developed. This reqrires the

~ simultaneous upgrading of skiils and capabilities, the up-

grading and establishment of required organizational struc-
tures, the upgrading and establishment of infrastructure and
of the required post-harvest technology and production tech-
nology. This is a "systems apprcach" to development that
must be utilized to establish a sound production base and a

strong marketing base,

To undertake such a systems approach to develop its poten-
tial, the subsector requires an integrated strategy and
planned program of development. In addition, a strong
entity is necessary to serve as the catalyst and the source
of assistance. Also required is appropriate and practical
technical, advisory and support assistance in the areas of
marketing development, post-harvest technology, systems
design, production technology, specialized management and
other areas of expertise not fully developed or applied.

A program as envisioned, would address both the long-term
requirements of establishing a sound production base and
mark2ting base and the shorter term needs of existing pro-
ducers, processors, agri-business firms and exporters that
are now engaged, or have the capability of engaging, in
producing and  exporting non-traditional  agricultural
commodities or products.

Goal
The goal of the Project is to increase the level of income

of rural farm-operators and workers and to improve the
balance of payments ratio of the country.
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c. Purpuse

The purpose of the Project is to develop the full potential
of the non-traditional agricultural export subsector as a
major source of foreign currency earnings for Peru,

d. Project Duration

Tc assist the subsector in achieving its full potential and
to establish the required production base and marketing/-
post-harvest technology base, the Project must continue for
at least three years, or longer.

e, Type of Project Inputs

The major components or inputs of the Project are:
i. Technical Assistance

ii. Commodities

iii. Training

i. Technical Assistance

It is envisioned that technical assistance will be
provided at two levels:

Level I: Services to the developmental institution,
COFIDE or FOPEX or other organization to serve as the
catalyst the overall subsector to systematically estab-
1ish the required infrastructure and a sound production
and marketing base,
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Level II: Targeted assistance to assist the shorter
term needs of existing producers, processors, agribusi-
ness firms and exporters who are now engaged, or have
the capability to engage, in exporting agricultural
commodities or products.

The categories of Technical Assistance and expert
advisory services that would be provided include the
following:

(1) General - Program Design

- Assist in the development and implementation of a
National Strategy (Plan) to develop a viable "non-
traditional" agricultural export subsector, including
the establishment of a production base and a strong
marketing capability (base) as its foundation.

- Assist in the development and establishment of a
program of checks and balances to secure relief %rom
current USDA phytosanitary restrictions on imports of
Peruvian fruits and vegetables and to gain entry into
U.S. markets,

= Asssit in identification, development, and planning
of projects and subprojects, including the identifica-
tion of sources of fun&ing, to achieve full development
of the potential of the non-traditional agricultural
export subsector as set forth in the National Strategy,

- Proviqe target assistance and support to producers
(farm operators), producer organizations, agri-business
firms, traders, (wholesalers, exporters, importers,
etc.), government institutions and other entities in-
volved or planning to become involved in agricultural

and food production and marketing.
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-  Assist in the determination and selection of com-
modities and products, in the delineation (selection)
of target markets and in the development and implemen-
tation of strategies to penetrate the selected markets.

(2) Marketing and Post Harvest Technology

- Provide assistance in the design and implementation
of harvesting and handling systems to minimize com-
modity deterioration (post harvest loss).

- Provide designs or assistance in the design of
pre-cooling, grading, packing and storage systems,
including: packing house design, cold storage design,
equipment «design, pre-cooling specification and design,
phyto-sanitary treatment.

- Provide pré-ﬁ]anning and planning assistance, de-
sign, location and implementatiorn of radiation tech-
nology and facilities.

- Assist in the design, adaptation and acquisition of
containers, packaging, labeling, etc.

- Assist in development and implementation of im-
proved transport systems -- both internal and external.

- ~ Develop and provide practical training in the
various technical areas (post-harvest technology) of
harvesting, handling, pre-cooling, grading, packing,
storage, transport and marketing; including packing-
house organization, operation and management.
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- Assistance in meeting market requirements, in-
cluding packaging, phyto-sanitary, quality and etc., in
targeted export markets.

- Assistance in developiong new markets.

- Assistance in achieving markat penetration in North
America, Europe, the Middle East and the Far East.

(3) Other

. Assistance in the development of market intelli-
gence, grade: and standards, quality assurance, inspec-
tion and other tertiary areas important to the success
of the subsector,

- Assistance in developing the role and capability of
the developmental institution as the catalyst in the
development of the non-traditional agricultural export
subsector,

The Technical Assistance Components would consist of

the following:
Full-Time

- Marketing Devé1opment/Post-Harvest Technology
Expert,

- Farm Management Expert.

Part-Time --as Required

- Horticulturist/Production Systems Expert.

- Processing Technology/Focd Technology Expert.
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g.

- Phyto-Sanitary/Systems Control Expert.
- Others as and if required.

ii., Commodities
Commodities would consist of appropriate vehicles for
work in agricultural areas, some laboratory equipment,
office equipment, training equipment, and aids and
miscellaneous., '

iii. Training

Training would consisf mostly of on-the-job training
as well as demonstration, seminars, work-shops, and
training courses undertaken by the experts in their
respective fields.

Value or Cost of Inputs

It is difficult to determine cost without a full Project
development exercise. However, Project cost, can be
“guesstimated,"

If the Project is to be of three years duration, Project
cost will be in the order of US$ 1.5 million.

Project Outputs

The total of Project outputs is difficult to ascertain,
However, the Project should achieve the necessary estab-
lishment of a sound .roduction and marketing base and the
:stablishment of the required post-harvest technology/-
narketing capability in the subsector.
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In the three years of the Project, the following major
objectives should be achieved:

i. removal of phyto-sanitary restrictions on Peruvian
fruit into U.S. markets and entry gained;

ii. an increase in exports of non-traditional agricultural
exports from the current US$ 62 million to USS 310
million or more;

iii. a number of lo2ns made to agricultural producers and to
agri-business firms coordinating and facilitating the
development and export of crops and products.

jv. institutionalization of provision of technical assis-
tance and support to the subsector participants through
COFIDE, FOPEX or other institutions.

