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Preface

This study is the second of two evaluations of small
farmer organizations financed by AID in Honduras and Ecuador. The
studies are part of a series of inter-country evaluations of AID
programs in Latin America, sponsored by the Office of Development
Programs of the Latin America BRureau. Based on the two country
evaluations, a final report has been written, which presents general
findings about AID assistance to small farmer organizations and
makes recommendations concerning the design and implementation of
future proJects. The final report and the Ecuador study are
available at the Office of Development Programs.

This evaluation study is based on a four-week stay in
Honduras in August of 1975, a few weeks in Washington locating project
documents and interviewing the persons who had been involved, and
several weeks of reading the files and analyzing the data in Berkeley.
About. two-thirds of my time in Honduras was spent in Lhe countryside,
talking with small farmer groups and with personnel from institutions
that service them. Four institutions most generously facilitated
my field visits--the Cooperative Department., the National Agrarian
Institute, the Ministry of Natural Resources, and the National
Association of Honduran Peasants. I also talked with managers of
three branches of the National Development Bank, who kindly gave me
access to their files on an AID line of small farmer credit.

In the Choluteca repion, I visited cooperatives and
nsentamientos, most of the latter having started as peasant leagues
belonpging to the National Peasant Union. Three FECOAGROH coops in
the Comayagua Valley were visited. TIn the North Coast area, I visited
four banana coops (two of which had belonged to FECOAGROH), several
asentamientos (many of which had originated as locals of the National
Association of Honduran Peasants), and a group of asentamientos who
wvere attempting to form a seconda-level group---La Masica.

I visited the Tsletas banana plantation--nn ex~-Dtandard

Fruit operation that had suffered connidernble hurricane dimnge
and was now being run with povernment nssistance, ns n gelf-munnged
enterprise by cx-workers. I also talked with five or gix cooprrealives

of the Bajo Apuén colonization project, as well ns with the mannrers

vi



of that project. 1In Tegucigalpa, I talked with rerresentatives of
the AID Mission, INA, FACACH, ¥ECOAGRCH, the Coop Department, the
Radio Schools Association (ACTH), and other persons who at one time
or another had plaved important roles with respect to small farmer
groups in Hondurene, In San Pedro Suta, T met with officinls of

the Netional Association of Honduran Peasants.,

I received invaluable assistance and logistie support
from the AID Mission in Honduras, for which I am most appreciative.
The Honduran institutions named above went out of their way to
provide me with information, explunations, and visits to farmer groups.
They were most accommodating of my wish to speak with these groups
alone.

Because the chapters of this report were circulated
separately in an early draft, they are separately paged.

Judith Tendler
October 1976



1 - Introduction

AID's assistance to small farmer organizations in Honduras
has involved comprehensive projects with other agricultural
components (the 018 and 025 loans), and institutions that served
non-small-farmer or non-agricultural clients as well as small
farmers (FACACH and the BNF). Only one program dealt exclusively
with creating and servicing small farmer groups (FECOAGROH).

The histories of the small farmer group asnect of AID's
progsrams in Honduras are bound up with the histories of these whole
programs, inceluding the non-small-farmer and non-group part. Bach
AID program, in turn, wags considerably interdependent with the others,
because of the AID loans and the fact that all the programs touched
upon the same sector in a relatively small country. Because of this
interconnectedness, it is difficult to describe and analyze these
programs separately from each other, or to discuss only the parts
that pertained to small farmers and groups. have therefore
presented some of the histories of these programs as they occurred,
all torether, and have tried to focus on the aspects of this

evolution that are most related to small farmer organiznations.,

The Federation of Honduran Credit Unions (FACACH). AID financed the

development of Honduran credit unions and their federation, FACACH,

with $6L7,000 of grant assistance over the 1966-197 period, at the



end of which the Federation was 1007 selt sufficient.  The Federation
had 110 affiliated credit unions by the end of 197k, representing
29,400 members. Assets were $2.9 million, year-end savings balances
were $6.3 million, loan balances were $2.4 million, and $2.6 million
in credit had been granted during that year. Farmers accounted for
about 28% of membership and about 33% of credit.

In contrast to the case of the Ecuadorean federation, AID
provided FACACH with credit for re-lending through concurrent loans
o $500,000 and $1.5 million. Thisx helped the Federation earn income
and grain the allegiance of affiliated unions. Also in contrast to
Ecuador, the Honduran program was not the subject of AID assistance
to set up an uagricultural credit program. FACACH nevertheless ended

up more involved in group finance to agriculture than FECOAC.

The Federation of Honduran Agricultural Cooperatives (FECOAGROH). In

the late 1960s, the AID Mission in Honduras transferred its attention
from the development of the credit union system to the organization of
prain-producing farmers into marketing coops and a marketing federation,
FECOAGROH.  The propgram reccived $965,000 in grant nssistance over the
1967-1973 period, and $#1.5 million in loan funds for production and
marketing credit and the construction of small prain storage facilities.
FECOAGROH was unique among the programs reviewed as the
only case of a complete failure, The Federation, formed in 1070,

went under in mid-1973 when AID prematurely terminated its assistance



because of serious delinquency in 22 of its 29 affiliated coops. As
in the case of the PPEA, AID credit had been channeled to the
Federation through an outside institution, FACACH, which was not
sympathetic to FECOAGROH's problems. In contrast to the Ecuadorean
rice federation, moreover, FECOAGROH did not have the support of
politically important peasant groups nor connections with public
sector institutions, and thus received no help from them when its

coops fell delinquent.

The National Development Bank of Honduras (BNF). AID lent $3.5 million

for individual small farmer credit to the Honduran development bank
in 1969--as part of an $8 million program for credit and grain storage
construction. In 1973, AID lent a further $7LL,000 for the creation
of n Cooperative Window in the Rank. In 197h, $G6 million of a $10-
million ATD cector loan was desienated for lending by the BNF to
cooperatives ($2 million) and asentamientos ($4 million).

A detailed study was made of the credit portion of the
first AID loan to the BNF, even though it did not involve groups,
for the following reasons: (1) in all the programs studied, the way
in which credit was provided was an important determinant of the
success of both the base-level groups and the servicing institutions;
(2) the BNF program provided an unusual opportunity to evalunte some
important aspects of AID's small farmer credit programs--meinly, Lhe

distribution of loans and of delinquency according to loan size; and



(3) the BNF was selected in 1973 and 1974 by AID as the institutional
conduit for a major program of group lending, which was Jjust starting
al. the time of this evaluation. The evaluation of the first credit
program, along with field observations of the Bank's assistance to
groups, constituted a basis for discussion of various matters
concerning the supply of credit to small farmers through this type

of institution.

The Agriculture Sector Program in Honduras (025) and the Agrarian

Reform. The current AID program with the BNF is part of AID's $12
million agricultural sector loan to Honduras, authorized in June of
1974. The program includes $5.9 million for the groups created
through the Honduran aprarian reform process, which started with a
"forced rental" decree in December of 1972. Of that amount, $u
million is for credit and $1.9 million for access roads. The rest
of the loan is for cooperative credit ($2.3 million), agricultural
sciences ($1.6 million), agriculture education ($1.5 million), and
coordination and evaluation ($0.8 million).

Even though this program was not yet in full operation at
the time of my visit, negotiations for it had gone on since the
beginning of the agrarian reform in 1972. AID was also involved
with the reform process through previous technical assistance

agreements with various reform-implementing institutions.



A

Other Small Farmer Programs. There are numerous private groups in

Honduras who work with small farmers and have been recipient of AID
funds in one form or another. The most important is the National
Association of Honduran Peasants (ANACH), funded by AID through the
American Institute for Free Labor Dévelopment (ATFLD). AID has also
indirectly funded a group of Christian Democrat organizations
concerned, among other things, with small farmer organications.
The Honduran Development Foundation, FUNDHESA, has been the most
important conduit of such credit funds, which have been channeled
to it through the BNF and FACACH. Of the $756,000 in AID/018 credit
channeled through FACACH, $200,000 or 26% went to FUNDHESA. FUNDHESA
and cther private non-profit groups have also been the conduits
for distribution of U.S. relief supplies after hurricanes, droughts,
and the E1l Salvador war. Some of these groups have recently started
to receive U.S. funding through the Inter-American Foundatim,
including the credit union federation FACACH.

Though AID does not have direct relationships with these
Christian Democrat groups, they have been at least as important as
ANACH in the development ot small farmer organizations and in
mobilizing effective political pressure for the agrarian reform in
Honduras. Most of these groups are loosely associated with or
sympathetic to the National Peasant Union, the organization of

peasant leagues that is to a certain extent a rival of ANACH. My



work in Honduras involved relatively little exposure te Christian
Democrat groups, but their role in the development of Honduran small

farmer organizations has been of major importance.
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Introduction

As in Ecuador, AID's first project involving assistance
to groups in Honduras was the credit union program. Between 1966
and 1972, AID granted $647,000 to Hondures for technical assistance
and budget support for the organization of credit unions and a
credit union federation, FACACH.l FACACH was chartered in April
of 1966 with 45 affiliated unions and 6,400 members. Also similar
to Ecuador, the AID project was mostly the result of the combined
organizing interest of local priests and the U.S. credit union
federation, CUNA. CUNA was the contractor for the credit union
project, and had started organizing credit unions in Honduras
with AID financing in 1965.

In contrast to many cases of AID support to credit-union
or coop federations, AID's budget support ended at the predicted
time in 1971, when FACACH became self sufficient in its operation
and maintenance costs.2 Technical assistance through CUNA
terminated the following year. Three years after termination of

AID budget support and despite considerable periods of AID-FACACH

conflict, FACACH is, according to AID, "a well-manuged finuncinl

lProJect No. 522-15-995-07h,1.

U.5. Agency for Internationul Development, Office of tLhe Audilor
General, Area Auditor Genernl - Latin America (North) (ATD/AAG/LA),
"USATD/Honduras, Cooperative Development," Audit Report No. 1-009-(0-0h
Project Nos. 522-15-995-07h.1 and 0T4.2, 8 March 1972, p. 2.



inatitution which has achieved conaiderable community rospch."{

1t is virtually self sufficient. Its income in 1974 was $358,000,
almost twice that projected by AID in 1968 for 1973 (Table 1). It

had 110 affiliated credit unions with 29,400 members, assets of

$2.9 million, a year-end loan balance of $2.4 million, and had granted
$2.6 million in new loans during the year.

FACACH was able to mobilize loan funds from sources other
than AID--in 1974, $472,000 from the National Development Bank and
$5.9 million from COLAC, the Latin American Confederation of Credit
Unions. It also had good relations with the private banking system,
having worked out an arrangement with two private banks for centralized
pooling of deposits for T4 of its credit unions. Finally, FACACH
had become somewhat of a financial agent for non-affiliated
cooperatives., Forty percent of its credit in 1974 went to these
non-affiliated groups.

Despite FACACH's achievements--or perhaps as a cause of
them--the Federation accounted for only a small portion of the
country's institutional credit. Its total credit was about L-T7%
of BNF credit and about 1/2% of all credit in the system (Table 2).
Its crop credit was about 3% of that of the National Development
Bank (BNF) and about 1-1/2% of that in the total banking system.
This latter share was exactly the samc as that of the credit union

federation in Ecuador.

3

U.0. Apency for Interpational Developmend,y Latin Amerelon Barenn,
Office of Development. Resource: (AID/LA/DR), "Hondurns = Mredeal bure
Sector Program," Capital Assictnanes Paper, ALh=DLE/P=000%0 1 Jane

197h, Annex I, Exhibit ¢, p. o,

Federacién de Cooperativas de Ahorro y Crédito de Hondurss (FACACH),
Memoria Anual [1974], 1975.




In contrast to the case of FECOAC in Ecuador, AID
provided for credit to be channeled through FACACH to its arfriliated
crodit unions. In 1907, upon AlD's recommendation, the Honduran
Government lent $500,000 to FACACH for credit from funds available
under an AID-two-step loan to the Financiera Hondurefia (010). 1In
1969, because of FACACH's experience with lending to credit union
groups, AID selected the Federation as the conduit for part of its
$9.5 million loan (018) to the Honduran government for agricultural
credit and grain storage facilities.

Though most of the 018 loan went to the National Development
Bank, $74l4,000 was designated for FACACH for grain storage facilities
and $756,000 for agricultural credit to affiliated credit unions
and non-affiliated coops. The latter groups had been organized
by Agricultural Cooperative Development International (ACDI),
starting in 1967 under a contract with AID. Of the $744,000 in
grain storage tunds for FACACH, $100,000 was for FACACH construction
of two central facilities in Tegucigalpa and San Pedro Sula; $470,000
was for relending to agricultural coops for construction of small
facilities; and $174,000 was for grain inventory for FACACH and
the coops.

For various reasons discussed below, the grain storage
funds were not used by FACACH. The 018 loan was amended
in 1971 so that the grain storage portion would now go to the
AID-created federation, FECOAGROH--instead of FACACH. This
federation, created in 1970, was comprised of the agricultural

coops mentioned above. The $756,000 in agricultural credit was



now to be chamelod Lo the coops through the nevw foederation,
instead of being lent directly by FACACH. The reasons tor this
change are explained later.

AID's grant program with FACACH did not single out
agriculture for special attention. This was in contrast to the
cases of FECOAC in Ecuador, FENACOAC in Guatemala, and CREDICOOP
in Paraguay.5 In these countries, AID financed the setting up of
"directed agricultural credit programs" within the credit union
federations. Despite this difference between FACACH and the other
f'ederations, the role or agricultural credit and twrmer
purticipation in FACACH was double that of FECOAC. Whereas
farmer membership accounted tor about 12% of total FECOAC
membership, farmers represented about 28% of FACACH membership;
similarly, about 10% of FECOAC's loan value was for agricultural
credit, while the corresponding figure for FACACH was between 25%
and 40% (Table 3). The situstion was roughly the opposite with
the Guatemalan credit union federation, where farmer participation
was about twice that of the IFACACH case.

FACACH did well enough as a financial institution that
it became a supplier of credit to non-affiliated coops. Forty
percent of its credit went to these groups, most of which were

agricultural (Table U). Though FACACH did not have an agricultural

S . . . o ,
FECOAC is analyzed in the Fcuador volume of this cvaluation,

pp. T-423 FENACOAC in American Technienl Acsictuance Corporation
(ATAC), Rural Cooperatives in Guatemala, November 1975, amd CREDICOO]
in Development Alternatives, ine. (DAT), Steatepics for Small Farmer

Development,, Vol. 11, May 1075,



program, then, it was more invalved as oa Cinancial (astitution in
agriculture--independently of its credit unions--than some of the
federations with agricultural programs.

FACACH became independent of AID financing on schedule
and in a relatively short period of time--six years. This is in
contrast with the delays and problems of many other programs of AID
budget support to coop or credit union federations. The $6L47,000
and six years of AID's FACACH program in Honduras, for example,
compares to the $911,000 and ten years of the FECOAC program in
Ecuador, after which the Ecuadorean federation was still not self
sufficient.b It also compares favorably to the $956,000 spent on
the FECOAGROH program over a seven-year period, after which the

7

federation failed. The fact that AID did not choose FACACH for
an agricultural program, in contrast to the other credit union
federations, seems to have had some importance in explaining the
I'ederation's achievement in self sufficiency. The story of why
FACACH was not chosen, moreover, is very important to an

understanding of the problems of the FECOAGROH program, taken

up in the following chapter.

6
Pp. 1T4-205 of the Ecuador volume deals with these self sufficicncy
problems.

7See FECOAGROH chapter below.
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The History of FACACH and ALD

AID's decision in 1971 to partially substitute FECOAGROH
for FACACH in the 018 program is, at first glance, perplexing. Why
would AID have chosen an organization that was just created (in early
1970) to partially replace an existing AID-created organization for
the administration of a program involving more than a million dollars
of funds? The decision looks more perplexing with the benefit of
hindsight. Four years after the change in the loan agreement, that
is, FACACH was a successful financial institution, though
modest in size, and FECOAGROH had virtually passed out of existence,

AID's switch from FACACH to FECOAGROH is explained only
incompletely in the documentation, leaving several guestions
unanswered. The whole picture became clear to me only after
questioning several actors of that period about its history. The
parts of the following story that are based on this questioning
were told to me in substantially the same way by persons who were
in the AID Mission or FACACH at that time. Aside from the fact
that. the story is a fascinating one, the reason for completing
the pictwre is that it is the only way of getting at some of the

important lessons of both the FACACH and FECOAGROH experiences.

FACACH rejects AID., A few yemrs aflter its founding, FACACH becume

somewhat of a center for young univergsity graduntes who were



concerned about social problems in their country. This was reflected
in the unusundly yowng sge of its directors wid manngers, which
averaged 33 years old in 1970.1 This group had some arfinity to
the Christian Democrat organizations that emerged in the late 1960s,
mainly to organize peasants and help them press for sgrarian reform,
FACACH later became a member of a loose organization of these groups,
CONCORDE, which was founded in 1972.2 The FACACH group saw in their
organization the possibility of carrying out some of their concerns
for social action through credit unions in the countryside.

One of the interests of the sctivist wing of FACACH was
to give assistance to some peasant groups which were too poor to
accumulate enough savings to join a credit union. Credit that
required previous savings, they felt, excluded many of the rural
poor from the program. Since this approach violated the principle
of credit unions, by which one gets credit in proportion to one's
savings, the AID Mission was nct in accordance. The organization
was still highly dependent on AID budiet support at that time,
vhich gave veto power to AID in its financia. decisionmaking.

This difference of approaches was one of the reasons

for a growing discontent with AID on the part cf the FACACH group.

lCUNA/Washington files.

2 D
CONCORDE stands for Consejo de Coordinacidn para el Desarrollo.

FACACH left CONCORDE in 1975, because of problems described below.



They felt that AID was too preoccupied with "business" concerns.
AID's participation in the organization, moreover, was looked upon
by the group as an unwarranted intrusion of a creditor. The AID
Mission, for example, was represented at meetings of the FACACH
Board of Directors. The president or the Federation, it was felt,
was overly responsive to AID. Finally, AID had encouraged FACACH

to use AID monies to construct a $125,000 six-story headquarters
building. Since FACACH would not need all that space, AID suggested
that FACACH rent the unused space to the Peace Corps and other
representatives of AID programs, thereby obtaining an additional
source of income. The FACACH group felt that such an office building
would be too extravagant for an organization that was supposed to

deal with financially modest people.

The resentment of the FACACH group built up to the point
that there was vigorous politicking against AID among the affiliated
unions, ending in the convocation of an extraordinary session of all
the affiliates in 1969. At this session, the $125,000 building was
voted down in favor of a more modest $50,000 structure.3 The assembly
also voted to exclude AID from future board meetings and ousted the

president, replacing him with a person considered to be less

3Amnrican Technical Assistance Corporation (ATAC), "Field Trip
Background Report on Honduras," in Evaluation of AID and ATD Contractor
Programs in Promoting Cooperatives in Latin America, June 1071, p. 63,
ATAC commended FACACH for having "demonstrated a desire to muke il
own decisions independently of its A1D sponsor.”



responsive to AID. The special assembly, in short, gave a
resounding "no" to AID.

Following the events of 1969 and some turnover in AID
Mission personnel, the Mission lost a good deal of the special
interest it had had in the FACACH progrem. The Mission's
cooperative contacts were now with the Cooperative Department of
the government and FECOAGROH. This increased the tendency for
distance to develop between AID and FACACH. Another blow to the
AID~-FACACH relationship was the change in the 018 loan agreement,
mentioned above, which transferred a major part of control over
the $1.5 million in credit from FACACH to FECOAGROH. Finally, when
FECOAGROH failed in 1973, the unobligated $744,000 for storage
facilities came up for grabs. FACACH proposed that AID amend the
loan agreement so that it, FACACH, could use the funds in a
program of small farmer credit. But AID ultimately decided to
use the funds to capitalize a coop-lending program in the
National Development Bank. In order to understand AID's
justification for these decisions, and FACACH's reactions, it
is necessary to unders:and why FACACH got included in the 018

program in the first place.
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The decision to include FACACH. The 018 program was

orjiginaldly conceived off by AlLD and Lhe Honduran Govermment as a

program with the National Development Bank. It originated in a
proposal by the Honduran Government that AID purchase bonds to help
capitalize the Bank. After several modifications, the loan ended

up as a program focused on grains--with $3 million for the construction
of grain storage facilities by the BNF, $4.5 million for BNF credit

to individual grain producers, and $500,000 for agroindustrial
proJjects.

AID was not completely satisfied with the exclusive role
of the BNF in the 018 program, as proposed in the Intensive Review
Request of 196'(.5 AID wanted to provide credit to farmer groups
as well as individuals, and the BNF was not interested in working
with grain-producing groups. AID was also leery of channeling all
the credit funds through the Bank because it had management problems,
e large bureaucracy, a high delinquency rate, and had never made a
profit. It also had a tradition of working with large farmers.
"While the BNF was to some extent reaching the [small] farmer,"
the 018 loan paper concluded, "a more efficient and effective

means other than direct BNF credit was needed."6 The Mission

th. 7-19 of BNF chapter describes the evolution of these changes.

5U.S. Agency for International Development, Honduras Mission (A1D/H),
"Honduras - Banco Nacional de Fomento," Intensive Review Request (TRR),
LA-CAEC/P-67/60, 15 March 1967.

6AID/LA/DR, "Honduras: Agricultural Credit and Storage," Capitnl
Assistance Paper, AID-DLC/P-Thl, 20 Junec 1968, p. 20,
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proposed, therefore, to channel $1.5 million of the credit and
storage construction funds through FACACH. FACACH was a known
entity, having been created by AID in 1966. Though it was small,
it had half the delinquency rate of the Bank (20% vs. 10%), had
some experience in lending to grouns, and was becoming a respected
tinancial institution. IACACH's budget, moreover, was to a
considerable extent financed by AID grant funds during those years.
As AID's baby, FACACH was likely to be seen by AID as a natural
conduit for any loan program involving credit.

AID had a hard time convincing the Honduran government
to go along with the FACACH aspect of the project. The government
did not like the idea of including FACACH in on what it conceived
as a program for its development bank. It did not want to allow
$1.5 million of potentially free capital for the Bank to be diverted
to a private institution in which it had no special interest. This
was o period, moreover, when groups associated with Christian
Democrat thinking were organizing peasants in the countryside,
often around demands on the government for agrarian reform., That
FACACH was the home of some of these concerned Christian Democrats
probably did not help to make the government feel more amenable
to AID's proposal. The government {inally gave in, however,
agreeing to re-lend $1.5 million of the loan funds Lo FACACH nt

2-1/2% interest for 20 years, including 9 yeurs grace. (The



government was borrowing from AID at 2-1/2% for Lo years with 10
years grace.) All this took place during the period before the
AID-FACACH rupture of 1969, when relations between AID and FACACH

were still good.

AID replaces FACACH with FECOAGROH. Six months after

FACACH's reaction against AID in its 1969 assembly, a new federation
of agricultural marketing cooperatives was constituted with AID
financing. FECOAGROH, legalized in January 1970, was the product
of another AID program involving the organization of agricultural
marketing cooperatives and a marketing federation. The AID
contractor, Agricultural Cooperative Development International
(ACDI), had been organizing the vase-level coops since 1967, and
the new federation was a second stage of this program. As soon as
the federation was constituted, AID proposed certain changes in
the FACACH part of the 018 program that were subsequently
incorporated in an amendment to the loan agreement one year later.
According to the changes, the central storage facilities
would now be undertaken by FECOAGROH instead of FACACH. The funds
for storage construction by the coops would also now be channeled
from FECOAGROH to its affiliated coops, instead of directly from
FACACH. The funds for storage operations, of course, would also
now be used by FECOAGROH. Thus the total of $7T4kL,000 in storage

funds would now be managed by FECOAGROH instead of IFACACH.
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The part of the $750,000 in production credit that was to go to the
agricultwral coops woudd now also be clinneled throngh FECOAGROR,
instead of being lent directly to the coops by FACACH. Under the
amended agreement, FACACH would still retain an intermediary
financial role; all the credit for FECOAGROH and its coops would
be channeled through FACACH.

There are conflicting explanations as to why AID
switched administration of & good share of FACACH's loan funds to
a newly created organization. The documentation on the project
states simply that "FECOAGROH...was not in existeace at the time
the loan was signed and, as a consequence, FACACH...was given
initial administrative capacity."7 All parties concerned,
according to some ALD participants in the project design, knew
all along that the change to FECOAGROH would occur as soon &s
that federation was legalized. FACACH, it was said, was also
privy to this plan. The fact that the loan paper and loan
agreement comprehensively detailed the role of FACACH in the
storage and credit program and made no mention of an anticipated
new federation of coops, according to this view, was "cosmetic."
It allowed the loan to be approved in Washington and signed in
Honduras without having to wait for the planned creation of

FECOAGROH.

U.5. Department of State, Inspector General of Foreign Assistunce
(IGA), "AID Loans to Honduras," Memo to the Inspretor Genernl,
16 February 1973, p. 16.
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The timing of events lends some support to the above
view. The loan was approved in Washington in June of 1968 and
signed in Honduras in April of 1969; FECOAGROH was legalized in
January of 1970 and the loan agreement was amended a year later,
in January of 1971. A 1968 Mission proposal for funding of
FECOAGROH, moreover, lists the capital input requirements
of the federation and its coops "to be supplied by $1.5 million
AID loan"--though there was no elaboration.8 The above
proposal was submitted a few weeks before the authorization of the
018 loan in 1968, which featured FACACH as sole administrator
of the $1.5 million.

Other AID participants in the events of the time state
that AID's switch to FECOAGROH did represent a substantive change
in the Mission's plans and organizational allegiances. According
to FACACH, moreover, the switch was not something it had known
about in advance or planned for. Thus FACACH objected vigorously
when the Mission made the proposed changes. According to some,
moreover, the proposed change originally involved direct lending of
the credit to FECOAGROH from the government--bypassing FACACH
completely. But FACACH did not want to completely give up the role
set out for it in the loan agreement, and was by that time an

important enough organization not to be ignoreu. "A Jurisdictional

AID/H, "Cooperative Development (Agriculture)," Noneapital Project.
Paper (PROP), Project No. 520-11-990-07h.2, Airgram TOALD A-38h
11 June 1968, p. 17.
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dispute between [FACACH and FECOAGROH ensued] regarding who was to
administer the loans and how the interest would be divided."’

There was considerable haggling between the two
federations over their relative share of the interest income,
and the amount of control FACACH would have over FECOAGROH's credit.
AID wanted FACACH to have less control and FACACH wanted more.

A compromise was ultimetely worked out, whereby AID succeeded in
getting ...e monies switched to FECOAGROH. The credit, however,
would have to be channeled through FACACH, thus providing it with at
least some interest income. With respect to the division of the interest
return between the two federations, FECOAGROH had hoped to retain

6% of the 9% charged to its coops, with 3% going to FACACH. FACACH
stood firm, however, until it was agreed that FECOAGROH would retain
only 3% and FACACH would get the 6%. (FACACH would repay the loans
to the Honduran government at 2-1/2% over a twenty-year period;

the coop would charge up to 3% to the individual coop borrower for

a possible total of 12%.)

The working out of these disagreements delayed the
initiation of loan disbursements to FECOAGROH coops until March
1971. This was almost three years after the loan was authorized
and two years after it was signed. This delay, in turn, was later

cited by AID and ACDI as one of the reasons for FECOAGROH's

9 , ,
TIGA, "AID Loans to Honduras," 16 February 1973, p. 106.
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subsequent difrficwlties.

FACACH saw the amended 018 loan as a comedown for it,
even though the credit for FECOAGROH promised to involve considerable
interest earnings and even though some of the production credit
could g> to FACACH affiliates.ll In FACACH's eyes, FECOAGROH had
ended up with a program originally meant for FACACH. FACACH saw
itself as having succeeded in getting AID to channel the FECOAGROH
funds through it only under duress, and as receiving less interest
return than it had expected. (FACACH lends to its own credit
unions and its non-affiliated coop borrowers at 95 plus a forced
capitalization churge of 10%--in contrast to the straight 6% it
would get from its FECOAGROH lending.) FACACH not only rued the
loss of the $1.5 million of the loan agreement. It had also hoped
that AID would help it set up a suvervised agricultural credit
program, as had been done with credit union federations in other
countries. Thus FACACH was resentful that AID built up an
agricultural credit program in another institution, and that it

preferred to create a new institution from scratch for thas

0 . . . .
I ALD/H, "Cooperative Development (Apriculture), "Noneapital Project

Paper (PROP), Project No. 520-15=810=07h.2, 9 Mareh 1973, p. o,
llBy mid-1973, when FECOAGROH failed, that tederation had used
$294,000 of the $756,000 and $299,000 had gone o FACACH affiliates.
By mid-197h, the remuining $163,000 had been channeled by IFACACII

to its affiliates and to the Honduran Development, Foundatlon
(FUNHDESA).  The $74h,000 for grain storage was completely
undisbursed,
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purpose. FACACH felt that AID had turned away from it, in part,

in reaction to its adverse actions of 1969.

Why FACACH was not chosen. AlD had various reasons for choosing

IPECOAGROH over FACACH in 1970. For one, it felt that FACACH was not
suited to the task of group agricultural credit. FACACH, it said, was a
conservative, business-like organization, which had not shown an
interest in small farmers. The '"small farmers'" of FACACH groups,

it was said, were really medium sized, and thus not within the
targel group that interested AID.12 Finally, AID's shift from
FACACH to FECOAGROH also reflected a cnange in the Mission's
thinking about how to channel credit and other services to small
farmer groups. It was thought that a supervised credit program

run through the credit union federation would not be as direct

an approach to smll farmers as the organization of agricultural

marketing cooperatives and a federation to serve them.

s
“More research necds to be done to determine whether FACACH's

farmer-members were any less small-farmer than FECOAGROH's.,
Because it has no special agricultural program, FACACH has
relatively little breakdown of its agricultural credit data. It
is therefore not poscible to determine average louan sizes on
FACACH agricultural credil, let alone obtain information on
landholdings. ‘tince AID conducted no surveys on FACACH's farmer
members, there is no way of knowing whether its allegations were
true, or whether FACACH's small farmers were wnctually larger

than FECOAGROH's., Some cvidence presented in the FECOACROH
chapter, for example, suggests that there was a liberal dose of
medium farmers in that program. A survey of farmer members of

AID's credit union program in Guatemnla, moreover, found that

they were smaller than the farmers ot AID's FECOAGROH-type program
in that country. ATAC, Rural Cooperuatives in Guatemala

November 1975.
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Ironically, the criticism of FACACH as conservative took
exactly the opposite tack from some of the talk about the
orgunization in the halls of the Mission and the Embassy in
Tegucigalpa. The FACACH group was sometimes characterized as a
bunch of Christian Democrat intellectuals and would-be reformers,
who were too politicized and perhaps not to be trusted. In
contrast, the newly-created federation of marketing coops,
FECOAGROH, was characterized as a more reliable, sounder group
of people. Whereas FACACH management came from the university,
it was said, FECOAGROH management came from the development bank
or had other business training.

In general, the turning of AID's back on !'ACACH for
agriculturel credit programs was ulso the result ol the transition
of AID policy in the mid-1970s toward rural development lending.
This meant doing agricultural projects on larger scales. FACACH
was o child of the past "small" approach, dominated by technical
assistance and budget support. When rural development lending
came on the scene, then, FACACH just wasn't big enough to fill
the bill. With ALD in this new und larger frune of mind, it is
not surprising that some of the successful aspect: of the FACACH
experience huve not been chronicled--as discussed further below,

Finaully, ALD's shitt from FACACH to FECOAGROH

reflected to some extent a broader shift, in some ot AlD's missions,
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in the rfavor of the cooperative conteactort, CLUISA and ACDL, v,
the craedit wnion contractor, JUNA. In the case of Feuador, s
shift in favor or CLUSA explains in part why AID's credit for
credit unions was channeled through on AlD-crcated Ccop Bank
rather than through the credit union ;ederation.13 In Guatemala,
the AID Mission shifted support in the early 1970s from a CUNA-
sponsored credit-union federaticn to a new ACDI-sponsored
federation of marketing cooperatives.

The history of the Guatemala developments is strikingly
similar to that of Honduras. In both cases, AID started with
support ot a credit union fedcration in the 1960s. In both cases,
conflict grew between AID and "nationalist" elements in the
federation management. In both cases, the conflict led to
denunciation of AID by the credit union federation as
"interventionist," and successive characterization by AID of the
federation as "radicals." And in both cases, AID decided to
create new federations of agricultural marketing cooperatives
with ACDI as contractor, rather than channel its group credit
through an cxisting AlD-created credit union federation. Finally,
the credit union federation i1n both cases turned out to be
stronger thun the marketing coop Yederution.lh But this 1is to

anticipate the story of FECOAGROH,

1 .
jEcuudor volume, pp. h3=59.

b, . . .
ATAC, Kurol Cooperatives in Guatemala, November (9fh,
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AID chooses the BNF over FACACH. FACACH's i1l feelings toward AID

was fed by another "rejection" at the beginning o 19Th. By 1973,
FIECOAGROH was bescet with severe problems which led to its demise
in that year--a story that is reserved for the following chapter
on that organization. One of the results of FECOAGROH's problems
was that the $T4L,000 for grain storage facilities was never used.
(Remember that the $TLh,000 was originally designated for FACACH
in the 1969 loan agreement, and then switched to FECOAGRON in the
1971 amendment to the loan agreement.) While the Mission was
~considering de-obligation of the $74l4,000 in 1973, FACACH came up
with the proposal for use of the funds in a progrom of agricultural
credit to its credit unions, to the stranded FECOAGROH coops, and
to other non-affiliated agricultural coops. AlD was sympathetic
to the proposal tor awhile, but ultimately changed its mind.
The government ot Hondwras had said it was not feasible, and
backed an alternate proposal for use of the same funds by the
National Development Bank to capitalize a cooperative lending
operation in that iustitution. The loan cgreement was amended
in April of 197k so as to finance this operation in the BNF with
the $7hl,000.

AlD Justified its choice of the BNF over FACACH for
reasons that were somewhat similar to its choice ot FECOAGROH

over FACACH three yeurs earlier. FACACH, it said, "was not
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designed to meet the special needs of small farmers."15 Although
L40% of its loans were in agriculture, it said, "many of them are
t'or commercial crops (coffee, sugar) not eligible under the Loan."
These loans were "generally larger in size'" than those foreseen
by the 018 loan program.

FACACH had never enlarged its agricultural staff, the
Mission said, because of the previous decision to channel the 018
credit through FECOAGROH. "With FECOAGROH managing the bulk of
the agricultural sub-loans, FACACH never attempted to build up
its capability in agricultural lending, and cannot be expected to

'

do so in a short time frame." FACACH had also not been successful
in reaching an agreement with the Ministry of Natural Resources or
the Extension Service, it was said, as an alternate way of providing
extension assistance. Finally, the Mission said that FACACH did

not "appear fully capabie of utilizing the Loan U186 tunds presently
available to it." Of the $756,000 in 018 agricultural credit,
$250,000 remained undisbursed when FACACH declared the credit

I'recze on FECOAGROH coops in 1973. By the end of 1973, $163,000

E
was still undisbursed.l) Though FACACH wus rejected for the

15'I‘his and other citations in this paragraph are trom AID/H, "Request.
For Amended Autnorization o Loan Noo S00=1=018; Acricultaral Crodil
f Ctorapge,” Memo to Office of Developmen! Resources, Latin America
Rureau of AID, n.d. [Fall 1973], pp. 8-9.

t -

Ibid., pp. 3=b. Ry Jduly of 1970, the tatal £700,000 was disbursed.
FACACH, "Cuwmmary Claim Feimbursement Neo 29" 6-31 July 1974,
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$7LL,000, it should be ncted, the loan agreement was amended so as
to expand the possible uses by FACACH of the remaining $163,000
from basic grains to other crops, and to purchase of semi-capital
goods. (This liberalization also applied to the BNF's use of the
$744,000.)

Again, FACACH had some reason to feel rejected. It had
come to be considered by other cooperatives in Honduras as a res-
pected financial institution. As it had reminded AID "a number of
times," the Fourth National Congress of Cooperatives in Honduras
had passed a resolution in 1971 favoring the designation of FACACH
as the financial agent for the entire Honduran cooperative movement.
The resolution was ratified in the Fifth Congress the following
year.l7 Ironically, AID was partially responsible for getting
FACACH into this respected position. It had made sure, when
designing the by-laws of the organization back in 1966, that it
would be legal for it to lend to non-aftiliated cooperatives. AID
had pushed for these by-laws with the hope of eventually turning
FACACH into the financial agent for the cooperative movement.

This was exactly what the Honduran cooperative movement was pushing
for six years later. But AID was by that time not interested in
taking the opportunity, provided by the undisbursed ${hli, 000, to

directly back the expanded instituticnal role that it had

17/\II)/I./\, Office of Multilateral Coordination and Reybonnd Soeind
Development. Programs, Social and Civie Development Divicton (MRD/
5CD), "The Credit Component: A Semi-Annlytical Report to USAID/
Honduras to Assict in Preparation of the Capital Arcistance Paper

for the 1974 Agricultural Sector Loan," by John Henrd, April 197h,
p. Wb,
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originally anticipated for the Federation. Finally, an AID
evaluation itself noted in 1974 that "a number of co-ops and some
federations prefer to borrow from FACACH for the simple reason that
it is quicker and easier than the BNF (6 months to a year in many
instances)."1J8 Thus AID's choice of the BNF over FACACH for the $Thk,000,
put together with the earlier transfer of these funds from FACACH
to FECOAGROH, left FACACH feeling "robbed."™>

AID's choice of the BNF was part of a more general
focus on the Bank as conduit for a large lending program
to sma.l farmer groups. The sector loan, which was being designed
at the time of the decision on the $7Ll,000, envisioned the
channeling of about $6 million in group credit through the BNF.
FACACH, with an annual flow of credit of about $1.5 million
compared to about $30 million for the BNF, could ecasily be
considered too small for such a program (Table 2). At the
same time, however, AID's choice of the BNF also reflected its
disarfection from FACACH. Some of the above-cited criticisms
of FACACH, after all, were just as applicable to the
BHF. The Mission said, for example, that FACACH lent a good deal
of its agricultural credit to AlD-proscribed commercial crops.

In 197k, 27% of FACACH's total credit was to non-affiliated coops,

Ibid., p. L6,
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which were mostly coffee coops (20%) and other groups producing
cash crops.20 But of total BNF credit in 1974, the share of these
same commercial crops was even hiﬁher—-33% (Tables 3 and ha, BNF
chapter). Of the BNF's coop lending only, moreover, 90% of the
value of loans granted was for the proscribed crops.21 With
respect to commercial-crop lending, then, FACACH was no more
subject to criticism than the BNF.

Finally, the evaluations of the 018 small farmer credit
program with the BNF had shown, previous to the 197h decision to
choose the BNF for the $7h4,000, that the extension assistance
on these loans had also not materialized as plunned.22 Though
these loans werce to individuals and not groups, this finding
nevertheless showed that the BN had proven itself little better
equipped to provide extension service with its agricultural
credit than was FACACH., The problematic history ot FACACH-AID
relations, then, was an important determinant in AID's choice

of the BNF over FACACH, though it was not the only one.

)l
LOFACACH, Memoria Anual [107h], 1975, p. 13. FACACH's apricultural
credit data does not allow breaking out loan value by crop and
by type of coop. The non-aftilianted coops are represented in
the categories of "marketing' and "refinancing," as well as
agricultural credit. FACACH data by crop shows 10/ for coffee
and 5% for other types of crops outside corn, rice, beans, and
livestock (p. 16). 'This is inconsistent witn, and less than,
the figure I cite in the text for cash crops.
21 . ,

l.e., cotton, bananas, sugar and coftec. AID/LA/MRSD/SCD, "Phe
Credit. Component,'" April 107k, p, 14,

o " . -

AID/H, "Estudio de evaluacién del programa de eredito supervinndo
del Banco Nacional de Fomento," by Reinaldo W. Santos Sant inpo,
USATD/ACDI-BNF, Aupust 1972, p. 19,



Though AID left FACACH in a state of self sufficiency
in 1972, and with several years' interest income to come from 018
credit, FACACH saw the AID termination as rejection. TFACACH and
AID grew apart, then, not only because the Federation 1ol grown
sound and independent. They went their separate ways because
FACACH, as part of its growing process, had turned against AID
and lost it as a promoter. AID, in turn, promoted another
institutional approach to sgricultural credit which was in some
ways competitive with FACACH--or at least with what FACACH had

hoped to do.

FACACH after AlID. FACACH rinally obtained $190,000 in financing

in 1975 for a supervised agricultural credit program from the
Inter-American Foundation (IAF). In Honduras and kcuador, the
Foundation has tended to finance many of the Christian Democrat
organizations which work in the countryside and which often shun
close association with foreign donor organizations. FACACH fits
this mold in that it was identitied until recently with the
Christian Democrat umbrella organization, CONCORDE, and had
reacted against the closeness of its AlD relationship in the past.
Ironically, the credit union federation in Guatemalsn also ended
up with the lAF as beuefanctor, after having engaged in the sane

kind of conflict with AlLD,
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An AID evaluation of the new IAF-financed FACACH program

noted positively that the program was a departure from the usual in that it

would not limit loans to a multiple of savings and that it was

23 AID

willing to "consider and even organize communal farming."
was now finding commendable, that is, an approach that it had
considered financially unsound and outside the principles of

credit unionism in the 1960s. At the same time, it should be
remembered that one of the reasons for AID's shift from FACACH

to FECOAGROH in the 1970s was that AID considered FACACH too
"business oriented" and "middle class'" to serve as the home of a
group credit program for small farmers. FACACH could be criticized,
it was said in 19Th, "for an overly conservative credit policy and
management."gh Yet in the conflict between AID and the FACACH
activists in the 1960s, AID was more on the other side. According
to FACACH, that is, AID at that time was not letting FACACH do
programs with peasants which did not require previous accumulations
of savings. It was AID that was considered too business oriented
by FACACH, and toc wedded to the '"conservative" principles of

credit unionism. In a sense, then, FACACH was first held back

by AID for being too financially radical and later was conusiderced

2
3AID/LA/DR, "Honduras - Agriculture Seclor Program,” 1k Junc 197h,

Annex I, Exhibit C, p. UuT.

2hAID/LA/MRSD/SCD, "The Credit Component," April 1974, p. Lh.
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by AID to be too conservative. Finally, it was starting to be
commended by AID ror being less conservative.

It may be that FACACH is better able to handle a less
conservative type of program now that it is & solid organization
with no close creditor involvement in its affairs. (IAF has a
policy of minimum involvement in the organizations it finances.)
Or it may be that AID nipped in the bud the growth of a local
organization that would have attracted committed and competent
professionals and would have become an innovative and dynamic
force in the Honduran development of peasant groups. Whatever the
case, it is a credit to the Federation's power that such a small
organization was able to muscle in as much as it did on the AID
funds flowing into small farm agricultural credit in the 1970s.

It successtully resisted AID's attempt to channel the $1.5 million
in 018 funds directly to FECOAGROH. And it currently participates
in the working group that sets policy on the distribution of AID
ngricultural credits through the BNF's Coop Window. In 1975, the
FACACH representative was chairman of that group.

The Coop Window is virtually the creation of AID's
sector program. Thus FACACH's participation in it, and access
to its creait, represents a certain mellowing of the relationship
with AID., This was facilitated, no doubt, by AID's admission in

1973 that FECOAGROH was really not able to handle the credit



function for its coops. The admission was implied in AlD's proposal

in 1973 that the credit tfunction showld be given back to FACACL
and that FECOAGROH should limit itself to marketing and input
sales.25 This aspect of the story is discussed in the FECOAGROH

section below.

?Pucooperative Development (igriculture)," PROP 9 March 1973. The
subsequent demise of FECOAGROH, brought on in part by FACACH's
attachment of its assets, not only must have given vindictive
pleasure to FACACH. It also removed a considerable thorn from
FACACH's side in its relation with AID. The fact that AID did
not come to FECOAGROH's defense with additional funding, and did
not try to undo FACACH's actions, also removed some of the reason
for resentment between the two organizations. The events of the
1973 period are described in the following chapter on FECOAGROH.
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FACACH, Christian Democrats, and AID

In evaluating the impact o ALD on FACACH's history,
it is useful to trace what has happened to the Federation's
Christian Democrat connections since 1971. In 1972, FACACH
became a member of CONCORDE, a loose grouping of Christian
Democrat organizations which includes FUNHDESA, a foundation that
finances these other groups. Partly with its AID credits,
FACACH has channeled financing to these groups, mostly through
PUNHDESA.  UNHDESA, for example, received the largest single
share of the $756,000 in 018 credit that was channeled through
FACACH--$200,000. This was 26§ of the total, and 39% of the
FACACH share outside FECOAGROH.l This amount, in turn, was
channeled to various member organizations, many of which are
involved in organiuing peasant groups--tor markct.ing, input
purchases, agricultural credit, group production, community
action, and land acquisition. Thus although FACACH did not
directly run the kinds of programs it wanted to in its early
years, it came to support such programs in its role of financial
intermediary.

In the last few years, a rift has developed between

FACACH and other CONCORDE groups. CONCORDE considered FACACH

1
FACACH, "Summary Claim Reimbursement No. 25, 6-31 July 1974,
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too conservative and too constralned by its 'banker's mentality."
FACACH, 1n turn, thought CONCORDE was meddling too much in politics.2
Some of the original FACACH activists have now become managers of
some of the CONCORDE-associated groups that were criticizing
FACACH for being too conservative, These managers had left FACACH
for the other groups because they felt FACACH was not activist and
not dedicated to soclal change. 1In a sense, they were criticizing
FACACH for having the qualities that AID had wanted the Federation
to take on in the 1960s. Here was another case in which an AID-
created organization, like FENACOOPARR in Ecuador, became more
"businesslike' after AID left the scene. Again, this suggests
that there is a certain contradiction between AID's presence in
an organization for the purpose of teaching appropriate business
practices, and the actual adoption of those practices by the
organization.

The AID-promoted development of FACACH as a narrowly
financial institution actually turned out to be to the advantage
of the Christian Democrat groups. As in Ecuador, these groups
jealously guard their independence and will not take the kind of
donor involvement that usually accompanies direct AID programs.

AID, in turn, has tended to stay away from these groups. With

2Some FACACH members felt that FACACH itself was too "politicized."
ATAC, "Survey of Honduras," in Final Report. of an kvalumtion of
Latin American Confederations of Credit Unions (COLAC), OAD-A=CR-11|
June 1975, p. 32.
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FACACH as intermediary, however, these groups were able to veceive
AID funds in a wav that did not bring AID involvomont.j They were
able to have a creditor that was more compatible with their style
of operations than was AID.

In countries where the Christian Democrats form labor
unions that are in competition with AIFLD-financed labor unions,
the tendency of AID to stay away from the CD agricultural groups is
increased.4 In Honduras, for example, it is not only the Christian
Democrats who are involved in successful union organizing among the
peasants. The AIFLD program has also organized the peasants in
an at least equally successful and powerful association, ANACH.
This is somewhat atypical for AIFLD, which more commonly is
involved with urban labor unions. In Honduras, then, AIFLD's
activities with peasant farmers have put it into an unusual direct
competition with the Christ+fan Democrats in the realm of the
organizing of peasant groups. Though ANACH and the Christian
Democrats are to a certain extent in competition in their
organizing, they have on many occasions cooperated in pressuring

the government on agrarian reform.

3As ovidence of this tack of AID involvement,, the auditors complalned
that FUNHDESA "did not keep adequate records” of the fund: sub=lent,
to it by FACACH, so that it was "not now possible to tell how the
borrower used the AID funds." AID/AAG/LA, "USAID/Honduras, Apriealtarnd
Development.," Audit Keport Ne. 1-500-75-3, 19 July (9fh, p. h.

PFLD is the American Tnstitute of Free Labor Dewvelopment | nn
affiliate of the AFL-CIO. Tt i¢ finaneed with an ALD approprint ion

and organizes frec labor unions in countrics outaide the 1,00,
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It is too bad that AID has kept away from so many of

these CD-related groups, for some of them are doing innovative work
in the Latin American countryside. Their protectiveness and stand-
offishness, of course, explains part of their distance frcm AID,

as well as the fact that they often operate on a small scale,

But these attitudes may also explain part of their success. It may
be just as well for them, that is, that AID is not interested in
assuming relations with them. At the same time, AID is missing out
on learning about how their approaches to rural development
probl.ls have worked--and about how programs with little donor
involvement work out. The experience of these groups may be able
to provide AID with ideas for designing rural development projects
that do not require the sometimes overwhelming and problematic
level of AID involvement that is chronicled in these studies.

In many cases, this involvement, by its very structure, stifles

rather than promotes organizational growth,
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Interest Income and Self Sufticiency

There is no obvious explanation of why FACACH's
achievement of selt sufficiency occurred in this particular case
and not in so many of the others. Some clues are given by comparing
the components of FACACH's income to that of FECOAC in Ecuador, a
credit union federation that did not meet its self sufficiency
target. The striking difterence between the two is that "interest
income" was a major component of FACACH receipts in 1974 and that
it did not enter FECOAC receipts at all (Table 1)}. Credit to FECOAC
af't'iliates, that i3, went directly from the AlD-capitalized Coop
Bank and was not channecied through the Federation., T suggested
in the Bcuador paper that FECOAC's selt sutficiency problems were
partially a result of t(his phenomenon--i.o., that ALD channeled
its cooperative loan funds directly to individual groups through
the Cooperative Bank (BCE) insteal of through the Federation.l
Though the Ecuador arrangement may have been in the interests of
the Coop Bark and of simplicity, it seemed to make more difficult
the Mission's atlempt to set up a selt-rinancing credit union
federation.

In Ecuador, FECOAC and CUNA had struggled in vain to

get AID to directly finnnce a line ot credit throuph the

le. 43-59 of Ecuador volume,
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Federation to credit unions. In the Honduran case, in contrast,
the Federation was able to earn considerable interest income oft
the $500,000 in two-step funds and the $756,000 ot AID/018 credit
channeled through it to its attiliates. In Honduras, moreover,
the idea of bypassing the Federation and providing AID credit
directly to the credit unions through the National Development
Bank never c¢ven cwame up. Indeed, if there was any struggle, it
was in Just the opposite direction. The Honduran government, that
is, wanted to channel all the 018 funds through the BNF and not
separate out a part tor FACACH, us AID desired. AID took a strong
stand on this iscue, as discussed above, and ultimately prevailed;
$1.5 million of the credit went to FACACH. In Ecuador, the
situation was the opposite: the AlLD Migsion insisted on channeling
loans to credit unions through the Coop Bank, without the
intermediation of the credit union tederation.

FACACH's iInterest income from the 013 loan started to
accrue in preciscly those years when AID budget support was
terminating. In 1966, ALD provided $34,000 in grant support,
amounting to 91% of FACACH's budget; and in 1971, its last year
of budget support, ALD provided $19,000 or 8%. The budget support
from AID ended in 1971, CUNA technical assistance ended in 1972,
and the 01§ eredit funds for FACACH affilintes started to

disburse in 1971, The interecst income on 018 credit, then,
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started accruing to FACACH in 1972, after the end of the AID relationship
and not during it. In fact, AID's 1969 projection of FACACH income

underestimated the future level of the Federation's interest income

by 51% (Table 1). In the same projections, member dues, member

shares, and carnings from supply sales were overestimated.

o

(Insurance income was considerably underestimated.)
AID's underestimate ot the role of interest and
insurance income and overestimuate of member contributions and
input sales illustrate the Ageney's customary emphasis on income
from dues and certain kinds of services as the way in which credit-
anion and coop federations are suprosed to finance themselves,
These latter scurces of income are often not rorthcoming, as was
also seen in the kcuador study. Generating them requires a
relationship between the base-lcevel grouns and the federation
that is often difticult to achieve. Interest income, it was
argued in the tcuador case, is in some wuys o more feasible
approach to gaining firancial strength.
The substuntial increase 1n interest income to FACACH,
starting us it did arter ALD budyet support ended, may have

facilitated the transition trom ALD support Lo independence.

‘Botnh the abscelute and relative contribution of insurance
income was groscsiy underestimabed,  AID projectod that it would
be 3% of total income in 1972, and it turned out to be 38% in
197k, I was nol able to Leawrn the reasons tor this discrepuncy.
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It was also a way for AID to support a sound institution without
becoming involved in its operations. Of course, AID does not always
remain uninvolved when it provides the opportunity to earn interest
income through loan capital. Though the previous $500,000 in
two-step credit to FACACH had been arranged for by AID with the

idea that it would carry minimal lender involvement, AID was very
involved with FACACH at that time through its grant project. 'Though
the BNF also earns interest income on its AID-supplied credit, this
income goes along with substantial AID involvement in the Bank's
operations. FACACH's interest income from the 018 loan, in contrast,
did not carry such involvement--tor the Mission had shifted its
institution-building interests to the BNF and FECOAGROH.

In the 025 loun, FACACH played an even more subordinate
role than in the 010 program. It qualified along with other groups
as an intermediatec borrower of AID credits from the BNF's
Cooperative Window, and no funds were earmarked for it. The
credit available to FACACH under this arrangement was even further
removed trom AlD, in thal FACACH would be simply one among many
cooperative borrowers. FACACH, in sum, was eventually looked
upon by AID from 4 distance, as a solid and small tinancial
institution through which some of its loan funds could flow
withou¢ much concern.

FACACH may not have been able to maintain operating
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self sufficiency without AID's provision of capital and interest
income after termination of the AID relationship. In a way, then,
AID support of the instituticnal growth of FACACH actually continued
arter the termination of budget support, technical assistance und
even good relations.  The support simply took another form, in

which AID involvement with the institution was minimal. This
sequ-nece is similar to the case of AID's relations with the
Ecuadorean rice coon federation, FENACOOPARK. In that case, the
period of AID budget support wind techiniceal assistance was much
shorter than in the case of FACACH, because ot coni'lict between

AID and FENACOOPARR about mansgsem:nt. practices, ending in

Tad oy

premature termination of the J'e‘lm,ionship.J After the break with
ALD, however, FENACOOPARR continued to be the recipient of
substantial Coop Bank credit, which originated in AID loan capital,
It is to All's credit, in both the FACACH and FENACCOPARR cases,
that it did not try to prevent its credit from tlowing through
t'inancial institutionz to other borrowers with whein it had once
had direct relations, which had sowred and ended.

The high share of coftfee coops in the portfolio of
FACACH can be seen as another sign of FACACH's independence {'rom
AID. The ALD credit funds channeled through PACACH, that i,
were not Lo be used Por crops such as col'fee, Lobneco, colblon

and sugar. This means that FACATH must have developed Lhese

3 . . .
Pp. 60-86 of Ecuador volume.
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Sy~ . . 4
clients and oredit lines completely on itae own,

Arm's-length support. AID funds have on other occasions ended up

supporting organizations with which it was never able to have the
close relations typical of AID programs. The support was able to
occur because the AID program was with an intermediary credit
organization, standing between AID and the final borrower.
FUNDHESA in Honduras, and the Christian Democrat organizations

it financed, is a case in point--as discussed above.

The arm's-length or two-phased support of the above
cases was not o deliberate AID strategy. Pernaps this way of
providing credit ought Lo be sometimes considered as such. It
wllows ALD Lo support certain orpanizations which are important
t.o the development of small rarmer organizations. For one
reason or another, these organizations would not do well with
AID in a direct relationship--as was the case of the later stages
of FACACH in Honduras and FENACOOPARR in Ecuador, in addition
to the Honduran Christian Democrat organizations. Providing
uninvolved credit and interest income to an organication with
previously closer ALD support can also be a way of dealing with

the almost inevitable resentment toward AID by such organizations,

The importance of the coffee credit in FACACH's tolal portfolio
is more evidence of the tungibility of outside {‘inancing with
an organization's total resources.
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when they gain their own strength. By planning to provide this
intervention-rree income at o later date, AlID can also set a
shorter and more credible deadline ror withdrawal or its budget
support and technical assistance.

In one sense, then, the greater distance between AID
and FACACH after 1969 may have been {or the best--even though it
was caused by developments that were somewhat extraneous to the
meritsz of the organization. The distance allowed FACACH to get
AlD-supplied income and loan capital "impersonally'"--first trom
the 018 credit passed through it wand later, from AID credit
channeled through third parties like the BNF and the Latin

American Confederation of Credit Unions, COLAC.
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Diversification of Borrowers

Instead of diversifying its tasks, FACACH diversified
its borrowers. It lent not only to affiliated credit unions, but
to a group of non-affiliated and weli-established agricultural
coops. In 19Tk, these non-affiliated groups accounted for 40%
of its lending (Table 4). The .argest single share of that
credit was accounted for by coffee cooperatives (20%), and the
rest went to agricultural coops producing other crops (7%) and to
industrial coops (10%). FACACH lent to the Christian Democrat
groups through FUNHDESA, as mentioned above, which had nothing
to do with credit unions. It even lent to groups for which it
felt little sympathy--i.e., FECOAGROH. Thus FACACH was able to
earn interest income that was totally unrelated to its credit-
union membership. At the same time, it was able to broaden its
capital base by a 10% "forced" capitalization charge on loans to
these non-affiliated cooperative borrowers.

As a solid financial institution, then, FACACH was
able to capture for re-channeling to other organizations loan
funds that might otherwise have gone directly to their
beneficiaries, or elsewhere. Because of the relative
underdevelopment of financial institutions in agriculture,

characteristic of most countries like Honduras, FACACH's
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financial capability enabled it to step into an important role,
despite its smuallness. FACACH ended up growing by speciuii:ing
more and more in one task--tinancing. This was perhaps o more
feasible path of growth than the muwlti-task programs that are
often characteristic of AlD-designed organizations.

In & sense, FACACH exceeded the objectives of the AID
program that created it. Set up to finance and service affiliated
credit unions, it did well enough at financing to acquire non-
credit union borrowers and to obtain funds from third parties
like the BNF and COLAC for channeling to such borrowers. In
that a majcrity of its non-affiliated borrowers were in agriculture,
FACACH actually became an institution of group credit in the
wrricultural sector--above and beyond fultilling its role as a
finmeial institution for its credit unions. As noted above, the
Howdinran cooperat.ive movement voted in favor of making FACACH into
Lhe Pinancial agent o the whoele movement. Many coops preferred
it over the BNI.

In 1975, the Cooperative Department of the government
was threatening to rule that FACACH would have to have the
Department's approval on every loan to a non-affiliate. If enacted,
this ruling could severely hamper the Federation's lending to noi-

uffiliates.l It is interesting that this successful aspect of FACACH's

1 .
ATAC, "Survey of Honduras," Jdune 1975, p. 8.
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development is now being legually challenged.  ATD went out ot ita
way in 19ob, atter all, to draft tlhe Federation's by-luws so that
it could lend legally to non-aftfiliates. That the Cooperative
Department took in FECOAGROH after the FACACH receivership--and
that the AID sector program looks favorably upon a resuscitation
of FECOAGROH by the Department--may explain why the Department
wants to make such an unsympathetic ruling regarding FACACH,
Ironically, the Cooperative Department is now the recipient of
$300,000 in AID grant assistance. and figures importantly in the
AID sector loan.2 Hopefully, this undermining of one of the
unexpectedly successful aspects of AID's program with FACACH

will not occur.

2The AID sector loan of 1974 required that the Honduran
government increase the Coop Department's budgel. by $100,000
a year over the tour-year period of the program--n 50% annunl
increase. AID/LA/DR, "Honduras - Agriculture Sector Program,”
14 June 1974, pp. 156-157.
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Stagnation off Membership and drganisational drowth

In the Beuador report, it was noted that AID's coop und
credit union programs were always under considerable pressure to
show performance in the area of "numbers'--i.e., growth in the
number of coops and in members {(pp. 164-173). This kind of pressure
cowld be counterproductive, it was argued, and performance in this
area did not necessarily mean that the program's objectives had
been achieved. In trying to understand the elements of the FACACH
achievements described above, it is interesting to review FACACH's
performance in the area of "numbers." With respect to the number
of affiliated credit wiions, there has not only been ne growth
in the last six years, but the number of affiliates has actually
declined (Table 5). In the last four years, moreover, the
membership of FACACH affiliates has not increased at all--though
there was a Ll increase from 1969 to 1971. A recent evaluation
of FACACH noted the lack of growth in affiliates and membership
as "disturbing," and suggested that the Honduran credit union
movement was "stagnating." The evalunation warned that "any
orgonization which fails to watch over ead develop its [membership]
will, sooner or later, find itself in trouble.... OStanding still

. . . . "
is not an option open to the organization,

l "t
ATAC, "Survey of Honduras," fune 1975, pp. 31-30,
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In light of the counter-productive aspects of the
pressures to increase the number of members and credit unions, as
described in the Ecuador report, one cannot help but wonder if
FACACH's "stagnation" is part and parcel of its achievement in
other areas. The stagnation in "numbers" over the 1969-19T7h
period is associated with an almost threefold increase in savings,
as Table 5 shows. The value ol loans granted to FACACH, moreover,
has increased by 70% over the 1972-1974 period, and the number of
groups lent to has increased by two-and-a-half times (Table 3).
btagnation in the growth of affiliates and membership, then, is
associated with impressive growth in the Federation's role as a
financial institution--especiully for a period following the
termination of AID support.

In trying to explain the stagnation of FACACH
membership, the ATAC evaluation suggests that "FACACH has
abandoned membership development and is concentrating its
attention on developing new programs, searching for economic
resources to keep them going, or, possibly, is Jjust wandering

D
without a sense ot direction."”

It may be, however, that neglect
of membership growth is also a reflection of an exclusive

concentration by the Federation on building up its sources of

income--forced on it, in part, by its bad relutions with AID,

zIbid., p. 32



The "forced" neglect of membership, in turn, has resulted in a
single-minded concentration on the task of being a financial
institution. Perhaps FACACH has not found itself in trouble then,
precisely because it has failed to watch over the growth of its
membership.

Ultimately, the Federation will have to grow if it is
to represent a more significant share of institutional credit in
Honduras. But a period of early "stagnation" in growth of affiliates
and members may be necessary to such an organization's establishment
as o solid financial institution. It meant that the organization
could concentrate on a task that was much more limited than the
range of activities usually prescribed by AID in such institution-

building programs.



Conclusion

FACACH's surpassing ot AID's project goals has notl
really been commended in AID's documentation. This is probably
because of the FACACH-AID conflicts and because AID was
preoccupied with explaining why FACACH did not qualify for an
agricultural program. It may be, as AID said, that FACACH did
not succeed in servicing its agricultural credit with technical
assistance, or that it did not reach the smallest rarmers. But
this should not obscure the fact that this federation performed
better than was expected as a financial institution. That it
was "forced" to concentrate on the one task of financing, partially
by virtue of not receiving AID support (or other tasks--and thuat
it remained smull--are probably key factors in explaining this
success.

FACACH's smallness and its single-purpose character
vere considered limitations by AID. They were the reasons for
not giving the Federation an important role in agricultural credit
to groups. With the advantage of hindsight regarding failures of
alternative institutions like IFECOAGROH, we should now be able to
recognize the importance of these factors in creating an institulion
that was more successful in providing group t'inance to agriculture,
That most of the non-affiliated coops [inanced by FACACH were

among the better-established coffec coops does not invalidate
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the achievement of this AID program in financiai institution-
building.

