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Preface 

This study is the second of two evaluations ~f small 
farmer orr,anizations financed by AID in Honduras and Ecuador. The 
st.udies are part of a series of inter-country eValuations of AID 
pl'ol~rruns in Latin America, sponsored by the Office of DE'velopment 
1'l'L1 grruns of the Latin America Bureau. Based on the two country 
evaluations, a final report has been written, which presents general 
findings about AID assistance to small farmer organizations and 
makE's 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 1915, a few weeks in \~ashington locating project 
dCWlllllcnts anti interviewinr, the r'ernons wl.o had been involved, and 
:;('vl'I'ul week,; of re:ldillt~ the fi 1('5 [vld analy::j n~ the data in Berkeley. 
About. Lwo-thj t'ds of my time in Honduras wa~) ~lpent in t.hp country~,ide, 
t.alking with :;rnllll t'armer groups and with personnel from institutions 
lh,'lt scrviL'(' them, Four institutions most generously facilitated 
my field vis i t~;--the Cooperative Department, the National Agrarian 
Institute, the ~lini stry of Natural Resources, and the National 
Assoc iation of Honduran Peasants. I also talked with mar.agers of 
thrE"c branches of the National Development Bank, who kindly gave me 
accC'ss to their files on an AID line of small farmer credit. 

In the Choluteca re(",:i on, I visi !pel cooperatives and 
ll:wntl1l1liento~" most of the latt~pr having stat'tell 11.5 peasant lear,ues 
be1on{;ing to the Nation.'ll I'casant Union. Three FF.COAGROH coops in 
the Comayar,ua Valley were visited. In the North Coast area, I visited 
four banana coop:, (two of which had helonged to FECOAGROH), several 
asentamientos (many of which had or1l';inated as loc1.1s of the National 
Association of Honduran Peasants), and a group of asentmnientos who 
were attempting to form a secon~-lovel ~roup-··LR Masica. 

I vi~;it('d the Tsletn~, banllna plant.ltt.ioll--nCl I'x-;,Lnnd'll'cj 
Frul t opernt ion that hnci ~uffl'l'(~d ('on~ i rlprlth II' Ii Ill'!' i ('lUll' dlLlJlnl'~(' 

nnd was now being rlln) with I~nv("rrtnl(~nt. n~;~,i:~t.lll\(·(~, 1i.:; I\. 1;('lf-rnllrlll."~I'd 

enterprise b'y l~x-workcr:;, I nl ~iO LIl.J l{od wi til ri Vt., ClI' :1 i x c(Jopl'rltl. i Vl':\ 

of the Bajo Ar:uan colonization pro.icct, as well n~; wlt.h the mllnlll~('r'~l 

vi 



vii 

of that project, In Tegucigalpa, I talked 'With representatives of 
the AID Mission, INA, FACACH, "'ECOAGRCH, the Coop Depart.ment, th<-~ 

Radi,") ~~,'ho('ls A~~s('l,'iati.on (ACTH), ar..i ('It.hl'l' Pt'I'Sl'lIl~; ,,.hl) at. l'lIH~ t.i.IlI(' 

nl' :uIl'ltJll'l' h:h1 l'l~ly,',i il!l~'C'll't.nnt. 1',)ll':~ wit.h I'L'SPl~l't. I,) ~;m!\ll fnl'nll'l' 
/~1\)1I1':; ill 1I01111UI':I:;, III !~nll }'l'dl',) ~~Illlt, 1 Illl't. wit.h ,'ffil'inl:; of 
Lhl' Nal i 01\:11 I\:::HW i :LL i on of llondu 1':Lll 1\':L~'llnt.~;, 

"l'('l'ivl'd Invalli:lbll' :1:~:'i:3t.ancl> and lo(,:i~;til' support 
I'I'l"llll I.ltl' All) ~1i:;::i()1I ill Iln!lllllr:l:;, ('01' whic,1t I [Un most. appreciative, 
'\'Il!' lI('Jldul'an ill:;t.il.ut.iol1:; llrlJ1H~d above wl'nt out of their 'Way to 
pl'lwide mt' wit.h in/'ormation, ,~xl'l:lI1at.ions, and visits to farmer groups, 
'l'ltey were most ncconunorinting or my ",ish t.o speak 'With these groups 
alone, 

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

Judith Tendler 

Octl)h!'!T' 1976 
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AID's l1.nnintunce to mnall farmer ol'f~anizatiolls in Honduras 

has involved comprehensive projects with other agricultural 

components (the 018 and 025 loans), and institutiuns 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 groupn (FECOAGROH). 

The histories of the small farmer group aspect of AID's 

pl'OI~rMlS in Hondllrm; are bound up with the histories of ther.e whole 

1'I'(ll~I':UIl~;. t ilL' Lilli i 11.''; the lloll-sllIall- fllrml'l' and IH'Il-r:roup part. Eltch 

AID p,'ogrrun, in tUI'Il, was considel'ahly interdependent with t.he others, 

because of the AID loans and the fact that all the programs touched 

upon the same sector in a relatively small cOllntry. Because of this 

interconnectedness, it is difficult to describe and analyze these 

programs separately from each other, or to discuss only the partn 

that pertained to small farmers and groups, have therefore 

presented some of the historieB of these progrllJTJs as they occurred, 

all tOI,:ether, and have tried to foclls on the nspPC't,r; of this 

evolution thnt nrc rno:;t related to ~~rnrLll farmer' orralJ j 7.llt iOlW. 

The Federation of Hondura.n Cl'c<lit Unions (FACACH). AID financed the 

development of Honduran credit unions and their federation, FACACH, 

with $647,000 of grant ansistance over the 1966-107~ period, nt th~ 



had llO affiliated credit unions by the end of 1971~, 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 

prlwid('d FACACH wi th credit for I'e-lending throllr:h concurrent loans 

(It' j:',nll,OO() lind :t.] ,'i mill jPll, 1'l1i:: h('lpt'd t.ll(' Fl'tit'I'nt.ioll €','\rn jnc~1ml' 

and I~nin the nllep:iance of /lfn lbt.ed uniolls. {\lno i.n contrast to 

Ecuador, the Honduran prof,ram was not the suhJect of AID assiGtance 

to sC't. up an :lr;,ricul tural credit program. FACACH nevertheless ended 

up more involved in group finn.nce to agriculturC' than FECOAe. 

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 

1~I'nill-prodllcinc: farmers into mnrketing coops and n marketing federation, 

i'Tr:()flf;I\C)}I. The progrrun recl~i.vf'd $q(iS,ooo in r,rnllt. nssistnnce over' the 

1~IG7-1(n3 ppriod, and ;1:1.5 million i.n loan fund:, fa I' production n.nd 

mn.rkC'ting credit Ilnd the construction of small r~rnin storap;e facilities. 

FECOAGROH was unique among the programfl reviewed as tllr. 

only case of 11 complete failure. The Fed~~rn.tion, forme(1 in 1 q'(O, 

went under in mid-1973 when AID prematurely \'crrninnt.pd it.s nnni:1\.fLrl(,P 
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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 throuf';h an outside institution, FACACH, which was not 

~~np~thpttc to FECOAGROH's problems. In contrast to the Ecuadorean 

rice federation, moreover, FECOAGROH did not hnve the support of 

politically import~nt 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 (I3NF). 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 R further $744,000 for the creation 

of II Coopcrativf' Window in the !'fLnk. In 1971" $0 million of a $12-

mi II il1!l ATP :~I'l't."I' 10:111 wa" dl':;iI~nat.l~J for lendin,'': l'.v thl' llNF to 

cOOpt'I'ative:, ($2 millioll) ~nd ~"ent/lmientos ($1~ mi.llion). 

A det~iled study was made of the credit portion of the 

first AID loan to the I3NF, even though it did not involve groups, 

for the following I'easons: (l) in all the programs studied, the way 

in which credit was provided was fl.n important deLprminl1nt of the 

success of both the base-level groups and the servicin~ institutions; 

(2) the BNF program provided an unusual opportuni t.v t.o (~vlllIHit(' :H)tn(' 

important aspects of AID's ~;mall farmer creciit rrnl~I':I.IIl:;--rnlLilll'y, \.II!' 

distribution of loans and of delinquency accord in{~ t(J IOlin :,.i.zt'; Ilnd 
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(3) the BNF was selected in 1973 and 1974 by AID as the institutional 

cOl1ltuit for a maJor program of group lendinr" which was Just st.arting 

nt. tilt' t. im(> of t.ld:~ ('valullt.ion. Tilt' l'vfl.luntion or t.he fi rst. CI't'llit. 

pl'l)I~I'IUn, nl,)ng with fif'ld (1)n(,l·vnt.ion~~ of the Bfl.nk'~~ fl.ssistH.nce Lo 

f':I'OUP:;, const itut.eo n. basis for di~;cussion 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 

t.hl·oup:h the Hondunm a[,:rarian reform proces~" which started with a 

"forced rentl1.1" df'C'l'ce in December of lC)72. ()f that runount, $4 

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 thou[:;h this program was not yet in full operation at 

t}1~ time of my visi t., nef,otiations for it had gone on since the 

beginning of the agrarian reform in 1972. AID was also involved 

with the ]'cform process through previous technical assist.anee 

agreements with various reform-implementing insU. tutions. 
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other Small Farmer Programs. There are numerous private groups in 

Honduras .... ho .... ork .... ith small farmers and have been -:-ecipient of AID 

funds in one form or another. The most important is the National 

Association of Honduran Peasants (ANACH), funded by AID through the 

I 

J\mC'rican Institute for Free Labor Development (AIFLD). AID has also 

indil'ectly funded a e:roup of Christian Democrat organizations 

concerned, among other things, with small farmer organi~ations. 

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/alB credit 

channeled through FACACH, $200,000 or 26% .... ent to FUNDHESA. FUNDHESA 

and other private nOll-profit r,l'OUpS hElve al so bel'n the conduits 

for distribution of U.S. relief supplies after hurricanes, droughts, 

and the El Salvador war. Some of these groups hav-= recently started 

to receive U.S. fundinp: thrQur,h t.he Inter-American Foundatm, 

including the credit union federation FACACH. 

Though AID does not have direct relati0nships .... ith these 

Christian Democrat groups, t.hey have been at least as important as 

ANACH in the development ot' small farmer organizations and in 

mobilizing effective political pressure ['or the av.rnrian reform In 

Honduras. Most of these groups are loosely asso(' intoed wi th or 

sympathetic to the National Peasant Union, the orr~lln i zR.tion of 

peasant leagues that is to a certElin extent a rival of ANACII. My 



(I 

work in Honduras illYol\'ed l'l:-lat.ivl'ly littll~ exp('l~~lIl't' t(' l'lll'i~;t inll 

Democrat groups, but their role in the development of Honduran small 

farmer organizations has been of major importance. 
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Int.roduction 

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 Honduras 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 orgrulizing 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 
., 

und J11llintenilllce costs. "- 'rec!micnl 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-managed finund ILl. 

1 
Project No. 522-15-995-074.1. 

2 
lJ. S. Agf'nc:{ [or'! n tr-'rnat i on III Dpvc' 1 oprnpnt., 0 f' f' i ('f' of' t.lle Aurl i I.Or' 

General, Area Auditor Generlll - Latin Amerjrll (Nort,td (ATIl/M(;/!.I\), 
"USATD/Hondurlls, Cooperat.ivt' Dr>velopment," I\ud it Rf'port. No. ] -');)~)-'(;I-()I, • 
Pro.leet Nos. 522-15-995-071,.] 'mel rn4.2, 8 MILr'r'h lV'(;:, p. ~'. 
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.1 L is virLu:.Ll..ly self sufficient,. .1 t.s income in 1911~ was $3)t1 ,000 \ 

almost twice that projected by AID in 1968 for 1973 (Table 1). It 

had 110 affiliated credit unions with 29,1100 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. 4 

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 74 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-nffiliated 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 4-7% 

of BNF credit and about 1/2% of all credit in the system (Table 2). 

Its crop credit was abuut 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 srune as that of the credit union 

federation in Ecuador. 

3,1.::. Ap:clIc,Y for' Ill1.f~rnnLi()na/ i1I'v,'I"JJlIIf'Cll" 1,'rI,jf, I\III"r'I"11 1~III"'III1, 
Offi ce of lit-v" I oprnt'nt H(~~;I)lll'f'r':: (1\ Ill/LA/nIl), "11'111'/111'11:: - 1\1'f'1 "1111.111'" 

~](~ct,or' i'r()I~"UJn," r::qli I,:l] J\:::;i::i.lurl'" l'apr'C', AIlJ-llI,r:jI'-;'rr',I, II, ,/11111' 

19711, Annex I, Exhibit. C, p. h',. 

4F d . ~ , ~ () 'e eraClon de Cooper'at l va" riP A!lorTo y C:red i \'0 dp lIorldllrll:: li'ACACII, 
r~emori Ii An ual [19'( l~ J, ] fl'( 'j • 



3 

In contrast to the case of FECOAC in Ecuador, AID 

provided for credit tCI be clHlnneled through FACACIl to its n1'fili!lted 

crl'dit WliOllS. In 1907. UPl)ll AlD's recolTUuelldaLion. the Hondunul 

Government lent $500,000 to FACACH for credit from funds available 

under an AID-two-step loan to the Financiera Hondurena (010). In 

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. 

'l'hough most of the 018 loan went to the National Development 

Bank, $744,000 was designated for FACACH for grain storage facilities 

and $756.000 for agricultural credit to affiliated credit unions 

and non-affiliated coops. 'l'he latter groups had been organized 

by Agricultural COl)pern.t..i ve Development InternHtionn.l (ACDI), 

st;n.rting in 1967 under H contract with AID. Of the $744,000 in 

grain storage funds for FACACH. $100,000 was for FACACH construction 

of two central facilities in Tegucigalpa and San Pedro Sula; $470,000 

waG 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 storuge 

funds were not used by FACACIi. 'I'he 018 loan was l.IlIIended 

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 agriculturnl credit was 



instead of beillt; lent d.irectly by FJ\CJ\CIi. 'rhe renSOllG for this 

change are explained later. 

AlD's grant program with FACACH did not single out 

agriculture for special attention. 'rhis was in contrast to the 

cases of FECOAC in Ec~ador, FENACOAC in Guatemala, and CREDICOOP 

in Paraguay. 5 In the~e countries, AID financed the setting up of 

"directed agricultural credit pl'ogrruns" within the credit union 

federations. Despite this di l'fel'l~nce between FACACH and the other 

rl~dcrlltions, the rule or agricultural creLii t nnd t'~u'mer 

pnl'ticipatiol' in FACACII wa~ d(1l1blc that of Fr.:COAC. Whereas 

fUl':T\er membership accow1ted 1'01' about 12~~ of total FECOAC 

membership, farmers l"epresented about 28~ of FACACll membership; 

similarly, about 10% of FECOAC I S loan value was for agricultW'"al 

cred.i t, while the corresponding figure for FACACH was between 25% 

und /jU/; ('l'able 3). 'l'he situe..tion was roughly the opposite with 

the Guatemalan credit w1ion fedet"ation, where farmer participation 

was about twice that of the FACACH case. 

FACACH did well enough as a fin!.U1cia.1 institution that 

it became 11 ~upplier of credit to nOll-affiliuteu coops. Forty 

percent of its credit went to these groups, mo~,t or which were 

agricul turu.l ('['uble 11). 'l'hough FACACI! did llot htl ve Eln ugri.eul turul 

5FECOJ\C is analyzed in the Ecuudur ,",,11WII' ()j' Litj,j ('VI1IUllLiun, 
pp. 7-112; FENACOAC in I\w'r;(,;111 '1',','hllic'lll A,'::j,:I.IIIII'" r"1))'I'fll"tI,illli 

(A'I'Ar:), Hll1"'11 C()Ojll'r11Liv,';, ill 1;u:J!"ITI:IIII., ijr,V"IIII,,'1' 1'/('1; Iliid 1:ln:IJI('(HII' 

i 11 I h'vI ~ J () IllTlf'n t A1 t,I' T'llIl t j VI':;, i II". (J)I\ I ), ~:t, 1'111. ('/: i,,: " _~:...JJ!.'.I~_I 1_1_J.'!!.r~I!.'.!: 
De v f' 1 0 pm C' II L, Vol. I I, M IlY 1 ')"( ') , 



agricul ture--independently of its ..:!reOi t wllons·--thwl some of the 

federations with agricultural programs. 

FACACH became independent of AID financing on schedule 

wld in a relatively short period of time--six years. This is in 

contrast with the delay~ and problems of many other programs of AID 

budget support to coop or credit union federations. The $647,000 

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, nfter which the Ecuadorean federation was still not self 

'1" • t 6 sui lClen -. It n.lso compares favorably to the $956,000 spent on 

the FBCOAGROII proeram over a seven-year period, after which the 

federation failed. 7 The fact that AID did not choose FACACH for 

un ngricultural program, in contrast to the other credit union 

i'ederntions, seem" ;'0 have had some importance in explaining the 

l"ederation's achievement in self sufficiency. Tbe 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. 174-205 of the Ecuador volume deals with these self 3ufficicliCY 

problems. 

7See FBCOAGROH chapter below. 



'rile liistory .:>1' FAl~ACH rulJ AID 

AlD's decision in 1971 to partially substitute FECOAGROH 

for FACACH in the 018 program is, at first glance, perplexing. ~y 

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, F'ACACH WI1.S a successful financial institution, though 

ml)lient in si7.e, LUld FECOAGROIi had virtually pussed out or existence. 

AID's switch rrom FACACI! to FECOAGROH is explained only 

incompletely in the documentation, leaving several questions 

lUHillswered. 'l'he whole picture became clear to me only after 

questioning several actors or that period about its history. The 

parts of the following story that are based on this questioning 

were told to me in substantially the srune way by persons who were 

ill the AID ~Iission or FACACII at that time. Aside from the fact 

tllat. t.he story is a fascinutinc. one, the ren.son 1'01' completing 

the pictw'e is t.hat it. is the only wily of getting ut some or the 

important lessons of both the I?ACACH llild FECOAGHOIl experit!nces. 

FACACH rejects AID. A few ycm's after its 1'olUlliln~j, FACACI! bcclune 

somewhat of a center for yOlUlg lUli verai ty 1l,1'Ilduut.('!J who W(~t'e 
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concerned about s,-~cial problems in their ~O\.U1t.ry. This .... :1.5 l't't'lt'L't.('J. 

in t.he wlusun.lly ~·,-nUl~ n .. '~e l~t' i l:~ ,tire,-'ton~ HJld Il\:UIIl(-':l'n; , .... 11 i dl 

:\Vl'I'llC~l'd 33 yenl's ,)ld ill lY'{lL 1 'l'hL~ t;l'OUp hnd :,,)\lIe Itl'l'iniLy tL) 

the Christian Democrat organi~ations that emerged in the late 1960s, 

mainly to organize peasants and help them press for agrarian reform. 

FACACH later became a member of a loose organization of these groups, 

CONCORDE, .... hich .... as fOWlded in 1972. 2 The FACACH group sa .... in their 

organization the possibility of carrying out some of their concerns 

for social action through credit unions in the cOWltryside. 

One of the interests of the activist .... ing of FACACH .... as 

to give assistance to some peasant groups .... hich were too poor to 

accwnulate enough savings to join a credH w1ion. 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 

savin~s, the AID Mission was not in accordance. The organization 

was still highly dependent on AID budcet support at that time, 

which gave veto power to AID in its finUl1ci~ decisionmaking. 

This difference of approaches was one of the reasons 

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

lCUNA/Washington files. 

2 
CONCORDE stands for Consejo de Coordinacion para el Desarrollo. 

FACACH left CONCORDE in 1975, because of problems described belo ..... 
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They felt that AID was too preoccupied with "business" concerns. 

AID's participation in the org1U1izution, 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 of 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 a.'1 additional 

source of income. TIle FACACH group felt that such an office building 

would be too extravagant for un organization that was supposed to 

deal with financially modest people. 

The l'esentment or 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 ill favor of a more modest $50,000 structure. 3 'fhe assembly 

also voted to exclude AID from future board meetings and ousted the 

president, replacing him with a person considered to be less 

3AnIPrican Trochnical A:~"i:;trrn('p Corporation (ATAC), "pirld Trip 
Baekf~round Report on Ilonclurw;," in Evaluation oj' ATD and ATD Contr'ad,or 
T'ror;rlUns in Promoting Coop('r'ntivf':~ in Lrrtin I\rrlt'rica, tJune 11)'(1, p. (d. 
ATAC commend(:d FACACH for hav Llll~ "df'rnon~~ t.l'atr·d n elr':; i rf' t.n mllkr' i I.:; 
own tlr:cisiorJc, indppcndcnt.1.v oj' it~, A1D :;pon~;()r." 



responsive to AID. The special assembly, in short, gave a 

resounding "no" to AID. 