2. Project No. 2 - Provision of Credit for Export

Rationale

The Peruvian economy is currently in a foreign currency
crisis. The development and support of exports is of

paramount importance.

As stated in Proposad Project No. 1, “peru has a great
potential in terms of land, climate and human resources to
expand its agriculture and to develop a viable non- -tradi-
tional agricultural export subsector, vital to its future,”
Exports from the agricultural sector, including aquaculture
and products from so-called “agro-industry,” have been ex-
ported for some time. The Peruvian private sector has
developed high quality products that have good acceptance in
the U.S., Canada, Europe, Mid-Fastern and Far-Eastern
markets. The total value of non-traditional agricultural
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exports was approximately US$ 62 million in 1984 and con-
stituted approximately 11% of all non-traditional exports,

Commercial banking institutions are providing the financial
resources to export around 70% of the non-traditional ex-
ports with a line of credit from the Central Bank. The
credit line provided is funded with Central Bank resources
and Bank advances from foreign private banks. All non-
traditional exports are covered by the policy of the Credit
Export Insurance Corporation (SECREX) to promote exports by
reducing the risk of the commercial banks in making loans
for these types of exports. These financial and insurance
mechanisms were created by law a few years ago, and now
cover about 70% of the non-traditional exports. The exports
of all non-traditional products, including those from
agriculture, grew to US$ 900 million in 1985 and will prob-
ably surpass US$ 1 billion next year if enough resources are

made available.

The availability of funds to finance exports is beginning to
fall short of requirements as private foreign banks have
begun to reduce their international trade lines and the
Central Bank attempts to reduce inflation by reducing credit
and restricted their monetary programs.

A program to assist in financing non-traditional agriculture
exports will be required if such exports do increase at the

rate that is anticipated.

‘ Goal

The proposed Project goal is to increase farm incomes and
improve the earning and in-flow of foreign currency.
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c.

e,

9.

Purgose

The purpose of the Project is to facilitate exports of
non-traditional agricultural crops and products by providing
the required financing of such exports.

Project Duration

The fund established should be of a permanent ongoing

nature,

Type of Project Inputs

The non-traditional Agricultural Export Fund will be
financed by USAID, the participating ICI's and the sub-
borrowers. The Fund will become a’ rotating fund within the
Central Bank. Lloans would be made to exporters through
ICI's utilizing their own funds -and the Fund as a fixed
percentage.

value or Cost of Inputs

Considering that exports from fhe targeted sector were US$
61 million, US$ 70 million and USS 56 million respectively
in years 1981 through 1983, and considering the average 1ife
of the type of loans to be made is 180 to 270 days, the
total value or cost of the project will be approximately uS$
30 million,

USAID's participation will be approximately 70% of the loans
with 20% from the ICI's and 10% from the subborrawers.

Project Qutputs

Project outputs will include:
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ie An increase in the total participation of ICI's in
financing the agricultural sector.

if. The financing of approximately 80% of the yearly
exports of the subsector, S

iii. An increase in the availability of overall export
credit to facilitate foreign exchange earnings for-

Peru.

Subprojects Related to Suggested Projects

c.
1. U.S. Phyto-Sanitary Restriction (Ban) on Peruvian Fruit and
Vegetables

A _Subproject to Project No. 1 - To Remmove the Ban on the
Import of Fruit and Some Vegetables into the U.S. From Peru

a., Background - Rationale

More than 40 years ago, an effective ban was placed on the
importation of fruit and most vegetables into the United
States. The ban was placed on the entire country and was,
evidently, placed without a sound basis. The scenario may
have been that fruit,was intercepted at a port-of-entry from
a passenger who said it was from Peru. It was confiscated
and later examined and found to have certain insects and
diseases. On this basis, and perhaps others, a ban was
placed on all of Peru.

Several factors must be considered; (a) the fruit may not
really have originated in Peru; (b) the areas now producing
fruits and vegetables are not the same areas as 40 years
ago; (c) the major areas now producing fruit and vegetables
are very distinct areas, most with natural barriers around
them (i.e., surrounded by deserts); (d) the major ban was
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b.

c.

placed without jnspection and verification; (e) the ban on
citrus and some other fruits was placed because of two
insects, Mediterranean Fruit Fly and South American Fruit
Fly and two diseases, Sweet Orange Scab and Black Spot. To
date, no one in Peru has ever seen signs of the two dis-
eases. 1here are, however, areas of infestation of the two

insects.

If it can be proven that the two diseases are not, in fact,
in Peru or only very localized, fruit can be treated and
gain access to U.S. and other markets.

A program of inspection and trapping to determine the pre-
sence of these offending organisms in an area can be ini-
tiated, and a system of controls, quarantine and even
eradication can be undertaken that could be approved by the
United States Department of Agriculture, This program would

be the same as that established by Mexico, Chile and others
to gain entrance and ship untreated fruit. '

The Program or Project has a high probab{1ity of succeeding,
and has been verified through numerous contacts with APHIS
in washington, D.C., and with the APKIS representative in

Lima, Peru.
Goal

The goal is to improve the income of fruit and vegetable
producers and employees and to improve the balance of pay-
ments ratio of the Country.

Purpose

The purpose of the Sub-Project is to facilitate the entry of
fruits and vegetables into the U.S. and other markets and
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‘e,

facilitate the development of the full potential of the
non-traditional agricultural export sector in Peru.