It is important to look further at this case, not only
because AID's institutional alternative to FACACH failed. But
FACACH seems to have been in some ways more successful in managing
group credit than the BNF, the major institutional focus of AID's
agricuttural credit programs. FACACH's delinquency 1ate, for
example, is half that of the BNF. Though the BNF is many times
larger than FACACH, and thus not strictly comparable, therc may
still be relevant lessons to be learned from the smaller
organization's credit manggement.. PFinally, the conflicts between
ALD and FACACH in the late 1900s should not overshadow an unusual
accomplishment off this program in its carly phase: the attraction
Lo an AlD-created organization of a group of young activists
concerned with social and economic change in the countryside.

In general, FACACH merits turther study as an organization which,
without a special program in agriculture, came to be more competent

than averayge as a provider ol' group agricultural credit.



Table 1

FACACH: Projected and Actual Income, 1968, 1973-1974
(dollar thousands)
_.a - . . _a . b
! 1968 1973 AID projection 1974 actuals
Source of income : Value % of total Velue % of total Value % of total
Interest® 10.0 6.7 130.8 68.2 L 198.1 55.3
Membership dues 10.0 6.7 35.0 18.3 o1k 3.9
Insurance : 2.3 1.5 2.0 3.1 { 134.8 37.6
Suppiy sales C1.3 1.0 5.0 2.6 | o4 -
Member snare increases . 3.2 2.2 15.0 7.8 : o€ -
AID grant for operations | 122.0 81.9 i 0 - | 0 -
Other 0 - | 0 - 11.2f 3.1
Total 1Lg.o  100.0 | 291.6  100.0 356.0  100.0
a"n,«n "~ - . .
TEen , 22 June 1902, Ann=x 111, Exhibit 5,
T. -. =z +<hey are nct included in the 197k data.
b - - . - -— - - . T ¥
Based on lempira figures fror rACACH, Memorig Anual '197. .. 1575, n. 27. Converited at two

ilermpiras t©¢ the dollar.

terest on loans

e
]
3

a - ~ -
“Repcriad as 326,800; sales

as $10.

& P s
These items did not appear
received on shares" and $6

, delinquency surcharge, and supervision surcharge.

costs alsc reporied at $26€,300.

in AID calculations. They comprise $5,050 for "interest
,200 for "othe income."

8Y
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Table &

FACACH and Honduran Banking dSystem: Loans dranted in 1973
(lempira thousands)

Value FACACH as % of':
N Total bank- Total bank-
Crop credit | FACACH BNF ing system® | BNF  ing system
1972 1,231.6 23,54k4.0 61,918.0 5.2 2.0
1973 9LLh.7  32,561.9 60,96L.0 2.9 1.5
197k 1,264,6  50,617.1 n.a. 2.5 -
Total credit
1972 2,996.8 49,203.0 483,913.0 6.1 0.6
1973 2,628.1  T70,236.7 576,576.0 3.7 0.5
197k 5,145.2  80,3h2.4 n.a. 6.4 -

One U.S5. Dollar = Two Honduran Lempiras

“Based on unpublished data trom FACACH. Total credit figures
include refinancing, much ot which is for agriculture, In 1972,
refinancing was LUA89,1ITT or 1o.3% of wotul credit; in 1973,
L3907 or 13,005 and in 107h, L.L1,508, W70 or 29,74%.

D193 and 197 duta rrom BUE, Memorin Anual - 197h, p. b4; 1972 data
Crom AID/1DB/IBRD Apricultural/Rural Sector Survey--Honduras,
Agricultural Credit, Annex 7 (Draft), 13 November 197h4, p. 45,
1972 figure is probably inconsistent with 1973 and 19Tk figures
and on the low side, because AID/IDB/IBRD figures for 1973 are
23% and 16% lower than my BNF source. The AID/IDB/IBRD figures
are nevertneless consistent with AID/BNF worksheet figures from
the Honduras Mission.

cAID/IDB/IBRD, opv.cit., p. 39. Excludes loans by credit cooperatives.



Table 3

FACACH: Loans to Credit Unions and Cooperatives by Use, 1972-197L
(lempira thousands)

1972 1973 197L

% of No. of % of No. of % of lio. of
Use Value total loans® Vaiue total loans Value totzl lozans
Agricuiture ©1,221.€ 0 L1 5L 944.7  25.9 58 |l,26h.6 L. 6 69
Livestock 12.1 0.4 2 15.5 0.5 4 24,6 0.5 g
MarketingP g 0 0 Lho.7T  17.1 & | 99.3 1.9 3
RefinancinzP L5g.2  16.3 - 359.5 13.7 - '1,528.5  29.7 -
Industry 438.3 1bk.6 2 1ibkg.0 5.7 3 ¢ 872.9 1T7.0 11
Services 371.6 1z2.h4 12 57.3 3.3 il ¢ Lksz.l §.8 29
Housing 147.8 .9 5 5.2 3.1 & | 391.6 T.€ 17
Consumcztion 97.2 3.2 10 1.0 S 7 ! 51.0 1.0 8
Others 229.% T.7 13 L5E.. 17.- 17 Léo.t 9.0 20
Tetal 2,996.5 100.0 98 |2,628.1 100.C 116 |5,1Lks.2 100.0 162
lo. ¢ coops !
lent +co 33 ‘l_ 46 86

& .. s s . s e e - - ey :
227z 2283 nlt £ive nuwnber of individusl borrowers per loan, so it 1s not possible
TO f2icuszie an average loan size per borrower.

These categories include agriculture to an undetermined extent.

Source: 2zsed on unpublished data from FACACH.

0S



Table A

FACACH: Loans uranted by Type of Borrower, 197k
(lempira thousands)

Type of borrower Value % of total | No. of coops
Credit unions 3,128.2 60.8 55
Non-affiliated groups
Industrial coops 500.0 9.7 1
Agricultural coops 352.4 6.9 23
Coffee coops 1,039.9 20.2 i
Others 1247 2.4 3
Subtotal 2,017.0 39.2 31
Total 5,145.0 100.0 25
One U.S. Dollar = 'Iwo Honduran Lempiras
Source: PFACACH, Memoria Anunl fraqhj, 1uis5, p. 13,

51
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Table 5
FACACH: Growth of Affiliates, Membership and Savings, 1969-197h

No. of No. of mﬁé;vings
affiliates | members | (lempira millions)

1969 11k 20,800 h.h

1970 117 25,800 6.6

1971 125 29,300 8.6

1972 12 29,000 6

1973 110 28,100 10.8

1974 110 1 29,ho0 12.6

One U.S. Dellar = I'wo londuran Lempiras

Source: ATAC, "Survey of Honduras," p. 31.
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Introduction

In 1967, the U.S. coop contractor, Agricultural
Cooperative Development International (ACDI), proposed to the
AID Mission in Honduras that it be given financing to organize
30 agricultural marketing ccoperatives by 1970, and to form a
federation of these cooperatives. The federation was to earn its
income from grain marketing, and was expected to be financially
self sufficient by 1972.l in 1968, the ACDI project was proposed
to Washington by the Honduras Mission and approved as - $786,000
grant program icr the 190L5-1972 periud.e By the end «tv 1973,
when the project was terminated and after an extension of funds
in 1972, grant spending had anounted to $965,000.

ACDL 1g a private nucn-profit corporation organized in
1963 as a specialized sgency available to AID to promote
apricultural cocperatives in the developing countries. Its
members are large U.S. wuribusiness cooperatives and its activities
are almost completely tinanced by technical assistance contracts

3

with AID. It has come to be a competitor with the Cooperative

lAnriculturul Cooperative Development, International (ACDI), "Report
on Consultative Trip to Hendurac," 27 October-11 November 1967,
Appendix B.  ACDT had «lready stortoed organizing the cooperatives in
1967 under an AID Task Urder.

a]
“u.s. Apency Tor International Development, Honduras Mission (AID/H),
"Cooperative Development (Avriculture) " Noneapital Protect, Papor
(PROP, Project No. 522-11-0000.970, 0 Afrpram TOATD A=384, 11 June 1968,
SACDT, A Resource for Arriculiure in bhe Beveloping © i

oDT esource for Aericultiure in the Developinges CSountries, nod.
and ACDT, Annual Report 197k,




League of the U.S.A. (CLUSA) in vying for AID contract work in
Latin America, even though CLUSA is among the member cooperatives
of ACDI.

About the same time that the ACDI project began, the
AID Mission started its discussions with the Honduran government
concerning the $9.5 million Agricultural Credit and Storage loan
(018).h After awhile, the Mission began to see the ACDI coops as
a way of integrating small-tarmer and cooperative features into
the 018 program. The planned federation of ACDI coops, FECOAGROH,
could market the¢ grain production of member coops and channel AID/
018 credit to them. Thus it was that AID changed its plans in
1970 to place $1.5 million of the 018 credit with FACACH for
production credit and grain storage facilities, and decided
instead to channel these funds to FECOAGROH.

FECOAGROH, created in December 1969, was not yet in
existence when the 018 loan was authorized and signed. Thus the
original loan agreement showed all of the $1.5 million going to
FACACH, with no mention of FECOAGRCH at all. The agreement was
amended in January 1971, as told in the FACACH chapter above,
so that the $T74l,000 in grain storage construction monies

and a good part of the $756,000 in production credit were

]
'See pp. 1-19 of BNF chapter.



to be administered by FECOAGROH instead of FACACH.S

In a somewhat cumbersome financial arrangement,
discussed later, FECOAGROH was to receive its credit from the
govermment through FACACH rather than directly from AID, the
Central Bank, or the BNF. Both FACACH and FECOAGROH were to earn
interest income for repassing the credit to the arfiliated coops--
6% for FACACH and 3% for FECOAGROH. The FECOAGROH coop could
also take a cut of the interest that was passed on to individual
member borrowers--up to 3%, for a possible total of 12% interest
charged to the f'inal borrower. (FACACH paid 2-1/2% to the
government for a 20-year period, including 5 years grace at 2%;
the government vaid AID at 2-1/2% over a LO-year period, including
10 years grace at 2%.)

FECOAGROH was projected to be self sufficient by 1972
on an annual budget of $100,000, three years after creatior. by
AID in December of 1969. Its income was to originate mainly from
the protf'it margin on marketing the grains of member coops. AID
and ACDI projected that FECOAGROH would have 30 member coops with

6,000 members by 1972, and would be marketing 22,500 tons of grain,

5The loan agreement did not earmark shares of this credit fund lor
FECOAGROH and FACACH affiliates, though the implication was thut
FECOAGROH would use most of it, since FACACH was said not to have
an agricultural program. In the end, however, FACACH affiliates
accounted for 61% of the credit lent from the $756,000, and
FECOAGROH, 39%. 'This was due in good part to the inability of
FECOAGROH to place the credit. A good part of the FACACH share,

moreover, was placed after the demise of FECOAGROH in 1973 and 19Thk.

W
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mostly corn.6 By the end of 197., however, FECOAGROH was in bad
shape. Though it had achieved its goal of organizing sbout 30
coops--though with half the projected menbership--it was 95%
dependent on AID for its budget. Grain marketing had not
materialized to the extent projected, the coops were 50%
delinquent on their credit owed to FECOAGROH, and production

in some areas had been badly curtailed by droughts in 1971 and
1972.

In early 1973, FACACH became concerned about the
delinquency problem of the FECOAGROH coops, whose credit had been
lent by FACACH through FECOAGROH. FACACH conducted a field survey
of the Federation's 29 coops, and found that 22 were seriously
delinquent and seemed so Tragile as to be unlikely to repay their
credits in a reasonable period of time. Of the $294,000 of credit
that had been supplied by FACACH to FECOAGROH's coops, $160,000
was delinquent. At about the same time, FECOAGROH declared the
22 coops ineligible for further borrowing until their delinquency
problems were resolved. FACACH, concerned that it would never
recoup the delinquent funds and that other creditors such as
fertilizer dealers would act first, attached FECOAGROH's assets
in June of 1973 and suspended lending to the 22 coops. 1t placed
conditions on further lending to the seven solvent groups Lhat in

effect excluded them from borrowing.

AID/H, "Cooperative Development" PROP, 11 June 1968.

o
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A solution to the problem, already of concern to AID
in late 1972, was sought in a series of meetings and exchanges or
correspondence between AID, FACACH, FECOAGROH, the National
Development Bank (BNF), the Ministry of Economy, and the
Cooperative Department of the government. None of the parties
vas able to agree upon an arrangement that would save the program.
FACACH continued its attachment of FECOAGROH agsets; the BNF would
not or could not take over lending to the affilieted coops; the
government was not willing to contribute its support; AID was not
willing to intrude on the FACACH decision.

At the time of FACACH's action against FECOAGROH, the
Mission had under consideration in Washington a proposed $481,000

extension of its FECOAGROH grant.T

The new grant, to cover the
1972-1977 period, was to finance a revamping of the Federation,
whereby it would retreat from corn marketing and credit and turn
to input sales as its major source of income, with a secondary
role for the processing and marketing of beans and rice. But
FACACH's action, the Mission said, forced its hand. Without

credit for the coops, the new program could not operate.8 Thus

AID decided in July of 1973 that it had no choice but to suspend

TA'III/II, "Cooperative Development (Agriculture)," Noneapitanl P'rojecel
Paper (PROP), Project No. 522-15-810-074.2, O Muarch 1973,

8

ATD/H, Letter of Mission Director 4o Minister of Finance and Publie
Credit, 11 July 19733 AID/H, Letter of Mission Director Lo Off;co
of Development Resources, Latin America Burcnu off ALD, 19 July 1973,

(©




its budget support and technical assistance to FECOAGROH--much to

the consternation of ACDI, FECOAGROH and the stranded coops.

Throughout this period, FACACH, and later the BNF, jockeyed for

FFECOAGROH's unused $74L4,000 for grain storage construction, which

the Mission had said it was going to deobligute. Ultimately, the BNF won out,
and the $74h,000 was committed to it for use in the capitalization

of a "Cooperative Window." The loan agreement was amended in

April 1974 to allow this change to take place.

FECOAGROH disbanded rapidly in the summer of 1973 and
its remains were taken into the Cooperative Department of the
government. The Department agreed to contribute 4-6 stuff members
to the group, and budgetary resources of $18,000 for 19(3 and
$39,000 for 1974. This amount was small, of course, compared to
the $100,000 annual budgetary level projected by ACDI and AID for
1970y when FECOAGROH was Lo become selfl sufficient..  As o August
1975, the 20 member coops were slill in a state of expectancy
about the resolution of the FACACH attachment of FECOAGROH's
assets, which had made it difficult for them to get credit.

Though almost half of the delinquent accounts had been paid off,
$95,000 in delinquent accounts was still owed to FACACH, on which
interest was being charged.

From its location in the Cooperative Department, the

Federation has started an experimental program of vegetable-



marketing in Tegucigalpa, involving seven of its strongest coops,
located in the nearby Comayagua Valley. Five of these were
created after the demise of AID's FECOAGROH program, and two are
from the AID days.

The failure of FECOAGROH was attributed by AID and the
contractor to three fractors: (1) the Honduras-El Salvador war of
1969 resulted in the closing of trade between the two countries;
El Salvador had been Honduras' principal market for grain exports,
from which FECCAGROH was projected to make its profit margins;
(2) the BNF decided in 1971 to monopolize the export of grain,
because of the importance of that export market in the trade of
the Central American Common Market; this meant that FECOAGROH
would now have to sell its grain to the BNF at a lower price,
instead of exporting directly; (3) many parts of the country's
apriculture were atftected by drought in 1971 and 1972, this was
said to have caused the widespread credit delinquency discovered
by FACACH in 1973 and that institution's adverse actions.

Other reasons cited for FECOAGROH's failure were (1)

a considerable delay in the disbursement of the AID credit and
grant funds, due partially to the diff'iculties in negotiation
between FACACH and FECCAGROH, described in the FACACH chapter;
(2) an unexpectedly high cost for the Federation's technical
assistance to its coops, mainly in suditing and bookkeeping, and

the fact that this activity did not generate income; and (3) limlitnlion



of the AID credit to basic grains and to certain kinds of inputs.lO

In response to these adverse developments, ACDI and
the Mission had proposed a marked re-orientation of the FECOAGROH
program in March 1973, which involved substantial retrenchment in
its credit and marketing activities.ll Because of the delinquency
problems of the member coops, it was proposed that FECOAGROH get
out of the credit business and shift that function to a more
experienced financial institution, FACACH. In this second stage
of the program, it was proposed, emphasis should be shifted from
grain marketing to input supply stores as a way of generating
income for the Federation. In order to ensure a financially viable
sel of stores, the Federation would select locations where such
stores were likely to do the best business, and then would promote
coop membership in those areas. Also, it was decided that the size
of the coops was too small for the purpose of generating income
for the Federation. The 29 coops would be regrouped, therefore,
into 15 large regional associations, to which new coops would be
added.

In order to facilitate these proposed changes, ACDI and

These explanations were found in, for example, U.5. Agency for
International Development, Latin America Bureau, Office of
Development Resources (ATD/LA/DR), "Honduras - Aprlculture Crodil,

nnd Storage - Loan 522-L1-018," Action memo to the Deputy U.5.
Coordinator, 22 February 197h4; AID/H, "Request for Amended Authorization
of Loan No. 522-L-018: Agricultural Credit & Storage," Memo to Office
of Development Resources, Latin America Bureau of AID, n.d. [Fall 1973];

AID/H, "Cooperative Development! PROP, 9 March 1973; ACDI, "Informe
Final," 30 June 1973.

11
AID/H, "Cooperative Development! PROP, 9 March 1973.




the Mission requested that AID remove the restrictions in the louan
agreemnent on the use of credit for operating-cost inputs ouly--
such as fertilizers and seeds--so as to include small capital
inputs like axes and machetes. 1n addition, they asked that
financing not be limited only to basic grains and livestock,

since many of the coops produced other crops. Particular
reference was made to vegetables. Though AID finally agreed to
broaden the limitations on the credit, this did not occur until
April 197h, several months after FECOAGROH's demise. That this
type of transition was proposed and accepted by AID, however, is

important to an undersvanding of the program, as discussed below.
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Failwre and the Explanation ror lt

The story of FECOAGROH, its failure, and its abandonment
by AID is one of the more bizarre ones in the history of AID
projects. It involved the decision to channel a significant share
of a capital loan through an institution that did not yet exist;
the interposition of an extra institution in the chain of credit
intermediation, FACACH, so that there were three intermediaries
between the government and the individual coop borrower; the
giving of power over FECOAGROH through credit intermediation to
FACACH, an institution that was somewhat a rival and that could
not be expected to act compassionately if the chips were to fall;
the ultimate attachment of the assets of one AID-created
organization, FECOAGROH, by another one, FACACH; the undisguised
scramble of two AID-supported institutions, the BNF and FACACH,
for the undisbursed AID funds of the third one, FECOAGROH, as
soon as the latter revealed serious problems; and the complete
and abrupt abandonment by AID of its newly-created federation
along with the affiliated coops, also created by AID.

The explanation for the failure is, in a certain sense,
Just as strange. Thal the BNF monopolized grain exports and thus
cut FECOAGROH out of its marketing margins was to a great extent
facilitated by AID itself. One of the main purposes of the 018

loan of 1969 wus to endow the BNF with enough capucity to
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stabilize prices. To this end, $3 million was allotted for the
construction of storage facilities, which would bring about a
sixt'old increase in the BNF's capacity, from 10,000 to 60,000
metric tons. With this capacity, the BNI' was expected to be able
to handle 33% of the marketed crop of corn and beans by 1970 and
47% by 1975.l In deciding to monopolize the grain export market
in 1971, the BNF ended up taking AID's idea & lot further than had
been planned. Without AID assistance, ironically, the Bank might
not have had the physical capacity to take the grain export market
for itself.

I do not know whether AID knew of the BNF's decision
or tried to prevail upon it not to tuke the step, in orcer to
preserve FECOAGROH. But the BNF's decision in 1971 to monopolize
grain exporting came before the program really got started. Even
though the Federation was created in December of 1969, AID's
grant funding for the program was not even available until April
of 1971, and the 018 production credit did not start disbursing
until March of 197l. So there was some time to modify the
FECOAGROH program in that it was Just getting started, if it is true that
the BNF export monopoly of grains was to have the significant

adverse impact on FECOAGROHl income that was later ascribed to it.

1, . . .

AID/LA/DR, "Honduras: Arricultural Credit and Storee ™ Capitoal
Asgistance Paper, AID-DLC/DP=7hli, 20 June 1068, pp. 39-hh. For rieo,
the corresponding percentages were S0%7 and 60%,

\4.



The closing of the grain exrort marret to El Salvador following
the War occurred in 1969, mor=over, vefore FECCAGROH was even
created. It weas only in mid-197", however, that the War and the
BNF ¢rain monopoly were first mentioned by the contractor as
causing problems for the FECOAGROH progrnm.?

In the contractor's mid-1972 report, the only
modification proposed to meet the grain-marketing problem was
a shifting of emphasis from construction of the cory storage
facilities to those for beanc and rice. Overall, the contractor's
report heiled the program's first full year as a good one--aside
from mentioning some problems with credit (25% delinquency in
1971) and suggesting that the BNF might eventuslly take over this
function. Grain marketing was "up 50% in 1971 over 1970," and
was predicted te 'show another gain this year, principally in
murketing."3

1t the grain export market was so important to
FECOAGROH's survival, it seems that there would have been a
more immediate reaction by the contractor and AID to the BNF
monopoly action and to the closing of the border. One would
think that the m.difications proposed by AID for FECOAGROH in
early 1973--steering the Federation away from corn marketing as

a major source o! income--would have been proposed in 1971.

2
ACDI,"Report on Consultative Trip to Honduras,'May 28-June k,
1972, p. 3.

3Ibid., p. 1.

\._o'
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Also strange was the fact that AID would abandon an
institution only three years after its start because of credit
delinquency problems brought about by two years of drought.
Drought and flood years are not uncommon occurrences in
agricultural programs. Though they are disruptive and cause
mejor setbacks, one does not usually see institutions designed
to help small farmers go completely under as a result of drought.
Indeed, because such institutions end up nursing their clients
through such calamitous periods, the institution often emerges
from the calamity with added strength--at least in terms of
member allegiance. Not all of the coops, moreover, were affected
by the drought; one-quarter of them were perfectly solvent when
FACACH atiached FECOAGROH's assets and AID abandoned the program.
(I do not know if the solvent coops were also those that were
not affected by the drought.) It was strange, then, to see AID
abandon an institution-building program on the basis of such
short-term adverse occurrences.

AID and ACDI, in sum, closed the case of FECOAGROH
with the explanation of drought, war, the BNF grain export
monopoly and, as a result, the credit freeze of FACACH. Though
these occurrences were definitely adverse, there seem to have
been other important causes for FECOAGROH's problems, as

suggested by the evidence I present below.
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My point in trying to re-do the explanation of the
failure as it is written in AID files is not to set the record
straight. No one will ever know, no matter how good the hindsight,
whether the fate of FECOAGROH would have been significantly
different without the occurrence of these adverse events. I want
to show, rather, that FECOAGROH is an excellent case study of
common AID approaches to project design and that some of the
basic problems of the FECOAGROH story have appeared in other
such programs. In contrast to occurrences like drought, thése
kinds of problems are within control of those who design,
implement and monitor the programs. There were certain
accomplishments in the FECOAGROH program, moreover, that were
Just as overshadowed in its drametic demise as were its more
pedestrian problems. The problems and the accomplishments of the
FECOAGROH story, in short, have considerable relevance to AID's
experience with cooperative programs in other places. Thus the
importance of the story lies in its more typical features,

rather than its bizarre ones.
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The Grains Orientation

The FECOAGROH and 018 loan programs, as noted above
and in the BNF chapter, were embedded in a strong policy emphasis
of the Honduran government and the AID Mission on improving the
conditions under which basic grains were produced and marketed--
namely, corn, beans and rice. The FECOAGROH project was "aimed
at rural families who are nearly in the category of subsistence
farming."l The program was considered an experiment in mobilizing
small producers of basic grains into groups, which would become
viable through the economies of scale that were said to exist in
group marketing and purchasing. Success in this experiment, AID
hoped, would indicate a path toward a small farmer solution to
the problem of increasing Honduras' grain production. FECOAGROH,
then, was clearly marked as a busic grains and a small farmer
prog,rum.2 The Federation was expected to earn 60-70% of its

. . ; ; 3
income, moreover, from the marketing of grains, Other ncome

AID/H, "Cooperative Development" PROP, 11 June 1968,

)

LThough the farmer described in the PROP is definitely a small
one, there apparently was not as clear a focus in practice on
small farmers as distinct from medium ones. At o Mission meeting
reviewing a proposed extension of the FECOAGROH grant, "everyone
came to the conclusion that the project managers should decide
who Lhey are aiming to help out. Should the pruject work to

help small farmers or medium size [armers or large Carmers?"

This was belng usked two yecars after the Federation was organized
and four yecars after the coops started to be organized by ACDIL.
AID/H,"MiuuLes of the Agricultural Cooperat:ive Development PROP
Meeting,' I February 1972, v. 1.

3ACDI,"Informc Final," 0 June 1973, p. 16. Tre PROP did not po
into projections of Faderwation income, or how it would be derived.
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would result from input supply sales and interest charges on credit.

Producing grains and other crops. With this strong grain

orientation, it is a surprise to look at FECOAGROH's year-end
report to AID for 1971, the first year in which the AID funds
were disbursed to the Federation. (ACDI had been organizing
individual coops with AID financing since March of 1967.) Twelve
of the 28 coops produced only basic grains (Table l).h Fourteen
others produced basic grains along with something else: five with
cattle, and nine with cash crops such as bananas, plantains,
cof'fee, sugar, tobacco, vegetables. Of the two remaining groups,
one produced bananas and sugar cane, and the other was a producer
o' feed-concentrate mix for powltry.

Farmers who cngage in egricultural activities in
addition to grain production often reserve a good part of the
grains for their own consumption. These other activities,
usually cash crops, will frequently predominate their marketed
production. The La Subivana cooperative, for example, was listed
as one of the coops producing graing along with other products--
mainly plantains. When I visited the group in Auguct 1975, it

5 4
had 90 members and about 1,500 manzanas. Four hundred manzanas

Table 1 eav it « three of the 28 coops, for reausons given in
footnote 1.

p) . . :

One manuins = [.7 acres or 0.7 hectares,
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were dedicated to individual plantain cultivation; a new l5-manzana
collective plot was also planted in plantains; TOO0 manzanis were
in individual pastwres. (Cattle were not listed by the Federation
as one of the groups' activities, and I did not find the coffee
that was listed.) About 25% or 400 manzanas of the group's
acreage was planted in individuel corn plots. This would
average 4-1/2 manzanas or a little more than three hectares per
family, which would not give much for sale on the market
after home consumption.6 La Subirana received $2,400 of AID's
FECOAGROH credit for corn production (Table 2). The coop's corn
production, however, seemed to play a minor role in its marketed
production, given the mix of activities on its landholdings.

The Federation's year-end report for 1970 showed the
"area" for La Subirana to be 261 manzanas--compared to the 1500

I found in 1975. Similarly in 1973, a Mission tally of FECOAGROH

6ﬁ BNF study of marketed grain production in 1971-1972 found that
farmers producing less than 5C quintals of corn a year market

only 10% of the first harvest and less than 20% of the second
harvest. Those producing more than 100 quintals per year averaged
50-60% marketed shares. (Corn yields in recent years in Honduras
have averaged roughly 10 quintals per hectare.) The marketed
percentage is most likely an underestimate because of the droughts
in 1971 and 1972, which were said by tihe BNF to have reduced corn
production by 20%, U.9. Apency for Intoernntionn] Development /

Inter-American Developmenl, Bank/Tnterenabionnd Bank o Becomsbenel Lo
and Development. (AID/ZIDBZIBRD) o "Apreieulbarnl Dedeine sl Mevrdeesd fryge!
(Ilr:tf'l.), Aninex 15 of Apricultural /Rural Seclor vurvey=<Honduaras,

6 Autuzst, 197h, pp. 16, 2h. Corn yields from U.5. Fmbassy, Guatomnla,
Of fice of the Agricultural Attaché, "Honduras: Crain and Feed,"
HD-5C08, 6 August 1975, p. 2.




coops showed 261 manzanas of "area under cultivation" for La

Subirana. Since the coop had not acquired additional land or
membership in the intervening period of time, these figures must

refer only to land in grain production. Even if the coop had increased
its grain-cultivated area from 2061 manzanas to the 400 I found in

1975, the number of manzanas listed for the coop still

underestimates considerably its total utilized area--by 75%.

La Subirana was atypical of many of the coops, as
discussed further below. But in that many of the otlier coops
were also involved in cash crops and livestock production, the
acreages listed for them are also likely to underestimate, or
inaccurately represent, their total activities--the more so,
the greater the share of the non-grain activities in total
acreage. Indirect evidence of this can be seen in the fact
that the share of the "cash crop" coops in total grain sales
wns only 8%, while their shares of the number of coops, nmembers,
ALD/01C credit, own credit, and input sales were at least three
times that of grain sales (Table 2). Though FECOAGROH and AID
would have needed only the grain acreages for credit planning

purposes, the totul

{AID/H, "Request for Amended Authorization of' Loan No. 522-L-018,"
[Fall 1973}, p. 16.
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cultivated acreages would give a more complete picture of the
group's productive activities and of the extent to which the
groups were grain-marketing as opposed to grain-consuming groups.
The data on average holding per member of the FECOAGROH
coops showed between 3 and 5 manzanas, except for an average of 12
manzanas for four coops in the department of Olancho (Table 2).
Given the fact that these acreage figures may represent only a
I''raction of cultivated area, let alone member landholdings,
there is no way ol knowing it the coop members were actually
small farmers.8 More important, the acreage f'igures give an
incomplete picture of the totel productive activity of the
FECOAGROH groups, leaving outl. the predominating role of non-

rain production for some groups in their marketing activities.
P

8FACACH reported after its survey of the delinquent FECOAGROH
coops in 1973 that the Olancho coops in particular nad many
large farmers und non-ggricultural members. 'The cultivated
acrenge data supports this observation. It shows these coops
with grain acreage that in three times larger than the average
--12 manzanas vs. b manzanas for the rest (Table ). In that
Olancho is a frontier region for agricultural development,
landholdings do tend to be larger. But the average 12
manzanas of cultivated land probably represents much larger
holdings, according to the expericence with the La ‘ubirana
data. This would be consistent with FACACH's findings.
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Producing almost no grains: three dominant coops. The total

picture of FECOAGROH's arriliated coops was dominated by three
coops rfor which grain production was minimal or nothing--
. 9

CACMUL, Santa Rosa and, to a lesser extent, La Subirana (Table 2).
These three accounted for 70% of the capital of FECOAGROH's coops
and were going enterprises before FECOAGROH started organizing.

CASMUL and La Subirana were groups of ex-banana workers
who had acquired their lands from Standard and United Fruit
companies, respectively, in the early and mid-1960s. CASMUL was
engaged in highly technified group production of bananas (330
manzanas) and sugar cane (270 manzanas) under contract for
Standard Fruit Company. Credit and technical assistance were
covered almost completely by the contract with Standard.  CASMUL
was Lhe most successtul off the three, accounting for h3% of the
working capital of all PFECOAGROH coops in 1971 (Table 2). La
Subirana had been less successful, partiaily because it had kept
production to individual plots, in contrast to CASMUL; even its
cattle pasturing was done individually. Santa Rosa was also
well established before FECOAGROH camc on the scene. In addition
to producing pouwltry f{eed, it aulso provided its members with

fertilizer, veterinary medicine and supplies, dairy equipment and

9

Santa Rosa produced ygrains tor feed-mix concentrate lor poultry,
but this did not it within the concept of the progrum,



other farm supplies. In 1970, when FECOAGROH was created, Santa
Rosa had a monthly sales volume of $15,000.>>

I was not able to determine why these three groups
Joined FECOAGROH, since they would have had no need for the
Federation's grain marketing services or technical assistance in
cooperative formation. It may have been for the possibilities of
credit, which is the only other way that FECOAGROH could have met
their needs.ll But CASMUL and Santa Rosa never received FECOAGROH
credit; La Subirana received $2,400, an amount that was less than

12

one percent of the total. Though the ATAC evaluation suggested

that CASMUL and Santa Rosa 'seem to have added more to the

(L () . ; . s ae
[nformatiion in this paragraph from visits to La Subirana and

CASMUL, and f'rom American Technicnl Assistance Corporation (ATAC),
"I'ield Trip Background Report on Honduras,'" in Evaluation of AID

and AID Contractor Programs in Promoting Cooperatives in Latin
America, June 1971, pp. 79-80. The ATAC evaluation also pointed

out. the predominant role of CASMUL and Santa Rosa. ACDI had also
mentioned the existence of CASMUL and Santa Rosa, but in a perfunctory
wity , withioul. showing the role of the two in the indicators it used

as a measure of progress. (ACDI, "Report on Consultative Trip to
Honduras," 28 May-l June 1972, p. 1.) This point is discussed

further in the sectiion on AID and the contractor.

llFECOAGROH's report for the first hualf of 1971 contained a list

of "pending credits" to its coops which showed CASMUL with
$432,000, amounting to 64% of the total (Annex III). Since the
total, $672,000, was almost as much as the total amount of AID
credit available through FECOAGROH ($756,000)--and more than
twice as much as the $300,000 in AID credit that was ultimately
disbursed to FECOAGROH coops--this credit must refeer to loans
that coops obtained independently of FECOAGROH, There was no
such indication in the report.

L8 edaracion de Cooperativas de Ahorro y Crédito de Honduras (FACACH),
"Summary Claim Reimbursement no. 25," 6-31 July 197k,




foderation than they received" (p. 7)), 16 mey be thate they had

e oy

expectations of getting credit which were not satiaticd. By 197,

CASMUL and La Subirana had withdrawn from the Federation. This
lelt Santa Rosa accounting for a still significant share of the
total at the end of 1972: 5% of total members in contrast to 1T7%
of paid-in capital, 26% of the credit extended by coops from
sources other than FECOAGROH, and 35% of sales of inputs to

members.13

Pleas to escape grains. Another sign that the FECOAGROH coops

werc significantly involved in non-grain production was the plea
by the Federation and ACDI in 1972 that the restriction of credit
to grain production be removed.lh To support this plea, the
I'ederation and ACDL claimed that they could move a lot more
credit and input supplies if they could finance activities such
as livestock and vegetable growing, and input supplies other

than seeds, fertilizer and pesticides. They said that the large

l3Absolute values for Santa Rosa and the total, respectively,

are: members, 188 and 4,086; capital, L.41,956 and L.242,551;
credit outside FECOAGROH, L.125,160 and L.487,296; and input
sales, L.311,347 and L.895,069. From ACDI,"Informe Final,"30
June 1973, p. 15, Though the souwrce indicates that values are
dollars, they are lempiras.

Lymees :
= This was accepted by the Mission in early 1973, which requested

an amendment to the loan agreement. (AID/H, "Cooperative Developmont'™ P'ROL,

9 March 1973.) The Federation also complained aboul the
restriction against financing the sale of semi-caplilal goods
like machetes and axes in its input supply operations.
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proportion or credit supplied by the member coops independently of
FECOAGROH was a measure of this additional dcmaud.l“ In the nmne
of "diversitication," AID finally agreed to broaden the eligible
crops to include vegetables and livestock, and amended the loan
agreement to that effect in April of 197k. Even if FECOAGROH
had not failed, this loosening of the basic-grain limitation,
while facilitating vegetable production, would not have made

much inroad on a good part of the problem. For as Table 1 shows,
many of the non-grain crops produced by the coops were those

that are customarily proscribed by AID, and were specifically
excluded in the loan amendment--i.e., coi'fee, tobacco, sugar

16

cane and bananas.

Grains coops, paid-in capital, and delinquency. There were other

gsigns that the basic grains emphasis of the program was
problematical from the beginning. In 1971, the FECOAGROH coops
producing only basic grains accounted for 29% of the coops and
19% of the members, but only 6% of the paid-in capital,
excluding the four large Olancho coops (Table 2). Adding the

larger Olancho groups to these grains producers, one accounts

l5AGDI,"Informe Final,' 30 June 1973, pp. 9-11.
lsﬂTD/H, "Second Amendment to Loan Agreement No. 522-1--018," & April
197h, p. 2. Bananas were not mentioned on this list, but they

have customarily been excluded from AID financing in Honduras.
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for L43% of the groups and 38% of the membership, but still only
17% of the paid-in capital.
The ATAC evaluation found in 1970, moreover, that
credit delinquency among the FECOAGROH coops was concentrated
in the corn producing groups (p. 79). Thirty-six percent of
the coops were found to be delinquent in their credit payment
to the Federation in 1970; of these, an average of 12% of the
value of the delinquent loans was unpaid. (The contractor
reported zero delinquency for 1970; this figure was repeated in
the Mission's 1973 request for & rive-year extension of the grant
I‘unding.)l7 Though this rate ot delinquency was not alarming for
a new program, the evaluation ascertained only the delinquency
of' coops to the Federution, and not o members to their coops.
According to some who worked with the FECOAGROH
coops during that time, delinquency of members to the coops was
signiticant. The coops, 1t was said, would cover come of their
delinquent account: by repuying the Federation with tunds out of
their capital, so as not to lose their credit elipibility with
FECOAGROH. 1f this was the case, then the delinquency of

individuals to their coops would be higher than that of coops

l{Contractor report wags ACDL,"Report on Cons lLtative Trip to
Honduras,'May 28-June W, 1972, p. 15 AlD request wns ATD/H, "Coopernt fye
Development” 'ROI, 9 March 1973, pe Do Mhis type ol inconusistency

is discussed in the section on ALD and the con'ractor,
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to the Federation. Thus Jdelinquency data that covered only the
repayment ol the coops to the Federation, as did the FECOAGROH
data, would underestimate the seriousness ol the arrears problem,
Or, it would detect up-und-coming delinquency problems only with

a considerable lag.

The significance of non-grain production: the farmer. That the

non-grain production or many FECOAGROH coops was significant is
not in itself a bad thing. Umuall farmers orten do best when they
are able to diversify their production, and alter their crop mix
in response to changing price signals. The policy or AID in

some countries to exclude various cash crops from small-tfarmer
and cooperative financing can penalize the small farmer for his
traditional risk-averting diversification practices, and can
inhibit the flexibility o! his response to price changes.,

The AID crop proscription will often be unsuccessful
because credit reciplents will substitute the AID credit rfor
other funds and wse the other Munas Por Lhe proscribed crops.
Or, in o progran where monitoring: is dit'ticult, the AID credit
wi. end up directly financing the progeribed crop.  Thege
substitutions are more likely to occeur in s prograun Like
FECOAGROH, where the wllowed crop io nostbaple in the producer's
home consumption (corn, beans, rice) and the proscribed crop is
not, (tobacco, sipar cance, colfee, banants ). Given the mix of

cash and subsistence crops produced by many ot Lhe FECOAGROH
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coops, it is liKkely that s good part of the lok of ALD credit soine
to the cash-crop coops (Table 3) rinanced the production of tobaceo,
coff'ee, sugar cane, plantains and bananas--either directly or
indirectly.

AID's crop proscriptions may succeed in limiting credit
to the allowed crops by assisting {armers who have no other
resources, or by choosing coops who plant no other crop but the
allowed one. 1In such cases, however, the proscription inhibits
farmers from choosing the crop mix that is economicalliy best for
them; it may limit them Lo an uneconomic or agrenomically unsound
monoculture in & subsistence crop. As ACDI uwltimately pointed
oul,, grain coops had o special interest in planting; part of
their lands in crops "more productive than grains," but AID

T u

. . . o,
financing was not apjlicable" i

tne AID proscription against
certain crops works, then, it maxes it more cogstly tor the
peasant farmer to engage in his traditional epreading of risk,
and interferes with the price signals that emunate {rom the
market.

ALD itselt tinually decided that ils crop proscriptions
did work when it agreed that their effect wus to keep the credit
from moving. Of the $750,000 of production credil tor coops in

the 018 propram, only $300,000 was used by FECOAGROH over a

8 '
1 ACDL, "Informe Final,' 30 Juie 1973, p. 11.
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two-year period, for which ACDT and PHECOAGRO woero M stasnsiy
! ) ;
criticized by AID/Washington. The Mission felt thats furthoer
funds would be absorbed 'furing 1974 only if these new crops are
e 120 ; ; ;
eligible. The resulting expansion of credit to the

"diversified crops,' of course, still did not cover the

customarily proscribed coffee, sugar cane, tobacco and bananas.

Non-grain production: the Federation. AID's and ACDI's original

decision to promote grain-producing coops and a grain-marketing
federation was based in good part on the calculation that there
were éood protfits to be had from grain marketing by an
intermediating federation. "Tn the original design of the
project, self-sufficiency [for the federation] was largely
dependent on the revenues to be generated through FECOAGROH's
marketing of corn."21 This precluded consideration of the crop
or crop mix that was most profitable for any particular coop or

coop member--at a certain point in time, in a certain region

and at a certain level of relative prices. When corn exporting

{1107 S 5 - ; -

Ibid., p. 12. $163,000 remuined unused when FECOAGROH fell sapird.
in the summer of 19734 the rest had been channeled by FACACH Lol
affiliates lor pgrain production credil.

20
ATD/H, "Request for Amended Authorizalion of Loan No. Sei=l=014,"
[Fall 1973], p. 7.

eal ' j
ATD/H, "Cooperative Development' PROP, 9 March 1973, p. 3.
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proved unproritable, similar reasoning was behingd the decision ot
ACDL and AID Lo promote rice and bewr praduction instend, Beans
and rice, the Mission proposal lor new financing said, "have
higher marketing margins .,.. This should enable FECOAGROH to

22
. . . . . . . [
start improving its return on marketing activities."

The
decision to switch to rice and beans, in short, was also based on
considerations of what would sustain the Federation and the AID
program best, and not the farmer.

It was not a bad thing, then, that the FECOAGROH
credit ended up supporting coops producing crops other than
grains. But this did not Jibe with the basic structure of the
project's design--i.e., that 60-70% of the Federation's projected
income was to come from profits in the marketing o1 corn, and that
rowhly half the credit available to the Federation was intended
{for the construction of grain storage and processing facilities.
Production of cash crops along with grains, in other words, conuld
only mean trouble for the Federation's future. Though AID and
ACDI perceived the problem three years atfter the formation of
the Federation, it was clear from the start that the coops were

diversified producers.

22Ibid., p. 5.



Supplying Tnputs va., Markelingg and Creditl. Services

In March ot 1973, the Mission proposed $L480,000 in
grant financing for the 1972-197T7 period to help move FECOAGROH
to a second stage. The first grant had expired in 1972, when
the project was to terminate; a short-term extension ($126,000)
had been obtained for the first six months of 1973. In the
proposed second stage, the Federation was to give up its credit
activities to FACACH and to withdraw from corn marketing,
emphasizing the processing and marketing of rice and beans
instead. Its major focus was to shift to the supply of inputs
Lo the coops, whiech was hoped to become the Federation's major
source of income. The self sufficiency target was postponed six
years, from 1972 to 1978. Part of the proposal involved a
reorganization of coops into 15 regional associations. The
input-selling goal took such primacy that the associations were
to be located and new coops were to be formed where the potential
for input sales was greatest.l

The proposed realignment of emphasis rom marketing
to input sales resulted in part from the specifics of this
particular case--i.e., the loss of the grain export market in

1971. It is not an uncommon evolution of events, however, as

1
AID/H, "Cooperative Development" T'ROP, 9 March 1973.
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discussed later in this section. The data on this program show,
poreover, that the coops and the Federation did ot lenst as weil
in selling inputs as they did in marketing and credit trom the
beginning. 'They did not do as well, in other words, in carrying
out their primary functions as they did in an activity that was
not the programmed focus of attention.

The evidence for the greater agility of the program
with input sales thaun with credit and marketing is the following.
In the pre--drought year 1970, the value of input sales of
FECOAGROH and the coops was greater than that of credit--by 13%
(*l'uble 1&)."‘2 These sales were also greater in value than the
snde ol grains marketed through the coops--by 22%. 1 1970,
of’ vourse, FECOAGROH production credit to the coops had barely
started, amounting to only $86,000; in 1971, this credit increased

by two-and-a-hualf times to its highest level.j Thus it would

21 have excluded from all the data three large and unrepresentative
coops—-La Subirana, CASMUL and Santa Rosa. In 1971, for example,
these coops accounted for T0% of the capital of the FECOAGROH

coops and 30% of the input sales (Table 2). I exclude them

because they distort the data considerably and were virtually
uninvolved in grain production as the program envisioned it.
Further description of these groups appears on pp. 20-22 above.

“As stated above, ACDI said that AID/018 eredit did not start to
disburse until March of 1971, and cited this delay ns one ol Lhe
reasons for the problems of the program. The contractor's dota
does not indicate if this 1970 credit rigure 'or FECOAGROH
represents an advance, or credit [rom other sources and/or credit
that was used only for the Federation and not channeled to the
coops. The only possible source of additional credit

would have been AID grant funds. See footuote b to Table b,
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seem that, in 1970, the relation of credit to input sales and
other measures would have been abnormally low--and that in 1971
the relation would be significantly higher. BRut in 1971, when
credit was greatest, input sales of the coops and FECOAGROH were
still greater than credit--this time by 8% (Table u).

In 1972, when the effect of the previous drought year
first started to show up in credit and sales figures, credit
dropped by & greater percentage than input sales. Thus in 1972,
input sales were significantly greater than credit in comparison
to 1971--by 60% instead of 8%. It is impressive that, upon
entering the second year of drought, total input sales to the
coops not only maintained their pre-drought levels but increased
slightly, by 4% (Table 4). (This increase in sales was all
FECOAGROH's, while outside suppliers showed a slight decrease.
One would have expected a decrease in the purchase of inputs
after two years of drought.

This mid-drought. input-purchasing activity of the
coops suggests that the eftect of the drought on the coops may
not have been as widespread as was thought.h The maintenance

of previous levels of coop activity during and after the

LkIn its final report to AID, ACDI also noted the "high value of
fertilizer sales" despite the drought, and attributed it to the
"positive results of the educational program of the cooperatives."
ACDI,"Informe Final," 30 June 1973, p. 17.

0\
o



Qrouahit . moreover, means that (he coops s d Krouy were doiag
better than one would think from the subsequent failure of the
program,

In 1970, credit to the FECOAGROH coops was slightly
greater than the value of the harvest marketed through the coops
~-by 8% (Table L). (The Federation had not yet started marketing.)
But input sales were even greater in relation to the value of
marketed production--by 22%. In 1971, when the drcught caused
reduced production, credit turned out to be 3.1 times greater
Lhan Lhe value of marketed production.  Bub input-sales value
wii again even preater--3.4 Limes the value of marketed production.
Thus in the year iu which credit was greatest (1971), it was
still not as important as input sales. And in the year in which
marketed production was greatest (1970), credit was aguin less
important, than input sales. (There were no production data for
1972.) In both years, moreover, input sales were greater than
production marketed by the coops and the Federation.

Though the principal purposes o!' the rECOAGROH program
were marketing and credit, in swn, the vulues ol eredit and
marketed production were always considerably less important than
that of input sales. It can be argued, of course, that marketing
never reually got a chance to get off the ground. 1t cannot be
denied, however, that input sales did get off the ground and

marketing did not.

I \
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Because the selling of inputs by FECOAGROH coops was
consistently more successful than the provision of' credit or the
marketing of production, it is no swurprise that ALD and ACDI
proposed in 1973 that the Federation give up the credit function
to FACACH, retrench on marketing, and turn its attention to input
sales. What is surprising, however, is that more than half the
input sales, the credit and the group marketing were done without
the intermediation of the Federation. In all three years of the
program, that is, more than half{ the value of these activities
was carried out by the coops themselves (Table 4). Since this
achievement involved some confllict in goals between the Federation

and the coops, discussion is postponed to the following section.



34

"What's Good ror the Federation Is uoud ror the Coops"

In the abave sections, 1 have suggested that, some of
FECOAGROH's problems were apparent in 1970--before the drought
years--and in the design of the program itself. The attention
that ACDI and AID tocused on the dirought, the war and the BNF
monopoly obscured the fact that there were more serious problems
in the program's design and execution--problems that, unlike the
drought , were more subject to program corntrol. In this section,
1 want to show how these problems resulted to some extent from an
exclusive concern with the financial viability of the Federation
s opposed Lo that of the coops.

An assumption ot AlD-rinanced coop programs has been
that the formation of coop associations and federations are
natural outgrowths of the development of individual cooperatives.
Coops, it has been implied, do not fulfill their potential unless
they are ultimatiely linked to a federation. As the Mission stated
in a project document,

What is good for the FECOAGROH is good for

the rural cooperatives. And what is good for

the rural cooperatives is good [for its

members .... What is good for the Honduran

farmer-member of a cooperative is also pood
for the National Federation.

lAID/H,"Drai‘t Cooperative Development PROP,' 26 January 1972, p. 1h.
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Let us look at these assertions in light of the experience with

the FECOAGROH case.

goops on their own. The performance of the coops in obtaining

their own credit and input supplies is a good example of the
difficulty of positing that the good of the fec2ration is the
same as that of the coops, and vice versa. In 1971, when AID/018
credit to the coops through FECOAGROH was greatest, the coops

on their own supplied 51% of the credit to their members, 68% of

the inputs, and marketed 7554 of the production that was not
marketed individually (Table 4). The rest of the coops' supply
of' eredit, inputs, and group marketing was obtained through the
Federation.  1n 1972, though the coops' share of input sales was
nolt an great in LO97L, 1L was still move signiticant than that ot
the Federation--01% vs. 39%. 1n 1972, morecver, Lhe coops
supplied an even greater share of thelr own credit than they

had in 1971--60% vs. 51%.

The "outside credit" obtained by the coops on their
own amounted to $507,349 during the period of the AID/FECOAGROH
program--from 1970 to 1972 (Table 3). This was f.7% more than
the AID/018 credit supplied through the Federation. During the
longer 1967-1972 period, moreover, the coops had oblained
$785,000 in outside credit. Of this latter total, %% was [1om

FACACH, 24% from the BNIF, and the major part was f'rom "other
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sources"--mainly, commercial input suppliers. The rate of interest
on this credit fell between 97 and 12%, very close to the 9%

3
charged by FECOAGROH to its coops ror AID/01Y credit.”

Roth before and at'ter the drought, then, the coops on
Lheir own were contributing move than FECOAGROH to their supply of
credit--and at reasonable interest rates. They were also
contributing more than the Federation to input sales and group
marketing. 'this lesser role of the Federation cannot be attributed
to problems with the drought and tle grain export market; for
these adverse events ai'fected the coops as well as the Federstion.
The greater role of the coops, moreover, was apparent even before
the drought.

To sny that the FECOAGROH coops on their own did better
al. what the tederntion was set up to do for them is an incomplete
deseription off what happened.  At'ter all, the progran that created
the Federation aloo created the coops. The ability of the coops
to obtain credit, to market {heir product, and to buy inputs as
groups was certainly an outconme of the organicing assistance of
the AID/ACDI program and, later, of the Federation. The program
and the Tederation, in short, piayed an important role in forming

and advising groups that wvere able Lo go atler services on their

Data from ACDL,"Tnrorme Final,' 30 Juuc L9V 5, po Y 'Iwo commerein
houses listed by ACDL as supplying credit at 11-1/0% and 9% wore,
regpectively, Cascnova e Hijos and Astro-Aprfcola,
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own. The services were not only of benefit to the members, but
they were of a type that could generate income rfor the coops--
though not ror the Federation.

The positive side ot the FECOAGRON story, then, is that
the program and the Federation had some success in organizing
coops. that might become financially self sufficient--even though
this coop self sufficiency was not necessarily compatible with
Federation self sufficiency. In a sense, therefore, the Federation
was more successful as a public-sector-like organization, supplying
non-remunerated services, than as a business undertaking--a point

I return to later.

The Federation s wminority suppliecr.  In the pre-drought year 1970,

ALD questioned ACDL as to the role of FECOAGRON in the coopg!
crodits.  ACDI responded that the Federation was supplying only
"35 to 50%" of this credit, a result of the ract that the

Federation was "just getting started."j

The availability of the
AID/018 credits, ACDI said, "will help change this situation
rapidly in the near future." But in 1971 and 1972, when 018
credit was in full swing, FECOAGROH's share o1 the coop's credits

did not increase. As pointed out above, its 49% share in 1971

fell to 40% in 1972 (Table 4). How could this consistently

3ACD1, "Memo to ALD Mission, 20 Junuury 197L, p. 1.



minority role of the Federation in the coops' credit be explained,
given the availability of $756,000 of AID/018 funds for production
credit?

That coops obtained credit and inputs outside the
Federation, ACDI said, was indicative of a buoyant demand for
credit and supplies. This demand could be supplied by FECOAGRCH
instead of others, it was argued, only if AID restrictions on
Uinanceable crops and inputs could be relaxed. Since these other
suppliers were charging scalpers' prices, the contractor said,
it was only a matter of making the goods availuble to the coops
at lower FECOAGROH prices to get them to change their buying
habits.h

On other occasions, the coops' purchase of credit and
supplies outside FECOAGROH was attributed to their "disloyalty"
to the Federation. (This argument was used mere with respect
to input sales than credit, since ACDI was already looking in
1972 for ways for FECOAGROH to get rid of the credit function.
Buying credit and input. supplies outside the Federation meant
that third parties were getting the return from supplying these

services, rather than FECOACROH. 'The coops, it was proposed,

h Co : . .
These arguments appear in bits and pileces in various documents.

Their most complete presentation is in ACDI,”InFormu Final:'
30 June 1973, pp. 8-12; and AID/H, "Cooperative Development” PPROP, 9 March
1973, pp. 3-5.



should be "cured" of their lack of allegiance by courses in
cooperativism. The courses would "provide FECOAGROH with an
opportunity to explain its services and to make a pitch for
greater loyalty" with respect to input purchases.

It was contradictory, of course, to argue that coops
were disloyal tor buying elsewhere and at the same time to say
that they bought elsewhere because they could not get what they
wanted from the Federation. The one argument implied that coops
should buy Federation supplies even though this might involve a
sacrifice like higher prices; the other implied that coops would
gladly buy Federation supplies i they were available, because
their price would be lower. Whatever the explanation, FECOAGRONH's
share in its affiliated coops' credit and sales never rose
significantly.

The distribution of the coops' credit and input sales
between the Federation and outside sources portrays a surprisingly
healthy picture of the ccops. But it was not taken that way by
ACDL and AID. For example, the contractor trequently referred to
the "higher interest rates"o at, which the coops obtuined their
third-party credit. One of the main reasons f{or creating a

federation, it was said, was the inebility of such groups to

5/\[D/H, "Cooperdative Development" TROPL G Maven 1973, p. b,

E.g., ACDI,"Informe Final,' 30 June 1973, p. 10.
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credit and other inputs on thelr own and 4t ressonable
prices. But it could be seen rom the contractor's own reports,
as cited above, that this outside credit was obtained at between
9% and 12%--almost the same as the rate charged FECOAGROH to its
coops (9%). These were excellent rates for coops on their own,
and for a total amount of credit that was greater than that
supplied by AID to the coops during the three-year course of the
program.T That the Federation had a minority role as credit and
input supplier, then, also meant that the coops had been successful
in securing a considerable amount of credit on their own and in
setling up direct input-supply relationships with local merchants,
The low share of FECOAGROH in the coops' credit and
supplies also meant low income for the Federation. This was
another reason that the coops' high share was not depicted as
good. Mainly for this reason, ACDI and AID ascribed part of the

program's problems to the fact that the coops were "small" and

YTable L4 shows total coop credit during the 1970-1972 period as
L.1,06L4,155 und total FECOAGROH credit as L.831,583. (One U.S.
dollar = two Honduran lempiras.) This latter rUigure 1is
inconsistent with the total figure of L.568,556 ror AID/0L18
credit that was disbursed to the FuCOAGROH coops througn FACACH
(Table 3). The discrepancy miy be due to other sources for
FECOAGROH credit csuch us the AID grant r'or cooperative
development--ius suggested in footnote b of Table h-—and/or use
of credit by the Federation for itse own operations rather than
rechanneling to the coops.
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"inefficient."8 Such small groups could not generate the income
on sales and marketing necessary for the Federation to swvive as
a business. But in light of the coops' performance on their own,
relative to that of the Federation, the opposite hypothesis on
Lheir size and efficiency is just as plausible: i.e., the
Federatbion may have needed an inefficiently large coop to generate

the necessary volume of input and grain sales.

The Federation's achievement and its undoing. The moral of the

above findings is that the Federation played an important role in
organizing small farmers into groups, and in teaching them how to
make credit and wholesale buying arrangements from third parties.
But when it came down to the actual buying, the coops revealed a
prelerence for non-Federation supplies. Whether the reason was
belter prices or AID restrictions on financing is irrelevant. In
Lhe end, the program set up to bring together coops und Federation
supplies did not work well--whether for price or supply reasons.
At the same time, it did work in organizing some coops and in
enabling them to get together with third-party suppliers for
credit and inputs.

Though this partial success of the FECOAGROH coops

was & tribute to the AID program and the Federation, it also

E.r., AID/H, "Project Apreement No. 572-10-73," Projeet Activily No.
522—15-810—07&.2, 2 February 1973, p. 3.

AL



meant poor performence on the part of the Federation in its
business activities. For this reason, perhaps, the coops'
performance was not looked at by AID, FECOAGROH and ACDI as an
achievement, distinct from the failure of the Federation. Indeed,
us seen above, they looked at the coops' activities with third
parties as a problem. What was good for the coops, in other words,
was not good ror the Federation.

If certain supply activities work well at the coop
level, then this takes away the private-sector, income-earning
Justification for coop federations. It also means that the
economies of scale assumed to be inherent in carrying out various
operations at the federation level do not exist for certain
operations or at certain stages of coop growth. Though the
economies-of-scale justification is a standard feature of AID's
coop projects, no studies have been made of AID coop projects
to determine whether the returns to various group operations
have indeed been greater at the federation scale than they are
at that of the individual coop. Since AID's coop projects hold
the implicit assumption that economies are greater at the
federation level, and since this inter-country evaluation
contains considerable evidence to the contrary, AID would
benefit from evaluating the several cases it has ut its disposal

with respect to this specific question.



The progress of the FECOAGROH coops in securing inputs
and credit was not seen by AID and ACDI as something to encourage,
something on which to base a modification of program design.

What was proposed instead was & complete revamping of the coops
that would help FECOAGROH get at the income that the coops were
earning by themselves. In a sense, this was already reflected in
the Federation's allocation of credit to the individual coops.
There is a remarkable similarity, that is, between the share of
coops in total outside credit and their share of AID/018 credit
channeled through FECOAGROH. The five coops that accounted for
20% ¢ the number of coops and 60% of outside credit were the same
five that accounted for the largest share of AID/01l8 credit--64%
(Table 6). The Federation's credit, that is, went to those coops

that were best at getting credit on their own.

Giving free assistance. The justification of ACDIl and AID for

the proposed remodeling of FECOAGROH was in terms of what would
be good for the Federation. On closer examination, however,
some aspects of the plan would nol necessarily be good for the
coops. To alleviate FECOAGROH's problems, AID and ACDI had
proposed a retreat by the Federation from credit, a partial
withdrawal from grain marketing, and a considerable pullback
from "free" technical assistance. In place of Lhese activitics,

the Federation was to move into input supply soales.
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Credit, it was said, should be transferred "to
institutions with more experience in these fields."9 Corn
exporting had been put out of business by the BNF monopoly, so
there would be a shift to the marketing of beans and rice. Free
assistunce would be abandoned because it did not earn anything
Tor the revenue-starved Federation. The education and cooperative
extension services supplied by the Federation, it was said, had
required a sizeable rield starf. "These activities, though
important, were not designed to be self-financing and have
represented a substantial addition to opcrating costs." Thus
this "non-revenue producing activity" would be "trimmed back"lo
and input sales would be given more emphasis, as a less
problematic way of earning income.

ACDI had argued that the member coops' high percentage
ot input purchases from other suppliers demonstrated the existence
ol a good market for the Federation in this type of sales activity.ll
Rut, since it also demonstrated that the coops were engaging
sucecesstully in this activity on their own, it also meant they
might not really need Federation-supplied inputs. What they may

have needed morc was the "free" technical assistance that the

q
ATD/H, "Cooperative Development™ PROP, 9 March 1973, p. 3.

lOIbid.

llACDI,"InI‘orme Final,)" 30 June 1973, p. 11,



Federation was going to abandon in the name of sound Uinance. Lt
was this assistance, after all, which had gotten the coops to the
point in 1970 and 1971 where they were getting a majority of
their credit and bulk inputs on their own. A self-

financing cooperative federation, in sum, did not seem
instrumental to the success of the individual coops.

A "free" technical assistance program by an institution
with other means of support might have been more compatible in
this case with the objectives off creating individual coops. But
Lhat would mean, in most cases, a pgovernment-subsidised progran,
This was against the philosophy ot ALD's coop contractors, who
believed in maintaining considerable distance rrom the public
sector. The private sector, according to the ccop ideology,
offered freedom from government intervention and the opportunity
for coop democracy.lg But in AID's programs, where coops and
federations were created almost in the same breath, freedom

L'rom public intervention did not necessarily guarantee anything

1o ) . . . .
An ATAC evaluation of credit union federations and their

regional confederation, COLAC, pointed out the "stark contrast"
belween COLAC's "traditional stand" on this issue and the actual
pructice of some of the federations--commending the latter,

ATAC contrasted "the acceptance, if not the reaching out at the
federation level for govermment assistance whenever it could
help the mcvement," with the fear of COLAC

management "of encroachment and takeover by governments if

[they were] permitted to become involved." ATAC, "Survey of
Honduras," in Finsl Report of an Fyaluation «f Tatin American

Confederations of Credit Unions (OOLAC), OAD=A-CH- 111, June 1975, p.

o
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concrete for the coop. The young private-sector ederation, in
Pt seramble rfor revenues, could not help but somet imes act
aeainst the inlerests of the individual members,

The relrenchment of a murketing program like FECOAGRCH,
and re-orientation toward input sales, was not unique to this
particular case. A similar change occurred in the CREA program
in Ecuador, where a program to organize and assist coops in grain
marketing did not do very well and evolved into a less ambitious
program of setting up coops arowrd input supply stores.13 The
difference between CREA and FECOAGROH was significant in
determining the form that this re-orientation took.

CREA was a regional development agency f'inanced out of
public revenues. 1t started out to help coops do their own grain
marketing and shifted to helping them set up their own input
supply operations. In the FECOAGROH case, the assisting
organization was supposed to organize the grain marketing, and
later the input selling, around itselr, For CREA, the transition
to stores would have no impact on the financial status of the
assisting agency. It was done simply out of the belief that
input stores were a more manageable undertaking for the coops at
that point than marketing. In the FECOAGRO!N case, the Lransition

was based on a calculation of what would help the awsisting

l : 2l 4l h] . .
3rhis aspect of the CREA story is discussed on pp. 1hL-146 of
the Ecuador volume.
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institution. That coops did all right in input supply operations

was taken not as a sign of what they could do on their owng Ly

<

ot where there were income-earning possibilities (or the Federation.