9 

Following the events of 1969 and some tW'nover in AID 

Mission personnel, the Mission lost a good deal of the special 

interest it had had in the FACACH program. 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 

Lhe $1. 5 million in credit frolll FACACH to FECOAGROH. Finally, when 

Fr~COAGROH failed in 1973, the unobligated $14 1, ,000 for storage 

l'ncili tit--s crune up for grabs. FACACII 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. 



.iU 

'l'he decision to include FAGAGH. 'l'he 018 program WliS 

p)'Ot~rwn wi th the Nathmal DeveJ.opment 13ll.11k. It orie;inated 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 

projects. 

AID was not completely satisfied with the exclusive role 

of the BNF in the 018 progrrun, as proposed in the Intensive Review 

Reque~t of 196"(.5 AID wnnted 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 b~cause it had management problems, 

I.' 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 

4 
Pp. 7-19 of BNF chapter describes the evolution of these changes. 

5lJ .::;. Accnc,Y for InLr'l'national p('vf'Jof1rm~nt, lI()nclllra:~ Minsion (AID/H), 
"Hondllrlls - Banco Naciona1 no Fomf'nto," Int,f'nni v(' Review Requf'!,t (TRR), 
LA-CAEC/p-67/60, 15 March 1967. 

6AID/LA/DR, "Hondul'a,,: ilr;ricultul'a1 Crr>dit und ~;toralT,e," CIlpiLlt1 
Assistance Pllpt'r, AID-DLC/P-7 ld., ?O .fune lQ(;f"l, p. ;!;'. 
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proposed, therefore, to channel $1.5 million of the credit and 

storage construction funds through FACACH. FACACH .... as a kno .... n 

entity, having been created by AID in 1966. Thoueh it .... as small, 

it had half the delinquency rate of the Bank (20% vs. 10%), had 

some experience in lending to grotJ~s, and .... as becoming a respected 

t'irllUlcial institution. FJ\CACH' s budget, moreover, .... as to a 

considerable extent financed by AID grant funds during those years. 

As AID's baby, FACACH .... as 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 .... ith the FACACH aspect of the project. The government 

did not like the idea of including FACACH in on .... hat it conceived 

us a program for its development bank. It did not .... ant to allo .... 

$1.5 million of potentially free capital for the Bank to be diverted 

to a private institution in .... hich it had no special interest. This 

.... as [\. period, moreover, .... hen Group~, associated .... i t.h Christian 

Democrat thinking .... ere organizing peasants in the countryside, 

often around demands on the goverrunent for agrarian reform. That 

FACACH .... as the home of some of these concerned Christian Democrats 

probably did not help to make the government feel more amenable 

to AID's proposal. 'l'lle I(.overnment finally r,ave in, ho .... ever, 

agreeing to rc-lend $1.) million 0 l' the lOHn rUJill~l to j"J\CJ\CII ILL 

2-1/2% interest for 20 yearB, including) yeul'U v,rl.H!c. ('l'he 



government was borrowing from AID at 2-1/2% for 40 years with 10 

years grace.) All this took place dtu'ing the period before the 

AID-FACACH rupttu'e 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 ugriculttu'al marketing cooperatives was constituted with AID 

financing. FECOAGROH, legalized in January 1970, was the product 

of another AID program involving the organization of agriculttu'al 

marketing cooperatives and a marketing federation. The AID 

contractor, Agriculttu'al Cooperative Development International 

(ACDI), had been organizing the cqse-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 F'ECOAGROH instead of FACACH. The funds 

for storage construction by the coops would also now be channeleu 

from FECOAGROH to its affiliated coops, instead of directly from 

FACACH. The funds for storage operations, of cow'se, would also 

now be used by FECOAGROH. Thus the total of $741, ,000 in Gtora~e 

funds would now be managed by FECOAGROH instead of' )i'ACACIl. 
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instead of being lent directly to the coops by F'ACACH. 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 a good share of FACACH's loan funds to 

a newly created organization. The documentation on the project 

states simply that "FECOAGROH ... was not in existe:.1ce at the time 

the loan was sil:';nel1 and, as It consequence, FACACH ... was given 

initial adtninbLr:ttivt' capacity. ,,7 All parties concerned, 

according to some AID participants in the project design, knew 

all along that the change to FECOAGROH would occur as soon as 

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. 

7 
U.S. DepnrtmenL of St.atf', In~~pect.or r:enf'ral of !"orpip;n A!l!lint.ILrll'r' 

(IGA), "AID Loans to Honduras," Memo to thp Tnr:pr'dor (}p.nr·r·al. 
16 February 1971, p. In. 



The timing of events lends some support to the above 

view. The loan was a.pproved in Washington in JWle of 1968 and 

signed in Honduras in April of 1969; FECOAGROH was legnlized in 

J IUlunry of 1970 and the loan agreement was amended a year later, 

in <Tanuary of 1971. A 1968 M.ission proposal for fW1ding of 

FECOAGROH, moreover, l~sts 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 

14 

proposal was submitted a few weeks before the authorization of the 

Ole loan in 1968, which featured FACACH as sole administrator 

of the $1.5 million. 

Other AID participants in the events of the time state 

t.hut AID's switch to FECOAGROI( did represent a substantive change 

in the Mission's plans and organi zational allegiances. According 

to FACACH, moreover, the switch was not something i.t had known 

about in udvance 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 

importane cnollgh organization not to be ignoreu. "A jurisdictional 

8 
AtD/l!, "Cooper1.lt.lvc lkvp]nprn,'nt (i\I~I'j cuHllr")," fj(llJ{':lpi t.1I1 1')'''.11'('1. 

Paper (PROP), Pro.kct No. 52?-Jl-990-0'{11.;', J\jrt~rnrn 'l'OAID A-V~ll. 
11 June 1968, p. 11. 
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dispute between [FACACH and FECOAGROH ensued] regarding who was to 

administer the lOME and how the interest would be divided. ,,9 

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 ultimately 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% chart<:eci to its coops, with 3% going to FACACH. FACACH 

sLood firm, however, until it wus 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%.) 

'l'he working out of these disugreements delayed the 

initia.tion of loan disbursem~nts to FECOAGROH coops until March 

1971. This was almost three years after the loan was authorized 

and two years after iL was signed. This delay, in turn, was late~ 

ci ted by AID and ACDI as one of the reasons 1'0 r FECOAGROI!' s 

9, " " 6 . ' T(,A, AID Loan" to flnnduras, 1) Fcbruar'y 1973, p. HJ. 



t i ·" , Ll' ll) 
tnlb~1('quen l l.ll .t...'t t.le:;. 

FACACII saw thc runclllied 011.1 llHUl n,::: a el)JJlcdown for it, 

Hi 

even though the credit for FECOAGROH promised to involve considerable 

interest earnings and even though some of the production credit 

could gJ 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 

i'Wlds through it only Wlder duress, and as receiving less interest 

return than it had expected. (FACACH lends to its own credit 

wlions and il..s nOll-affiliated coop borrowers at 9~'~ plus a forced 

capitfllization chtirge of 10%--in contrast to the straight 6% it 

would get from its FECOAGHOH lcnding.) 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 supervised agricultural cledit 

prot~rrun, as had been done with credit Wlion l'ederations in other 

cOWltries. Thus FACACH was resentful that AID built up an 

:tt!,ricultural credit, pn~grlUll in another institution, and that it 

preferred to create a new institution from scratch for thlS 

IOflI1 1/1!, "Cn()pt'rativt' nf'vt'l()r\rn"nt(AI~l'ic\llt\lre), 1I~'()lll'npitlL] r"ll,lpC't 
l'nlH'r (PROP), I l"},1 (>(. I, tlu. 'j?;J-1'}-81 I J-I)'(II.,', q MIII'('h ] ()'i3, p. ;'. 

llBy mid-1973, when J<'ECOAGHOII failed, that rederation had used 
$294,000 of the ~i'r)6 ,000 and :1;299,000 hnd gone i,() FACACH nffiliuLes. 
By mid-19711, the remaining $1(;3,000 had been chunnel p.d by j,'ACACII 
1.,.) iLs uff111 utcu IJ!1d to the Honduran Development jo'owldut lun 
(F'rrNIIDl':~A) . '1'he .t'(!III,OOO for grain utol'uge wus cOlrlplptcly 
Wldisbursed. 
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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. AID hud val'ious reasons for choosing 

FECOAGROH over FACACH in 1970. For one, it felt that FACACl! 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 shed, and thus not within the 

target group that interested AID.12 Finally, AID's shift from 

FACACH to FECOAGROH also reflected R change in the Mission's 

thinking about how to channel credit and other services to small 

farmer groups. It was thought that R supervised credit program 

run through the credit, union federation would. not be as direct 

an approach to smull farmers as the organization of agricultural 

marketing cooperati Yen and a federation to serve th(:lIl. 

12More research nel!ds to be done to determine whether FACACH' s 
farmer-members were a.'1J' less small-farmer than F'ECOAGROH' s. 
Becau:;e it has no special ugricultural program, FACACH has 
relatively little breakdown of its a~ricultural credit data. It 
is Lhereforc not possible to determine average loan sizes on 
F'ACAC!! ~ricultural credit, leL Luone obtnin inCormution on 
landholding:;. ~;ince AID contiuctl'd no survey:; on FACACH' s farmer 
memuer", there is Ill) way of knowing whethel' i Cr; ullegations were 
true, or whether FACACH':~ small farmel'B were ILcLUlllly larger 
thnn FECOAGHOH I:;. f;om(! evidence preuentf'd j n Lhe FECOACHUI! 
chapter, for exrunple, "ugges tn that there was It lluernl d.oGe or 
mediuJIl furmersin that prQgrrun. A GW'vcy of farmer members of 
AID':; credit unioll pl'o/srfiIll in l:unLemnla, moreover, found that 
they were smallel' Ulan l.he fLu'mer:; 0 r j\ID I s FECOAGHOI!-type progrWlI 
in Lhnt country. A'l'AC, Burnl Coopel'at i ves in GwtLemaln, 
November 1975. 
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Ironically, the criticism of FACACH as conservative took 

exactJy the opposite tack from some of the tRlk about the 

orgunization in the halls of the Mission and the Embassy in 

Tegucigalpa. The FACACH group was sometimes characterized as a 

bWlCh 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, sOWlder group 

of people. Whereas FACACH management came from the Wliversity, 

it was said, FECOAGROH mlmagement crune from the development bank. 

or had other business training. 

In gcnL~I'al, the turning of AID's back on !'ACACH for 

ngriculturc.l credit programs wns ll.bo the result at' the transition 

of AID policy in the mid-1970s toward rw'a..l development lending. 

This meant doing aericultural projects on larger scales. FACACH 

was n child at' the past "small" npproach, dominate,j by technical 

assl s lltnCe fUld budget. ~;ujlfJort. When rural dL'velupmcnt lending 

came on the scene, then, FACi\CI! just wluln' t bil'; enough to rill 

the bill. With IUD ill t.his new lUlU larger fl':Ufl'.' of mind, it is 

not surprising LlHlt sOllie of the succes~;ruJ. n:;pf'ct:: tl!' the FACACII 

experience have noL h(,(~ll ('hr()lliclcd--Il~; di::l'U:::;('d J'ul'tilt'r' below. 

F l nlllly I Al.!J'~; :llll n I'l'urn l"ACt\I,'/1 tu FI~C()AG HOII 

reflected to sOlIle extent Il brurLdvl' nhift, ill U()lfIe (JI' AID's miouionD, 
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shift in favor of CLUSA explains in part why AID's credit for 

credit Wlions was chnn::cled t!u'our,!;. :!Jl ,';.:::D-cl'c::ltp~ 

th th 1 1 th d · t' d t' 13 ra er an t 1roug 1 . e ere 1 unl0n:..e era 10n. In Guatemala, 

the AID Mission shifted support in the early 1970s from a CUNA-

Rponsored 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 bot.h cases, AID started with 

SUppOl't 01' a credit Wlion fed~r(ltion in the 1960s. In both cases, 

conflict grl!W between AID and "nationalist" elements in the 

i'edel'LLtion management. In both cases, the conflict led to 

denunciation of AID by the CI'c,ii t union ff'deI'fttion as 

"intcrvenLinnist," and succesGivl' clmractcrizlltion by AID of the 

fcdl'rlltion IlS "rndicals." And in uoth Cllses, AID decided to 

crellte new fcderations oj' f1~ricuJ tUl'n.l Illllrketing cooperatives 

witl! ACDI 11:; contractor, rather t.han chllnnel itn group credit 

through un exisLinc; AID-createu credit. wlion fcderution. Finally, 

the <: redi t lUliolJ j'pcierat i (In J n botl! cane:..; turned out to be 

stronger than the market.! ng ('()up t'ecierrltion. 1
1
, But th isis to 

nnticipllt(! tlw [;('()l'Y nj' FECOJ\(iI\OJ!, 

l~\, 1·1 1 r. !',cutlfor vo lun", jlJ!. 'J-)~. 

IhA'l'AC, Hill'lil Cuol'f'rlltiven ill GlIlltellllLlu, NuvellllJl'I' l'J(';. 
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AID chooses the BNF over FACACH. FACACH' S ill feelings toward AID 

was fed by another "reJ ection" at the beginning of 1974. By 19'{ 3, 

Fl'~COAGROH WitS beset with severt:' problems whi~h led to its demise 

in that year--a story that is reserved for the following chapter 

on that orgwlization. One of the results of FECOAGROH's problems 

was that the $744,000 for grain storage facilities was never used. 

(Remember that the $744,000 was originally designated for FACACH 

in the 1969 loun agreement, tmd then switched to FECOAGROH in the 

1971 runendment to the 10M agreement.) While the Mission was 

~onsidering dc-obligation of the $'(114,000 in 1973, FACACH came up 

with the proposal for usc of the fW1ds in a progrrun uf agricultural 

credit to i tn creLii t W1ions, to thL' str!.lJlded FECOAGHOIl coops, and 

to other non-t1ffi L i nted agriculturnl coops. AID was sympathetic 

to the propoLHu for awhile, but ul timatl'ly changed its mind. 

'l'he government 01' !londlu'as had said it WIlS not feasible, und 

bucked an (uternnte proposal for u~;e of the sume flU1ds by the 

National DcvclopmCtlL Hank to capi tali7,e 11 COl1penltive lending 

operation in that illsti tutil,!!. The lOlUl :::.grt!cm('nt was runended 

in April of 19'{11 so as to finance th L~~ uperllt ion in the BNF with 

the $,(ldl,OOO. 

AID Justified itG choice of the BNF over FACACIl for 

reasonn that wel'(' somewhat similar to its choice or FECOAGHOH 

over FACACH three ye[lrr~ earli.er. FACACIl, it !Hl Lei, "wan not 
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15 
designed to meet the ~pecial needs of small farmers." Although 

40% of its loans were in agriculture, it said, "many of them are 

1'01' conunercial crops (coffee, sugar) not el.igible under the LOM." 

'l'hese 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 

Llo so in a short time frame." FACACH had also not been successful 

ill reaching an agreement with the Ministry of Natural Hesources or 

the Extension Service, it was said, fiS an alternate way of providing 

extension asds tRnce, Finally, the Mission said that FACACH did 

nuL "appear fully capallJ.e of utili dng the Loan u16 funds presently 

available to it." or the $75b,OOO in 018 agricultl'ral credit, 

$250,000 remained unLiisbun,ed when FJICACH declared the credit 

i'rt'('ZC on Fr~\:nr\!;HOll l'oupn ill 1973. By the end of 1973, $163,000 

waB GUll wlLli~;bul'~;ed, Hi '1'hough FACACH WH~3 reJcl·ted for the 

15'1'his and .)thcl' c i tat ion,; in thl:, paragraph arc i'rom iUD/II, "HI''1 11<'nt, 
ru/' J\/JII'nrl"d All: rio/':?':I' i"/I I"'!, j,()rpi ~J<), ',:')-:,-1)].'1; A,-ri('lllt.IIr'nl C"t'ili' 

F, :~I,t)rrll;p," r'~"rn!' t,II 1)t'f'jC',> Dr Tlf'Vt' 1 (Jpm"nt Ht':;()\l/'<'('~;, Lflt-in J\mpricll 
H Il r p au 0 r A I D, fI, d, [F) L! 1 1 () 'n 1, l' p, n - 'I , 

j(,.!J2l:.~', I'P, 3- 11 , fly .Illl,y "" l"qll, !.tl" :,)1 rLl ;t'('d',I)lJ(l wa~; di~;lJurnC'd, 
FJ\CJ\(~H, "~\lrrunrll':,' r;lnilll F"irnlJllr'~;pr!lf'nt Nc'. ;')," ()-'~1 ,July 1974. 
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$744,000, it Shl..')\.lld. be Ilcted, the lL')fUl agreeIllent W~l.$ runend~J ~I..' n,t~ 

to expand the possible uses by FACACH of the remaining $163,000 

from basic grains to other crops, wld 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 Hondurwl cooperative movement. 

The resolution was ratified in the Fifth Congress the following 

year. 17 Ironically~ AID was partially responsible for getting 

FACACH into thL respected position. I t had made sure, when 

designing the by-lllw" or the orgwlizat ion back in 1966, that it 

Wuuld be legal for it to lend to non-affiliated cooperatives. AID 

hud pushed for these by-laws with the hope ot' eventually turning 

FACACII into the [inanc in.l agellt 1'01' the cooperati ve movement. 

'l'hin was exactly what the Honduran l:ooperati ve movement was pushing 

for six year!.> later. But AID was by that time not interested in 

taking the apport till i ty, provided by the undL sbursed $'( Jill ,000, to 

directly back the eXjlfUlued in~;tiLllLi()nal ,'ole L1wt it had 

17AllJ/LA, (jf'f'il'" of' MlIltil:lLpl'al (~()()I"lirJllti()lI 1I1Id H"I'jorllL/ :~cH'i,,1 
D('v(~lopmcllt. i'rOIT!W,:;, :~()ci:tl lind Civil' ilc'v('il)pnl!'llt Ilivl::loli (MH::Il/ 
~;CD), "Till' Cl'priit. (~()mp()ll('rlt: A ;;"rni-Arilll'ytielll H,'I'''''1. If) tJ:~AIIJ/ 
/londU!'I1S to A:;~;i::t. in i'rr'pnraLi'JfI or t.Ilt' Cupital fI::"i:ll.lll1C'(' l'Ill"'" 
for the LJ7lj Ap,r-i('lllLl11'aJ :;('ct.nl' i,()lln," h'y ,fohn 1I1'1t.1'd, Apr-II 1(1'(/" 
p. JIl,. 
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originally anticipated for the Federation. Finally, an AID 

evaluation itself noted in 1974 that "a nwnber of co-ops wId S0me 

federations prefer to borrow from FACACH for the simple reason tha.t 

it is quicker and easier than the BNI<' (6 months to 0. year in many 

instances)."lB Thus AID's choice of the BNF over FACACH for the $744,000, 

put together with tile' earlier trwIsfer of these fW1ds from FACACH 

to FECOAGROH, left FACACH feeling "robbed.,,19 

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 

u.t the time of the decision on the $741~,000, envisioned the 

chwll1eling of about $6 million in group credit through the BNF. 

FACACH, with an arulUal flow of credit of about $1. 5 million 

compared to about $30 million for the BNF, could l~U.S ily be 

cOJwidered too small for such It program (Table 2). At the 

same time, however, AID's choice of the BNF u.lso reflected its 

disu.ffection from FACACH. Some of the above-cited criticisms 

of FACACH, u.fter all, were just u.s u.pplicable to the 

BHF'. The Mission su.id, for example, that FACACH lent a good deal 

of its agricultural credit to AID-proscribed commercial crops. 

In 19'(h, ?7% of FACACH' s total credit wu.s to non-affiliated coopu, 

1£3 
.Ibid., p. 46. 

19 . 
1 h l d., p. 38. 
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which were mostly coffee coops (20%) and other groups producing 

cush crops, 20 But of total BNF cretE t in 1914, the shnre l)1' t.hl'se 

tHUne commerl'ial Cl'OpS was evcn hishcr--33% ('1'ables 3 IUld hu, EN\<, 

chapter), Of the BNF's coop lending only, moreover, 90% of the 

vulue of loans granted was for the proscribed crops,21 With 

renpel't to commercill.l-crop lend.illg, then, FACACH was no more 

subject to criticism than the BNF. 