Project Duration

The full implementation of the Subproject including plan-
ning, development of statistical sampling techniques and
gaining USDA approvals is two to three years. However, the
program to be established is, by necessity, a permanent
continuous program,

Tvpe of Project Inputs

The major components or inputs are:

i. Technical Assistance
ii. Commodities
iii. Training

ie Technicai Assistance, to be provided under Project
No. 1, consists of a Pathologist or other specialist
to design and supervise the Project.

ii. _Commodities consist of vehicles for rural usage and
laboratory and trapping equipment,

iii. _Training consists of on-the-job training, mostly
working with the Technical Experts,

In addition, a special unit within the Ministry of Agricul-
ture or other institutions will have to be established,
staffed and equipped to carry on trapping, testing and
verification, to undertake the establishment and implemen-
tation of guarantee programs in defined production areas,
and to plan and implement erradication programs where

feasible.
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value or Cost of Inputs

The cost of the subproject, including the establishment of a
permanent unit in an institution to.carry out a long-term
Program, is impossible to forecast. The immediate, two to
three years implementation of the Subproject, considering
that the Technical Assistance Expert is budgeted in Project
Rgcommendation No. 1, will cost uS$ 300,000.

.Prcject Outouts

The value to the fruit and vegetable producers and to the
non-traditional agricultural export subsector is great., NO
estimate is possible but, the project, if successful, could
support millions of dollars of additional exports.
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Appendix A

METHODOLOGY UTILIZED IN ASSESSING
SUB-BORROWER (FARM OPERATOR) PERFORMANCE

To obtain adequate information to evaluate the performance of the
* PRIDA facility and the subborrower several methods and sources were
utilized:

1, Records in COFIDE's central office and branch offices were
reviewed and data entered into a "data base".

2.  Applications from farm operations, both those to whom 1oans
were granted and those to whom loans were rejected were
.reviewed and daca entered into the data base.

3. Questionnaires completed by COFIDE personnel during periodic
reviews of sub-borrowers were examined and data entered into
the data base.

4. Interviews were conducted with selected sub-borrowers (farm
operations) in each district having loans granted.

5. Interviews were conducted and meetings held in areas where
there were no loan recipients.

6. Interviews were conducted with loan applicants not granted
Toans, but located in areas where loans were granted.

7. Interviews were‘Bé1d with personnel of ICI's at their main
offices and at branch officec.

8. Interviews were held with Banco Agrario personnel and others
influential in the financial community,

DATA BASE

A computer data base was developed incorporating the information
gathered from all sources. From the information in the data base,
statistics were derived and cross tabulated on:

1. Loan recipient location,

2, Type, amount and term of loans.

3. Date of application and effective disbursal of loans.

4, Identification and location of commercial banks.

5. Composition of loan (amount from each source).

6. Identification of subborrowers.
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7; Characteristics of the farm operations.

8. Whether farms were new or expanding operations.

9. Type of loan collaieral.

10. Number of employees added due to the loan.

11. Problems of payback.

12. Planred use of funds and actual use,

13. Technical base of operation, ard ozhar pertinent statistics.

The data collacted and statistics Zerivac ware comoined with the
sybjeczive evaluation of the subborrowens cperations to determine
-henet result and contribution of tre FalDA Prcject. Because most of
the 1oans were in effect for only a short pariod and most of the opera-
tions were in the process of developing tnueir new base, e.9., construc-
tion of buildings, installation of egui-vzn%, 12nd preparation, or in
the middle of the growing season, a true financial accounting of the

operations could not be made.

A Question Guideline was developed and utilized as a tool in
undertaking interviews at the subborrcwer or farm level. A stratified
sample was utilized in selecting the farm operations to be visited to
assure the inclusion of each jdentified type of operation. The
Question Guideline was utiiized to maintzin an informal atmcsphere.
The infcrmal nature of the irepryiows elicited free and open discus-
gions in which much was iearned that w2s especially neipful in showing
Tessons Yearned and relevant to future orograms.

The physical features of tnhe cue~ation, 2.3., land, crops, equip-
ment and infrastructure, were examines 11 a-tail to help ascertain the
quality and potential success of the suz-borrowers and the farm opera-
tion.

cOFIDE and I1C1 personnel assistez ir making arrangements for
interviews. In the field, local dranih sersonnel from tne ICl's and
parsonnel from the regional offices of COFIDE accompanied the inter-
viewers on the farm visits,



Appendix B

LEGAL OPINION ON AGRICULTURAL
SECTOR LEGISLATION AFFECTING
AGRICULTURAL LENDING

NOTE:

This Legal Opinion is summarized in English in Chapter VI. A.
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San Isidro, 28 de Marzo de 1985

Sefiores
Checchi & Co.
Centro Comercial Camino Real, Piso 13°

San Isidro.-

At. s+ Ing. Juan Be:z

stimados seficres:

o]

Por la presente nos es grato
emitir el informe solicitado sobre el régimen de
garantfas vigente en el sector agrario y diversas
consultas relacionadas con la ejecucidn del convenio de
préstamo celebrado entre la Repudblica del Perd y los
Estados Unidos de América, actuando este udltimo a través
de la Agencia para el Desarrollo Internacional (AID).

1. Récgimen de varantias del Sector Agrario.-

Esta primera parte del informe tiene por objeto
analizar las diferentes garantias que pueden
establecer u otorgar los agricultores o productores
agrarios. Se incluye en el andlisis 1los diverscs
problemas gue este régimen puecde precsentar en
relacidn con los objetivos que persigue el coavenic
de préstamo celebrado entre la Repudblica del Perd y
los Estados Unidos para el establecimiento vy
operacidn del fondo de capitalizacidn agropecuaria.