FECOAGROH had to worry about things like that. CREA, whose

income was not dependent on its coops, did not.

Marketing beans and rice instead of corn. The proposal for a

Stage I1 salvation of FECOAGROH illustrates in another way how
concern with the Federation's revenue-earning blocked out
important considerations at the coop or farmer level. AID and
ACDL agreed in 1973 that FECOAGROH should shift its marketing
cniphasis from corn to beans and x'ice.ll4 The BNF monopolization
ot the grain export market had undermined the Federation's corn-
exporting plans, it was said, and belter marketing margins could
be obtained from beans and rice--partly because of Lhe returns
from processing and the freer domestic market.

Whether it was more profitable for the coop farmers

to substitute bean and rice production for corn was not considered.

Since Honduras' s. °11 farmers produced all three commodities,
one might think that a shift in marketing emphasis from one to
another would not make that much difterence in production

patterns. But corn is produced to a much greater extenl in

]
l‘t/\ID/H, "Cooperative Development'" PROP, © March 1973.
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Honduras than beans and rice. The arca planted to corn in the
1970-1972 period was more than three-and-a-half times that in
52 . . . lS DT 1y
beans and 23 times that in rice. Among the FECOAGROH coops
themse.ves, corn hectareage financed with coop credit was seven-
and-a-~half times that of bean hectareage, and five times that of
. 1

rice hectareage.

A switch from the marketing of corn to beans and rice,
then, might well have been predicted to induce some changing of
crop mix--whether in response to the availability of credit or to FECOAGROH
urgeing.  The desirability orf such changes, however, was decided
only in terms ol expected prufit muarsins per unit marketed by
the Federation. There was no coneorn as to whether the necessary
volume of bean and rice production would be f{orthcoming, or
whether it would be economically desirable for the farmers and

the coops to alter their crop mix.

15Annual average tiiousand hectares planted was 269.4 for corn,
73.0 for beans, and 1.5 Cor rice. AID/IDB/IBRD Agricultural/
Rural Sector Survey--Honduras, Statistical Annex, 13 December
19 (% (Drart), p. 13.

16 .
’The figures arc:

No. of mancanas

1973 Lo7h

corn 2,129 L 210
beans 201 505
rice 378 825

Total grains 2,788 5,030

1 manzana = 1.7 acres or 0.7 hectares. [From FECOAGROIL,
"Utilizacién de recursos a ser prestados durante 1973 y 197h,"
Cuadro Anexo U, n.d.



Cooperative size. There were other ways in which the need to

build a self-sustaining tederation on the heels of the individual
coops .ed to the pursuit of goals that were not necessarily in
the interest of the coop. From the start, for example, ACDI had
projected ideal coop size as 200-300 members.17 In retrospect,
an ACDI manager said in 1975, the projection was too low, and
should have been at least 300 members.18 The rationale for these
minimum sizes was that they were necessary in order ror the
Federation to achieve the volume necessary to operate profitably
in grain marketing.

A few years into the project, it was found that most
ol the FECOAGRON coops tended to be smaller than the ideal. The
ATAC evaluation noted that only two of the FECOAGROH coops had
300 or more members, and that there was not enough potential for
such lurge memberships in the communities scrvcd.lg In nid-1972,
ACDI noted that the membership count was "well below the average

o’ 200 per society which was projected," but said that

l(Thv Mission proposal for the FECOAGROH program shows the sinze

ol u "model" coup as 300 members and the ACDI proposal shows 200
members.  A/H, "Cooverative Devedlopment' PEOV 1T June 1068,

p. 15; and ACDI,"Report on Consultative Trip to Honduras," 7 October-
11 November [907, Appendix B, 1. .

8 . .
1 As told to me at ACDl headquarters in Washington, D.C., June 197H.

l9ATAC,"Field Trip Background Report on Hondurus,"dune 1971, p. fh.
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20
"a vigorous new member campaign is planned for the near future."
By 1973, only three of the 25 groups had more than 300 members, and two
21

more groups had between 200 and 300.

AlD and ACDI decided in 1973 that the only way to deal
with the "mumbers" problem was to "concentrate membership in a
fewer number of regional coops, perhaps 15 in total, each having

. . . . - 22 .
a membership potential in excess or 300, In this way, the
desired economies of scale would be achicved. (By the time this
proposal emerged in 1973, ALD and ACDI were thinking more of
inpul-supply than grain-marketing operations for the Federation;
but they applied the economies-or'-scale argument equally to the
new activity.)

The experience with agricultural coops in Latin America
shows that the more successrul coops tend Lo hinve less than one

.

hundred members.” ™ Or, Lhose that start cut large often end up
smaller, as a result of a winnowing process. The smullness, as

discussed in the Ecuador report, is appavently important for

2OACDl,"chort on Consultative Trip to Honduras,'" 8 May-h .Tune,
1972, p. 1.
21. . , . - 1. . "o
Table 1 tor 1971; for 1972, ACDI, Informe Final, 30 June
1973, p. 15.

22/\“)/}{, "Cooperative Develovment" PROP, O Marel 1073, p.

aj‘lnil,v-d dnliiona, Beseneh Tnotitabe for Docial bDevelopment (VNS
Cooperatives snd Rural Development. in Lot Americon: A Annldylie
Beport, by Orviando Fals Porda, Volo LD of Baeal Dot itabions ool
Planned Change (Geneva: United Nations, l()'{i—‘T;mﬂl?,'Wr-;;:lri“::.i—:r—'”_\/;;li_nAmr;,‘

pp. 206-18.
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gaining the beneflits of group cohesion and loyalty. Interestingly,
one of the drafts of the AID Mission proposal ror financing the
remodeling o FECOAGROH has scribbled in the margin o retercnce
to the finding of the UNRISD study--namely, that "homogeneous

. "o . 2k
groupings, which were said to be smaller, were better. But
the reference is made in support of the idea of putting the small
groups into regional associations. A new type of grouping was
proposed, in other words, because the FECOAGROH coops were found
to be unsuited to the size dimensions necessary to help the
Federation earn money. The new grouping, it was expected, would
result in these scale economies, even though it might not be
optimal from tiwe peint ot view ot the individual coov.

ATD was proposing to oreate still another type of
organization, in sum, after creating some successful coops from
scratch and being unsuccesstful at creating o federation from
scratch. The new type of arrangement was meant to save the
unsuccessrul organization, rather than to capitalize on the

gains made with the successful ones.

Less demoeracy. There was another area in which the pursuit of

a viable federation ran counter to that of creating viable

cooperatives. One of the Jjustifications lor approaching small

2l [
AID/H,"DrafL Cooperative Development PROP: Q0 January 1972, p. 1.
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farmers through coops and federations instead of government
assistance programs is that the coop institutions are supposed

to be democratic and rree from intervention. Their leadership

is supposed to rise from the ground up. This is contrasted with
Lhe top=dowu, "paternalistic" approach of govermment programs,
which often ends up as intervention in the lives ol' those on

the bottom. The evidence presented below suggests that FECOAGROH,
and to a certain extent the coops, did not grow from tne bottom

up. The program, in fact, was not only top-down but it was also "outside-

25

in," conceived as it was by institutions based outside the country.

FECOAGROH was a creation of AILD and the contractor,
and not of the individual coops. That was the way it had to be,
it n federation were to be created almost immediately on the heels
ot the coops.  As part otf the planning for selt sufticiency, torv
example, ACDL projected that its Honduran stat't would eventually
be transtformed into FECOAGROH manapgement, with salaries totally

paid by the Federation. "By 1971," ACDI said,the Federation

251.0., AID and ACDI. A considerable number of Peace Corps
volunteers, moreover, worked as coop promoters. Al o meeting

to discuss a draft of the Mission proposal to renew FECOAGROH
funding in early 1972, it was suggested that the Federation
should "devise plans from the bottom up. ©lans cannot be
imposed from the top down, because each couperative has its

own unique set of problems and needs to be treated differently.”
AID/H, "Minutes of the Agricultural Cooperative Development PPROP
Meeting,"'h February 1972, p. 2.
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should have developed sufficient volume and resources so that it
can begin to absorb the ICDA starf. One of the Assistant Directors

should become Manager of the Federation. Ultimately, all of the

o]

Extensionists should become Federation employees." Staff chosen

by ACDI, in shovt, was Lo graduate to FECOAGROH manasement,

As purt of the proposed remodeling ot FECOAGROH, ACDI
and AID proposed to organize coops and regional associations in
areas where the potential business for an input supply store was

good :

A computer aided study has helpea FECOAGRCH to
pinpoint the regional areas where it should focus
its efforts.... [The study] then ranked as prime
targets for coop development those municipalities
which had year-round access to transportation,

a large number of armers located relatively
close together and 4 high production potential.
In the identitied priority areas in which a store
1s not nlready in existence, o osurvey wiil be
carricd out by FECOAGROH to determine potential
sales volume, competitors' prices and margins,

If the store seems reasible from the standpoint
of the survey, FECUAGROquill send its promoters
to stimulate membership.-

It was pointed out parenthetically that, in the past, the

Federation "relied solely upon member coops to expand membership."

26 e
ACDI ,"Report on Consultative Trip to Honduras,' 7 October-

11 November 1967,  Appendixz B, 1. 6. ACDI was called TCDA at that
time (International Cooperative Development Association).

T AID/H, "Cooperative Develoyment' PROP, O Mareh 1973, p. b



Thus the Federation was to no longer rely on people
the communities involved to promote organization or coops, but
would instead send out its own promoters. Locations wouwld be
chosen, not on the grounds or local interest and grouping
capabilities, but nccording to whether an input supply store
would be protitable. Whether the coops wanted regional
association was treated as an assumption rather than an issue,
That is, one of the two "assumpticns related to outputs" was
that existing FECOAGROH affiliates would "accept conswlidation
into 15 regional coopcratives."2 In order to pull itself
together and earn revenues, then, FECOAGROH necded to become

less democratic with its member couops,

Even before the Federuation was ecreated, the proposed

FECOAGROH program did not bespeak the "democracy"” that is

supposed to inhere in the coop approach to development problems

The Mission's 1908 propesal rur the program portrayed the farmers

to be organized as somewhat unwilling and wndesirable characters.

"The potential membership" of the program wus described as "the

'unwashed' variety, with little sophistication in agriculture

and the related econcomic and comnercial realities." The proposal

also described the target group as

28
Ibid., p. 9.
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farmers [who] do not spontaneously organize
activities for their own benefit. Natural
cooperation is rare .... Farmers are distrustrul
ot their neighbors and of'ten relinguish
opportunities in ovder to maintain their
'independence!

Whether or not these characterizations were accurate, they
certainly did not convey the sense of a cooperative venture
undertaken by the Honduran peasants with the assistance of the
AID contractor.

Not only were the farmers to be organized described
as unwilling, but the contractor and the Federation were in some
cases trying to organize where there was resistance to it. An
AID officer, upon returning from a field visit to the El Porvenir
pre-cooperative, reported that

in the six hours that we were in the community

we couldn't get more than two or three members

to meet with us. This pre-cooperative...

[has] been slowly disintegrating...for lack

of enthusiasm.?

On another occasion, a FECOAGROH extensionist, reporting on his

visit to the pre-cooperative Lamani, noted that

2
9ATD/H, "Cooperative Development'™ PROP, 11 June 1968,
pp. T, 11.

3OAID/H,”Memo re Visits to Cooperatives,' 24 August 1972, p. 2.
The writer suggested that one problem that "may account for the
unwillingness of the community to organize is the drought which

has ruined from fifty to ninety per cent of their corn production."



A%
(2

vy

The pre-=cooperative has 13 mowbers at the present

moment . aovery st lb o mamber in oretation to the

ctfffort and aacvittice that 1oam making.,  The

farmers clenrly need the cooperative, but in

spite ol my explanations in weekly meelings

they are still distrustrul.3t

These reports seem to bear out the characterizaticn
of the farmers by the PROP as an unyielding group. But even if
these two cases arec not representative, they show in some cases
that the contractor and the Federation had to do considerable
cajoling of farmers to organize and, in at least some cases,
to keep the group together once it was organized. This
conveys more of a feeling ol paternalism, of the kind spurned
by the ideology ol the coop movement, than of coop democracy.
Bven if this were the only way to get coops organized in such
an environment, it seems to lay a shaky foundation for such a
group. AID's technical assistance in organizing coops, moreover,
is said to be meant for showing farmers who want to organize

how to do it.

3lFECOAGROH,"Informe diario de las actividades del extensionista
contador," 3-9 April 1972. Translation mine. The writer added
that one of his problems in organizing was that the leaders of
the local ANACH subsectional were "coming out against
cooperatives and prohibiting their member farmers from participating
in the FECOAGROH-promoted organization.'" ANACH is an association
of" peasant unions, also financed by ALD to a certain extent,
through AIFLD. An AID/H memo attached to this report swhyrested
that the problem was just the opposite-—i.e., thuat "FECOAGROH
contributes to division and weakening ol campesinos ws Foree

for land reform and social justice in countryside,... HNo rengon
why FECOAGRON coop members shouldn't be members of ARACH,"
AID/H,"Memo re FECOAGROH/ANACH Cooperation, b Muy LU7(:.



As another example of the arbitrary tone or the program,
the proposal said that "in no instance will cooperatives be
organized to manage communal production:'32 Yet Honduras, unlike
most Latin American countries, is known for the propensity of
many of its peasants to engage in communal production. Some of
the successful small-farmer organizing campaigns in the country
have involved groups producing communally. Finally, after
FECOAGROH was formed and started experiencing problems, ACDI

suggested in mid-1972 that the Federation must tackle the problem

of "lack of cohesion between FECOAGROH and the present member

. 33
societies."

This reterred in puart to the "loyalty problems"
discussed above, concerning the coops' purchase of inputs from
sowrces other than the Federation. The concept of federation,
in short, did not seem to sit well with the base-level coops.
That coop federations are often not distillations of
leadership and desires that rise up from the bottom is no
revelation. But if one perceives the way a FECOAGROH is formed

and gets its management, then one sees that this type of coop

l'ederation comes very close in some ways to the top-down public

2.1 .
3 1bid., p. 1h. Actually, the program's most successful coop,
CASMUL, engaged in the communal production of bnnanas and sugar
canc. CASMUL was formed independently of FECOAGROH. (See

pp. 20-22 above.)

35ACDI,"Report on Consultative Trip to Hondwres, <8 May-b Tune
1972, p. h.



sector approach from which it is supposed to dirfer, [0 it is

true that the AID-rinanced federation does not emerge from the

member coops, then there is less justification for promoting it
in place of public sector assistance to individual coops.

Perhaps AID's preference for private sector organizations
to help new coops really expresses the desire for a committed
organization, rather than a democratic one. Guvernment assistance
programs, it is feared, will act against individual coop
preferences and will be vulnerable to pressures from other
interest groups. Newly created coop federations, one would
think, wouwld be more sinrlemindedly committed to their clients
wnd less likely to be coopted by the elite. But in pursuing their
own tinancial health, AlD-supported vcoop federations get put at
cross purposes to their constituents no matter how committed they
are. A coop federation, then, does not necessarily produce the
advantages that are supposed to make it superior to public sector

assistuance to coops.

AID identification with the federation. A final contributor to

Ehe problem oi contradictory objectives between f'ederation and
coops 1is the very presence of AlD. As between coops and
federation, AID comes to identifly more and more with the
federation. AID is involved, of course, as monitor and as

arbiter of whether the project will receive new funding. The
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federation orfices and the AID Mission are often in the sane city,
as in the case of FECOAGROH. The federation managers are closer
in class and culture to AID officers. The federation, after all,
is a process by which AID extricates itself (rom involvement

with individual coops and hands this function over to a local
institution. It is only natural that the needs of such a program
would be expressed to AID through the eyes of the federation--
and the contractor.

The relationship between AID support and the federation's
progress as a business operation is direct and obvious, in
contrast to that between AID and the individual coops. Any move
Lhal improves the federation’s business position brings it closer
Lo sucecess as an ALD project.  Any such progress lessens the need
tfor renewals of AlLD assistance and wards of't questioning of AID
officers as to why the federation has not yet made it. There is
every reason, then, for AID to identify with the federation and
to throw its weight behind its income-generating moves-—even when
Lhis inadvertently goes against the intercsts or desires oft the
coops.  Indeed, ALD of'ten ends up pushing the federation further
in this direction than it, the federation, wants to go--us in
the case of FENACOOPARR [n Ecuador.

In its identification with the cause of the federation

as a business, ALD can lose oight ot the areas in which there is



a contlict in poals between the developmeut of the Cederation and
that ot the indiviaual coops. U can add o the rifft by throwing
all its technical assistance and wisdom behind the effort to make
the federation into a competent business. If the federation can
make good money by selling inputs to the coops, for example,
then AID promotes such a plan, as it did with FECOAGROH. This
happens even though the coops are already arranging considerable
input distribution by themselves--and even though the coops may
be more interested in gaining other Sypes of supplies or services
from the federation. In the case o ¢ENACOOPARR in Ecuador, as
another example, ALD pushed the Federation to get its rice-
processing and input-selling capacities into order, so it could
generate the income that would make it self sustaining. The
Federuation, however, wanted to strengthen its land adjudication
and organizing capacities. Iven though these latter services
did not nccessarily generate income, they werve what drew the
coops Lo the Federation in the irst place ana kept them loyal,
As the selt sufficlency target dute approaches for
an AlD-financed project, the rederation is orten nowhere near
the target. When this happens, the income-generation concern
becomes more and more paramcunt for ALD and the federation,
resulting in a xind ol panicked neplect ol the coops. o Lho
case of FRCOAGROH, the Mission admitted that "there has been

a tendency Lo promote FECOAGROH as an end in itretl’,'" even
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though the Federation's activities had been linked to stated goals
in the design ot the }\1\\1001}.‘;‘“ This comment went on Lo any that
the probeem was a result off the demands made on ATD and the
Federation for information indicating progress toward the project
goals. "The only information, or numbers, available are those

which describe FECOAGROH, the mechanism."35

My argument suggests
that, in addition, the information relevant to progress of the

coops is often ignored. Or it is overshadowed by the fact that

it may be bad news, in revenue-earning terms, for the federation.

Abandoning the coops. When FECOAGROH failed, AID abandoned the

individual coops on the grounds that, without the Federation,
there was no reasen for a program,  FACACH's credit treeze on

the FECOAGROM coops, the Mission wrote to Washington, "completely
undercut FECOAGROH's recovery strategy on which our rurther
assistance was to be based, and since the situation appeared
irreversible over the near term, we decided to pull out."36
ﬁcfure this decision, the Mission had made various attempts to
gel elither the BRI, FACACH, or the Coop Department to take the

individual coops, if not the Federation, under their wing. The

! "
3lAlL)/I{, Mission Comments to ALDTO A-240," 3 February 1972, p. L.

{
P1pid.
36 00 e e . . ,

ATD/T, Letter of Mission Director Lo LA/DE, 19 Jduly 1973, p. 1,
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Mission had also made clear its willingness to fund any such
rescue attempls with the undisbursed 018 funds.

When the Mission's attempts to find a rescuing
institution got nowhere, it did not consider direct AID relief
to the coops out of the unused 018 or other funds. There was no
AID attempt, in short, to assist directly the good fraction of
coops that were solvent and the several others that might have
been able to come out all right with a little assistance. Some
of the coops, after all, could have been salvaged with a little
clemency on their credit repayment terms. In contrast, AID's
Stage II proposal for revamping the Federation was a more
comprehensive and costly operation. On the verge of Washington
approval a few months before the FACACH credit freeze, the plan
involved $480,000 over a five-year period, in comparison with
the delinquent credit of the coops, which amounted to $150,000.

There was some concerned dissent expressed in
Washington over the abandonment of the coops along with the
Federation.

If, indeed, the delinquency in these co-o0ps

is due to the conflict with El Salvador, the

take-over of corn marketing by the BNF and

the drought, has consideration been given to

government indemnification, i.e., to the

government making up a suitable proportion

of the losses by itself repaying part of
these co-ops debts? 3T

3TnlDILA, Off'ice of Multilateral Coordination and Repdonnl Socinld
Development Programs, Social and Civic Development. Division (MusD/ich),
Letter of AID/Honduras, 21 Aupgust 1973, p. 2.
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Taking this reasoning one step further, one can see
even more logic in suggesting that AID, rather than the government,

"indemnification" in this case, 1t

take over responsibility for
was AID, after all, that brought these farmers into a scheme

that was so vulnerable, from the sturt, to the kinds ol events
cited in the letter above., For whatever the reason, the concerns
expressed above were not heeded, and AID pulled out of the project
completely. Thus AID abandoned in midstream a group of individual
coops that, with a little more assistance, might have become
firmly established.

In one sense, the coops were worse of't for their
relationship with the Federation and AID. It will Ve remembered
thal seven ol the 29 FECOAGROH coops were solvent, and were not
implicated in the delinquency thuat led to FACACH's attachment of
FECOAGROH's nssets.  These seven, however, were denied credit by
FACACH after its credit i'reece. Otringent conditions were newly
imposed on them by FACACH, which they could not meet.. Because
of their association with FECOAGKOM, in other words, the solvent
seven were not able to obtain credit r'or the planting season
that year.38 In mid-197k, moreover, the Mission reported that

the continued receiversnip of FECOAGROH and the lack of further

38AIH/H, et tor ot Misoion Director to Fxeentive Viee President,
of ACDI, 20 Aupust 1973, p. 2.
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credit was weakening the cooperatives.SQ In August of 1975, the
Federation was still under FACACH receivership, two years atter
the FACACH action had taken place. Of the $150,000 in delinquent
accounts, $98,000 was still overdue. This kept the coops in an
outcast position in the credit market.

In the FECOAGROH project design, the coops had been
the prime project objective and the Federation was posited as
onc way ol working toward that objective. When the Federation
proved unviable as an instrument ot achieving that objective,
and when the progress of some of the coops suggested that the
Federation was not crucial to their existence, this was not
taken by AID us a signal to switch instruments. Instead, the
coops were abandoned, even though they were not all unviable
and there were other less complicated instruments {'or helping
them. 1t seemed as i the failure of the individuwl coops,
even though they were formed under an AID program, was not as
damnging for ALD as was the tailure of the Federation.
conversely, salvaping some of the individual coops wnd helping
them achieve succecs on their own, without the Federation, was
perhaps not an important cnough auchievement four AID to be worth
sticking its neck cut for.

The conclusion of the story is not that a mistake

39/\1[)/[./\/[1}{, "Hondnuras - Agriealture Dectore Peopeam,” Cnpited
Acsistance Paper, ATD=DLC/DP=0000 0 1Th dune TOTh, Anreex by, Exhiibin o,
P 50,



was made. It is, rather, that even though coop federations are

set up by AID as instruments, the dynamics of the situation often

cannot help but turn them into ends in themselves.  The tederation

as end, in turn, tends Lo take precedence over the goal of creating

successtul coops. This instrument-turned-end obscures the points

at which the interests of the federation are at loggerheads with

those of the coops. Iinally, letting the federation become an

end in itself can lead to inadvertently cavalier treatment of

the small farmer by AlD--as illustrated by the story of FECOAGROH.

The concerned Washington ofrice cited above had good reason to

be "worried that the 'small' rarmer moy lose most in the outcome

. Who

ot the current hassle.
Av divcussed in the Feusdor vepert, part of AID's

inability to respend to the sipnals of a situation like

FECOAGROH results from its contracting out of such programs and

their justilications to certain types of contractors. Only two

contractors have been used for mocst of AID':s coop projects in

Latin America--CiioA «nd ACDI.  Por these contractors, the concept

of a federation or other private ascociation of individusal coops

has been v sine qun pon. [0 AID would use contractors who were

more neut.ral on the isoue ot Pederation--or would itselt become
more active in the thinking on these projects--then the cards
would not bhe so stacked npalnst the possibility of responding
more positively Lo circumstances like those leading to FECOAGROHI's

demise,

Lo
ATD/LA/EREEZGCD, Letter bo ATD/H, 01 Aupeast, 1974, pe 1.
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Federation as Marketing Business

Much of what has been said above boils down to a simple
distinction between the goals of a production business and a
marketing business. The project proposal and evaluation literature
ol AlD portruys coops and their associations and federations as
involving the banding together o certain types ol' producers in
an etf'fort to improve their lives. Though this portrayal is not
inaccurate, it leaves out the fact that coops and federations
are two different kinds of businesses. Coop members get together
as agricultural producers, whether or not they farm together.

A federation, in turn, has marketing (or input supply) as its
primary activity. It carries out this activity on a larger
sueale than the individual coop, nnd further down the line than
Lhe individual coop.,

The coops and the federation. then, are centered
around two distinet stages of the production process—-
agricultural production for the coop and the marketing of
agricultural products for the federation (or the marketing of
agricultural inputs). These Jil'ferent stages involve different
kinds of skill, commitments and production rhythms. Thus when
one function is placed in an orgunization like a coop, and the
other in a separate organization like o federation, this

introduces a certain breawk in the desired scecinl unity of the



undertaking. Each organization must develop the specialined
behaviors best suited to its task.

To separate the stages of production into two
organizations makes sense from an efficiency point of view. That
is how the process is organized in the private sector, after all,
before the federation comes on the scene. But this functional
separation also makes the organizational health of the marketing
group, the federation, dependent on making a profit or a decent
income off the other group, the coop. If the federation is to
ensure its own survival, in other words, it has Lo behave toward
its member coops in some ways like the private market intermediary
wvhich it is supposed to replace. In addition, the peopling of
coop l'ederations by AID- and contractor-selected managers, usually
from the urban elite, delineates the boundaries between the two
different organizations even further. One ends up, then, with
two dislinct groups for the two stages of the production process,

each internally homegeneous and different firom the other.

Backward verticul integration. The problem involved in creating

two separate groups does not result from having created an
assistance program for coops. Rather, it is that one has created
two businesses at successive stages of the same production

process with the directive that both should do well as busineng

9]

organizations. In project justifications, this process ig
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portrayed as if it were like veriical integration rorward I'rom
production to marketing: Tarmers are gsrouping together to get
control over a stave of the production process that 1s one step
further down the line. A {ederuation, however, represents more

the creation ot a ceparate marketing business than the vertically
forward expansion of farmer groups into marketing. Thus the
vertical integration inherent in the design of AlD coop projects
sometimes represents mere the aspirations of the project designers
than the organizatiocnal reality that cmerges.

If verticel integrotion describes the process that
takes place in AID coop and rfederation programs, the direction
of the integration is better described as backward than forward,
T'he AlD-created muirketing YudwruLLon, that 13, ends up exerting
control over the decisions o! the coops—--as was scen above.

This happens because of Lhe organizational asymmetry of the
situation: the federation necds to make money off the coops in
order to survive, but not vice versa. The federation, by virtue
ol' its AID sponsorship, has budgetary resources and management
skills that are superior to tne coops.

When the federation does not evolve naturally from
established coops, in short, it is not likely to represent
increased control by peasants and coops over un important
stage of the production vrocess, The agricultuaral

production and marketing process may remain just
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as unintegrated as before, with the only difference being that

there is another intermediary on the scene. The point is not
academic, since it shows the inaccuracy of one of AID's Jjustific.tions
for creating federations to service individual coops instead of
servicing them in other ways.

Thus it is that AID's federation projects frequently
experience a particular evolution--as in the case of FECOAGROH and
FENACOOPARR. 1In accordance with their rhetoric of unified effort
and integration, they start with a "technical assistance stage."
In this stage, they earn little revenue and are popular with
the coops. Then their lack of revenue starts to threaten their
survival as organizations. They move to a 'business stage,"
therefore, in which they decide what services tc supply on the
grounds of what will earn them income. They now see themselves
more as a separate business than as an institution promoting and
assisting individual coops. It is at this point that they start

to experience some disaffection from the coops.

Integrating forward instead of backward. There are at least two

ways for AID to avoid the problems described above. One is to
refrain from grouping the groups into an AID-sponsored federation,
and to wait until that initiative flows up from the groups
themselves. If it does, the federation's activities will

represent a genuine expansion of producticii groups forward into



Lthe next stage off the product ion process,. These types of
federations or associations, of cowrse, may also end up at cross
purposes with the groups that spawned them. But the original
groups will be at a stage of growth where they at least have

the strength to control or bargain with the group they created.
When individual groups have not gotten together into a federation
on their own, AID has taken it as a sign of the need for outside
assistance in this effort. But this can also be taken as evidence
that they are not strong enough to be able to utilize and support
u federation; or, that they can be adequately served as individual
groups by the private and public sector.

Another way to avoid the problems discussed here is
through the subsidized supply of assistance to farmer groups by
an organization that is not dependent on the groups for its
income-~i.e., a public sector or private voluntary organization.
Such an organization, at the least, does not need to take
decisions against the interests of its client coops in order to
survive as an organization. AID's role, moreover, should not
necessarily be limited to meking the entity assisting the coops
into a self-financing organization. Just as important, it can
give assistance that helps empower the individual coops to the
point that they can get direct access to existing government

and private-sector services and supplies. This was one area in
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which FECOAGROH showed some success, as discussed above,

Some ot AID's coop programs have been moving in this
direction, though not necessarily bLecause of the problems with
coop {ederations nor as a result of explicit policy. In Honduras,
for example, the institutional focus of AID's interest in farmer
groups has moved from the two private federations, FACACH and
FECOAGROH, to the government Cooperative Department, the agrarian
reform agency, the development pank, and the extension service.
This has been with a view to building up the ability of these

groups to provide services to small farmers in groups.

Integrating sidewuys: the banana coops. The experience of the

banana cooperatives in Honduras has some bearing on these problems
. . . 2 o .

of farmer coops and marketing federations, The process by which

some of these cooperatives of ex-banana workers became successful

was one of horizontal rather than vertical integration. After establishing

lThe shift has not been complete. The government Coop Department
and the program it has with AID look toward the resuscitation of
FECOAGROIl within the Department. The Federation would be re-
created and financed out of a government office, however, which
represents a sharp break with the desire of the coop contractors,
and the tendency of AID, to steer their coop programs clear of
the public sector.

2The information for this section is based on visits to four

banana coops and on the following documents: Instituto
Interamericano de Ciencias Agricolas de la 0.E.A. (1ICA),
Estudio sobre orpanizaciones campesinas_en londuras, by

Noel A. Garcfa, April 197h; and Enrigue Astorga Lira, Estructura
agraria en el Valle de Sula, (Tegucigalpa: INA, rev. ed. 1975).




themselves on the basis of banana production, they expanded into
the production ot vther crops, rather than taking on another
stage of the production process like marketing.

Guanchfas, the most successful banana cooperative,
expanded into activities that its own farmer-members could do and
that were complementary to banana production. The coop's new
swire production activities, for example, make use of unmarketable
bananas for feed; and swine production requires little additional
land. The coop is engaging in some production of other crops,
moreover, which have a time pattern of input needs that help
smooth out the peaks in demand for banana labor. The new worker-
run enterprise at Isletas, an ex-banana plantation of Standard
Fruit, has also made use of banana production that normally was
wasted. Isletas traded truckloads of fallen bananas with swine
producers in exchange !'or swine. Unmarketable bananas, a4s in
Guanchfas, were used as part of their feed.

With respect to marketing, the banana coops were in
the most "exploited" position that one could think of, in terms
of AID's justifications for coop federation projects. The
marketing agent, Otandard or United Fruit Company, was the sole
supplier of their inputs. The coops were bound to this

monopsonistic and monopolistic buyer-seller, moreover, by a
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ten-year contract.3 This was seemingly fertile ground for an
AID-type federation to take over marketing and input selling for
the exploited coops, thereby doing away with the evil intermediary.
But the direction of the "exploitation" in the case of the banana
coops was not one way. The banana coops, that is, "exploited" the
constricted relation with their intermediary. Under the protection
of the relationship, they could sit back and gain strength in their
early years. They did not have to take on anybody in the buying or
selling market. Then they expanded horizontally out from under

the control of the intermediary, by going into other activities

in which United and Standard had no interest.

The banana coops, in sum, escaped the intermediary's
povwer by expanding horizontally, rather than by invading his
territory and attempting to do what he was doing. What they
expanded into did not involve the replacement of an intermediary,

nor the taking on of a different stage of the production process.

“Astorga Lira (op.cit., pp. 49-54) reprints and summarizes
several portions of the ten-year contract (1968-1978) of Standard
Fruit Company with the Guanchfas coop, which was the most
successful of these banana coops and was somewhat of a model for
the rest. Among other things, the contract stipulates that the
coop must have company approval for anything it does on 500

acres chosen by the company for banana cultivation; the coop
gives rights to the company to construct railroad and telephone
lines, packing plants and other installations on its {(the

coop's) property free of charge; the coop eoncedes Lhe right
of free entry by desirnated company employees Lo ity banann
lands, and must facilitate such inspections; Lhe coop cunnotb
without written permission ol Lhe compuny, inercase ita banann

cultivation or alter it in any way; the coop cannot sell banana
seed to third parties without written company authorization.
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Thege cocoperatives, in twrn, huave less need for the Kind of

services and relationship than an AlD-type tederation provides.
They arranged for these services some time ago in their banana
contracts. As they start to grow out of their banana tutelage,

they are more capable of arranging for such services on their own.

"\
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FECOAGROH Among the Other Institutions

The fate of AID programs can be considerably influenced
by the relation of the AID-supported institution to other institutions
involved in the same activity. The problems of FECOAGROH were
explained in the last section in terms of factors internal to the
Federation-~i.e., relationships between it and its coops. This
section looks at the relationship of the Federation to other
important institutions in the agricultural sector. Putting together
these external and internal aspects of the program, one finds many
variables that were within AID's control.

I seek to re-do AID's explanation of the FECOAGROH
failure in order to
recover {'rom the projJect's history some important lessons about
inter-institutional relationships and how they afl'eet. the outeome
oft AlD=-Uinanced programs. As long as it is thought that fortuitous
circunstunces like weather and war completely undid this project,
then it will not be uncverstood thuat the Agency itself can avoid
the same Xinds of problems from occurring again. Since the
history of this project has much in common with other AID projects,

its lessons have general applicabllity.

FACACH., 1t will be remembered t'rom the FACACH chapter ubove that

FECOAGROH's credit funds were originally meant for FACACH--the
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federation of credit unions. FACACH had been slated for $1.5
million in credit funds in the 018 project, which was suthoriced
in June 1968 and signed in April 1909,  Because of changes in
Mission approach and personnel, and resentments between AID and
FACACH, AID amended the loun agreement in January of 1971 so
that FECOAGROH would receive most of FACACH's loan funds.l
FACACH's pique at this change would normally have not made
much difference to the fate of FECOAGROH. But FACACH was made
the intermediate lender for FECOAGROH's AID credits. Before
the FECOAGROH credit even started disbursing, then, FECOAGROH
had an extremely unsympathetic creditor as the only source of
its loan funds,

Given the history of FACACH's relations with AID and
FECOAGROH, told in full in the FACACH chapter, one can imagine
a certain feeling of vindication at FACACH headquarters when it
attached the assets of FECOAGROH in 1973, upon discovering that
22 of FECOAGROH's 29 coops were hopelessly delinquent. A letter
from AID in Washington to the Honduras Mission asked if the
stringent lending conditions imposed by FACACH on further

borrowing by the solvent coops were "an attempt to take advantage

lSee pp. 12-20 of FACACH chapter.
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of the situation to undermine or override a rival crgani:ation?“a
FACACH, moreover, might normally have refinanced some of the
delingquent credit because of the 1971-1972 drought.. It was
accustomed to refinancing much of its agricultural credit after
bud agricultwal years. Given the history with FECOAGROH,
however, it was not surprising that FACACH exhibited no
refinancing sympathy for the coops.

FACACH actually proposed to AID a program of rescue
for the more solvent FECOAGROH coops, an idea to which AID was
not unsympathetic initially. But FACACH made the offer contingent
upon AID's allocating to FACACH all of FECOAGROH's $74l,000 in
unspent AID/018 credits for grain storage. FACACH said "it must
receive precisely this amount...or their proposed recovery plan

n3 This was the $ThL,000 that was

cuannot be carvied out.
originndlly designaled tfor FACACH for construction of small
grain storage facilities in outlying areas, and was later
transferred to FECOAGROH.

In the meantime, the government and the BNF had developed

their own idea about how the $7u4kL,000 should be used--i.e.,

for capitalizing a "cooperative window' in the BNF.

2
AID/LA/MRSD/SCD, Letter to AID/H, 21 Aupust 1973,
3

Y

This development is discussed in more detail in Lhe next seclion.
p

AID/H, Letter of Mission Director to LA/DR, 19 July 1973, pp. '=4.
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Ultimately, then, the government and AID did not approve of the
proposed FACACH rescue operation, which did not take place.
Though the FACACH operation would have helped save the FECOAGRON
coopit, it should be noted, it would have abundoned the Federation.
This was perhaps oue ol the reasons that the proposal was not
pursued with greater interest by AlD.

The significance or this history is that the fledgling
FECOAGROH was placed by AID In an institutional environment in
which its only creditor was likely to have no more sympathy than
the most evii ot private intermediaries.  “he 1971 amendment to
the loan agreement, whatever ivs merits, ook credit away from
FPACACH In fnvor off another inotitution, ana then gave FACACH the
pewer Lo get back In its role ws creditor. This history made
FECOAGKOE particulurly vidnerable to problems in its
institutional envivonment. 1 the chips were to tall--as they
did--FECOAGROE cowid not hepe for any sympathy trrom FACACH.

Usinge FACACH as 4 condult tor FECOAGRUN's 'unds not
only put FECOAGIKUH in tae hands of o unsympathetic institution.,
It adso meant that FECOAGROL woula have to give up half its
interest income Lo the conduit inctitution.  Without FACACH as
intermedinry, thon ia, FRCOAGSHOH cowld have netved ol least OF
on the 9p interost 1L charred Lo coops, instead of the 36 that

emerged oul o' Lthe negotiations with FACACH. 'Phis was Lncome
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that would have been important in nelping the Federation gain
selt sulticieney, 8 najor gonl off the ALD progreanm. ot ovest
income could also have been a more immediate and less complex

wiy o' earning money at the stwrt, in contrast to grain marketing.

When the 1971 loan amendment was being devised, some
in ALD had wanted FECOAGROH to borrow the 018 funds directly
from the government, instead of channeling them for a price
through FACACH. The government, however, was not interested in
FECOAGROH and FACACH was not willing to give up complete control
of the funds. AID, then, may not have had much choice in the
matter of how to channel its loan funds to FECOAGROH., But after
il wiii seen that funds could not be provided directly to FECOAGROH,
Lhe proJect and the self-sufficiency timetable could have been
altered so s Lo make up for the lost interest income; or the
project might have been postponed until FECOAGROH wus strong
enough to borrow directly from AID on its ownj or the project
might not have been financed at all.

As expleined above, FECOAGROH decided by early 1973
that it wanted to give up the credit-supply function completely,
and concentrate on grain marketing and input supply sales.
FACACH, it was said, could "with its greater experience be more

[ =4

effective in promoting sound credit policies."” It was even

AID/I, "{.‘nn;u-r"lt,iw‘ Development" PROP, 9 March 1973, p. 5.




N J

hoped that FACACH, in retwrn for getting FECOAGROH's credit clients,
would be interested in sending its credit-union and coop borrowers
to FECOAGROH for grain marketing and bulk input purchases. The i
affiliated coops of each of the two federations, according to the 2
hopes of FECOAGROH and ACDI, would join the other federation in
order to qualify for its specialized services. This proposal
seemed to be oblivious to the problematic relationship between
IFACACH and FECOAGROH,
When it was proposed that FACACH take over FECOAGROH's
credit function in early 1973, FACACH had not yet made its own
investigation of the delinquent FECOAGROH coops. But delinquency
had been noted by the contractor as a problem since the end of
1971, when 25% of the credit due was delinquent. By the end of
April of 1972, moreover, the contractor reported that delinquency
had reached 40%. In early 1973, a few months before the FACACH
investigation, the Mission reported delingquency at 50%.6 As
early as mid-1972, moreover, the contractor had expressed interest
in helping FECOAGROH get rid of the credit function. Since the
contractor wus also working with the BNF under another AID

technical assistance contract, and since relations between

6l9'fl figure from ACDI,"ReporL on Consultative Trip to Hondurun,"

28 May-U June, 1972, p. 13 1972 figure from ACD1/Hondurns, "Momo Lo
ACDI /Washington re Annual Report,'" HON (2-620, 13 June 1972, p. b
1973 figure from AID/H, "Cooperative Development' PROPY, O March 1974,
PV
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FECOAGROH and FACACH had never been good, it was natural that ACDI
would have originally proposed the BNF as the place to which
FECOAGROH 's credit function could be transtoerred.  "Conterences
Letween BNF and FECOAGROH," the contractor suggested, "should
investigate the extent to which BNF could take over the loan
function to members of FECOAGROH-associated cooperatives, thus
allowing these cooperatives to focus on supply, mzrketing and
extension activities."7

ACDI's and FECOAGROH's interest in 1973 in handing
over the credit function to FACACH, in sum, involved not only a
recognition that credit management was more difficult than was
rfirst thought. It also lookea like i1t arose from the desire to
ot rid of a hot potate. It is not surprising that FACACH,
and carlier, the BNF, did not jump at this chance to take over
FECOAGROH's credit business--and that FACACH was not particularly
interested in pursuing a vrading of clients with FECOAGROH,

The irony of the AID/ACDT proposal to have FECOAGROH
give up its credit function to FACACH is that the latter was
rejected by AID for this role only three years earlier.8 Whereas

ALD was now proposing to give the credit to FACACH because of its

TACDI , "Report, on Consultative Trip to Honduras,” #8% May-h Junc
1972, p. 2.

8See pp. 12-20 of FACACH chapter.
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greater experience, it had originally taken the credit awny fron
FACACH Decause of its lack of experience.  In the first instance,
AID had been concerned over experience with a supervised program
in agriculture. In the second instance, it was talking about
experience with the creditl task itselr.

All this meuans that AID had assumed in th= beginning
that lack of experience with agricultural programs was the limiting
faclir in determining tie ability of an organization to handle
guch a program. Lts proposal to give the credit function back to
FACACH, in turn, was an admission that lack of experience with
creditl was Lhe Limicing Cactor.  Put dirferently, ALD was admitting
that. LU was more important that FACACH had had experience with
credit than that it did not have experience with agricultural
programs. There was a learning process in the FECOAGROH-FACACH
history, in sum, that was never made explicit. In designing
future programs, this particular lesson should be taken into

account.,

The Honduran government and the BHF., FACACH was not the only

potential source of sulvation for FECOAGROH's coops. AID and
FECOAGROH wlso appealod to the government and the BHF.  But the
history of the program had left the government as o somewhat

uninterested observer., The FECOAGROH funds, ufler all, were



(s
)

the ex=FACACH funds which, in turn, hd oviginnlly beepn int ended
rfor the HNF.H That. was back in 1907 md 19080 when the L3 (onn
was being discussed as totally for BNF capitalization purposes.
By insisting on giving a part of those monies to FACACH, AID
had made it clear to the government that it did not feel
comfortable putting all its small farmer credit in the BNF.
AID's allocation of $74L,000 to FACACH and then
FECOAGROH for grain storage facilities had also amounted to a
partial bypassing of the BNF--though the Bank received $3 million
o' Lhe 018 loan for construction of two central grain storage
ffacilitics.  The Bank had been in the grain marketing and
storgre business tor many years, and had a network ot small
storage facilities throughout the countryside, many of which
were run down and not usable. Some in the AID Mission had felt
in 1968 that it would make more sense to rehabilitate these BNF
facilities for BNF operation, instead of having yet another
institution construct and manage a separate system ol new ones.
They thought this preferable to bringing in an institution with
no experience in this field (rirst FACACH, then FECOAGROH).
Others in the AID Mission wanted tc keep part of the grain
storage program away from tie "bureaucracy” and "government

interventionism" that they felt was involved in manuagement of

9Pp. 10-12 of FACACH chapter.
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the program by a large established development bank., Their view
prevailed, and the $7L4,000 ror local racilities was designated
for FACACH (and later, FECOAGROH). For various reasons, neithe:r
FACACH nor FECOAGROH started in on the construction of these
storage facilities, and the funds remained undisbursed at the
time of FECOAGROH's demise in 1973.

To the government and the BNF, then, FECOAGROH
represented an institution that AID had created to handle funds
which were originally meant for them. In general, FECOAGROH
had been looked at by the government as an AID/ACDI undertaking,
that. did not have much to do with them. The government had never
comnitted any financial support to the program, despite AID's
urgings.lo Partially as a result of the higher salaries paid to
FECOAGROH employees, the Federation was characterized by many in
the public sector as "that gringo orgunization."ll For all

these reasons, it is not surprising that, "during the mid-1973

J'Oln carly 1973, the Mission reported that "the GOH has made the

bagsic policy decision that, given sufficient lead time, it will

support the FECOAGROH budget which is a major departure f{rom its

past stance.”" (AID/I, "Cooperative Development' TROP, O March 1973, p. 6.)
This commitment took the form of the taking in of FECOAGROH under

the wing of the Coop Depurtment, us discussed above, and the

commitment to incrcacse the Department's budget under the sector

loan program. It did not meet the immediste problem of the

FACACH receivership or of the individunl coops' crodil needs,

11 . . . .
The salary question is taken up in the following ueetion,



FECOAGROH rescue activities, neither the BNF nor the Ministry of
Natural Resources offered assistance to that Federation."le
Though the government was in the beginning not averse
to FACACH's rescue proposal for FECOAGROH, involving the
undisbursed $744,000, it ultimately decided against the idea.
The BNF had convinced it that the $T4l,000 would be best used

to open a "cooperative window,"

a proposal that AID had been
pursuing with the Bank for some time. The Bank had previously
showed a lack of interest in lending to the kinds of cooperatives
that interested AID--i.e., small farmers and basic grains.l3
When FECOAGROH fell apart, however, it must have been apparent
that a cooperative window would be a good way to get the
wiobligated FECOAGROH funds. The BNIF and the government, in

swm, had their own ideas about how to deal with the FECOAGROH
monies.  They involved the strenpgthening of the BNF, and not of
FECOAGROH or FACACH. In the end, the unexpended $74k4,000 was

used to capitalize the Coop Window in the BNF, and the government

agreed to give some nominal support to the concept of FECOAGROH.

12 . . N
AID/H, "Request. for Amended Authorization of

Loan No. 522-L-018," [Fall 1973}, p. 10. The reason for this
position by the BNF and MRN, the Mission said, "appesred to be
that the BNF did not want to become actively involved since
IFECOAGROH had a credit line with FACACH, and the Ministry of
Natural Resources, while it could provide some technical
assistance, could not provide any funding." P. 10.

l3See pp. 2-3 of BNF chapter,
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Paying Higher Salaries

FECOAGROE was criticised by some tor the high salaries
paid Lo its management and extensionists. 1t paid $450 a month
Lo its coup extensionists at a time when the Cooperative Department
of the governmeut was paying less than half the salary--$200.
Such salary differentials are not an infrequent feature of AID's
institution-building programs. They are meant to attract
competent people who will work hard. It is also hoped that the
higher salaries will make unnecessary the moonlighting that is
common among professionals of service institutions in developing
countries.  This was the case with the PPEA program in Ecuador,
where ALD "topped of't™" the government saluries ot the agronomists
and engineers working with the proﬁrmn.l As in Honduras, the
high salaries caused resentment by other protfessionals and
institutions working in the same field. In Ecuador, the topping-off
had to be discontinued, partially beciause of the resulting
institutional jealousies and thelr adverse impact on the
acceptance of the AID program by the government institutions
involved.

The problems that high salaries are supposed to solve

are very real ones for the administration of AID-supported

1
Sec p. 98 of Ecuador volume.
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institutions. But the costs of resolving such problems in this
particular wiy should be wnderstood.  The high-salary approach
conveys a certain Jdisdain toward the country in which ALD iy
working. It says, in effect, that we have the money to avoid
your poor-country salaries, your mediocre bureaucracies, your
moonlighters. We aren't limited by one of the major constraints
within which you have to work.

The high salaries alsc put AID in a somewhat
exploitative position with respect to the public sector
of the country it is assisting. The low government
salaries, that is, guarantee that a high salary will work--i.e.,
will draw off the cream ot the public sector for the AID project.
The low salariecs are essential to helping AID get the best people.
Finally, it is easier rfor AID to pay high salaries on any
particular project than tor a government to deal with its low-
salary problem. The importance ot these salaries in total AID
expenditures is much less than the importance of salaries in the
total expenditures of a recipient government and in the policy
problems of that government.

The high-salary approach thus turns to AID's benefit
a major problem in the administration of the public sector in
developing countries., It leaves the rest of the public sector
poorer off as a result. In a scnse, the high-salaried projects

put AID in the same position as a private firm: it externalizeu



the costs of its actions as much as possible, and internalices
the benerits. Since it is the public sector that must pay the
cosls externalized by AID in Lhis case, the benetits wre gained
at a cost that should not be excluded r'rom consideration by an
agency that is concerned with o country's public-sector development.
When ALD leaves an institution, that institution must
incorporate ituelt compietely into its local setting. The past
high-salary policy creatves obstacles to thuat incorperation, and
may undo the institution., Resentment by other important
institutions makes them less sympathetic to the fatoe of the AID-
created institution, when % is et on its own. [FECOAGROH, for
example, was otten referrod to by those in other institutions in
agriculture as "that gringo organization.”  ‘This recentment may
be part ot the reason why the various institutions that could
have helped the Federation did not. One may get awny from public-
sector problems by payvinge hicher salaries, then, but one also runs
the risk ot' losing one's place in the institutional
environment.
Alternative ways ot securing good personnel for AID
projects should be sought. One way to deal with the problem is
to work more through existing institutions, instead off creating
high~salaricd encluves—--an approach Lhal b been arpuded for on

other grounds in the kcuadcor report, Ancther wiy might be Lo
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provide technical assistmice (o the government. on how to deal with
its prodlem off low-pald professionals across the bowrd. A possible
mechanism could be non-monetary incentives--not in the sense of
perquisites that would create the same kinds of differences and
Jealousies as salary difrerentials--but in terms of the quality

ot the york euvironment.,
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AID and the Contractor

In reading through the extensive files on this project,
I was impressed with the similarity of the evaluative reports of
AID, the auditors and the contractor, ACDI. AID's and the
auditor's explanations of the Federation's problems and ultimate
collapse did not differ from those of the contractor. As noted
above, the failurec of the program was attributed to (1) the 1971-
1972 drought; (2) the Honduras-El Salvador War of 1969, which
closed tride between the two countries, including Honduran corn
exports, on which the Federation had been counting for income;
(3) of similar impuct, the BNF decision in 1971 to monopolize
grain exporting. To these unforeseeable events were added three
more explanations related to the design and implementation of the
program: (1) the restrictions on credit use to basic grains and
o limited variety of inputs; (2) the unanticipatedly high cost
of" technical assistance supplied by FECOAGROH to the coops, and
the fuct that this activity did not generate revenue; and (3) the
FACACH credit frecze and attachment of the
Federation's assets. The latter was more an outcome of the
program's problems than their cause.

There was also a sameness between what the contractor
proposed to solve the Federation's problems and what the Mission

proposed. Both suggested the major revemping of the program



discussed above, whereby the Federation would give up the credit
function to FACACH; retreat somewhat from marketing, focusing
on beans and rice instead of corn; place major emphasis on input
supply stores; and consolidate the coops into 15 regional associations.

Only atver FACACH's action in the summer of 1973--
freezing credit to the coops and attaching the Federation's
nsseto--did ALD's proposal ditrer trrom that ot the contractor.
The contractor wanted the project continued, whereas AID saw
FACACH's action as precluding anything but AID termination.
Though the contractor and AID tavored o different cowrse of
action in the end, however, their -xplanation ot the failure
remained the came.  There was no evaluative statement about the
contractor's work, moreover, or criticism of the way it had
handled problems. The explanation of the failure pictured AID,
FECOAGROH and ACDI as the helpless victims of outgside forces.

The sameness o ATD's and the contractor's evaluation
ol the FECOAGROH problem would not be worthy of comment if the
cxplanation were an accowrate one.  As 1 have tried Lo demonstrate
in this chapter, however, the explanation was incomplete and
focused on variables that were mainly outside everyone's control.
It was silent about the factorg that were within reach. The
gdvergse events cited as o cause of the problems, moreover,

occurred after some of the problems started to appear--as 1 have
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also tried to show above. Or, at the least, AID and even the
contractor did not start to point to some of these events as
problematic until a considerable time after they occurred.

In a field survey made by the contractor's Washington
office, for example, conducted in the midst of the second
successive year of drought, no mention was made of the drought--
though the War and the BNF monopoly were cited as causing
marketing problems. The tone of the report was optimistic, in
fact, citing a 50% increase in business ‘n 1971 and predicting
another gain ror 1972.1 Mention was made ol a 25% delinquency
rate on credit. Similarly, another contractor report, dated
only days later, was also optimistic and made no mention of the
drought--even though it referred to "severe problems" in coop

A
ceredit administration and a 407 delinquency rate.” It was only
a year later, at the time when FACACH declared the 22 coops
ineligible for furtber borrowing and scized the assets of
FECOAGROH, that the contractor first referred to the drought.3
Similarly, the AID t'iles showed a considerable lag

before the drought was brought up as a reason for the credit

1 .
ACDI,"Report on Consultative Trip to Honduras," 28 May-b June
1972, p. 1.

2 , .
I do not know why delinquency was reported as 29% on the one
. N "
occasion and as L0% u few days later. ACDI/Honduras, Memo
re Annual Report )" 173 June 1

3ACD1,'informe Final," 30 June 1973.



delinquency of FECOAGROH's coops. The proposal for renewed
financing for FECOAGROH, presented to Washington by the Mission

in early 1973, referrea only in passing to the drought and credit

delinquency, though it noted all the other problems outlined above.

Delinquency was noted as being 50%, which was "in part...due to
the poor climatic conditions of the past two years...." The
proposal went on to suggest that FACACH, "with its greater
experience," take over the coops' credit because '"the member
cooperatives need special attention in this area."

The first reference to the drought by AID as a major
problem appeared in July 1973, in a letter from the Mission to
the Minister of Finunce.5 The impact of the drought, however,
was noted by at least one person at the Mission a year earlier.
It was graphically referred to in the memo of an AID officer who
visited two WECOAGROH coops, with the purpose of assisting the
extensionist in presenting the idea of a "work plan" to the coop
membership. "One problem that has hit the community and may
account for the unwillingness to organize," he wrote, "is the
drought which has ruined from fifty to ninety percent of their

corn production."

LlAJ N/H, "Cooprrative Development™ PROP', 3 March 1973, p. 5.

-
PATD/H, Letter of Minsion Director to Minisber of Finanee and
Public Credit, 11 July 1973, p. 1.

]
AID/H, "Memo re Visits to Cooperat.ives," 2h Aupust 1972, p. 2.

]



If it is true that the drought, the war and the BNF
monopoly had such a negative impact on the FECOAGROH program,
then the delayed recognition cf these events as problem-causers
seens to reflect a lack of informativeness on the part of the
contractor, and a lack of involvement in the problems of the

project on the part of AID. I recturn to this question below,

Problems of monitoring information. Some of the problems that

werce not picked up by ALD or the auditors werc s' (ghtforward
matters, casy to ascertain from the data presented by the
contractor or FECOAGROH to AID. An example is the fact that
T0% of the capital of FECOAGROiH coops was accounted for by three
coups established before the FECOAGROH program, and which were
outuide the spirit of the program--CASMUL, Sunta Rosa and
La vubirana (Table 2). The preponderant role of these three
atypical coops in the aggregate data on this project's progress
was discussed above (pp. 20-22).

In citing a JU% increase in equity capital of all the
FECOAGROH coops te L, 246,000 rrom 1970 to 1971, the contractor
noted that the inclusion of "two larger societies [CASMUL and
Santa Rosa] not organized by the project" was "misleading."

Nevertheless, it said, "the increase for the year, however, is

an accurate measure of growth."7 Yet the Lwo groups-—-and to

'{ ¥ . . . I
ALDl,"Heport on Consultative Trip to Honduras," 2 My =l June
1972, p. 1. Fmphacis mine,
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a lesser extent La Subirana--accounted for Iiﬁ of the capital
increase! Since these groups also accounted for 705 of the capital,
this meant that the increase in capital for the rest of the groups
was the same on a percentage basis us for all the coops together
3
——i.e., 5% (Mable ‘}).k But. in absolute terms, the increase
in capital ror all the coops, excluding the three groups, was
less than one-third the vualue--L.065,521 vs. L.216,26L4 (Table 5).
Table 5 shows the considerable discrevancies in program

indicators including and excluding the three large coops in the
totul. The table is set up in the same form as the performance
indicators cited by the contruactor in a memo for its annual

9 C o .
report. The table not only shows signiticant differences in
vilues with and without the three coops. But it also shows
miajor inconsistencics between the contractor's reports and the
more detailed submissions o the Federation.  Since the Federation
wis receiving 100% budget support from AID under a technical
assistance contract with ACDI, the submissions of the Federation

wvere at least reviewed, if not prepared, by the contractor.

This reporled 20% increase in equity capital conflicts with the
75% increasc given by the more detailed capital figures submitted
in FECOAGROH's quarterly reports and shown in Table ). This
inconsistency is commented on further below in tLhe text.

¢
)ACDI/Hondurus, "Memo o re Anmaal Report " 14 ane by pp. 3=h
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With respect to the three dominant coops, the comparison
shows that without these coops, the aggregate figures are (1) only
30% as great for capital in 1970 and 1971; (2) only L42% as great
for input sales in 1970 and 64% as great for 1971; (3) for credit,
only h7% as great ror 1970 and 9kt tor 19713 (4) and for output
snbes, only 33% in 1970 and 97% ror 1971,

The contractor report cited above is reproduced as part
of Table 5. It shcws various measures of progress for the "average"
coop--credit per coop, supply sales per coop, marketing sales per
coop, etec. --though il does not give the aggregate figures frow
whibh the average was calculated. When I multiplied these averages
by the number of coops listea in FECOAGROH's quarterly reports,
give or take a few, it was not possible to get totals that were
within a reasonable range o!l' the detuiled data presentations of
FECOAGROIL, aluo depicted in ''able S0 The increase in capital
ror the "average" coop between 1970 and 1971, moreaver, is shown
as 105, This not only contlicts with the 75% average increase
t;iven by the FECOAGROH presentations (Table 5). More seriously,
it conflicts with the 20% aggregate increase in capital reported

10 .
by the contractor itself in the report cited above, which was

lOACDl,"Report on Consultative Trip to Honduras,' 29 May-l June
1972, p. 1.
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issued at the same time, (There is no way that a 20% aggregate
increase can give a 146% average increase.)

Finally, Table 5 compares the contractor's performance
indicators for the "average coop'" with averages calculated by me
from the more detailed FrCOAGROH reports. The most notable
discrepancies are in paid-in capital and output sales. The
contractor shows capital per coop increasing at 1U6%, as mentioned
above, while the FECOAGROH data gives T75%. More striking, the
contractor shows marketing sales per member increasing at 313%,
and the FECOAGROH data shows a decrease of 86% (or, excluding
the three big coops, 60%). Table 5 reveals other such
discrepancies.

The above examples are a few of many showing that much
of the information supplied by the contractor for this project
was incomplete, inconsistent or inaccurt:ate.l'1 The reports by the
convractor of a 25% and a 40% delinquency rate for the same
period cited on p. 92 ubove, are another example. Another
instance is tround in the only table of performance indicators

for the program in the contractor's final report to AID. The

11 . . . .
There were also simple arithmetic mistakes in the contractor's

presentation. For example, in the contractor's table showing
percentage improvements for the "average coop,'" both percentage
and absolute average values were shown. One set of values was
said to be an 18% increase when it was actually T78%--perhaps

a typographical error (footnote f to Table 5).



monetary values were indicated tu be dollars when they were
actually lempiras, which are half the dollar value.13 Further
examples of the contractor's reporting on the program follow.

In addition to these data problems, data was supplied
by the.contractor only for coop members' acreage planted in
grains—--as pointed out in the section on basic grains. Yet the
presentation tables referred to "area" in manzanas for each
coop, giving the impression that the data included total
landholdings of the coop or, at least, total cultivated area.

It was not made clear, moreover, whether the acreage figures
referred to only that acreage financed with credit. Since many

of the coops had important non-grain production--cash crops and
livestock--there was no way of knowing their total cultivated
acreape, let alonce their landholding size. The La Subirana

coop, f'or example, had 3 manzanas or 5 acres per member in
"area"--within the definition of a small farmer in Honduras

(Table 2). But adding the non-grain acreage of that coop in
plantains and pasture, utilized acreage per member was 17
manzanas or 29 acres--—outside the small farmer category (pp. 16-20

ebove). There was no way of knowing how important these non-

grain activities were in a coop's total marketed production. Yet this was

an important piece of information for program monitoring, since the

leACDI,"Informe Final,"30 June 1973, p. 15.

N



Federation was set up to live ofl the marketing ot grain,

In addition to the incomplete data on acreage, there
were no data on Lhe credit delinquency of members to the coops.
Yet this information would be an important bellweather of how
well the coops would be able to repay the Federation, and how
the coops themselves were doing. As an example of the latter,
it was noted above that some coops were covering for the
delinquency of their members, and avoiding ineligibility for
further credit from the Federation, by paying their delinquent
nembers' credit out of their own capital. If this was the case,
then the delinquency of the individual members was having a
substantial impact on the fate of the coops and the Federation.
Another example ot incomplete data was the fact that annual credit
breukdowns by coop were given only for credit that the coops obtained
independently of FECOAGROH., Yet it was the credit channeled through
FECOAGROH that was of relevance to AID and the contractor.

Ouly a year after the Federation was formed, an ATAC
evaluation reported similar frustrations in obtaining basic
woring data on the program, and suggested the '"need for
improvement on the kinds and amounts of information available."l3

At the end of 1970, for example, data on FECOAGROH coops was

1 T .
3ATAC,'F1eld Trip Background on Honduras,'June 1971. This and
other citations in this and the next paragraph are from pp. T3-78.
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available for acreages cultivated but not for crops planted and
harvested or for total amount marketed by individual coop members
--as opposed to that marketed by the coops. There was no way

of ascertaining, in short, the extent to which members were
actually marketing through their coops and FECOAGROH. Coop
records, ATAC went on to say, did not show how much land a
member owns or farms, what crops he plants, or any other data
that "would indicate his progress as a farmer or a cooperative
member. "

Even though the FECOAGROH program involved AID-
finunced construction of grain storage facilities, ATAC said,
there was no information available on grains stored on the farm.
Yet most farmers belonging to these coops, the evaluation said,
stored grains on the farm. Finally, the amount of delinquency
by coop members to coops could not be ascertained by ATAC.
(Despite this early report of ATAC, ACDI and FECOAGROH never
did report the latter measure of delinquency, restricting
themselves to reporting the delinquency of coops to the Federation.
There was, in short, "a lack of sulficient data for the federution

to frame a program or to measure its progress."