Finally, the evaluutions of the 018 small farmer credit 

program with the BNF had shown, previous to the 1974 decision to 

choose the BNF for the $744,000, that the extension assistWlce 

22 
on these loans hud also not matC'!'ialized as planned, Though 

these laMS were to i ndi v iduuls tUld not groups, this finding 

llevertheless showed that the 13[1;1" had proven itself little better 

equipped to provide ex-tens ion service with its ugricultural 

l'l'cdlt thfln WflS F/ICACII. 'l'he pr'obleIllutic histury ,-11' FACACH-AID 

l'elat. ilHlS, then, WIlS Ill] impul't.ant Jf'termilllUlt in AID I s choice 

of the BNF over FACACH, though it, wus not the only one, 

::':°1"1\C1\CII, 1-1cmoria Anual [l Q -i)ll, 11)'{'), 1', 1 L FACArll':; fll~ri('ult.l'rnl 
c redi L data does not allow breaking out 10Wl value by crop Wld 
by type of coop, The llon-aft'lliated coops are represented in 
the categories of "marketing" n.nli "refinancing," as well as 
ugricul tural credit. F'ACACI! data by crop :;hows lOi; for coffee 
and 5% f'or othc)' typc':; \)f crop:~ ClU!,S ilk corn, ricp, bClln3, IUld 

livestock (p. l(~), 'l'his is inCOIl!1i"LenL wiLI1, ami le~;n Ullin, 
the figure I cite in Lhe t.ext rot' cw;h crops, 

21 
I.e., cotton, banllllu~), GUfYlt' and <:ufl'el~. I\I[I/L/\/r~I{;~[J/SCIJ. "'l'hf' 

Cr,·dit. Compnrlt'lIt," April IlI'r}" p, ]H, 



Though AID left FACACH in a state of self sufficiency 

in 1972, and .... ith several years' interest income t,-, come front 018 

credit, FACACIl su .... the AID tel'mi:lO.tioll as re.l ect iOll. FACft.CH und 

AID gre .... apart, then, not only because the Federation Iwl grown 

sound and independent. They .... ent their separate .... ays because 

FACACH, as part of its gro .... ing process, had turned against AID 

and lost it as a promot.er. AID, in turn, promoted another 

institutional approach to Hgricultural credit .... hich .... as in some 

.... ays competitive .... ith FACACH--or at least .... ith .... hat FACACH had 

hoped to do. 

FACACH after AID. FACACH fillally obtHined $190,000 in financing 

in 1975 for a supervised agricultural credit pr:Jgnun from the 

Inter-American Foundat ion (lAF). In Honduras and Ecuador, the 

Foundation has tended to finance many of the Christian Democrat 

orgtmizations .... hich .... ork in the countryside [md .... hich orten shun 

c1o~;c as~;ociation with l'l'reigll uonor organizations. FACACH fits 

this mold i.n that it \0111:, iucntHicd until recently \o1ith the 

Chrbtian Denl()cr1tt wnlJrc1.La On';lU"l i;:at. ion , CONCOHDE, and had 

reuctl~d ngainst till.' closenl'G~; or it~, AID rclutj(Jll~,hip in the past. 

Ironically, the cn·dlt W)iOll federation ill Guatcl!lldll ul.:>o ended 

up \o1it,h the lAl" a~; bCll!!l'IlCtOl', Il['tpl' hllvi.ns.~ cnt~Ilv.l'd ill ttl!' !Hunt' 

kind of eonf'licL \o1iLli AlL>. 
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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 Wld that it was 

willing to "consider and even organize communal farming. ,,23 AID 

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 19711, "for an overly conservative credit policy and 

"4 management.""'" 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 too wedded to the "conservative" principles of 

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

by AID for beine; too finWlcio.lly radical and later was cont:iut'.t'eu 

23 / / " " 1 1 AID LA DR, Hondurar, - Ae;rieulturc Seelor l'ro{~rrun, 1 j ,lUllt' 19'( I, 

Annex I, Exhibit C, p. 47. 

24AID / LA/MRSD/SCD, "The Credit Component," April 1974, p. 4h. 



by AID to be too conservative. Finally, it was starting to be 

commended by AID for being less conservative. 
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It may be that FACACH is better able to handle a less 

conservative type of program now that it is a 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 

orsa.nization that would have attracted committed and competent 

professionals and would have become an innovative and dynamic 

force in the Honduran development of pe~sant 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 

fWlds flowing into small farm agricultural credit in t.he 1910s. 

It successfully resisted AID's attempt to channel the $1. 5 million 

ill Oln funds dirr-ctly to FECOAGROH. And it currently participates 

ill Llll' worKing group t.hat. set.s policy on the distribution of AID 

14-jl'i cult ural credit s through the BNF' s Coop Window. In 1915, the 

FAl:ACH representative wa.s 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 creciit, represents a certain mellowing of the relationship 

with AID. This was facilitated, no doubt, by AID's admission in 

19'(3 that FECOAGROH was really not able to handle the credit 



Ulld that FECOAGROH should limit itself to marketing and input 

sales. 25 This aspect of the story is discussed in the FECOAGROH 

section below. 

'1r 

{-.JIICooperative Development (;Ir,riculture)," 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 PACACH. 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 oreanizations. The events of the 
1973 period are described in the following chapter on F'ECOAGROII, 
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FACACH, Christian Democrats, and AID 

in evnluntillt: thl.' imp:l.,'t 1..11' AiD 011 FACAl~lI':.; hi:~L"'H':I', 

it is useful to trace what has happened to the Federation's 

Christian Democrat connections since 1971. In l.972, FACACH 

became a member of CONCORDE, a loose grouping of Christian 

Democrat organizations which includes FUNHDESA, a fOW1dation that 

finances these other groups. Partly with its AID credits, 

FACACH has channeled financing to these groups, mostly through 

I,'IINIIPESA. FtJNHDF.SA, for example, received the largest single 

share of the $756,000 in 018 credit that was channeled through 

FACACH--$200 ,000. 'l'his was 26>~ of the total, and 39% of the 

FACACH share outside FECOAGROH. l This amoW1t, in turn, was 

dllulIIcled to various member organizaLiol1s, many 01' which are 

involved ill orF:o.ni~ing peasl.U1t groups--t'nr mnrKctill£;, input 

pw'chases, agricultural credit, group production, commW1ity 

action, and land acquisition. Thus although FACACH did not 

directly rW1 the kinds of programs it wanted to in its early 

yeru's , it came to support such programs in its role of financial 

intermediary. 

In the last few years, Ci rift has developed between 

FACACH and other CONCORDE groups. CONCORDE considered FACACH 

lFACACH,"Surrunary Claim Reimbursement No. 25," 6-31 July 19'{4. 



:w 

too conservative and too constrained by its "banker's mentality." 

2 FACACH, in turn, thought CONCORDE was meddling too much in politics. 

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 social change. In 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 appropridte 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 

2 
Some FACACI! members felt that FACACI! itself was too "politidzed." 

ATAC, "Survey of Hondlll'a:;," in Finnl !{P{>O)'t. of all l-:vtl)IlI:11,inr!.~ 
Latill /uncri('llll Confcdpr:IUon" of' Crpdlt Unir)rJ:; (C()LflC), OI\D-I\-C/!-111 
Jllne 1975, p, 32. 
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3 AID funds in a \ .. a~· that did not brin~ AID invl)lvt:'ml'nt.- Tht:'y \,'l'rt:' 

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 

4 
increased. In Honduras, for example, it is not only the Christian 

Democrats who are involved in successful union organizing among the 

peaSJnts. The AIFLD program has also organized the peasants in 

an at least equally successful and powerful associ.1tion, 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·~n 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. 

3An (~vidrn('(' of' Lhi"lar'y. Ill' AITl invn1v('mr·III., til"'llldit.nr:: "f)f11I,IIllfll'c! 
that F'UNJ-jf)r·:r';A I'did not. Y.~~p n,jf'qll.'1t.1' r("'or'd~:" ,If' ! II" 1'1111<1:' ::ul,- "'rd, 
to it by FACf\(~II, ~~o t.hat it. WI1:; "not, n(l\: I,,);;:;ihll' Ifl 1,1'11 IIIIW ",,, 

llorr'ower \I!;pd Uw A TD fund:;." A r ~J/ Af\(;/I.A, "Ur'A I Ilill, ,ndurll::, fin'; "/111 'I r'I,1 
Development.," Audit, HI'pnrt N(I.I-";';_)_'7I)_·~, J(I ,:"I:{ 1II'(lI, I', II. 

h 
A~fo'r.D i~; UJI' f\mpricllll Tn::LitIIl.(' I)r 1,'n'I' I .. d",/, ~)'''J''I()l'rrll'rlt , nn 

affiliatp or thl~ AF'L-C]O. Hi!' f'irlllrt('"tj wit.h Ilfl All) ''''llI'''I',';n! i',rl 
Hnd orgnnizf'!; f'p.p 1l1ho,' llrtinn:; in ('()lIntri,':: IIIIL:;;,!" t,l)(' II,::. 
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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 frem 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~s 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 th~se studies. 

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

rather than promotes organizational growth. 



Interest Income and Self SuffidencL 

'l'here is no obvious explanution of why FACACH' s 

achievement of self sufficiency occurred in this pnrticulur Cllse 

nnd not in so mnny l)f the others. Some clues are given by comparing 

the components of FACACH' s income to thflt of FECOAe in Ecuador, a 

credi t union federation thut did not meet its self sufficiency 

target. The striking difference between the two i~; thllt "interest 

income" was a maj ur cor;'l'onent of !"i\CACH rl'ceipt~~ in 1974 and that 

it did not enter FECGAe receipts ut all (Table 1). Credit to FECOAC 

nrnliater;, that i.;, went ciil'l'l't!y I'rom the AID-cnpitalized Coop 

Jlarti.ally u. result ,~d.' llli:; phl~nulIll'llllll--i.t", that J\lD channeled 

its eooperative lnan l\Uld~; ulJ'cctly tn iwllvidua.l /"I'OUpS through 

t I C t ' II k (1)(', I",)' l' t h I I ., d t ' 1 ,10 ooper<l lve uan _ lllstl'/L 01 roug1 t1l' t'e era lon. 

Though the Eculluor ftlTllI1f,ement may have l)f~en in the interests of 

the Coop Bar.k (ulll ,) r ~;i1nl'lit' i ty, it seemed Le) runkl' more difficult 

the Mission's uttcllljlt to set up (l ~),!lr-t'irlllllcillg credit union 

federation. 

In r~l'ulld0r, FECOAC and CUNA hud D t rLl{-~g] f'll in val n to 

get AID to directly finlLnce a line or credit thl'OU/',1I the 
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Federation to credit unio:1s. In the Honduran case, in contrast, 

the Federation was nble to enrn ,'onsiderH.ble intcl'<'st. inc~~nlL' .. ~t't' 

the $500 ,000 in two-step l\Ulds and the $75b,l100 ot' AID/018 ~redit 

channeled throue;h it to its affiliates. In Honduras, moreover, 

the idea or bypassing t.he Federntic.l!1 a.nd providing AID credit 

directly tll t.he credit lUlion~; thl'ough the National Development 

Blmk never l'ven cmne up. Indeed, if' thel'e wa~, Imy struggle, it 

was in Just the 011p05i Le direct.ion. The HondurlID t;overnment, that 

is, wanted to clJlumcl all the OlLl l'tmds through the BNF and not 

separate out a PlU't 1\)1' FAl~ACl!, as AID desired. AID took a strong 

:~t.llnd on tlll~; l~;~~\lC, as di:~(,u:;~;l": a1)('\'e, and ultimately prevailed; 

~;l.) million or Ull' credit \,;ent tu FACACII. In Ecuador, the 

sjtuation was the ol'p()~;it.(>: t.he All> ML;~~il)1l insi,;Lcd on channeling 

.L01U1[; to credit wlions thr'Ollt~h the Coop I31Ulk, without the 

intermcdlIlL')n or the creLiit uuioll i'etierntl()[J. 

l"ACACIi'~; intl'J'l!sL inc\lIae 1'1'OIll the Ol() 1l1a.n started to 

aecl'uC' in jJl'cciscly Ull'~;l' YL'ar;; when /d]) lHldl~l~t ,;upport was 

terminntlll/:,:. In 1()6(1, AlD t,ru'/idul :;;3 i',ODG In t~l'ant support, 

runrJtmtint:; Lo 91!~ of' fACAClI'" buclU:t; W1d ':'n 1971, its last year 

of budget. [;uppurL, AID pr(Jv il1L>(i $1) ,000 or 8/~. 'rcw buclget support 

from AID "nlicd in L~rrl, CWIA teclllli('al a~;~;il;t/l[ll'(' "tided ill 19'r~, 

liIJd. th'~ Old l!n!dit fllnd:; for FACJ\CH afTL! i,'ltl':; :;!"II'teri tu 

uiriburne jn J971. 'rhe Illtere:;t irJr'ome on 01)1 en'lilt, t..hCII, 
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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 proj ection of FACACH income 

W1dercstimated the future level or the Federation's interest income 

by 51% ('l'nble I). In the smile proJ ectiom;, member dues, member 

share:;, Ilnd eurnings from supply :.;ales were overestimnted. 

" 

(Insurance income was considerably wlderestimated.)~ 

AID's tll1derc:;timate at' LIlt: roll' of interest and 

insurflnce illcome [md o\'ere"tiJ:JI!~,',' or member contributions and 

input sales illustrate tlt" i\.l~t'rh~Y':~ \'ll:;Lulllllry emphasis on income 

from dues and L'l'rtllin hir.Ll:; or :;t~l'vil~l':; as Lht.' way in which credit-

ill1i\)!1 IlnJ. CULlp federaLjoll~ ill',: :;UP:IJ:;I'J to l'jlllull~e thernselves. 

TheBe littLer Sl;\ll'c~e:; or incuIIll' arl~ ortell not 1'1)l'thcuming, as was 

also seen in the Ecuador ~;tudy, (;ellel'Ll~,illg them requires a 

j'elat.ionship beLw"t?n the ba,;c-l ('vel t';rOll!)C Wlci the federlltl on 

that is of tell dirril~l.Llt to acllievl:, Intt:rest income, it WllS 

argued in the i::cuador cast', b ill :,urnc wuys a more feasible 

TIle ;,ub:;tar:t i:tl ill,'!'f':t:;l' HI jntl'rer~t lnCOlJle to FACACH, 

stnrtintl, ur; it did ~l"t,f'l' i\.lD bllli(,C't ~~upport ended, may have 

2 
Both t,jw ab,;('] \ltl' rLJ.d J'(~l aLive '_"lltt'i but i.oll of' Ln:;nrance 

incom(~ W[1;, f,I',):;:;l,Y tUllier''';' L iIlUtL·.'d, t\ I j) 1'1'1 ),k(~t','d Lhat it wuuld 
be j;; of L()Lal illl'(<ll'~ ill l~rr.~. all'i iL tU.l'lll'l1 ouL tel be 311% in 
11)'(11. 1 WI!:; noL -'lule to L('(ll'n tlll' l'L'ltr;'JlJ:; fur Uli:; dbcrcpullcy. 
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It was also a way 1'(.)1' AID to support a sOW1d institution without 

bec\)ming involved in its Opel'ftt.illl1s. Of coul'~~e, AID \.h"'le~~ Ih"'lt alwny~ 

l'cmnin uninvolved when it provides the opportunity tu en.l'n interest 

income through 1011.n capital. Though the prevh)us ~;"OO ,000 in 

two-step credit to FACACH had been []'rr:.J.l1[1;ed for by AID with the 

idea that it would corry minimal lender invol vP.ment, AID was very 

involved with FACACH at that time through its grant pr0ject. 'I'hough 

the BNF also earns interest illcome on its AID-supplied credit, this 

income goes along wiUt substantial AID involvement in the Bank's 

operntions. FACACI!' s interc~) t income 1'rum the OlE) loan, in contrast, 

did not carry suc~h involvemf'llt--j'0l' the HL~::;ioll had ~;hifted its 

institution-buIlding interests to the I3NF and FECOAGROI!. 

III the 02~' ICHUl, FACAt.~1! played an even mOI'C subordinate 

role than in the Old pnJ[,;rtUIl. It qualified tliong with other groups 

as an intermediate bOl'rower of AID credits from the BNF's 

Cooperative \-lindl1w, and no i'W1cis ',;ere earmarked for it. 'rho 

credi t aVllil~lblL: t·_l FACACH under thb arrangement was even further 

removed t't'OIll AID, ill that FACACi! W01Lld be ~jimply one among many 

cooperative bOlTower~;. FACACH, in sum, WitS eventu:lily looked 

upon by AID l"rdm Ii distance, us It solid aIlLi slllall L'inancial 

institution thnjul~h which :>ome of it~; lOlllt flUIds could flow 

withoUG much concern. 

FACACI! may not hllve been able to IlInintllill 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 institutionfli t~r()wth or FACACII ~dunlly continued 

at't.t~r the terminat.ion or budget ~;upport, teclmical assistrulce tU1d 

even good n~latiOl:~;. '1'he SUl'lllH't simply took another form, in 

which AID involvement with t.he institution was miniulfl.l. This 

seql ..... nce is similat' to the l~:L~;C of' AID's relations with the 

Ecunriorenn l'i ce em'" rt>u~r[ltitm, FENACOOPAHH. In Lhut L'ase, the 

per iod of AID buut~(~t !,L'l'r:Jl t, :.;;d t.ce:lll iCll..l [Lf,S is tance was much 

~:;hOl'tCl' than in the C:l~~C or ;,';\CAl~lI, lW(~H!I~;e ')1' conr'L1.ct between 

AID [mel FEflACOOI'AHH about nHUWt~t'lil"l:' l)l'[Lctil"~!.;, ,·'ll'.Unt', in 

pr'cllHLture tt'rmitt!t: iel!] ur tIl(' l't'lat.iom;hip.3 ArtL't' t.he brenk with 

ALD, huwt'vl,t', Fl·:r~ACl}JI'!\l\1\ l'l)llt.lllUt'(l tt' be Ute l'cl~il'i('llt of 

sUbSt.:U1t.iIl1 L\)UI' IlIL1lk l'l'eui t, whic~h ,'rigillllt.('Ll in 1\1;) loan cnpit.al. 

that it did not. Lt'Y t.o prevellt it" crecli t. i'l',)tn C.owi:Jr.; through 

t'inrulcial in~~tit.utiun:-; to oth,'\' b,'rr,wel'~; wit.1t '"hem it. had once 

hud ,llrt'et t'cLILions, which It'll! !;,llu',·d and '.'thil>,i, 

The hiCh ,;ki.rl~ 01' l:OC :'C',: COOlJS in the }\(Jl'tJ'olio of 

FACACH can be :;('elt rt!, Illlother !;it!,ll (it' F'J~CAl:Ii';j indepelldence from 

AID. Tlw A.LD '.~ (., ,i i t t'und c; ,~! t!UlrIC'.L, 'I.[ Lill" ,up; It joJ\f: Ae! I, t hIli. I ~; , 

3pp • 60-86 of Ecua.dor V()lltnH'. 
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1 illt'S 

Arm's-length supp,lrt. AID fW1US havl' ,)Il l)thl'r o~~ar.i()lls ended. up 

Bupporting orgruliz~tions with which it was never able to have the 

close relations typico.l of AID progrruns. The support was able to 

occur because the AID program was with an intermediary credit 

organization, standing between AID and the fir.al borrower. 

FUNDHESA in Honduras, and. the Christian Democrat organizations 

it financed, is 11 case in point--as discussed above. 

'l'he arm' s-lcngth or two-phased ,;upport of the above 

(.0 the develupmen(. or ~~mn.ll Carmer organizations. For one 

reason or anothel', the:.;e ol'grulizations would nut do well with 

AID in a direct l'L'latiunshi p--as was ",he case of the later stages 

of FACACH in Honuul'as and FENACOOPARR in Ecuadur, in addition 

to the Honduran Chri,~ tiru1 Democrat organizat i01.3. Providing 

W1involved credit and interest income to an organl::ation with 

previously C'loser ,"tID support can al:.,o be a WEly of (iealing with 

the almost InevltulJLe l'esentment towllrd AID hy such Ul'p;n.nj~~lltiorlll, 

4The ilnportance or the coffee eredi t in FACACH' fJ (,aLaI portfolio 
is more evidence of' the t'W1g1b.iliLy of outside rllllLllcing with 
an organization's total reSOUl'ces. 



when they gain their own strenr:th, By planning to provide this 

SllJ1POI't IUld LeclU1i,'uJ. n~lsistallcl>, 

III l1111' :~l'Il,;e, t..hen, the e:;re3.tel' dis t(ll1ce between AID 

[ulli FACACII ~l1'ter l~)G;.l lIlay have been 1'or the best--even though it 

wns caused by developrnenU; Lhat were sornewh5.t extraneous to the 

lIleri t:. of the orc:miznt.i()n, The lii~tancr allowed FACACI! to get 

AID-~;upplled income and L)(Ul c!lpiLal "impersonnJ.ly"--t'lrst from 

the olB cl'edit pa~;:~ed throUf,h it !tnd later, fl'c)!r. iUD credit 

channeled t.hroupJl t~hi I'll part it'~; ; i kc the IIfH' and tile Latin 

Americilll Conf'eLier:ltioll or CreJi t Unions, CO LAC , 

39 
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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 wel~-established agricultural 

coops. In 1974, these ~on-affiliated groups accounted for 40% 

of its lending (Table 4). The .Largest single share of that 

credit wan 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 

group~j through l"lINHDESA, as ment ioned 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 

~npital brrse by a 10~; "forced" crrpi talization 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, FACACIl's 



financial capability enabled it to step into an important role, 

desl'i toe i ts smtLllne~~s. FACACI! C'l1de,i ul' growing by specilui~,in~ 

lI\~)J'L' ~U1d 1IIL)J'0 i II ,lilt:' tasJ,,--t'iIl/Uh' lllC,. 'l'h.h; wa~; l'l'rlmps a 1I1l1J'e 

i'easi ble path of t~rowth than the l11ul t i-task progrruns that are 

Ont'll char!lcterh,tic of Am-de~~iglled ol'f,ani 7. at ions . 
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In [t sense, F'ACAC][ exceeded the objectives of the AID 

program that created it. Set up to finance and service affiliated 

credi t Wlions, it did well enough at financing to acquire non­

credit Wlion borrowers and to obtain fWlds from third parties 

] ike the BNF <.U1d COLJ\C for channeling to ;,uch borrowers. In 

that a majcrity 01' its non-a1'riLia.ted borrowers were in agriculture, 

Jo'J\Cf\CIl actual.l.y bel~[Une (til inst i tution of group crecti t in the 

al~I'iL'ulturH.L :;l~l'tlll'--:lbove :uld 1.1l:Y,)!Jd rult'illillt~ it.s I'ole as a 

".illlUlcial illSt.iLuLioll 1'U1' its credit lmions. }\G lhlted nbove, tht:' 

lI,llldlU':U1 l'l)ll!'I'I·Ut.ivc IIll)VL'lIll'lIt. vl.Lc't! III faVl'r or mn.king Jo'ACACII into 

Lhl' ['illrulcia.l. at~cllL ot' L11~ wlwle movemenL. ~1:lDY Cl10PS preferred 

it over tile BiH". 