Conviene destacar en primer término, gue se entiende
pcr productor agrario a la persona natural o
juridica que realiza "actividad agraria" vy, por
"actividad agraria",la que comprende las actividades
agropecuerias, silvicultura, extraccidén d¢e madera y
de productos -silvestres, la agroindustria, la
comercializacién a nivel rurdl de los procuctos
"agrarios, los servicios agrarios y la asesoria
técnica dedicada exclusivamente a los productos
agrarios (Art. 1° del Reglamento de la "Ley de
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Promocidn y Desarrollo Agrario" aprobado por D.S.
147-81-AG). Como se observa, los productores
agrarios pueden ser personas naturales o juridicas;
sin embargn, en el caso de personas juridicas, para
que puedan ser propietarias de tierras agrfcolas o
adjudicatarias de las mismas, deberdn organizarse
bajo las siguientes formas societarias:

- Sociedades mercantiles de personas y otras formas
empresariales admitidasenla legislacidn ' vigente,
siempre que la distribucidén de utilidades vy la

{decisién de los érganos sociales no se efectien

en razén de los capitales sino proporcionalmente
1al nimero de socios y en las que el socio que
‘dirige la empresa, cuandc la sociedad conduzca
directamente un predio, tenga participacién no
menor del 10% de la utilidad bruta por razdn de
su trabajo (Articulo 30° del D.S. 163-69-AP). _La_
Unica sociedad mercantil que cumple con este
requisito es la colectiva.

- Coopérativas agrarias de produccidn.

- Sociedades agricolas de interés social. "SAIS"

Comunidades Nativas.
- Empresas de propiedad social.

- Cooperativas Agrarias de Servicios, Unica vy
exclusivamente para el establecimiento de
servicios comunes a sus asociados.

thora bien, conforme al articulo 44° de ia Ley de
Promocidén jy Desarrollo Agrario, el sistema
financiero nacional podrd otorgar créditos en
condiciones preferenciales de plazos, periodos de

gracia, garantias . intereses, a la actividad
agraria, en especial para la produccidn agropecuaria
alimenticia, su transformacién primaria y

comercializacidn rural, as{ como z la prestacidn de
servicios agropecuarios, especialmente en las dreas
socio-econdmicas deprimidas. El Banco Agrario del
Perd u otro Banco Estatal podrd actuar como
fideicomisario e intervenir en la supervisidn de los

préstamos.
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Son de interés ep este informe, las condiciones
preferenciales relativas a8 ~garantias gque se
encuentran especificadas en los articulos 48° y
Siguientes de 1a citada ~ey de Promocidn
Desarrollo Agrario, Y en 10s articulos 72° y
siguientes de su reglamento gque Pueden sintetizarse
en la siguiente forma:

& - ) . - > 0 1 K]

I. ?reLe:enc1as establecidas en funcidn 2 -0s tivos
Geé prestamo. -
——‘*__

a) Préstamos para  produccidn  agricola o
pecuaria:

= Son aquellos destinados al sostenimiento
de la empresa mediante el aporte total o
parcial del capital de trabajo que
directamente requiera el desarrollo de la
actividad agraria.

=. Se garantizan con pPrenda agricola sobre
los productos a obtenerse.

= La banca de fomento estatal en ningudn
caso exigird, adicionalmente, garantias
bPersonales o de bienes ajenos a la unidad
de produccidn.

b) Préstamos de comercializacidn:

= Son aquellos destinados a facilitar 1a
venta de productos no perecibles
depositados en estado natural o que hayan
sido objeto de transfcrmacidén primaria,
asi{ como aquellos que tienen por
finalidad favorecer 1la adquisicidn de
insumos de uso agrario.

- Se garantizan con prenda mercantil
constitui{da sobre los bienes materia gdel
Préstamo. Asimismo, pueden garantizarse
manteniendo la prenda agrfcola
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c)

d)

constituida anteriormente sobre los
bienes en garantfa de un préstamo de
produccidn, cvando no pueda constituirse
prenda mercantil y sea factible recuperar
el préstamo de produccidn y su
ampliacidn.

- La banca de fomento estatal en ningin
caso podrad exigir, adicionalmente,
garant{as personales o de bienes ajenos a
la unidad de comercializacidn.

Préstamos para la prestacidén de servicios
agropecuarios:

- Son aquellos otorgados a favor de

empresas privadas debidamente
constituidas con el fin de prestar los
servicios agropecuarios comprendidos
dentro de la "actividad agraria",

destinados al financiamiento total o
parcial de las necesidades de capital de
trabajo de la empresa solicitante.

- Se garantizan con prenda mercantil sobre
la renta que se obtenga por la prestacidn
de los servicios.

- La banca de fomento estatal en ningin
caso podrad exigir, adicionalmente,
garantias personales o de bienes ajenos a
la unidad de servicios agropecuarios.

Préstamos refaccionarios mobiliarios:

- Son aquellos otorgados con el objeto de
adquirir maguinaria y equipo destinados a
promover, mejorar, o facilitar la
explotacidn Y comerciilizacidn de
especies vegetales y de «crianza o sus
productos.

- Se garantizan con prenda agricola o
mercantil sobre los bienes motivo del

préstamo.
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- La banca de fomento estatal en ningin
caso podrid exigir, adicionalmente,
garantias personales o de bienes ajenos a
la unidad de produccién, comercializacién
o servicios segun se trate.

Preferencias establecidas en funcidén a 1las
clases de productores agrarios:

a) Los Peguefios Y Medianos productores
agropecuarios:

- Se considera [peguefio productor a la
persona gue " realiza activicad
agropecuaria, extraccidén de madera y de
productos silvestres, cuyos __ingresos
brutos anuales no excedan de 500 salarios
minimos vitales anuales para la Provincia
de -Lima. Mediano productor es aquel
cuyos ingresos exceden el mencionado
1{mite. A raiz de la Reforma Agraria no
existe lo gque .se podria cenominar "Gran
Productor”, salvo cue se guiera
comprender en esta clasificacidén a 1las
empresas campesinas asociativas.