The need for critical distance. The fact that the contractor

was not required to submit more informative data, and that its

analyses of problems were accepted almost completely by AID,
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illustrates a lack of distance that iz not uncommon between ALD
and its coop contractors. This is a difficult problem to resolve.
The contractors, atter all, are hired to do tasks that the Agency
does not have the staff to do. By definition, there is no time
for AID to independently verify all the contractor's judgments.
The contractor is supposed to represent the choice of the
recipient government, mcreover, as approved by AID. Officially,
AiD does not want to impose itself on the execution of such a
project, even if it had the staff time to do so. As these project
histories show, however, the choice of the contractor, not to
mention the project itself, has more to do with the contractor's
relationship to AID than to the recipient country's institutions,
AID is under pressure from the U.S5. legisluture, moreover, to
spend technical assistance monies on projects that employ the

U.S. coop contractors.

Contributing to the closeness between an AID mission
and the contractor is the fact that the third party to the
project--the recipient institution--is of a different nationality.
AID and the contractor, that is, have an affinity that comes into
play only because the third party is another nationality. The
two talk the same language, they socialize with each other more.
The equal status of the two as for=2igners abroad, in an

environment which they sometimes find exasperating and inscrutable,

SAn
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makes it easier for them to be close than either one with the third party.
There is or'ten considerable movement of American
technicians back and forth between positions in AID
and positions with the contractors--as was the case with CUNA
in Honduras and CLUSA in Ecuador. This contributes to the
feeling of "family" between AID and contractor personnel. Thus
the coop contractors are sometimes treated with the trust and
familiarity of an office of AID itself, once a project has begun.
This closeness between AID and the contractor would not be so
inevitable if the Agency were doing projects in its own country.
In that situation, at least, the recipient institution has the
sume cultural affinity with the financing agency as does the
contractor.
Though the delegation of responsibility by AID to
the contractor makes for the efficient execution of the task,
the fact that the contractor ends up being treated like part of
the Agency does not. A coop contractor is like any private firm
in that it needs to make money and get more contracts. These
needs, of course, are not at all inconsistent with a high quality
of work. But they will not always be consistent with AID's
goals for its projects. There is no way that AID can delegate
to the contractor the responsibility of keeping wulch over

possible inconsistencies in these areas~-e.g., dislorted

A\
LY
AN
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evaluations of what is happening in the field. As long as one
sees the contractor as somewhat of an extension of one's own
organization--and as long as the circulation of personnel back
and forth between the two types of organization occurs--it will
be difficult for AID to do the necessary monitoring of its coop
projects,

AID project documents often freely express
apprehension about the recipient-country institution or
cnvironment. One rarely sees bLhis Kind of uneasiness expressed
in relation to the contractor. Certain Ceatures ot project
design, that is, ware commonly Jjustirfied in terms of how they
will proteet against certain malevolent features of the recipient-
country institutional enviromment--political meddling, bureaucratic
interventionism, diversion of funds to other uses. This mistrust
is based on the assumption that there will be actors in the
project environment who will have motives that are unrelated to
those of the project. The case of the contractor, however, is
directly anadopous.  What is needed with respect to the contractor,

then, is a similar depree of mistrust budlt into the project

In the two countries evaluated for this study, the
only case of a comprehensive and critical field evaluation of a

. L
contractor's work involved CREA in Ecuador.l In that case,

14
Pp. 140-141 of Ecuador volume.
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interestingly, there was considerable dislike at the Mission for
the contractor. And this was one of the few cases of technical
assistance ror coops where a U.S5. coop contractor was not used.
The Mission's dislike fror this contractor, regardless of its
substantive merit, created a healthy distance between AID and

the contractor. Since this kind of distance will normally be
harder to achieve than that between AID and the recipient
institution, it will somehow have to be built into project
design. One thing is for sure: it will not work by admonition,
nor will it automatically take place by setting up an independent
evaluation system. As seen in the case of the FECOAGROH and BNF
audits, independent evaluation did not get to some basic and
casily verifiable problems. Independent evaluation can end up

by simply bringing in more groups who see reality though the eyes
ot the contractor, because of their even greater unfamiliarity

with the situation than the AID Mission.



Table 1

FECOAGROH: Affiliated Coops by Tyre of Production, 1971 (Master Table)a
{(lexmpiras)

Acreage Crediz Input sales | Output sales
No. of in grains (outside (outside a (outside Working
Cocps by type of activity members | {manzansas) FECOAGROH )© FECOAGROH ) FECOAGROH)e capital
Basic grains only |
San Francisco 18 66 361 369 g 0 119
Sonaguera 115 322 3,680 6,094 ! 0 1,014
San Ildefonso 75 2i0 §,035 11,620 463 2,274
Cuyamel 113 250 11,068 25,731 10,000 2,460
San Antonio 100 100 13,763 1,994 ' 0 | 9,0uL
Jacaleapa 1Lk 923 22,825 43,758 Lk 453 N
Chichicaste 156 55 51,15k 23,059 I 13,5L6 8,924
E1l Esfuerzo 28 200 6,805 3,875 ' 0 l2,13
Subtotal 749 2,629 117,691 116,500 . 68,L62 30,6L2
Olancho (basic grains)f :
Catacamas 388 L 700 i 41,500 89,200 50,338 27,155
Juticalra 272 2,900 {27,300 66,300 0 | 1L,99¢
Lepaguare 61 1,100 0 0 ? 7,000 vo12,025
El Porvenir L7 600 5,562 8L0 3,050 } 980
Subtotal 768 9,300 7L ,362 156,3k0 60,388 55,192
Cattlie =nd basic grains
Ri> Lind 56 156 2,667 21,837 2,96L 3,652
Sarn Francisco de Yojoa 86 166 20,675 23,864 2,955 5,15%
Sants Cruz 130 228 25,769 15,658 11,894 2,92k
Les Vegas 207 600 6,400 2,873 0 1,b%5
Santa Lucia 368 1,300 40,966 40,385 41,698 6,2L5
Subtotal 847 2,450 96,477 104,617 59,511 19,46¢

50T



Table i {continued)

Acreag=e Credit Inpu®t sales | Output sales
No. of in grains _ | (cutside _ [(outside g (outside o Vorking
Coops by type of activity |members (manzanas )® | FECOAGROH)S |FECOAGROH) FECOAGROH) capital
Cash crops and basic grains
El Progresso (banana) gk n.a. 10,475 16,208 0 2,730
San Andres (onion) 122 150 bo10,521 12,840 0 1,498
El Porvenir (coffee, ‘
tobacco, cattle) Lyl 2,100 58,266 115,39¢ 5,554 19,718
Pinares (coffee) 10k 175 3,459 13,959 160 1,058
CASFUL (coffse) 77 290 6,663 9,TLE 4,959 5,866
Cristc Rey (tobacco) 84 L o0 13,753 23,0L41 6,258 2,177
Los Angeles
(horticulture) 237 792 35,820 45,605 0 10,455
Villa Sar Antonio
(horticulture) 111 354 9,961 13,805 0 2,312
Subtotal i 1,260 4,261 148,938 250,60k 16,931 45,814
Total coops 3,62k 18,6k0 L37,468 €28,061 205,292 151,116
FECOAGROH® - - 420,764 296,650 70,387 -
GRAND TOTAL 3,624 18,640 858,232 92L,711 275,679 151,116
%Data are ICr yezmr-end 1971. The data for 1970, 1972 zand 1973 are significantly less complete.

Data excludes the coops La Subirana, CASMUL and Santa Rosa, because they are large, account for
T0% of the capital of the affiliated coops, and are atypical in many ways, as explained in the
text {(pp. 20-22). Table 2 shows their role.

1 manzana = 1.7 acres or 0.7 hectares. Though data source indicates only "acreage," it is
apparent from field visits that these figures refer only to acreage planted in grains. It is
not clear, nowever, whether the data covers only gr:in acreage financed with credit or all
acreage planted in grains.

a0t



Table 1 (continued)

cRepresents creait that coops obtained directly ratner than through the Federation--mainly from
commercial suppliers, and also from FACACH and the BlF. Da%ta on AID/018 credit channeled tarough
FECOAGROH to the coops are available by coop only for the total 1970-1973 period, and not on an
annual basis. See Table 3.

dData on input sales by FECOAGRCOH by coop are not available. As in the case of credit, these data
are sales made by the coop to its members, with supplies purchased elsewhere than from FZCUAGRUH.
The last line of the table shows total input sales *o the coops by FECOAGROH.

e
Represents sales by coops of member production to third parties, as distinct from sales to FECUAGKCI;
does nct include individual sales of members.

Im, s . . . . .
These coops are classified separately because of their average acreage size, which is three times greater

than that of the others (Table 2). They were also said to include many large farmers and non-farmers by those

who conducted the FACACH field survey in 1973. I doubt that they were only grain producers,
because of thelr large acreages and their locations in a livestock-producing area of the country.

& o . .. . .
These figures are in addition to the totals above them.

a from FECOAGROH, "Informe Trimes
COAGROE Tevelopment Program, T715%

Source: Based
=f AID/E,
urce and from ATAC, "Field Trip Backs

ral de FECCAGROH," Year-end 1271, ~rpenilz 7
1-1972, 2 February 1972. Crop informztiorn f{from

cund Report on Honduras," June 1971, 1. 7%.

LOT



Table 2

(lempirasi

FECOAGROH: Selected Indicators of Coop Artivity by Type of Coop, 1971’\

Injut zales
Coops Acreage In grains Cnpital AID/018 Outside (outslde
SRV DG VRS S . S -4 e, P o = r, . o
Cacps Acrenge/ (FECOAGRUI) FECOAGROH FECOAGROH ) | ‘"I:l'p—_lt _ﬂ'l}:--_
T - of member of Z of % or
Fre-establisherd coops Xo. total {manz.) Lempiras  total Lempiras total | Lempiras  total | Lempiras  tetal | fempiras total
R ha . e o e - — s e e B - .

La Subirana (ccrn, plaintains,

coffea, livestoeh) 1 3. .2 G 78,285 15.5 L,g18 3,791 O 0 YOl 2.h
Sant® disa (poultry feed-mix

concentrazo} 1 3. .2 11.3 57,452 11.4 0 23,152 349,48 5.6 0 0
CACMUL {tnmnanas, sugar cane) 1 3 2.0 - 218,616 L3.2 9 0 0 ° 3 o Y

Subtctal 3 10. A,k Ak 35k Nz 70.1 L 818 26,943 349, ALR 15.5 YR 2.0
Cthers
Basic grains only ] 28.¢6 3.5 30 kL2 6.1 140,455 117,691 116,500 11.9 il 32.9

Clanchn L 1k.3 12.1 55,192 10.9 112,839 74,362 15F, 346 16.0 5,488 28.7
Cattle and basic gruins 5 17.9 2.9 19,168 3.9 158,125 96,477 104,617 1.7 99,511 28.3
Cash crops and basic grains 8 28.6 3.6T 4o 814 9.1 147,388 148,938 250,60k 25.6 145,931 B.0

Sattotal 25  89.3 | 3,620 91.6 5 5.3 151,116 30.0 | 558,807 137,468 628,061  £h.2 | 205,292  97.6
TOTAL 28  100.0 } 3,958 100.0 5.55 505,529  100.0 563,625"  100.0 | héEu k1) 977,909 160.9 | zin,3%0  100.0




Tabie 2 (continued)

One U.S. Dollar = Two Honduran Lemgpiras

®Dats are from Table 1, except for data on pre-established coops, wnich is also from source cited
for Table 1.

bThese ccops are discussed on pp. 20-22.

. Data source does nst refer to grain acreage specifically,
hat the acreage figures do not include non-grain acreage.

c - .
1 manzana = 1.7 acres or 0.7 hec
but incdependent veriTication shcw

o+
W

- the three-year 1970-1572 period, not just 1971. Annual breakdown of AID/018 credit

0 coops tanrough FECOAGROH was nct available. Source: Table S,

All acrezage was in bananas and sugar cane {600 manzanas or 1,020 acres).

There was no acreage data for one of the eight coops in this group (El Progresso, with 84 members);
L r hus divided by 1,176 members instead of 1,260 to get z per-member figure.

o b

age divided by 3,79€ memvers, rather than 3,958, because of exclusion of El Progresso

T be consi istent with the rest of the data, the table excludes the coops San Francisco Atlédntida,
Pueblc Juevo, Lamani, Atenas de Ledn, Esperanza de Arizona and Reina de Jutiapa. Most of these
CCODsS were nrvaniaed toward the end of the period and data on them is sketchy. Credit to these
groucs zmounted to L.24 ,929--or 4% of the total. Total FECOAGROH/018 credit including these
coops is L.588,556 (see Table 5).

i

In 1970, these three coops acccunted for 537 of total credit; in 1972, after CASMUL and La Subirana
had dropped out, Santa Rosa accounted for 267 of this category. The 1971 data on which this table
is based shows no outside credit for CASMUL, which is unlikely.

ot
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Table 3
FECOAGROH: Credit to Affiliated Cooperatives by Source, 1970-1972%

Qutside credit (com-
AID/018 credit mercial suppliers,
(through FECOAGROH) | FACACH, BNF)b
Coops by type of activity |Lempiras % of total | Lempiras % of total
Basic grains only
San Francisco 2,259 0.4 5,01k 0.5
Sonaguera 3,395 0.6 5,051 0.5
San Ildefonso 11,561 2.1 11,399 1.1
Cuyamel 10,627 1.9 27,462 2.7
San Antonio 14,059 2.5 14,946 1.5
Jacaleapa 22,955 4,1 25,621 2.5
Chichicaste 64,641 11.6 85,801 8.5
El Esfuerzo 10,958 2.0 11,215 1.1
Subtotal 140,455 25.1 186,509 18. 4
Olancho (basic grains)
Catacamnas 54,847 9.8 128,823 12.7
Juticalpa 43,756 7.8 83,447 8.2
Lepaguare 5,809 1.0 48,008 k.7
El Porvenir 8,ke7 1.5 G,h65 0.9
Subtotal 112,839 20.2 269,743 26.6
Cattle and basic grains
Rio Lindo L,27h 0.8 12,972 1.3
San Francisco de Yojoa 25,511 L.6 41,520 b, 1
Santa Cruz 23,888 4.3 34,357 3.4
Las Vegas 11,600 2.1 7,023 0.7
Santa Lucfa 92,852 16.6 144,788 1L.3
Subtotal 158,125 28.3 240,660 23.7
Cash crops & basic grains
El Progresso (banana) 11,044 2,0 15,939 1.6
San Andrés (onion) 11,418 2.1 10,521 1.0
k1l Porvenir (coffee,
tobacco, cattle) 100,994 18.1 163,645 16.1
Pinares (cnttee) 4,480 0.8 9,197 0.9
CASFUL (cotice) 0 0.0 25,423 2.5
Cristo Rey (tobacco) 7,551 1.4 18,971 1.9
Los Angeles )
(horticulture) 9,361 1.7 4,236 L.
Villa San Antonio
(horticulture) 2,5h0 0.4 :0,85%_ 2.6
Subtotal 147,388 26,k A7, 786 31.3
TOTAL 558,807 100.0 l,Q}“Jpqg .LO0.0
CACMUL, La Subiransa, o ‘
Santa Rosu h,818 h5e, 760
Others Qh,931d Lo, bs7e
GRAND 'TOTAL 586,550 1,516,917
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Table 3 (continued)

One U.S. Dollar = Two Honduran Lempiras

aIn order to be consistent with other tables, I have calculated
percentages excluding (1) the three large and atypical coops

La Subirana, Santa Rosa and CASMUL and (2) a group of miscellaneous
coops which do not appear in the 1971 data and for which other data
is sketchy. ©See notes d and e for their names.

bCommercial suppliers accounted for 51% of outside credit, the BNF
for 24%, and FACACH for 25%. These figures cover the 1967-1972
period. From ACDI, Informe Final, 30 June 1973, p. 9.

CRepresents a single loan to La Subirana. CASMUT. and Santa Rosa
received no AID/018 credit from FECOAGROH.

d‘I‘hese coops do not appear in 1971 data and other data for them is
sketchy. They are San Francisco Atldntida, Pueblo Nuevo,
Paraisefia, Espiritu Renovador, Bl Rosario, Lamani, Atenas de Leé#n,
La Esperanza de Arizona and lL.a Reina de Jutiapa. Their credit
was 4% of the total.

€The coops Moroceli, Antigua, Naco, La Esperanza de Arizona,
AM.enas de Lefn, Kl Mochito, El Rosario, Lumani, JesGs de Otoro,
L Paraiso and La Reina de Jutiapa. 'These groups account for 3%
of' the total credit.

Source: AID/0L8 credit data from FACACH,"Summary Claim
Reimbursement No. 25, 6-31 July 197L4. Outside
credit total based on data from FECOAGROH, "Informe

Trimestral de FECOAGRNH" Year-cond 1970, 1971, 1972.
LOTO dat reprinted in ATAT, "Field Trip Background
Report on Homiuras," June 1971, p. 76. 1972 data

reprinted in ACDI, "Informe Final," 30 June 1973, p. 15.



Table 4
FECOAGROH: Comparison of Services Cupplied by FRECUAGRUH und by the Coops, 1970-1970%

Credit Input cales Output sales Hutios (for totul figures
% % p2 * z b4

b FECOAGROH | coops FECOAGROH coops FECOAGRO!!  coops Input: Input: Credit:
L FECuadiof Ceops Totul in total | in totel | FECOAGHCH Coops Totat in total  in total | FECOAGHOH  Cuops Total in total fin total | credit output output
1970 i 271,330° 264,551 435,887 39.3 60.7 209,33€ 286,27hd Lok GOl L2.1 57.9 0 Lo3, 882 Lo3,882 0 100.0 1.1 1.2 1.1

1 -

1971 4 Lo, Tel L37,ueB 858,232 490 51.0 296,650 624,061 gl 3.1 (YR 10,387 205,292 215,67y 25.5 74,9 1.1 3.4 3.1
1972 237,483 362,136 € 01,619 9.8 60.2 319,146 83,722 962 ,BEE 9.4 0.6 n.a. n.a. - - - 1.6 - -
Totral, 241,833 | 1,06%,155 11,895,738 3.9 56.1 884,130 1,498,097 Z,382,167 3.1 62.9 - - - - - 1.3 - -




Table 4 (continued)

One U.S. Dollar = Two Honduran Lempiras

aI have excluded the three atypical and large coops (La Subirana, CASMUL, Santa Rosa) which account for
large proportions of the coops' own credit, supply sales and marketing sales, as shown in Table 2.
bFECOAGROH credit to ccops was presumably from AID/018 funds exclusively. But those funds did not start
disbursing until March of 1971, which puts in question the 1970 figure. Also, these credit figures for
1970, 1971 and 1972 sum up <o L.831,583, which is 41% greater than L.538,556 of AID/018 funds to FECOAGROH
coops (Tables 2 and 3). Since I have complete confidence in this latter figure, I assume that the FECOAGROH
credit iizures in the source for this table include credit from other sources--most likely, AID grant funds
--and/cr in~lude the use of credit by the Federation for its own purposes, rather than for re-channeling
tc the coops.

“This figure is notv available from the 1970 FECOAGROH gqguarterly report. It is taken from ACDI Annual

Report 1973. The Annual Report figures for 1971 and 1972 are not completely consistent with the
FECOAGROE data.

This figure was available only for supply purchases (L.350,396). I multiplied this figure by the ratio
of sales to purchases for these coops in 1971 (0.817) in order to get the figure for 1970.

Source: VEvDAuROﬂ, Lniorme Trimestral de FECOAGROH,'Year-end 1970, 1971 and 1972. 1972 report reprinted

in ACDI, "Informe Flnal '30 June 1973, p. 15; 1970 report is reprinted in ATAC, "Field Trip Background
Report on Honduras, June 1971, p. T6.

("
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Tuble 5

FECUAGRUH: Comparisons of Contractur und FECOAGKOH Performauce Indicetors, 1970-1971%

(lempiras)
Year—end 1970 feur-end 1971 Percent improvement (1970-1671)
FECCAGROH qrtly report’ FECOAGKOH qrtly report FECOAGHOH yrtly report
Contract summary . All coupe, Contractor suwmary All coops, Countructor swams All coops,
Indicator reporzlall coops)® | ALl coops  exel. threed | report (all coops) | All coops excl. three |report (ull coops)}] All coups excl. three
No. of coups ‘ ] 25 n.n. 28 25 n.u. o Y
Membership #
Total ‘ 3,296 2,508 n.a. 3,958 3,624 n.o. 23.6% 26.5%
Per coop ; 11d 115 1bz 1kl ks 33% 23,74 26.1%
Capital ‘
Total : A 289, 05 86, 95¢ n.a. 505,579 151,116 n.a. Th. 6% Th.5%
Fer coop Byt 10,331 3,460 12,152 18,055 6,0LS 1462 Th.b% Th.5%
Per memier 55.9 @3t 0.2 $5.8 127. ¢ b7 h% 43.1% 38.12
Input sales
{Lutsite FECUAGHUH)
Total n.a. 683,527 286,07k n.e. 917,939 604,061 n.a. L3z 119.4%
Feo vy 23,92 PN 11,451 37,393 3%,526 oy,1e2 565 4317 119.4h%
fer memtuy 222 213.b YY. 9 395 oLy 173 1pat 15.9% T3.0%
Credit
{uut side PECOAGHON?
Totel n.a. 565,210 264,551 n.u. L6i L1 L 37, u68 oo, -17.8% 65.L4%
Fer coup 9,801 20,:66 10,532 15,921 16,566 17,469 62% -17.82 65.4%
Fer member 91.0 176.6 92.7% 112.1 117.3 120.7 23% -33.7% 30.8%
Output sales
(outside FECUAGROH) h
Total n.u. 1,213,237 503,83z n.a. 210,380 205,292 6.4, -82.7% -hg.22
Fer coop 10,874 13,330 16,155 30,808 7,514 g,212 L3% -82.712 -by.2z
Per member 100.9 379.6 141.0 416.9¢ 53.2 56.6 313%8 -8G.0% -60.0%

Tt



Table 5 (conzinued)

aCredit, input sales and output (marketing) sales do not include those transactions carried out tTzarcuza
FECOAGROH, to be consistent with the contractor's summary data. Though the latter does not speciiy wnat
the data refers to, the averages are too small to include toth independent and FECOAGROH transacticns. The
coops Naco, Moroceli and Antigua are in the 1970 data and do not appear in the 1971 data. In turn, the
coops San Andrés, El Porvenir (Olancho) and El Esfuerzo appear first in the 1971 data. Thus the numoer of

coops in 1970 and 1971 is the same.

°Contractor data is converted from dollars to lempiras. "H.a." indicates absence of data from contractor

report. Though this aggregate data was available from FECOAGROH reports, as can be seen in other columns
of the table, it did not yield the averages reported by the contractor in many cases. Contractor datz is
from ACDI/Honduras, 'Memo re Annual Report," 13 Jun=s 1572, 1n. 3.

®Based on data from FECOAGROH, "Informe Trimestral de FECOAGROH,'" Year-end 1970 and 1971.

cExcluding La Subirana, CASMUL and Santa Rosa. These three coops were atypical, were established before
FECOAGROH, and accounted for 70% of the capitai of affilizted coops in 1971 and 36% of the input sales.
See Table 2.

SThe contractor report shows the L.416.90 deleted with pencil and L.217 written in.

£

The contractor's aritnmetic is in error here. The absolute values of 222 and 395 given by the contrzctor
itself for 1970 and 1971 result in a 77.9% increase, rather than the 18% listed. This is perhaps =
typographical error.

&The contractor report shows 313% deleted and 213% written in. The arithmetic of the pencilled inser: is
in error. The 1970 and 1971 (written—in) values of 100.9 and 217.0 give a percentage increase of 1157%
and not the 213% written in.

hThis large decrease is to a great extent a result of zero entries in the FECOAGROH table for CASMUL and
Santa Rosa in 1971 (Table 2). Since these groups have been strong and going concerns throughout the
period, and had a2 combined value of output sales in 1970 of L.805,021, it is not likely that their
sales would have “zllex to zero in one year. The zero entries probably represent an omission of datz.

GTT




Table o

FECOAGROH: Comparison of Coop dhares in AID/018 Credit and in
Outside Credit, for Five Largest Shares, 1970-1972

(percentages)
_ AID/Olé credig.
Name of coop No. of coops (through FECOAGROH) | Outside credit
El Porvenir 18.1 16.1
Santa Lucia 16.6 14,3
Chichicaste 11.6 8.5
Catacamas 9.8 12.7
Juticalpa 7.6 8.2
sublotal 5 639 59.8
Others 20 36,1 bo.2
Total _ 25 100, 0 100.0

Source: Table

3.

o
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Introduction

With the Agricultural Credit and Storage Loan (018) of
1969 and the Agricultural Sector Loan (025) of 1974, the National
Development Bank became AID's chosen instrument of small farmer
credit in Honduras. The first loan was for US$9.5 million, and
included $7.9 million for the Bank. In 1973, a further $74k4,000 was
channeled through the Bank out of other 018 funds that had not been
used. The second loan was for $12 million, which included $6.3
million for the Bank. More than $1 million of technical assistance
accompanied these programs. Of the institutions in the agricultural
sector, the Bank has received the largest amount of AID loan and grant
funds.

The National Development Bunk (BNF) did not start out as
a specifically agricultural undertaking. It was created in 1950 for
the purpose of providing development finance to all sectors. Before
authorizing its first loan to the Bank in 1969, AID acknowledged
that the BNF was not an ideal choice for a small farmer program or
as a credit institution. The largest 2% of the borrowers were

1

receiving 50% of the Bank's credit.~ !"Far too much" of the agricultural

credit was considered to be invested in coffee, cotton and tobacco

%I.S. Agency for International Development, Honduras Mission (ALD/I),

"Agricultural Developmant (Credit and Extension)." Noncopibal Preoyesl
Paper (PROP), Revision No. 1, Project No. 522-11=100=03G,1, Alrteam
TOATID A-2L4T7, 11 December 1970, p. 6. Or, ns a 1967 cvaluntion
reported, 13% of the borrowers nccounted for T1% ol Lhe crcedit, AL/,
"Evaluation of Banco Nacional de Fomento,' Memo Lo Misgion Direetor
from N. M, Ward, 22 Aupust 1967, p. 206,




no

(52% in 1967) instead of in the smaller-farmer crops--principally

corn, rice and beans, the so-called "basic gruins."e The Bank's
financial situation was also considered wanting by AID. Delinquency
was high--25%, not counting refinancing--a problem of which the Mission
was "fully aware." The Bank had ''not been able to operate profitably,"
moreover, and had never had &n outside audit. It "objected to the

3

employment of an outside independent auditing firm."® Finally, the

Bank had not shown any interest in lending to small farmer groups.
AID's small farmer cooperative program had ''not been backed (more than
a limited amount) by the BNF."h
With full knowledge of these drawbacks, AID chose the BNF
for its small farmer credit program in 1969, 1973, and 1974 because
p)

it was, in a sense, the only inst.fution around. "A review of existing

institutions," the 018 loan paper said in 1968, 'revealed two with the

“Ibid., 20.

(I.G. Apency for International Development. Latin America Bureau,
Office of Development Resources (AID/LA/DR)., "Honduras: Asricultural
‘rodit and Storage," Capital Assistance Paper, AID-DLC/D=Thl, 20 Junc

1968, p. 383 "Evaluation of Banco Nacional de Fomento,'' 22 Aupist 10467,
(eI

Ihid., p. 21

i

“Because of the same knowledge, Lhe World Bank declded al Lhal L
not. to include the BNF as one of the participabing bunks in LLu

first livestock loan to Honduras. 'NDB's credit operations huve

been weak," the Bank's report said. "Of its total agricultural loan
portfolio...L6%...was either past-due, temporarily extended, or had
been re-written... Although some improvement in its operations iu
underway, its credit and financial operations are not considered Lo
be satisfactory.'" TInternational Bank for Reconstruction nmd Devi og=
ment (IBRD), Agricultural Projects Department., "Livestock Deve lopiment,

Project - Honduras," Report No. PA-Pla, 16 December 1969, p. |,




potentiality, given adequate resources and appropriate policies," of
dealing with the problems of smell farmer credit: the credit union
federation FACACH, as discussed in a separate section, and the Bank.
The Bank was chosen even though "it was directing its efforts largely
toward producers of non-food export crops...and suffered from financial
and organizational problems."6 Including the credit union federation
in the loan funds, then, was a kind of hedge against the risk involved
in selecting an institution like the BNF. "While the BNF was to sone
extent reaching the subsistence and near-subsistence level farmer,"

the loan paper said, "a more efficient and effective means other than

{

direct BNF credit was needed."’ Hence $1.5 million of credit funds
out of the $9.5 million lvan were allocated to FACACH.

Cognivunt ot the problems of its choice from the beginning,
ALD accompunied its capital funds with technical assistance meuant to
help shift the Bank from large farmers to small ones and improve its
management,.  Atter the loan started disbursingg, more assistuance was
proposed by AlD's auditors as a way of dealing with continued poor
perfornance on delinquency. After noting thut delinquency was twice
the rate that had been gpecified by AID as o condition of further

lending, o 1971 audit report rccommended thuat the Mission get togelher

with the Bunk about the "necessity of seeking protessional servieon

ATD/TA/DR, "Honduras: Agricultural Credit and Storagee ' 00 June 1968,
p. 20,

T

Thid., p. 27,



to review, organize, train and implement an effective collection
department."8

Up to 1074, most of the BNF's small farmer credit had gone
to individuals rather than groups. After that, the Bank was directed
by the government to commit a considerable share of its small farmer
eredit to newly-established agrarian reform groups. In 1975, noreover,
tLhe Bank opened up a "Cooperative Window'" throush which AID sector
Joan credits were Lo be channeled to cooperatives.  Fven though AID's
first loan to the Bank did not involve small farmer groups--and the
sector loan credits for small farmer groups had not started to disburse
al. the tinme of my visit--1 have analyzed parts of the RNF program for
various reasons.

First, I have been imprcused by the extent to which the fate
of ;mall farmer sroups is determined in man; cases by the wav they
are handled by the institution from which they receive credit. Grouns
have been made or broken, for example, by the way in which credit
repayvment. probloms were dealt with, or whether eredit was disbursed
in time for the planting seamon. The BNF provided un excellent
opportunity to examine the relations between small farmers and their
financing institutions,with a view toward understanding Lthe nature of
this important dependency-~how it can econclrain Lhe development of smal |
farmer organizations and how it might be used to the advantapge of

small farmers and their groups.

U.S5. Apency for International Development, Office of the Auditor
General, Area Auditor General - Latin America (North) (ATD/AAG/LA),
"USAID/Honduras, Apricultural Credit and Storage," Audil. Reporl Ho.
1-522-71-11k4, lLoan No. 522-L-018, 30 March 1971, p. th,
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Another reason for studyving the case of the BNF is that
ATD's decision to finance small farmer organications throupgh the BNEF
in the Apricultural Sector Loan was in port a decision not to do this
through FACACH (too small and no agricultural experience) or FECOAGROH

(it had failed). Using a development bank for this task can be



evaluated as an alternative to doing the same thing through federations
of cooperatives and credit unions, or through small-farmer o1 cooperative
banks--another approach commonly used by AID. In the BNF loans,
moreover, AID chose to lend to an existing institution instead of,
as in the case of FACACH and FECOAGROH, starting from scratch. The
history of the latter two federations provided an
opportunity to evaluate AID experience in startiing new organizations.
The BNF case, in turn, allows for a comparative evaluation of what
happens when the Agency resorts instead to an existing organization
that is admittedly not up to the task and not strongly committed to
small farmers. An almost ten-year history of AID relations with the
BNF gives us the chance to find out whether the organizational changes
desired and programmed by AID have taken place, or are on their way
Lo being made.

The BNF case also provides some insight into the question
of whether it is possible to re-orient a large farmer institution toward
smaller farmers and their groups. This has been the objective of many foreign
assistance projects, involving ministries as well as banks. Opinion
is divided on this question, with some believing that a separate
small farmer institution will never gain the necessary polilical
power. Others say there is too much of a difference betwecn scrving
large and small farmers, and too much conflict of interest, Lo put
them together in one institution.

Whether a small farmer program can be implanted in o Inrge



farmer institution leads to another question: what happens when AID
gets together with a recipient-country institution that is interested
in a loan for purposes somewhat different than those concerning AID?

It is probably more the rule than the exception that foreign assistance
projects involve some dichotony of interests between borrower and
lender, as illustrated in the BNF story told below. Once outside funds
get inside an institution, however, they are fungible with others.

It is not surprising if the institution sometimes ends up doing what

it wanted to do in the first place, while at the same time paying token
obeisance to the AID objectives.

It is also possible that an institution with interests
different from AID's can end up taking a genuine interest in the AID
objectives. It may perceive after a period of time that the behavior
desired by AID brings high rewards in the form of continued foreign
assistance. The long AID association and the accompanying technical
assistance, moreover, give the institution experience with something
previously unknown to it. This may result in socializing the
institution's personnel to the '"worthiness" of the AID objective.

The question is an important one because it determines whether AlD
should continue selecting uncommitted institutions as conduits
because they are the only ones around; or whelther the Agency should
invest its rural development resources only in institutions with

& proven record of commitment to the AID objective. The BNF story

also provides insights into this question.



The Divergence of Donor and Recipient Interests: Seed Capital vs.

Small Farmers

As shown above, relations between AID and the BNF commenced in the
midf19605 around a loan proposal that had nothing to do with apgriculture or
small farmers. The 1969 loan to the BNF originated in a 1966 proposal
by the Hondurans that AID purchase Honduran government bonds for the
purpose of capitalizing the BNF. AID objected to the bond-purchase
proposal, not because it did not want to capitalize the bank, but
because of the local-currency financing involved. 1t proposed instead
Lo capitalize the bank through a loan,and no mention was made in the
loan proposal of small farmers or basic grains.l At the start, there
was no interest on either side in credit for a specific purpose or
in the building of grain storage facilities. To the contrary, the
Mission wrote the Hondurans, "we will seek to accommodate the
disbursement of the AID funds to the needs and patterns of the BNF
as easily and quickly as possible."2 AID's interest in the project

was to make of the BNF a stronger institution, "so that it can more

cffectively support the development of HOnduras."3 The project was
L,.

ATD/H, "Honduras - Banco Nacional de Fomento," Intensive Bevicw
Request (TRR), LA-CAEC/P-67/60, 15 March 1067, p. .

Excepting the customary limitations on financing certain crops in
world surplus. AID/U, Letter of Mission Dircetor to Minister of
Iiconomy and Finance and President of Banco Nacional do Fomentao,

21 April 1967, pp. 1-2.

3lbid., p. 1.



seen as a '"seed capital loan, although in this case it would be ror
the benefit of an institution which has been operating for several
yeurs."h

Not only did AID and the BNF both start out uninterested
in small farmers or agriculture, but AID itself explicitly excluded
the possibility of a small farmer program. 'We will probably not,
in all likelihood," wrote the Mission to the BNF president and the
Minister of Economy in early 1967, "attempt to channel our funds

into new programs which are difficult for you to commence such as

new valley development programs, or supervised credit for small

Lhrmcru."s

AlD's and the Honduran government's original interest in
promoting the BNI as a development institution, rather than in small
farmer agriculture, reflected a common approach to development during
the 1950s and 1960s. At that time, state development banks were a
popular aspect of development programs in Latin America. This
resulted in good part from the thinking of foreign assistance
organizations and the development literature of the period. The
literature had posited capital as "the missing factor" in

underdeveloped economies, and saw foreign assistance as capable

thid.

r
)Ibid., p. 2. Fmphnsis mine.



of supplying thaﬁ factor with large injections of capital.
Development banks were to be the instruments of the injections.
Up to the mid-1960s, then, development banks were looked at as goals
in themselves. They were seen less as instruments for achieving
growth in any particular sector or target group, in contrast to the
two AlD loans to the BNF that finally emerged. In fact, if there
was any sectoral emphasis during the development-bank period, it
was on industry rather than agriculture.

As early as 1967, a divergence between AID's and the Bank's
interests started to appear. Washington felt "uncertainty with
regard to the loan proposal, due largely to the past performance of
the [Bank].”6 That, along with local-currency worries and an interest
by the Mission in re-orienting its agriculture programs, led to more
structured proposals. The new areas of emphasis involved fertilizers,
sceds and insecticides, cattle importation, agricultural and
agricultural-transport machinery and vehicles, construction of grain
silos, industrial credit for U.S. procurement of equipment and raw

T

materials, and crop credit. At this early ctage of the transition
in AlD's interest, the list of agricultural items for financing

seemed more indicative of import maximization concerns than of

6

AID/H, "Minutes of Latin America, Capital Assistance Execulive
Committee Mceting," 30 March 1967, p. 1.

(AID/H, "Honduras - Banco Nacional de Fomento," (IRR), 15 March 1967,
p. 3.
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interest in the agricultural sector. Later in 1907, an evaluation
ol' the Bank commissioned by AID recommended iurther thal the Bank
lend less for the "export crops" coffee, cotton and tobacco, and
more in the "neglected" categories of basic grains (rice, corn and
beans) and livestock.

The end result of the Hondurans' seed capital proposal
was an "Agricultural Credit and Storage" loan tor US$9.5 million,
authorized in 1909, whose "primary pwrpose" was to "eliminate or
reduce the impediments to achievement of desired agricultural growth

9

goals."” The BNF portion of the loan would amount to $7.9 million,

of which $2.9 million was for consfruction of grain storage facilities
and $5 million was for agricultural credit--the part that concerns

us here. (The rest was for farmer cooperatives, to be channeled
through the credit union federation.) The credit program was meant

to help the government achieve its 1969 and 1970 agricultural
production goals "for the basic food and feed grains of corn, beans,
rice and sorghum and for livestock."lo Credit was to be limited to
smull and medium farmers. The Agricultural Credit and Storage loan,

then, had come a long way from the original concern over securing

seed capital for the National Development Bank.

8AID/H, "Lvaluation of Banco Nacional do Fomento," 7 August 1067,
pp. 20-22.

Q
AID/LA/DR, "Honduras: Agricultural Credit and Stornge," 20 June 1968,
p. li.

) Y
]1lgig..}un i-ii,
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A "secondary" objective of the loan was o improve "the
operations and effectiveness oI the BNF."ll But the loan's objectives
said nothing about capitalization of the Bank. It was clear, however,
that the concern for capitalization was behind some of the features
of the loan. The Honduran government was to donate the loan to the
BNF, which would not have to pay either interest or principal on it.
The Government would take on "the budgetary burden of interest and
principal payments of the BNF as a capital contribution," as a way
of increasing "significantly [its] originally planned rate of
capitalizing the BNF."12

There are various reasons for the change in AID's interests
Lo a grain marketing and production project emphasizing small farmers.
The project seemed to almost drift into agriculture. There were
the local currency concerns cited above, the interest of some
agriculturalists in the Mission, and an increasing interest in
developing Honduras' comparative advantage in grains production
within the Central Americaen Common Market. The drift into
agriculture was ultimately fixed by the 1969 U.S. Presidential directives
to AID to focus attention on agriculture and small farmers. 'This was

intensified in the early 1970s with the concern over income




distribution and rural poverty. JITronically, then, the projfect tonded
Ltoward agriculture in order to, wmmongs other things, beet up U8, importe,
Yot it ended up with a relatively high local currency component (L2%)
beecause of the 1069 directives exempting agriculture from rigorous
loenl-currency ceilings.

The marked change in AID's BNF project, and the reasons for
ity are significant only if they affected the program's execution,

What was the impact on the program, that is, of a situation in which

Lhe recipient's interests were quite differcat from those of AID?

The Hondurans, that is, had eriven in to ATD (1) by taking credit instead
of bonds, (2) by takiar credit limited to specific projects and specific
Kinds off crops and borrowers, and (3) by chanmmeling $1.5 million of

the Toan throush FACACH instead ot the BNF, At the same time, as
ment ioned above, the Bank would not have to pay interest or amortizution
to the lionduran povernment on the ATD funds. Improvement in the Bank's
fineneinl managcement , however, was an important coal of the AID loan

and ite technieal assistance.

AID hag arpued in other circumstances that interest-free
credit. or outright grants to individuals and oreanizations leads to
ineffticient allocation of resources and bad habits of financial
dependencey. Thourh the granting of ATD money to the Bank for free
fit, in with Lhe oricinal capitalivation objective of the praject,
this also Ltook away one of the few incenbives Lo the Bank in the

desipn of Lhe program to tighten up its



finaneial management,  In a sense, this arrangenont
perpetuated the past, whereby the Bank had become a "well-capitalized"
institution through about US$11l million of interest-ifree grants
from the government, but ended up "living on about one-half of [that]
capital" because of losses resulting in good part from past-due
accounts.13 AID's argument against interest-free capital, let alone
donations, would have been especially relevant to this particular
institution, which had been in existence for almost twenty years.

In 1973, the opportunity arose again for AID to make a
more rigorous arrangement with the Bank. A good portion of undisbursed
018 funds, originally designated for FACACH, were about to be
deobligated. AID had been urging more cooperative lending on the
Bank for some time, without success. The Bank wanted the $74%4,000
badly, so it agreed to set up a Ccoperative Window to get it. Again,
the Honduran government donated the funds to the Bank. This was in
contrast to the arrangement with FACACH, which had to pay both
interest and amortization to the government on its $756,000 portion
of the 018 loan. In 1974, AID provided the Bank with another $6.73
million for credit under the same arrangement--a donation from Lhc
Honduran government. This time, it was AID that wanted the funds

donated rather than lent by the government to the Bank, oul of its

13IHRD, "Livestock Development, P'roject - Honduras," 16 December 1069,
p. k.
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desire to capitali.e the Cooperative Window.lh When the 1974 loan
was authorized, the Bank's delinquency problems had shown little
improvement, according to AID's own analysis, frou the time the first
loan had been negotiated seven years before. The delinquency problem
is discussed further below.

In the rollover arrangements of the BNF loan, the original
capitalization gouls also seemed to take precedence. The loan
agreement specified that the rollovers of 018 funds would have to
be used for the same purposes until December 1972--i.e., for small

> But 65% of the 018 credit went

producers of grains and livestock.l
for medium-term livestock loans with 3-5 years maturation, and payments
due in annual installments. A good part of the portfolio, then,

would not even start rolling over before 1973. It could thus be

lent by the Bank, the second time around, wherever it liked. Most

of the 018 loan funds, moreover, were disbursed in 1971 and 1972.

Thus a good deal of the short-term credit would also escape the

rollover conditions.

l
1 "The rationecle for proposing that the Government relend AID runds

[to the BNF] on harder terms than the AID loan to the Government (und
the original agreement) is not sufficiently Justified. In addition,
we believe that the Mission should explore the possibility of Lhe GOl
providing the $74k,000 on a grant basis (i.e., as capital) r'or Lhe

BNF cooperative loan department.' AID/LA/DE, "Honduras = Arricaltbagree
Credit and Storage - Loan 522-L-018," Action memo Lo the Deputy U,
Coordinator, 02 February 107h, p. 2.
15 .

U.5. Department, of Gtate, Inspector General of Foreipn Asoishanceo
(IGA), "AID Loans to Honduras," Memo to the Inspector General, 16

February 1073, p. h.
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Though the delay in disbursement was not anticipated when
the rollover termination date was set, no attempt was made by AlD
to extend it. kven if the funds had started disbursing in 1969,
that would have allowed for only one complete rollover back into
the small farmer program, and even then, on about a third of the
credit. By May 1972, that is, 40% of the portfolio had fallen due
and, because of delinquency, only 32% had returned to the be.nk.16
Since the Bank's pre-AID agricultural lending was outside basic
grains and livestock, and since half of its total lending was outside
agriculture, there was a strong presumption that the 018 credit would
roll over oulside the realm of the small farmer. This would mean a
short life for a program that was supposed to build up long-term
institutional cuapuacity to serve small farmer borrowers.

In early 1973, un audit report expressed concern over this
issue tor somewhat different reasons, and suggested that the loan
agreement be amended so as to require AID funds to roll over in the
program for another five years. The auditors were concerned that

the Bank would re-lend the funds at higher interest rates.17

AID
agreed with the auditor's recommendation, and indicated that

discussions between the BNF and the Mission on thig issue had

16

ATD/H, "Estudio de evaluacion del programa de ercdito supervisado
del Banco Nacional de Fomento," by Reinaldo W. Santos Santiagro, USATD/
ACDT-BNF, Aupust 1972, p. 29,

17 ) " . " v - E
TGA, TATD Louns to Honduras," 16 February 1973, p. 1h,
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1 . .
already commenced. There were no rollover stipulations, however,

in the loan :J.mcndment.l'Q In the 197k sector loan that followed, ALD
did require that the government maintain the level of the Coop
Window's funds, if they should fall below the level specified in
the program.20 This requirement would be in force throughout the
period of loan disbursement, which was scheduled to end in 1978.
A revolving fund was not required, however, even though the concept
was used for another part of the loan (seed systems credit). The
final disposition of the funds was to be determined by AID and the
BNF when the program terminated.el Thus the use of these funds,
meant by AID tor small farmer groups, would probably be up to the
Bank after the few years of loan disbursement. This gave the credit
almost the same amount of time to stay with small farmers as did
the first loan to the Bank.

The Cooperative Window did not have its own financing
within the Bank. In addition to the AID funds, which were segregated
in a separate account, Window credit came from the Bank's general

funds. Since the Window had no decisionmaking autonomy within the

18

U.8. Apency for International Development, Latin America Burenua,
Office of the U.S. Deputy Coordinator (AID/LA/DRR), "1GA Report. on

ATD Profram to Honduras," Information mema for the Administrator,

14 June 1973, p. 16.

1

9AII)/H, "Second Amendment to Loan Agreement No. 5°2-0-018," % April 19°(h.

20
AID/LA/DR, "Draft Loan Authorization for Loan No. S22-T-0.9." 8 June
1974, p. 6.

21
AID/ULA/DR, "Honduras - Agriculture Sector Program,” Capital Assisbanee

Paper, AID-DLC/P-2051, 14 June 197h, p. 28,



17

Fank, it was not likely that it would have the power to hold onto
the funds. Even ir the AID runds were to stay within the
Window, after the disbursement period, the target group of the AID
profram migsht well not be served.  About 90% of the Bank's coop lending
went to the better-established coops that produced export crops--
coffee, bananas, cotton and suga.r.22 There was little, in sum,
to keep the AID funds on the target group after project termination.
AID was fully aware ot these weaknesses of the Coop Window
arrangement. It had pushed the Bank as hard as it could for a more
independent and stronger Window. The Bank, in turn, had resisted,
purtly because it did not want to create in its own midst a power base
for the cooperatives. The coops might thereby be able to wrench their
financing away from the Bank altogether--as had happened in Costa
Rica, with AID help. AID's weak Coop Window, then, may turn out
to be a first step in a strategy aimed in that direction. It is
now too early to tell.
This story of rollover problems and capitalization concerns
is told as a historieal setting for the findings that follow. It

is important to keep in mind that the BNF projects

22 - . . . .
““he information in this paragraph ic from AID/LA, OFficee of

Multilateral Coordination and Repional Soeisnl Development, Propremm:s
Social and Civie Development Division (MROD/SCD), "I'he Credit,
Component.: A Semi~-Analytical Keport to USAID/londuras Lo Assist in
Preparation of the Capital Assistance Paper Tor the 19Th Agriculturnl
Sector Loan," by John Heard, April 197h.



originated in the interest of both AID and the Hondwrans in capritalizing
the BNF as a development bank--with no special reference to agricultwe
or small farmers. It was AID, and
not the Hondurans, who first pushed the project toward small farmers
and agriculture. The Hondurans must have perceived, as
is frequently the case with poor governments facing flush donors,
that if they went along with AID's small farmer interests, substantial
amounts of scarce capital could be obtained. As AID itself said, the
Honduran government of 1967 "had neither clear-cut agricultural
policies nor specific programs of action." Nevertheless, the.rovernment
"endorsed the [AID] analysis and supported the [AID] objectives
sought."23

The BNF was not a reluctant participant in the agricultural aspect
of the first AID loan. The grain storage program would strengthen
the Bank's capacity in an area where it had operated in the past.
Grains production, moreover, had come to the center of government
attention in the late 1960s because of the attempt to integrate

Honduras into the Central American Common Market and the problems

with El Salvador. The small farmer ns such wai of lepn concepen ol
that time. The Bank's large furmer lending puabbterns showed Lhin,
23

AID/LA/DR, "Honduras - Agriculture Sector Program," 14 June 197k, p. 20.
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as discussed below, as well as the opposition to having an AID credit
program for farmer cooperatives. AID itself was not that focused

on the small farmer during the period leading up to the first loan.
The 018 loan paper included medium as well as small farmers and the
credit and asset ceilings defining the target groups were quite
liberal--as will be seen below. By the time of the second loan to

the Bank in 1974, however, the small farmer emphasis of AID completely
dominated, and the paper designated its target group in more exclusive
terms.

The AID-BNF relation, then, passed through several transitions
of interest and emphasis. What was constant, however, was that ALD
always took the lead on the small farmer question, and urged the
Bank to do more than it would have done on its own. This urging was
explicit inthe goals and conditions set forth by AID in the 1969
loan paper and agreement. The following sections examine the BNF
performance to date with respect to the most important goals and
conditions specified by AID. The results also throw light on the

questions posed above in the introduction.
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Lending Less to Taage Farmers: thvom Faport. Cropg Lo Jagic oraing

The Agricultural Credit and Storage Loan did not simply
encourage the BNF to copen its doors wider to small farmers. AlD set
explicit conditions on the Bank with respect to decreasing its lending
to large borrowers. Coffee, cotton and tobacco borrowers were
singled out as those to which Bank attention would have to be reduced.
These export crops accounted for 52% of the Bank's agricultural credit
in 1967--14% for coffee, 29% for cotton, and 9% for tobacco (Table 1).
The adverse sentiments about the three crops originated in an evaluation
ul' the BNF that AID sponsored in 1967. Cotton and tobacco, the report
said, were produced by large farmers and accounted for the Bank's
largest delinquent accounts. Coffee credit should be reduced for
gimilar reasons, the report said, and also as part of a progruam
Lo encourage diversification out of crows considered to be in world
surplus.l One of the six major goals of the AID project, therefore,
was to "limit public support to cotton and tobacco producers" and
"concentrate on a meaningful crop diversification program which
de-emphasizes coffee production."2

AID directed the Bank in the Loan Agreement to "pursue n

ATD/H, "Evaluation of Banceo Nacional de Fomento," 20 At 19067,
pp. 23-2h,

)
"ATD/LA/DR, "Honduras: Apgricultural Credil. nnd Slarmere 00 dane 1oey
p Ny

. [ Sy Y
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policy of refusing subloans to all credit clients who can obtain
credit from commercial sources...particularly in the case of the
BNF's larger loans for cotton, tobacco and coffee production."3
In a covenant to the loan agreement, moreover, AID specified that
credit for these crops in the years 1969, 1970 and 1971 was "not
to exceed the 1967 level of such BNF credits for each crop."h
Finally, the loan paper projected that the share of these three
crops in the Bank's agricultural credit would fall from its 1967
level of 52% to 39% by 1972. AL the same time, grains credit was
projected to increase from 12% to 18%, and livestock credit from
30% to 39%.°
Honduras was somewhat different from other Central American
countries in that large landowners were less associated with commercial
crops than with livestock ranching. Coffee and tobacco, if not cotton,
were noted for being medium-farmer rather than large-farmer crops in
Honduras. The coffee elite of Ll Salvador, for example, did not
exist in Honduras. Cotton, in contrast, was associated with large
farmers, though this was a recent development and was limited to the

southern coastal region of the country. In effect, then, the 018

3 .

ATD/H, "Implementation Letter No. 1 of Loan Apreement No. S00-L-018."
11 June 1969, p. 10,

i

ATD/LA/DR, "Honduras: Apricultural Credit and Storagee ™ 00 dune 1064
Annex f.

5
Tbid., Table X,
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loan proscribed two-medium-farmer crops in the name of excluding
large farmers and even though loan criteria included medium rarmers.,
At the same time, it allowed financing for livestock, and urged the
Bank to increase its share of credit for that activity. Although
livestock ownership was not limited to large farmers, livestock
ranching was certainly more associated with them in Honduras than
were the proscribed crops, a point I return to in the livestock
section below.

AID's concern about the three crops may have had more to
do with the fact that they were traditionally not allownble for AID
finaneingg than that they were associaled with larpee farmers.  Cot'tfee
and ecol.lon were considered in world surplus by the U8, Department
of Azriculture at that time, and tobacco was in a similar catepory
beenuse of the acreage controls on U.S., production. AID was usunlly
constrained in its apricultural projects to exclude the crops so
defined by the Department of Apriculture. Fven though AID could
prohibit. the BNVF's use of its (AID's) loan funds for the prosceribed
erops, that institution was lending more than half its funds for these
prohibited cropi--a situation that could not be changred by restrictions

on the AID credits only,
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Though the reduction of credit to the export crops was
a covenant of the loan agreement, there seems to have been no later
feedback on Bank performance in this area--even when the Bank was
being strongly consideﬂéd for a second loan starting in 1973.6
Statements that the BNF had proven itself worthy of further AID
lending for small farmers were based mainly onfigwres showing

increused numbers of BNF loans to small farmers. '"Some 80% of

(‘/\ID/H, "Rural Cector Intensive Review Request (1RR)," DAEC/P=7L/0,
Soptoember 19733 AID/IA/DR, "Honduras: Agrviculture lector Program,”
Repart. for the Development Assistance Executive Committee, 21 February
1074y ATD/LA/DR, "Honduras - Agriculture Sector rorram," 14 June 197k,
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the total number of borrowers,"

a report to the DARC zaid, "recoive
loans of less than $l,:50."7 Or, it was said, the Bank was reaching
0% of the small farmers in the country, whereas before it was only
serving 2—3%.8 Presumably, this meant that the Bank had accomplished
a reduction in credit to the non-small-farmer groups, as covenanted
in the loan agreement.

By 197h, the Bank actually seemed to have gotten its
export crop credit down--it was 41% of agricultural credit, only a
bit shy of the 39% projected by AID for 1972 (Table 1). But
the absolute value ot the export crop credit was far beyond the 1967
level-—the wnount that was not to be exceeded, according to the loun
covenant. By 197k, that is, export crop credit was twice the
1967 level, and twice the level projected by AID for 1972.
As noted above, moreover, coffee had been singled out for special
adverse attention in the loan paper because of diversification
concerns., Yet coftee did the best of the three crops in terms of
eredit increases in the Bank. 1t was the only one of the three
crops to actually increase its percentuge share of Bank credit,
from 14% to 15%. (Cotton and tobacco decreased their share, from

29% to 2L% and from 9% to 3%, respectively.) ‘The absolute wnount

AD/LA/DR, "Honduras: Agriculture Sector Propram,” 21 Fobruary 197,
p. B,

8 . , .
AD/IE, "Estudio de evaluacion del proprama de crdédito supervisado,"
Mipust. 1972, p. 8.
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of credit for coffee increased two and a haltf Cimes by 1974, while
cotton increased two times; tobacco credit decreased by 50%. Thus
although the percentage of these crops in total BNF credit had
decreased during the 1967-197h period, the absolute value of BNF
credit for them had increased substantially--contrary to the covenant
of the loan agreement.

It is ironic that coffee did so well in the Bank during the
1967-1974 period. The 018 loan paper reported in 1969 that the Bank
had a Coffee Section, accounting for a large proportion of its
cmployees.  The Pection was financed out ot an export tax on coftee,
and provided technical assistance and credit supervision to coffee
growcrs.9 The 1907 evaluation of the Bunk recommended that the
Section be transferred to the private sector--in accordance with
the policy of reducing the Bank's assistance to those who could
afford to get it elsewhere.lo AID decided not to push for this
transfer, however, on the grounds that it 'would be counterproductive
to coffee diversitication ochcLivcs."ll The Coffee Section was to
stay in the public sector, in short, so the povernment couwld have

more control over getting farmers out of eoffce.

9
ATD/LA/DRE, "Honduras: Apricultursl Credit and Storngee " 00 dune o608
P .

10 \ .
AD/H, "Evaluation of Baneo Nacional dee Womento 00 Mgt 1afeg

Proo

11
ATD/LA/DR, "Honduras: Apriculturnl Credit and Storape,™ 00 Jdune 1968,
p. 1.



Despite all these arrangements, the Bank's credit for coffee
not only more than doubled during this period, but production itselr
increased in the same proportion (Table 2). Thus in 197h, the Bank was
financing almost the exact same percentage of the value of coffee

. . - 12, .
exports as it was in 1967 (lable ).  Keeping the Coffee Section in
Lhe Rank, in shorty had nott helped the Bank to et out of coffee.

If credit to the pfoscribed crops increased, then how can
one explain the actual percentage decrease in the share of the
proscribed crops in Bank credit? The decreased share twrned out to
be more a result of an unprojected increase in total BNEF credit from
outside sources--rather than an actual shirt of attention away from
coffee, cotton and tobacco. After the issuance of the agrarian
reform decree in late 1972, the Honduran government channeled
considerable amounts of credit to the new agrarian reform groups
Lhrough the Bank, mostly for use in basic grains. As a result of
these Decree 8 credit injections, totni Bank credit available for
agriculture in 1974 was almost twice the level projected by ALD in
1967 ror 197.; it was 605 greater in 197h than it would have been
il it had followed the % annual growth rate projected by AlLD

(Table 1). The percentage decreasce of the export crops in the

)

“I do not have good enouph data Lo make this comparison for cotton
and tobacco. Uome work with the data sugenests that the level of
involvement of the BNF with cotton production was even preater in
1974 than it was in 1967,

o gt
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Bank's lending, then, was in ~ocd rart a »eault of an oabrups ang
wnnticipated increase in the denominator--—total Bank oredit--than
any thing olse.

These findings raise the question of "substitution,"
whichh has olten plagued AID programs. Did the AID loan allow the
Bank Lo simply substitute AID funds for basic grains lending it
might have done out of its own funds anyway? Did AID thereby fail
in getting the Bank to engage in less large farmer lending and more
small farmer lending? Did the loan facilitate an increase rather
than a decrease in lending for the three export crops, as well as
an increase in the share of their production financed by the Bank?
A breakdown ot BNF aericwitural lending by type of crop and source
of financing throws some light on this question,

In 107k, the B own runds aecounted for W67 orp
it lending (Pable D)0 ATD and DB funds, which wore restrietod
too Tivestock and/or basice prains, accountoed for another 307 Central
Bank funds, representing mainly the covernment commitment to srain-
producing arrarian reform proups, accounted for the remaining 205,
This "outside" SU7% of the Bank's funds, then., conld net be used for

lending in coffee, cotton and tobaceo,  In the chuare off opedit Lhnd



came from the Bank's own funds, the share committed to coffee, cotton
and tobacco rose from OG% in 1967 to 797 in 197k {Table 3). For

basic grains, the share was 5% in 19067 and 67 in 197h.  Thus the AID
loan, along with the funds from the IDR and the Central Bank, were

nol amsociated with a diminution in BNF lending ror the three proscribed
('I‘(\}\:‘. .

There is an ironic parallel to this outcome in AID's current
loan to the BNI''s Coop Window, a major conduit of small farmer credit
under the Asriculture Sector Loan. An AID evaluation of the Bank,
made shortly before the sector loan was suthorized, reported that
Window lending "indicates a basic orientation still toward larger

13

export oriented middle-class co-ops." The majority of the Window's
current and projected lending, that is, goes for cotton, bananas,

sugar and coffee--89% in 1974 and 30% projected for 1978. Reminiscent
o the first BNF loan, AID prohibited the use of its Coop Window funds
for coffee, cotton and tobacco (and sugar t,oo).lh The 19Tk evaluation,

| ) . v '
*AIP/LA/MRSU/SCP. "Mhe Credit Component," April 107h, pp. 18-20,

llAlD/I./\/DR, "Honduras - Apriculture Sector Program,” 14 June 197k,
p. 28.
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like the one preceding the first loan, suggested that "some sort of
formula should be applied which will insure that our financing
simply does not replace what would have gone to small farm groups
anyway, freeing up other resources for larger more affluent
borrowers." My data on BNF credit before and after the first AID
loan suggest that any such formula, like the covenant of the first
BNF loan, is unlikely to prevent thé kind of '"replacement'" or
substitution that concerns AID.

All (his does not say anything about the small farmer
lending that the Bank did do. The continued involvement of the
Bank in the three export crops, that is, may not have been
incompatible with the building up of an effective small farmer
credit program in the same institution--albeit financed by outside

sources. Other data throw light on this question.
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Did the Bank Lend More to Small Farmers?

In the documentation prepared for the first BNF loan, AID
pointed out that the size distribution of the Bank's lending
indicated a bias toward larger lonns.l An AID document of 1970
showed that less than 2% of the borrowers were taking more than half
the Bank's credit in 3_96'(.;3 AID did not specify a more desirable
distribution of loan sizes, as it had for the distribution of credit
between export crops, grains and livestock. The number of small farmer
borrowers was simply expected Lo increace as o result of the AID program,
and these nbeointe inerenses were pointed to in later evaluations,

I late 1972, the Miscion's presentation to the Spring

Review of Small Farmer Credit characterized the BNF as "concentrating
its operations in the agricultural sector, especially with the small
tarmer.”  he number of small farmers recently served by the Bank,
the veport said, was about Sl. of total borrowers and 18% of loan
value. Starting with the 1909 AlD loan, the Bank had given a '"new
impulse" to small farmer credit in Honduras and was the "leading
institution" in the field. The report said that the Bank was now
financing 8,700 small farmers--3,450 out of its own funds and 5,250

2

out of AID's.”

1 . .
ALD/H, "Evaluation of Banco Nacional de Fomento," 20 Aupust 1967, po 26,

)

ALD/H, "Apricuttural Development)' PROP, 11 Decomber 1970, |, 6.
3, . . .

ATD/H, BT crddito pava el pegueno apeteultor en Honduras," by
Reinaldo W. Dantos Cantiapo, USATD/ACDI=RNF, Awrust 1070, po b,
Transiation mine.
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A look at BNF lean-size Jdistributions before and sfter the
ALD loan gives a better idea of the extent to which this shirt to
small farm lending occurred. Tables la and S, and Figure I, show
that the distribution of AID's 018 credit was, indeed, considerably
more equitable than that of the Bank's total lending in 1967 and
19715.,l Whereas the top 10% of the borrowers had 76% of total Bank
credit in 1974, they had only 36% of 018 crop credit and 49% of 018
livestock credit. But the size distribution of total Bank lending
for 197h shows no shift toward a less concentrated position, compared to
1967. If anyvthing, the 197k distribution of total Rank credit is slightl
more concentrated than the 1907 one, as Figure shows. In 197h, the
top 10% of the borrowers accounted for 76% of the credit, wherecas
in 1967 they accounted tor T2%. ‘The non-AID portion of Bank credit,
accounting ror 89% of BNF lending in 197h, would be slightly more

concentrated, since AID funds were much less concentrated than the total.