If! .1.975, the Cooperative Department of the government 

was threatening to rule that FACACli would have to have the 

Department's approval on every loan to a non-affiliate. If enacted, 

this ruling cOLLld severely hamper the Federation's lendinG to nO.1-

affiliates. 
1 

It i.f; interesting that this successful aspecL of FJ\CACH's 

lA'L'AC, "SlIrvr.y or Hondlll'ru;," ,Iuno 1(l'{ r3, p. Al. 
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it could lend legally to non-affiliates. 'rhat the Cooperative 

Department took in FECOAGROH after the FACACH receivership--and 

that the AID sector program looks favorably upon 11 resuscitation 

of FECOAGROH by the Department--may explain why the Department 

wallt~~ Lo make such an Wlsympathetic ruling regarding FACACH. 

lronicn.lly, 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 Wldermining of one of the 

W1expectedly successful aspects of AID's program ... ith FACACH 

will not occur. 

2The AID sector loan of 1974 required that the Honduran 
government increase the Coop Department's budget. b.v $100,000 
a year over the four-year period of the prof~rrull--Il )0% fLnllUlLl 

increase. J\JD/LA/DH, "Hondura:; - 1\(~ricul.1.ur'(~ :~f'(·l;fll' Pr()l~rfl.rn," 
III June 1974, pro 1)6-157. 



43 

credi t W1ion progrruns were always W1der cons iderable 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 

could be cOW1terproductive, it was argued, and performance in this 

area did not necessarily mean that the progrrun's objectives had 

been achieved. In trying to understand the elements of the FACACH 

achievemen ts de:;cribed above, it is interesting to review FI\CACH IS 

pCl'l'ormance ill the area of "l1llmbel's." Hith respect to the nWllber 

0(' 111'1' ilintcli credi t lUli,)ns, Lhel'C hilS not only been 110 p'owth 

in the la~,t six years, but the IIwnber of affiliCltes has actually 

declilled ('rable 5). In lhe last four years, moreover, the 

membership of FACACli affiliates has not increased at. all--though 

there was a 1+1;':, increuse from ly69 to 1971. A recent evaluation 

of FI\CI\CH noted tlie lack of [,;1',wtl1 in aff lliates and membership 

fLS "disturbing," and sugGested that t.he 1I0nlw'rui credit W1ion 

movement was "stae;nating." The cva111ation warned that "any 

orgrulizatioll which fails to waLch over t-...1U develop its [membership] 

will, sooner or later, find itself in trouble.... GtWldinp; stlll 

. . ,,1 
is not an option open to the organlzutlon. 

lATI\C, "SUl'VI'Y 0(' flondurar;," .fllnf· ]tl'{'J, pro ~]-3;'. 
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In light of the cOlmter-productive aspects of the 

pressures to increase the munber of members [uld credit unions, as 

described in the Ecuador report, one COllnot help but wonder if 

FACACH's "stngnn.tion" is part nnd parcel of its achievement in 

other areas. The stagnation in "munbers" over the 1969-1974 

period is associated with an almost threefold increase in savings, 

as Table 5 shows. The value of loans granted to FACACH, moreover, 

has increased by 70% over the 19'72-1974 period, and the nwnber of 

r,roups lent to hllB increased by Lwo-and-a-lul.lf times (Table 3). 

l;tngnat ion in the Growth of [li'n liaLes and membership, then, is 

associated witll impressive gl'owth ill the Federation's role as a 

financial illsLi tution--especially for n 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 progrruns, searching for economic 

l'pnllUl'cC's to keep Lhem going, or, possibly, is just. wandering 

') 

wiLhout £l sense ot' direction."
L 

It muy be, however, that neglect 

of membership growth is £llso £l reflection of an exclusive 

concentration Ly the Feder£ltion on building up its sources of 

income--forced on it, in part, by its bud rt~lution!; with AID. 

2 Ib i d " p. 32 



'l'he "forced" neglect of membership, in ttu"n, has resulted in a 

single-minded concentration on the t.usk of being Il financial 

insLitution. Pedlaps FACACH har. 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 shn.re of institutional credit in 

Honduras. Rut a period of early "stagnation" in growth of affiliates 

and members may be necessary to such an organization's establishment 

as a solid financial insti tuti()n. It meant that the organization 

could concentrate on a task Lh:lt was much more limi ted than the 

rtll1ge of acti vlLies usually prescribed by AID in such institution­

building programs. 



Conclusion 

FACACII's surpussinr; of AID's pro,lect. goals hus not. 

really been conunended in AID's docwnentntion. 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 farmers. But 

thi~ should not obscure the fact that this federation perfonned 

better than was expected as u f'inanciul in~;ti tution. That it 

WllS "forced" to c()ncentrllte OIl the one task or financing, partially 

by vi I'tue ut' lIU\. receiving AI]) ~;UppUl·t ['or other L:l,~ks--and that 

it relllained smu.ll--ure probably key fact.ors ill explaining this 

success. 

FACACH's smallness filld its single-purpose character 

were considered limitations by AID. They were the reasons for 

not giVing the Federation fill important role in agricultural credit 

to groups. With the udvfilltage of hindsight ref,w'ding fuilures of 

alternative institutions like FECOACiROH, we should now be able to 

recognize tbe importance of t.hese fl.lctorn in creating an irwttt.ut.lon 

that was more successful in pl'ovhiillf~ tjl'OUp L'iIllLllce to IlgJ'icuJLul'e. 

That most of' the non-affiliated coop~~ finill1ceLl by FACACII were 

among the better-established coffee coops does not invulidate 



the achievement of this AID program in financicu institution-

building. 

, ~ 
•• i 

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 

agricw..tural credit programs. FACACII's delinquency l:tte, for 

exalllple, is half that of the l3NI<'. 'rhough the BNF is many times 

larger than FAC1\CIl, 11J1d thus !lot s tric tly comparable, there may 

still be relevant Lesson::; to lw learned from the smuller 

organization's creJ.i t IlllJ.nagcmf.'!l to Finally, the conflicts between 

IUD lUlU F1\C1\CI! in [lit' late IS/C)Os !~hOllLJ. !lOt. OVL't'!3111ldow un unusual 

aCl'nlnpliuhllll~nt uJ' l.h i ~j JlJ'ognull Ln i t.:; (~al'ly pIHl!;C: the attraction 

to nn 1\ID-created organiZlttiOIl or a group of yOWlg activists 

conccrned with social ~U1d ecunomic change in the countryside. 

In general, F1\CACI! merit!.; fw't.hel' study as W1 organization which, 

without a special prop;J'11Jn in ap'j.cultul'c, crune t.o be more competent 

than averagl~ as a proviJ.cl' oj' C;roup 1Lgdcultw'Il.l crcdit. 



Table 1 

FACAC~: Prujected ~~d Actual Inco~e, 1968, 1973-1974 
(dollar thousands) 

! 1963a 1973 AI~ pr:Jjectio:1 a 

Source of income '/alue ;'0 ::J:' total '/alue 
,., 

of total ,0 

Interest C 2.0.'] 6.7 130.0 68.2 
~!e.::lbe rs hi"C dues 10.0 6.7 35.0 18.3 
Insurance 2.3 1.5 s.o 3.1 
Supply sales 1.5 1.0 5.0 2.6 
i-1ember snare i:1creases 3.2 2.2 15.0 7.8 
;Ji' gra."1t for operations I 122.0 81.9 i 0 . ~ i 
Otne!· i 0 i 0 

=9= I 
~otal 

, 
1 49.0 100.oJ 191.0 100.G 

! I 

1974 actuals b 

Value % of total 

198.1 55.3 
14.1 3.9 

134.8 
Od 

37.6 

oe 

0 
11.2f 3.1 

356.0 100.0 

. ..:. = ~~ ;,: =-..~ / =?, " E 0 ~ j :~~~ ~~.-: .4 ;;: ~ = ~. ~ =- ~ '.';' :"" ~ 1 ' ; !" .:-.-:j .:." 'l ~: -::::. =.~ -~ ~ ': - " 2J ~_:un~ 196~j, t.n"[1~x lIT ~ Exhibit 5, 
~ :-..:::. •• :-::: ex.::- ~ude:i ~~j~~:-: ::8!.1: -:3.~ r-~:'-:-~:-=-TJ+'S li:::~ ~~03·.~~r~~=, ":: ~h'=j' 3.:re DC'.; in~luded in the 1974 data. 

tEased. 0:: >~mpira figures 
ler:;,iras tc tne dollar. 

Memoria A.nual !1/7L:, 1') 7 5, :-;. 27. 

c~ - ~. 1 
~nc~u~es l:1terest 8n o~ns, deli!1quency surcnarge, ~~i super.rision surcharge. 

~ep;:!'":e.:::. ~s $26,800; s~les ~ost.s alSG rep::Jrted at $26,800. 
e 
~eported as $10. 

+' 

.l.Y:;.ese items did not appear in AID calculations. They comprise $5,050 for "interest 
recei'.red on shares" and $6,200 for "othe" income." 

two 



Table ~ 

FACAGIi ~Uld 1I,)JhiurIUl B~Ulkill~ :;y:;t,L'III: L1IUJ:; \;l':UIt.\:.~d in l~)'i_' 

llf'JlIl'ir:\ th')lI:;:Uhh~) 
-.e:.-=_.~~ 

VaJlIL' FACACII Ut' ., % 01': 
----_.,-------

BNF'b 
Total. btU1k- Total bank-

Crop credit F'ACACJl
u 

ing systcmC BNF' ing system 

1972 1,231. 6 23,54 11. 0 61,918.0 5.2 2.0 
1973 944.7 32,561. 9 60,964.0 2.9 1.5 
19'rh 1,264.6 50,6rr.l n.H.. 2.5 -

Total credit 

19'{2 2,996.8 1'9,203.0 483,913.0 6.1 0.6 
1973 2,628.1 70,236. 'r 576,576.0 3.7 0.5 
19'{4 ),11'5.2 E)o , 31,:? I, n.a. 6.4 -, .. .. ~-

One u. S. Dollar = 'Ivo Honduran Lempirus 

:\;'If;cd OIl wlpublishcd ciata fr()lIl i,'/\'C/u'!li. 'l'otll1 credit figures 
inl':uLie refinancing, much or which is for acriculLtlt'·::. In 1972, 
refill/ule-in/-,: 1m:; L.l~t)9 ,177 01' it). 3~::' ui' LoUd credit; in 19'{3, 
L.'I',9,1(r1, OJ' I '.()~',~; rul~i in It)7 J, , L.l,j:'tl,J'7;' or :;:').'i%. 

bJ I)'{3 nn(1 J.9'{J, daLa t'r\l)ll IlIH', tv1ellklrin l\.nuu1- V)~, p. 4; 19'72 da.ta 
L'!'llm AID/lllB / IBIW Agricul L tU'~Ll/ !lura1 Sec tor Sw'vey--Honduras, 
At:;ricultura.l Credit, Annex 'r (DraL't.), 13 November 1974 , p. 1~5. 
1972 figure is probably inconsistent with 1973 Illld 1974 figures 
und on the low ~)ide, because AID/TOR/IBRD figw'es for 1973 are 
23% W1d 16% lowel than my BNF' source. The AID/IDB/IBRD figures 
are nevertneless consistent with AID/BNF worksheet figures from 
the Honduras Mission. 

(! 
AID/IDB/IEHD, op.cit., p. 39. Exclt;,de~; loans by credit cooperatives. 



Table 3 

FACACH: Loans to Credit Unions and Cooperatives by Use, 1972-1974 
(lempira thousands) 

1972 1973 1974 

% of No. of r. of !~o • of % of /0 Ilo. o!: 
Use Valu'=! total l'J 8Jls c:. \1 a.l ~.le total loans Val'.le total 10 a.'1 s --_._-----+-- ----
Agricul t. tl.!"'e 1 --' ' I ? 41.1 54 944.7 35.9 58 11 /'4 I. 24.6 69 __ ,_...J __ "'" I ,20 . ~ 
LiYes"tock 12.1 0.4 2 1 c: - 0.5 LI 0.5 "'--.J.) 24.6 oJ 

Marketingb :J 0 0 449.7 17.1 e i 99.3 1.9 3 
Refina.'1cin,;b h29.2 16.3 359.5 13. 7 1,528.5 29.7 
Industr:-Y" 438.3 14.6 2 149.0 5· 7 --; 872.9 17.0 11 I ..J 

Ser7ices 371.': 12.4 12 "7 --• ...1 • ...... 3.3 :1.1 452.1 8.8 29 
Ho'U.si::g 1 '.- .3 4.9 c:; 63.J 3.1 b 391. 6 7.6 17 _4: ." 

CO:-.S\.l.!ll; t. io:-~ 97.3 -") ~ Ii) ~! rl -., 9 51. 0 1 ~ 8 .-J.c:::. ...... _. J ....,., . -- .L.u 
I'""'\-~~ ....... -- 229. : 7 .7 1 --; h5t.~ 1 "./ . ~ 17 i 460.7 9.0 20 '-' ...... .I._ ..... ::J -'-...! "':"'i 

- .~._-~-. _=_-c_-_~ ~=--==--~-=--:----::-~.:=.::.---, --~-.~~ -
fretal 2,996.5 lOO.O 98 2,628.l 2.00.0 116 15.145.2 100.0 162 

:10. ,~: .... 28QPS 

.2..-2::: -~. ')':" i 86 -'~ .J.J 46 I 

One J.:=. ':;o':":ar = Iv::.: l1or.du.!"an Le.l11piras 

~3.:::' :'.~e3 :",,:':-: ~i'J"-' rICll!!.'w,,=r'Jf individual bc,rr,:Y"{ers per loan, so it is not possible 
to ~e...::..C:·~3.t.e an. e:.v'=!rage loan size per borrower. 

b . 
These cat.egorles include agriculture to an undetermined extent. 

Source: 3~e~ on unpublished data from FACACH. 
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FJ\l~J\l~lI: LOtUlS l~rlultl'li by 'l'Y~'l' eli' j'l)l'l'e)Wel' , 19'jlj 
(lempirn thOUSIUlds) 

;;;--~f- b~~~;o~~---lVal:_e_-t-__ _ 

Credit unions--t-3~.2 
vI of total No. of coops I' 

-
60.n 55 

Non-affiliated groups 
Industrial coops 500.0 9.7 1 
Agricultural coops 352. tj 6.9 23 
Coffee coops 1,039.9 20.2 4 

To ::::~:oi -~--- -·b:~~~=. f'~= __ =f=_ =,,= 

2. t~ 3 
--

39.2 31 
.. 

100.0 ,;0 
. - .... ... 

One U. S. Dollar = '!'wo Hondm'flll Lemp:Lras 
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'l'ablE' 5 

FACACH: Growth of Affiliates, Membership and Savings, 1969-1974 

I No. of No. of SavinD~; 

I affiliates members (lernpirD millions) 

1969 I 114 20,800 11. 4 

1970 117 2~) ,800 6.6 

1971 125 ~~), 300 8.6 

1972 1;~0 :.:'9,000 8.6 

1973 110 28,100 10.8 

1974 110 29,4uo 12.6 

One U. S. Dollar = 'lva Honduran Lempiras 

Soure e: A'l'AC, 11 ~;urv('y 0 r Hooel u ra~, ,lip. 3]. 



I NTF.R-COUN'mY r:V fI Lll,vf 11,""N OF S:·IALL FARMER ORc;Ml I :',fI'l' IONS: HONDURAS 

I I I - The Federat,ion p',' A~~ricultural Coopcrat lves of Honduras (FECOAGROH): 
Anat.c'm~- of a failure, anJ I'ts AC'compl ~shmellts 

Judith Tendler 

OcLobel' 1976 

For Office of Developml'nt. P,'ogl'runs of' the Latin Arnr~d('1\ !I\ll'l'ILU of fl.] .n. 



I I I - The Federation of Agricultural C'ocrerat i V~""5 of Honduras (FE(,0AGRl"'H): 

Anatomy of a Failure and Its Accomplishments 

List of Tables. 

lntroduct ion. . 

Fn ilure Gnd the Explanat ion for It. 

The Grains Orientation .. 

Producing grains and other crops ...•..•• 
Producing almost no gr~ins: three dcminant coops 
Pleas to escape grains . . . . . . . . . . . . . • 
Grains coops, paid-in capital, and delinquency . . 
The significance of non-grain production: the farmer. 
Non-grain production: the Federation . . . . . 

Supplying lnputs 'Is. Marketing and Credit Services. 

"What's Good for the Federation Is Good for the Coops". 

Coops on their own . . . . . . . . . 
The Federatlon as minority supplier. . 
The Federation's rt.ch.ievement and its undoing . 
Giving free :J.ssisLa.nce . . . . . 
Marketing beans ar.d rice instead of corn 
Cooperativ~ size . . . . . . . . . 
Less democracy . . . . . . • . . 
AID identification with the federation 
Abandoni ug the coops . . . . . 

Federation as Marketing Business. 

Backward verticfll integration. . 
Intct"l'a~,ing forward instead of backward. 
Integrating sideways: the banuna coops • . 

FECOAGROII Among the Other Institutions .. 

FACACl:I ... 
The Honduran government and the BNF. 

Paying Higher Salaries. 

AID and the Contractor. 

Problems of monitoring informatioll 
The need for critical distance . . . 

Tables. . . . . . . . . . . . . . . . . . . . . . . . . . . 

ii 

1 

10 

15 
16 
20 
22 
23 
25 
27 

29 

34 
35 
37 
41 
43 
47 
49 
51 
58 
61 

66 
67 
69 
71 

75 

75 
82 

86 

90 
94 

100 

105 



List of Tables 

Table 1 FECOAGROH: Affiliated CJops by Type of Production, 
1971 (MRster Table) ......•••.•••••.• 105 

'l'ablc 2 FECOAGROH: Selected Indicators of Coop Activity 
by Type of Coop, 1971. . . . . . . . . . .. .. 100 

'l'able 3 FECOAGROll: Credit to Affiliated Cooperatives 
by Source, 1970-1972 ................ 110 

'l'able 4 FECOAGROH: Comparison of Services Supplied by 
FECOAGROH and by the Coops, 1970-1972. . . 112 

Table 5 FECOAGROH: Comparisons of Contractor and FECOAGROH 
Performance Indicators, 1970-1971.. ...... 114 

'rable 6 FECOAGROH: Comparison of Coop Shares in AID/OIB 
Credit and in Outside Credit, for Five Largest 
Shares, 1970-1972 .................. 116 

ii 



Introduction 

In 1967, the U.S. coop contractor, Agricultural 

Cooperative Development International (AeDI), proposed to the 

AID Mission in Handun,s that it be gi ven financing to organize 

30 agricultural marketing c00pel'ati ves by 1970, and to form a 

federation of these cooperatives. ~he f~derBtion was to earn its 

income from Grain marketing, cu1d was expectE'(~ to be financially 

self sufficient. by .l97~· . ..L III 1960, the ACDI pra,iect was propo3ed 

to Washington by the Hondun:; ~,1.i.ssinn :md approved as :i. $786,000 

') 

grant progl'81ll '\.'1' the 1~)LJ!.i-197~~ periud.'- By the end r,( 1973, 

when the proJect, ",as to.:J'Plinut,cd and after all extension of f\.U1ds 

in 1972, grant spending hac; lliliOlill"ed to $965,000. 