- Pueden hipotecar sus tierras,
instalaciones fijas Yy construcciones
exist-entes en ellas, sdélo para garantizar
el cumplimiento de sus obligaciones de
crédito distintas a las originadas por

l‘—"—-/—‘—_-- .
los avios o préstamos agropecuarios.

- La hipoteca antes referida no reguiere gde
autorizacidén de la Direccidn General de
Reforma Agraria Y Asentamiento Rural,
salvo que tengan obligaciones pendientes
de pago frente al Estado derivadas del
valor de adjudicacidn.

b) CEmpresas campesinas asociativas:

- Son las cooperativas agrarias de
produccidn, las SAIS Y las empresas de
propiedad social agraria.
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- Pueden hipotecar sus tierras agricolas y

D N RS e st N . ° .
demds bienes inmobiliarios sélo a favor

de la banca estatal de fomento y en

relacién con préstamos " o garantias
otorgadas por ellos.

- Esta hipoteca tampoco reguiere de la“

autorizacidén mencionada en el acdpite a)
que antecede, salvo el caso gue en él se
menciona.

IXX. Preferencias estableciaas con relacién a
garantias y contragarantias que pueden otorgar
los bancos y entidades financieras.

El Banco Agrario del Perd estd autorizado
para garantizar a 1los productores agrarios
frente al sistema financiero nacional.

El sistema financiero nacional puede
garantizar los préstamos provenientes: del
exterior destinados a la actividad agraria o
a la ampliacidén de la frontera agricola.

El Banco Agrario del Perd y el sistema
financiero nacional no pueden exigir en
amparo de las garantias que otorguen,
contragarantias adicionales que recaigan
sobre bienes distintos a los que son objeto
de la garantia.

IV. Preferencias establecidas en torno al remate

Debe intervenir en el remate de un predio
agrario, la Direccidn ' General de Reforma
Agraria y Asentamiento Rural del Ministerio
de Agricultura y Alimentacidn.

La preferencia entre acreedores se rige por
la fecha de inscripcién de los gravamenes
(hipoteca y prenda agricola) en los Registros
Piblicos.
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=~ El propietario del predio puede fraccionarlo
antes del remate, en dos o mds parcelas (paro
considerando que la extensidn de cada parcela
no puede ser inferior a la unidad
agropecuaria familicr minima) con el cbjeto
de realizar el pago con la venta o remate de
una o mds de ellas. El plazo para este
fraccionamiento no puede exceder de 90 d{as.

- Uniczmente pueden ser pcstores en el rex
las personas naturales o juridicas gue pu
ser propietarios de tierras de acuerdo a los
dispositives legales vigentes.

- Tienen preferencia para adquirir las tierras
en remate, a igualdad de ofertas, 1las
personas naturales que no tencan tierras en
propiedad.

L ]

- Tratdndose de bienes inmobiliarios de las
empresas campesinas asociativas de
producciéa, la venta judicial debe efectuarse
en extensiones que no superen el limite

inafectable correspondiente, ni sean
infericres a 1la wunicad agricola familiar
minima.

Como se puede apreciar de la sintesis expuesta, las
preferencias relativas a las garantias son =n la
mayoria de los casos restricciones__a la libertad de
c¢ontratar. Si bien no se impone la obligacidn de
contratar pues los bancos y los productores agrarios
son libres para decidir si celebran el contrato Ge
crédito y los actos juridicos por 1les ue se
establecen garantias, se restringe 1la eleccidn en
cuanto a estos dltimos de modo tal que si optan por
contratar sdlo pueden establecer las garantias
permitidas por la ley. El objetivo de la ley en
unos casos, es impedir gque se abuse de las
necesidades ée ‘crédito del producter agrario
exigiendoles garantias en exceso Y, en otros casos,
evitar que se establezcan garantias que 1la ley
considera inadecuadas para la activicdad agraria,
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Con relacidén al mismo tema, cabe seflalar que la Ley
Orgdnica del Banco Agrario, aprobada por el Decreto
Legislativo N° 201 dispone, en su artfculo 36, que
los préstamos del Banco destinados a 1la actividad
agraria podrdn ser garantizados con prenda agricola,
mercantil o industrial, con hipoteca, fianza

'solidaria o con la renta por prestacién de

servicios, de acuerdo con la naturaleza del préstamo
Yy en la forma y modo que determine el Estatuto.
Ademds, sefiala este articulo, que el Banco puede
exigir, en amparo de los avales que otorgue y demds
operaciones que realice, cualquier otro tipo de
garantias.

El Estatuto del Banco Agrario aprobado por Decreto
Supremo N° 098-82-EFC sefiala, entre otras cosas, las
garantias que por cada tipo de préstamo puede
constituirse en favor del Banco, siguiendo un
esquema similar al expuestaq en la Ley de Promocidn
Agraria. El articulo 128° de este Estatuto, agrega
que sin perjuicio de 1lo dispuesto para cada
préstamo, y con el propésito de facilitar el
adecuado financiamiento de la actividad agraria, el
Banco podrd respaldar sus préstamos con cualquiera
de las garantias sobre bienes del productor Agrario
o de terceros que se sefiala en el articulo 36° de la
Ley Orgdnica del Banco. Esta disposicidén sin
embargo, debe entenderse referida a aguellos casos
en que la ley permita pactar otro tipo de garantias,
pues de lo contario, se estarian violando 1las
disposiciones de orden publico de la Ley de
Promocidén y Desarrollo Agrario.