]
'The size distribution data for the AID loans is taken from a sample

of about 5% of the 018 portfolio, described below. Size distribution
data for Bank credit in general was available for total bank lending
only, not just agriculture. Agriculture accounted for 50% of Bank
lending in 1967 and 83% in 1974. The exact size distribution data
of Table ha does not allow comparison between years and types of
credit because it is not standardized into deciles of borrowers.

In lieu of such standardized data, I have transformed the data ol
Table ha into the Lorenz curves of Figure I. From the curves, |

have read off the size distribution data of Table 5, which iu
standardized but must be taken as approximate.
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One of the explanations sometimes given by AID and the BNF
for the high concentration of BNF lending is the fact that the data
include large loans to coops and cother farmer groups as single loans--
thus cxamrerating the concentration of loans amonys large borrowers.
lntortunately, breakdowns of the data on credit to groups are not
available for 1907, though they exist for 1974 (Table LUb). T have
atbtemplted to incorporate this consideration into the data by recalculating
the 1970 size distribution of BNF loans in three ways: (1) by excluding
groups (i.e., asentamientos and coops); (2) by redistributing all group
loans according to an estimated individual value, calculated by dividing
the sroup's loan value by the number of beneficiaries; and (3) by
estimating these per-individual values for asentamientos only (for
reasons explained below). The resulls are shown in Figure T.

The rirasl recaleulation (exeluding prroups) shows that Lhe
Lop 10% of the borrowers account for Oh% of the credit, in comparison
with 767 when sroups are counted asx one (Taties lin and 5). This is still
well above the concentration of the AIN-018 credit:. As can be seen
from Fipure I, moreover, this 19Tk distribution without groups is not

c

siFnificantly less concentrated than the 1967 distribution with groups.)

SIL might also be argued that the Bank's loan size distribution of
1974 is more concentrated than that of 1967 only because of the
increase in larre loans to farmer cooperatives and other groups

in the 19705, which are counted in the total as sinrle borrower:s.
Such groups account for 3T% of total loan value (Table hb).  But
most of the Bank's coop lending is Lo succesuful exporl crop proups,
which have been orpanized for some time.  (AID/LA/DR, "Ihe Credil,
Component,"”" April 1974, pp. 18-20.) Tt is therefore likely



The second recalculation--with all group lecans estimated at their
per-teneficiary vnlue--shows a diatribution curve morve equal than the
original 197h curve, but still more unequal than the AID-018 credits.
This second recalculation does not allow comparison with the 1967 curve,
becnuse coop credit was also granted in that previous period, but
cannot. be broken out on a per-individual basis. [ have thercfore made
1 third recalculation of the loan-distribution curve, including only
the credit to asentamientos on a per-individual basis. Since the

1967 data include coop credit and no asentamiento credit, this third
cstimation is the closest I can get to a comparison with the 1967 data.
Ac "ipure T shows, this third curve is more or less the same as the
1067 distribution. The data surgest,in sum, that the distribution

of DNF loans by size was not much less concentrated in 1974 than it

was in 1907--before AID's program sturted.sa

t.hat many of these groups were also in the data in 1967. Though

the post-reform groups (asentamientos) were not on the scenc in
1067, they account for no more than 23% of the value of proup

loans, and only &% of the total loan value. The increase of
asentamientos and cooperatives in the value of loans to groups

was probably more than compensated for by the decrease of commercial
and industrial lending in the Bank's total from 50% in 1967 to 17%
in 1974. Commercial and industrial loans were concentrated nlmost
exclusively in the larpcer categories.

SaThe Honduras Mission points out that wheress the RNF lent to 391
groups in 1974, that figure more than doubled in 1975 to 1300 groups,
reflecting a4 significant change in the BNF's group lending. When
this paper was rcvised in September 1976, 1975 BNF loan datn were not,
available.
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The Distribution of AID Credit Between Large and Small

Given the tenacity of the concentration of BNF lending in
the large loan-size categories, it is impressive that the Bank was
able to achieve a much less concentrated distribution in its 018
lending. Up to now, AID has not engaged in analyses of the size
distribution of its agricultural credit programs and of their
delinquency problems, even thougii such analysis does not involve

additional demands on a bank tor data; individual loan cards contain

all the raw data that is necessary. Such analysis can provide useful

information, among other things, on the handling of a small farmer
program by an originally large borrower institution. It draws
attention to the areas which are particularly vulnerable to larger-
borrower intrusions and which therefore need more careful attention.
I have compiled a sample of such data in an attempt to
demonstrate the simplicity and low cost of such an effort and its
usefulness to AID. The results ol the sample are presented in this
section and the one following on delinquency. The sample comprises
the total 018 loan portfolio for small farmer credit of the La Playa
branch of the BNF.J The T Playa
branch accounts for about %% of the total credit of the BNJ nyaboem,
and about the same percent of delinquency and refinancing (T'able 6).

The 018 loan portfolio in La I'layva was comprised of k37 loans,

lll "o . . ¢
La Playa” is a fietitious name for one of the bank branches.



which were completely disbursed by December 1972
(T'able Tb).l Five percent of the total number
of' loans was still active in August 1975--mostly in livestock--
amounting to 24% of loan value. The La Playa portfolio accounted
for 4% of 018 loans and slightly less than 4% of loan value--
porportionate to the branch's share in overall BNF lending. The
delinquency of the branch's 018 portfolio was 21%, compared to 18%
for the total 018 program. The 018 credit of this branch was
divided between T3% for livestock and 27% for grains--compared to
64% and 36% in the total portfolio. The La Playa branch, in sum,
was reasonably representative of the BNF system. Given the small
size of the sanple, it is impressive that the data demonstruted
the trends and consistencies that it did.,

Most of the grains credit in this sample went for corn--89%
compared to 68% for all 018 grains credit. Grain loans were

short term working capital loans, to be pald off withim a year or less.

l"I have excluded two group loans, because the rest of the credit
was to individual small farmers. One group loan was for L.3,650
and the other was for L,20,000. The two loans amounted to L% of
the branch's 018 portfolio. I have also excluded two loans for
African palm cultivation to a large agroindustrial firm, bocnuse
they were made under the apgroindustrial rubric of Lhe O18° oo,
The loans amounted to L.GO0,000, which wait 107 pronbor Chan Ll
tolinl value of Lhe amall Carmer creodit portion off Chds bsel s
N18 portfolio.
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Livestock loans all went for investment in dair: and teef cmitla--purchase
of stock, pasture tormation, fencing and other structures (see( for
example, Table 20). Eighty-five percent of the value of livestock
leoans in the sample was for dairy cattle, and 155 ror beef cattle
(rattening and breodinﬂ)- short term credit for livestock was not
available. The livestock loans were made for three-to-seven-year
periods, with interest and amort.zation falling due in annual
installments after the first year. As noted above, grains accounted
for only 36% of the value of the total 018 portfolio and 27% of the
La Ceiba branch, even though grains were the major focus of the 018
program. Why livestock accounted tor such a large share of a
"grains" program will be discussed below.

One crucial piece of information was not available from
the loan cards--size of the borrower's landholding. (The information
wie available in the individual foan file of each borrower. ) [t wonld have
been possible to calculate the number of hectares cwltivated with
the financed crop--since the BNF lends a standard amount per hectare
for cach type of c¢rop. This would not have given information on
the size of the lundholding itselft, however, and hence on the size
of the borrower. A related question was whether the larper borrowers
were the medium-sized farmers portrayed in Lhe tonn papersor arbio-
based entreprencurs.  This information also could not be aseerbadned
from the loan card, though the sice of the puarantec gave some

indication of the borrower's assets. ‘o obtain at LTeast n small



subsample of such information, I asked two extension agents with many
years experience in the region to indicate to me the landholding
size and occupation of borrowers, which they did for 20 livestock
loans (Table 22). -
The conditions under which the 018 subloans were to be
made are listed below. Some of the conditions were specified in
the loan agreement, but they were completely spelled out only in
the BNF instructions to its Credit Department:2
- loans were to be made to small and medium farmers
for working capital for basic grains and for
investment capital for livestock;

- individual loans were not to exceed $5,000 for
grains and $15,000 for livestock;

- the borrower's assets could be no greater than
$5,000;3

-~ the maximum debt ceiling of any individual borrower
was $50,000;

- Lhe maximum maturity of loans was 18 months for
praing and seven years ftor livestock;

-~ hectareage ceilings were not imposed, but the Bank
and AID tended to define small farmers as having
no more than 10-15 hectares;

- purchase of cattle under the loans wag not to exceed
10 animals,3

“Gources: AID/H, "Implementation Letbter No. 1," 11 June 1969, 1. ;s
ALD/H, "El erédito para el pequeno aeeleulbor on Homduras " Al
19(2,: p. 213 MI!/I.A/I}H, "Hondurus = Aredoul bure Soetor |'|'=-r'r‘rl|n,"
L June 19Tk, Annex T, Exhibit A ALD/I, "Apreten b Loarad Dove o
(Credit and Bxtension),'" Projeet Appraian) Heport (PAIE) for g dol
April 1971 Lo End of Projoct, Projocl Noo S00=) 1= 190=0400, 1, 4 Aprel |
LOThy p. b,

I am not sure whether this celling wois oxplicibly Tmpoded, o whicl e
it wng the Bank's definition of small farmer borrowe s,
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Portraits of some borrowers. 1 have reviewed the eight largest

loans for which I was able to track down more information, in order

to see i they it within the program's limitations. These loans

amount, to 25% ot the value of the branch's 018 portrfoliov--31% or
the catile loans and 7% of the crop loans (Table 20).

- A loan for L.20,500 went to & medical doctor with 200
hectares for dairy cattle. It was secured with a guarantee of
L.47,000, more than fowr times the asset ceiling. 'The loan was
made in December 1970 for a seven-year period rather than the
average four-yewr period; only rour more of the 230 cattle loans
were given such long repayment periods. Though tfinal payment on
the loan would not fall due until 1977, not one ot the towr annual
instad lments due on this loan had been made, Lt was 100x delinquent.
(The loan Jdid uot enter the bank's delinquency records, however,
beenuse the final puyment was not yet due.) The loan accounted
tor hi ot the 018 portfolio.

- A loan for L.11,000 was made in February 1971 tor
cultivation of corn on a 320-hectare farm., 'The borrower was a

medienl doctor who was also owner of o large hardware establishment



in La Playa. The loan was guaranteed with L.51,000, more than five
times the asset ceiling. The repayment period was seven years, and
the loan was used for equipment purchase. This was the only crop
loan for equipment and of a payment period greater than one year,
Only the livestock credit had been designated for investment. The
loan was still active in August 1975 and was being repaid on time--
the only one of the eight largest. The loan accounted for 7% of
the 018 grain portfolio and 2% of the total portfolio.

- In March 1972, a loan for L.40,000 was made for dairy
cattle to a La Playa merchant who also had a 300-hectare farm--
the largest loan in the portfolio. The loan was secured with a
L.154,000 guarantee, more than ten times the asset ceiling. The
landowner was one of those affected by the expropriation provisions
of' the agrarian reform decree, The loan was still active in August
1975, but the borrower was 100% delinquent; he had made no payments
on the three installments that had already fallen due. Half of the
loan-~L,20,000--was designated for cattle purchase. Assuming a price
of L.200 per head, this gives 100 head of cattle--ten times greater
than the 10-animal ceiling.5 The loan accounted for 7% of the 018
loan portfolio.

The five other largest loans, accounting for 12% of loun

value, were:

p)

An IBRD study in mid-1973 uses a price of L.190 for the purchase
of cull cows of 0-5 years age. TIRD, Office of Inlin Americn nnd
the Caribbean, "Appraisal of the Second Livestock Development
Project - Hondurns," Report No. 196n-H0, 12 September 1973, Annex 10,

Table 3,




= L,15,000 for dairy cattle on a JS0=hectare property,
for purchase of U5 cows (L.9,000)=-more than four
times the 10-animal ceiling; loan was being repaid
on time;

- L.15,000 for dairy cattle; loan fully repaid;

- L.15,000 for dairy catile; loan fully repaid;

- L.10,000 for breeding cattle; loan fully repaid; and

- L.8,000 for breeding cattle, seccured with a L.41,000

guarantee; the loan was being repaid in advance.

The five other larpgest loans on which acreage information
was obtained were (L) L.5,000 tor dairy cattle on o J0%-=hectare
property; loan was secured with LL97,000 and was being repaid in
advance; () L.5,000 for dairy cuattle on u S0-hectare property,
desipnating purchase ot ten cows (L.,000); Loan was secured with
L.11,200 and was 9% delinquent; (3) L.L,000 for dairy cattle on a
150-hectare property; loan was 125 delinquent; (W) L.3,500 tor duiry
cal.tle on a Y0=hectare property, with a guarintee ot L,.9,1105 loan
was 25% delinquenty (9) L.3,000 for dairy catitle on n S0=hectare
property; loan specified purchase of 10 cows {(L..,000), nnd was 9%
deiinquent..  Four ot the five loans were debinguent..  Topether with
the cight above, they represent. 290 of total Lo vnlue, Ry

involving larpe operators and hectarcwgges, the above Lomng violabed

the spirit, of the ALD project et specitic lending regulation:s,
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The results of this random sampling of the "mediwn-rarmer"
loans in thiz branch's 018 portrolio might be shoeking if recent
studies hadn't rorewarned us that small farmer credit programs often
turn out to be dominated by larger farmers. It i remarkable,
nonetheless, that the "larger farmers'" who cornered a significant
share of these funds were not even farmers, and that they included
truly large as opposed to medium-sized operators. They were found
not only in the largest loan category, morcover, but in the second-
largest category--US$l,250-$2,500. The relatively small value of
these loans, one would think, would have made them wuninteresting to
larger borrowers. ‘That it did not suggests that loan-size ceilings
In themselves are not enough to keep large operators away from small
farmer credit.

This type of violation of the spirit and letter of the
loan agreement was brought to AID's attention in a limited way in
the project's first audit in early 1971, The auditors found loans
to persons "not primarily engaged in agriculture and who possessed
sufficient resources to obtain financing through conventional
comnercial sources." They noted instances of loans granted for
residentinl construction and other purposes outside the loun, such
as "snack food processing cequipment.."  They recommended that, ALD

inform the BNM of this non-compliance, not reimburse such sublouns,



and "request procedures to prevent recurrence."6 These findings
were tempered with the observation that the non-compliant loans
accounted for "only 10%" of the loans sampled.
The auditors' recommendations apparently had no impact; nine of
the 13 loans cited above were made after the audit was released (Table 20).
The problem, moreover, seemea more significant than the auditors
sald. The 13 loans 1 citeabove, after all, accounted for only 3%
o!l' the loans sampled--in comparison to the 10% found by the auditors
--but amounted to 29% of the value of the portfolio. The 10% found
by the auditors, then, must have accounted for a significantly

greater share or the portfolio,

Conclusion. 'The disappointing identity of the "medium rarmers" of

this 018 sample does now. negate the ezt that the lower end of the

size distribution shows a substantial percentage of the credit going

to a substantial percentage of the borrowers. Fifty-nine percent of

the crop credit went for loans less than US$500 to 877 of the

borrowers. The distribution was less equal ror cattle where Ll

of the credit went to 86% of the borrowers for loans under Us$l,250.
(Cauttle loans are normally lurger than crop loans.) These distributions
were more cqual than those of total Bank lending (Tables o nnd Y,

and Figure 1).

6
NL/AAG/LA, "UEALD Honduras, Arricultural Credit and Storagre "

Midit. Keport oo 1-500=T1=11hy 50 Mareh 1971, pp. 5, 1k,

7y
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Highly unegqual distributicns of credit usually show the
percentage share of loan value increasing as loan size goes up.
Hence it is noteworthy that for crop credit, the share of each
loan class in total value goes down as loan size goes up--except for the
second smallest loan-size class (Table Ta). JFor livestock credit, howeve
the case was the opposite: the share of loan value increases with loan
sine. This type of eredit, in sum, was much less equally Jdicstributed
than that for crops, as well as being more vulnerable to intrusions
by large operators. This problem is explored further in the section
on livestock below.

Up to this point, the evidence suggests that it may be
necessary to impose a relatively low loan ceiling of US$1,250 on
smnll furmer credit programs in large farmer institutions--in this
particular case, to close oft the upper two loan categories. This
means a ceiling on individual indebtedness that is much lower than
the US$50,000 of the 013 funds. Though such a low ceiling might
have the disadvantage of blocking out the medium-sized farmers, the
higher ceiling of the 018 program seemed to act more as an attraction
to large borrowers than to medium ones. The data also presents a
partial case for excluding cattle completely from small farmer
credit, on the grounds that this type of credit is irremediably
vulnerable to misdirection.

The sample data presented above show thal w good chunk

-
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of the 018 funds went to extremely unqualified large borrowers and

a good chunk went to small ones. This distribution nmay

represent a situation characteristic of large-borrower institutions.
The institution, that is, may have a hard time sgiving credit to

small Cormers without at the same time giving token, but substantial,
amounts to some large and influential people. This large-borrower
lending muy represent not so much deliberate vicolation of program
objectives behind AID's back. It may also mean that it is difficult
for such an institution to survive in its particuwlar institutional
environment without letting some of the credit go to the wrong people.
What occurred in the upper end of the loan-size distribution, in other
words, may have been necessary to enable the Bank to do what it was
doing at the lower end of the distribution. This point is discussed

fwther affter presentation of the delinguency data below.
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Anatomy of Delinquency and Default

A look at. BNF performance on 018 loan recoveries sheds
light on the questions raised above and provides an opportunity to
evaluate one ol' the important quantifiable goals of the loan program.
When AID was talking about its first loan with the BNF, the Bank had
a delinquency rate of about 25%. Overdue payments were 25% of the
value of amounts that had fallen due up to that time.l AID said that
this delinquency rate was excessively high and required "dramatic
improvement" by the Ba.nk.2

The 018 loan agreement stipulated as a condition precedent
to credit disbursement that BNF delinquency should come down to 10%

by December 1969.3 By the end of 1969, however, delinquency was still

lIn ey, the rate was 7% and in 1900, it was 237, AID/LA/DR,
"Hondura: Aprienttural Credit and Storage,” 20 June 1068, p. 38,
The bank branch at which I collecled a sample of 018 loans did not
count, multi-year active loans as delinquent until the final payments
had fallen due. For example, a livestock loan with a 1972-1977
repayment period would not be counted as delinquent in 1975 if the
payments due on the annual installments of 1973 and 19Tk had not
been made. If this is general Bank practice, then it is quite
different from AID controller practice of not only including active
delinquent loans in delinquency figures, but of counting the whole
value of the loan as delinquent, including payments that have not
yet fallen due. Table l4b shows how the delinquency rates can vary
according to different methods of calculating delinquency; the
section on defining delinquency below discusses this issue further.

21hid.

3Sec. 3.02 of 018 lLoan Agrcement..
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21%, and continued at that rate through 1970. The Bank was not
making "any coordinated effort to reduce delinquencies."h In 1971,
delinquency was 20%,and in 1972, 18%. In late 1972, the AID contractor
advised the auditors that '"there had been no improvement or change
in the collection system."S Though there was no improvement in this
area, and no seeming intentions, the Mission nevertheless started
working with the Bank in 1972 on a project proposal for a second
large loan--US$10.9 million for agricultural production credit.6

In 1972, the Bank created several study groups to investigate
problem areas. This resulted in "measures to reduce the portfolio

[ May 1974, the Bank prepared a study of

arrears situation."
delinquency on the 018 portfolio, and temporarily hired 20 people
to help with loan collections.8 Other measures included delegation

of authority on collection matters to branch offices, the contracting

of four lawyers to work exclusively on collection, the authorization

o .
ATD/AAG/LA, "USAID/Honduras, Agricultural Credit and Storage,"
Audit. Report No. 1-522-T1-114, 30 March 1971, p. 6.

>

6
AID/LA/DR, "Issues Paper - Rural Sector IRR - Honduras," Memo to

Deputy U.S. Coordinator, 23 March 1973, p. 2. This was modified
substantially, and ended up as the $6.3 million for the BNF of the
197h Agriculture Sector Loan.

YAID/LA/DR, "Honduras - Agriculture Sector Program," 14 June 197k,

p. 1h3.

8

AID/AAG,LA, "USAID/Honduras, Agricultursl Development.,'" Audit Report,
No. 1-522-75-3, 19 July 197h.

IGA, "ATD Loans to Honduras," 16 February 1973, p. 13.



k6

9

of field personnel to make some collections, ete. Delinquency

continued high in 1973 and 197k, and was still 21% in late l97h.lo
In June of that year, AID authorized the Agriculture Sector Loan,
which would channel $6.3 million in agricultural credit through the
Bank.
As a result of the persistence of delinquency, AID adopted
a new delinquency-reducing schedule for the Bank in 1973. It projected
a ceiling of 18.4% delinquency for 1974 and 10% for 1977--eight. years
later than the original 1969 target. The schedule was taken from
the conditions of a new IDB loan to the BNF.ll The Agriculture
Sector Loan paper of June 1974 referred to the Bank's delinquency
problems and to the above-cited measures taken by the Bank to
improve collection.l2 But no condition with respect to delinquency
was made in the Loan Authorization.13
When questioned by the auditors in 1973 about the unexpectedly

and persistently high rate of BNF delinquency, AID pointed to two

factors. "Two successive years of severe drought [1971-1972) has,

9
“AID/H, "IGA Report - Honduras," Airgram TOAID A-L9, L4 April 1973, p. 9.

10AID/LA/DR, "Honduras: Hurricane Rural Reconstruction," Capitnl
Assistance Paper, DAEC/P-75/21, 13 December 1974, p. h3.

10a . s .

At this writing, the BNF's delinquency problem has not abated.

The Bank reported a delinquency rate of 287 in August 1976. 'Morosos
adeudan al BNF 35 millones de lempiras," El Tiempo, 31 August 1976,

11
AID/H, "IGA Report - Honduras," 4 April 1973, pp. 8-9.

12
AID/LA/DR, "Honduras - Agriculture Scetor Program,” 14 June 107h, p. 143,

13
AID/LA/DR, "Draft Loan Authorization for Loan No. 527-T-025." Annex 111,
Exhibit D of "Honduras - Agrieculture Sector Program! 14 June 197h.

~



47

in many cases,'" the Mission said, "precluded the possibility of loan
repayment.' In addition, it was said, the loan program had
"concentrated on reaching new small-farmer clients during the last
two years." This had introduced a "high risk inherent in increasing

small farmer participation in institutional credit.“lh

The drought
and the small farmers, in sum, were understood to be major causes
for continuation of the delinquency problem at the Bank.

AID's own records on BNF delinquency and my sample of
018 loans give an interpretation of the Bank's persistent delinquency
problem that is quite different from the ones above. The story needs
to be untangled--not for the purposes of setting the record straight,
but because the AID explanations are inaccurate descriptions of
reality. 1n that these descriptions are now feeding into the design

of current AILD programs to assist small farmers and development

banks, it is important that they be corrected.

Delinquency and the drought. With respect to the drought as an

explanation of delinquency, the Bank's delinquency rate was still
quite high even before the onset of the drought in 1971. It was

18% in 1968, 21% in 1969 and 21% again in 1970~-one year after the

Y

! ATD/H, "IGA Report - Honduras," h April 1973, pp. 8=0. More debd ol
evaluations also pointed to faultiness in the Bank's colloelion oo,
Fioimey ALD/I, "Eatudio de evaluacidn del progeamu de erddibo supeeyisido, "

Aupunt 1972, p. 33.
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10% deadline had passed and one year before the drought. The
auditors found no effort on the part of the Bank to reduce
delinquencies by early 1971, right before the drought and one-
and-a-half years after the loan was authorized. After the drought,
moreover, delinquency continued at the same rate, running at 21%
in late 197L.

With this kind of constancy, one is surprised not that
the delinquency rate was high, but that it did not even vary
significantly when the drought came around. This leads one to
believe that the effects of the drought on delinquency
were swanped by other factors.  These other factors,
to be discussed below, must have been constantly present in both
drought and non-drought years. Finally, the delinquency rate of
another small farmer credit program affected by the drought was
signiticantly lower than that of the Bank. The credit union
federation's delinquency rate on 018 subloans was also said to be
higher because of the drought. It was T#%, however, in comparison

to the 18% of the Bu.nk.15

In order to test AID's drought explanation of the BNF
delinquency, I separated out the drought-year repayments on grains

(1971-1972) from the good-year repayments (1973) in the 018 sample

15 .

‘Mhis rate refers only to ATD-018 subloans. ATD/AAG/LA, "USATH/
Hondurus, Apricultural Development," Audit Report, No, [=500-7ThH-4,
19 July 197h, p. T.



L9

described above.l6 Surprisingly, the results do not give much
support to the drought explanation, though they are not tetally
devoid of the drought's impact. As can be seen rrom Table 18,
delinquency ia the drought years was somewhat higher than in the
pood yoear-=20% vs. J0%==11 one excludes del inquent. loans thal were
wtimately paid. But it once includes these late-paid loans, which
accounted for more than half the value ot the grains portfolio,
delinquency in the bad years was slightly less than in the good--
19% vs. 82%.

One woula have expected that small borrowers would
have been at least ae aftected by g darowht ae the
large borrowers. But the trend of increased delinquency with
inereased loan size, de cribed in the next section, has the
cxact smame confipuration in the drought years as in the good
year (Table 19). Indeed, the larger borrowers contribute
more to delinquency in the bad years than they do in the good,
The sharce ot the smiller ones in delinquency, in relation

Lo thetr saare of loan volue, is less in the bad years

I have not included cattle loans in this breakdown because of
the longer time period for cattle repayments, and the more
indirect way in which drought shows up in cattleowner earnings.
One would have expected a large qamount, ot Lute-paid installments
as once sign of the drought. But this calepory accounted for only
9% of the cattle loans and h% of their value (Fable 10).  'The
high rate of advance repayment (69%), however, may be nn indieatjon
of premnture sale and slaughter in order to avoid the effecls of
drought on Lhe herda.  These considerations are discussed farther
in the livestock section below.
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than in the good. Moreover, the changes in the percentage of
delinquent borrowers in the small classes from drought year to good
year were not consistent or significant.

Another way to unearth the impact of the drought on
delinquency is to compare Jdegree of late payment in pood and bad years,
One would expect 1ate payment Lo be more prevalent in the drought
years,  But this is not the case. Indeed, late payment is less in
the bad years than in the good--507 vs. 60%.

There are waysof reconciling this perplexing absence

of the drourht in the delinquency data--without having to throw



51

out the data or the drought explnnation.lT In general, the delinquency
of the 018 program does not scem very attributable to the dvought.,

s discussed in thie next section, it seems more a result of factors
internal to the Bank, involving delinquency of borrowers to which

the Bank was lending before AID.

lYWC know for sure, after all, that the drought occurred and that
it affected agriculture. The effects of the drought on a small
farmer's finances would be likely to last longer thun the effects
on the soil itcelt. The good-yeur data, then, are probahlv still
reflecting tne drougnt, and thus are not markedly differenc {rom
the previous bad years. Gecond, it is clear from Table 18 that
there was an ubrupt drop in the share of small loans in 018 credit
after the drought--the smallest loan-size cluass tell from 5T% of
the lonns and 307 of their value to 28% of the louns and 13% of
their value. ‘This was reflected in an inerense in the share of
the three larpest loan-size classes--a doubling ot their share

of loans and a 6% increase in their share of lonn value. This
meant Lhat the pood-year data was more influenced by the delinquency
behavior of the larger classes than the bad-yere data,  Thugs the
good=year dnta, instead of showing the effects ot the change rom
bad year to pgood, wns probably more a result of o shift in welght
from lower-clngs delinquency to upper-class delinquency.



Small Carmer va. large farmer delingquents,  With vespect to the

contribution of small farmer borrowers to delinguency, the samploe
referred to above is revealing. The value of delinquent or defaulted
loans accounted for 21% of the sampled 018 portfolio--measuring
delinquency as the amount of payments overdue divided by the amount
of payments fallen due (Table 1hb). This is a more liberal measure
than that recommended by AID controllers, who count delinquent loans
that are still active as totally delinquent, including the future
payments that have not yet fallen due. BSince 24% of the value of
this portfolio was still active in August 1975, the AID measure
gives o higher delinquency--25% instead of 21% (Table lhb).ls
The delinqueney of the grain portfolio is 29%, and that
of' cattle, 18x. Cattle delinquency, however, is much closer to
that. of grains when the ALD measure is used (095%).  The lutter
measure may turn out to be more nccurate because delinquency of

the active cattle loans is several times higher than that of the

inactive cattle loans--64% according to my measure and 67%

1 have used the more "charitable" measure of delinquency because
oft 0 few large active and delinquent loans that may exaggerate the
share in delinquency of the two largest louan-sive classes, | oalso
suspect,, becse ot the practice off the La Ueibn branch, that Lhe
ALD mensures of BNEF delinquency do not include netive delinguent
loans, ltet alone the part that hng not yet fallen due on ded inguent
loans. 'I'u prevent contusion and allow compauability, U have
calculated delinquency percentiges in nll the various possible
ways (Tiuble 1hb),
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according to the ALD measure (Table 1hb). Thus when all the catile
loans have fallen due, the delinquency or the cattle portfolic will
probably be closer to the AID 25% measure than to my 13% measure.

The three most surprising features of the delinquency of
this bank branch are summarized here:

(L) Both in grains and cattle, the greater the size of
the loan category, the greater its relative contribution to
delinquency (Tables 15 and 10). Luarger borrowers, in short,
conlributed more thun their share to delinquency than did smaller
borrowers, The tendency was more consistent and more marked in
catt.le than in grain loans.  Thus the unexpected persistencey of
the BNF's high delinquency rates may not have been, as was said,

a result ot new cmaller-sice lending by the Bank to new and smaller
clients. The delinquency seems to have instead reflected an
ongoing phenomenon involving types of lending and borrowers to
which the Bank was already accustomed.,

() Oor the grain loans that were fully repaid, more than
threc-quarters of the value (765) and number (785) were repaid with
some delay (Table 9),  ‘The delwy was wsunlly ol no more than 1o months
and nlmost hnl{ the value ol these late-paid Joans wis repaid with up
Lo only three months' delay (Pable 21}, This means that o mid-stroean
delinquency reading of Lthe graing porttolio-—counting all the
late-paid loans ns delingquent--would have piven o delinquency rate

of Us% (Mable Lhb)., It also means that consideration should be
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given to lengthening the periods for such short-term crop losns.

(3) In the cattle portroliv, almost two~thirds (ohi%) the
value of amownts due was repaid in advance (Table 10). 1n a majority
of cases, the period of anticipation of final payment was considerably
greater than a few months (Table 24). This advance repayment is
surprising, given the concessional interest rate of 9% and the scarcity
of such medium term credit. It may be that interest rates were not
as subsidized as was thought, that cattle investments paid off
unusually quickly, or that the credit was invested in other
activities outside of livestock. These possibilitics are discussed
further in the tollowing section.

The AID/RNI evaluations, citingy drought and the
unfamiliarity of crmall farmers with the Bank, lead one to expect
greater delinquency in Lhe sealler loans.  Yet
the most striking thing about the repayment data is that no matter
how you measurce delinquency, the pattoern is always the same: from
the small loan-sive classes to the large, delinquency shares show
a consistent increase--cxcept for o decrease when moving from the
smallest class in grains to the second-smallest, as discussed
below.lg This pattern emerges whether one is measuring the

value of the delinquent loans, the delinquent.

19 . . .
My delinquency ratio weights the share of each loan-size class

in delinquency by its share in total loans. It is the ratio of
the percentage share of a class in delinquency to its percentage
share of loans.



25

value of the loan, or the number of delinquent loans (Tables 15 and 16).
It is surprising that a small sample wowdd yield such n
consistent pattern, and that the same pattern would show up in
loans of a completely different nature. In grains, the trend is
not as marked as it is in livestock, though it is definitely there.
From the second loan-size class to the fourth, delinquency shares
more than dcuble. The smallest, first loan-size class has a
delinquency share greater than its share of loans and loan value.
But this share is still less than that of the two largest loan-size
classes, In cattle loans, the same trend appears in a much more
marked fashion. ‘The increase in delinquency ratios from small
to large loan-size classes is more than fivefold (Table 16).
Unlike grains, morcover, the smallest class is not more delinquent
than the second, but is the best repayer of them all. There ig an
uninterrupted increase of delinquency snares, that is, from the
smallest to the largest class in the cuttle louns. The data
support the hypothesis, in sum, that larger borrowers are more
delinquent than smaller oncs.
This leaves for explanation the behavior of the second
smallest class in grains. It, and not the smallest class, is
the best behaved on repayment. [t would be useful to know from
other data, taken from different banks and different weather

conditions, if the problem of the smallest class has to do with
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tie small relative or absolute size of the loans (US$S0-$250). It
could mean, tor oxample, that the bPelter repayers are known
beforehand to bank people and wre channeled from the smallest into
the second cluss size at the time that the bank determines the
loan amount. Answering these questions could help AID determine
whether and where to set floors on individual credit amounts in
its programs. In any case it should be remembered that the
proportionate delinquency of the smallest class, though larger
than the second class, is still less than that of the largest
classes.

Another interesting aspect of these delinquency ratios

iv that, on more than halt of the delinquent grain loans and their

Y
“
.

viilue, no payment on the principal was ever mude (‘able 10)
The rest were partially delinquent. This was true for the value
o!l' delinquent cattle loans as well. The number of non-payers,
however, was concentrated among 25% of the delinquent borrowers,
representing more than half the value of the delinquent loan
portfolio. Non-payment, or default, was more concentrated among
large borrowers in livestock than it was in grains.

More than one-third of the value of the never-paid grain

loans is accounted for by two borrowers in the highest loan clas:s

2

0 . L . .
1 do not know if this is also true of interest payments, sincoe
have no data on these,
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in vhich there were delinquencies (Table 9). They represent 19%

of the value of all delinquent grain loans. Collection on these two

loans only could have reduced the value of unpaid loans in the

whole grains portfolio by 19%. The contrast is even more striking

with cattle (Table 8). Two borrowers in the largest loan-size class

account for 89% of the value of loans on which payments have never

been made, and 48% of the value of all delinquent loans in the cattle

portfolio (counting only amounts due on active loans) (Table 12).21
The largest of these two delihquent cattle loans was

secured with a guarantee almost four times the amount of the loan,

and the other with a guarantee more than twice the value of the

loan--as was the case with most cattle loans. Thus the collection

on or calling of these loans would seem to involve a relatively

easy and legally straightforward effort on the bank's part. The

"expected benefit-cost ratio" of collection on these loans, in

other words, would be extremely high compared to that involving

the 27 non-payers in grains and the three non-payers in cattle

21These two loans are still active, so that they could be called.
Payments are due in annual installments; the last payment on one
is due in 1977 and on the other in 1979. I have calculated their
delinquency and loan value on the basis of amounts due, rather
than total loan value. ©Since their repayment behavior thus far
is so bad, they are likely to default completely, which would
make their percentage contribution to delinquency much greater.
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at the lower end of the loan-size spectrum. This has important
implications ror the type of collection program that is built into
the design or AID technical assistance, as discussed below.

The above measures of delinquency relate to the value of
delinquent loans and not to that of the overdue payments themselves.
This latter measure gives a better idea of the amount of capital
the lending institution is actually losing. The value of these
overdue payments is spread fairly evenly across the four loan-size
classes in grains; in cattle, values increase with loan size (Table
12). The contribution of each class to the bank's losses in grain
delinquency, then, is about the same--even though the weighted
share increases with class size. Thus for the bank to recuperate
the upper half of its overdue payments, it would have to concentrate
collection efforts on nine borrowers. To collect the lower half,
it would have to deal with 50 borrowers, more than five times as
many. In cattle, the disproportion is much greater: the bank could
recuperate 64% of overdue payments from only two borrowers in the
largest class. The remaining 36% would involve 22 delinquent
borrowers in the other four classes.

It can be seen from the various measures above that the
tendency for delinquency to increase as loan-size class goes up

is not as marked in grains as it is in cattle. In cattle, that is,
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if loans in the two largest categories had been prohibited, the
value of delinquent loans would huave been hnalt what it was and

the actual loss to the bank would have fallen by more than half
(Table 17). In grains, the same procedure would cause only &
slight reduction in delinquency. The slightness of this decrease
results from the weight of the smallest class in grain delinquency.
In both grains and livestock, the successive elimination from the
portfolio of loans by size, starting with the largest, would
result in a successive decrease in its delinquency--though the

decrease for cattle is much more significant than the one for grains.

What happens to delinquency upon introducing small farmers into

un established bank. These data are of considerable value in

re-covalualing the delinguency performance of the BNY. Delinquency
was Judged high in the 018 program, as noted above. It was
attributed by AID to the drought, and to the newness of the Bank
snd the small farmer to each other. But the delinquency of the

La Ceiba sample shows a tendency to increase withh the larger loan
categories, which are those in which the BNF does a good deal of
its non-AID lending (Table ha). This means that the delinquency
of the 018 program may actually have been lower than that of
overall BNI* lending. Using the BNI' measure of delinquency, which
excludes active loans, the La ")y 018 delinauency wis ILVERET

August 1975 (Table Lhb). This was seven percenbage poinls Lower
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than the overall delinquency rate of 21% in 19T4. Thus the
delinquency on 018 credit and in the Bank in general can hardly

be seen as the result of introducing small farmers into the Bank.
1t is probably more the result of the Bank's performance on
delinquency previous to the AID loan, and in its portfolios outside
the AID.loan.22 The introduction of small farmers to the Bank,
then, does not explain the persistence of its delinquency.

Some of AID's own observations on the Bank's delinquency
provide indirect evidence that the BNF's small farmer borrowers
"were, if anything, less delinquent than the larger ones. In a
1971 study of overall Bank delinquency by type of crop, the lowest
level of delinquehcy was fognd in the crop category including |
basic gruiuu-—:j%; Grain credit is the category in which small
farmers are most prominent. Delinquency for the larger farmer

crops was higher: 53% for tobacco, 29% for cotton and the same

22A 1972 evaluation of the Bank by AID made a similar observation.

"The process of recuperation of 018 credits follows the same
pattern as that of overall Bank credit. There has been no resort
to new strategies or methods of collection, different from those
traditionally used by the Bank." AID/H, "Estudio de evaluacidn del
proprama de crédito supervisado," August 1972, p. 27.  Translation mine.
My comparison between overall delinquency and that of
018 in La Playa should not be taken as final. When all the 018
active loans are cancelled, the 018 delinquency may turn out to
be the same, or even more, than overall Bank delinquency. This is
because the active livestock loans, as mentioned above, are showing
a higher delinquency than the average for the inactive portfolio.
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for coffee. This crop configuration of delinquency was apparently

not new, for similar findings were pointed out four years earlier
in the AlD-sponsored evaluation of the BNF. There it was found
that cotton and tobacco "have caused BNF to sustain its largest
losses and largest delinquent accounts to date."2h Far from
explaining delinquency, then, the introduction of :mall farmers
to the Bank could just as well explain the slight decrease in
overall Bank delinquency over the years of AID lending.

Given the Bank's past record on delinquency, the
introduction of small farmers may ultimately lead to an improvement
in repayment that results from this new class of borrower and not
from any change in Bank behavior. That is, it may have been the
very unfamiliarity between the new borrower and the Bank that
accounted for the better repayment performance of the smallest
borrowers. The formal rules of collection may have been much
more easily applied to this new group, who had no past tie to the
Bank and no class kinship with it. The delinquency of the lower
size classes, of course, is still not low for a credit program.
Even with the excision of the larger borrowers, the program
cannot be left to stand as a success. It is certainly somewhat

better than was pictured, however, and for different reasons.,

2

3AID/LA/DR, "Honduras -~ Agriculture Sector Program," 14 June 197k,
p. 1h3.
24

AID/H, "Evaluation of Banco Nacional de Fomento," 22 August 1967,
p. 22.



The good end late payers. The most striking thing about the grain

portfolio is that 50% of the loans and 54% of the amounts due were
fully paid, but with some delay. The rest of the portfolio showed
that (1) on 16% of the value and number of the loan amounts due,
no payment had ever been made; (2) 12% of the value and number were
partinlly delinquent; (3) another 12% of the amount due had been
paid on time; and (4) 5% was paid in advance (Table 10). Thus a
delinquency reading taken in late 1973, by which time most of the
grain loans had fallen due, would have been close to 83:73!25

A considerable chunk of the late-paid loans were paid off
with only three months delay (41%). Another 47% were paid off
within a year (Table 21). Only the remaining 13% dragged on for
more than a year--up to 29 months--though they were ultimately
paid. The importance of these late-paid loans in the delinquency
picture of grains loans, and the relatively short period of their
delinquency, suggests that loan repayment terms may have been too

short. Most of them were set at six months to one year, cven

though the loan agreement allowed up to 18 months for repayment.

lels
")'J‘hj_:; is much higher than the delinquency reported for that time
g 1 I

by the AID auditors-~18% for late 1973 and early 10k, (AID/AAG/TA,

"USAID/Hondnras, Arricultural Development, )" Audit Report No, d=50= e
19 Juty 1974, p. 7.) T do not understand Lhe reacon for ool o Fargne
discrepancy. The delinquency of the La Playe branch win, in

general, no preater than the average for Lhe BNE ayshem, s nobed
above. It may be that the Bank's delinquent loans Lake some

months to get into the data. More Lhan hall the vieluce of G
graings portfolio was paid late, and somewhat lcis Lhan half Ghin
late-paid value was paid within three months. 'This could cxplnin
a good part of the discrepancy.

N\



63

The shorter period is common banking practice, sot to coineide with
the oxpected time of harvest.

Because small farmers live at the margin of subsistence,
a repayment period longer by about six months may be more suited
to them than the traditional repayment period that is tied to the
rhythms of the harvestl--i.e., from 12 to 18 months instead of six
to 12 months. The longer cycle may not seem to make sense from a
production point of view, since it extends repayment into the next
planting season. It also does not make sense to a bank, which likes
Lo eateh the small farmer at the moment of harvest, before he sells
his perain or puts it away tor his Camily's consumption.  This is
particularly a problem with crops that are an important part of
home consumption, like corn. Home consumption puts into greater
dispute the quest on of how much grain the small farmer actually
has for debt repayment right after the harvest. '"You ate the grain
you owed us," is notan uncommon complaint of bank inspectors to
late-paying small farmers. Or, when the borrower cannot repay
right away, the bank will accuse him of laying away more than is
necessary for home consumption. Some peasant groups--in order to
avoid this confliet, in which they are usually on the losing side--
uctually plant a separate plot "for the bank."

From a bank's point of' view, the moment of greatest
bargaining power for getting debts repaid is right at harvest time.

And this is how the time period for repayment. is determined for
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most short-term crop loans to small farmers. According to the data,
however, the small farmers' production cycle seems to be more
compatible with a .onger repayment period, though it is not elear
vhy. We do know that the reasons for the shorter repayment period
have to do only with the agricultural cycle and maximization of
bank bargaining power. They do not necessarily have to do with
the economic cycle of the farmer. Finally, the shorter bank-
determined period is based to a certain extent on an assumption

of bad faith by the farmer-borrower. A longer period would have
to be based on an assumption of good faith. The trends in the
delinquency data suggest that the assumption of gocd faith for

the smaller loans may not be that unreasonable.

One might reconcile the bank's concerns with the small
farmer's optimal repayment rhythm by simply allowing the bank to
engage in informal, last-minute postponement ot late-paid loans--
without requiring an actual refinancing operation. This would
accommodate both the bank's prerogative to fix loan periods and
the small farmer's different repayment pace. One would also have
to refrain from judging the bank as delinquent on these to-be-
paid-late loans, and not insist that considerable collection effort
be spent on them. Since it is difficult to distinguish in advance
the late-~payers from the never-payers, this would mean not pursuing

delinquent accounts for almost a year, which may be unfeasible.

L



But the alternative is to pursue all delinquent accounts from the
moment they turn delinquent. This can be unnecessarily costly,
since a good part of the delinquent portfolio will repay of its
own accord--56% in my grains sample.

The high percentage of late-puid uccounts in the grain
portfolio might be considered o result of the drought, rather than
a constant plhenomenon. In the data analyzed above, that is, the
late repayment of the post-drought year may be simply displaying
the continued financial effects of the two preceding drought years,
If this is the case, it shows that the climatic disaster has a more
prolonged impact on small farmer finances than it does on the land.
Droughts and other such agricultural disasters, moreover, are not
the unusual occurrences that they have been portrayed. If the late
puyment ot my datua is a reswdt ot the drought, then, it still
should be treated g closer to o normal Lthan an abnormad pheuomenon,

This is Lhe subJecl of the rollowing section.

Disasters, and the assumption that they will not occur. ILn the

above section on delinquency and drought, it was seen that

AID attributed the BNF's high delinquency rate during the 018
period to the 1971-1972 droughts. [ argued that the actual
influence of the drought on the delinquency problem was much less
than claimed. This kind of claim and this kind of climalological

event are not unusual. 'The section on FECOAGROH uhows that muny

Pnd
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of that program's problems were blamed on the same droughts. Even
the high delinquency of the BNF before AID came on the scene was
attributed to drought. The years 1966 and 1967, AID and the BNF
said in the Justification for the first BNF loan, had seen droughts
that made the delinquency rate "much larger than the normul"——ESﬂ.26
Mat.ting topether the droughts of 1906-1967 and 19771-1970 with
Hurricane Francelia of 1909, Huwrricane Fifi of 197h, and drought
ngain in 1975, one has seven bad dgericulturad years over g ten-yeoar
period.

I question the va}idity QQ“§§plég;t}y Q%ﬁ%@}ﬂﬁ’ as AID
does in its agricultural projects, that the agricultural year will
be a normal one--no floods, no droughts. If the last ten Honduran

years have been strewn with such disasters, and if AID “elieves
these events have undermined its programs, then it does not make
sense to base program designs on the assumption that they will not
oceur. | After all, the probability of any particular agriculturnl
yoear being o bad one in Honduras is now 0.7--it" one bases one's
estimaute on the last ten years. Yet still in 1975, one of the
four "assumptions for achieving goal targets" of an ALD project
for farmer groups was that "climatic conditions (will be]

nd T

favorable. Similarly, on the heeis of the 1971-1972 droughts,

20 . , . .
ATD/ELA/DR, "THonduras: Arricultural Credit and Storvagre ™ 20 Jdune
LO6E, p. 38,
Aoz, e : v (0 ‘ Pt
\ pricultural Cooperatives (Cmall Farmer Orpreanient jong:
Development )" Noneapital Project. Paper (PROPY, 30 danuary 1070, o 10,

W 7
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an AID project for agricultwral coops was designed on the asswaption
of 1 "return Lo normal climatic conditions.”

The asswmpt.ion of a normal agricultural year is not
peculiar to the Honduran Mission's projects. It has become a
standard fixture of AID's agricultural project designs. Of course,
the last ten Hondwran years may represent an unusual concentration
of adverse climatic events. But I am certain that if one studied
the agricultural data of Latin American countries over a sulficiently
large time span, the probability of an abnormal year falling within
the period of any particular AID project would be quite high. At
the least, il would be high enough to never think of assuming that
auch n year would not occwr during an AID project's execution.
biste my certainty on the nwiber of small farmer credit and
cooperative vrograms in Latin America whose problems  or failures
1 have secen attributed to "abnormal" climatolopical events. The
BNF delinquency rate and the failure of FECOAGROH are only two
examples out of many.

The effects of drought and flood on the small farmer's
finances extend further through time than the climatic phenomenon
itself. If one looks at disasters in this way, the probability
of an abnormal year goes up even {urther. When one listens Lo

the histories of peasants and Lheir groups, ib s

28

ALD/I, "Core Gerviees - Rural Development," Noneapital Project,
Paper (PROP), Projeet. No. H020=11-190-036.6, 14 December 19773, p. 10,
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remarkable how laced they are with the effects of disaster over a
long number of years, how the productive destiny or the family is
shaped by various disasters and the responses to them. To peasants,
disaster is normal, not abnormal. Perhaps it is the cultural
conditioning or those who work in roreign assistance institutions-—--
outuide aericultuwre and cutside the lower classes--that huas made

ns assume such normal events Lo be abnormal.

There are other "disasters" for this type of producer
which, though not of a climatological nature, have the same
capricious and devastating effect on his productive lite and his
ability to repay loans. The crop was eaten by pests, the price
ol inputs went up too high for them to be used, the seed was bad,
the tertiliczer didn't arrive on time, the middleman wouldn't buy,
the price offered for the crop was too low. These are disasters
rfor smill Carmers and not rfor larger ones becawse the small farmer,
by detinition, doos not have the cconomic power to set around them,

ALD's small Carmer credit progrums usunlly pralse the

N

advantages of weaning away the farmer from "high-priced" non-
institutional credit intermediaries. Or, the advantages of using

a "modern input" like credit are cited tor those who have never
used it before. High-priced credit, or not using credity is looked
at by foreipgn assistance as costly and w-modern., Yot these nodes

of financing involve certain ways of coping with dicaster,  'They

involve certain expectautions about how to mike do--either by
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deferral of credit repayment to tne high-priced creditor, or nc
credit in the first place, with problems centering on how to get
enough to eat after the disaster. The intended clients of “he

AID program, then, may not be familiar with the collection behavior
of a bank after one of their disasters, or with how to get around
it; they may not know how to distinguish foraal regulations of the
bank from informal practice.

The AID credit program paints a rosy picture of what
credit can do. The peasant receives no admonitions about what
will happen after a disaster--since it has been assumed away.
Ignored by the reformers of un-modern ways is the disaster
protection inherent in the "high price" of non-institutional
credit, or in the other traditional ways of coping. The small
farmer credit program, in short, can bring producers on the margin
ol subsistence into an environment that makes them more vulnerable
Lo disaster than they were before; it may leave them abandoned
nfter a disaster occurs. A program intended to improve the small
farmer's position by converting him to more modern methods should
not toke away his intricate protection agauinst risks. 1t should
try to be at least as insured against risk as the peasant's
traditional manner of coping.

Lending institutions often deaul with small farmers uaflter
their disasters in a way that minimizes the loss to the institution

--a reasonable form of behavior for a bank--rather than in o way



that will maximize the borrower's potential for recovery. The
tractor story told below is an excellent example. AID, in turn,
gets itself deeply involved with the complex problems of the
lending institution. Thus the program almost inadvertently

turns into one that is more concerned with the financial soundness
of the lending institution than with that of the small furmer
borrower. AID's concern about collection rigor gives the banking
institution reason to act more against the interests of the small
farmer thun it might normally do. A passage about BNF delinquency

in the Hurricane Reconstruction loan paper illustrates this:

"An effective way to ensure the liquidation of
production credits would be to require that farmers
sell their crop to the BNF and liquidate the debt
from the proceeds of the sale. This procedure would
also provide the BNF with leverage in recouping prior
delinquencies from farmers and of course would provide
the BNF with a definite and measurable inventory of
grain for its stabilization program. A condition to
disbursement of the credit portion of the proposed
loan will be that the BNF develop a standard production
credit agreement that includes a provision for
puwrchasing collateralized crop production at a pre-
determined price or based on a prescribed price index,
and a provision for the liquidation of delinquent
credits from prior production loans."<9

This proposal makes AID and the Bank sound somewhat like the evil
intermediary from whom small farmer credit programs are supposed

to provide an escape. What would happen if there were a drought?

C
AD/IA/DR, "Honduras: Hurricane Rural Reconstracbion," 12 Decomboer
197h, p. W,
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In the overation or an AlD credit progrum, then, (he amali
farmer as a producing enterprise gets neglected by AlD for the leuding
institution. This happens even though the lending institution in
AID projects is meant to be an instrument for furthering the
development of small farmers, and not an end in itselt. It happens
because lending-institution solvency and small-farmer solvency are
not always compatible objectives.

Approaches to this problem should be developed which
relieve the lending institution from additional AID pressure to
pursuce its disaster-stricken small creditors. At the same time,
Lhese approaches showld increcase the probability of eventual
repayment by the smull borrowers--i.e., of their eventuul
rehabilitation as producers. One possible approach is to write
contingency plans into credit regulations. If a certain percent
of the crop is affected by disaster, for example, then credit
repayments would be automatically extended a certain number of
months. A contingency fund might be made a part of the AID loans;
it would allow for interest payments to the bank during this
period, or some form of compensation that would keep its loan
capital in shape. Whatever the specific arrangement, AID small
farmer programs should insure that becoming modern will not be
more perilous for small farmers than staying the way they are--

at least during the period of initial change.
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Groups of small farmers may be more vulnerable than
individuals to post-disaster unsympathetic behavior by lending
ingtitutions. 7The bank has much more to lose from a large defaulted
loan to a group of small tarmers than from a small loan to a small
farmer.  From the same investment in collection efforts, il has
many times more to gain from the group than from the individual,
The bank, then, is likely to be less compassionate with a small
farmer group than with a single small farmer. AID's new sector
loan to the BNF emphasizes small farmer groups, in contrast to the
individual small farmer emphasis of the 018 loans. In programs
sucli as these, where credit is channeled to groups rather than
individuals, it may be even more important that AID incorporate
disaster contingencies into its program design.

Disaster, in swm, is one ot the central problems of a
small farmer credit program. 'To assume it away provides a
guarunteed but useless explanalion of failure when the "disaster"
occurs. More important, one gives up the opportunity to try and
avoid failure with a program design that faces up to such problems.
It is incumbent upon AID to include disaster in its program design,
not only to protect itself and its lending institution, but to
protect the small farmer. Of the three parties the latter can

least afford this kind of loss.
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The AID way of determining delingquency. The lowering of delinquency

is an important objective of most AID small farmer credit programs,
au was the case with the BNF, To work toward this objective, it is
neceasary to select a program strategy that fits the delinquency
characteristics of any particular portfolio. AID, its auditors and
its contractors, rely only on an aggregate percentage to measure
delinquency. This allows little possibility of designing a collection
program to fit the case at hand. With such a rough measwre to go by,
it is not surprising that the BNF made little progress in delinquency
reduction and that AID attributed the problem to factors that turned
out to be of secondary importance or Jjust plain non-existent. Only
n nmore detailed look at delinquency would have shown that a good part
ol it was within control of the program and cowld have been int'luenced
by program design.

The gross delinquency percentage that AID uses is the value

of overdue payments as a percent of total payments due, or the value
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of overdue loans as a percent of total loans.30 This datum does not

allow one to gaure the seriousness of the delinquency, the nature of
ils distribution over types of borrowers, or its changes through
time. A BNF 184 delinquency, for example, could mean that 9%

.

of the value of delinquent loans was overdue, or 90%. Swrely the
problem would be judged much less serious, and the approach to it
quite distinct, if only 9% of the value of delinquent loans was
overdue and 91% had been repaid--in comparison to a case where 90%
of the value was overdue and only 10% had been repaid. In my 018
sample, the AID measure gives 25% delinquency. That is, 25% of the
total value of loans was delinquent. But 78% of the value of these

delinquent loans was still outstanding; only 22%, that is, had been

repaid (Table 12),

JOThe BNF delinquency data is presented in AID documentation as

overdue amounts in relation to amounts due. The bank branch where

I collected data, however, did not count active loans on which payments
werc overdue as delinquent, even though they qualify for inclusion in
this type of measure. Loans :ere not counted as delinquent, that is,
until the final payment had rallen due. As mentioned above, multi-
year loans were an important part of the 018 portfolio (livestock)

and active loans tended to be more delinquent than inactive ones

in my sample of the 018 livestock loans. The Bank's method of
calculating delinquency, excluding active loans, would theretfore
understate the gross delinquency percentage. The BNF delinquency
measure in AID documents, then, actually may be the valuec of

inactive delinquent loans as a percent of total inactive lonng--

rather than the value of overdue amounts as u percent of toiul

amounts due. Table 14b shows how large the diffcrences cun be

between these two percentages--14% for overdue louans in my sumple (inmetive)
vs. 21% for overdue amounts.
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The gross delinquency percentage presents other problems,
If the BNF had a gross delinquency rate of 18% during the whole
period of the AID loan, this could represent (1) no progress, (2)
considerable progress, or (3) a worsening. The latter would be the
case, for exemple, if on the 18% value of delinquent loans the
unpaid amount had increased from, say, 20% to 80%. Progress would
have occurred if the movement had been in the opposite direction.
In my sample, the value of delinquent loans was 28% of the value of
loans granted in the drought years 1971 and 1972; 24% of the value
of' those delinquent loans was never paid. In the following good
year, the value of delinquent loans fell to 22%; only 18% of the
valuce of those delinquent loans remained unpaid. This wuas a
soncwhat greater improvement than that indicated by the reduction
in the gross delinquency percentage from 28% to 22%.

The gross delinquency percentage has all the drawbacks of
any overage measure, It does not convey information about the
distribution of delinquency bver different types of borrowers and
difrferent types of activities. Had a simple breakdown of the 018
delinquency portfolio been made by type of activity financed
(livestock or crops) and by type of loan, then the principal
reasons for the delinquency of the BNF could never have been

attributed to drought and the introduction of small farmers inlo
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its program. It the value of delinquency is concentrated in the
larger loan size classes, morcover, the problem may be less treatable
with standard collection procedures than it would be if it were

more equally spaced, or even concentrated in the smaller classes.
When delinquency of the larger classes is out of proportion to
their share of loans, as was the case in the 018 sample, it is
likely to be the kind of delinquency that results from the political
power of the borrower and his membership in the same elite that
administers the bank. AID technical assistance for improving
slandard collection procedures will not get very far with this

kind of delinquency.

The gross delinquency percentage provides Lhe lending
institution with no information as to whether there are certain
categories which account for significant shares of the loan capital
it is losing through delinquency. This can be determined by
comparing the distribution of total overdue amounts (not AID's
value of delinquent loans) over loan sizes and numbers of borrowers (Table 12).
The above section on delinquency of small borrowers vs. large, for
example, presented some calculations on how much could be recouped
by concentrating collection efforts on a few borrowers., 'The dala
showed that these loans were large, Lhal Lhe percenlaes overdue

were sometimes 100%, and that the loans had been secured with
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attachable assets many times the value of the loan. Similarly,

it was seen that the smallest loan-size class in grains was causing
considerable losses. If this finding were known, it might be decided
upon further investigation to eliminate such small loans. The
aggregate delinquency percentage, however, obscures all this.

In a developing country environment, many of the borrowers
are poor, both borrower and lending institution are vulnerable to
adverse natural events, and some borrowers are of the same elite
group as the lender. In this kind of institutional setting, certain
amounts and kinds of delinquency are likely to be constants rather
than reflections of the institution's collection efforts. One needs
to account for these constants, not by allowing a little slack in
the gross delinquency percentage, but by distinguishing those
aspects of delinquency that are within control from those that are
not. In this process, one finds out where the costs of improved
collection are least, in comparison to the expected value of increased
collections; one makes some kind of assessment of the kinds
of delinquency that are beyond the program's control. The gross
delinquency percentage does not help with any of these program needs.

Why has the gross delinquency percentage been used by AID
in the monitoring of its agricultural credit programs in Latin

America? The measure is used because it is standard accounting
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practice in U.8. credit institutions, according to ALD controllers.
The AID measure was actually objected to for some time by the Coop
Bank of Ecuador, when it was disbursing AID credits. The Bank
objected to the fact that for multi-year active loans, the measure
includes in the delinquent value of delinquent loans all future
payments that have not yet fallen due. Implicit in this practice
i.s the assumption that if the borrower is delinquent on one payment,
he is likely to be delinquent on all future payments. The Coop
Bank, however, wanted to include only those payments that were
overdue on delinquent active loans--and not payments still to fall
due. The point was not academic, since it made for 25 percentage
points of difference in the Bank's delinquency--5% vs. 30%. The
Mission felt that the Bank's method was too soft. The Bank, in
turn, considered the Mission too hard. The Bank ended up including
both measures in its reports to AID.

What I am saying is that both measures are not relevant
to the performance standards and problems involved in this kind of
program. The AID measure is just as soft, when related to the
problems posed above, as is the Coop Bank's. Though AID's
delinquency measure may have been portrayed as a rigorous one,
the above discussion shows that other measures can be much harder

and more helpful taskmasters. It is difficult to understand how
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AID and its contractors could have given technical assistuance to
eredit institutions without knowing what delinquency looked like.
More serious, the neglect of the delinquency configuration has
resulted in the widespread acceptance in AID of inaccurate
explanations for why delinquency occurs in small farmer credit
programs. These explanations have come to have a life of their
own, implicitly determining program designs and policy decisions.
The Agency should engage in simple analyses of the delinquency

of its small farmer credit programs so as to be able to frame such

programs out of a more informed context.
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Ca<+le Crefit in a Small FTarmer -rogran

Roth the livestoek and grain loans of the sample deseribed
nbove showed o sbrikingly similar tendency f'or delinquency to increase
with loan size--despite the fact that livestock loans were long-term
and for investment and grain loans were short-term and for a completely
different type of production activity. The livestock loans, however,
showed more marked signs of large-borrower "drift"--that is,
concentration of delinquency and loan values among large operuators
(Mable Ta).  Or the 30 largest loans accounting for W% of total loan
value in grains and livestock, moreover, 25 went for livestock. The
remaining five were for grains (Table 20). The increase in delinquency
with loan sivue, moreover, was more pronounced and more consistent in
livestock. The smallest borrowers, with loans less than US$250, were
the best repayers of livestock loans (Tables 15 and 16).

With respect to the value of overdue payments in grains,
delinquency was equally spread across loan-size classes, in cattle,

however, these delinquent amounts were concentrated in the largest

4
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size classes (Table 12-)-l With respect to the value of delinquent
loans, the situation was similar. Delinquency in grains was not
concentrated among a few borrowers, whereas in livestock it tended to
be. In grains, that is, delinquency was both 29% of the value
of total loans and of the number of loans; in livestock, it was 18%
of the value of loans and almost half that of the number of borrowers
—-10%.°

Livestock loans seemed Lo o Lo operator: with acereages well
above small- and medium=-farmer sice. In a sample of 20 livenbhoek
loans, eight went to farmers with properties of 100 to 25C lLicctlares;
three had 50-100 hectares; and eight had between 20 and 50 hectares
(Table 22). Only one of these sampled livestock borrowers had less than
20 hectares of land. AID and the BNF usually defined small farmers
as having up to 10-15 hectares of land. Even the IBRD livestock
project for Hondwras defined farm size as below most of those in

this sample. A "small dairy farm" was 30 hectares, and a medium

lTho delinguency picture was even worse among the active cattle
loans, which accounted for 9% of the cattle louns and 31% of their
value. Of these 20 active loans, ll were delinquent--amounting to
64% of amounts due on active loans. The 11 delinquent active loans
included the only five cattle loans that were made for a seven-year
period, instead of the more normal four-year loan period (Table 23).

2Or, counting total amounts of active loans rather than just their
amounts due, delinquency was 25% of loan valuc and 10% of the
number of borrowers (Table 10).



one was 50.3 The hectareages of many 018 cattle borrowers, then,
were well beyond the spirit of the program.