ACDI is a pr i VE.iL0 !ion-pl'ofi 1. corporation org8l1i zed in 

1963 as a speciB.li zed agl'llcy available to AID to promote 

al!r,ricul tural c('cperuti ve:; in the de\"eloping cOW1tries. Its 

members arc large u.~~. ;.::,ribusj.ness cooperatives and its activities 

are almost completely rinanced by technical assist8l1ce contracts 

with AID.
3 

It h:lli corne to be a competitor with the Cooperative 

lAf;r1cullul':ll loo;,(>J'ativc :),:~v!-l(lr,nll~lIL Iniernatiollnl (ACDI), "Report. 
on Consult-ati"',' '['rir tc.' f!(rldllrn~'," :'( OcLorJer-ll N(wernbcr 1967, 
I\ppcnoi x n. M:i)[ lmri ;d l'f':ld,'.' ~; tn I'j \',1 Ol'!,:ar,[ Z 1111': t.hl' COOpCrFtt i ves in 
196'( under' 11[1 fllD -;"I;;Y- l!t'd,'l', 

2 
U.S. Arency 1"'1- rnt',~rnltj',i(JIl'l] DC'v.:'.I,))!mf'nt, 1I')ndllrn:; Mh;sion (I\ID/H). 

"Cooperllt'ive flr"I('I()pment (i\/,::'icIII 1,1.11".')," N'1IW.'I.piL.'Jl I'I'O,lr'(~t. 1"'Ij)('I' 
(PROP;, Pro,kef. N(J. [;J~)?:-ll-qq(l_rl'rll.,), Ai 1'1'.1' 'III I ']'(l1\1I1 1\-31\:1,11 ,1111jf' I!)(,/I. 

3ACDJ , A H("f;OUr\~l' 1'01' i\1~~'i('1l1~!II'!' in the /)1'Vr:'lrIJlirw (~()lJnt.l'i,,:; 
--,-------~ ------------_.---.... _---_ .. _---, 

and I\CDJ, An~aJ Rpl'£I.:!.:.._lrJ7I~. 
II • cI • ~ 
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League of the U.S.A. (CLUSA) in vying for AID contract work in 

Latin Americ3., 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) .4 After awhile, the Mission began to see the ACDI coops as 

11 way of integrating small-farmer and cooperative features into 

the 018 program. 'I'he plu.nned federation of ACDI coops, FECOAGROH, 

could market the grain product.ion 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 olB 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 OlB lou.n was authorized and signed. Thus the 

origilllll 10l.ln agreement showed all of the $1.5 million going to 

FACACH, with no mention of FECOAGROH at all. The agreement was 

amended in January 1971, as told in the FACACH chapter above, 

so that the $741/,000 in grain storage construction monies 

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

1, 
See pp. 1-19 of BNF chapter. 



:; 
to be administered by FECOAGROH instead of FACACH.·' 

In a somewhat cumbersome financial arrangement, 

discussed later, FECOAGROH was to receive its credit from the 

80vernment through FACACH rather t.han directly from AID, the 

Centrnl Bank, or the BNF. Both FACACH and FECOAGROH were to earn 

interest income for repassing the credit to the affiliated 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 final borrower. (FACACH paid 2-1/2% to the 

goverrunent for a ;~O-year period, including 5 years grace at 2%; 

the government paid AID at 2-1/2% over a 40-year period, including 

10 years ~ruce at 2~.) 

FECOAGROH was projected to be self sufficient by 1972 

on an !lIU1ual budget of $100,000, three years after creatior. by 

AID in December of 1969. .Its income was to originate mainly from 

the profit margin on marketing the grains of member coops. AID 

and ACDI projecten that FECOAGROH wottld have 30 member coops with 

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

5The loan agreement did not earmc.rk shares of this credit.. 1'wld for 
FECOAGROH and FACACIl affiliates, though the implication wat; LhuL 
FECOAGROH would use most of it, since l"ACACH wac said not to huvc 
an agricuJ.tural program. In the end, however, FACACIl affiliaten 
accounted for 61% of the credit lent from the $756,000, WId 
FECOAGROH, 39%. This was due in good part to the inability of 
FECOAGROH to place the credit. A good part of the F'ACACH share, 
moreover, was placed after the demise of FECOAGROli in 1973 WId 1974. 
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b mostly corn. By the end of 1~)7:, h~)\oIever, Fr.;(,0Al~Hl)1I wns ill bud. 

shape. Though it had achieved its goal of orga.ni::ing sbout 30 

coops--though with half the proJected membership--it was 95% 

dependent on AID for its budget. Grain marketing had not 

mat.erialized 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 eady 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 

deliuquent mid seemed so fragile as to be unlikely to repay their 

~~relii ts ill a reasonable period of time. or the $294 ,000 of credit 

thnt 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 thnt other creditors such as 

fertilizer dealers would act first, attached FECOAGHOH' s assets 

in June of 1973 and suspended lending to the 22 coops. It placed 

conditions on further lend:inG to the seven ~}olvent l~r()uJlll LllIlt. ill 

effect excluded them from borrowing. 

6 
AID/I!, "Coopernti ve Development" PROP, 11 ,Tune 1968. 
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A solution to the problem, already of concern to AID 

in late 1972, was sought in a series of meetinss and exchanges of 

correspondence between ~ID, FACACH, FECOAGROH, the Nationa:l. 

Development Bank (BNF), the Ministry of Economy, and the 

Cooperative Department of the government. None of' the parties 

was able to agree upon an arrangement that would save the program. 

FACACH continued its attachment of FECOAGROH assets; the BNF would 

not or could not take over lending to the affiliated 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. 7 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 

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

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

rr 1l.lIl/H, HCooperllt :Lvp Developmt-!nt. (Ap;ri(,ll lhul'I')," NOlwnpHILl 1"'/),1('('1. 
Paper (PROP), Pro,leet. No. 5?2-15-f'ln-07h.2, q Murch 1973. 

RAID/H. Letter of MiARion j)irec1.Ol' 1.0 MjniF:t.0" of I" inuner-' nnd I'uhl if' 
Credit, 11 Jll1y 1<)'(3; I\IlJ/II, Let.t.cr of Mi (wion n:ir'rod,or t.o Of'I';('(' 
of Development Resourr.es, Lat.in Ameriell nur'p.1L1J of' AlD, l~) .Jul.v II)'( 'L 
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its budget support and technical assistance to FECOAGROH--much to 

the consternation of ACDI, FECOAGROH and the stranded coops. 

Throughout this period, FACACH, lUlli later the BNF, <lockeyed for 

Jo'ECOAGROH's unused $744,000 for grain storage construction, which 

t.ht,3 Mis~don had sRid it was going to deobligate. Ultimately, the BNF won out, 

tU1d the $74 11,000 was cOlJunitted 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 19'13 and 

its remains were taken into the Cooperative Department of the 

government. The Department agreed to contribute 4-6 sto.ff members 

to the group, ruJ.d budgetary resources of $18,000 for 19'( 3 and 

$39,000 for 1974. This amow1t was small, of course, compared to 

l.he $100,000 nlHlUnl budget.flry level projPct.eli by ACDI and AID 1\"11' 

I~j'{,'. wllt'n 1"I':Cll!\l;lil)H '.1:1:: \.\1 \I\'\'\lIllL' :It'lf sut':'idt'llt.. An \11' All/-~lwt, 

197), the ~~b member' coupn were s Lill in n state of expectancy 

about the resolution of the FACACH attachment of FECOAGROH's 

assets, which had made i t difficult for them to get credit. 

Though almost half of the delinquent accounts had been paid off, 

$95,000 in deljnquent accolmts was still owed to FACACH, on which 

interest was being charged. 

From its location in the Cooperative Department, the 

Federation has started an experimental progrrun of vcgetable-
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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. 

'l'he fa.ilure of FECOAGROH was attributed by JUD and the 

contra.ctor to three factors: (1) the Honduras-El Sal vB.dor war of 

1969 resulted in the closing of trll.de between the two countri-:-s; 

El Salvador had been Honduras' principal market for grain exports, 

from which FECOAGROH was projected to make its profit margins; 

(2) the BNF decided in 1971 to monopolize the export of grain, 

because of the import3.nce of that export market in the t.rade of 

the Central Americrul Conunon Market; this meant that FECOAGROH 

would now have to sell its grain to the BNF at a lower price, 

lIWt.t'ltd of exporting directly; (3) mnny parts of the country's 

:4-~riculturc were uffcctetl by drought in 1971 und 19'72; this was 

said Lo have cnused 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 fWlds, due partially to the difficulties in negotiation 

between FACACH and FECOAGROH, described in the FACACH chapter; 

(2) an u~expecte(Uy high cost for the Federation's technical 

assistance to its coops, mainly in auditing 8J1d bookkeeping, and 

the fact that this activity did not generate income; and (3) IJlfIlLlLl.lrJII 
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of the ~ credit to basic grains and to certain kinds of inputs. 10 

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 progrtWl, 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 

~ei 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 associatioIls, to which new coops would be 

Hurled. 

In order to fad1i tate these proposed changes, ACDI and 

10 
'l'hese explana.t ions were found j n, for exomp 10, tl. f,. Agency ('nt' 

Int.ernationa1 Developmenl., Latin J\nll~r'l en nureHIl, Off i ('l' 01' 
Deve ] opment Resourcen (AID/r,A/DR), "Hondurnn - AI~l"l ('\I] t.U'l'P Cr'l'd it. 
and Storage - Loan 522-L-018," Action memo to the Deputy lI,S. 
Coord ilnator, 22 February 197b; AID/H, "Request for Amended Authori 7.ftt. i on 
of Loan No. 522-L-018: Agricultural Credit & Storage ," Memo to Office 
of Deveiopment 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, "Oooperative Development" PROP, 9 March 1973. 
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the ~lissh"'n r~questt"d t.hat A.I:"' rt'llh'Yl' t.h~ rt ... ~tl'i~·t. i,'m~ ill t!w .L,'tUl 

nsreement 011 the us~ ,",1' ('redi t 1',11' '"'l'~ratille:-,~,",st input ~~ L"\I1~\"-­

mwh as fertili ::ers and seeds--s.) as to inl..'lucie snwll I..'ttpi tal 

inputG like a.xet1 and machetes, ln addi tiol!, they asked tha.t 

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 1974, several months after FECOAGROH's demise. That this 

type of transi tj 011 wus proposed Hnd accepted by AID, however, is 

import.ant to an unders t;anding of the prognun, as discu::;::;ed below. 
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Failw'L" and the Explruu\tion 1\.'1' 1 t 

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 dp.cision to channel a significant share 

of no capital loan through an institution tha.t 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 

orgunizatiorl, FECOAGROH, by another one, FACACH; the undisguised 

SCl'luuble of two AID-supported institutions, the BNF and FACACH, 

for the undisbursed AID funds of the third one, FECOAGROH, as 

soon as the latter revcRled 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, 'l'haL the BNF monopolized grain exports and thuR 

cut FECOAGROH out of its marketing margins was to a great extent 

facilitated by IUD itself. One of the main purposes of the 018 

loan of 1969 was to endow the BNF with enough capacity to 
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stabilize prices. To this end, $3 million wus allotted for the 

construction of storage facilities, which would bring about a 

sixfold increasL' ill the BNf<"s capacity. from lO,Ol10 to 60,000 

metric tons. Hith this capacity, the BNF was expected to be able 

to handle 33;' of the marketed crop of corn and beans by 1970 and 

47% by 1975. 1 In deciding to monopolize the grain export market 

in 1971, the BNF ended up taking AID's idea a lot further than had 

been planned. Hithout AID assistance, ironically, the Bank might 

not have had the physical cA.pacity to take the f;rain export market 

for itself. 

I do not know whether AID knew of the BNF's decision 

or tried t.o prevail upon it not to V,tke the step, in oreer to 

preserve FECOACnOH. 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 fW1ding for the program was not even available W1ti1 April 

of 1971, and thp. 018 produc tion credit did not start disbursing 

wltil Mlll'ch of 1971. So there was SOIile time to modify the 

FECOI\GROH pror;ram in that it was Just gettinc; ~,ta.rted, if it is true that 

the BNF export monopoly of grains was to have the significant 

adverse impact on FECOI\GHOH income that was lat.er ascribed to it. 

1 
J\Ill/LA/DH, "l!0ndll rflf~: fll'r i ('111 tur:ll rr'!'d i L :uld :',L,) 1':'1'.(0," Cap i t.q I 

J\n::d:-;tancr' I"HH'r, flID-DLC/I,-'(I!1i, ;'0 ,fun(' 1 ()()il , flP. ~!)-ldl. For ri,'(', 
the corresponriin(!, percen1,af~e:; wen' 'jO'}:' and ()()7,. 
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The closing Q~ the ~rain ez~o~t msrket to £1 Salvador following 

the War occurred in 1969. nor00ver, ~efore FECOAGROH was even 

J~NF' I~)'ain morh.""\~'ol)" wel't" ri !'~;( lTIl~llt i oiled by t.ile contractor 35 

r") 

(,1ll1:; i 11/; rl'obl t'ms fDJ' Lilt' n:C('I\,mnll prC1t;rmn .... 

In the c0ntrnctol"s llIid-1972 repol't., the only 

llIodiricati0n proposed to meet the grain-market.ing p':'oblem wa::; 

a shifting of emphasis from c0nstruction of the COrt' storage 

facilities to those for beans and rice. Overall, the contractor's 

report hc.ileu the program's first full year as a goud one--aside 

from mentioning some pn)blems with credit (25% delinq .. H:!1cy in 

1971) and suggesting that the BNF might even tUR~ly takr;> over this 

ftU1ction. Grain marketin£; was "up 50% in 1971 over 1970," and 

was pr,>dicted tc "show another gain this year, principally in 

marketing.,,3 

1 l' till' grain expurt IIllu'ket. was so impol'tant to 

I,'ECOAGROI!' s ~urvi val,~ t "eelllS that there would have been a 

more inunediate react, ion l,y the contractor and AID to the BNF 

monopoly action and to the closinG of the border. One would 

think that the mJdHications proposed by AID for FECOAGROH in 

early 1973--steering the Federation away from corn marketing as 

a major source 01' :i.ncome--woulcl have been proposed in 1971. 

2 " "1 ACDI, Report on Consultative Trip to Honduras, May 28-JtU1e I, 

1972, p. 3. 

3Ibid ., p. 1. 
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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 

major 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 attached 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, these 

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 dramatic demise as were its more 

pedestrian problems. The problems and the accomplishments uf 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 a.nd 018 loan programs, as noted above 

a.nd in the BNF chapter, were embedded in a strong policy emphasis 

of the Honduran government and the AID Mission on improving the 

conditions Wlder which basic Grains were produced and marketed--

nrunely, corn, beans and rice. 'l'he FECOAGROH proj ect was "aimed 

at rural families who are nearly in the category of subsistence 

farming. ,,1 'rhe program was considered an experiment in mobilizing 

mnall producers of basic grains into groups, which would become 

viable through tile economies of scale that were said to exist in 

group mflrketing and pm'chasing. 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 b~sic grains and a small farmer 

2 
progrrun. The Pederation was expected to earn 60-70% of its 

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

" c:. 
'l'holl£h the farmer described in the PROP i~ elL' l' jnitely a small 

one, there apparently was not as clear 3. focus in practice on 
small l'armer~) as dis tinct from medium ones. At a Mission meeting 
reviewing a proposer] extension of the FECOAGHOH grant, "everyone 
came to the conclusion tlw.t tl1e prcJject nmnllgel'S ~,h()uld de(~ide 

who they ill'(> aiming to help out. Should the pr'uj ect work to 
heIr small farmers or rnediwlI ~;j.ze i'u.rmers or large farmers'!" 
This was being asked two yeu.rs after the Federatioll was organized 
and four years after the ('oops started to be organ.i:c;ed by ACDI. 
AID/H, "Millutes of the /\r;ricul tural Cooper'lt ~ ve [lpveJ.opment PROP 
Meeting ," JI f'ebnlal'Y lY72, :,. 1-

3AC "I ,II --x 7 '- r j 1 DI, nforme 1<'111[11, -~I June 19 J, p. le. Th.~ ) 10.' did nuL /o',U 

into projection~ of V:!dcl'htion income, 0 r how it would be del· i vcd. 

d 
\ 



16 

would result from input supply sales and interest charges on credit. 

I'l'oducing grains and other cr0ps. 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 fW1ds 

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 1).4 Fourteen 

others produced basic grains along with something else: five with 

cattle, and nine with cash crops such as bananas, plantains, 

coffee, sugar. tobucco, vegetables. or the two remaining groups, 

llll(' pl'ndul'cd bnJw.nn.s rulcl sue~al' emll;', lUll! the l1Liler was fl pJ'odueer 

of feed-cOlh' en L raLl' mix for poul Lry . 

Farmers who engage in agricultu.ral aeti vi ties in 

addition to grain production often reserve a good part of the 

grains for their own l'onswnption. These other uctivities, 

usually cash crop:;, 'Jill frequently predominate their marketed 

production. The La Sub i l'ana coopera Ll vc, for example, was listed 

as one of the coop:; producing graim; alung with other products--

mainly plantains. When I visited the group in Augw,t 1975, it 

had 90 mernben; Mel about 1,500 rnrulzanaG. 5 Four hlUldrecl ma.nzanas 

4 
'rable 1 r~"\' illd' ~ :,hree of the 28 coops, for reasoIls given in 

footnote}. 

5 
One manmr.:,. _ ~. 7 ;.l,cres or O. 'r hectarer3. 
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were dedicated to ind.ividual plan"ain cultivation; a new 15-man:ana 

c011ective rlot was also ple .. nt.ed in plrultains; 7()l) man::.rums were 

in inJividunl pastw'es. (Cutt.le were not listed by the Federation 

us 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 individual 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 playa minor role in its marketed 

production, given the mix of activities on its landholdings. 

'rhe Federation' s year-end report for 1910 showed the 

"area" for La Subirana to be 261 manzanas--compared to the 1500 

I found in 1915. Similarly in 1973, a l-Ussion tally of FECOAGROH 

6A BNF study of marketed grain production in 1911-1912 found that 
farmers producing less than 50 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 pel' hectare.) The marketed 
percentage is most likely an underestimate because of' the droughts 
in 1911 and 1972, which were said by tile BNF to have reduced corn 
jll'odlH: t.ion by 20%. U,~~, AI~ ( 'nc:y r'O l' lnl.C'rnntintllll 11, .v , 'lpplIIl'II' / 

lrJl.r.I'-Amp,r'ir'nn ile vl'lo11Tr1 I 'ld. Hnrrktlrr l. l · r'llIlL inrllLl 11: llIk ,'( ,r' 1<('1 '11 11 11 1.","" 111 11 

flJld Dc'V(! l o plllen l. (AID/IIlB/ll l lln), "Al' l'i"UILIlr'lr.i I ' r'i l'i il l~ 11 1111 MIII'I\ "LiIlI,~ 11 
(lJr'ILft), Arm l'x I'j o f Ar.r iC'IIILllr'/l'I/l<ur'fll :~('I'I.() r' :; ,JI' V",y --lIu lIl!lll'fl.:: , 
G AU(~lll:t .l (n)" flP, 16, 2}j, CH'/l ,yi ~ ld D from lJ,:~ , j'!llIhIUHlY , nUttL( 'lIl/tllL, 

Office of t ile Ag r iculturrtl AL ta.cllI? , "/londuraR : Grain and Feed," 
HD- 50 l8, 6 Augus t 1915, p. 2 , 



coops showed 261 man:.anas of "area wIder cultivath--n" 1\--1' La 

Subir~U1a. 

membership in t.he intervenintj period or time, these figw'cs must 

refer only to land in grain production. Even if till.:' coop had increa.sed 

its grain-cul ti vated area from 261 manzanas to the 400 I fOl.U1d in 

1975, the nwnber of manzanas listed for the coop still 

I.U1derestimates considerably its total utilized area--by 75%. 

La Subirana was atypical uf many of the coops, as 

discussed ftU'tiler below. But in that many of the otl!er coops 

were also involved in cash crops and livestock production, the 

Ilcreages listed for them are D~S(J likely to t.U1derestimate, or 

iUllccurately revreseni:., their totCll activities--the more so, 

the p;reat,,'r the share of Lhe llo:l-grain activities in totul 

acreage. Indirt~ct evidence of this Cll.ll be seen in the f':lct 

L1lClt the :,i1are Llf the "cash crop" coop:; in total t',l'uin sales 

wa:·, ol\ly n%, whi Ie t.hei r ~lhare~, n r tlie number of cOups, members, 

l\lU/OH', t'l'cllit, t1Wlll'reJiL, :uld ill[JllL ~~alc:, we]',> at least three 

tirne[; that of grain sale:; ('l'able :!). 'l'houe;h FECOAGBOH and AID 

would have needed only the grain acreages 1'01' credit planning 

purposes, the total 

'IAID/ H, "Heqllc:.;t, for l\mcnd"d Authorization of Loan No. r;,2;?-L-018," 
[Fall L973), p, 16. 



cultivH.ted acreae;es would give a more complete picture of the 

group's productive activities and at' the extent to which the 

groups were grain-marketing as opposed to gl'ain-conswning groups. 