Ahora bien, conforme a la seccidén 2.1. del articulo
2° del convenio de préstamo. celebrado entre el
Gobierno Peruano y el Gobierno de los Estados Unidos
de América, el fondo de capitalizacidén agraria que
se establece tiene por finalidad redescontar
préstamos elegibles hechos a sus prestatarios para
crédito agropecuario a mediano plazo y fortalecer la
capacidad de las instituciones financieras del
sector privado para financiar préstamos
agropecuarios de mediano plazo. Conforme a 1la
finalidad perseguida con la creacién del fondo,
serdn los bancos e  instituciones privadas del
sistema financiero nacional las que celebren con los
productores agrarios 1los contratos de préstamo Yy,
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consecuentemente, los contratos due establezcan las
garantias en Ssu favor. Tomando en cuenta esta
particularidad, las restricciones Yy demds
caracteristicas del régimen  de garant{as antes
expuesto, Jue resultarian aplicables 2 dichos
préstamos, son las siguientes:

- Deben ser garantizados principalmente con prenca
agricola © prerda mercantil, seguin sea el tipo ce
crédito concedido. '

- TDependiendo asimismo del tipo ce préstamo, 1l&s
garantias jeben recaer sobre los productos a
obtenerse, sobre los productos agropacvarios a
comercializarse, sobre la renta due Se obtenga
por 1la prestacién de servicios o sobre la
maquinaria Y equipes adguiridos DoOT préstamos
refaccionarios. En el punto I que antecede, se
sefiala con precisién el tipo de garantia y la
clase de bienes sobre los gque deben recaer, €2

cada caso.

- No existe con respecto a 1a banca privada la
misma tajante l1imitacidén que existe para la banca
estatal de fomento., 2 quienes se le impide exigir
garantias adicionales de caricter personal ©
<obre bienes ajenos 2 la unidad de produccién,
comercializacidén o de servicios. En tal sentido,
consideramos Qque el sistema financiero nacional
podria exigir garantias adicionales 2 las
sefialadas en cada caso. salvo por hipotecas, pues
la ley expresamente prohibe a los productores
agropecuarios (pequefios, medianos productores Y
empresas campesinas asociativas) otorgar
hipotecas, en favor e 1la banca e instituciones
privadas del sistema financiero nacional, en

garantia de préstamos agropecuarios.

- E1 Banco Agrario del Perui puede garantizar a los
productores agrarios frente al sistema financiero
nacional. Sedala la ley gque el 3anco Agrario en

este caso no puede exigir contragarantias
adicionales que recaigan sobre bienes distintos a
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los que son objeto de 1la garantia. La redaccidn
de esta restriccidn es deficiente pues no queda
claro cuales son los bienes objeto de 1la
garantia. Si la garantia es por ejemplo una
fianza o el aval del Banco Agrario en favor de la
entidad privada que concede el crédito, no hay
bienes que sean objeto de garantia a menos que,
ademds del aval o fianza, se haya garentizado el
crédito con prenda agricola o mercantil. En ese

- caso la contragarantia estard constituida por el
derecho del Banco Agrario a sustituir al acreedor
en los derechos que concede 1la prenda, luego que
haya cancelado ' el préstamo por el deudor,
honrando el aval o la fianza prestada. En tal
sentido, consideramos gue si no existieran ademds
de la fianza o aval del Banco Agrario, garantias
reales que recaigan sobre bienes en favor del
acreedor, el Banco Agrario si podria exigir la
constitucién de hipotecas en contragarantia de
las fianzas y avales gue otorga, puesto que esta
relacidén con el productor agrario no nace de un
contrato de préstamo (restriccidén existente para
pequefios y medianos productores) y es una empresa
de fomento estatal (restriccidn existente para
empresas campesinas asociativas).

- Son aplicables a estos préstamos las preferencias
en torno al remate gque hemos analizado en el
acdpite IV que antecede.

Como se puede apreciar de lo expuesto anteriormente,
los préstamos que concedan los bancos e
instituciones privadas del sistema financiero
nacional deben ser garantizados principalmente por
prenda agricola o mercantil. Pueden adicionalmente
exigirse otras garantias (como por ejemplo, avales o
fianzas otorgados por el Banco Agrario) menos
hipotecas sobre los predios agricolas de los
productores agraricos. Las hipotecas sdélo pueden
constituirse para garantizar indirectamente los
préstamos (como contragarantia en favor del Banco
Agrario por ejemplo), si es gque ademds ‘se cumplen
con los demds requisitos que para el efecto
establece la ley (que no exista ya una garantia real
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sobre bienes, que la operacidén garantizada sea
distinta al préstamo en el caso de peguefios y
medianos producrtores, que sea otorgada en favor de
la banca estatal de fomento en el caso de empresas
campesinas asociativas, etc.).

Siendo rpues, las prendas agricola y mercantil las
T T e N T — » . ’ . .
Principa.es  garantias del reéegimen agrario,
comentamos a continuacidn los problemas principales
gue plantean en nuestra legislacidn.

Un régiren d&e garantfas eficientemence orvanizado,
debe tener presente, por un lade, los intereses del
acrsedcr y del deudor involucrades en la relacidn
zditicia. En esta relacidn, el acreedor debe
ntar con la seguridad de poder hacer efectivo su
crédito en caso de incumplimiento del deudor y
protegerse de su eventual insolvencia, para lo cual
recurre a las garantias. Pero, por otro lado, del.
tenerse presente que el crédito es un instrumento
qQue sirve para fomentar la produccidn y el comercio
de bienes y, en tal sentido, también son ge
importancia los intereses del comercio. Mientras el
crédito es+§ representado por los acreedcres, el
comercio estd representado por los consumidores due
Scn tercercs ajenos a la relacidn crediticia. Ahora
bien, uno de les Principales problemas Gue afronta
€gimen de garantias es la sclucidn el cecnflicto
bl 2585 gque se produce cuando un acreecor
ntante el crédito) Yy un comprador
epresentante del comercio) reclaman derechos sobre
a2 misma cosa. Si en c¢icho conflicto se da
preferencia al acreedor, se favorece al crédito con
cesmedro del comercio; los potenciales compradores
estarian reacios a adguirir 1lecs bienes sabiendo que
Dueden perderlos a instancias de un acreedor gque los
reclame. €£i por el contrario se da preferencia al
comprador de una cosa dada previamente en garantia,
serdn los acrsedores les reacios a conceder el
crééito, sabiendo que si el bien se verde plerden su
carantia; en esta alternativa ce favorece el
ccmercio v se perjudica el crédito.