From the point of view of bank collection procedure, one
woild have expected a better collection record on livestock Lhan on
srain loans, By concentrating its collection efforts on a few large
loans, the Bank could have recouped with the same effort a much
greater share of its overdue livestock credit than it could have with
grains, Livestock loans involve an asset that is easily attachable,
moreover, whereas crop loans were secured mainly by the harvest;
if that were lost, there was no object of value to attach. Many
oft the livestock loans were secured with guarantees additional to the
cattle purchased with the loan capital--amounting to a guarantee
vitlue several times that of the loan (e.g., Table 20). On these
Loant, Lhen, there weore other attachable assets,

Contrary to what one would expect, the greater ease in
collection of the livestock loans did not result in less delinquency
in the livestock portfolio in comparison to grains. The value of
delinquent livestock loans in the total delinquency of the 018
portfolio of my sample was exactly the same as the share of livenbock
loans in that portfolio--about 72%. This leads one to believe Lhat,

delinquency was more a reflection of the power of the borrowers bLhan

3

1BRD, "Appraisal of the Second Liventoek Dovel opient eoeclh = Hondores "
12 Geptember 1973, Annexes. Mont of the 0LB livesLook creodil wins ope
dairy rather than beef cattlo.




of their repayment capacity or of the overall quality of the Bank's

collection procedures. Or, as an AID/BNF contractor put it:

Experience has shown that, on the one hand, cattle
loans generally show the greatest possibility of
recuperation. On the other hand, however, there is a
tendency for the cattle borrower to delay repayment,
to become delinquent, in order to reinvest the income
from the project and to capitalize his business.
Generally, it can be said i1a1at cattle borrowers are a
little more sophisticated in their use of credit, but
more difficult to manage by the lending institution.
They are less reliable on meeting the conditions and
terms of the loan. This happens even though their
economic position provides them with a greater ability
to repay than the producers of crops (basic grains).™

Advance payment with subsidized interest rates: long term credit

and specuwlation. The most striking aspect of the livestock loans,

and one that throws some light on the discussion above, is that 65%
of the loans and their value were repaid in advance (Table 10). In
addition, payment was never made on 10% of the amounts due, 8% was
partially delinquent, 4% was fully repaid but with delay, and 14%
was paid on time. In the grains portfolio, in contrast, almost the
same share--54%--represented amounts that were fully paid but with
delay, rather than in advance. Advance-paid loans accounted for

only 5% of amounts due in grains.

ATD/H, "E1 crédito para el pequeno apricultor en Honduras " Aupuat,
1972, p. 29. Translation mine.
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The advance payment on these medium term lonns in pussnling
for various reasons. Advance payment was more evenly spread among
loan-size classes than was delinquency. OSmall borrowers were just
as represented in advance payment as were large borrowers--in
contrast to the case of delinquent payment, where overdue amounts
increased with loan size and were concentrated amcng a smaller
proportion of large borrowers (Table 25). These early payments were
made not only a few months in advance; almost half the value or such
amounts was paid from between one and three-and-a-half years in
advance, representing 35% of the number of advance-paid loans (Table
k). The other half was paid up to 12 months in advance, accounting
tor Ohf of the number of loans. Thus the larger among the advance-
paying borrowers paid more in advance than the smaller.

This widespread advance payment does not Jjibe with the
quotation closing the last section. 1t also goes aguinst one of
the newer wisdoms in the development field--namely, that a tfarmer
with excess subsidized credit on his hands will employ it for other
purposes than that for which it was intended--especially a large
farmer. He will earn a profit by re-lending it at higher market
interest rates until it falls due, according to Lhis logic, or he
will invest it in activities yielding a return hiphor Lhea Lhe

interest rate. This logic has become part of the recent argument,

7/
Y
o
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against subsidizing the interest rates on government-promoted credit
programs. The availability of loan capital at a concessional rate,
it is said, will attract large borrowers with an eye foir meking
profits on the spread between that rate and the market
return on capital. This undesired attraction, in turn, will divert
the loan capital from the purposes of the program. AID made this
type of argument with respect to the BNF interest rate in early
1974, "There is every indication that the [interest] rate structure
enforced by the Central Bank is well below the levels a free market
would establish. This forces lenders to adapt their lending criteria
accordingly and rely on non-market considerations in making their
credit allocations...It is clear that the government should review
the overall effects of the low rate structwre ecstublished by Central
Bunk regulutions."S

That the borrowers of the 018 cattle loans paid in advance
means one of two things. Either the credit was not as concessional
as was sald, or the accepted wisdom is wrong--i.c¢., these types of
borrowers do not like to be in debt, even when it makes good
business sense. The truth may liec in a combination of both answers.
Honduras, unlike some other Latin American countries, has not

experienced inflation until the last few years. Between 1965 and

-
D .

ALD/H, "Honduras: Apriculture Scetor Program,"” Report for the
Development. Assistance Fxecutive Committee, 21 Fobrunry 197h, Auncx A,
p. 1.
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1972, the consumer price index rose by an annual average of 2.1%.0

Until 1973, when inflation increased, the 9% nominal rate of

interest on the BNF loans amounted to almost a 9% real rate of

interest.6 This was in stark contrast to inflationary economies

like Brazil, Uruguay or Argentina, where a 9% nominal rate of

interest is commonly paired with a 30% inflation--resulting in a

21% negative rate of interest in real. terms. The BNF interest rate,

in short, was considerably closer o the real cost of capital than

were similarly concessional interest rates in other Latin American

countries. The interest rate on 018 credit, then, may not have been

concessional enough to evoke the kind of profit-seeking borrower

benavior that is pictured in the argument against concessional interest

rates.7
The argument against concessional interest rates was forged

to a considerable extent out of the experience of economists working

in countries like Brazil, with long histories of high rates of

Consumer price index figure from IBRD, Office of Latin America and
the Caribbean, "The Economic Position and Prospects of Honduras,"
Report No. 339a-HO, 29 April 197k, p. i. The BNF's 9% rate of interest
for "production'" credit, including agriculture, compared to its 117%

for "commercianl" credit. Private banks were constrained by law to
charge the same rates, but when extra charges and compensat ing balancoen
are included, their real rate of intercst varied between 107 nnd 187,

7For the last few years, AID has urged the BNI to ruaigse its interest
rates above 9%. After considerable resistance the Bank finally uagreea
to allow an incrcase to 11% for the 025 loan. AID's position in thio
case was part of the general swing against subsidized interest rates
that occurred in the early 1970s. The advance-repayment duta mny
mean that this increase in interest rates was nol as urgently needed
as was thought, though the new inflation of the mid-19708 may now
change that picture.
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inflation. In countries with these levels and tenacities of inflation,
it is more plausible to assume that concessicnal credit will attract
large borrowers who will substitute it for other available funds--or
divert the funds elsewhere. This is not only because the spread between
the subsidized rate and the market rate is much greater than in a country
like Honduras. Perhaps more important, the experience of living with
inflation has caused the people of these countries to reappraise the
value of indebtedness. In most countries, especially in rural areas,
debt is considered bad, not good. Being responsive to the spread between
concessional and market interest rates thus involves acting in a way

that is directly contrary to deeply instilled values concerning debt.

On more than a few occasions, farmers have responded with indignation

to my questions about their credit, saying that they were "proud to

have no debts."

All this means that to respond to a spread between interest
rates involves not only the economic calculus of the accepted wisdom
described above. It also requires action that is dissonant with an
important social value. Because of the negative value placed on
indebtedness, the spread may have to become more than just financially
rewarding before borrowers will take advantage of it. This kind of
behavior is more likely to occur in an inflationary country like
Brazil than in & country like Honduras, simply because the opportunities

for it and the rewards from it are greater.
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The other way in which behavior that contravenes basic
values may occur is if the values themselves change. After many
years of inflation, indebtedness comes to be perceived as a way of
coping with a phenomenon that is considered pefmanent. Many
years of inflation gives people evidence again and again that those
who are in debt do better than those who are not. Living with
inflation, then, results in a reversal of the association of debt
with poverty and irresponsibility. When indebtedness loses a good
deal of its opprobrium, borrowers are less trammeled by their values
in responding to a profitable spread between subsidized and market
interest rates. It takes a long time, however, for this value
reversal to occw on a large scale. It has already taken place in
Brazil; in countries like the United States or Honduras, it is only
starting.

Inflation-ridden countries, then, are places where one is
likely to find borrowers responding with zeal to concessional interest
rates. The real spread is greater, and the long history of inflation
has eroded the negative wvalue associated with indebtedness. londuras,
however, does not have that type of spread or that type of history.

T was more likely to believe it, then, when BNF loan monitors
told me that cattle borrowers repaid in advance beciuse "they

don't like to be in debt any longer than



89

they have to." The advance payment of the Honduran cattle borrowers,
in sum, suggests that the conventional wisdom--about concessional
interest rates attracting large borrowers who divert loan funds--is

not as generally applicable as one might think.

All this does not explain why such a large portion of
cattle borrowers were able to pay their loans in advance. The
amortization period was not excessive in relation to other loan
programs. The four years of most of the loans compare to seven-to-
nine year periods for IBRD cattle loans. The period under review
was one of steady increase in the price of beef, along with certain
other prices. It is not possible, however, to compare the beef prices
projected by AID with those actually occurring, because no such
analysis was done. Itis not possible to determine if the advance
payment was a result of an increase in expected returns over expected
costs in catuvie during the loan period. Since the period under
review was one of steady increases in many prices, not only cattle,
it cunnot be said without further analysis that the increase in the
price of cattle made the investments pay off earlier than they
normally would have. Even if this were the case, however, one

would have expected different advance payment behavior for dairy
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cattle vs., beef cattle, tor the two activities have different
structures and time streams of costs and returns. Surprisingly
enough, however, advance payment on the dairy cattle loans behaves
exactly the same as that on the beef cattle loans. It is almost
exactly the same percentage of total loan value and of the number
of loans (Table 26).

The unusual amount of advance payment in cattle may have
been a result of the droughts in 1971 and 1972. With rising beef
prices, cattle owners may have decided it was better to sell off
their herds prematurely, rather than absorb the costs of weight and
life losses resulting from the drought., The loans may also have
been paid in advance because they were used for speculation that
took advantage of increasing cattle prices. Though I was not able
to pursue this hypothesis further, it was suggested in an AID/BNF
evaluation of the 018 loan. "In many cases,'" the evaluators reported,
"there are [livestock] borrovers who use the credit for speculation in
the purchase and sale of livestock. With a seven-year loan, one could
engage in up to 15 of such speculative operations..."8

Whether or not the advance repayment on the liventock lonns
is indicative of speculation, the repayment periods on thenr

loans turned out to be too liberal in almost Lhe same proportion

8 -, -
AID/H, "Evaluacion del préstamo AID=522-1-018." April 1971, pp. 19=0,

Translation mine.

{
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as the periods turned out to be too atringent on the graing loans,

As noted above, more. than half the value of the grain portfolio

was repaid with delay and half of the cattle in advance. The point

is important because it is the repayment periods on investment loans

like cattle--and not those or short term crop loans--that are commonly

considered toc short by foreign assistance institutions. Medium and

long term capital are said to be in shorl supply. The AID evaluation

that preceded the rirst BNF loan, for example, advised thal almost

the entire BNF livestock porttolio "should be converted or refinanced

on o longe torm (povcn years or more) basis in order to encournge Lthe

Livestoekmen to hotd cattle on the tarm, and to make those investments

which will contribute to inereasinmg the carvying capucity of the

furm."9
The recommended longer repayment periods may be creating

some of the problems that subsidized interest rates are said to

cause--more so than the subsidized interest rates themselves. The

fact that tunds can stay outside & bank for a longer period of time

than usual may be more determining of how they gel used than anything

else. [t such subsidized credit iu indeed used ror speculation,

its attractiveness is determined Ly the pencral scarcity of Long

term funds in the banking system repardless of the degree of subsid
¢ ¥

9

ATD/E, "Fualuntion of Banco Nocienad de Pomento ' 00 Arast, 1067, p. 0%,



in the interest rate, The speculntion velue of subsidized credit,
in short, results from supplying thc banking system with funds Lhat
can be kept out for a longer time period than usual. For an
institution like the BNF, where large borrowers have a history of
easy access, it may be quite difricwdt to resist borrowers who are
atlracted for these reasons. In countries wvhere long term canital
is scarce, then, interest rates may be less of a culprit in causing
diversion of funds than long repayment periods. An AlD-urged move
of' the interest rate up a few percentage points cleoser to reality
would not have much impact on this particular probiem.

All this may help explain why recipient country governments
and banks are often reluctant to supply long term credit on their
own. In o sociely with fower institutional controls over borrovers
Lhan what we are accustomed to, one has to rely on arbitrary
protections like short amortization periods to keep tabs on one's
loan capitul.lo Thus, long term credit, rather than helping to
"hold cattle on the farm' may contribute even more than short

repayment periods to just the opposite result.

lOThe IBRD seeks this protection by sctting up ils coalbble lonns nn
independently as it can trom Lhe orgunizationnd envirommenl. of Lhe
executing bank. DGeparate accounting and auditing are placed in ooy
office created solely for the program. The ratio of lomn supervicors
to borrowers is higher in these separate offices, and Lhe nses Lo
which funds are put ic ~losely monitored.  Thouph this hothouse
approach to an institut iuonal problem has serious shortcomings, the

n?,
fact that it is insistoed upon indicates the deerce Lo which the 1BRD
feels that exioting Inatirarions cannot et lony Lerm invoestment

credit placed where it 1o supposed Lo be,
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Why livestock credit? Livestock loans amounted to 64% of the value

of 018 loans; in my sample, its share was T6%. Given the problematic
aspects of this credit, the question arises as to why it played such
an important role in a loan program centered on basic grains., With
Lhe Cinancing for grain storage facilities, the 018 loan gave the
BN} the power to control price fluctuations; with its credits for
grain production, the loan sought to increase the production of
grains. Grains, moreover, gave the program an eminently small-
farmer cast. This made it a more attractive program for AID support.
The government, moreover, was facing demands for agrarian reform
from peasant farmers, nost of whom produced grains. A grains
program meant that the government was doing something for the
peasants.

A search for the documentation leading up to the 018
lonn shows a paucily of discussion about the reasons for including
livestoek eredit, in contrast to that ror grains. In the loan
paper, casual reference was made to "potential productivity

increases" in livestock, and the fact that 16% of Honduras' total

r\/l

.‘\/
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area was "suitable for pasture." 1 Mention was made of an Immediate
Action Plan of the government which included, among other things,
"increased technical help to rural areas and in particular to

k "12

producers of basic food and feed crops and livestoc The only

other mention of livestock in the loan paper was the comment that

most small farmers "have a few head of cattle."l3

There was no
description of the livestock scene in Honduras, and no production

or cost data--in contrast to the case of grains., There was no
discussion of policy reasons for emphasizing livestock, in contrast
1o the project's integrated program of credit to grains farmers

and construction of grain storage facilities. There was no
indication as to whether the program hoped to stimulate dairy

or beef cattle production, even though the implications of selecting

one or the other activity are different. The "few head of cattle"

belonging to the small farmer and referred to in the loan paper,

1 , . : . :
AD/LA/DR, "Honduras: Agricultural Credit and Storage," 20 June 1008,
p.o 10,
’L)
Ibid., 3. 15,

l3Ibid., p. 19.
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are usually used for milk and not beef production.lh

The most "extended" justification for livestock credit
appeared in the 1967 evaluation of BNF lending. The evaluator rued
the fact that "only 18.2% of the [BNF] portfolio is being made
available for livestock" and suggested that this proportion be

increased considerably:

Honduras has more good pasture land unoccupied than any
Central American country. Not underoccupied, just
literally not occupied. Much of this land is not fenced,
and not stocked. Honduras is exporting molasses that
could and would receive a better market if used to fatten
cattle, in combination with the available pasture. Under
these conditions, Honduras should b~ able to increuse its
livestock population by 200~300% and remain competitive
in the international meat market.l?

The evaluator went on to discuss financing arrangements for
activities such as feedlot feeding, which indicated that he was not
thinking of the kinds of small farmers around which the 018 loan

paper was ultimately written.

lhF‘rom the small-farmer bias of the 018 loan, one might have guessed
that, AID's emphasis would be on dairy cattle. But AID's credit
projections for the BNF show a greatly increased amount for beef
cattle and an absolute decrease in the level of lending for dairy

cattle (Table 1). BNF livestock credit today has undergone this reversal of

emphasis from dairy to beef cattle, in about the same proportions us
projected by AID in 1967 for 1972. In the 018 sample analyzed above,
however, most of the cattle credit was for dairy and not beel. Even
though one associates dairy cattle more with smaller-size operetions
than beef, these dairy cattle loans were more clearly concentrated

smong the lurge borrowers thun were the beef cattle loans (Table 26).

15 , . \ ) .
ATD/H, "evaluntion of Hanco Nacional de Fomento," 22 Awrust 106, pe 2l



The livestock ceredit of the 018 loan project,
then, seemed to have little reason for being, especially
when compared to the context in which the grains credit was set.
In 1974, livestock credit appeared alongside grains again in the
Hurricane Reconstruction loan paper, another small-farmer-oriented
project. Presentation of the livestock aspect was similarly casual
in comparison to that for grains.16 The only answer to the livestock
puzzle that fits all the pieces described above was the comment of

un ALD Mission officer. "We threw livestock into the loan," he said,

"because the money never would have moved 14 we had it all in grains.”

Providing some support to this interpretation is the fact that
concern was expressed in Washington, in the early stages of
consideration of the Oro-loan proposal, over the high local currency
percentage (50%) of the project. It was suggested that by '"pushing
for more dollar import items (cattle, insecticide, etc.)" the share
of local cost financing could be ''substantially reduced."lT A
modified proposal of the same month suggested "cattle importation'

as one of several areas to be covered by the loan, and livestock

3
was henceforth a permanent fixture of the loan propoﬂul.l{

16

ATD/LA/DR,"Honduras: Hurricane Rural Reconstruction," 13 Decembor
197h, 1In this case, however, only 27% of the credit was programme:d
for livestock. P. 33.

17, - i

rﬂlD/LA. Office of Capital Developments (CD), "Hondurag: Peatons e donin |
de I'omento = IRR," Memo to Gho Copd Lol Asidsboneo el ives Commi b,
28 March 1067, Emphapsis minco,
18 " ' "

AID/H, "Honduras - Bureo Naciontal de et g™ CPRIE) 15 Mol 1,
s 12

e
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I could not find any explanation of livestock inclusion in the 018
credit that contradicted or added to this one.

There is a certain irony in this casual inclusion of
livestock with grains in a loan program at the same time that AID
wits Leying to get the Bunk away from its "large farmer" lending in
cof'fee, cotton and tobacco. As noted above, Honduras is different
from most Central American countries in that large landowning is
associated more with cattle ranching than with crop agriculture.

At least two of the "large farmer" crops singled out for phasing
down in the 018 program are actually medium farm in

Honduras--coffee and tobacco. The three crops, moreover, are
concentrated in certain sections of the country. Livestock ranches,
in contrast, are spread throughout. They are oftten associated in
evitlunbions of Honduvann agpeicewnlture with inetticient use oll Lhe
land, considerable unutilizea land, occupatbtion of valley lands

best suited for agriculture, and use of the hillsides by small
farmers for crop farming.

Livestock farming has been much more an object of peasant
unrest, than crops like coffee and tobacco. [n the south of Honduras,
livestock and cotton expansion was singled out explicitly by tho

peasants as the cause of evictions from lands they ﬂu.rc»rkc.'d.lu Ln

8R:)hort A, White, "The Adult Mducaltion Program off YAceidn Col b
Popular Hondurena' = An Evaluabtion of the Riral Dovelopment Pobenl inl
of the Radio 8chool Movement in Honduras,' Full Report, Depaetment of
Anthropolopy and Sociology, 8t. Louis University, Missourl

voand Centro
Loyola, Tegucigalpa, Honduras, October 1972, pp. B16-869,
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the struggle tor Tand and other resources, then, peasaits were
competing more preodominantly with livestock ranchers than with
crop tarmers—--excepl lor the case ol cotton in the south. Coffee
and tobacco--though obtaining a good share of BNF credit--were not
associated with land tenure and peasant problems ¢ u.rywide the
way livestock farming was. Indeed, these two crops were explicitly
spared by the agrarian reform legislation.l9
Though the 018 project was against BNF financing of
"large farmer'" crops, it nevertheless allowed a major role for
livestock, even though that activity was more associated with large
furming than were Lhe proscribed crops. It AID was intent on
excluding certain crops because they were large-tfurmer, livestock
was even more qualified for exclusion than crops. AID, of course,
intended to keep all the credit away from large farmers by imposing
ceilings on individual borrowing. 'These restrictions, however,
seem to have been easily violated, as suggested by the data above.
Finally, the data suggest thuat the 018 program may have
resulted in a substitution of AID funds for BNF livestock funds
and that funds thereby liberated were used for the AlD-proscribed

export crops. AID wanted the BNF to increasc the share of livestock

19Hondurm‘,, Ley de Reforma Apraria, Decree Jo, 170 (Tepucipnlpn:
1 January 197%), Article 38, Chapter IIT,




credit from 29% of total agricultural credit in 1967 to 39% by 1972 (Table 1).
The livestock share of credit actually decreased, however, from 29% to
25% in 1974. The share of the BNF's own credit for livestock was
only 6% in that yecar, moreover, while export crops took 80% (Table 2).
During this period, livestock credit had come to Honduras not only
from AID, but in even greater amounts from II * and the IBRD. (The
1BRD credit was channeled through private banks rather than the BNF.)
As in the case of grains, then, the data suggest that foreign
assistance for livestock enabled the Bank to lend for export crops
what il mipsht have normally lent for livestock. An AlD-contractor
evaluation also suggested that suvstitution of AID funds for BNF
funds in livestock had occurred during the 018 program, though
relerence was not made to export crops.go
It is understandable that the BNF would have been more
interested in export-crop farmers than grain farmers, since the
former were larser and more well established.  Bul why would the
Bank turn its back on the largest farmers in Honduras, the livestock
ranchers? Why would the share of the ranchers in BNF credit have
fallen, when they had such economic power? The answer to the gquestion
leads to further evidence that AID funds ullowed the BNF to lend

its own livestock funds elsewherc--i.e., {or cxporti crops.

)
ot 1. . , s i ..

AID/H, "Eotudio de cvaluncion del proerams de epeddito supervicade, "
Aupust 1970, pp. 10-11,
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The major share of livestock credit in Honduras comes trom
private banks. In 1970 and 1971, when 018  ivestock credit was beling
disbursed, the BNF accounted for 30-33% of livestock credit and
commercial banks accounted for the rest.eoa This may mean that the
livestock industry already had access to commercial bank credit before
the 018 loan--even though they also had access to 018 funds, as shown
by the large borrower data above. The AID evaluation asked, "Didn't
the BNF have sufficient absorptive capacity during this period to be
able to 'sell' a larger quantity of livestock credit, given the fact
that it had sufficient funds available?"21 The absorptive capacity
ol the livestock farmers rather than the Bank may be the key to the

answer. 'The former may have been well enough supplied by commercial

banks that the AID loan was superfluous.22

RV . .
Unpubl ished data, ATD/Terucipnl po,
.‘] "o . . 2 2y ; . 1"
ALD/H, "Estadio de oovaluacion del programn de eredito supervisado,
Augast, 1970, o 11, Translation mine.,

-
C“)There are other possible reasons for the uecline in the livestock
share of BNF lending, in relation to the fact that livestock farmers
are the large farmers of Honduras. One is that the livestock

ranchers are receiving their credit under another rubric from the
Bank; this could be a result of their being involved in other business
ventures along with livestock. Another possibility is that Lhe
livestock farmers prefer and are uable to rinance Lheir livestock
activilies, in contrast to their other business, out ol Lheir own
resources. ‘The fact that the livestock borrowers repaid their loans
so much in advunce suggests that the latter interprelation may be

the right one. If this were the case, then the 018 loun, far from
turning the Bank away from large farmer livestock clients, muy huve
even introduced it to some new ones, who normally would not have
borrowed for livestock there.

L

\
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Livestock eredit, agrarian reform, and land eclearing., [t is hard

tu escape the conclusion r'rom the above date that livestock credit
is perilous for small farmer programs, especially when it is treated

casually. In a country like Honduras, moreover, livestock and grain

producers are in competition for use of the land--livestock represented

by large landholders and grains by small farmers. Agrarian reform
laws in Latin America often exempt properties on which improvements
are made or are being initiated; or such properties are given a

lower priority on the list of lands to be expropriated. The Honduran
legislation was particularly liberal in this area, allowing three
years Lo Lthe owner of unutilived lands to start improvements Lhat
would qualify him 2s an "efficient” producer.23 When AID makes
livestock credit available at historical moments like these, it is
quite possible that the credit helps to strengthen the large
landowner in his attempts to avoid the law.

Each 018 livestock loan in my sample, for example, included
from 50-100% of its funds for improvements like fencing, pasture
formation and other construction (see, e.g., Table 20). The law
specifically defined "efficiently worked" pasture land as that which

is "duly fenced."2h In the period between the issuance of Decree 8

! Honduras, ley de Reforma Agrarin, Decree No. 170 (Tepucipnlpn:
1 January 1975), Article 29, Chapter II.

2h_
Ibid., Article 31, Chapter 1T,

am

b
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in 100 and the 1975 law, morcover, rences would have been helpial
in preventing land occupation by peasants. Decree § allowed the
peasants to "identify" the unutilized land which, in turn, would
be considered by INA for "forced renta.l."25

Most of the 018 cattle credit was disbursed

before the agrarian reform legislation started to appear in late
1972. But the threat of reform was in the air by the late 1960s,
if not before. The political power of the peasants was rising
during this period, and their demands centered on unutilized lands
--particularly those of the cuttlemen. It was probably apparent
Lo landowners rfor some time, thon, that investmen! in Lhe
improvement of cattle lands might provide some insurance against

future expropriation.

25The lands taken in forced rental under Decree 8 were expropriated
under the 1975 law.

P \/1.7
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Not only the structure of the Honduran agrarian situation,
but the experience of other countries also suggests that it would
have been logical for landowners to have sought AID (and other)

27

livestock credit with the above purposes in mind. The Honduras

Mission itself recognized this possibility, when it commented in
197k that "demand for asricultural credit from larger farms will
signiricantly increase due to increased investments (planting or
livestock) made to lessen the threat of expropriation."28 Whether
or not the 018 livestock borrowers had these purposes in mind, AID
should not open up these kinds of opportunities for the large

farmer, especially in small farmer programs.

One final point about the livestock credit. The livestock
credit of the 018 program was long term investment credit, whereas
the grains credit was for short term working capital. This meant

nol only that the livestock credit was limited to those who could

'{This question has also been raised with respect. to some of the
IBRD's livestock loans. 1n Colombia, the Bank is known to have
cxerted pressure on the agrarian reform agency in behalf of some
of its livestock borrowers who were threatened with expropriation.
18]

"“AID/LA/DR, "Honduras: Agriculture Sector Program,”" 21 Februnry
1974, Annex A, p. T.
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undertake wd orfer guarantees forr investment progeams of a cortain
duration. 1t atse memnt that the progran covered an fmportant
investment cost for livestock farmers but not for grains farmers:

the clearing of land. Much of Honduran grain farming by small
farmers involves frequent land clearing. This happenc because of

the crop rotation of peasant agriculture in a tropical climste,

where growth of brush on fallow lands is rapid; because of the spread
of cultivation to new lands, in a country with markedly less rural
population density than the others of Latin America; because expansion
of livestock farmers in the valleys pushes small farmers further up
Lthe hillsides; or because of the eviction of peasants from previously

cleared lands.

The histories of Honduran peasant farmers seem filled
with an unusual number of major land clearings. This clearing,
needless to say, is un investment that yields for several years,
and not an operating cost. It should be financed as such, as it was
in the livestock loans. Though AID may have had various reasons for not
financing land clearing for small farmers in the 018 program, it was
to discriminate against grains farmers to allow such financing for
livestock credit only. The problem seems to have been recognised
in the new 025 loan, which includes land clearing as a {inuanceable

and medium term item in its credit to small farmer groups,



Conclusion. In following up on the questions posed in this section,
it should not be forgotten that the best repayment record in the
whole 018 portfolio was for the smallest class of cattle loans--

from US$100 to $250. For beef cattle, moreover, the smallest borrowers
were the only class in the livestock portfolio in which there were
no delinquent loans (Table 26). It may be that these small loans
represent borrowers who are not very different from those of the
larger loan categories, in which case their good repayment has little
relevance for small farmer credit programs. It may be, however, that
these borrowers were in truth small farmers. The category is worth
investigating further, for the experience may hold some insight on

how to lend to small farmers for livestock.
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Conclusion

There is a danger that these findings on the 018 borrowers
and delinquents will be used only to make judgments about the quality
of loan monitoring. The best of loan monitoring cannot solve other
types of problems, however, which lie behind the findings presented

above.

What. you give up to work with small farmers. An institution that

has established its power on the basis of serving a certain
constituency--well-established operators--cannot easily close its
doors to those constituents on selected occusions. When the Buank
made loans outside of the spirit of the 018 agreement, it was not
only violating the loan agreement. It was also acting out ot a need
to seorve the constituency that accounts for much of its institutional
power.,  Doing; this makes perfect sense in an institutional environment
in which organizational survival and careers have for many years
been determined by servicing ot a certain client population. To
turn down credit to large operators because it is "against the
agreement' involves turning one's back on one's source ot support,
The problem of AID's BNF-type programs lies not only in
loan monitoring, then, but in the seleclion of an institution l'op

a small farmer program that must pay o certnin obeisance Lo e
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clients. In contrast to the new population to be served by the

AID project, these traditional clients have substantial power. Of
course, a large farmer bank or some of its managers may be truly
interested in small farmer programs. But their careers and their
organization's strength will not be dependent on success at servicing
these new clients.

Starting a small farmer credit program in a large farmer
bank is not just a matter of placing one more client group under the
same roof with the existing clients. It may seem so, since the
introduction of small farmers into such an institution usually
comes along with an increase in outside funds--as with the AID-018
1onn.l To the large borrower, however, the bank is his service
organization, no matter what the limitations on certain lines of
ity eredit. When he stakes a claim on funds restricted to a new
and un-influential eclass of clients--and is refused--then this is
perceeived by him as a decrease in accessibility of the bank to its

Lraditional clients.

1
I assume that the loan program does not succeed in effecting a
shift in the composition of total bank lending away from large

farmers, as was suggested to be the case in the above section on
export crops,
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L the new small farmer cliont had the political and
ccononmic power of the old one, tho malter might be different. In
this case, the new client could be Jusl as important as the old one
to the organizational and career survival of the bank and its managers.
The political and organizational costs of denying restricted funds
to the old client would be compensated by the power gained in
servicing the new client. But there is no such institutional power
to be gained from starting to service new small farmers in exchange
for old large ones. The introduction of a small farmer credit
program into a bank like the BNF, then, does not only involve an
expansion of bunk services to more borrowers and an increase in
total eredit. 1L also pubs bthe bank in the position of withholding
some credit from a type of client whom it never betore denied. 'The
difficulty of this kind of denial results in the kind of loan
distribution seen above, shot through with large operators. This
aspect of Lhe problem is not amenuble to loan monitoring.

To rest the carrying out of such a program on the force
of loan monitoring and regulations about who is to be excluded 1is
to make some unrealistic assumptions about the institulional
environment. The management and administrative personnel of o

stute development bank are closer in class and custom Lo the old
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borrowers than to the new. The peraonalism involved in the social
closeness of the bank to these old clients, in turn, will make it
more difficult to apply formal regulations. One will not be able
to count on the power of formal regulations to keep these clients
oul of certain lines of credit. An audit report made a similar
observation regarding the fact that the loan appraisers at the

branch level of the BNF were the same verscens who worked on collection

efforts.

In light of the fact that the appraisal staff is
charged with the responsibility for gathering the
financial data on prospective borrowers, recommending
approval or disapproval of loans, furnishing technical
aid and financial counsel to the farmer, it would seem
that adding the collection responsibility would not
of'fer adequate internal controls. The close persconal
relationship with the client does not seem to be in
keeping with the firm and of'ten unkindly attitude "
that must be adopted by an effective collection stafrf.”

Relations with the new small farmer client will be less personal
than with the old, because of the distance between lender and borrower
in class and living environments. 1t will be easier for the bank
to deul with this new client at arm's length--that is, subject to

the formal rules of behavior that govern relations betwecen groups

that are more socially distant. One result of this grenter formalicm

AID/ANG /LA, "UCATD/ Honduras . Apricultural Credit and Stopmee "
Audit, H('p(n", Hao 1=502271-11h s 30 Mareh 1971 T
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between the bank and its new client would be a greater amount of
compliance to loan regulations by the small farmers than by the
large. This may explain why delinquency is greater in the larger
classes,

ALl this is to say that one of the major problems of
introducing small farmer programs into large farmer banks has
nothing to do with the banking backwardness of small farmers or
the unfamiliarity of the bank with ways of serving them., Tt
involves, rather, the presence at the bank of a pre-existing and
different type of client whom resulations exclude from the new program.
No mmount. of monitoring or formal regulations can deal with this
problem. There is considerable peril, then, in choosing to
creabe a Cinmncial path to the small farmer that leads through
0 Large borrower bank.

That a large farmer bank is manned with urban elites is
not basic to this problem. After all, one finds the same elites
and the same affinities with affluent clients all over the public
sector. What is basic, rather, is a past history of fellow-clites
as clients of the institution. A public sector institution with
no such history of involvement, will have an ecasier time of serving
a newv und poorer clientele. The very experience of the large

borrower bank with credit,, that is, turns out to be o hindroance
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to its success in running a small farmer credit program.

In a sense, I am saying that organizational experience
with a task (credit) can sometimes disqualify the institution for
tuking on that task in a certain setting. ‘This happens when the
organination's experience was gained with a client from whom it
will be difficult to disentangle. Similarly, lack of experience
with a task--credit to large borrowers--could make it easier when
the same service was to be provided to a different clientele. Some
of the institutional requisites for a small farmer program, then,
relate more to past experience with certain clients than to
cxperience with the task itself. As seen above, AID excluded the
credit union rederation (FACACH) from consideration as its
institutional conduit for small farmer funds in 1973, 'The
federation was said to lack experience with agricultural credit,
though IFACACH's puast history was more involved with small borrowers
and less with large rarmers than was the BN¥. The BNF was chosen,
however, because of ils experience with agricultural credit.
According to the considerations raised here, AID's reasons for

choosing the BNI® also could have Justified not choosing it.

The extension agent's loss. The history of an institulion's

relations with a large farmer clientele affects the carrying oul

of' a small farmer program at levels other than borrower selecetion,
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The extension agent who works for a large farmer bank, for example,
is used to receiving a certain "income in kind" fyom the large
borvower. When the agent visits the large borvower's farm, he is
otftten invited ror lunch and has a relaxed and pleasant stay. He
often receives produce from the farmer—--a sack of avocados, for example.
On special occasions, agents have been known to receive a young
steer from cattle ranchers as a token of appreciation. These gifts
are not irregularities. 'They are an integral part of the way people
relate to each other in this type of society.

The work environment of the extension agent with the large
farmer, then, can be very pleasant. At least as important, this
working relationship supplies the agent with foodsturfs that are a
gignificant part of hic houschold expenditures.  Though the small
farmer will engage in the same kind of gift-giving with an appreciated
extension agent or other public service person, the value of such
gifts is nowhere near those recieved from the large farmer. Working
with the small farmer is nowhere near as comfortable and remunerative
for the extension agent.

To ask an extension agent to give up some of his large
farmer work time for small farmers is Lo ask him Lo give up this
income in kind and its psychic benefits. He is not likely Lo want

to do so, accustomed as he is to Lhis level of real income and



dependent as he s oonoa osalavy that s dirficalt to live o, Moreover,
nature of his Job is to spend long hours out of sight of a supervisor
in the countryside. This makes it difficult to compel him to devote
time to the small farmer if he does not want to.

The problem described here applies to extension agents of
agriculture ministries as well as those of banks: the relevant [actor
in not. where they work, but whether they have an exstablished weorkine
relation with laree farmers at the point thuat their institution starts
in with small farmers. 10 they doy then workinms with the amall Carmer
will mean acceeptine g Tower level of real income.  An extension npeent

startine his Yob with amall farmers, or an institution starting itu

the

exivtenes with cmall fqarmers, does not have to cive anyvthing up by serving

them. The institution with a large farmer history does. This may
explain in part why the supervision to be provided to small farmers
in the 018 program by extension agents of the Ministry of Natural

2

.o 3
Resources barely materialized.

[lal t-hearted commitment and how it works: two stories. Up to this

point, I have been speaking of the problems of Lhe best-intentioned
large farmer bank in keeping small farmer credit away from ito

established clientele. The large borrower past of an institution

rﬂ 11 . »
ATD/H, "Estudio b evaluacidn de) progreama de erddito supervisado "
Myrust 1972, p. 19,
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also influences how committed that institution can be in the rirst
place, and thus how well it will be able to carry out the new
program., It is remarkable how a simple lack of sympathy in an
important public institution can influence the outcome of an
wirarian reform, or of a more modest attempt to help small farmers.
When agrarian reform is in the air, for example, the peasant is in
class conflict with the large farmer. During these times, small
farmer programs like AID's 018 will be perceived by some bank
people and large farmers as a taking of sides against the large
farmer. Since the problem may not manifest itself overtly in
bank behavior, it is difficult to convey without some detailed
examples.

vome time after the issuance ot Decree 4, the BNF was
asked by the dircctor of INA to enlist its extensionists ("peritos')
in helping to identify and describe the lands claimed by peasant
groups. By taking advantage of the extensionists' knowledge
of the lay of agricultural properties, the government hoped to be
able to deal more rapidly with the enormous press of claims made
upon it after the issuance of the legislation. The Bank agreed
to cooperate in this effort. In actuality, however, therc wan
considerable foot-dragging by the extensionists and not cncuph

insistence by their bosses. For bank personnel to have helped

Y
\’_5 )
~\,‘\\;
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wvholeheartedly with this matter wouwld have involved some betrayanl
of their large-landowner clients, many of whom expected to be
adversely affected by the agrarian reform process.

The tollowing more detailed example of institutional
lack of sympathy, and how it works, also took placce during the
agrarian reform. But it could have easily occurred, as will be
seen, in another place at another time. When I arrived one day
for a visit with a post-reform group that had recieved BNF credit,
I tound the leadership of the group in discussion with an agronomist
and a lawyer from the BNF. I was with an agronomist from the
Ministry of Natural Resources. The Bank men were telling the
group that they thought the Bank would have to attach a tractor
acquired by the group o few years ago with BNI credit. The tractor
had been involved in an accident with a truck some months ago,
and the owner of the truck had sued in court and won the case.

The Bank, ns the group's creditor, had first claim on the tractor.
The tractor, in the meantime, had been placed in receivership by
the judge during the course of the litigation, so that Lhe group
had not been able to use it for some time to help earn income to
pay off the BNF loan. Thus the group was in arrears on its Bunk
loan for the tractor, in addition to having been ordered to pay

damages to the truckowner. Since the purchase of the tractor,

0
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moreover, the group's income had fallen far short of that anticipated
because of the hurricane of September 19Tk, and the drought that
followed. Both events contributed to considerable loss on at

least two crops.

The Bank men told the group that the Bank would probably
attach the tractor and sell it, in order to collect on the overdue
loan. They also told the group that it was not trying hard enough
to pay off its loan. The group was keeping too much of its corn
production for its own consumption, they said, and should have been
lianding over more to the Bank. This showed bad faith, they said,
and was making them run out of patience.

The agronomist from the Ministry of Natural Resources
asked if the Bank people had done an analysis of all Bank credit
to this group, not only the credit related to the tractor. They
had not, they said, for that was not within the purview of their
task. It turned out that the Bank had also lent a considerable
amount to this group for investment in another project, in addition
to short term crop credit. Thus the loss of the tractor would
have thireatened the repayment of those credits as well, let ulone
the viability of the investment project. The Ministry agronomist
proposed another course of action: instead of attaching the tractor,

the Bank could require that the group rent out the tructor during
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the approaching planting season to other groups and private individuals
without equipment. He convinced the Bank people to return that
afternocon in order to reach an agreement with the whole group.

The meeting convened in the afternoon, after some searching
for and prodding of the Bank agronomist, who was visiting with friends
in a nearby town at the appointed time. The Bank agronomist expressed
resentment to the group for '"not handing over'" more of its post-
hurricane and post-drought harvest. The group was sullen in response.
T'he Ministry apronomist, led the discussion with a blackboard at his
side. e made culeulations of the costs and retwrns of renting out
the tractor, and the time it would take for the rented-out tractor
to pay off the court judgment and the delinquent credit. The group
agreed to the plan, and the Bank agronomist agreed to propose it
to his office. (I do not know whether this arrangement was put
into effect.)

The tractor-rental plan made sense rfor anyone interested
in the welfare of the group and in paying off its creditors. The
Bank's approach, though perfectly defensible from a purely banking
point of view, was a punitive one with respect to the future of
the group. It was an unsympathetic approach, out of touch with
the objectives behind the program of credit to these groups. Take

this incident, repeat it many times over, and give it severul

sy
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variations. One ends up with substantial impediments to the success
of small farmer groups, even though officially and on the surface
the organization may show no opposition to these groups or to rzform.
The behavior that produces these impediments, and its consequences,
are not apparent in the day-to-day relations AID has with such an
institution during the negotiations and implementation of loan

programs.

ALD loans and the empowerment of institutions. That the above type

of incident occurs, or that scorn for peasant groups is often
openly expressed by BNF branch managers, should not be considered
as unusual or unexpected behavior. It has special significance,
however, for AID. To choose such an institution for a long
intimate relationship is for AID to endow it with considerable
power in relation to other public sector institulions. In general,
important. changes in the relative power of public sector agencies
in ngEriculture can be brought on by any such AID program. These
changes cannot help but. have an impuct on the prospects for an
agrarian reform, on the success ot the reform itself, or on other
less sweeping programs for small farmers. Any foot-drapging by a
BNI* during an agrarian reform, for example, is bucked by more
power thun would normally be the case, becuause of Lhe strenglh

gained by that institution during its long history ot ALD funds
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and assistance. All the institution has to do is drag its feet,
as in the examples above, in order to have a significant impact
on the course of the reform. One will not necessarily see open
onposition.

When AID chooses a large farmer bank or Ministry of
Agriculture for small farmer re-tooling, then, it not only runs
the risk that large farmers will get a good share of the funds.
In addition, this kind of choice can inadvertently alter the balance
of power in the public sector so much in favor of the AID-~funded
institution that the probability of emergence of reform measures
in the future, let alone ot their success, can be considerably
diminished. All this results from the choice of an institution
that is admittedly not too interested in the small rarmer cause,

as in the case of the BNF, bul is the only one arcund.

Mutually exclusive clients. 1 have been saying, in one way or

another, that large farmers and small farmers are sometimes mutually
exclusive as clients of the same organization. If the grafting of
a small farmer program onto a large farmer institution is to work,
however, the two groups cannot be mutually exclusive. From a
strictly banking point of view, of course, there is no contlict

in serving the two groups. But from the broader institutional-

political context I have discussed above, there is. In most
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countries, rural poverty is perceived as a result of unequal
distributions of land, income and other forms of wealth. Programs
to alleviate that poverty are usually based on the assumption that
wealth must be redistributed--whether it be through expropriation
ot land or milder measures such us tax reform or s« shift in the
compousition of beneficiaries of a public sector program. lndeed,
it has often been AID vather than recipient countries that has led
the way in posing the rural development problem in these terms

and pushing for redistributive measures.

Moving, (rom this macrocconomic level of poverty analysis
and remedies to the microcconomic institutional level of AlID programs,
it turns out that AID also proposes Lo pul together in the same
institution those who are to lose something in the macroeconomic
weal Lh redicteibution with these who are to pain. LU 15 hard
ctunourh Lo acecomplich this weatth transter in the ceonomy al large,
for those who have the redistributable wealth are usually those
who rule., But it is even harder to bring about the transfer when
onc makes the fortunes of new weallh recipients hipghly dependent
on un ingtitution that i1s the balliwick ol those with wealth to
lose. Of cowrse, 1t is dif'ficull for a public scctor organization
to serve o ogroup like smuall farmers even exclusively, if the

advancement of that group is perceived us a threat to the weallh
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of more powerful groups. But it is much more difficult to serve
the new group Crom within the veory orpanization that houseos the
threatened grour.

If small Cormer and luarge farmer progsrams operate oul
of different institutions, then the conflicting objectives do not
exist within an organizationbut between them. This latter
institutional arrangement not only avolds internal organiczational
ambivalence around the issue of redistribution. It also helps to

build a valuable esprit de corwvs, given the fact that the institution

Q

must fight for its program and clients with other orgunications.
If this kind of struggle occurs within an organization rather than

between them, it will do just the opposite--keep the esorit de corps

from forming. Even if there are those who will take the side or

the new client, they will have trouble within their own organizaion
rather than from just outsiders. Putting both clients in the same
institution, then, is to make the agrarian reform process much more

of a zero-sum game than it need be.

Credit and agrarian reform. What does an AID credit program have

to do with an agrarian reform? AID's BNF projects involve plain
credit, after all, not agrarian reform. So why should AID have had
agrarian reform considerations in mind in choosing its credit-

channeling institution? The answer lies partially in the fact
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that ATD itself sees its small farmer credit progroms as instruments
to be used in the pursuit of the redistribution ot inconme and
resources, In come cases, like the second 3I¥ loun, AID funds

are actually part of u progrum of support to the retrorm itscll,

The 0Z5 loan was meant, among other things, to beet up the various
public sector institutions carrying out the agrarian reform and
servicing its bencficiaries--the extension service, the cooperative
department, the agrarian reform institute and the planning agency,
as well as the BNF.

It may be that only when agrarian reform is actually in
motion--as it has been in Honduras during a good part of the period
studied--do the two types of clients aclually become mutually
exclusive when placed within the same service organization. But
agrarian reform has been hanging in the wings in most Latin
American countries for more than a decade., AID itself has
been responsible for much of the prominence given to this concern
for reform. Thus the opposition of the two groups has been latent, at
the least, in every organizational setting where this kind of AID

program has been pursued.

Alternatives to the Bank? Could AID have chosen an institution

other than the BNF as its credit conduit to small farmers? AID said,

(N
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in effect, that there was no other institution around. But br AID's
own observations, there were some other institutions around--
FACACH, the credit union federation, and FUNHDESA, a private
foundat.ion set up to tinance various organizations working exclusively
with smnll Furmers.h FACACH had been created by AID in a previous
period of history, and had shown more small farmer concern in its
history than the BNF. Although AID expected FACACH to be an important
borrower of its credits at the new BNF Coop Window, the Federation
was not a direct borrower in the agriculture sector loan, nor were
funds earmarked for it--compared to its role in the previous 018 loan.
FUNHDESA, whose history of association with small farmer financing
was more pristine than FACACH's, had received small amounts of AID
monies in the past. Like FACACH, FUNHDESA would be ahle to borrow
ATD 025 monies at the BNF, but it was outside AID's institutional
desipn for the sector loan,

By the time the sector loan was authorized in 1974, it
may have been impractical for AID to lend directly to these latter
institutions or to earmark 025 funds for them. This was partly
because the government had in the meantime made a major commitment

to supply the new agrarian reform

hAID/LA/MRSD/SCD, "The Credit Component," April 197k,



groups through the BNF. (This decision itself may have been partially
determined by the empowerment of the BNF resulting from AID's
previous loan in 1969, as suggested above.) FACACH and FUNHDESA,
moreover, were part of a larger Social-Christian grouping of
organizations that was somewhat at odds with the government program
~-partially out of rivalry over control of peasant organirations,

To make FACACH and FUNHDESA the keystones of an AID small farmer
credit program, therefore, might have been politically unrealistic,
But even before it became politically unrealistic, AID had dismissed
FACACH and FUNHDFSA as candidates for direct borrowing for other
reasons, as discussed above.

Should AID have created a small farmer credit institution
from scratch, as in the case of FECOAGROH, instead of working with
an established large borrower bank? The evidence suggests that
il may be Lest, in such cases, for AID to take its rural development
monies elsewhere. This may be more effective than choosing an
institution that is "the only one around." The data analysis
and the considerations presented above indicate that AID was much
more sanguine about its experience with the BNFF than was warranted
--at least from the point of view of being able to create a genuine
small farmer niche in the BNF.

Some progress toward serving small farmers, of coursc,
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was made by the BNF. But with a lot of credit and a lot of technical
assistance, some progress will always be made. The AID relation

with the BNF, after all, has gone on for seven years and is programmed
to continue at least three more. From the point of view of AID's
total Latin American program, however, this kind of progress on this
amount of investment can be viewed as an inefficient way of going
about the promotion of rural development. One may well end up
spending much more on a BNF-type institution than on one that is
committed from the start--in order to bring the institution around

to the small farmer and to clear up its large-borrower-associated
problems.

Small farmers, for example, have cnough of a problem with
delinquency as it is, because of their vulnerability to environmental
problems beyond their control. Yet their performance on delinquency
is thrown together in a BNF-type program with the performance of
the large farmer delinquents whose large loan values and even larger
share of delinquency weigh heavily in overall delinquency. The
lending institution, in turn, ends up obtaining considerable AID
assistance to deal with a problem that is not as great as it would
be without large borrower intrusions into the program. The resulting
exaggerated prominence of the problem misspecifies it as a small-

farmer one. I prevents the dinstitution from working on an upproach



to delinquency that is uniquely small~farmer. The same amount of
resources invested in a committed institution would yield for AID
a more significant return on the small farmer problem--simply

because one does not start out with the handicap described above,.

Keeping politics out of development projects. In partial answer

to the question of what credit has to do with agrarian reform, I
have been saying that to provide small farmers in Latin American
countries with considerable amounts of credit is, at certain times

and places, a political act. This is distinct from AID's view of

its projects as hard-core, "technical," economic-development proJects?

In AID's eyes, a small farmer credit program

revolves around the training of extensionists,

computerization of collection procedures, teaching peasants to

use new technologies, and getting the credit to the peasant in the
right amount and at the right interest rate. Such a program is
also an attempt to shift the balance of power in the countryside,
an attempt to get a reluctant society to commit resources to a
neglected group. When daefined in this broader way, the small
farmer program will not go very far on an exclusively "technical"

design. It needs to be served up in an organizational setting

Robert Packenham descrives this view in Foreipn Ald nnd Polftienl
Develogmenf Ph.D. dissertation, Yale University, 106,

,\/

Y
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built to surmount society's reluctance, to withstand the opposition
that the program will evoke.

It is not the input in itself, like credit or seeds, that
is going to make or break small farmers. A successful small farmer
credit program slso means the empowering of a dedicated
institution, or part of it. The amount of the input and the form
in which it is supplied--its "technical" aspects--are secondary
in importance to the quality of commitment and power of the
supplying institution. In a sense, then, the goals of AID small
farmer projects should include not only the supply of an input
to the target group, but also the supply of a committed organization
to the public sector. The tendency for the technical perspective
to reign in AID does not involve an ignorance of these basically
political considerations. But it has resulted in a failure to
include them in project design.

In a way, it is as if AID is shy about the fact that in
its rural development projects it is taking political sides--
as if this kind of content to its decisionmaking is too difficult
to integrate into its "technician" self-image. Though it may not
look like it during a loan review in Washington, AID's small farmecr
programs certainly do amount to the taking of sides in the political

environment where the project is happening. In Honduras, for

!
e\
) (_‘)
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exemple, large landowners often characterize AID's agriculture
programs as the work of "outside leftists." From their point of
view, they are right.

AID's tendency to separate out politically "neutral
technical aspects from the setting of a small farmer program, and
to choose to become involved solely with them, results in a certain
self-imposed undermining of its own projects. The decision to
support the small farmer in Honduras and later the agrarian reform,
for example, amounts to a strong taking of sides on a highly
pvlarized political issue in that country. The decision to channel
that support through a BNF, however, is a decision to empower an
institution tied inextricably to the other side of the issue. It is
to place the one side of the controversy at the mercy of the other
side with respect to the supply of an input as crucial to the
success of the redistribution process as credit. Viewed from a
"technical" vantage point, free of politics, there is no praoblem
in this decision; indeed, it makes good sense. But when one includes
the political context in which the technical parts of such a

project are embedded, the decision seems less reasonable.
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The conception of a development project as having an
isolatable and politically neuvral technical core probably harks
back to the days of capital projects in the 1960s, when many of
AID's loan funds went for projects in transport and power. There
was less political content in such projects. Of course, putting a
hydroelectric project in one state rather than another would help
the political career of one governor vs. the other. But these
projects did not have the broader political significance of
supporting one class against another. Many of them produced

"public goods," which meant that consumption of their services

by one group did not necessarily mean that there was less left
for the other.

The old capital projects were political only in the sense
that those who were in the best position to reap project benefits
were the group in power. The retrospective recognition of this
incomplete spread of benefits resulted in a shift of emphasis
in the development literature and foreign assistance programs from
straight capital projects to employment and income distribution
concerns, In that the groups left behind by the capital projects
of the 1960s were powerless and unable to meke conflicting claims
on the use of resources, any discontent on their part with public

sector investment decisions went unvoiced or unheard. Thus the
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transport and power decisions were apolitical only in the sense
that the other side was not represented in the political spectrum.
Rural development projects are different from capital
projects in two ways. First, they explicitly favor one side (the rural
poor) nﬁd explicitly exclude the other (the rural well-off). Capital
projects, in contrast, have been said to benefit nll,  Second,
to the cxtent that the benefits of capital projects actually
touched the rich more than the poor, they came down on the side
opposite from that of the rural development projects. In contrast
to capital projects, however, the group that is excluded from the
benefits of rural development projects is very much within the
political spectrum. Discontent with AID projects is now encountered
becausc the implementing institutions are peopled, to a considerable
extent, with the left-out side--or friends and relatives of it.
In efrfeet., then, Lthe capital projects were apolitical only in the
sense that the left-out side was not in the position to engage in
the kind of program-impairing and foot-dragging behavior described
above.
The political content of the capital projects, then, was
not noticed because it was compatible with the groups in power.
It was easy for AID to proceed as if the projects were completely
"technical," for nothing in the political setting would disrupt

that way of proceeding. In contrast to the rural development

"56\
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projects of today, the succeas of the project itself wan not
influenced by discontent in the groups left out of its benefits.
With today's projects, the case is the opposite: the left-out groups
are vocal and in power.

Thus the political impact of AID's side-taking
in the 1970s is much more likely to have an impact on project
success. The perception of project design as exclusively "technical"
is more incomplete than it was in the 1960s, more in error than it
was in the case of the capital projects. I am not suggesting that
AID abandon its staying-away from politics or that it Jump
enthusiastically into the political fray. I am suggesting, rather,
a more explicit recognition of the side-taking involved in its rural
development proJects, so that corresponding adjustments can be made

in their institutional design.

The idyll of income redistribution. AID's cooperative rhetoric

is infused with the idea that those now excluded from the development
process need only hitch themselves up to the engines of growth in order
to progress. Cooperative orpanization allows this hitching, according,
to the rhetoric, whereby the poor can come to ecarn well alongside

those who are already doing so. This implicit view of development

does not accord with the peasant's perception of his world, which is

shot through

N

;
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with conflict and the desire to get something back from those that
have,

The placing of a small farmer credit program in a large
farmer bank also seems to partake of this somewhat idyllic image
of the process of income redistribution. It ignores the existence
of conflict between the haves and the have-~nots and its potential
impact on project success. It precludes recognition of the fact
that many project designs inadvertently give to the haves significant
power over the struggles of the have-nots. During the long period
of agrarian turbulence in Honduras--from the land invasions of
the late 1960s through the military coup of the late 1972 to the
present period of post-reform disturbances--there was little
reference in AID documents to the relationship of these events to
the institutional design of the 018 and 025 loans. It is not that
people did not know what was going on, or that they were covering
up. Rather, it was as if the events were not considered relevant
to project design.

Implicit in AID's neglect of these matters is a view of
the peasant as having untrammeled access to wealth once the technical
inputs are in place. But if one sees the peasant as also downtrodden
by the powers that be--as he is frequently portrayed in AID prose

--then the organizational arrangement of a rural development project



will be quite different. Even if one places the small farmer program
in a large farmer institution, for example, there can be some
explicit recognition of the problem and some explicitly protective
features built into project design. Conflict, in sum, is an integral
part of the setting for a program whose broad objectives are income
redistribution. Projects must therefore be designed to minimize

the power of the other side to intrude.

In a vay, the "technical" conceptualization by AID of its
rural development projects is a kind of retreat from the complexities
and difficulties of dealing with a project's political setting.

By compartmentalizing income redistribution programs into their
political and technical components, one can commit oneself
"antiseptically" to income redistribution, staying clear of the
complicated and messy political aspects of it. As shown above,
however, the compartmentalization does not work. Political factors
overflow their compartment and interfere with the execution of the
technical job: the delinquency rate is higher than expected, the
reform groups don't do as well as they might, a significant piece
of the small farmer credit goes to large farmers, there is foot-
dragging in the public sector on agrarian reform. Everybody gets
puzzled about what went wrong and looks to exogenous and fortuitous

cvents for explanation of the problem--droughts, floods, conflicts,
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changes of government, war. But a good part of the explanation
turns out to be much more within reach and control. The small

farmer credit program of the BNF is not atypical in this sense.
The limited definition of the task at hand no doubt contributed
to the fact that the taking away of BNF credit from established
farmers was not achieved.

That AID's income redistribution rhetorie is not reflected
in project design probably results from the fact trat income
redistribution concerns are a recent fad in development assistance.
The old kind of project often gets dressed up in a new income
redistribution garb, to satisfy the demands made on foreign
assistance organizations to show more effort in this area. The old
agricultural credit programs are now called small farmer credit
programs; the old programs to increase production in the agricultural
sector are called programs to redistribute income in the agricultural
sector. But without a corresponding adjustment of project design
to fit the new rhetoric, the income redistribution approach does
not have much chance of going beyond its rhetoriec.

It is not unusual in organizations like AID, which are

subjected to frequent demands to chanpe courses, that this kind of

gap would exist between a program's literary presentation and fts
desipn,  Rut this kind of frap cnnnot. cont fie for long withoul,
resulting in failure, frustreat ion, and evnicicm. The Apeney needs
to take its own rhetoric more seriousty and to npprecinte Lhe change

in program desipn that it involves,
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Figure I

Banco Nacional de Fomento (BNF):
Comparative Degrees of Inequality in the Distribution of Credit
(1967, 197k and AID-018 Subloans)
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The curves were plotted from the cumulative percentage data of Table 5. This tvoe of curve {s coomonly used
to represent varying Jegrees of {nequality {n the distribution of income-~the "Lorenz curve.” Ia this case,
the distance of the curves from the 45° line shows the degree of {nequalitv {n the distribution of credit.
The further a curve {s from the line, the greater the inequality {n the distribution of that particular type
of credit. The Ol8 grains credit was the most eaual, Iin other words, and total BNF 1974 credit was the most
unequal of these distributions.

The BNF curve for 1967 {ncludes groups (coops, asentamientos, etc.), as does the 1974 curve. Table 4b gives
more detailed data on the role of groups in the total. The 1967 curve {s more compsrable with the 1974 curve
that {ncludes groups, for reasons explained in the text.

In order to obtain size dlstribution deta that {s comparable for these five distributions, 1 have read otf the
data bv deciles from points on these curves (on 3 larger version of this figure, vhich was subeequantlv
reduced). The results are presented {n Table 5.

fhe twvo dashed curves were added when thiy study was revised in Septamber 1976, Thay wera calculated
from the data {n Tables 4a and 4b. In contrast to the curves atove them, they count group credit

per individual rather than per group., The per-individual credit {s evtimated by dividing the toutel
value of loans in a loan-size class by the number of baneficlaries in that claes, using the data in
Table 4b. The resulting average per-individual loan sfze {s re-distributed to the spprupriate and
amaller loan-vize class. The last curve does this for both asentmmientos and coope, and the sacond-
from-the-laat curve for asentamientos only. This latter curve {s thus more comparable to the 1947
curve, vhich Lncludes coop loans on a per-coop basis., (Asantamientos did not exist (n 1967.) Sae
text for further explanation (pp. I1-32).

"}
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Banco Nacional de Fomento (BNF): Agricultural Credit
by Type of Activity--1967, 1972 Projection, 197k

(lempira millions)

1968 AID
projection b
1967% for 19722 1974
Value % Value yA Value 4
Export crops
Cotton T.7 29.1 T.5 21.7 5.5 24.3
Coffee 3.6  13.6 3.5 10.1 9.2 1k4.5
Tobacco 2.5 9.3 2.4 6.9 1.6 2.5
Subtotal 13.7 52.0 3.4 38.8 6.4 L41.3
Bausic grains
(corn,rice,beans)® 3.1 11.7 6.2 17.9 18.0 28.3
Livestock
Beef (breeding) { 0.5 1.9 .9 14.2 6.0 9.4
Beef (fattening) 1.2 bk 2.8 8.1 3.8 6.0
Dairy cattle 5.0 19.0 h.9 1h.2 6.0 9.4
Other 1.0 3.8 0.9 2.6 i 0.2 0.0
Subtotal T.7 29.1 13.5 39.1 15.9 2k, 9
Other 1.9 [.2 1.k h.2 3.5 5.5
Toﬁq{‘agriculture 26.4 100.0 34.5  100.0 63.8 100,00

One U.S. Dollar = two Honduran Lempiras

a '
Based on data from AID/LA/DR, "Honduras: Arriealtural Credit and
Storare," 20 June 1968, Table IX, p. 3.

Based on data from Honduras, WBanee Nacional de Fomento (Divisidn
Toenica), Bolétin Estadistico 1V (January-December 197h),

c
Includes n .mall amount of sorprhum,
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Table

Coffee: Export Value and BNF Credit, 1966-197k (selected yecars)
(lempira millions)

a )
Export value BNF credit Credit as
Annual Annual % of exports

Yearly average Yearly average (annual average)c
1966 39.8
1967 28.0 36.5 3.6 9.8
1968 L1.6
1969 37.0
1970 51.8 5.1
1971 ue.u} 49.1 u.s} 4.9 10.0
1972 5h.h
1973 | 96.9 . 7.8}
197k 8.(.,‘d} 79L.2 9.2 8.6 9.3

One U.S. Dollar = two Honduran Lempiras

#1066-1060 data from IBRD, "Appraisal of the Second Livestock Development

Project - Honduras," 12 September 1973, Annex I, Table 1; 1970-1973 data

from AID/IDB/IBRD, "Statistical Annex” (Draft), Agricultural/Rural Sector
Survey--Honduras, 13 December 197h, p. 63 1974-1975 data from AID/LA/DR,

"Honduras: Hurricane Rural Reconstruction," 13 December 1974, Table 5,

p. 20. Though from different sources, these data are consistent because

the figures for the overlapping years were the same,

bLQGT figure from AID/LA/DR, "Honduras: Agricultural Credit and Storage,"
20 June 1968, Table IX, p. 323 1970-1071 data from AID/Honduras; 1973-197k
duta from Honduras, Banco Nacional de Fomento (Divisidn Tdéenica), Rolet{n
Potadfstico IV (January-December 197h).

cThe percentages are based on annual averages Lo the extent
possible because of the incompleteness of my data and because
of the wide annual swings characteristic of agricultural
production. Three-year moving averages of production would have
been the best for revealing consistent trends in the share of
crop financed.

dEstimuLe.