The data on average holding per member of the FECOAGROH 

coops shm.,red between 3 and 5 manzanas. except for an average of 12 

manzanas for four coop:; in the depnrtment of Olancha (Table 2). 

Given the fact that these acreage figures !!lay represent only a 

fract .. ion Ll[' cultivated area, .Let aJ.olle memb01' lrulLih,)ldings, 

there is no way or JU1owill['; it' the ('oop members were actually 

small farmel':" 8 More important, the acreage figures give an 

incomplete picture of t.he totw. Pl',)uuctive activit.,V..Jf the 

FECOAGROH groups, leaving out. the preLiominating role of non-

Sl'ain production for some groups in their marketing activities. 

8 
PACACH reported after its survey of the delinquent FECOAGROH 

CllOpS in 1973 t.hat the Olancho coops in particulRr had many 
large farmers LUld non-ll.griculttU'll.l members, The cultivated 
acreage dnta supports thi S observat. iOll. It. shows t.hese coops 
wj t.1l t:ruin ncreuge that i:; three tillle:~ .Lm'ger thrul thf> average 
--1;' lllan'!.fU}(U; vs. II mal1zana~) 1'01' LIlV l'c:;t ('l'ab.Lt! ;,). In that 
lJ.LLUlcllO i,1 Ii frontier ret~i(ln 1\)1' :lO' leW. LUl'IL! rievel()l)ment, 
Januho.ldingB do tend to he large)'. But tbe aVl~J'Ile:t' 1~2 

rnan;;anus or cul ti vateu .Land probao.L,Y rt..'prt..'~3ent~3 much J !lrgcr 
holdings, necorriing to Ute expcl'i('ncf' wit.ll the Ln ;:ubirllnu. 
data. Thls would be c<)llsi~;ter.t with FJ\CJ\ClI's flndillg~;. 
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Producing almost no grains: ti1!"ee dominant coops. The tot!ll 

'l'hese Lhree accuun Le,i for 701~ of the capital of FECOAGROH' scoops 

and were going enterprises before FECOAGROH started organizing. 

CAS~1UL and La Subil'ana were groups of ex-bantma workers 

who had acquired their lands from ~~tandElrd and United Fruit 

companies, respectively, in the early and rnid-19bOs. CASMUL was 

engaged in highly techniried group production of baflanas (330 

manzanas) and sugar cane (270 manza~as) under contract for 

~~tH.lldard Fruit Company. Credit a.nd technical assistance were 

wUl'kint-; capi Lnl ell' all j"!XOAl;nOH cool';, in 19'(1 l'l'aole 2). La 

f~ubirHna had been les,", t,UL'cessful, partil1~ly because it had kept 

production to individuul plots, in ,-',)nLra~;t tu CASMUL; even its 

cattle pasturing was dOllt~ individually. Santa Bosa was also 

well established before FECOAGROIl l'clElC 011 lhe scene. In addition 

to producing poultry feed, it also prov.ided its members with 

fertilizer, vetcrinrtl',Y medicine HlHl ~;upplie~), dairy equipment and 

9SllUt:L Rosa produced grains ['Or' feed-mix concentl'llLt' for poult.l'.v. 
but this (iid not ri t within the cOllcept of tile' ptol,~l'rl1n. 
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other farm supplies. In 1910, when FECOAGROH was ~l'eated, S~ulta 

10 Rosa had a monthly sales volume of $15,000. 

I wus 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 

lllrnformntioll in this parae;raph from visits to La Subirana and 
CJ\GMUJ. nnd I'rom American Technicnl Ass is t ance Corporation (ATAC), 
"l!'.leild Tri p Background Report on Honduras , II in E.valuation of AID 
al1d AID Contl'Uctol' Programs in Promoting Cooperutives in Latin 
I\mel'icfl., ,Tllne FJ71, pp. 70 -80. The ATAC evaluation also pointed 
all'\. t.he prl'! lioll1inant role of CASMUL and Santa Rosa. ACDI had also 
ment..loneci t.lll' I'xi. !)tence of CASMUL nnd Sl'l.ntlt Rosa, but in a perfunctory 
way, wiLhollt. :;hl)wing the role of th two in the indi.cators it used 
a!; :1 tnl'mHU't' or pJ'op;ress. (ACDI. "Heport o n Con suP.ative Trip to 
Honnum.s," ~~ 11 ~lA.y-h June 1972, p. 1.) '1'his point is discussed 
further in the seeUon on AID and the contractor. 

11 FECOAGROH's report for the first hulf 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 
disbm'sed to FECOAOROH coops--this credit must refer to loans 
that coops obtained independently of FECOAGROH. There was no 
such indication in the report. 

12 , ~ () F'ederaaion de Cooperativas de Ahor ro y Credi t o d Honduras FACACH, 
"Summary Claim Reimbursement no . 25 ," 6- 3] Jul y 19'i' 1~. 
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CASMUL and La Subirana had withdrawn from the Federation. 'rids 

left Santa Rosa accow1ting for a still significant share of the 

total at the end of 1912: 5% of total members i:1 contrast to 11% 

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 

were significantly involved in non-grain production was the plea 

by the Federation and ACDI in 19'(2 that the restriction of credit 

14 to grain production be removed. To support this plea, the 

\·'etiP)·atioll lUll! J\CDl claimed that they could move a lot more 

credit. and input s upplies if they co uld finance activities such 

as livestock wid vegetable gro ing, 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.4l,956 and L.242,551; 
credit outside FECOAGROH, L.125,160 and L.487,296; and input 
sales, L.31l,347 and L.895,069. From ACDI,"Informe Final,"30 
June 1913, p. 15. Though the sow'ce indicates that values are 
dollars, they are lempiras. 

l4This was accepted by the Mission i n eal'ly 197 , wh ioh requested 
an wnendment to the loan agreement . (AI D/I! , " ConpC'I'nLl v E' DPVI·\OpIII"fl t. " 1'1101'. 
9 March 1913.) The Federation also complained ubouL Lhe 
restriction against finWlcing t h sale of sOllli-caplt.lLl ~ood!:) 

like machetes Wld axes in its input supply opel'utiolll:l. 
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proportiun 011 credit supplied (I~' the m~lIbt."r coop~ indep€'IH.it."nt.1,y l't' 

I" 
FECl1AlIROH was n. mea.sure of t.his adu.ilt h"'lnu.1 uematll.i. · In l.he n:ull t:' 

of "diversification," AID finally agreed to broaden the eligible 

crops to include vegetables and livestock, and amended the loan 

agreement to tha.t ef~ect in April of 1974. Even if FECOAGROH 

had not f ailed, this loosening of the basic-grain limitation, 

while facilitat ~ng vegetable production, would not have made 

much inroad on a good part of the problem. For as TabIe 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 8111endment--i. e., coffee, tobacco, sugar 

16 cane and bananas. 

Grains coops, paid-in capital, and delinquency. 'l'here were other 

signs t hat the basic grains emphasis of the program was 

problematical from the beginning. In 1971, the FECOAGROH coops 

producing only basic grains accounted f or 29% of the coops and 

19% of the members, but only 6% of the pa,i,d-in capital, 

excluding the four large Olancho coops (Table 2). Adding the 

larger Olancho groups to t hese grains produc er s , one accoun ~s 

15 ACDI ,"Informe Final ," 30 June 1973 , pp. 9-11. 

16 A TD/H, " Se cond A.rnendment to LO (l,n Agr ('men t, No , r):)2_ I,··OJ A," ') Ap,' J L 
19'rll, p . 2 . Bananas were not mentIoned on t his list, but they 
have customarily been excluded from AI D financing in Honduras. 
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for 43% of the groups and 38% of the membership, but still only 

17% of the paid-in capital. 

'I'lle A'l'AC evnlunt h) 11 found in 1970, JntJreovel', that 

l'!'l'lli. t. deJinquency ~ullong t.he FECOAGHOli ('llOPS WILS L'oll('entrl~ted 

in the corn produciug grnups (p. '(~l). 'l'hirty-six percent of 

the coops were fOWld to be delinquent. in their credit payment 

to the Federation in 1970; of' these, an uverage of 12% of the 

value of the delinquent loans was wlpaid. ('The con tractor 

reported zero delinquency for 1970; t.his figure was repeated in 

th(' Mission's 1973 request for It fiye-year extension of the grant 

funding. )17 Though tllis rl:1.te ot' dl!_:_ in1luency WIl:, [loL ruarming for 

a new program, tl1l' e'laluflt iOIl :l~,,~t:]'taint.'d only t.jle delinquellcy 

coop~; durin~: that. time, ,i.clinqucllcy or members t..,) tile coops was 

signi L'lC8Jlt. Till' c·.)op~j, j t was ~~aiJ, would C,lYet' ~30me of their 

delinquent account:; by repay in,'; tll'.~ Fedel'u.t ion wi t.ll t'Lmds out of 

their capitaJ, so a~, nut t.o lO:3e Lh~~ir l~redH t:.lit~i1Jllity with 

FECOAGHOH. If thi:; was the case, then tile delillquellcy of 

individual:.> to their ('oops would be higher t.tW.lI thuL .Jf coops 

rrContrrtctor report WU!J I\CDl,"l<el,(,!'L on COli:; 'LLnLivl' (1't'jp to 
Honduras,"May ?i.l-Julle /1, lCrr;.' , 1'. J; AID I'cqll('~;L WII!~ ,IIII/H, "l' )11/""'" lv,' 
Deyclopment"I'f~()I', I) Murch 1<),{.) , )" '}. 'J'hb tYI'(' I)l' iflcorwinL('lIcy 
in dlscus[;ed in the secLi()n on ALl) IUld LIII' 1:')IJ',I'IIC1.01'. 



to the Federation. Thus delinquency dat.a that covered only the 

rcpuytllent l'!' tll~ coops to the Fed0ration, as did the FECOAGHOH 

data, would und0rl'~;Lilllate tilt.' ~>criousness of the arrears problem. 

Or, it would detect U!'-lLlIU-coIlling delinquency problems only with 

a considerable l1:l.g. 

'l'he significance _<?_~,-n~E~::::~!'_[L~!l .E!.'~_uuction: ~_he ~arme~. That the 

non-grain product i.on or fIlfUlY ]<,I~C()AGROH coop~; was significant is 

not in itself a ba(l tiling. ~)IIlHl.L farmers ol'Lell do best when they 

ClI'C nble to diven;ify their pruduct.lon, [lIId H..lter their crop mix 

in response to changing pric'c SiOHll:;. 'l'h(~ pulicy of AID in 

some countries to exclude variou~; cw.h crolJS from small-farmer 

and cooperative Cinanci llt': cn.n penoJ i :';t' the smnll farmer for his 

traditionnl risk-averLinr" ,ijvcn;iricat.i.olJ pnlcticcs, and can 

inhibit the rlexibility oj' hi:; 1":"l)OllciC t.n ])l'icc Lh:'-cllges. 

The AID crop PI'U!3c:ril'L lOll will often be unsuccessful 

becCluse credlt. l'ccipienUi will !iub:;t.itut.t' tilP /\1D credit for 

othel' funch; ~Uld Wit' UI" ,)1 hr'l' :'llII'l:; t'tq' U\(' !It'f'c;l?I'ibetl crops. 

Or, in IL pJ'Cl{!rIUIl wlie1'(' mOldtorillr i:; (iil':'i<'uLt" LIlt' /\ID credit 

wi. end up dln'ctl.y !,jnllncilll~ Liw pr,>:;crilJed crn['. 'l'hl'~;e 

sub,,!' i tllti()lI:; 'U'" mOl'\, 1 i kely t.r) CJ(,(~UI' ill Il pl'{JrrrUlI Likt~ 

FECOAGHOll. Will!!'!' 1.11(' allr,w,'(j (~"r;!J j;j It. :;L~lJ' l.(' ill UJf! PI'orlllcer' B 

home c:onGUmptioll ('~(Jl'n, bt'IU1:~, ril'f') fwd fll(' !,rr'~;J't'ihf'd crop is 

not (tob[lCCCl, :; lV-IU' CIl/H', CU]'t"'l:, t:It/ll.lI1:I::), r;i 'J"II t.llI' mix of 

crtsh nnri nubn i;:\J.'ncf' crop!j jll'()(ilH'('d IJY rrPl.lly (I!' til" f,'I«.:Ui\(:HOII 



coffee, sugar ClLn~, plantain~; IUHt bIUlIll1l1S--ei tiler directly 01' 

indirectly. 

AID's crop proscriptions may succeed in limiting credit 

to the allowed crops by assisting farmers who have no other 

resources, or by choos inc: coops who plan t Ill) other crop but the 

allowed one. In such cases, however, the proscription inhibits 

farmers from choosing till' en'!' lilix thlit is economic1llly best for 

Llit'llI; it UHt,.Y limit. tht~11l Lu n.n LUlh','lwmic OJ' n~l",'Il('lIliclllly unsound 

out, t~rain COl'j.'~; ilall :! special inLt'rest in pLIl.lltiLr; part of 

their lo.mis in cr"l's "more pl',)cluctivf~ than graiw;," but AlD 

. l~ll., 
financing was not 3.Pi' 1 J caiJle. I: tne Ai L) prosc t'i pLi,)lI against 

certain crops w()l'~s, then, i t Illat:'~:; it lllUI'L' co~~ t,Jy (or the 

peasant farrr.er tu ·...!ne;agein his traJiU()nal ~preaJillg of risk, 

and interferes with t.ile' }Jrice Jl/:'lIm" tilat. emanate from the 

!Oarket. 

did work whel\ it agreed tlmt the.il' c,rrect wu~; to keep Lhe credit 

from moving. OJ' the ;n~;(;,()()O ot' pl'oductioll cl"l~di~ 1'\)1' coops in 

18 II,., " ACDl, 1n1ormc Filial, 30 JU.Je lSI'('::, p. 11. 



10 
crit.id.. zed b:.· lclD/~htshj!11~t,m." ~ 'l'he ~i.l :" sh'll rl~l t t. ila,t. fUl't ·lH'l· 

fWlds woul d! be absorbed '\iuri ng 19'T!lt onl y, :iJ1' tJhese new crops are 

eld.gible.,,20 The resulting expansion of credi t to the 

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

customarily proscribed coffee, sugar cane, tobacco and bananas. 

2« 

Non-grain production : the Federation. ~D's and ACDI's ori ginal 

decision to promote grain-produc i ng coops and a grain-marketing 

federat !i.on was based in good part on the calculation that there 

were good profits to be had from gr ain marketing by an 

intermediating federation. "In the original design of the 

project. , self-sufficiency [for the federation] was largelyj 

dependent on the revenues to be generated through FEeOAGROH'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, n a certain region 

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

l q Ib j d . , r . ·1 ~) . $163 ,000 I'emlt i nno Il flu :wci wht"' n FF:r.llJ\CI\OIl f r 1'1 :q l1 ll'1-

ill t he SUllUllcr o f 197, ~ t Ill' I'P :;t, had h e(" 11 C lt I UIIH~ 'I \ II I ly f,'''C/WIl I.,) i I. :: 

affiliat es f'or ~rBi n production cr ccti L. 

20AJ DhH, "Request for Arne'nded Aut ll IJ ri zn.L i oll of' 1.1111.11 Nil . ';:' : '-I.-r ll l l," 
[Fal l Q9731, p. 7. 

? "\ liD/li "e ' " 1\ , , ooper at !lve Development PROP, 9 Mar ch ]C)7 , p. 3 . 

, I 
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higher marketing margins .... '1'1115 should erlH.ble FECOAGHOH to 

t . .. t k" .. ,,22 s art lmprovlng 1 s return on mar etlng actl.Vltles. 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 F'ECOAGROH 

credit ended up supporting coops producing crops other than 

gl'llillS. But Lhis did not Jibe with 1,Ile basic structu.re of the 

proJ ect' s desie;n--i. e., tilat 60-'70% of the Federation's projected 

.i.IlCl)l1lC waG to come from profits in the marketing or corn, 1ll1U. that 

rmlt,:hly Imlf Lho (' redi t. u.vn.ilable to the Federation was intended 

'::01' the construction of grain storage and processing facilities. 

Production of cash crops along with grains, in other words, cnuld 

only mean trouble for the Federation's futw'e. Though AID and 

ACDI perceived the problem three years after the formation of 

the F'ederat.':'on, it was clear from the start that the coops were 

diversified producers. 

22Ibid ., p. 5. 
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In r.1ru·ch of 1913, the r.lission proposed $480,000 in 

grant financing for the 1972-1977 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 .l973. 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 

illn Lccui. It,~, IIIrtj or rocu~, was tll ~;ld. rt to the ~)upply of inputs 

tl) the eoovn, which was hoped tCl 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 1 greates t. 

'l'he proposed realignment of emphasis from marketing 

to input sales resulted in part from the specifics of this 

particular cl.lse--i. e., the loss of the grain export tnHrket in 

19,(1. It is not an WlCommon evolution of events, however, as 

lAID/H, "Cooperative Development" T'HOP, q t-lar'eh 19'(3. 
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LII :lcllint': illput:.:; a~~ they did ill m:ll'!i.C'ting a1\d cl'C'di t t'rl)l1l t.he' 

beginning. 'L'hey did not do as well, in other words, in carrying 

out their primary functions as t.hey did in all activity that was 

not the programmed focus of attention. 

The evidence for the greater agility of the program 

with input sales thaI! with credit and marketing is the following. 

In the pre-drought year 1910, the value of input sales of 

FECOAGROH and the coops was greater th811 that of credit--by 13% 
') 

('L'ull1c II).':'" 'l'ht'se sales were :-11[;0 ,'~l'eatcr in value Lhrul the 

), "'I .~. 
L.I_/J. .1.11 19'(0, 

or l'our:.:;e, Jo'!':COAGHOH product ion C l'cdit to the coops had barely 

:.:;tarted, rullountint~ to only $86,000; in 1971, this credit increased 

by two-and-a-hal1' times to its highest level. 3 'rhus it would 

21 have excluded from all the data three large a.nd unrepresentative 
coops--La Subirana, CASt-IUL and Santa Rosa. In 1911, for example, 
these coops accounted for '(0% of' the capital of the FECOAGROH 
coops and 3G% or the input sales ('l'able 2). I exclude them 
because they dis tort the data Cl)I1S idel'ably and were virtually 
uninvolved in 8rain production as the program envisioned it. 
Further description of these t;roups IlPpearl> on pp. 20-22 above. 

3As stated above, ACDI said that AID/Olb credit did !lot :,tllrL Lo 
disburse until I'larch of 1971, I1mi ciLed Ltds dr:LIlY /1.:\ OTie or LiIC 
reasonn for tile prublems uf' the j>I'oKrrun. The c<JTlLr':wLul":1 tllI.LIL 
does not indicate if this 1970 credit. !'l(.;ure I'or J,'I';C()AGHUII 

represents an adv l ll1ce, or credit 1'rum other ~,uurces IlIld/or cl'cdi L 
that was used only 1'01' the Federation Ilnci not channeled to the 
coops. 'r'he only 1,o~,~~L1J.!p :>our("'o of' ,'lddil.Lollnl ('I"'dit. 

would have been AID grant funds. ~)ee footnote b to Table 4. 
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seem th!:lt, in 1970, the relat ion of credit to input sales and 

other measures would have been abnormally low--Bnd that in 19"(1 

the relation would be significrultly higher. But in 1971, when 

credit was greatest, input sale:1 of the coops and FECOAGROH were 

still greater than credit--this time by 8% (Table II). 

In 1972, when the effect of the previous drought year 

first started to show up in credit and ~ales figures, credit 

dropped by a 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% ('rable 1.). (This increase in sales was all 

FECOAGHOH's, while outside suppliers showed I~ slight decrease. 

One would have expected a decrease in the purchase of inputs 

after two years of druught. 

This ru.i d-drought. input-purchasing ctcti vi ty of the 

coops suggests that the effect of the drought on the coops may 

. II 
not have been as widespread as was thought. The maintenance 

of previouti levels of coop activity during a.nd after the 

4 
In 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 pro~rlUn of the cooperatives." 
ACDI , "Informe Final," 30 June 1973, p. 1'7. 

\ 

~ I.e, 
.) 



In 1970, credit to the FECOAGROH coops was slightly 

greater than the value of the harvest marketed through the coops 

--by 8% (Table 4). (The Federation had not yet started marketing.) 

But input sales were even greater in relation to the value of 

Ml.rketed production--by 22~~. In 1971, when the drought caused 

reduced productioll, credit turned out to be 3.1 times greater 

1'hus in the yeat' ill whicil cl'l'Ji t wu~; greatest (19'{1), it wan 

~; till not as import~Ln 1.. as il1pLlI~ ~;alc~>. AlIll in the year in which 

1U1Lrketed production .;as L~reatest (1)'(0), credit W2.~' again less 

impOl'tant. tlHUl input sales. (There were no pl~duction data for 

1972.) In both years, moreover, input ~,ales were greater than 

production marketed by the coops WId the Federation. 