Se trata pues de conciliar los intereses del
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crédito y del comercio a fin de evitar, o por lo
menos disminuir, los conflictos que pueden
presentarse entre ambos intereses, pero teniendo en
cuenta que el crédito es un instrumento que sirve al
comercio y no viceversa, por lo que en aguellos
casos en gue no exista solucidén y el conflicto sea
irremediable, habrd que optar por el comercio aungue
el crédito se perjudique. Para aminorar el
conflicto, el derecho debe brindar la sujecidn de la
cosa al acreedor y organizar una publicidad en torno
a las garantias. Mediante la sujecidén el acreedor
tendrd la seguridad que el bien estard gravado en
favor de su crédito y que siempre podrd sacarlo a
remate y cobrar con preferencia. Mediante 1la
publicidad, el comercio se entera, antes de 1la
compra, de las garantfas establecidas sobre los
bienes y si a pesar de ello algin comprador 1los
adquiere, debe soportar la persecucidn del acreedor
Yy el remate de esos bienes. La sujecidén. en favor
del acreedor puede ser fisica (mediante 1la entrega
de la cosa) o Jjuridica (mediante un derecho de
persecucidén irrestricto). La publicidad en 1la
sujeciodn fisica se cumple con la entrega del bien al
acreedor, mientras gque en la sujecidén juridica se
cumple a través de los Registros Publicos.

La sujecidn fisica presenta el problema que la cosa
debe necesariamente desplazarse del deudor al
acreedor o a un tercero gque la guarda como
depositario. Cuando dicho deudor es un productor o
comerciante 1la desposesidén puede atentar seriamente
contra otros intereses involucrados en el crédito y
en el comercio. Basta imaginar el caso del productor
agrario que solicita un crédito para comprar
maquinaria y equipos; si en.garantia del contrato
entrega fisicamente estas mdquinas al acreedor, no
podrd explotarlas econdmicamente y probablemente no
podrd pagar el préstamo. Se pone en riesgo la
recuperacién del crédito (se entiende que por medio
distinto al .remate) y se traba el comercio al
dejarse improductivos los bienes.

La sujecidén juridica presenta, por su lado, el

problema de 1la organizacidén de un registro publico
eficaz y el problema de la identificacidn de 1los
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bienes. Los insumos, materias primas y productos
agrarios son, en la mayorfa de los casos, bienes
genéricos y fungibles, gue no pueden identificarse
en un sistema registyral. ‘LOPO tuecen saber lcs
potenciales compradores gque los productos agrarics
que ccmoran estdn sujetos a garan=ia?

Nuestra lecislacidn ha enfocado esta problemitica en
forma deiiciente y debemos reconocer gue lcs mayo.:s
prtblemas se presentan, precisamente, en 1o0S cascs
de prencda agricola y marcantil cue, ccme vimcs,

s2rédn lias principales caran+ias a cactarse en les
contrates gue celabre el sistema financiero racicral
ccn lcs productores agrarios.

En efecto, la prenda mercantil es una garan;fa
Sasaca en la sujecidén fisica y, por tanto, exige cue
se entrecuen los bienes prencdados al acreedor o a1
tercero que se designe como depcsitario. La
preferencia del acreedor eviste y subsiste en tan<o
€l o el depositario conserve escs bienes en su
poder. Una carantfa de esta naturaleza =-ssul:za
contraproductiva traténdose de bienes gue el
productor agrario reguisra para hacer producir su

fundo agricola (mdcguiras de cualguier clzse,
ecuipos, implexentos, vehiculos, etc) v en ozres
cascs resulta totalmente imposible de implem=ntar
{plantaciones ¢ ccsechas) si coniuntamente con lcs
Dienes no se sntrega la tisrra o el furdo misme.
S§6lo resultaria conveniente establecar la prencéa

mercantil en la fase de ccmercializacidn, utilizando
alracenes generales u otros irstrumentes del
comercio a quienes se les desicna depositarics.
Cabe destacar cue el articulo 149° del =statuto del
Zanco Agrario, acdmite la pcsibilicdad gue el dauder
guede constitufido en depositario de 1lcs bienes
gravados, lo cual atenta contra la naturaleza de la
prenca mercantil y contra el principio de publicidad
que es indispensable para evitar el conflicto gue
codria producirse con eventuales compradores.
Consideramos cue esta disposicidn ha guecacce
derccada por el auevo Codlgo Civil, cu2 exige cue 1la
entrega se realice fisicamente al acreedor o al
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tercero que debe guardarla, con lo cual excluye la
posibilidad que el deudor se instituya en
depositario.

Cabe destacar finalmente, que el nuevo Cédigo Civil
admite que exista sujecidn juridica en este tipo de
prenda, siempre que se trate de bienes inscritos en
los Registros Publicos. Para estos efectos anuncia
la creacidén de un nuevo registro denominado "de
bienes muebles" donde se inscribirdn 1los bienes
muebles identificables. Sin embargo, aln no se ha
dictado 1la 1ley de creacién de este registro,
necesaria en virtud de lo dispuesto por .el articulo
2044 del citado Cdédigo.