Table 3

Banco Nacional de Fomento (BNF):
Agricultural Credit by Source of Funds--196T7, 19Tk
(lempira millions)

i b
19672 - 197k
BNF ' IDB I Total BIF 1 1pB AID INAS Gov'td Total
| !
Jal 3 i Val. S vVal. e Val. A Val. A Val. % Val. % Val. % Val. %
Ixport cropst 13.2 3.7 0.1 2.2 '13.7 52.0}23.% 79.3! 0.8 k.5 0 -1 1.0 13.7| 1.1 15.2[26.L 41.3
A ;
Basic grains® 1.1 5.5 1.9 323.9 ) 3.1 11.70 1.9 6.4 3.3 18.6 | 0.8 62.3 | 6.0 78.3{ 6.0 60.7|18.0 28.3
i
Livestock .- 21.1 3.3 58.3, 7.T 29.1) 1.8 6.1 {13.6 T76.2| 0.2 11.8 { 0.1 0.8} 0.2 2.9(15.9 2h.9
Jther 1.0 T.T 2.3 5.5 1.9 7.2 2.k 8.2 0.1 0.7 ‘ 0.4 25.9 0.5 7.2 0.1 1.2 3.5 5.5
- = — == T T
Total 22.7 1C2.0 5.7 100.0 {26.4 100.0 |j29.5 100.0 {17.9 100.0 | 1.4 100.0 7.6 100.0 7.4 100.0 | 63.8 100.0
z ¢ source 1
in tTotal ~
Zerniing TS.L_L 21.6 100.0 k6.2 28.0 2.2 11.9 11.6 100.0
cne U.3. Zollar = two Hoadwuran Lempiras
F2azsi on Gase frem AT Tr, MHonduras: Asricultural Crelit and Storage," 20 June 1968, Tabls IX, p. 32.
:Eas%§ on iztz from Honduras, Zancc laclional de Fomento (Divisidn Técnica), Boletin Estadistico IV (January-December
DRI Zzta 2x2ludes L.23,987 in credit from the Central American Bank for Economic Integration (CABEI).
“Instizuto Nacional Agraric. Credit stipulated for use by small farmers in INA's settlement projects.
“Mostly credit channeled through the Central Bank to the BNF (L. 7.1 million). Most of this credit was designated
by tze government for use by peasant groups who received land through the agrarian reform.
eCof:‘ee, cotion and tobacco.
“Corn, rice, beans and a small amount of sorghum. Eg
-



Table La

Banco Nacional de Fomento (BRF): Distribution of Loans by Size--1967 and 1974%
(lemwpira millions)

. 1967° N “___7‘__“1_9_7’11_ _____ 1974 (excluding g_r_o_ups)cl

No. of Cum. Cum, No. of Cum. Cun. No. of Cum. Cum.

- |teen 7 2 value = 3 loan % % Value * 2 | loan d z Value 3 z
0-200 195 1.9 1.9 0.03 0.1 01| 95 4.3 L9 o.2 o0z 0.2] 950 5.0 5.0 0.2 0.3 0.3
201-500 3,765 3601 37.9 1.5 b7 L. K 5,192 26.6 31.5 2.0 2.4 2.6 5,190  27.2 32.1 2.0 3.9 h.2
S01-1,030 3,001 28.8 66.7 2.4 7.7 12.5 5,308 27.5 59.0 L.2 5.2 7.8 5,363 28.1 60.2 L.l 8.2 12.h
1,001-2,595 1,863  17.9 84.6 3.1 10.2  22.7 4,123 21.2 80.2 6.8 8.4 16.2 4,106  21.5 B1.7 6.7 13.3 25.7
<,521-5,000 f69 8.3 92.9 3.2 100 331 1,911 o8 90.0 6.7 8.4 2h.6 1,87k 9.8 91.5 6.6 13.0 30.7
$,001-10,000 g 6 95.5 2.8 9.1 L2.2 90k h.h 9h.6 6.9 8.6 33.2 852 b.s 96.0 6.5 12.9 51.6
10,001-29,200 164 1.6 98.1 2.5 8.2 50.h 522 2.7 97.3 T.h 9.2 L2k L5t 2.h 98.4 6.5 12.8 6h.h
22,001-53,000 127 1.2 29.3 LI ] 13.L £3.8 330 1.7 99.0 10.13 12.8 55.2 228 1.2 99.6 7.0 13.8 78.2
50,3G1-100,500 4“3 o 99.7 3.1 10.9  73.8 117 0.6 99.6 8.1 10.] 65.3 51 0.3 99.3 3.5 6.9  85.1
100,091-230,530 21 0.2 99.30 3.2 10.3 B4} L6 0.2 99.8 6.8 8.5 73.8 21 0.1 99.9 3.1 6.1 91.2
230,301-300,000 7 0.0, 997 2.6 8.3 9ok 17 0.1 99.9 5.3 6.6 60.4 5 0.026 99.97 1.5 2.9 9li.1
$0C.001-929,993° 2 0.01v  99.99 1.3 4L.3 96,7 7 0.03 99.98 L.7 5.8 86.2 0.021 99.99 2.k h.8 98.9
1,000,000 & over 1 0.910 100.0 1.0 3.3 190.¢ b 0.020 100.0 11.1 13.8 100.0 1 0.005 100.0 0.5 1.0  100.0
Total® 10,433 100.0 30.9  100.0 19,4591 100.0 80.3 100.0 19,100 100.0 50.5 100.0 .

6ET



\Y;(;/{

Table La (continued)

One U.S. Dollar = two Honduran Lempiras

aPercentages were calculated from unrounded figures. This data is presented graphically in Figure I
to facilitate comparison. Data is presented by deciles of borrowers in Table 5. Table T shows a size
distribution of subloans made under AID's Agricultural Credit & Storage Loan (018).

From AID/E, "Agricultural Develorment" PROP, 11 Lecember 1970, p. 6. Source implies *that data refers to
all leniing, not Just agriculture, which accounted for 50%. Total value figure, however, iz too low to
inciude 211 lerndirs, since agricul-ure itself was L.26.L4 millions in 1967 (Table 1).

C .. . - . .

Frcm Honduras, Banco Yacinnal de Fomento, Memoria Anual - 1974, Tables 9 and O-A, pp.33-3h.

dBased on data from Banco Nacional de Fomento, Memoria Anual 1974, Tables 9 and 9-A, pp. 33-34. Groups
are cooperatives, peasant settlements, and agriculture and livestock associations. They account for
37% of total credit (see Table 4b). 1967 data include such groups and only the 1974 data allowed their

exclusion.

®BNF data for 1967 and 197k list this interval as L.500,001-750,000, and show no L.750,001-1,000,000
interval. I have assumed that this is a mistake, since the BNF's own breakdown of the 1974 data by
groups snows one loan in the L.750,001-1,000,000 category. (In Table 9A of source cited in footnote d
above.; I also thought it unlikely that in two such years, seven years apart, there would have been
no loens in any particular interval.

IPercentage totals in table were calculated from unrounded figures. Discrepancies between totals and
those obtained from adding rounded figures are no greater than 0.2%.

onT



Table 4b
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Banco Nacional de Fomento (BNF):
Loans to Groups, 1974

Groups Beneficiaries Value
Lempira

Groups No. % No. % millions %
Cooperatives 6L 16.4 3,609 27.7 17.5 58.6
Asentamientos 2kg  63.7 6,768 51.9 6.8 22.7
ANACH® 72 18.4 | 1,962 15.1 1.9 6.2
Cattlemen &

farmer assoc. 6 1.5 691 5.3 3.7 12.5
Subtotal 391 100.0 13,03C¢ 100.0 29.9 100.0
Total BNF credit 19,1491b 80.3

% Groups in total 2.0 37.2

One U.S. Dollar = two Honduran Lempiras

a'Nationa.l Association of Honduran Peasants,
"subsections" of these unions, which usually work the land

communally.

Loans are to

bThis figure includes individual borrowers and groups, counted

a5 one.

Source:

Based on data from Honduras, Banco Nacional de Foment.o,

Memoria Anual - 1974, Tables 9, 9A-E, pp. 33-38.




Table 5

Banco Nacicnal de Fomento (BNF): a
Distribution of Credit by Size of Borrower--1967, 1974 and AID-018 Subloans

ﬁiﬁioSer Percent of loan value Cumulative percent of loan value

(by deciles BNF BNF

from smallest | BNF BNF (without 018 018 BNF BNF (without 018 018

to largest) 1967 19Tk groups) Cattle Crops| 1967 1974 groups) Cattle Crops
1st 0.8 0.5 1.0 2.0 3.8/ 0.8 0.5 1.0 2.0 3.8
2nd 0.8 0.5 1.0 24 L6l 1.6 1.0 2.0 b4 8.k
3rd 1.k 1.0 1.5 2.9 5.1 3.0 2.0 3.5 7.3 13.5
Lth 2.0 1.5 2.0 3.7 5.5 5.0 3.5 5.5 11.0 19.0
5th 2.2 2.0 2.2 k.9 6.5 T.2 5.5 T.7 15.9 25.5
6th 2.8 2.3 3.0 5.2 6.7 10.0 7.8 10.7 21.1 32.2
Tth 3.9 3.4 5.1 6.5 7.9 13.9 11.2 15.8 27.6 Lo.1
8th 5.6 L.8 T.7 9.6 10.5| 19.5 16.0 23.5 37.2 50.6
9th 8.8 8.3 12.5 13.6 13.8 28.3 24.3 36.0 50.8 6L.4

10th TL.T 75.7 6L4.0 kg.2 35.6 | 100.0 100.0 100.0 100.0 100.0

aThese percentages were found by reading off the appropriate points on the curves of
Figure 1. Though they are thus approximate figures, they are quite consistent with
the actual data presented in Tables lLa and Ta. This type of approach was the only way
to obtain loan-size-distribution data that was comparable for the different years and
the different credit lines.

ehtT



Table 6

Banco Nacional de Fomento (BNF):

La Playa Branch as Percent of BNF System
(lempira thousands)

143

Total La Playa
La Playa® BNF as % of total

Loans authorized (1973-
1974 annual average)® 3,216.5 75,289.5 4.3
Loan balances, l2/31/7hb 5,639.9 114,301.9 4.9
Closing balance, 10/31/74°

Loan balances 1,214.7 22,954.8 5.3
Repayments 26.4 710.1 3.7
Delinquent L1 9L7.5 4.6

% Livestock in AID-018 credit?

Number of loans 52.6 41.9 1.3 (ratio)
Value of loans 72.6 64,4 1.3 (ratio)
One U.S. Dollar = two Honduran Lempiras

a . X
Rased on data from Honduras, Banco Nacional de Fomento, Memoria

Anual - 197L4, Table II, p.

®Ipid., Table 12-A, p. UT.

W,

cAID/LA/DR, "Honduras: Hurricane Rural Reconstruction," 13 December

1974, Annex II, Exhibit F.

dpyp figures based on data from AID/H, "El crédito para el pequeno
agricultor en Honduras," August 1974, p. 26; La Playa data from my

sample (sec Table Tb).

BNF data as of July 1972, and therefore

not complete because 018 credit was not completely disbursed until

December 1972.

€n

La Playa" is a fictitious name for the particular bank branch.



,/1,.("1»/

t/

Table Ta

La Playa Branch of AID Agricultural Credit and Storage Loan (018):
Size Distribution of Cattle and Grains Subloans®
(lempira thousands)

Loan-size Cattle Grains
class No. of Cum. Cum. No. of Cum. Cum.
(lempiras) borrowers % % Value % % borrowers % % Vaiue % %
100-500 61 26.5 26.5 2h.1 6.1 6.1 103 49.8 L9.8 37.7 25.4 25.4
501-1,000 94 Lo.9 67.4 76.3 19.3 25.4 77 37.2 87.0 50.3 33.8 59.2
1,001-2,500 43 18.7 86.1 Th. T 18.9 L4 .3 21 10.1 97.1 2G.7 20.0 79.2
2,501-5,000 | ol 10.4 96.5 89.8 22.8 67.1 L 1.9 99.0 13.5 9.0 88.2
5,001-L40,000 i 8 3.5 100.0 129.5 32.8 100.0 2 1.0 100.0 17.5 11.8 100.0
Total 230 100.0 39&.5b 100.0 207 100.0 lh8.6c 100.0

One U.S. Dollar = two Honduran Lempiras

aPercentages were calculated from unrounded figures. Subloans were disbursed during the perici 1970-1972.
Information is presented graphically for purposes of comparison in Figure 1; it is presented by deciles
of borrowers in Table 5.

b .
Value shown Is actual total rounded to lempira thousands. Addition of rounded values in the column
gives L.394.4 (thousands).

c .
Value shown is actual totel rounded to lempira thousands. Addition of rounded values in the column
gives L.1L8.7 (thousands).

it
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Table Tb
La Playa Branch: Distribution of 018 Credit by Activitya
(lempiras)
Loan authorizations
(August 1970-December 1972)
Value % No. A
Grainsb
Corng 131,481  2k.2 | 178  Lo.7
Rice 17,128 3.2 29 6.6
Subtotal 148,609 2T.h4 207 1.4
. e
Livestock
Breeding cattle 3,250 0.6 32 7.3
Fattening cattle 54,810 10.1 5 1.1
Dairy cattle 336,440 61.9 | 193 Ly.2
Subtotal 394,500 72.6 | 230 52.6
Total 543,109 100.0 | 437 100.0

8Excludes two agroindustrial louns to CAICEDGA, a subsidiary of Castle
& Cooke, Inc., for African Palm cultivation. Loans amounted to
L.600,000.

bIncludes one active long term loan (7 years) for equipment purchase by cc
producer. Loan was L.11,000, accounting for T.4% of total loan value
in grains. Excludes two group loans~--L.3,650 and L.20,000.

cIncludes two bean loans for total of L.700 and 14 combination loans
where corn is the largest component, as follows:

4 loans - L.5,985 (aorn, beans, rice)
T loans - 4,460 (corn,rrice)
3 loans - 2,769 (corn, beans)

Total 14 loans - L.13,21k

dIncludes one rice/cattle loan (rice larger component) for L.500,
Also includes combination loans where rice is the largest component:

1 loan - L.400 (rice, corn, beans)
5 loans - 2,600 (rice, corn)
1 loan - 500 (rice, beans)

Total T loans

L.3,500



Table 8

La Playa Branch: Repayment by Loan Size for 018 Cattle Loans, Master Table?
(lempiras)

Partially Late Paid or pay- | Paid or pay- Total
Loan-size Never paid delinquent but paid ing on time ing in advance Amount Disburse-
class Value lo. Value No. Value lMNo. Value No. Value No. due ments No.
200-500C 500 1 900 2 2,700 3 4,300 11 15,750 39 24,150 24,150 61
501-1,000 . 1,200 2 4,500 6 8,060 10 6,950 9 54,750 67 75,5460 76,310 ok
1,001-2,500 ' 1,875 1 7,143 5 3,050 12,307 9 47,900 26 72,275 T4, 740 43
2,501-5,000 E o o 14,882 5 0 12,818 5 53,700 1L 81,L00 | 89,800 24
5,001-ho,ooo§ 28,857 2 0 0 0 12,k29 2 46,000 L4 87,286 | 129,500 8
Total ({amts t
due) i 32,432 6 27,425 18 13,810 20 (48,804 36 218,100 150 340,571 - 230
Z of total 9.5 2.6 8.1 7.8 L1 8.7) 14.3 15.7 64.0 65.2 100.0 - 100.0
Total {(loan
disburse-
ments) 65,100 32,230 18 13,810 20 65,260 36 218,100 150 - 394,500 230
# of total 16.5 2.6 8.2 7.8 3.5 8.7] 16.5 15.7 55.3 65.2 - 100.0 100.0
One U.S. Dollar = two Honduran Lempiras

a_ . . .
Lempira values in the table are loan disbursements.

Table Ta because all cattle loans were completely drawn down.

They are the same as the loan authorization values of

For active loans, lempira values are amounts

due rather than total loan disbursement--but the loan is classified by size according to disbursed value.

In August 1975, 8.7% of the cattle loans and 30.5% of their value were still active.

The second total row

and column, and the second percentage row, show what values would be if total amounts were used for active
loans instead of just the amounts already fallen due.

Source:

Based on data from 018 loan files of La Playa Branch, August 1975.

ot
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Table 9
La Playa Branch: Repayment by Loan Size for 018 Grains Loans, Master Table®

(lempiras)
l Partially Late Paid or pay-| Paid in Total

Loan-size Never paic delinguent but paid ing on time advance Amount
class Value No. Value No. Value No. Value No. Value No. due No.

100-500 6,156 20 5,588 15 21,500 59 2,080 6 2,300 6 37,624 106

501-1,000 L4ko 7 | 4,950 8 27,985 L2 7,390 11 3,565 6 48,330 T4
1,001-2,500 4,130 3 6,819b L4 16,025 12 1,050 1 1,540 1 29,564 21
2,501-5,000 7,482 2 - - 0.315 3 - - - - 16,797 5
5,001-40,000 - - - - - 6,295° 1 101 6,295 1
Total
(amts.due) 22,208 32 17,357 27 74,825 116 16,815 19 7,405 13 138,610 207
% of total 16.0 15.5 | 12.5 13.0| 5Lt.0 56.0| 12.1 9.2 | 5.3 6.3] 100.0 100.0

One U.S. Dollar = twc Honduran Lempiras

a . . . .

Lempira values in the table are loan disbursements. To the extent that they differ from the loan
authorization values of Table Ta, they were not fully drawn down. Only 3.6% of grain loans were
not drawn down. There were no active grain loans except for the one described in note c.

b
A loan for L.1,800 was excluded for lack of delinquency data.

C . .

This is the amount due on a L.11,000 loan. The loan represents 7.8% of the total grain portfolic.
Using total loan disbursements rather than amounts due would change the "Paid on Time" percentage
to 15%.

Source: 0218 loan files of La Playa Branch, August 1975.

LT



Tabtle 10

La Playa Branch: Summary Repayment Picture for Cattle and Grainsa

Cattl

e

Grains

% of total

loans

% of total loans

é Amts. Total

Value

Repayment category | due loan No. (amts.due) No.

Never paid { 9.5 16.5 2.6 16.0 15.5
Partially deliinquent | 8.1 8.2 7.8 12.5 13.0
Subtotal delinguent 17.6 2k.7 10.4 28.5 28.5
Late but paid L.1 3.5 8.7 54.0 56.0
Paid on time 14.3 16.5 15.7 12.1 9.2
Paid in advance 6.0 55.3  65.2 5.3 6.3
Subtotal paid 62.4  75.3  89.6 71.4 71.5

% share of Delinquency % share of Delinquency

class in total

as % of loans

class in total

as % of loans

' delingquency of each class delinguency of each class

Loan-size categoryb H-Value Ho. Value lo. Value No. Value No.
100-500 2.3 712.5 5.6 e 29.7 59.3 31.2 33.0
501-1,000 9.5 33.3 7.6 8.5 23.7 25.k 19.4 20.3
1,001-2,500 15.1 25.0 12.5 14.0 27.7 11.9 37.0 33.3
2,501-5,000 2k.9  20.8 18.3 20.8 18.9 3.4 LL.5 Lo.o
5,001-40,000 L8.2 8.3 33.1 25.0 0 C 0 0

8Based on Tables 8 and 9.

b . - . .
Loan values of this section on which percentages are based are amounts due for active

loans and not total loan disbursement.
now partially delinquent or on which payment was never made.

paid but were once delinquent ("late but paid") are not counted.

"Delinquency" is defined as loans which are
Loans which are fully

BT



Table 11

La Playa Branch: Paid Percentage of Delinquent 018 Loans®

(lempiras)
Cattle Grains
Value I No. Value No.

! % of % of % of % of

Percent paid ; Lempiras total dlqg. No. total dlg. Lempiras total dlqg. No. total dlq.
0% | 32,432 54.2 6 25.0 22,208 56.1 32 54.2
1-25% l 3,500 5.8 2 8.3 6,569 16.6 8 13.6
26-50% } 6,768 11.3 5 20.8 4,038 10.2 8 13.6
51-75% ' 13,757 23.0 l 9 37.5 L,T725 11.9 6 l10.2
16-99% b 3,400 5.7 P2 8.3 2,025 5.1 5 8.5
Total i 59,857 100.0 2L 100.0 39,565 100.0 59 100.0

One U.S. Dollar

= two Honduran Lempiras

8Values in table are not repsyments but total loan disbursements; for active loans, they

are amounts due.

Source: 015 ican files of La Playa Branch, August 1975.

No d- .a was collected on interest payments.
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Table 12

La Playa Branch: Unpaid Amounts of Delinquent Loans by Loan Size
\lempiras)

Cattle Grains
Unpaid amounts Unpaid amounts

Loan-size % of Value of Unpaid amts. as 7 % of Value of Unpaid amts. as %
categery ! Value total | dlg.loans |of dlq. loan value Value <total |dlg.loans | of dlg. loan value

200-300 71T 1.6 1,500 51.2 8,917 27.k | 11,7k 75.9

501-1,000 E 3,428 7.6 5,700 60.3 7,385 2.7 9,390 76.6
1,001-2,5¢2 ¢ 5,018 11.2 9,018 55.5 8,713 26.8 | 10,9L9 79.6
2,301-3,000 56,398 15,4 14,882 L6.4 7,482  23.0 7,k82 106.0
5,301-~3,:Qo§ 23,357  6L.2 28,857 100.0 0 0 0 0
Total L4,52% 100.0 59,857 75.1 32,496 100.0 39,565 §2.1

One U.S. Dollar = two Honduran Lempiras

aUnpaid amounts do not include interest payment, on which I collected no data. Value of delinquent
loans is amount drawn down; in the case of active loans, it is amount due and not total loan value.

Source: 018 loan files of La Plara Branch, August 1975.
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Table 13

.. a
La Playa Branch: Summary Comparison of Delinquency in Cattle and Grains by Loan Size

(percentages)

% share of class Dlq. loan value as % share of class Unpaid amounts
in total dlgq. % of loan value in total unpaid as % of dlq. loan
- . + loan value in each class amounts value in each class
Loan-size i
class Cattle Grains Cattle Grains Cattle Grains Cattle Grains
102-500 2.3 29. 5.5 31.2 1.6 27.4 51.2 75.9
501-1,000 9.5 23.7 7.6 19.4 7.6 22.7 60.3 78.€
1,001-2,500 15.1 27.7 12.6 37.0 11.2 26.6 55.6 79.6
2,501-5,000 2Lk.9 18.9 18.3 Ly .5 15.4 23.0 L6.4 100.0
5,00.-40,C00 L4§.2 0] 33.1 0 6L.2 0 100.0 0
Total 2100.0 100.0 17.6 28.5 100.0 100.0 75.1 82.1
®Based on Tables 10 and 12.
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Table ika

a
La Playa Branch: Delinquency Values According to Different Measures, Master Table
(lempiras)

Value of delinguent loans Total loans
Cattle Grains

Delinguency nmeasure Value Ho. Velue No. Value No. Value Nn.
1 - Includes late-paid loans (for active loans,

total loan values, not amounts due) 111,140 L4 124,390 175 394,500 230 | 143,315 207
2 - AID measure (for active loans, total loan

values, not amounts due); late-paid loans

excluded fronm this and successive measures 97,330 24 39,565 59 394,500 230 | 143,315 207
3 - My measure (for active loans, arounts due, -

2ot total loan values) 59,857 24 39,565 59 | 3Lk0,571 230 | 138,609 207
L - BNF measure (includes only inactive loans)b 17,080 13 39,564 59 274,140 210 132,315 206
5 - Active lcans only (total loan values, not

amcunts due ~ AID measure) 80,250 11 0 0 | 120,360 20 11,000 1
6 - Active lcans only (amounts due, not total

iozn values - y measure) Lo2,777 11 0 0 671,145 20 6,295 1

b
See Zootnote b on Table 1llb. 5

a'\(a.lues are loan disbursements and not authorizations, except in cases indicated where they are only amountz
due. Does not include delinquency an interest payments. Delinquency percentages presented in following
tebie.



Table 1Lb

La Playa Branch: Delinquency Percentages of 018 Portfolio According to Different Measuresa

(percentages)

Delinquent *oaas * total loans

Cattle Grains Total portfolio

Value of delinquent loans : value of total loans Value No. Vailue No. Value No.
1 - Includes late-paid loans (for active loans,

total loan values, not amcunts due) 28.2 19.1| 79.8 84.s 41.9 50.1
2 - AID peasure (for active loans, total loan

values; late-paid loans excluded from this

and successive measures) 2L.7 10.L4 27.6 28.5 25.4 19.0
3 - My measure (for active loans, amounts due,

not total loan values) 17.6 10.4 28.5 28.5 20.7 19.0
4 - BNF measure (includes only inactive loans)b 6.2 6.2 29.9 28.6 13.9 17.3
S - Active loans only (total loan values, not

amounts due - AID measure) 66.7 55.0 0.0 0.0 66.7 55.0
6 - Active loans only (amounts due, not total

loan values - rfy measure) 63.7 55.0 0.0 0.0 63.7 55.0

%pased on data from Table lha.

b
AID documents citing BNF data refer to delinquency as amounts unpaid divided by amounts due,

which would include active loans. At the branch bank at which I collected data, however,

delinquent loans were not counted as delinquent until final payments had fallen due.
. 1 was not able to verify whether this was

Delinquency, then, would only count inactive loans
geaeral BNF policy.

veT



Tables 15-16

(ratiocs)

La Playa Branch: Delinquency Ratios by Size of Loan for Cattle and Grains®

(%Z of class in value of
dlg. loans)P : (% of class
in value of all loans)

(% of class in value of
unpaid amts)® : (% of class
in value of all loans)

(% of clasi)in no. of
dlq. loans) = (% of class
in total no. of loans)

Loan-size

class Cattle Grains Cattle Grains Cattle Grains
100-500 0.32 1.10 0.22 1.01 0.47 1.16
501-1,000 0.43 0.68 0.3k 0.65 0.81 0.70

1,001-2,500 0.71 1.30 0.53 1.26 1.3k 1.18

2,501-5,000 1.0k 1.56 0.6k 1.90 2.00 1.4

5,001-40,000 1.88 0.0 2.51 0.0 2.37 0.0

aDelinquent values and total loan values for active loans are based on amounts due.

loan values are amounts drawn down.

b
Based on data from Tables 8 and 9.

cFrom Table 12.

Otherwise,

et



Table 17

La Playa Branch: Change in Delinquency Percentage When Large Loans Classes Excluded, for Cattle and Grains®
(percentages)

(Value delinquent loans) (Value of unpaid amounts) (Number of delinquent loans)

Number of loan- ¢ (total loan value) ¢ (total loan value) + (total number loans)
size classes Cattle Grains Cattle Grains Cattle Grains
1 ~ all classes 17.6 28.5 13.2 23.L 10.4 28.5
2 - excluding

largest class 12.2 29.9 6.3 2L .6 9.9 28.6
3 - excludirng two

largest

classes 9.4 27.8 5.3 21.7 8.6 28.4
4 - excluding

three largest

classes 7-1 2L .6 L.2 19.0 7.1 27.8

aPercentages based on raw data from Tables Ta, 8, 9 and 12. Both delinquent value and loan value
are excluded when a class is eliminated.
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Table 16

(lempiras)

La Playa Branch: Grains Delinquency in Drought Years (1971-1972) and Good Year (1973) by Size of Loan?

% of class in

% dlg. loans

Value of dlq. Value of late- | Total loan total dlq. in loan valiue

Loan-size loans? paid loans value value of the cliass
class Drought Good Drought Good Drought Good Drought Good | Drougnht 5Good

100-500 9,274+ 1,110 19,270 2,230 3z,ETL 4,290 29.7 15.9 26.4 23.9

501-1,000 7,290 2,100 19,900 8,085 35,730 12,600 23.4 30.0 20.4  16.7
1,001-2,500 7,169 3,780 13,150 2,875 | 20,319 9,245 23.0 S5k.1 35.3  Lo.9
2,501-5,000 7,482 0 3,000 6,315 | 10,482 6,315 2k.0 0 T1.h4 o
5,001-k0,000 0 0| 55,320 0| 11,000 0 0 0 0 0
Total 31,215 6,990 { 55,320 19,505 | 110,205 32,450 | 100.0 28.3 22.5
% dlg. loans
in total 28.3 21.5 50.2 60.1

One U.S. Dollar

= two Honduran Lempiras

‘Drought year includes loans authorized from 8/70 through T7/72.

12/72.

(No loans authorized after that.)

Guod year is from 8/72 zzrough
Two loans were eliminated from this survey as

authorization date was not entirely clear; one was a delinquent L.160 loan; the other was 2

L.500 loan which was not delinquent but figures in total value.

b . VoL . . .
"Delinquent" is never-paid and partially-delinquent loans.

Source:

Based on data from 018 loan files of La Playa Branch, August 1975.
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La Playa

Table 19

Branch: Grain Delinquency Ratios in Drought Years (1971-1972) vs. Good Year (1973) by Size of Loan®

(% of class in value
of dlg. loans) *

(% of class in total
unpaid amts.) * (%

(% of class in no.
dlg. loans) * (% of

(% of class in total | Unpaid amts. jof class in total No. of Total no. class in total no.

Loan-size iloans) (lempiras) loans) dlg. loans| of loans of loans)
ciass Drht  Good Drht Good Drht  Good Drht Good!| Drht Good Drht  Good

100-500 1.00 1.20 7,524 885 0.97 1.16 27 L 92 12 1.08 1.30

501-1,000 0.72 0.77 5,981 1,LoL 0.70 0.63 11 L 52 22 0.78 0.71
1,001-2,500 1.25 1.90 5,239 3,474 1.09 2.12 3 1k T 1.06 1.67
2,501-5,000 2.53 0 T,k82 0 3.00 0 0 3 2.50 0
5,001-40,000 0 0 0 0 0 0 0 0 0
Total 26,226 5,762 Ly 11 | 162 L3

a'Delinquemcy comprises never-paid and partially delinquent loans; it does not include delinquent loans that were
ultimately paid (see previous table for information on the latter).
7/72 and good-year loans authorized 8/72-12/72.

Source:

Based on data from 018 loan files of La Playa branch and Table 18.

Drought-year loans authorized 8/70 through
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Table 20

La Piaya Branch: Largest 30 Loans of 018 Portfolio, Ranked by Size

Rank .
of } Delinquency
loan % Last
by . | total b |Amt . of Loan | paymt | % o o
size | Amount credit | Activity Uses iguarantee | period Amount” | date jdlg. |Hectarecuge
*] 40 ,000f 7.4 D i 20,000-cows Irlsh,hoo 3/72-3/T9 17,143 100.0 300
10,000-pasture i
6,000-fencing |
4 ;000-machinery
{
*2 20,500% 3.8 D n.a. . 47,040 |12/70-12/77 | 17,714 | never [100.0 200
*3 15,000 2.8 D 9,000~cows, | n.a. 11/71-11/76 o | 11/74 0 259
calves
2,200-brdg bulls
| 3,800-pasture,
eqp,constr1
*) 15,000 2.8 D n.a. n.a. 6/71-6/75 10 mos. | 8/7Tk 0 n.a.
*5 15,000 2.8 D n.a. n.a. 6/72-6/76 20 mos. | 10/7L 0 i L.z.
*6 . 11,0008 2.0 c 11,000-machinery | 51,150 |2/71-2/78 o | 7/75 o 3z
*7 10,000 | 1.8 B n.a. n.a. 10/711 3 mos. | 7/72 0 n.x
*8 5,000 r 1.5 B n.a. 41,000 8/71-8/78 adv. 11/73 0 n.a.
9 €,520J 1.2 C n.za. n.a. 1/72-6/72 4,090 never (100.0 n.z
10 ! 6,00 i 1. D 2,000~cows n.a. 8/70-8/73 10 |10/72 n.z.
' : 4 ,000-pasture
*1 , 5,000 ; 0.92 D 5,000-pasture 57,600 | 7/72-7/79 adv. 1/75 0 223
*12 . 3,000 : 0.92 D 2,000-cows 11,200 }12/70-12/77 71k ] 10/73 | 25.0 z5%
X | 500-fencing
l ) 2,500~-pasture
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Table 20 (continued)

Rank .
of | Delinquency
loan % ’ Last i
by total Amt. of ; Loan paymt | % |
size | Amount credit | Activity Uses guarantee , period Amount |date dlqg. Hectareage
13 5,000 0.92 D n.a. n.a. 38/70—8/7h 14 mos.{6/73 0 n.a.
1k 5,000 0.92 D n.a. n.a. ' 8/70-8/Tk 2 mos.|6/Tk 0! n.a.
15 4,700 0.86, D 500-cows " n.a. i 3/T1-3/75 29 mos.|10/72 0! n.a.
3,200-pasture ? ;
16 4,500 0.83 D n.a. n.a. . 5/72-5/75 | 16 mos.|1/Th 0| n.a.
17 L,k 0.76 C 3,533-corn n.a. i b/72-4/73 |3,391.50{never | 100.0 |
f 326-beans ' !
g 283-rice 1 ;
*18 , k4,000 0.7k D n.a. n.a. 11/T1-11/75] 362 11/72 1 12.1 150
19 . 4,000 0.7k D 2,000-cows 7,250 3/72-3/75 1,963 |3/Th 49.1 | n.a
i 2,000-pasture i
!
20 | L,000 0.7k D 2,000-cows n.a. 8/70-8/73 | 9 mos. |11/72 0i n.a.
: 2,000-pasture :
21 ¢ L, o00 0.74 D n.a. n.a 8/70-8/75 28 mos.|4/T3 0 n.a.
22 . 4,000 0.7k D n.a. n.a 10/70-10/74| 1L mos.|8/73 0' a.a.
23 , 4,000 0.7k D n.a. n.a 2/71-2/75 | 22 mos |L4/73 0; n.a.
!
2L ; 3,690 0.68 c n.a. n.a 1/73-6/73 (9mos. )| 3/TL 0: n.a.
*25* 3,500 0.6k D 500-brdg bulls | 5,110 1/71-1/75 | 875 6/74 | 25.0 50
: 2,100-pasture i
; 900-work.anim. |
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Table 20 (continued)

Rank Iﬁ ! Delinquency l
of :
loan % Late i
by total Amt. of Loan paymt | % j
size | Amount credit | Activity Uses guarantee | period Amount | date dlq. : Hectareage
26 3,500 0.64 D n.a. n.a. 1/72-1/76 |30 mos.[6/T3 | 9 n.a.
| i
27 3,100 0.57 B 2,100~constr. n.a. €/72-6/76 [1,L96 |6/75 | L&.2 .  n.a.
500-brdg bulls )
500-pasture é
{
*28 3,000 0.55 D 500-fencing n.a. 3/72-3/176 0 |2/75 c ' 50
500-pasture !
2,000-cows i
29 3,000 0.55 n.a. n.a 12/70-12/74 125 mos.|11/72 ? n.a.
30 3,000 0.55 n.a. n.a. 11/70-11/73 0 |n.a. i n.a.
%7 total | % total no.
Amount credit of loans
Totals: | 227,152 L2.0 6.9
One U.S. Dollar = two Honduran Lempiras

=
Arount of the loan suthorization.

0.
3 =

cValue of the unpaid amcunt.
column is the number of months delay in final payment after due date.

oreeding cattle, T = corn, D = dairy cattle.

Loans described in the

text are asterisked.

If loan is fully paid but was previously delinquent, number in parentheses in

¢ciumn is number cf months before due date that loarn was paid.
iz advance, column entry is "adv."

FJ 1

Coraid amount as % of amount fallen due.

If loan was paid in advance number in
If loan is still active and is being paid

09T
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Table 20 (zzn<inued)

®Is size of borrower's total property, as estimated by extension agents.

fRecipient was merchant in La Playa; properties affected by egrarian reform.
gRecipient was medical doctor.

hRecipient was medical doctor and owner of large commercizl establishment in La Playa.
iRenewable on a yearly basis.

jAmount disbursed was L.4,090.

kAmount disbursed was L.3,391.50.

lRecipient of IBRD cattle loan.

9T
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Table 21

La Playa Branch: a
Distribution of Late-Paid Grain Loans by Length of Delay

Late-paid loans
ValueP Number
Length of % of % of
delay (months) | Lempiras  total No. total
1-3 30,420 40.6 52 Ly, 8
L-6 13,965 18.7 22 19.0
-9 11,960 16.0 17 4.7
10-12 9,180 12.3 13 11.2
13-29 9,300 12.5 12 10.3
Total Th ,825 100.0 116 100.0

One U.S. Dollar = two Honduran Lempiras

8" Late-paid loans" are those which have been fully
repaeid with some delay.

bVa.lue is authorized amount of loan, not amount drawn
down.

Source: Based on data from 018 loan files of La Playn
Branch, August 1975.

a4



Table 22
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La Playa Branch: Landholding Size of Some 018 Livestock Borrowers®

-

J————

Landholding Value of loans
size (hectares) (lempiras) Number of loans
0-5 0 0
5=20 800 1
20-50 11,930 8
50-100 5,500 3
100-250 9h,h10 8
Total 112,6L0 20

One U.S. Dollar = two Honduran Lempiras

8This is not & random sample.

It was obtained by asking extenusion

agents to identify property size of a number of borrowers.

i
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La Playa Branch: Repayment Picture for Active 018 Cattle Loans

Table 23

Value of loans® No. of loans
Repayment % of % of
category Lempiras total No. total
Never paid 31,182 L6 b L 20.0
Partially delinquent | 11,595 17.3 7 35.0
Subtotal delinquent | 42,777 63.7 11 55.0
Paying on time 16,725 2k.9 6 30.0
Paying in advance 7,043 11.h4 3 15.0
Total 67,145 100.0 20 100.0

One U.S. Dollar = two Honduran Lempiras

8Values are based on amounts unpaid or wmountin fullen due and
not on totul loan value.

Source: Based on data from 018 loan files of La P'laya Branch,

August 1975,
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Time Distribution of Advance Payment on 018 Cattle Loans

Table 24

La Playa Branch:

Loans paid in advance

Value of loans®

No. of loans

Time paid
in advance % of % of
(no. of mos.) | Lempiras total No. total
1-6 52,700 2,2 56 37.3
T-12 64,600 29.6 k1 2T7.3
13-2k 72,800 33.h 37 b .7
25-h2 28,000 12.8 16 10.7
Total 218,100 100.0 150 100.0

One U.S. Dollar

= two Honduran Lempirau

a'\ia.lue is amount of loan authorizatlion.

Source: Based on data from 018 loan filen of
La Playn Branch, August 1975.
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Table 25

La Playa Branch: Advance Payment vs. Delinquency by Size of Loan for 018 Cattle Loans

Ratios
Advence Da enta ! Delin uencva % of class in value (% of class in no. of
ce paym ~1inq S of adv.-paid or dlqg. adv.-paid or 4dlq.
| Value Number Value Number ! loans) : (% of clasg in| loans) : (% of clasg in

Loansize | P 2 or g = or < or i value of all loans) _ total no. -t loans)
class ! L. total | L. total ; . total | L. totel | Advance Delinquent Advance Delinquentc

200-500 ! 15,750 7.2 ] 39 26.0 ; 1,400 2.3 3 12.5! 1l.02 0.32 0.98 0.47

501-1,000 § 52,750 25.1 1 67 Li 7 ] 5,700 9.5 8 33.3 1.13 0.43 1.69 0.81

4 i e ! 1

1,001-2,500 ' k7,900 22.0 | 26 17.3] 9,018 15.1| 6 25.0| 1.0 0.71 0.93 1.3k

- - S L l - A
2,301-3,200 | 33,700 2.6 ; 1 9.3 14,382 2L.9| 5 20.8° 1.03 1.0k 0.89 2.00
U B i ’ ! :
5,001-=0,30C , 45,000 21.1 | 4 2.7 }25,857 L8.2 2 6.3 0.62 1.88 0.77 2.37
Total J 218,100 100.0 {150 100.0 !59,857 100.0 | 24 100.0
One U.S. Doilar = two Honduran Lempiras
®Froz Table 3.
b . N
Sasel cr- dasta from Table 8.
“Froz Tables 13 and 16.

99T



Table 26

La Playa Branch: Comparison of Dairy and Beef Cattle Credit by Size of lLoan
(percentages)®

Loan disbursements
(% of each ciass in total)

Delinquent loans

(% of each class in total)

Loan-size Lempiras {7No. of loans Value (L) No. of loans | Unpaic amts.
class Dairy 1Beel ! Dairy Beef Dairy Beef Dairy Beef Dairy Beef

200-500 6.0 6.0 | 26.6 27.0 1.2 0 11.5 0 0.8 0

501-1,000 19.3 19.9 : L1.7 35.1 5.2 10.7 30.8 33.3 3.0 17.0
1,001-2,500 17.4% 27.5 i 17.7 2k.3 8.9 6.9 23.1 16.7 6.8 8.3
2,501-5,000 24,1 14.8 ? 10.9 8.1 20.8 34.6 23.1 33.3 11.3 L45.3
5,001-k0,000 33.1 31.0 J 3.1 5.4 6L.0 LT7.8 11.5 16.7 78.0 29.3

%Pata include 192 dairy-cattle loans for L.336,840 and 37 beef cattle loans for

L.58,060.

Source: Based on data from 018 loan files, La Playa Branch, August 1975.
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V - What Happens in an Agrarian Reform

The above discussion of the National Development Bank
(BNF) focused on what happens to a small farmer program in a large
borrower bank. In this section, the discussion moves to the
interactions between public sector institutions in agriculture,
like the BNF--and the involvement of these agencies in both the
AlID sector loan and the agrarian reform.

Agrarian reform looks like a decision, an act, an event
that is defined in time by the moment the reform decree is issued.
But it is really a process that goes on for several years, and not
a discrete happeniag. The issuance of the reform decree is only a
milestone. After this, the reform can be slowed down, heightened,
stopped altoéether, or reversed. This will depend on the changing
relative power of pro- and anti-reform forces within the government,
as well as without.

The population of the government agencies of a country
is a microcosm of the population at large; it contains the same
opposing sides on various political issues. It is only naturwl
that some of the government institutions dewling with agriculturec,
or some individuals within them, will not particularly like an

agrarian reform. These individuals or institutions will not

-
\_,.’_
T~
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necessarily couch their dislike in terms of ofrficial opposition.

But myriad opportunities will arise in the course of implementing
their programs to not help the rerorm. They can drag their feet

on Lhe execution of orders, as in the above story of BNF slowness

to help measure lands for forced rental under Decree 8. Or they can
enforce the letter of the regulations by which they operate, to the
point of going against the spirit of the reform, as in the story of
the attached tractor above.

An agrarian reform is never looked at as a fait accompli

by those who oppose it and by those who favor it. It is always
perceived as being up for grabs. Those who do not like the reform
nre ever-vigilant of the possibility of undeing it, with the right
combination ol groups and pressures. The agrarian reform decree,
then, does nol mark the climactic ending of a long period of
turbulence and the beginning of a calmer period of implementation
tasks. Il marks the beginning of a different kind of struggle--

in some ways, a more intense one. Opposition groups, which
previously might have felt that "the inevitable" could never
happen, now have something concrete to fight against. To them,

the decree means not that the battle has been lost, but that it

has begun. Thus thc government committed to wun agrarian reform

has two difficult and demanding tasks: (1) carreying oul. Lhe rolorm
and servicing the post-reform groups, and (2) fending ol Lhe forces

of opposition.

R
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Polarization in the Public Sector

The implementing of agrarian reform legislation places
new demands on government agencies, requires that they do things
differently, and Jostles the balance of power between them. They
get put to work for the reform. Before the reform, indifference or
even dislike for the idea may have been irrelevant to the work of
these offices or individuals within them. But the demand that they
work for the reform after its passage into law brings them much
closer to it. In this kind of situation, indifference or armchair
dislike can be transformed into anti-reform behavior. The situation is
annlopous for someone who is sympathetic to the idea of reform und
works in an implementing apzency. For this person, carryving out one's Job
suddenly turns into putting oneself on the line for the reform.
Some agronomists in the Ministry of Natural Resources, who worked
closely with the new post-reform groups, received ultimatums from
large farmers: either they "stop working for the retform" or there
would be reprisels against them and their families. To carry out
one's Job during the implementing stage of a reform, then, can
become a difficult and ethical choice.

After passage of an agrarian reform law, the turbulence
spreads from the countryside, in a sense, into the institutions of

the public sector--the state banks, the extension services, the



agrarian reform agencies, the ministries of agriculture. In the
government office where you work, you are either for the reform or
against it. Likewise with your superiors. Or, you are in favor of
the reform, but very much against the way it is being done--a
common stance in the Honduran public sector. In the hands of a
government agency, this kind of disagreement can fregquently have
the same effect on the course of the reform as opposition to it.
The implementation demands of a reform, then, force a
polarization of attitudes and feelings within the public sector
itself. Those who do not like the reform will often refer freely
to their pro-reform government colleagues as communists and power-
mongers. Those who support it will characterize their opposites as
reactionaries and sellouts. During these highly politicized times
in the public sector, the normal approach to development projects

may not work well. I return to this point below,.



thaking Up the Balance of Power

An agrarian reform usually brings with it a change in the
relative power of government agencies. This heightens the
polarization discussed above. Compared to the other government
agencies in agriculture, for example, the National Agrarian Institute

of Honduras (INA) was relatively weak in the l96Os.l

The agrarian
reform decree of December 1972, however, brought INA to the forefront.
In 1973, the first year of the reform, the Institute's internal
budget resources increased by 85% (Table 1). INA was given
substantial power by Decree 8, moreover, to take land in "forced
rental" for peasant groups and, later, to expropriate. 1t was to
decide who would get land and who would be eligible for the

US$2 million of credit that the government was channeling through
the BNF to the reform groups. This sudden stardom for the agrarian
reform agency may explain why such institutions are sometimes over-
zealous, arrogant and defensive--or, at the least, are commonly
criticized for being so. KEven the sponsoring government sometimes
comes to dislike the signs of strength displayed by its newly
empovwered agency, and clips its wings. This Qas one of the reasons

for the forced resirnation of INA's director in Inte 1075,

The new power of INA mennt a relative deeline in Lhe

There was a short period during 1969 and 1970 when s varicly of
circumstances, including a vimorous director, pgave the HIEeNHey mopre
power than usual.
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power of the National Development Bank and the Ministry of Natwral
Resources. Whereas the Ministry's budget was three times that of
INA's in the 1960s, INA surpassed the Ministry in 1973 (Table l).2
This relative decline in power did not mean that there was a decline
in the resources available to these two institutions. The recorm
had brought increases in the domestic and foreign resources to be
channeled through these institutions to agriculture. As Table 1
shows, the budget of the Ministry of Natural Resources had been
declining slightly from 1969 through 1972. 1In 1973, however, it
Jumped by 43% and, in 1974, by another 48%. But these institutions
now had to share more of their power over what happened in the
agricultural sector with the newly strengthened INA., This situation
alone was sufficient for them to experience discomfort over the
agrarian reform--regardless of their position on reform itself.
The discomfort was often expressed as dislike for INA and its
technicians, rather than as a disapproval of agrarian reform,
Fool-dragging on an INA program, however, could be tantamount Lo
foot-dragging on the reform.

The process of implementing an agrarian reform, then,

can be seen as a race against time. One has to insure the program

2 ;
In 197h, the Ministry regained its lead with a budget 41% grenter

than INA, whose total budget actually underwent a smoll decline.
I do not know the reasons for this change.



against the powerful opposition of groups with land to lose and,
Just as relevant to AID programming, agninst the obstreperousness
that will arise in the public sector itself. A period of such
polarization in the public sector may not be the best time to
execute a program that, like the AID sector loan, depends for its

success on considerable inter-agency coordination.
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Government. Frotection Against Its Agencies

How does an agrariun reform govermment protect its reform
from the opposition that can well up out of its own agencies? One
way to do this is to empower a single institution as the reform-
committed one. Its personnel can be replaced or increased, and
close attention paid to it, in a way that will guarantee its
commitment to the reform. This may be the only way of getting a
committed institution into the act on short notice. The other way
for a governnment to inswre this kind of commitment and cooperation
from its public sector is to replace the personnel of all involved
government. agencices, or engage in a massive socialization program
to change their commitments. INA is attempting some '"conscientization"
of its own and other government personnel through its PROCCARA program.l
But this approach takes considerable time and resources. Wholesale
replacement of personnel and a massive socialization program would
amount to revolution.

The non-revolutionary reform government, then, is often
stuck with the second-best solution to its commitment problem--that is,
putting all its eggs into a single institutional basket. This may

explain why agrarian reforms often confer sudden power on ngroriu

Programa de Capacitacién Campesina para la Reforma Agraria. As
can be seen from this title, the training includes peasants ag well
ns government technicians.
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reform agencies that were previously weak and small. The past
inactivity and smallness of these latter institutions make tor a
relatively easy and rapid re-doing, through an overwhelming injection
of staff and resources. With the same amount of increased resources,
it will be much more difficult to transform an active and powerful
development bank or agriculture ministry.

In order to survive, in sum, a reform-implementing
government may have to neutralize the anti-reform feelings that pervade
many government. departments--and perhaps empower a single institution
that can act fast and be relied upon. Again, this may uot be the
moment for a multi-organizational approach to foreign assistance:
one does not want to give too much of the public sector action to
wavering supporters off the reform. One does not want to demand
the kind of coordination that makes supporters or beneficiaries
of the reform dependent on the inputs of non-supporters. The
fragility of the political balance that allows the reform decree

Lo be issued cannot bear the weight of

,
[

.
I do not know to what extent this transformation was accomplished
with INA. As is frequently the case with such agencies, the Institute
often took action on the side of the landowners in its pre-reform
days--or, at the least, not in the intcrest of the peasants. ome
peasant groups, when telling their histories, refer Lo Lhe Iandownerp
and INA in the sume breath. They have not haud contuct with Lhe
Institute's new incarnation; or if they have, they asswned or Found

it to be a continuation of the old.
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an institutionally complex program. In a sense, one has to regress
to a simpler organizational approach.

The coordination demands and technical complexitly of the
AID sector loan resulted to a considerable extent from AID's desire
to support the reform as broadly as possible. It is ironic that the
more supportive the AID response--more money, more programs, more
agencies-~the less suited it is for the agrarian reform environment.
Not only will the AID program itself have difficult going but, as
discussed below, the post-reform struggle to root the reform can

actually be hurt by this kind of comprehensive approach.



AlD's Sector Loan: May Agencies wmd Diverse Beneliciarios

For various reasons unrelated to the considerations
sbove, AID's approach to the Honduran agrarian reform was multi-
institutional. Five government departments, not one, play important
roles in AID'z sector program--the Nutional Development Bank,
the Ministry or National Resources, the National Agrarian Institute,
the National Planning Council and the Cooperative Department.
Coordination between thec departments was a primary requisite for
satistactory implementation of the prosram. In recornition of the
dirficulty of achieving such coordination, the Hondwras Mission
had "been collaborating with the Government of Honduras in this
institution building task through grant assistance" since late
1972.1 The most important results of AID's coordination assistance
were the creation of (1) an Agricultural Sector Analysis group in
the National Planning Council and (2) an Agriculture Sector
Coordinating Committce. The latter was to make decisions of
pol%cy and budgetary allocation for agriculture at the
ministerial level.

ALD wus tully aware of the "severce manugement
constraints" involved in attempting such a coordinution-intensive

~

‘ 2 s s . :
program in Honduras, The Mission addressed considerabloe

U.5. Agency for International Development, Latin America Burcan, OFFHee

of Development Resources (AID/LA/DR), "Hondurn: - Apriculture Seclor
Program," Capital Assistance Paper, AID-DLC/P-2051, 1h June 197h, p. 139,
2

Thid.
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attention to the problem in the sector program, and in a separate
grant-funded project.3 Despite this care and attention, the
coordination demands of the loan program on the Honduran public
soctor may make it more difficult than necessary for the program
to function well, The institutional complexity of the program
may also carry the risk of adversely affecting the course of the
agrarian reform. This is possible because AID's loan and grant
funds are quite significant in relation to the Honduran budget
for agriculture.h The way they are channeled, therefore, can
bestow considerable institutional power. Before taking this

point further, I want to explain why AID made the loan way it did.

The spreading of risk. The agriculture sector loan proposal first

swetnced in September 1973 as a traditional "production loan

proposal tor $9.0 million--including funds for a national cadaster,

;Thv goctor loan included $821,000 in AID funds for coordination,
managrement, planning and evaluation. The complementary $2.9 million
"Core Services" prant project also emphasized inter-agency
coordination. U.S. Apency for International Development, Honduras
Mission (AID/H), "Core Services - Rural Development," Noncapital
Project Paper, PROI', 3 February 1975 (second revision).

hIn 1974, the Honduran povernment committed $18.3 million to
apriculture. This included $14.7 million to the Ministry of
Natural Resources (of which $5 million was transferred to Lho BNI

and INA) and $3.7 million to INA. The sector loun wns $12 million,
to be disbursed over a four-year period. AID/LA/DE, "londirns:
Apriculture Sector Program,' Report for the Developmoent Ausiiboueo

Executive Committee, 21 February 1974, Annex A, pp. 3=Y,

1 \P(J
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production credit and technical assistance for citrus and potatoes,
technical assistance for corn and beans, and credit for African
palm oil processingg equipment.. The Intensive Review Request
conveyed almost nothing of the radical changes in the povernment
al. the end ot the preceding yecar, and the sweeping attempts to
carry out an agrarian reform. Soon after, the reform was "discovered"
by some enthusiasts in Washington and the Missionj; with Washington-
TDY assistance, the loan proposal was changed radically to one that
would be directed primarily to the asentamientos. These were
Froups of peasant farmers who were settling on lands Lhat were
beiny, "forcibly" rented for them by the National Agrarian Institute,
under the anthority of Decree 8 of December 1972.

There was considerable hesitaney by some in ATD/Washington
aboutl, making this kind ot commitment. 1t was felt by some that
the povernment of Honduras mipht be "proceeding too rapidly on an
ambit ious, untested, and risky undertaking'; that AID would "be
vulnerable to criticism if we allocate almost $6 million to the
project as currently desinned.”6 There was concern that the

aprarian reform law, which was then in the making, might not

5AII)/H, "Rural Sector Intensive Review Request (TRE)," DAEC/P-TL/6,
September 19773,

6, . . . . . N
U.5. Agency for International Development, lLatin America Burcnu, Office
of Development, Program (AID/LA/DP)Y, "Honduras Apriculture Seetor Lonn,"

Memo to the Peputy U.S. Coordinator, t1L June 197h.  Further cites in

the parugraph are from this memo. The opposite position on Lhis

issue wans expressed in another pair of memos, cited later in the text.
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"oncourage or even pormit a group (o choose ita oown omethod of
organizing the enterprise.”" The government was putting most of
its emphasis and resources, that is, on communal farming. It was
feared by AID that farmers who wanted to work and own land
individually would not be allowed to do so, and that cooperatives
--which pre-dated the reform and were different in structure from
the asentamientos--would be neglected. Washington was hesitant,
in short, to go all out for a government and its reform before
il had more of a track record.

Washington's uneasiness was dealt with by "diversifying"
Lhe loan proposal somewhat out ot the communally-Tarming
asentamientos. Cooperatives and other associations were given a
Jarger role. More emphasis was given to agricwdtural institutions
outside the National Agrarian Institute--the Cooperative Department,
the Ministry of Natural Resources, the National Development Bank,
the National Planning Council. The number of asentamientos
eligible for the AID credit was to be limited to a chosen 40 out
of 60C--a point I return to later. The loan funds, in sum, were
extended beyond the agrarian reform to a larger universe of farmer
groups and implementing institutions, so us not Lo invest Loo
hastily and heavily in an unproven political underbLnking. iy
limiting the number of post-reform groups tu be sorviced, hwanl-

picking the best ones, and providing some of the credit to groups



whose existence was nct dependent on the rerorm--the Agency would
be somewhat protected in case the whole reform effort collapsed.

It was putting its eggs into several baskets.

Sector lending and filling gaps. Another reason for the multi-

faceted nature of the 025 program was the popularity of sector
lending in AID. Individual projects had to be presented and justified
within the framevork of a sector analysis or assessment, showing that
the project fit compactly into a sector-wide setting. Modest
projectes with independent justifications did not fit well within
this framework.

Analyuzing a sector always reveals important gaps to
be rilled. When put in a sector context, for example, a plain
and simple small farmer credit program reveals the absence ol an
adequate extension service or of the use of "modern methods" by
formers. The plain program becomes hard to Justify without a
companion program in a separate institution to provide extension
service; or without added research in yet another institution to
discover the modern inputs that would be most suitable for the new
borrowers. As soon as one starts to fill these gaps, one cannot
help but end up with more institutions and more thirps Lo do.

Sector lending and analysis has somelimes been dismicaed

by critics as a new literary setting for presentaticn of Lhe swne
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old projects. The original proposal for the Honduran sector loan,
for example, was criticized in Washington for being comprised of
"y series of discrete projects independently aimed at the [same]
goal." Linkage between the projects, it was said, was "not

T

clear."' Sector lending, whatever its faults or merits, also
introduced or reinforced a tendency for rural development projects

to work on all fronts at once.

Sector lending required considerable time to prepare
sector assessments and Justify individual projects in that analytic
style. The AID Mission Director in Honduras, after pushing hard
for AID support on tha heels of Decree 8, expressed considerable
frustration to Washington over this dilatory process. Honduras,
he said, was "being treated like a Colombia or a Chile by the
cult. of sector analysis now the style-setters in AID/W[ashington]."8
The sector approach, he said, had resulted in advisory visits
from Washington economista, lony drawn out econometric analyses
of Honduran agriculture, the throwing out of previous work,
the starting all over again. Meanwhile, time was being lost.

"Honduras,"

he said, "is barren ground for this sort of effort,
but I fear that we are becoming a test case in which the

application of the sectoral treatment, and the consequent

7AII)/LA/DR, "Tagues Paper - Rural Sector TRR - Honduras,'" Memo Lo
Deputy U.S. Coordinator, 23 March 1973, p. 1.

8AID/H, Letter of Mission Director to Deputy U.S. Coordinator of
AID, 21 May 1973,
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reinforcement of the sectoral mystique, have become more importent
than the realities of the situation." Thirteen more months were
still to pass before the sector loan was finally authorized.
Sector loans and their analyses were everything that an
agrarian reform was not. They were diffused over a whole sector
and its service institutions. They took lots of time to justify
and to get going. Agrarian reform, in contrast, was forced to be

intensely concentrated in time and institutions.8a

AID's past relations. There were other reasons why AID's post-

agrarian-reform loan program proceeded on so many institutional
fronts. One had to do with the history of its institutional
relations in Honduras. Credit to the BNF played such a central
role in the sector loan partially because of the pre-reform
relations between AID and that institution. It was only natural
that AID's first loan Lo the BNF in 1969 would have given that
institution a strong "incumbent" status as candidate for a major

role in a second loan.

The Ministry of Natural Resources (MRN) had had an even longer

history of relations with U.S. assistance programs, though not of
the financial magnitude of those with the BNF. Since the 1950s,
the Honduran extension service had been included in the Point Four-

USDA program for creating agricultural extension services in Latin

a, " . .

The sector "acsessment' rather fhan "ansalysis" was used in the
Honduran casc. The assessment is 1 Less formal evaluation than the
analysis, and i thus somewhnt less time-consuming:,
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America, There was always sone program or another or this natwre
in the Ministry of Natural Resources. First it was the "servicio";
then it was the difficult transition of this serviece to rfull-fledged
adoption by its ministry; then it was the beefing up of the service
after it was absorbed by an accepting but resource-poor ministry;
then it was the re-tooling of extension agents from large-farmer
activities to small-farmer ones, during the period that the 018
loan attempted to help the BNF make the same kind of change. The
Ministry of Natural Rescurces, then, was also a good candidate

for an important institutional role in the sector loan, based on
its "incumbency status" with AID. It was only natural that the
daily velations of AID program implementation would have led to Lhe
discussion ot desirable tuture projects, and their inclusion in the
gsector loan.

The Mission, like anyone else, viewed the role of these
two enlities in the sector loan as the natural institutional way to
carry out such a program--and not a matter of choice based on past
relationships. But such programs are described by AID as instruments
for assisting the small farmer--as rural development programs meant
to alleviate the wnequal distribution of income and resources in
the counirysiie When one thinks of an institution that will scerve
this pumpan ratier than supply a specified service, one fu loss

likely Lo pyme v with a BNF and an MRN as "natural" candidales--



precisely because of their histories, which were not very involved
with the kinds of farmers benefited by the agrarian reform.

The BNF and the MRN, then, ended up as the principal
actors in AID's program of support for the Honduran agrarian
reform, partly because they werce the primary institutions with
vhich AID had had relations before the reform. During a reform,
however, institutional power in the public sector gets shaken up
and, as noted above, a less powerful institutional actor otf'ten gets
pushed to the foretront. By investing considerable monies and
powers in an institution with little past history of power, the
reform government leaves the powerful institutions in agriculture
somewhat on the side. AID should be able to follow suit. Its
support for a ref'orm should reflect this shakeup.

Agrarian reform involves a disruption on several fronts
in the way things are done., This is how w reform achieves its
obJectives, 1n order to keep up with such a process, AlID has Lo
experience the same disruption in its institutional relationships.
This is not to say that it must cut off relations with the
institutions with which it was involved. Rather, its program
should reflect the new balancc of power in the public sector, with
the most important institution of the reform period as the key
actor in the program. The other institutions should have

relatively less power in AID's program~--or, perhaps, none at all.



Agencies like the Cooperative Department, that are left completely
aside by the reform government, should also be left aside for the

9

moment by AID. Decisions about institutional channels of support

to an agrarian reform, in sum, should not necessarily be based on
the existence of solid pre-reform relations between ALD and the

institution,

1t was easier for AID to continue its predominant
relations with the BNF and MRN, instead of starting almost from
scratch with an unknown entity, as had to be done with INA. An
AID Mission agronomist, upon ending his Honduran tour of duty in
1967, wrote that "ideai working relationships have been established

with DESARRURAL [the extension service of the Ministry of Natural

k."lo

Resources] and the National Development Ban At the same time,

he noted the absence of a relationship with the agrarian reform

ageney, recommending

that a more than casual interest be directed toward
the Nationul Agrarian Institute (INA)...At the
moment, it scarcely provides a handle to take hold
of but it has such wide authority over public lands
that recognition must be taken of its role in
development and means to exploit effectively this
authority must be searched for. Admittedly, there
are built-in pitfalls in the legal framework of

This example is discussed in a separate section below.

]{) . " . " . - ¥
AID/H, "End-or-tour Report. )" Airgram TOATD A-355, 11 May 1967, p. h,



this agency, and it 1s by no means capable yet of

dealing effectively with the myriad problems of

land tenure, but some beginning must be made now.