'l'hOllf,h the PI' inc ipal rUrpll~.,e!; 0:' the ?ECC)AGROH pror;ram 

were lIlarketin€j and crolii L ,in ~,Wil, tile Vldu"!,; ul' l')'l'uit IUId 

marJ<e1..ed procluct.iull WCl't:: :Llway~; clln!~jd(!l'abJ,y i.e:;: illllJOl'tallt LllIlIl 

that of input sale", It can be a.l'gued, or cuurse, that markeUllg 

never really got a chunc c t:J get 0 r r the growld. 1 t, cwmot be 

denied, however, that input saIl'S did get 01'1' the gl'ound and 

marketing did not. 



Because the selling of inputs by FECOAGROH coops was 

consistently more successful thrul tht' proYisioll ()j' l'redi t i.)I' the 

nlllrkl~tinf: of prl)dul'thm, i t i~; Ill' :;ul'prif;e tllUi AlP :Uld ACDI 

pl'opused in 19'13 that the Federatioll gi YC up the credit ftUlctioll 
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to FACACH, retrench on marketing, ~Uld turn its attention to input 

sales. What is surprising, howeyer, 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 yalue of these activities 

was carried out by the coops themselYes (Table 4). Since this 

uchicyement involved some conflict in gon.ls between the Federation 

[UHi the coops, discussion is postponed to ihe folhlwing section. 
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yenrs--and in the design of the program itself. The attention 

that ACDI and AID focused on the drought, 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 cor.trol. In this section, 

I wo.nt to show how these problems resuJ.ted to some extent from an 

l~XClllSi ve COllcern with the financial VitlOili ty of the Federation 

that the formaLion of' coop as~ociat.ions and federations are 

natural outgrowths of the developlIlent of individual cooperatives. 

Coops, it has been implied, do not fulfill their potential unless 

they are ultimately linked to a federation. As the Iv1ission stated 

in a project document, 

What is good for the FECOAGROH is good for 
the rural cooperatives. i\nd what is good for 
the rural cooperatives is good for its 
members .... \-nmt is r;ood for the Honduran 
farmt~r-lIlcmber of a coopcl'aLi ve is also /jood 
for the National FederaU.on. l 

lAID/H,"Drart Cooperative Development PROP:' ~!6 January 1972, p. 111. 
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Let us look at these assertions in light of the ~xperience wi t·h 

l;l)Op~. 011 their llWll. 1'he p~'rl\)l'mHlh.'e or the coops in obtuining 

their own credit :Ll1d input supplies i.s a good example of the 

difficulty of positing that the good of the re(;~ration is the 

same as that of the coops, and vice versa. In 1971, "'hen AID/018 

credit to the coops through FECOAGROH was greatest, the coops 

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

the inputs, and marketed 755~ of the production that was not 

marketed individually (Table 4). 'l'he rest of tile coops' supply 

01' credit, inputs, 3.JlU Group rnark~t inG was obtr.ineu through the 

Ute Fcdcrat il)l\--Gl~:' vs. jy~. In 19'(~, Illl.lrel'Ver, LhL' coops 

supplied an even greater share of their own credit than they 

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

'rile "out~)ide credit" obtained by the coops on their 

own aluOlU1ted to $507,3119 during the period or the AID/FECOAGROH 

program--frorn 1970 to 1972 ('rable 3). 1'hi5 was fl,;'% more than 

the AID/OIB credit supplied through the Federation. Dlu'in~ the 

longer 1967-19r(~~ period, moreover, the coop:.> hllli obLu.incd 

$785,000 in outside ~redit... OJ' thi!j lat.tt~r ;,oL:LJ, :"'% WI1:; J'j'O/IJ 

FACACH, 24% from the llNF, and the ma,iu!' part W,l~; J'rOIIl "other 

rr 
\ \. i 
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sources"--mainly, commercial input suppliers, The rate of interest 

on this credit fell bet .... een 9~1 ruhl 12%, very close to the 9'7, 
) 

charged by FECOAGROH t\.') i ts ~L)L)P~; [\.'1' AID/Ol~\ cl·l~d.i t, .. 

Ik)th beron.' /Uld after thl' dr(,\ut~ht, then, the coops L11l 

c]'cdit.--lUlli at I'l~asollab.Lc :intl~re~,t r:ltc~" 'I'I-ey .... ere H.lSO 

contributing more than the Federation v) input sales and group 

marketing. 'Ihis lesser role of t.he Federation cannot be attributed 

to problems .... ith the drought and Lte gruin export market; for 

these adverSe events affecte,i t.he coop~ as ~lell as the Feder?t.ion. 

The greater role of the coop~;, mOl'l'OVer, .... as apparent even before 

tile drought, 

tll(' F('(ierat iUIl aL~L) createci t.he l'(lUi:'-'. The aLi 1 i t~1 uf the coops 

to obtain cred it, t,() marJr,et tl:ei1' pruduct, and to buy inputs as 

groups .... a~; r:ertrd nly flll lJULcorne of the ol'ganL',ing as~:;istru1Ce of 

the AID/AcrlI progrrun and, laLor, of the Feden,t,ioll. The program 

and the Feli(;rati.oll, in ,-;lIo1'L, pla'yed un lIllpUJ'tanL role in forming 

and advising [';I'Oi.lpS that. ·.r(~re all] .. tu go at'~cl' :3t'j'V ices on t.heir 

2Dat H. from ACDl ,"Inl'r')l'me FinnJ," 'i() ,JUlIC' l~r,";, I" lJ. 'L'w() cIJ/lurll','c'jrd 

houses listed b,Y ACDl. a~; ,;U()I'J'yilll': '~l'l~uiL aL 11-.1/:''/0 HIId SJ% WI'I'!', 

respectivel'y, Casl,novlL e I!iju;; and J\!;Lro-AI~l'fc()j ~t. 

( ~ \ 
\ 
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own. The services were n0t 0111y of benefit to the members, but 

t.lh'llt~h unt 1\)1' tilt' Fedt'l'fl.t.i,)11. 

'l'hl' l'l)sit..lVt' :;icic \)1' tht! 1"!o:COAt~Hl)}l stOI'Y, then, is that 

t.he prot";l'UIn and the F·.!del'atioll had "ome success in organizing 

coops, that might becom(~ financ iully self suff icient--even though 

this coop self sufficiency was not necessarily compatible with 

Federation self sufficiency. In a sense, therefore, the Federat~on 

was more successful as a public-sector-like organizatrIbn, supplying 

non-remunerated services, than as a business undertaking--a point 

I return to later, 

'1'lIt' jo'l,'\kl'lltl\lll :1:1 l1Iilhll'i I.y ::luppl.i t'I', In till' }'l'L'-\il'll11~ht year J.9'{O, 

I'll}) 111Il·~~1.illl\l'd I\t;lJl n~; t,ll thl' !'n.ll' \)[' !"ECl)[\\;I,Uli ill till' C()opG' 

cl'cdl ts, I\CPI responded that the Federatioll was :.3upplying only 

"35 to 50~,:" l)f this credit, a resUlt of the t'act that the 

Federation was "just getting started, ,,3 The availability of the 

AID/OIB credits, I\CDI sai.d, "will help chanc;c this ::.;i tuation 

rapidly in the neal' future." But in 1971 uml 1972, when 018 

credit was in full SW~;ig, FECOJ\GROH' s share oJ.' the coop's credits 

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

fell to 40% in 19'72 (1'able 1,). How could t,)li~; COliS i:;telltly 

3ACDI , "Memo to AiD Mission ," 20 January lY'{.l, p. J. 



minority role of the Federation in the coops' credit be explained, 

given the availability of $756,000 of AID/0l8 funds for production 

credit? 

That coops obtained cred:t and inputs outside the 

Federation, ACDI said, was indicative of a buoyant demand for 

credit. and supplies. This demand could be supplied by FECOAGROH 

instead of ot.hers, it was argued, only if AID restrictions on 

l'infUlceable erops and input;, couLl be relfLxeu. Since these other 

suppliers were charging scalpel's' prices, Lilt' contractor said, 

it was only a matter of making the f,oods available to the coops 

at lower FECOAGROH prices to get them to c:lange their buying 

4 
habits. 

OIl other occasions, the coops' purchase of credit and 

supplies outside F'ECOAGROll was attributed to their "disloyalty" 

to the Federation. (This argument Vias useu. more with respect 

to input sales than credit, sinec ACDI WI.i~> already looking in 

19'(2 for ways for FECO/IGHOH Lo t~et l'id or the credit f\Ulction. 

BuyinC credit and input. :;uppJi,~~~ oute;ide the Fl'tiCI'IlLiotl meant 

that third parties were' gettinG the retul'n from c;upplying these 

services, ruther than F'ECOAGROH. 'l'he coop:.;, it WFte, proposed, 

I~ 
These arf,uments appear in biLs iUvl pi(!ee~; j.t! varjous doeuments. 

'l'heir mas t complete presentation is in AClJI, "In t'Ol'flW Finlll ," 
30 June 1973, pp. 0-12; and rd,)/!!, "COojl'_'tativt' f)l""']opmenL" "ROP, 9 Mnrch 
19'(3, pp. 3-5. 
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should be "cured" of their lack of allegiance by courses in 

cooperativism, The courses would "provide F'ECOAGROH with an 

oppurtuni ty to explain its servi l'es and to make a pitch for 

greater loyal t,y" with respect to input purchases, 

It was contraliictol'Y, ot' course, to argue that coops 

wel'(~ disloyal fur buying elsewhere Ilnd at the srune time to say 

that they bought elsewhere because they could not Get what they 

want ed from the Federation, The one argtullent implied that coops 

Ghould buy Federation suppl.ies even though this might involve a 

sacrifice like higher prices; the other implied that coops would 

gladly buy Fedel'at ion supplies if they were available, because 

Lheir price would be lower. Hhatcvcr the expla.nation, FECOAGROH's 

sllal'e i.n its affiliated coops I cl'edi t anJ sa.les never rose 

s iglli ficantly , 

'l'he di~;tribution of the cuops I credit ru1d input ~;:llE's 

UL't Wl'Cll the Fedl'ration and 0utsidt, ~;Oll.l'ce". l,ortray~; IJ. surprisingly 

ilc:tl L1W P idu~'e of the l~C,.lPS, B',lt it wa:; I1Jt taken that way by 

ACDl anLi JUD, Fl1r exmnp.le, tLe l'·.)Il[,J'llcLor t'l'equent 1,r ret'erred to 

Lhe "hiGher .interest rates"\.) at whi ell tf!(' L:OUP' ohtained their 

third-party creclit, One or the main rea~.;()n~~ 1'01' crellLing a 

federation, it was said, wus the illf1.hjJ.ity uf such ijj'uUpn Lo 

6 
E,g" ACDI,"Informe FinaL," 30 Jtme lSl'{~, I), 10. 
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as cited above, that this outside credit was obtained at between 

9% EUld 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 amoW1t of credit that was greater than that 

supplied by AID to the coops during the three-year course of the 

program. 7 That the Federation had a minority role as credit and 

input supplier, then, also meant that the coops had been successful 

in !,ecuring (L considerable runOWl t of erecli t on their own and in 

:'l't. Ling up di rC'L't input.-:,upply l'ela t 1ol1sb ips wi til lLll~nl merchlmts. 

'l'he low share o~' FECOAGHOH in the ~OoP!" credi t and 

supplies also meant low incolJ1e' for the Federation. This was 

another reason that. the coops' high share was noL uepicted as 

good. Mainly fur this renson, ACDI ,1I1el AID ascribed part of the 

progrnm's problems tlJ the rae t that the coops were "small" and 

7Table 4 shows LotLll coop credit durillg Ule 1970-197;~ period as 
L.1,064,155 Md total FECOAGHiJl! credit as D.d3l,5 t13. (One U.S. 
dollar = two Honduran lempira::;.) This latter fiG1Ll'C is 
inconsistent with the total ric;ure 'If L.5btl,))6 1'01' AID/01S 
credit that WLl!; disbursed to Lhe Fi';COAGHOll coop" tlll'OUe:n Fi\CAl:J1 
(Table 3). r~'he di:,crepnllcy may be due tt) other :,Cllll'\:L'!, 1'01' 

FECOAGHOH credi L c;ueh m. tile /I.[D p;l'ul1L fed' C(WPl~l'llt.i ,'t' 

deve1opment--a" ~;\lggp.:-;ted in L'ooLnot,e b of Table )I--alldior use 
of credit by the I'\:deration for itr; own operations Tather than 
rechannelinR to the coops. 

;' 
I' 

" 
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"inefficient.,,8 Such small groups could not generate the income 

on sales and marketing necessary for the Federation to sUl'vi ve as 

n business. But in light of the coops' performance on their own, 

relat.ive to that of the Federation, the opposite hypothesis on 

tht'll' ~;ize and efficiency .is Ju~;t HS plausible: Le., the 

It'\~Jl'l':ttioll IIlfly havt' nee,ied :U1 illcri'il'iently large l~OOP 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 crt~di t and wholesale buying arrangements from third parties. 

But when it came J.own to the actual buying, the coops revealed a 

pl'el'ercnce for Ilon-Federatiun supplies. \~hether the reason was 

bt'LL.t'!' prices OJ' J\ID re~;triction:; Oil J'ill!ulcint~ is irrelevant . .In 

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 a tribute to the AID progrmn and the Federation, it also 

8t;' / II ,'"r;., AID H, Pro.led. AI~reerTIf:llj- Nn, r)~J2_H)_'n," ['r'n.l(·r·t licot.ivil.,y Nfl, 

522-15-810-074.2, 2 February 1973, p. 3. 

t
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meant poor performance on the part of the Federation in its 

business activities. For this reason, perhaps, the coops' 

performance was no:' looked at by AID, FECOAGROH and ACDI as an 

achievement, distinct from the failure of the Federation. Indeed, 

ns seen above, they looked at the coops' activities with third 

pllrties as a problem. What was good for the coops, in other words, 

WIlS not good for 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 

h) 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 caGes it has at ito dlupouul 

with respect to this specific question. 

r .\ ..\. \ 



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 a complete revrunping of the coops 

thut would help FECOJ\GROH get at the income that the coops were 

eurning by themselves. In a sense, this was already reflected in 

the federation's allocation of credit to the individual coops. 

'l'here is 11 remarkable similarity, that is, between the share of 

coops in total outside credit and their share of AID/OIB credit 

channeled through FECOAGROH. The five coops that accounted for 

20% (1' the nwnber of coops and 60% of outside credit were the same 

fi ve that accounted for the largest share of AID/ 018 credit--61~% 

('rable 6). The Federation's credit, that is, went to those coops 

that were best at gettins credit on their own. 

Giving free assistance. The justification of ACDI and AID for 

the proposed remodeling of FECOJ\GROII was in terms of what would 

be good for the Federation. On closer eX~linnti0n, however, 

some aspects of the plan would not neccssal'lly be good for the 

coops. '1'0 alleviate F'ECOAGROH' s problems, J\ID and ACDI had 

proposed a retreat by the Federation from credit, n portial 

withdrawal from grain marketing, and. a con~ji(icnLlJJl~ pullb~tek 

from "free" technical assiBtance. In lJluec' or tllC::L' ;Ll't.i.V.! Lj(~:\, 

the Federation was to move into ir'flut [jUpp.ly :jlll('~;. 



Credit, it was said, should be transferred "tu 

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 

assistance would be abandoned because it did not earn anything 

for the revenue-starved Federation. The education and cooperative 

extension services supplied hy the Federation, it was said, had 

required n. ~~i:.:en.ble fielLi L~tlll'r. "These activities, though 

importunt, were not desicned to be ~3elf-rinancing Rnd have 

represented a substantial addition to operating costs." Thus 

this "non-revenue producin(" acti vi ty" wOLL1J. be "trimmed back"IO 

and input sales would be gIven more emphasis, as a less 

problematic way of earnine; income. 

ACDI hud argued that the member coops' high percentage 

or input pW'clwses from other SU1)pliers demonstrated the existence 

.. 11 
ur a Good market fa!' the Fedcrution ill this typc or sales actIvIty. 

IIUt. :;illcc it n .. h~u llcmunL~tratcci.. that the coops wen' t'ngnging 

~Jucce:;:;rully in this activity on their own, it alsd meallt they 

lJIi~ht not rCfL11y neeLi Federation-supplied inputs. What they may 

have needed more: was the "free" technical assistance that the 

q 
~I\T[)/H, "C()opf'rat.jv r • n("~vl'lopmr'nt" PHOI' , 9 r~ar'l~ll Frn, p. 3. 

10Ibid. 

11 
ACDI, "Informe Final ," 30 June 19'(3, p. 11. 



was this assistance, after all, which had gotten the Cl)OPS to the 

point in 1910 and 1911 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 

Llli~~ CHse witll LIlt' ob,lel'tivt~~; 01' c'l"l'.·Lllng illdividu:tl coops. But 

Till:; was against the philosophy ,)[' ilLD'~~ l~OOp c,mtloactors, who 

believed in maintain.int!; consiJ.erabl<~ distall~e from t.he public 

sector. The private sector, accordill[,; to the coop ideology, 

orfered freedom from goverrunent intervention Illid the opportunity 

12 I f()r coop democracy. i)ut ill AID s programs, where coops and 

federations were created aJ mos t in the ~;rulle breath, freedom 

from public intervention did lJOt necessarily guarantee anything 

J·'fllI fI'I'i\C evaluat.ion of l're,ii t tUliull l'elierllti()ll!i alld their 
rcc;iollltl confederation, CULi\C, puinted uut the' "stark contrnst" 
lwLween COLi\C I S "traditional !; t1UlJ" on thi:; issue and the uctunl 
practice of <lome of the federations--commellding the latter. 
ATAC contrasted "Ule accepturwe, if not the reaching out at the 
federation level for guvernment a~>~:;lstill1c(~ whenever it could 
help the mcvement," with the fear or COLAC 
management "of encroachment. u.nd take-:lver oy 1.~()Vl'rllments if 
[they were] permit ted to become i nvol ved. " A'rAC, "~;1l tOvey 0 r 
l/ondUl'flS," in F'iIllll f\P[l()I'l. \)f an f':v'ilwtli,,,' ,f 1'II.ill flHlt'dC'Il.ll 
Con red(~rnt. i on;; --;-r(--;~: Un i 01l:~ (,~()f,I\Cr,--6A-p--A-':'-(-'-h--:"-;I--1 -, -''-;-;-;;-''-1 C)'(' J, p. : 1'( • 
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'rhe reLrenchment of tt marketing progrilln like FECOAGRGH, 

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 lU1d assist coops in grain 

marketing did not do very well and evolved into a less ambitious 

13 program of l:~etting up coops aroW'-i input supply stores. The 

difference between CREA and FECOAGROH was significant in 

determining the form that this 1'l~-orientation took. 

CREA was a regiOl1lU development agency financed out or 

murketing llI1d shHted to helpillg them set ulJ their .2!!.!l input 

supply operations. In the FECOAGROH case, the assisting 

organization was supposed to organize the grain marketing, and 

later the input selling, around i tsell'. For CREA, the transition 

to stores would have no impact on the final1cial status of the 

assisting agency. It was dOlle simply out of the belief that 

input stores were a lUore munn.gcable undertaking for the coops at 

that point than marketing. In the FECOAGHOIl ca~;e, Leu' Lrfl.[l!;i Linll 

was based on a calculation of what would hpj p Llle' 'l::::ill !.llll-': 

13This aspect of the CREA story is discussed on pp. 144-146 of 
the Ecuador volume. 
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at' where t.herl~ Wel'l' incOIIIC-eHI'nine l'm;sibilit.ies (\))" 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 lnstead of corn. 'l'he proposal for a 

Stage II salvation of FEC'JAGROH illustrates in another way how 

concern with the Federation's revenue-eru'ning blocked out 

important cOllsiderations at. the coop or farmer 10vel. AID and 

ACDl ~l.f,l'eed in 1973 that FECOAGROl! shoulc1 ~)hHt its marketing 

l'lIIl'llll~~is l'l'om l'OJ'll t.o be~U1::; :U1U rice.
14 

'The EN!" lIIonopo] ization 

l1 t' Lht.:' t-;l'uill t.:'XPLll't. umrkd. hlld undt.:'l'rnilled tile Federat ion's corll-

('xportill~ plml~~, L t was said, allLl bL,t.ter lrHll'ketint', nmrgins could 

be obtained fl'llrn bcam~ lUlU l'LL'c--p!lJ't.ly because of t.he return::; 

from processintj mId t.he freer domest ic market. 

Whether it was more profitable for the coop farmers 

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

Since Honuuras' S •. ' 11 farmer:} produced all tlu'ee commodities, 

one might think thfLt a shift in market.ing emphasis from one to 

another would not make that much di.rt\'l'enc(' in Pl'l)dlWt.illll 

patterns. But corn j s pruuuc(~U t.o II much ~~reHtel' I~XLC'IlL in 

11~/l.1D/H, "Conpf't'utive Devf'lnprnPllL" j'l\()P, () M:tJ'(~h j'),{L 



1~)'I'O-197;~ peri-.)d W3S more than tl1ree-tulLi-a-ha.ll' Lil1ll'~; that in 

beans and 23 tillleS that in rice.
15 

Amant, the FECOAGHOIi coops 

themse~ves, corll hectareage financed with coop credit was seven-

und-a-half times Lhat of bean hectareage, and five times that of 

16 
rice hectareage. 