La prenda agricola, creada por la ley 2402, es una
garantia basada en la sujecidén juridica. Este tipo
de garantia no exige la entrega de las cosas, por lo
que el deudor las conserva en su poder y las
continda explotando econdmicamente. Exige s{i, que
la prenda se inscriba en el Registro de Prenda
hgricola a fin de dar publicidad al gravamen. E1
problema gque ofrece esta garantia es que puede
recaer sobre bienes -identificables o no, ya que
puede afectar insumos agricolas, cosechas,
implementos Y herramientas que no pueden
indivualizarse as{ como maquinaria, vehiculos vy
equipo pesado perfectamente identificable. -La ley
no hizo distingos entre estos bienes, sometiéndolos
todos al mismo tratamiento. Adicionalmente, el
registro de prenda agricola no estd organizado en
funcién de 1los bienes sino en funcidn de 1las
‘personas que constituyen la garantia. Estas
caracteristicas determinaron gque la ley concediera
al acreedor un derecho de persecucién limitado al
primer adquirente, puesto que solo éste se encuentra
en condiciones de enterarse por los registros si los
bienes se encuentran gravados o no. Un segundo
adquirente de los bienes no tendria forma de saber
si existen garantfas y por ello la ley niega en
estos casos 1la posibilidad que el acreedor persiga
la cosa hasta el segundo adgquirente y la saque a
remite, salvo el caso de transferencias gratuitas o
de mala fe del segundo comprador.
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En. tal sentido, la sujecidn juridica gue la prenaa
agricola concede al acreedor se encuentra ser*amentn
IEStIlﬁQ‘G . El acreedor sabe gue si los Dbienes
prendadcs que estin en poder de su Geudor v legitimo

?r”DleuaIlO, son vendidos & terceros, guienes & Su
vez 1los venden nusvamante, habzd pe:diéo su
garantia, DO interssa cue Se trate de proguctos
agrfcolas o ce maculua-la o eguipos.
La incerzidumbre cue produce la smtuac;é 2ypluestE,
se ve. inczementaca poOT jas Gispcsiciones ¥ madicas
excapcicrnales gue ricen la pren ncéa acricols
constituica en favor éal 2ance hgrario. Ccnforme al
ar-{culo 40° del Decreto Legi iglativo 201, la prende
agricola en favor cel Tanco DO necasitard de
inscripcién en los neglstros Pﬁblicos, lo cual
;constituye una violacidén al DrlnClDlO Ge publicicacd
cue es inherente a la sujecidn juridica. A £in ce
evitar eventuales conflictos con OtICS acrzedores,
el tercer pdrrafo del artxculo_gg de la citaca ley,
sefiala gue para | constltulrse primera o*enda en favor
de personas -distintas al B2anco Agrario. se reguliere
gue el Sanco expica un certificado en el gue consze
que lcs wienes ofrecidos en caranhxa no se nallan
!oronaacos en su <favor. Si el Banco no expice este
certificado dentro de lecs 10 éies nibiles siguientesd
a la SGll”l*ud, se presume. gue jos Dbisnes no se
nallan prencadcs. ¥]1 ariiculo 91° Gel Reclzamento ce
la Ley ¢=2 Premocidn ¥ Sesarrcllo A3rarIiCy acraca
ademds Qque el Banco debe intervenic zn 1los
respectivos contratos de préstamo con el prcpésito
de pospcner su derecho preferente © conszntir en la
constitucidn de la oranda o cormpartir lz misra, &
favor del tercero gque otorgue el créstaro O
certificar qug los bienes ofrecidos en garantia y
se hallan proncauos a su favor. De esta manera, Se
observa gue la Ley pretende superar lcs problemas
cenerados por la falta de pub11c1cad, cbliganéo a
los terceros acreedores a informarse directamente en
el 'Banco de l& existencia ce Drobaﬂles gravimenas.
Ademds tales acreedores deberdn acudir al Recistro
Piblico para enterarse de otras carznzias,
constituidas en favor de acreedores gistintes al

Banco.
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Pero el verdadero problema se presenta cuando el
eventual conflicto no es entre acreedores, sino
entre el Banco Agrario y los posibles compradores de
los bienes, es decir, entre el crédito y el
comercio. El articulo 134° de 1los Estatutos del
Banco Agrario seflala que son nulos de pleno derecho
los actos y contratos de enajenacién o disposicidn
de bienes prendados celebrados por el deudor o
depositario sin autorizacidn o intervencién gdel
Banco. Hasta agui la norma es perfectamente
compatible con la Ley 2402 que regula de modo
general la prenda agricola, gue en su articulo 10°
declaré la nulidad de tales contratos. El problema
se genera cuando el citado articulo 134° agrega que
el Banco puede reivindicar los bienes u obtener la
recuperacioén de su valor, de los terceros a cuyo
poder hayan pasado, cualquiera sea el titulo que
invoguen los adqguirentes y sin importar si tuvieron
buena o mala fé. Va pues mds alld el articulo 10°
de la Ley 2402, que 1limité 1la reivindicacidn al
primer adquirente de mala fe. Ademds, no sélo
concede el derecho de reivindicar contra estos
terceros, sino también de cobrarles el valor de lecs
bienes (si por ejemplo ya los transfirieron); y todo
ello con el agravante que la prenda no se inscribe
en un registro pudblico.

Llevando esta situacidn a sus consecuencias mas
extremas, habria que concluir gque todo comprador de
productos agropecuarios o de maguinaria o equipo
agricola, para tener plena seguridad en las
transacciones comerciales gue realice, debe
acercarse al Banco Agrario a averiguar si los bienes
estdn gravados, no importa si el vendedor es un
productor agrario o un intermediario comercial.
Esto puede constituir un importante obstdculo al
desarrollo de las operaciones comerciales, e implica
que la ley, incurriendo en un proteccionismo
excesivo, ha dado preferencia al crédito sobre el
comercio, olvidando que el primero debe estar al
servicio del segundo y no viceversa.

Agravando aln mds esta situacidn, se observa que en
favor del Banco Agrario, pueden constituirse prendas
globales sobre los productos que pueden obtenerse en
un predio en el curso de un tiempo pre-establecido,a
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