It is difficult for ALD to shift gears suddenly, of
course, and go institution-hopping. It might seem more efficient
to re-direct one's cxisting relations with institutions toward
reform-supporting programs. But there is considerable cost to
this inaction about changing the institutions one has relations
with. One inadvertently reinforces the pre-reform balance of
public sector power, which the reform government is trying to
change. AID thus makes it more difficult for the government to
accomplish the shift of relative power from the less committed

institutions to the committed.

llIbid_., p. 8.
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Inter-ugency Coordination in Rural Development. Projects

The multi-institutional approach of the sector loan, and
its corresponding requisites f{or coordination between institutions,
reflects a "coordination bias" in AID projects. Project problems
are often diagnosed as resulting from "the lack of coordination"
between agencies that service the same client or project. The
failure of small farmer credit programs, for exemple, is often
attributed to the inability of the credit institution to get
together with the extension service to provide for guidance of
the small farmecr borrower. This was one of the problematic areas
frequently reterred to in evaluations of the first BNF loan.l

In Justifying its technical assistance programs, AID
often points to the absence of coordinated action between
government agencies as a reason for inadequate performance by the
public sector. In the Honduras sector loan program, for example,
continued supervision by an AID-funded government coordinating
committee was considered "necescary to insure that past
institutional jealousies are removed and functional problems of

the new programs are treated effectively and early."2 After the

lE.g., AID/H, "Estndlo de evaluacion del programs de erédito supervisado
del Banco Nacionn! de Fomento," by Reinaldo W. Snntos Santiapo, USATD/
ACDI-ENF, August 1072, p. 19, U.B. Apency for International Development ,
Office of the Auditor General, Arci Auditor General - Latin Americn
(North) (ATD/AAC/LA), "USAID/Honduras, Agriculturnl Development.

(Credit and Extensicn),” Audit Report No. 1-522-Th-li, Project No.
522-11-190-036.1, 31 July 1975, p. 8.

2
ATD/H, "Honduras: Agriculture Sector Program," Report for the Development

Assistance Fxecutive Committeec, 21 February 197h, Annex A, p. T
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completion of AID programs that include coordination aspects,
morcover, the coordination problem is again cited frequently as a
reason for inadequate project cxecution.

All this experience should perhaps be taken to mean that
the problems of inter-agency coordination are more a constant of
AID's proJject environments than u variable within project control.
Coordination, that is, requires institutional behavior that does
not come easy in the world of most AID projects or, in many cases,
among the agencies o* our own government. It may therefcre burden
a project excessively to require not only that it perferm a certain
task, but that i% overcome inter-agency rivalries as well. To
make a project dependent on coordination is, in many cases, to

lessen considerably its chances for success.

The machine analogy. Like the sector loan approach, there is a
somewhat machine-like conception of institutional development
behind the emphasis on cuordination. A multi-institutional
approach to a problem, that is, is portrayed as being more
complete because all the pieces are there. With a single
institution, you leave out some of the pieces, some of the
institutional potentisl in the public sector. Similarly with
the sector loan concept: an across-the-sector approach is

conveyed as mor« complete than a single project. The existence
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of each part helps the other parts to do their work. In both the
sector and the coordination approach, it is implicit that you are
better off if you include more things. It is not only that the
machine will work at a lower capacity with only one part--with
only one project or one institution. It is that without all its
parts, according to the analogy, the machine cannot work at all.
[ am suying, in contrast, that there is more chance that certain
projects will work if they have fewer parts, or only one. The
machine analogy, in short, is not applicable to these situations.
It is not applicable becnuse one part can work perfectly well on
its own--in contrast to a machine. And the task of making one part
work together with another is a gargantuan one-~-oi.en more
difficult and demanding than the project itself,

The inter-agency coordination problem in foreign
agssiustunce projects has become particularly apparent as a result
of Lhe recent emphasis on rural poverty and agriculture, In the
days ol transport aud power projects, involving the construction
of large physical structures, responsibility for successful
completion of the project usually rested with one agency.
Coordination with other departments may have been required at
certain points, but it certainly was not crucial to making the
project work. In the agriculture sector, in contrast, loan fumla

can rarely te tied to a physical structure; clients are served
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by a variety of government agencies, not one. As distinguished
from transport and power, then, the technology ¢f an agriculture
progrum does not dictate that it be concentrated in one organizntion.
There is also no technological dictum that services to
agricultural users are best provided out of various organizations
rather than one. It is the concept of organizational specialization
by function that has been behind the traditional approach of
parcelling out such services to different organizations, according
to their specialty. Concerns about "overlapping" also nlay a role
in this concept. One institution, it is said, shoula not carry out
tasks in which another institution is specialized. A bank,
according to this view, does nol creute its own extension service
to provide supervision for its loans. An cxtension sevviece, us

another example, does not set up a credit program in its cwn house.

The usingle agency. I have been arguing that there are some good

reasons for concentrating small farmer programs in one institution--
or for limiting ALD assistance in this area to one institution.
These reasons can be seen as having the force of the technological
dictates that cause power and transport projects to be executed by
one organization. First, the institutional coordination required

to make a rural development program work often does uot malerinlisc

2]

in this typec of project environment. Second, Lhe politicn)



implications behind small farmer programs may sametimes make them
best carried out by one organization. The concept of functional
specialization should therefore not always determine the design

of this particular type of project. Banks, that is, should not
necessarily give credit only; or extension services only extension;
or agrarian reform agencies only land adjudication.

Organizational specialization by client group rather
than by task may be, in some settings, a more workable principle of
project design. 'That the small farmer and the large farmer are
both involved in agricuwitwe, for example, should not neccessarily
be the determining faccor in deciding what institution can serve
them best. It is Just as important that the small farmer has o
socio-economic existence very different from that of the large
farmer--which sometimes even puts the two at odds. The logic of
what they produce may piace them in the same organization. But
Lthe logic of where they stand in relation to each other on the

socio-economice scale puls them in different ones,

Organizationul overlapping. The machine-like world view shows up
not only us tLhe assumption that the more partis that are included
in a program, the better chance it has to work. The view also
results in a covcern for stamping out or avoiding overlapping

activities by different egencies. If each part in a machine is
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designed to do a certain task, according to the analogue, there is
no reason for one part to take on a task already being done by
another., This i: redundancy.  But the machine analogy to the
institutional setting ot « development program is not accurate.
Some agencies, for example, will not be able to do their task well
precisely because a complementary task has been entrusted to another
agency. The second agency may give preference to orvother program
in which it plays a more central role. Or, the second agency may
serve another client group with a stronger claim on its *ime and
resources.

In scme cases, then, AID should finance the development
o' complenentary services in the same institution simply because
it has proven itself to be committed to small farmers. This should
be done even though some ol these services are already officially
housed, according to traditional specialization patterns, in
another institution. The peasant union association ANACH, for
example, is an organization of proven dedication to the peasant

and of proven politicel power. For some years, it has sought AID

o)

ssistance for expanding its services into cooperative technical
assistance and credit., By function, however, it is a "labor union
association," set up to organize peasants and meet their demand:s
for land--not a credil operation or an extension service,  'Phi

AID has not rinlly considered thius organization as o serious



candidate for its rural development projects. It has resvonded 10
ANACH requests with limited funds, out of a political obligat{ion
it has to the U.3. labor movemont--institutionalizned in the

ATFLD program and the Fmbassy Labor Attaché.

The credit union federation FACACH, as another example,
wan passed over by AID tor the BNF {n 1973 and 197k ns the
organizational focus of a small farmer credit program. In
Justifying this exclusion of FACACH, AID said the*t the organization
was "'n federation of savings and loan cooperatives and as such
was not desipned no meet the special needs of small farmers.”

The federation, morcover, nad "never attempted to enlarge its
aricultural stare,” and had not succeeded in negotiating an
arranpgement with the extension service for use of their agronomists.
FACACH, however, had for some time housed a group of young managers
who were very intorested in soclal action proframs for the peasants.

They caw the credit union in a broader context than usual, hoping

3AIFLD is the American Institute for Free lLabor Development.

hAID/H. "Request. for Amended Authorization of Loan No. 522-1-018;
Apricultural Credit & Storape," Memo to Office of Development
Resources, Latin American Bureau of AID, n.d. [Fall 1973], pp. 8-9.
This story is told in greater detail in the FACACIl chapter above.
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to use it as an instrument for such programs. Indeed, some of
Lhese managers have left FACACIH because of discontent over

its "conservative" orientation, and are now heading up small
organizations exclusively involved with organizing peasant farmers.
FACACH, in short, had more of a history of concern for peasant
farmers than the BNF. It was also a proven financial institution.
It was excluded by AID for a small farmer program on considerations
related to inappropriate functional specialization. The
considerations I raise, however, might have made it more logical

to give a larger role to FACACH.

The literature on organizations has suggested that the
kind of redundancy that might result from the arrangements suggested
here can be a healthy featwre of institutional environments.5 It
provides an opportunity for competitive evaluation of performance
in the public sector. It is a competitive goad to the "redundant"
departments to improve tlieir performance. It also provides a
safety factor for getting the job done. If one group fails, the
other one is there too. 1 am not proposing redundance or
overlapping on its own account. I am suggesting, rather, a
re-definition of organizational tacks that makes small farmer

extension, for example, a different task than large farmer

>

and Overlap," Public Administration Review 29 (July-August 1969),
pp. 346-358,

Martin Landau, "Redundancy, Rationality and the Problem of Duplication



30

extension. Redefining the task this way may require difrerent

institutional homes for the two, and a certain amount of redundancy.

Coorédination aversion. Inter-agency coordination may be most

difficult when the traditional shares of government agencies in the
budget become subject to change. This can result from political
instability, or from the expectation of large increases in government
resources for which budget allocations have not yet been made--

e.g., an expected large foreign assistance program, a large

projected increase in petroleum revenues. When revenue and
expenditure matters are so up in the air, government agencies

will consider the hoped-for budgetary increases as up for grabs.

They will see themselves in competition with other agencies as to

who gets-the money first. At a time like this, cooperation by one
agency with another may give the other agency a chance to demonstrate
its capability. This will be seen by the firnst agency as prejudicing
its own chance for a larger share of the new funds--as helping the
other agency to boost its share. Inter-agency rivalries, in other
words, will be exacerbated under such conditions. Cooperating

with other agencies will be looked at as a foolish giving up of
power. This contrusts to more stable times, when agencies are

more apt to see themselves as getting the same share of the

government pie, no matter how they behave.



The unanticipated availability of US$TLL,000 of the 018
loan, on the eve of FECOAGROH's demise, is an interesting example
of this type of coordination-averse behavior.6 "During the mid-1973
FECOAGROH rescue activities," it was reported by the AID Mission,
"neither the BNF [National Development Bank] nor the Ministry of

T

Natural Resources offered assistance to that Federation."'  The BNF
and FACACH, moreover, wanted those credit funds for their own
programs. In trying to convince AID that it deserved to have the
funds, the BNF suddenly agreed to an AID proposal that it had been
against for some time--establishing a Coop Window. This would give
complete power over the new funds to itself. At the same time,

the Bank was not in favor of the proposals whereby it, with other
institutions, would help save the FECOAGROH coops. FACACH, in turn,
made & proposal for its exclusive use of the $T744,000 which, it said,

would not work without "precisely this amount."8 With anything

less, FACACH was saying, it could do nothing to help save the

bFECOAGROH was the Federacidén de Cooperativas Agricolas de Honduras,
a cooperative federation created with AID assistance in 1971. It
claimed 3k cooperative and pre-cooperative affiliates at its zenith.
After its failure in 1973, it was taken over by the Cooperative
Department, which focused attention on 13 affiliated coops. The
FECOAGROH story is told in a separate section above.

T,
AID/H, "Request for Amended Authorization of Loan No. 522-1,-018,"

[Fall 19731, p. 10.

8
AID/H, Letter of Mission Director to Officc of Development, Wesources,
Latin America Bureau of AID, 19 July 1973, p. 3.

/\\)
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FECOAGROH coops. An unallocated $744,000 windfall, in sum,
produced coordination-averse proposals by other organizations.
FECOAGROH, in the meantime, collapsed.9

The period after passage of an agrarian reform law is
also not always conducive to inter-agency coordination. This is
especially true if, as in the case of Honduras, the reform brings
substantial increments in public sector resources for agriculture
and significant shifts in the budget shares of government agencies.
In Honduras, agency shares were shaken up on three counts: a less
powerful government agency in agriculture, INA, obtained substantial
increments in power; the government directed the Central Bank to
make unprecedented increases of credit ($2 million) available to
post-reform peasant groups; and a large AID loan for agriculture
was being negotiated and modified repeatedly for more than a year
after issuance of the first agrarian reform decree. All this
created an environment ripe for inter-agency rivalry and backbiting.
This was heightened, in turn, by the polarizing nature of the issue
behind all tliese increases in revenues--the agrarian reform.

Putting the above considerations together, it can be
said (1) that a small farmer program may sometimes be best located

in a single institution, or spread bLetween institutions in a way

9These events are documented in the FECOAGROH and FACACH chapter:
above.

U
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that requires little coordination; (2) that the institution should

be hand-picked for its commitment to small farmers rather than

only for its ability to carry out a certain conventionally-defined
task; and (3) that a history of large farmer claims on an institution's
services is o crippling handicap, disqualifying many ministries of
agriculture and development banks. In a period of agrarian reform
implementation, these considerations are even more important

because of the tendency toward inter-agency competition and because

of the random appearance of reform-averse behavior in the public

sector.
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Agrarian Reform: Not Giving Everybody a Chance

As pointed out above, AID distributed its sector loan
funds between institutions and types of borrowers, rather than
concentrating on post-reform groups and the agrarian reform agency.
It also wanted to be sure that all kinds of small farmer borrowers
had access to its credit funds--individuals as well as groups,
coops a8 well as reform groups. It did not want the credit
mechanism to become a way of forcing farmers to do what they might
not want to do, just to get credit--i.e., forming groups rather
than working individually, or forming certain kinds of groups
rather than others. There was concern that the government would
favor its agrarian reform groups in the distribution of credit and
other services--~that non-reform groups and individuals would be
discriminated against. AID wanted access to the credit to be

"democratic," and the decision to form or Join a group to be one

of free will.

The Mission expected that the Honduran government program

for the 19T4-1978 period would (1) place "major" emphasis on the
land reform-asentamiento program, (2) provide "some" services to

cooperatives and other associations, and (3) pay "relatively little



attention" to the independent small farmer.’ Yet the land reform-
asentamiento program, the Mission felt, "should be viewed as only
one mechanism for reaching small farmers." It was important, the
Mission believed, '"to support all three channels of credit to small
farmers"--the BNF's credit for cooperatives and for individual small
farmers, as well as its asentamiento fund. It was important to
"develop other'" channels, the Mission said, in order to (1) reach
more farmers, (2) compare different approaches, (3) support private
sector institutions servicing small farmers, (4) experiment with
"still other" approaches to small farmer credit, and (5) encourage
increased flows of credit to small farmers.

It is important to compare AID's needs, as expressed
above, with those of an agrarian reform government. Agrarian
reform is a time of intense concerted government action to give
land to peasants and to get them established as viable producers.
All the time, one is working against the clock, trying to establish
o political power base and hold it together. Governments have
different ways of working against the clock. They usually involve
the bestowing of rapid and considerable attention on certain

favored groups and institutions. This goes along with the relative

lAID/LA/DR, "Honduras: Agriculture Sector Program," 21 February 197L,

p. 4. The rest of the citations in this paragraph are from the same
source and pase.
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neglect of peasants not affected by the reform, or groups
established before the reform, or of some peasants and groups who
have less power than others.

This time of favoring--perhaps a relatively short one--
may be indispensable to the success of the reform. It is not
possible, that is, for a government to cover all fronts at a time
like this. The technicael and political demands on it will be so
great that some informal criteria will evolve as to who gets served
first. Exclusion of some will be inevitable. The government will
want to favor agrarian reform beneficiaries over others in the
provision of services. This will be one of its few opportunities
Lo rapldly create a faithtul polltical constituency for the reform,
Groups or individuals not associated with the reform may be neutral
to it, if not opposed. The relative neglect of them may be unfair,
but it does not make bad political sense. It amounts to a
rewarding of those who will support the reform government.

An agrarian reform abruptly increases the number of
claimants for government services like credit. It declares that
the rural poor now have rights to these services along with their
new land--in addition to those who already have access, As a
result, public services become even scarcer--~in the short run--

than they usually are. They have to be rationed out even more

selectively. Put this together with the difficulty of obtaining political
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support for an agrarian reform, and one has a rule for rationing
by which the scarce service is given first to the group that will
render political support. Fortunately, this use of a program to
gain political support does not contravene the program's objectives
as much as might occw in other circumstances: the favored groups
are supposed to be the beneficiaries of the reform anyway.

The favoring of certain types of groups, of course,
may continue long after it is necessary to consolidate the reform.
But that is the risk of such an undertaking. There are few other
ways of approaching the problem, because of (1) the sudden entrance
of reform beneficiaries intothe population of claimants for
government services, and the resulting scarcity of these services;
(2) because of the need for the government to keep the reform
moving at a rapid enough pace to ward off discontent from the
potential beneficiaries themsclves--n very real problem in
Honduras; and (3) because of the scarcity of institutional capacity
and resources to carry out a good reform in a short period of time.
In times like these, scarcity choices have to be made. It makes
sense to choose in a way that increases the program's chances for
survival.

The time of a reform is no time for AID to worry about
the left-out groups, or to try and make sure they get equal access

to funds. To support them is like supporting reform-neutral public
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sector institutions. It is to diffuse the government's attempt to
channel as much service in a short period of time to reform
beneficiaries, and to get as much political support back from them
as possible. After all, it was the reform beneficiaries who were
the left-out ones of pre-reform times. If the new attention paid
to them is somewhat exclusive, it may also be compensating for past
imbalances. Of the "neglected" claimants for government services,
which were of concern to AID, the cooperatives are pernaps best
able to make it on their own for awhile. For they were able to
get together and qualify themselves for credit independent of the
reform. Individuals who are left out are, unfortunately, equally
8o before and after the reform--at least in the case of Honduras,
where preference is given to group rather than individual land
claimants.

By trying to be "democratic" with its post-reform funds,
AID inadvertently goes uagainst the grain of a major attempt to
democratize the structure of production in the agricultural sector,
The imbalance involved in concentrating government services on
reform beneficiaries for a period of time is insignificant
compared to the inequalities of the system that the reform is
trying to break up. AID should allow the imbalance to occur, not
because it is desirable or equitable. Rather, the process of

redistribution behind the imbalance will have a much harder time
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succeeding without it. 1€ AlD is engaged in a program to support a
reform, then, it is not appropriate to push for a criterion of

allocative fairness that is alien to that of the reform.

AID didacticism. AID's desire to make sure the non-reform

claimants to credit get equel access is part of a didactic approach
that characterizes much of the relationship of foreign assistance
organizations with their borrowers. One should lend to small
farmers, the large farmer bank is told; one should support
coopersatives, the government without a small farmer program is told;
one should charge market interest rates, the government committed
to subsidized interest rates is told; one should lend to all
peasants, not just agrarian reform groups, the agrarian reform
government is told. The approach results from the fact that offers
of foreign assistance are often contingent upon the recipient's
behaving in a certain way. "We will make resources aveilable to
you if you lend to small farmers, or raise your interest rates, or
support cooperatives."

The conditional offer of assistunce evolves into
didacticism because many would-be borrowers aren't interested in
doing these things. They agree to do so as the "cost'of getting
the loan--just as .he BNF agreed to engage in a small farmer

program even tnough it wanted only seed capital, as told in the

A\
/)}L
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BNF section above. This type of response is a logical one for any
person or institution who is offered attractive financing. Thus
the behavior desired by AID may end up being the focus of loan
negotiation and implementation, rather than a previously met
condition. AID tells the borrower that it "should" do various
things because they fit in with the behavior pattern of one who
had already satisfied the precondition for obtaining the resources.
There is not necessarily anything wrong with this
approach. Recipient governments live in an environment containing
all kinds of economic incentives to favor large-farmer over small-
farmer borrowers. There is nothing wrong with AID's introducing
an economic incentive in the other direction, and trying to make
it work. Gome recipient institutions will end up engaging in the
desired behaviors on their own, after a considerable period of
AID tutelage. 'The AID loan, for example, can protect them from
opposition to the desired behavior from other persons or
institutions. By the end of AID's support, they may have built
up enough experience and institutional strength to withstand that
opposition alone. Though the didactic approach to change may
often fail, it may cometimes succeed. But agrarian reform is not

the time to be didactic.



Agrarian reform as precondition. The commitment to agrarian retform

is a rare case where the government actually meets an AID
precondition before the loan. And it meets the condition much

more profoundly than is represented by government support of small
farmer groups or credit programs. What is needed from AID after
such an unusual sign of commitment is support and not suggestions.
It is as if AID is so used to not having its preconditions met and
Lo teachinyg; and cajoling, that it cannot step back in this dirferent
kind of role--that of a creditor whose preconditions have been met
extravagantly.

The time period in which agrariun reform must accomplish
several things is short, in comparison to the open-ended time span
of loans during more steble times. This shortness also is
incompatible with the process of AID teaching, and the time-consuming
disagreeing and compromising that this involves. It is not the
time, therefore, to tell the Honduran government that its supply
ol services is too exclusive, or that it is not allowing enough
freedom to the peasant to choose whether or not he wants to Join
a group. It is not the time to convey to a government that its
organization of peasant groups into second~level associations
smacks of state control of peasant production.

A government engrossed in a reform cannot afford to be

confronted with a donor organization telling it to do things
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differently in order to get funds. What is important is not
whether the reform fits AID's preferences, but that this rare event
is occurring. Trying to convince the reforming government to do
things differently, and holding out resources to bring that
different allocation about, is a process that weakens the reform,
even though it is done in the name of support. As one AID

manager wrote, in response to others who wanted to "diversify" the
sector loan out of asentamientos and communal production,

The GOH [Government of Honduras] has decided on

the worker-owned and operated agriculture

business approach after intensive consideration

of the alternatives. We do not believe that

A.I.D., whose experience in land reform

programs is hardly definitive, should dictate

to the GOll the "correct" approach to the

problem in Honduras... The GOH is in a good

position to understand the realities of the

Honduran context where cooperatives and

peasant labor unions are strong and group

farming has been done with some degree of

success.

AID's decikion during a reform, then, is not how it can
influence the government to do the reform more to its taste. It is
not how to design a loan program that will counterbalance the
concentrations of the government program and hedge against the risks

of failure. The decision during a reform, in short, is a simple one:

will we or won't we support their reform?

2 '
AID/LA/DR, "Honduras Agriculture Sector Loan," Memo to Deputy U.S.
Coordinator, 13 June 1974, p. 1.
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Diffusing Power: The Case of the Cooperative Department

For the reasons discussed in the sections above, AID's
agricultural sector loan was spread across five institutions. Two
of them--the Ministry of Natural Rcsources and the National
Development Bank--had meny large farmer strands in their histories.
The third institution receiving support under the sector loan
program was the Cooperative Department (DIFOCOOP) of the government.
Unlike the other two, it had no history of association with large
farmers; but it had also played no significant role with the small
ones. Like many such departments in other countries, it had been a
minor agency with an insignificant budget for many years, in charge
of cooperative assistance and regulation.l It had also been the
site for depositing the remains of FECOAGROH, which it had supplied
with a part of its budget. ZExcept for these latter cooperatives,
the Department was "widely viewed as of little consequence in the
[cooperative] movement. except with respect to its key role in the

legalization process."a

lIn 197k, the Department's operating budget was $205,000. It had a

staff of 9 auditors and 11 extension sagents serving 310 chartered
cooperatives. The Department is within the Ministry of Economy and
Industry. AID/LA/MRSD/SCD, "The Credit Component: A Semi-Analytical
Report to USAID/Honduras to Assist in Preparation of the Capital
Assistance Paper for the 1974 Agricultural Sector Loan," by John
Heard, April 1974, p. 22.

2Ibid., p. 23.

")
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AID felt that the Cooperative Department should be
strengthened considerably, as a complementary aspect of its sector
loan program. The Department, it was said, should play an
important role in developing simpler and more effective systems of
small farmer cooperative organization. It would be important to the
restructuring of FECOAGROH--a small federation of cooperatives
originally created by AID, but unrelated to the agrarian reform.
Because of the creation of so many new farmer groups through the
agrarian reform process, AID felt that in general the department
administering the cooperative law should expend proportionately.3
The sector loan, therefore, required that the Honduran government
increase the Department's budget by 50% over its previous $200,000
annual level--that is, an annual increased government contribution
of $100,000 over the four-year period of the sector program.h
Another $300,000 in AID technical assistance to the Department was
proposed by the Mission in early 1975.5

There seemed to be no compelling reason for assisting the

Cooperative Department, except that it made for a more complete,

3
AID/LA/DR, "Honduras: Agriculture Sector Program," 14 June 197k,
pp. 156-157.

thid., pp. 156, 162,

SAID/H, "Agricultural Cooperatives (Small Farmer Orpanizations
Development)," Noncapital Project Paper (PROP), 30 January 1975.
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more comprehensive sector loan. That the Department was
insignificant had been of no hindrance to the development of farmer
groups in the past. These groups had proliferated much more in
Honduras during the ten years preceding the sector loan than in
almost all other Latin American countries. The banana cooperatives
had grown to be particularly successful during this time, despite

the absence of a significant Cooperative Department.

The agrarian reform government had almost ignored the
Cooperative Department completely. Tt was investing its group-creating
concerns in the programs of the National Agrarian Institute, involving
it in many of the tasks that the Department saw as its own. In early
1974, the director of the Department had expressed to AID his
"tremendous personal frustration at [this] lack of government support
and attention." He sought to remedy the government's neglect by meking
"n strong casc" to AID for including conditions in the sector loan

that. would "feree a major increase'

from the government in its
budgetary resources.6 He was apparently successful, at least
according to the budgetary arrangements for the Department in the
sector loan, as described above.

It was clear, then, that the Cooperative Department

was not considered by its

Ibid., pp. 23-24., FEmphasis mine. The same AID evualuation also found
the Department "'out of it' in terms of planning for ag sector
development." P. 2k,

1
o/
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own government to be an important part of the agrarian reform effort.
It was AID and not the government that felt the need to strengthen
the Cooperative Department.

As might be predicted from this story of a neglected
agency, the sentiment against the National Agrarian Institute was
strong in the Cooperative Department. INA and the agrarian reform
program were considered "communist" and "paternalist" by the
Cooperative Department. ("Communism" and "paternalism" were
frequent bedfellows in the lexicon of criticism against the Honduran
agrarian reform agency.) INA did not hesitate to return the epithet,
calling the Department reactionary and impotent.

The reasons for the Cooperative Department's discomfort
with what the National Agrarian Institute was doing were more
complex than conveyed above. The Institute was working with post-
reform groups called assentamientos, which had no legal personality
and were simpler in structure than cooperatives. The Department's
bailiwick was cooperatives, which were somewhat peripheral to the
agrarian reform government's main focus. There was some
controversy, moreover, between those who favored asentamientos and
those who favored cooperatives. Studies had been done of
successful cooperatives, showing that a large part of their labor

was hired outside the cooperative on a part-time basis; the outside

ol
'l
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T This meant

laborers were found to earn less than member laborers.
that cooperatives were treating their hired labor exploitatively,

it was said; they were taking on the undesirable features of the
business enterprises from which they were meant to differ. When

the peasant union federation, ANACH, tried to help organize the
outside laborers of one of the successful banana cooperatives,

the Cooperative Department informed them that it was not legal

to organize labor hired by cooperatives.

Because of concerns over this type of problem, the
agarian reform law of 1975 directed (1) that cooperatives should
expand their membership to the point that outside labor was not
necessary; (2) that any seasonal outside laborers be given
preference in admitting new members; and (3) that the cooperative
pay its outside seasonal labor at the same rate as its own members.8
Needless to say, the cooperatives and the Cooperative Department
were unhappy about this provision of the law.

The asentamiento was said by its proponents to avoid

the cooperative's "exploitative" and "elitist" features. In contrast

TInstituto Interamericano de Ciencias Agrfcolas de la 0.E.A. (IICA),
Estudio sobre organizaciones campesinas en Honduras,”" by Noel A.
Garcfa, Tegucigalpa (April 19T4), 3L-82; Enrique Astorga Lira,
Evaluacfon de los usentamientos y cooperativas campesinas en
Honduras (Periodo 1973), [197h], reproduced by INA in Tegucigelpa.

Honduras, Ley .e Reformsa Agraria, Decree No. 170 (Tngueignlpn: ! January
1975), Articie 107, Chapter II.



to coops, asentamiento members were usually required to work a
minimum number of days per week in the fields, even if they were
elected officials, The latter were required to rotate once every
year, in contrast to coops, and re-election was not allowed. The
asentamiento member's contribution to the group was made principally

in the form of his own labor.9

The cooperative member had to
contribute in capital. According to the critique, this allowed
for significant discrepancies in contributions and benefits between
members,  The cooperatives, in turn, felt that the asentamientos
were Loo controlled by the National Agrariun Institute, and that
Lthe cooperative principle of democracy was thereby being violated,
There was, then, a strong difference of opinion between
the National Agrarian Institute and the Cooperative Department on
peasant-farmer groups. It was almost predictable that the
government. would have left the Department on the sidelines: the
Department dealt with groups somewhat peripheral to the reform,
and it and many cooperatives were unhappy with the form of peasant
arginizantion promoted by the government. Finally, to cement the
gup between Lhe two agencles, the director of the Cooperntlve
Department had previously been with the National Agrarian Institute,

and had left that agency before the reform with dissatisfaction.

9Ibid.. Article 118, Chapter II.

([,
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As a case study in inter-agency rivalry, there is nothing
particularly unusual about this story. What calls attention Lo it here
is that AID chose this particular moment to strengthen the
Cooperative Department. This gave the neglected agency some hope
of being able to stand up to the Agrarian Institute. AID's support
and funds represented power for the Department. The concomitant
working relation with AID opened up a potentially sympathetic ear
for the Department's criticism of the Institute. The Department's
power, of course, is rtill small ccmpared to that of the Institute.
But AID's support amounis to the reinforcement of an ageuncy that
was discontented with the agrarian reform, as carried out by INA,
from the start.

AID's involvement of the Cooperative Department in its
sector program--in addition to the other agencies--grew out of a
desire to support the Honduran agrarian reform comprehensively.

But it also resulted in a diffusion of pcewer across the public

sector at a time when power needed to be more concentrated in one

or two reform-sympathetic institutions. Spreading the funds across
different institutions was done also out of the concern for spreading
risk. This way of spreading risks and covering bases, however, can
be self defeating. Where difficult attempts are being made to
redistribute weanlth or public sector benefits, this kind of approach
can dilute insuitutional power to the point of increasing the risk

that the program will fail.
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Limiting Risks: The Chosen Forty Asentamientos

The features of a risk-spreading strategy are sometimes
completely outside the constraints within which an agrarian reform
government must work. AID's decision to choose U0 reform groups
(asentamientos) for credit out of the 600 in existence is a good
example. This decision wus a result of Washington's hesitancy to
glve all-out support to an agrarian reform government that had not
yet proven itself. The reform government was & military cne that
had taken power in & coup several months previous to the loan
discussions. The reform was operating out of a temporary decree
and no one was sure it would be followed by the real thing when it
would expire in December 1974, No one knew how long the government
would last and whether the reform would stick. The financial
requirements of assisting the 600 asentamientos--and those yet to
be formed--would be considerable.

With all these considerations in mind, AID decided
that only a select number of the asentamientos would be eligible
for its credit--instead of making credit available to all reform
groups or to only reform groups. Cooperatives would also have
access to the credit and, unlike the asentamientos, would not

have to be pre-selected. As the sector loan paper said,
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In the case of asentamientos, one can expect

considerable risk to be involved due to the lack

of' lending experience with such organizations.,

Thus, ALID loan support for lending to

asentamientos should have as one primary

objective the development of lending criteria.

This strongly suggests that initial AID loan

support should be limited to a relatively

modest program in a limited number of compact

areas, in order to obtain data for evaluating

the preferable alternatives...

In the case of the cooperative window,

sufficient experience exists to permit AID loan

support for a generalized program.

These modifications of the sector loan proposal left AID
much less out on the limb. If the reform were to fail, AID would
not have all itec money iunvested in the asentamientos. The
cooperatives had existed before the reform and would continue to
exist after. AID would have invested, moreover, in only 40 of the
600 asentamientos--the strongest 40 of the bunch. Among the
criteria specified by the loan paper for eligibility for AID
asentamiento credit. wee (1) location within five kilometers of an
all-weather road, with dry-wecather trails permitting vehicular
access; (2) a credit record during 1973, if organized prior to
April 1, 1973; (3) secure status of the land assured; (L) a

minimum of 3 lLectares of total area; (5) T5% of the group's area

had "to be free of generul flood danger, be cleared of timber, and

1 '
AID/LA/DR, "Hlonduras - Agriculture Sector I'ropram," W June 19l
p. 102.
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generally be susceptible to cwltivation without major land
improvement activities"; and (v) at least 50% of the land area had
to be of good soils.2 In Honduras, any asentamiento meeting all
these criteria before commencement of AID credit was likely to be
in excellent shape. There was a good possibility that it would

be able to survive any ending to the reform.

The LO-asentamiento approach was also risk-averting in that
it was designed as a pilot program, on which data would be collected all
along the way, including baseline data before loan disbursement.

Control groups were to be selected so that the progress of the
groups receiving AID credit could be compared to those not
receiving credit. 'The program was ''designed to promote the process

of learning how to develop and manage a large-scale Agrarian
3

Reform Program."- If things worked well, the Agency would be back
with more financing on a larger scale. Among other things, this
approach was expected to generate valuable and unusual longitudinal

data on the project and the agrarian reform. In a sense, it vas

2
Tbid., Annex I, Exhibit B, 12-12a. The acceptable

soil types were (1) AB - well-drained, developed over alluvial
materials; (2) VP - deep soils developed over volcanic materialus;

(3) AS and AA - sollc developed over alluvial materials, flat to
rollirg.

3Ibid., pp. 25, 46-50. Fmphasis mine.
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the project evaluator's dream--the opportunity to measure an agrarian
reform in progress and guarantee a supply of hard data on the impact
of an AID program,

This experimental aspect of the sector loan was fittingly
called the "Pilot Program." The name was later changed to '"Model
Asentamiento Program," representing the chosen forty. The change
of the program's name from "pilot" to "model" was a result of
dissatisfaction by the Hondurans. Some in the government felt
that it would be politically difficult if all they could come up
with from AID for the agrarian reform was an experiment limited to
7% of the asentamientos, ut best. The government, after all, had
planned to carry out the agrarian reform in a sweeping way. It
was 'particularly concerned with having assured financing for the

requirements of the asentamientos," as the AID Mission reported,

"and appears committed to give this program the highest priority
within the allocation of National Funds."h

This was not & time to run experiments, in other words,
or to reward a chosen and successful few., In the government's
eyes, it was a time to provide support for a decision that had

been token, nct to try and [ind out if the decision was worthwhile,

How could the pgovernment give L0 hand-picked asentamientos special

AID/LA/DR, "Honduras: Agriculture Sector Program," 21 February 197k,
p. 5.

s
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treatment, it was asked, when the political commitment of the
agrarian reform was to all groups? The change of the program's

name from "pilot" to "model" was the only concession to these
concerns in the final version of the proJject. Though the government
ngreed to the ho-asentamiento plan, there was resentment about it.
It was n purtinl reason for a period of strained relations between
AID and INA after the change of government in early 1975. The

story illustrates the power of donor organizations with scarce
public capital to get countries to do what they would prefer not to.
Likewise, it illustrates the problems that such financial "motivation"
can cuause.

The story of the name change of the "Pilot Program"
reflects the problematic aspect of taking a risk-avoiding and
experimental approuach at this kind of historical moment.
Bxperimenting is o way of spreading one's assistance through time,
doing a project in more mincing steps than one would normally
take. It is analogous to the institutional risk-spreading
described above, which spreads one's assistance across institutions
instead of time. But the time span implicit in an experimental
program involving 7% of the asentamientos is much longer than the
kind of time one is working with in an agrarian reform. The

experiment may go well. But by the time one finds out, analyzes



the data, and puts together a rollow-up project, the reform may
have come undone. The pilot project may have been a success for
a few groups. But it can turn out to be not replicable because

time runs out, rather than money.

29
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Showing Support for a Retorm

AID has a chance during an agrarian reform to markedly
decrease the probability of failure by providing an unstinting
commitment. The political impact of such a commitment, even if it
involves no greater amount of funds, can be one of the most
significant aspects of the AID support. It increases the power of
the reform government and the reform-committed institution against
those public sector institutions and other groups who are less
sympathetic. A reform is of such a nature, in sum, that it 1s not
possible to both support it and spread the risks of such support
through space and time. Risk-spreading support is in itself an
act of non-support, even if inadvertently so. For AID to
experiment mincingly at a time like this is to give up an
opportunity to swing considerable power, through a marginal
investment of resources, toward bringing about a successful
agrarlian reform.

All this is not to say that AID should have committed
more funds to the sector loan or to the asentamlientos. It is not
the absolute amount of funds that is relevant here, but the
investing of a given amount of funds at a certain point in time
and in a certain institution--instead of in various times and

various institutions. AID could have approved, for example, a

W\
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limited but rapid US$4 million project for asentamiento credit--
the same as the model-asentamiento funding of the sector loan.

The credit could have been made available only to asentamientos,
and not to other kinds of borrowers peripheral to the reform.

It could have been made available to all asentamientos, instead

of just certain ones with certain kinds of histories. In this

way, the loan could have amounted to a greater and more

significant kind of AID support for the reform than the much

larger $12 million loan, designed as it was. That an agrariean
reform needs resources for its beneficiaries fast, then, does not
mean that the resources need to be committed profligately. AID

cun support such a reform and still be cautious, just by committing
a reasonable amount of resources at the right time and in the right

place.
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Agrarian Reform as a Development Project

Jgrarian reform is a different animal than other kinds of
projects that AID supports. When a reform is taking place, and AID
vants to lend for it, the reform process should be looked at as the
thing being lent to. During a reform, a program to supply an input
or the servicing of a particular client will take place only if the
reform is properly cared for. The agrarian reform program,
moreover, represents much higher stakes for AID than a program of
small farmer cooperatives or credit. If the reform works, it will
have a much broader impact on small farmers than a successful
cooperative or credit program. AID has rarely been able to
achieve significant ilmpacts with these latter programs, even when
they were successful--as the cases in this and other evaluations
show. The stakes are higher for AID in an agrarian reform, then,
because of the unique and brief opportunity to have a signirficant
impact on the well being of the small farmer.

All this means that agrarian reform requires a different
timing of responses by AID than, say, the kind of institution-
buillding program involved in {he BNF small farmer credii{ program.
With a BNF-type program, the institution has conaiderable time to
grow with AID support and assistance. It can even afford the

luxury of having serious problems in its first years, because AID

\\\) )
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is committed to help overcome these problems over a long period of
time. By detinition, institution-building takes time. Cautious
behavior by ALD on these occasions is compatible with the task at
hand. 1t does nol cause any setbneks.,

An agrarian reform project, in contrast, has to achieve
highly in its first years, if it is to survive at all. Unlike a
small farmer credit program, which has no uphill political battle
to fight, it cannot build up its strength in an incremental fashion.
It is more like a dam construction project, which has to be finished
before the rains come: if not, the rains will make it impossible to
work until the next season and will undermine the construction
already in place. An agrarian reform, similarly, is vulnerable to
the opposition that will mount inevitably if it does not get things
in place quickly cnough.

The design of AID's involvement with an agrarian reform,
then, has to be radically different from that of other projects in
more tranquil times. Because a quick and concentrated AID response
is important, and because the income redistribution following a
successful reform is one of AID's highest priorities at the present
time, the Agency should work out a response strategy for any fulure
agrarian reforms that might occur. Such o design should take into
account the unique quality of the reform as an assistunce projeet.,

and its high stakes for AID.
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Legislation as precondition or goal? A government committed to an

agrarian reform is operating, by definition, in an uncertain
political setting. It is the certain and stable political settings,
in a sense, that have been associated with the intractability of the
rural poverty problem, Instead of seeing a reform process as
fraught with riskiness and requiring caution, AID should perhaps
reverse its implicit conception of the causality of this situation.
AID has Lhe power of naking such a government more certain and more
stable, that is, by committing itself to the reform. Waiting-and-
seeing, in contrast, can in itself lead to enhanced shakiness. Though
cuution can keep the Agency away from risky investments, it can also
keep it away ftrom potentially successful agrarian reforms.

In 1973 and 1974, AID was hesitant to commit so much to
a reform that existed on the basis of a temporary decree and a
military government of uncertain duration. An immediate AID loan,
however, could have been seen as increasing the probability that
permuient reform legislation would materialize. Instead, the
absence of a permanent lav was pointed to by AID officers as a sign
of less than full commitment--of an uncertain future., The situation
regarding the implementing legislation for the reform law wngs
similar. AID had set up the sector loan so that Lhe loun monics

for asentamicntos could not start disbursing until lssuuance ol Lhe
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implementing legislation defining asentamiento structure and legal
status. This seemed a perfectly reasonable requirement.

In Latin America, implementing legislation is often as
politically significant and controversial as the basic law.
Sometimes it is even more controversial than the law; it can nail
down the situation more tightly than the law itself, which
opponents may have more hopes of evading. The implementing
legislation for the asentamientos was a particularly significant
issue in Honduran politics, since it would define the degree of
control that the government would have over peasant groups. It was
expected to reveal the political cast of the government
according to the amount of' state
control that it designated over the groups and their second-level
associations. Hence the implementing legislation was long in
coming--almost a year. During this period, the structure of the
asentamiento and its relation to the government was a hotly
debated issue, Opposition to the reform mounted from peasant
organizations themselves, who feared having to give up control to
the government.

AID did not disburse credit to asentamientos during
this period even after the government came up with the promised
permanent agrarian reform law and with no delay, For ATD
had required implementing legislation as a precondition for
disbursement. (This did not affect the other credit lines of

the sector loan to individuals end cooperatives




through the BNF.) AID might have been able, however, to bring about
an event as difficult as the issuance of the implementing legislation
--instead of considering this achievement as a precondition of
lending and as & sign of commitment. It could have designed a
project agreement that did not make loan disbursement contingent

upon a difficult political achievement. AID itself could have
increased the probability of that implementing legislation coming

to light sooner, by arranging to release its credit prior to the
legislation.

With respect to the implementing legislation for
asentamientos, AID has pointed out that it could not lend to groups
without legal title or stature. But the Central Government had
been lending to these groups through the BNF for two years under
such conditions; in lieu of legal title to the land and legal
personality of the group, the Agrarian Institute had guaranteed
the loans. Indeed, even AID 018 funds had been lent to such
groups during 1973. (I do not know how prevalent such cases
vere. I found two in uy sample of 018 loans.)l In Ecuador,
moreover, AID was heavily involved in a program of investment credits

to peasant groups who, like the Honduran asentamientos, did not yet,

have legal title.]n

AID felt that the delays in issuance of the Implementing
lepgislation, and of the permanent agrarian reform law in 1975, were

signs of an inability of the government to et itself topether.

1
See footnote b to Table Tb, p. 145 of BNF section.

1
#See PPEA chapter of Ecuador volume,

Wh



These signs, however, can be interpreted in a difrerent way., The
process of achieving consensus within the government on legislation
is o highly political and extremely difficult one--even for a
military government. The temporary nature of Decree 8, the
undefined legal status of the reform groups, and the large amount
of government credit immediately committed to them--can be seen as
the genius of the reform and not its inadequacy. The half-way
quality of these measures allowed the reform to get going without
first requiring laws and implementing legislation, the enactment
of which would have been much more difficult to pull off.2
This stepwise approach allowed the pearants to get a
fogt in the door. As a result, they became politically stronger.
They played an important role in pressuring to keep the pace of
cxpropriation going, and to get the reform law and its implementing
legislation issued. Having the peasants identify lands they wanted
in "forced rental," moreover, was a way of shifting the burden of
identifying expropriable lands from the government to the beneficiary
--at a time when it was necessary to settle people fast and the
institutional capacity of the government was not up to the task.
The reform might never have gotten off the ground, in short, if it

had tried to do first things first in terms of legislation.

Albert: Hirschman deseribes a similor sequence for Lhe nehiovencnl,
of agrarian reform legislation with respect to Lhe Colombinn e,
Journeys Toward Progress (New York: The Twentielh Century Fund, 1963),
pp. 93-158,
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That AID had made the implementing legislation a
precondition of lending to asentamientos contributed in part to a
situation in which the Mission was working with the National
Development Bank, the Ministiy ol Heturnl Relources and the
Cooperative Department for a considerable time during which it
was not working with the Agrarian Institute.3 The latter was the
institution most associated with the reform. This put AID at some
distance from the institutional heart of the reform during the

early implementation period of the sector loan.

Conclusion. AID's relation with the Honduran reform government,
and the design of its sector loan program, were influenced by
apprehension over the risk of investing large amounts on an
unproven reform government and its beneficiary groups. The risk

was indeed there. But I disagree with the implicit assumption

3The sector loan was authorized in June 1974. The permanent

agrarian reform legislation was issued in January 1975. By August
1975, the implementing legislation had not been issued, and none

of the sector loan funds for credit had started disbursing--for
various reasons, in addition to the one cited in the text. The
Mission was working with the three other agencies because of technical
assistance monies in the sector and previous programs.

B
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that AID's other small farmer projects are less risky. Two years
of involvement in agrarian reform certainly gave the Honduran
government a track record sufficient enough to warrant a less
cautious AID commitment. In Latin America, two years of survival
for such a program is & good piece of time.

Looking at the AID decisions to finance other programs
in its Honduran history, one finds it difficult to understand why
the pgrarian reform in particular evoked such caution. AID decided
Lo provide the National Development Bank with $7.9 million in 1969,
for example, c¢ven thourh it was fully aware of the fact that the
Bank had never made a profit, had a 25§ delinquency rate, was
against independeni audits, had a proven bias toward large borrowers,
and was on the record as uninterested in smaitl farmer groups.h That
was certainly less of w track record for a small farmer credit
program, let slone tor n bank, than that established by the post-
O povernment Cor ayrarian reform, Similarly, FECOAGROH was
chosen by AlD as the conduit for more than $1 million of credit

for small farmer proups and construction of pruin storage facilities

p)

before if was even created, let alone had a record. The BNF and

FECOAGROIl decisions, in short, were fruaught with considerable risk.

See BNP chapber nbove,

See FECOAGRO!! chnpter nhove,
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I am not saying that AID's decisions to finance the BNF
and FECOAGROH were unusual. These kinds of histories are the rule
rather than the exception for many foreign assistance projects. I
am also not saying that the Honduran agrarian reform government
merited full confidence, or exuded certainty and stability. 1 am
saying, rather, that it merited no less confidence than most other
programs AID has financed in the agricultural sector. To apply
caution to this particular situation was to invoke a decision
standard that is almost never used in the Agency's other small
farmer progrums. There is now enough evaluative evidence on small
farmer programs to show that they generally carry substantial risk
and uncertainty. Whether it's small farmer credit or an agrarian

reform, AlD is going out on a limb.
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Table 1

Honduras: Comparison of Budgets for National Agrarian Institute (INA)
and Ministry of Natural Resources (MRN), 1966-19Tk
(dollar thousands)

Annual budget
INA
MRN® Internalb Total
Annual Annual Annual | Ratio of total
% fo % INA to MRN
Value change | Value change | Value change | budget
1968 | 4,158 - na - 1,381 - 0.33
1969 | 5,670 36.L na - | 1,873 -35.6 0.33
1970 | 5,358 555 na - 1,979 2.7 0.37
1971 | 5,281 1.k 2,216 - 4,691  137.0 0.89
1972 | 4,514  1L.5 2,694 21.6 | 4,072 -13.1 0.90
1973%| 6,448 42.8 | 4,075  84.7 | 7,229  75.1 1.11
197k | 9,516 L47.6 3,666 -26.3 | 6,715 -5.,8 0.71

u'Ne-t of transfers to other government agencies.

bTho difference between internal resources and total resources is
listed in the data source aus "external." This includes foreign
assistance (the IDB was channeling funds through INA) and resources
transferred firom other Honduran government sources.,

CMilitary coup occurred on November 14, 1972; agrarian reform Decree
No. 8 was issued December 26, 1972, First year of the agrarian
reform is 1973.

Source: Based on data from AID/LA/DR, "Honduran: Apriculfure
Sector Program" (21 Kebruary 1974), Annex A, p. .
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The history of the AID programs studied in both Honduras
and Ecuador shows that the nature of the AID relationship with the
institutions it supports inadvertently rewards problematic performance
and penalizes good performance. The following two sections explain
how this happens, and suggest ways of avoiding this kind of

"perverse" outcome.

Pampered Problems

The importance of a policy of AID withdrawal from budget
or technical assistance support that is credible to the recipient
institution cannot be overstated. The expectation of new AID loans,
or of slipping termination deadlines, can be a major obstacle to a
resolution of the very problems that are said to require continued
AID assistance. The inability of the Ecuadorean credit union
federation to achieve self sufficiency is an example from the Ecuador
case;l and the AID program with the National Development Bank (BNF)
is an example from Honduras.

As discussed in the BNF chapter above, the Bank's high

loan delinquency was cited by AID as an area for remedial
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assistance previous to the first AID loan and for two successive
loans thereafter--covering a period of seven years.2 Yet delinquency
was about 20% before the first loan; it was about 20% on the first
loan and the total portfolio; it was still 20% when the second and
third loans were made in 1973 and l97h;3 and it had risen to 25~30% in
1976, when the Mission was considering yet another loan.h

During the period of AID assistance to the BNF, it was
never recommended that AID not give further loans or technical
assistance to the Bank because of its delinquency problem. The
Bank's delinquency, that is, was never considered as a reason not
to lend to that institution. If anything, the problem was like a
nail on which one could hang one's hat--a corrective program. A
similar attitude was taken toward the delinquency problem of the

Ecuadorean BNF, when it was a prime candidate for the Land Sale

lEcuador Report, pp. 174-182.
2Pp. 4L4-U47 of BNF chapter above. All further information on the
BNF's delinquency is from these pages.

3rhe 1973 loan resulted from the near de-obligation of $Tik,000
from the Agricultural Credit and Storage Loan (018), which could
not be used by its intended beneficiary, FECOAGROH.

Coopers & Lybrand, "Evaluacién de la organizaci6n, politicas y
procedimientos, y controles internos del Banco Nacional de Fomento
de Honduras," Contrato AID/la-c-1129 - Honduras, February 1976, p. 3b.
In August of 1976, the BNF itself reported a delinquency rate of 28%.

"Morosos adeudan al BNF 35 millones de lempiras," El Tiempo, 31 Aupust,
1976.

W



Guaranty Program. The delinguency rate was high (25%), it was
noted in the loan paper, but the Bank was embarking on an
improvement program with technical assistance from the IDB.5
In a sense, these banks' delinquency problems were
inadvertently rewarded rather than penalized with AID withdrawal
or the threat of it. This kind of economically "perverse"
incentive system provides little motivation for an institution
to deal with its problems. In these settings, then, AID assistance
and negotiations for new assistance inadvertently create an
environment in which problems tend to flourish rather than die,
Another such pampered problem is the bias toward larger
farmers in institutions like development banks and extension
services--a recognized problem in the case of the Honduran BNF.

As AID sees it, the problem is that the institution often tends

to favor the larger farmer, despite AID programs and pressures to

5AID/LA/DR, "Ecuador: Land Sale Guaranty," Capital Assistance Paper
AID/DLC/P-854 (24 June 1969), p. 27; Annex IV, Exhibit L.



serve the small farmer. If the problem persists, more AID asaistance
is forthcoming to give the institution the resources and the know-
how for lending to the small farmer. The large-farmer-bias problem,
like delinquency, gets treated with more and more AID assistance.

AID, of course, is not attracted to these institutions
because of their problems. More often than not, it wants to put a
substantial amount of resources into certain kinds of programs in
a country, and looks around for the most likely institutional
candidate for the jfob. (Or, it decides to create a new institution,
as it did with FECOAGROH and FACACH in Honduras.) In Honduras, the
BNF looked like the only possibility to AID for a significant small
farmer credit program. So that institution was chosen as the
conduit, aend assistance for its problems was included in the loan
program.

This may be a reasonable second-best approach for AID in
an imperfect environment.. But the approach creates an incentive

system, without meaning to, that rewards the problems and withholds



penalties for their continued existence. AID's affiliation with
the institution may make sense in terms of finding an existing
conduit to the small farmer and adapting it. But from the
institution's point of view, the affiliation with AID turns out

to be totally compatible with the problem behavior. The recipient
institution does not perceive itself as losing out because of its
lack of progress with these problems.

As in many other cases of second-best institutions, the
perverse effect of the AID relationship on an institution's problem
behavior is heightened when other international lending institutions
are involved. They also may select the institution for their
programs because it is the only one around. The Honduran BNF,
for example, had both AID and IDB support over & period of time.6
Thus even if the AID program were somehow designed so as to
discourage the problem behavior, the existence of, or potential for,
substantial support from other donors could cancel out the effects
ol the AID disincentives.

Another difficulty in putting AID together with

problematic institutions is that the institution may experience

the "problems'" as more functional to its existence than dysfunctional.

6
The IBRD turned down the BNF in the late 1960s precisely because

of its problems, when it was looking for a conduit for livestock
credit (note 5 on p. 2 of BNF chapter).

n
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Delinquency and large-farmer bias are two examples, as discussed in
the BNF section. AID names them "problems," but from the institution's
point of view, they can be seen as being in complete consonance
with organizational needs. Letting some large farmers pay back
loans late, or giving them preference over small farmers in the
allocation of credit, can ensure political support for the
institution. Doing things this way can help the institution's
agronomists to make a decent living, and can protect the careers

of directors and administrators. To "solve" these kinds of problems
is to pull out some of the life stays of such an institution. In
this sense, no amount of AID education or training in problem-
solving techniques can make these behaviors be felt as problems

by the institution, let alone do away with them.

One way AID can help diminish these "functional" problems
is to make them into real problems to the institutions, in addition
to attacking them directly. For example, it is only when delinquency
and large-farmer bias inflict as much cost on a bank as collecting
on loans from large and influential farmers, that these problems
will start to be treated less complacently. AID can help turn
the tide by making it difficult for such institutions to get
edditional AID capital or other support until significant progress
with the problems has been made. AID, in other words, has the

power to muke the problematic behaviors dysfunctional, rather than



functional. As long as there are renewals of assistance to work

onh these behaviors, however, they continue to be functional. 1In
rfact, they become even more functional than without the assistance,
for they becone associated with support from outside elites as well
as local ones--i.e., from the donor institutions.

Though the withholding of additional loans or assistance
may succeed in transforming functional behaviors into problems for
an AID-supported institution, it can also leave an AID Mission
without projeects. The institution may also fall back on other
loan sources, as mentioned above, which may be more lenient about
the behaviors in concern. Withholding of further AID support,
then, might not even have the desired effect, even if AID were
willing to lose the project in the process. Ghort of these
extremes, ALD needs to ¢ vise some ways of turning these behaviors
into true problems for the recipient institution. If it does not
do this, they will continue to work well for the institution and
no amount of AID assistance to diminish them will succeed in doing
so. Or, they will be resolved at much greater cost and over a
much longer time neriod than is neccessary.

One aren in which AID can manipulate the incentives to
problem behavior is the treatment of termination dates, which

affects the Institution's expectations about future AID assistance.



Before further assistance is granted or even talked about, the
achievement of certain levels of problem-solving could be made
mandatory--e.g., u certain delinquency rate, a certain percentage
ol' small Carmer loans in the total portfolio, a certain level of
financial self sufficiency. These types of goals usually are
stated as objectives of an AID program, but not as preconditions
for further lending.

The covenants to AID loan agreements will scmetimes
include a specific directive about desired levels of problem-
solving. BNF delinquency was "covenanted" to fall to 10% by 1969,
the year after the 013 loan was authorized. But no penalty is
attached to failure to live up to the covenant. The BNF failure
Lo diminish its delinquency at all by 1969, let alone to drop it
to 10%, was eventually dealt with by AID by postponing the 10%
deadline for eight years. And the new schedule became part of a
new loan! OSuch failures, however, should be met with penalties
rather than new loans. The point of the penalty is not to be
punitive, but to turn around the disincentives of the present
system against improvement.

One possible approach to a proper incentive system
would be to phase loan disbursemcnts over a period of time. This

could be tied to a schedule by which the disbursement would be



reduced by a certain percentage when the covenanted objectives were
not met--just as construction contracts have penalty systems for
not meeting deadlines. In order to induce the desired behavior,
and not only punish the undesired behavior, the system should
include rewards as well as penalties., Disbursements could be
increased, for example, for exceeding the phased targets. This
would keep the incentive system from working only in a downward
direction and cunulatively undermining the project. Whatever the
details of such an arrangement, its importance would lay in the
fact that the recipient institution would know in advance, and with
exactitude, that the problem behaviors were to result in significant
costs.

It may be that AID does not have the programming
flexibility to use this kind of system. In that case, other tactics
with the same effects shouid be devised. At the least, second and
third large loans should not be discussed with such institutions
when they are not muking progress in the problem areas. Or, it
should be made clear to them that additional lending will Lo
contingent on the meeting of the originally covenanted targets.
Otherwise, simply talking about future assistance with a recipient
institution reverses the incentive for it to do anything about its

problems.
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AlD's Cirst loan to the BNE provides an example of
another way of transforming AlID-perceived problems into pressing
problems for the assisted institution. The 018 loan funds were
lent to the Honduran government, which donated them to the BNF.
The BNF, that is, was not required to make interest or amortization
payments on the AID funds. Though this arrangement was consistent
with the Government's interest in capitalizing the Bank, it took
away one of the few incentives in the AID program for the Bank to
improve its financinl discipline. To receive $8 million of AID
funds as a donuation rather than a loan, thet is, meant that the
Bank had no repayment worries. Hence the cost to it of casual
collection procedures and high delinquency was no greater than it
had been before--when much of its government-donated capital had
been ercded by its high delinquent accounts.

It AID had insisted on a loan rather than a donation to
the Bank, thr Honduran ;overnment would probably have found other
ways to capitalize that institution, because of its great interest
in promoting the Bmnk. 'These other ways would not have deprived
the AID project of one of its few and precious disincentives to
the problem behavior,

Requiring financinl institutions to pay on their AID loans,
in sum, is another tactic that can contribute toward transforming

certain problem behaviors into real problems for the institution.
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This is so even if a recipient government or institution refuses to
accept the AID monies on those terms. For it means that the
institution's financial sloppiness has prevented it from getting

a large amount of attractive and scarce capital. When this happens,

delinquency has turned into much more of a problem.
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The Close Adviser

Contributing to the problem of unintended rewards for
undesirable behavior is the technical assistance relationship of
AID or contract advisers with AID-supported institutions. The
history of the AID programs studied in the inter-country evaluation
suggests that decisions to continue AID support to an institution
are considerably influenced by how well AID or contract advisers
get along with that institution. The necessity of that assistance
to the institution's future, or in comparison to other potential
AID projects, often takes on secondary importence. Turnover in
program-monitoring and contract personnel, shifts in policy
directives, and changing fads in development lending are other
factors that play an important role in such decisions. Sometimes
they reinforce the compatibility criterion, sometimes they
counterbalance it.

The extension of project termination deadlines and the
renewal of project agreements result from the Judgment by AID or
contract advisers that the institution cannot make it on its own.
It is natural that these advisers will sometimes be reluctant to
end their involvement in an AID-supported institution. This is
not necessarily because of considerations related to their own

employment. After such a close and long association with an
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institution, that is, one tends to always see work that is still to
be done. The more intimate one becomes with an organization, the
nore ideas one has about how to deal with its failings. Involved
advisers will always be able to find serious failings which, they
will believe, cannot be left unattended. Under such circumstances,
it will not be difrficult to demonstrate the need for additional
ATD financing.

At a certain point, the success of the institution and
the success of even the wost competent of advisers tend to diverge.
The project will be successiul in institution-building only if it
results in the eventual dispensability of AID. But the success of
the adviser is based on his being needed by the institution. As an
individual, then, the AID or contract adviser can be of considerable
value to the institution. But from the point of view of institution-
building, the continuation of his AID-financed stay at the institution
involves an AlD prescuace that makes certain problems intractable.

rolonged renewals of AID grant and loan assistance to

an institution elong with repeated failure to meet targets in problem
areas is of'ten indicative, more than anytning else, of long-term
compatibility between ALD or the contractor and the institution.
The BNF in Hondurwus and FECOAC in Ecuador are examples: no progress
on delinquency for one, and disappointing progress on financial self

sufficiency for the other. Similarly, preliminary or on-time
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terminations of AID assistance may be more indicative of
incompatibility between AID or the contractor and the recipient
institution, than of poor performance with respect to the project's
objectives. FACACH in Honduras and FENACOOPARR and CREA in Ecuador
are examples. (In the case of CREA, incompatibility was between AID
and the contructor.) The termination of the AID relationship with
FACACH seems to have had more to do with resentments between donor
and recipient than with the fact that the Federation had become
self sufficient. Preliminary termination of the relationships with
FENACOOPARR and CREA were also the product of conflict.

When AID builds an institution that is strong and healthy,
that institution will ultimately find AID's presence undesirable,
no matter how well liked are the persons representing AID or the
contractor. The incompatibility and the desire for AID's riddance
will often push an institution to look around for other sources of
finuncing. 'The desire to attract other kinds of backers, in turn,
will pressure the institution to perform in the areas that are still
problematic. Though this process may te unpleasant for AID, it needs
to be seen as a sign of organizational growth. Long term
compatibility between AID and a recipient institution, in sum,
should be looked upon with a cirtain amount of suspicion.

AID should attempt to counterbalance the tendency of

advisers to see all too clearly what more there is to be done, or

\”
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to want a prolonged affiliation for themselves. Because the close
adviser will almost always be able to show legitimate need, it will
not help for AID to demand more rigorous demonstrations of need
from field personnel. One approach might be to regularly assess
the benefits to the recipient organization of a break with AID.
The assessment should come from someone not associated with the
institution. It should ask what the benefits would be to the
institution's growth of not supporting it. One could also ask
what the benefits woula be of providing the institution with an
income in a way that would require little or no AID involvement--—
as in the cases of interest income and credit intermediation by
"neutral" parties cited in the FACACH chapter above.

Another approach to this problem may be to build some
inflexibility into prcgrams, to map the future a little more.
Hard-and-fast termination dates for AID support are one possible
alternative. Hidebound phasing-out designs are another. Ironically,
I am proposing some inflexibility for a project environment for
which one normally proposes a greater degree of flexibility and
compassion than is usual. But the stories of this evaluation
suggest that compascion can kill the institution one is trying to
help--or, at least, stunt its growth. Projects should be designed,
in sum, to prevent compatibility with the recipient institution

from becoming a decision rule by defeult.
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