A switch from the marketing of corn to beans and rice, 

then, might well have been predicted to induce some changing of 

l'l'OP mix--whethcr in re~~pollse to the [lvlli1abLlity of credit or to FECOAGROH 

lllll,Y in term~; oj' expected l'rul'j t IlI:Ll,,"j!~~~ pct' Wl L L marketed by 

tile Fedel'ation. There wa~; no COllL"rn as tl} whet.her the necessary 

v~)1wne of be':l..n and rice pl'(ldu--:Lion would be Corthcoming, or 

wlld,her it wOlllJ be ecollllmicu.l1y desiral;le for the fw'merB and 

Lhe coops to alter their CI\Jp mix. 

15Annual average thousand hectares plant.ed was 269.4 for corn, 
n. b 1'or beans, W1cl .l..l. 5 for rice. AIT)/ID13/II3RD Agricultural/ 
Rural Sector Sllrvey--Honduras, Statistical Annex, 13 December 
19'(11 (Draft), p .. -;'3. 

l() 
'l'he rigill'e~; arc: 

corn 
beans 
rice 

No. u r mlUI ::alllts 

2,129 
2lH 

-~ 

11,2110 
565 
825 

Total grains 2,18~ ~,630 ---------_._-----------

1 manzana = 1.7 acres or 0.7 heet :lre," . From FECOJ\GHOlI, 
''Uti1izaci6n de recursos a ser pre!3tndus durl.l.llte 1973 y 19711," 
Cuadro Anexo II, n. d. 



build a self-sustaining federation 0Il the heels of t.he individual 

coops .... ed to the purst.:.i t of gl1alS that wel'e not necessarily in 

the interest of the coop. From the start, for cxrur.ple, ACDI had 

projected ideal cuop size as 200-300 members.
17 

In retrospect, 

an ACDI manager said in 1975, the projection was too low, and 

18 
should have been at least 300 members. The rationale for these 

minimwn sizes W[1S that they were necessary in order for the 

Fedel'nL ion tu achieve the vol wne ncce:;sary t\J operate profitably 

ill grain marketing. 

A few years intn ".-lle project, it was fow1d that most 

ot" thL' FECOAGROli l'OOPS tellded to be smaller theW the ideal. The 

A'l'AC evaluation llL)Led tlHlt unly twu of the FECOAGROH coops had 

300 nt' more mcmben;, :UHj that there was !lot enuuf,h potential for 

b ' " ' , d l~ 
~;uch large ltIem cn;lllp~; HI tile conlllWll,tles serve. ' 1n l'1id-1972, 

ACDI noted that the membersilip cOW1L was "well below the average 

or 200 per society which was projected," but said that 

l'('l'lJl' Mission pr,'poslll f'or the FEC,'Al;i\l)H prul~l'EulI Slh'W!; the si::e 
or a "lIIodel" l~UUP (5)00 members tU1J t.he ACDI pr')lk)sal shows 200 
mp.mbl'l·~;. /\ij'/lI, ''\\)O:'l'I'·,'.iv,' f)'''!''inl'lIIcnt'' l'P'I!', ]'] ,IUIlt:' ]()t;n, 
p. 1); and ACDI,"Heport on Consultative 'l'rip to l!ondurus," :"i Oct.nbrl'-
11 rlovc'mbcl' :'/(,'(, i\I'!'Clllii:,: :3, ;. ,', 

18 
As told to me at ACDI headquar'Jcr" ill Wa~;hington, D.C., June 19'{). 

J.9A'l'AC,"Fiel{i 'l'rip BflckgroW1d Hel10rt l)[l l!ondur'(lc;,",)\lIle 19'{J., {I. '{II. 
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:10 
"a vigorous new member campaign is planned for the near futw'c."~ 

By 1973, only three of the 25 groups had more thn.n 300 members, nll.J t...,o 

'0" 21 more groups hud betwl:'el1 200 an,! ,) l,. 

AID IUld ACDI JeciJed in .l9'{ 3 that the only Wfiy to deal 

wi th Lhe "mullbers" problem wn;; tu "cuncentrate membership in 0. 

fewer mUllber or rce;ional coops, l-'erhaps l~j in total, each having 

u membership potential in excess of 300.
22 

In this way, the 

desired economies of scale would be achicvc(i. (By the time this 

proposal emerged ill 1973, AJU [mc1 (,CDI were thinkinG more of 

input-supply t!l:m e;rain-market.ine operuL lom, 1'01' the Feder:lt,ion; 

but they applied the economies-ot'-sc.::Lle nrgtUlIent equully to the 

new activity.) 

'1'he experience wi th n~~r i('u1 turul COl'j)S in Latin Amcl'iclL 

" . 
hUlldrl~d n\f'mbcr~;.':-' llr, Ui~ISC that ~;tart (·ut 1al't~e ,1l'ten enJ up 

smrLllcr, as u restLLt !)f a winnowine; proce,;~;, '1'h(' smallness, as 

dis~u~sed in the Ecuador report, in apparently important for 

20, " ) ACDl, fkport on Consultative Trip to Honduras," ),'1 !'lflY-~ .Tune, 
197~?, p. 1. 

21 
' Table 1 1'01' 19'(1; for 1972, ACDI, "In forme Final," 30 June 

1973, p. 1). 

23 - 1lllil,f·d ;';,'11 j',n,:, i:":~(','II'.'h lll:,f,it'II." f',))' :")"i,'11 i)"v,'I"I'IIH'liI ([INill:',I)), 

(\~~'at i '/('::"11<1 Hll!~IL~':'y~~~!~,J!,I,lc,Il,I_~II, I\!nf ·,I:,i.'.';,',:, !'-~i,_,fI~I:'I_I.y ,I,i,' 
~~~, If;; (It'hndn F:tl!~ 1' ''1'.1,'1, V,,). III til' iilll','11 11;:1 i1.lll.i(liL; ,'11101 

I) 11l.l1lJr'd Cl); 1 rw(~ ((~(' I Jf'V Il: I J 11 i t f 'ri ~l f I L i ( II u:, I (I ( iT ;-' ;,:1-1''-, '-I;~;;-j~-;;'-V; ;'1'11~"('" 
pp. ;J()(>-"lil. 
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gaining the benefits of group cohesion and loyaHy. ImerestinG1y, 

one of the drafts ,~r' the AID !llissil..)1l propusal 1'1..'1' fin:uh~ing 'vile:' 

tl) the rillJillt~ uf Lhe UNR1~;D "Ludy--lltunely, that "homogeneous 

2J~ 
groupings ," which were Sliid to be slllaller, 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 lU1suited to the size dimensions necessary to help the 

Federation earn money. The new grouping, it wnE, expected, would 

result in those scale economies, eVell though it miGht not be 

opL illl~t1 CrOl1l Lill' }'('int . ..)1' v i-:'\o,' n1' Lht' illlii vidua.L CL)()1'. 

scratch and being lU1successi'ul at creutinr; n. federation from 

scratch. The new type or' a:TancemenL was meant to save the 

Wlsuccessl'ul organiz(ltion, rather Lhan to capitalize on the 

gains made wit.h the succes,·.f\Ll. l'lle~;. 

Le:.;s democracy. There was LU1other'll'ea in which the pursuit of 

a viable federation rar1 cOlU1ter to that of creating viable 

cO'Jperatives. Olle of the jusLifications for llppruaching small 

2JI" . " / AID/H, Draft.. Cooperatlve Development pewp, ~~() ,January 19'(2, I>. J. 
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farmers through coops and federations instead of government 

assistance programs is that the c~')op insti tuth'ns ~lr(' suppose,\ 

to be liemol'ratil' IUld I'rec i'rL)1II iIlLl~rvent.iL1ll. 'l'llei l' leadcr~hj I' 

is t,upposed to ri~,C' from the r;rowld up. 'rllis is contrasted wit.h 

Lhl' Lop-d,)WII, "paternal i.~-;tic" apprclIlch of goverrunenL progrrulls, 

whil'h l)i'ten ends up as inLcrvcnLiun in the lives 0[' those on 

the bottom. The evidence presented below sugget~ts LllQ.t FECOAGROH, 

and to a certain extent t.he coops, did not grow from tt1e bot tom 

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

in," conceived as it was by institutiuns based outside the country. 25 

FECOAGROH was a crefltion 01' AID and the contractor, 

ruld not of' t.he individual coop~;. That was the H11y it had 1.0 be, 

if :t federation were' to be Cl'l~atcli Il.lliln:;t illUllediaLely on the heels 

l'X:lJllpJe. J\CDl 11l'u,iecLed that iL~; I!ondul':m ~;t.:lt'r w,HLld eventually 

be Lransformcd int.,) FECOAGHOH mallac;cIllcnL, with ~iala('ies totally 

paid by the Federati on. "By 19'(J.," ACDI saie!, "t.lll~ Federation 

251 .c" AI;) EU1d ACDI. A considel'abJ.e number' 0(' Peace Corps 
volw1teers, moreover, w0rked as coop promoters, i\L iL meeting 
to discus!:; a draft of the MLision Pl'ol'o~;al tu renew FECOAGROH 
funding in early L97?, it was :;uege:;tc'l t:lat the F'plicrlltioIl 
should "devise plans Crom the blit.tnm uf', i)l[Ln;~ l'rWlI\ot bl-' 
impu:;cd from the top down, bC"fLU:;e eaeh Cou[.c·raLive has it:; 
own w1ique set. of problems ami lW';(!:; t.o be t.l'e:LLcd difrerent.ly," 
AID/II, "r,linutes of the i\gl'icultura.l C()op(~('ati.vl) D'~v{~I{Jpmellt I'HOI' 
MeeLing ,It 11 February 1972, l!, ~? 
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should have developed sufficient volume and resow'ces so that it 

can begin to ~bsorb the ICDA staff. One of th~ I\.SSiStrult Dire~tors 

should become ~l!ll1aGer of tb~ Fedt~ration. Ultimately, all of the 

,,26 
EXt.L'Ill~ionists shou.ld become FederaL ion employcc~~. Staff chosen 

I\.s parL or t.he Pl'U!,OL,cJ l'elllollclint~ or FECOAGROH, ACDI 

and I\.ID propused to organize coops a.'1d l'cgional associations in 

areas where the potential business for an input supply store was 

good: 

A computer aidecl study has helpea FECOAGROH to 
pinpoint the rec:ional ELn:as where it should focus 
its efforts.... ['1'11(' study] then ranked as prime 
targets for coop development those mlUlicipalities 
which had yeal'-rowld acce~;s to trallclj)Ol'UltiLm, 
a large nwnber 0(' !'armel',; located n~l'ltivL'ly 

clL)~)e together and 1\ l1i£,:11 proliucLi')ll Pl)\'t'llt.ial. 
Jll t.hl~ identified ill'tell'i.CY IU't~Il.'; ill whit'l! a s':,ort~ 

.i,; IIl,L ~l.lrL'ady .itl l'xi.~;Ll'r;l~l', a ;;Ul'Vt'Y \~il.L be 
L·:tl'l'l l'd ouL by Ft:l\lJ\(;I'l)l! Lo ,il,tennille' jlllLl'llt ial 
sl.Lles volwnc, com!,eti tor~; I PI' ice~; ulld mlll'g.ins. 
If the stOI'(: ~;eelll,3 leasib.Le from the standpoint 
of the survey, FECl)I\.GHOI! will send i u; promoters 

, ') '( 
to stimulate memhL'I':,h.i p .--

I t was pointed out pal'cnthd,icalJ:l that, in the past, the 

Federation "relied solely upon member coops to expIU1d membership." 

26 
ACDI,"Report on Consultat.ive rl'rip to I!oll<iurm;," ;,.( Oct.Ollf'I'-

11 Novcmlw)' 11"16'(, lll':)('lldi:,: 1', !'. (). i\CD! Wl:; 1':111.',j H'[)i\ at that 
time (International Coopprat i ve Devel.opment M;~;(Jciation). 



Thus the Federation was to no longer rely on people in 

the communities involved to promote organi:',ation of c:oops, but 

would instead send out its own promoters. Locations would be 

ciloncn, nl.lt lJn the grounds of locn.l inte res t IllU t~roupinf; 

\.!apltbilitic:~, but accl1rliing tCl HhcLhcr an input :,,;ul'ply :;tore 

would be PJ'l~ t'i table. \-lhcther the coops wanted regional 

association was treated as an assumption rather than an issue. 

That is, one of the two "assumptions related to outputs" was 

that existing FECOAGROH affiliate:> would" accept cons·Jlidation 

, ,,28 
into 15 reGional coopcratlVes. In order to pull itself 

together and ea.rn revenues, then, FECOJ\(;R\)}; ne(~rled to become 

less democratic with its member CllO!,S. 

Even before thl~ Fclic)'at ion W:1S createu, Lhe proposed 

suppo:,ed t.o inhcl'l' in LlJe COll)' approach Lu cicvt.:'lopml'nt prolJlcms. 

The ~1iss ion':3 .ltl(111 lJl")posal t'ur the pr0/f,r:ull portrayed the farmers 

to lJe organized uc; somewhat wlwill1nt~ and tUllic:~Lrable churactcrs. 

"'1'he potential Illcmbershi p" of the progrrull W1:l.!, dC'~;c l'i.lJed as "the 

'unwashed' variet,'), with little sophisticat..ioll in agriculture 

and the related ecol1C,mic and conu1C't'cial reali ties." 'l'he proposal 

also described the tarf,et group as 

28 , 
Ibld., p. 9. 



farmers [who] do not spontaneously organize 
activities for their own benefit. Natural 
cooperation is rare' .... Farmers a.re dit;trustl'ul 
0[' t.heir Ilt"i~,:hb('r:; nJ1d ,)['tC'1I l'l'l.illqlll~;ll 

npl'\.))'t.lUdt.lt'G ill ,)!'lil'!' t.ll nmillLnill t.i!l'ir 

, ind,~pL'lldcllec' 

Whether or not these characterizations were accurate, they 

certa.inly did not convey the sense of a cooperative venture 

Wldertaken 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 

55 

AID officer, upon returning f'l'om a field visit to the El Porvenir 

pre-cooperative, reported thflt 

in the six hours that we were in the commQ~ity 
we couldn't get more tha.n two or three members 
to meet with us. This pre-cooperative ... 
[has] been slowly disintegrating ... for lack 
of' enthusiasm. 30 

On another occasion, a FECOAGROH extensionist, reporting on his 

visit to the pre-cooperative Lamani, noted that 

29A1D/H, "CooDE.'rativc D(~veloprn('nt." PROP, ]1 .JUTI(> 1CJ6n, 
pp. 7, lI. 

30AID/ H, "Memo re Visits to Cooperatives ," 211 1\ugust 1972, p. 2. 
'fhe writer suggested that one problem that "may aCcoW1t for the 
W1W illinglless of the community to organize is the drought wh i ell 
has ruined from fifty to ninety per cent of Lheir corn production." 



'rill' Pl't'-l'l"'!'t'I':lt i ,",' 11:1:\ : -' IIIl'lIIh"I':\ :\t t Ill' l'l't':~t'l\t. 

IIh'1II1'111. :1 ""I'S :;l:I:ILI !lll1l1l'I'!' ill !'t'I:11 i,'l1 I" til,' 
l't't\'!'t. :1.11.1 :\:\\'!'i t'i I',' t.lI:lt 1 :IJII 111:11, il\1-~' '1'11,' 
t'al'lIIl' 1':: 1~11':I1'ly IIl~I'li LI\(' 1'1)I)l't'l'lItivl'. but in 
sp.i tc 1)1' lII,Y ('xpluJlat.iu:l:: i.n. weekly l1lC'cLillgs 
they are still dlstrust1'ul. 31 

'l'hcse reports seem to bear out the characterization 

of the farmers by thE:' PROl) as an unyielding group. But even if 

these two cases arc 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 org3l1i zed. 'l'his 

.:onveY:1 more of a 1'eeling of patel'llulIsm, or the kind spurned 

by the icleolllgy l)t' tile coop movement, thllll of coop democracy. 

Even if this were the only way to Get coops orG~mi ~ed in such 

an environmellt, it seems to lay a shaky fOlmdation 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. 

3IFECOAGROH, "Informe diario de 10.,; acti vidades del extensionista 
cont.ador," 3-9 April 19'{2. Translation mine. The writer added 
that one of his problt:ms ir. orga.nizinG was that the leaders of 
the local MACH subsectional were II cuIning out against 
cooperatlvc[3 ami prohibiting Lheir member fanners from parLicipating 
in the FECOfl.GROH-promoted ore:llni.zat~i()n." IUlfl.CII i:, /:ill (.lS~30cj aL ion 
of peasDJ1t unions, also f.Lnanced by fI..lD to a certaltl ext.enL, 
through fl.IFLD. fl.n AID/ll memo atLucltecl 1.0 Lhi:; n:porL :jUI~gc[;L('LI 

that the problem was just the uPJlosHL'--j. e., thllL "Fl':C()J\(;J\()l! 
contributes to division und wL'aJ':'~ning (jl' caJlIPt:~;ill":: IL:; J'lIroct: 
for luud reform and social jusLil:r: in c()!wLI',Y:;id(: .. ,. Nf' l't'/i./:t"1 
why F'ECOAGHOli coop members SilOtlJlin't. 1)(: mr.'nlb,-'r:j f,l' /\i'Jf\CII." 

AID/H, "Memo l'e FECOfl.GROH/ Mfl.Cl! CooperaLi on," ') r~ayl n:'. 
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.' I 

As another example of the arbitrary tone ~) f tht.' pr('S;l'tUIl, 

the proposal said that "in n~~ ill~~t[ln('e will ~~)~)pel'[lt.ivL's be 

,,32 
orc:a.lli::ed to manage cOnllllwml l'r~)Juctioll. Yet Honduras, wllike 

1Il0~;t Latin American cOW1tries, is lU10wn for the propensity of 

many of its peasants to engag>: in COlllffiW1al productio!1. Some of 

the successful small-farmer organizing campaigns in the COW1try 

have involved groups producing cOllilllW1ally. Finally, after 

FECOAGROH was fanned and started experiencing problems, ACDI 

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

of "lack of cohesion between FECOAGHOH and the pr~sent member 

't' ,,33 :;oelC lCS. 'l'his rl~t'el'l't'd ill part to the "loyalty problems" 

dh;cu:;ced above, coneerning the C<),JpS I purchase of inputs from 

SllW'CC:, other thall 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 

l'evelation. But if one perceives the way a FECOAGROH is formed 

and C:ets i ts manag~!Ilent, then one sees that this type of coop 

i'ederution comes very close in somc ways to the top-down public 

32Ibitl ., p. ll,. Actually, thc pror.:;rIlJll'S mOf;t successful coop, 
CASMUL, engD.[';cd in the commW1al product ion 0 I' b'l.Ilanas (UlU s ue;ar 
cane. CASMUL was i'armed independently of FECOAGnOH. (See 
pp. 20-22 above.) 

33ACD1 , "Report on Consultative Trip to lIonulu'es ," ,'8 Mny-ll ,Tun!' 

1972, p. l~. 



sector appl'oa-:h 1':!:0Ill whi-:h it is :Jt.pl'~")sed t~, .tifft'I'. 11' it h~ 

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 t.he desire for a committed 

organization, rather than a democratic one. GuverlUllent assistance 

programs, it is feared, will act tl(,;airJst individual coop 

preferences and will be vulnerable to pressures from other 

ipterest r,roups. Newly created coop federations, one would 

t.hink, would be more sint~lemilldccily cLluunittf'd t.() t.llE'il' client" 

own rilHulcia.l heaLth, 1\lD-suPl)oI'tl,.i ,'u0!l feLien.l.L.iuns get put at 

cross purposes to tileir constiLuents no matter hl)w committed they 

ill'\.'. 1\ coop i'cciera t ion, then, does not necessarily produce the 

.1.dvtllltages that are supposed to make it superior to public sector 

:ws.i.stance tu CU(1)s. 

AID identificatioll with the federation. 1\ final contributor to 

tile problem of contradictory objectives between i'ederation and 
( 

coops is the very presence of AID. As bcLweL'Cl coops and 

federation, AID cornes to idcntj fy more ami !:lure wi til t.he 

federation. AILJ is i.nvolved, of cOllrse, [W l!Ioni tor awi IW 

arbiter of whether the proj{~ct w.lll r't~ceiv(' new funding. 'I'he 
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ill cln~,s ruld cultw'e to AID officers, The federatioll, a.fter all, 

is 11 process by which AID extricates itself from involvement 

with individual coops and hu.nds this 1'tmction over to a local 

institution. It is only natW'al that the needs of such a program 

would be expressed to AID through the eyes of the federation-­

wId the contractor. 

The relationship between AID support u.nd the federation's 

pror,ress as A. business operation is direct and obvious, in 

conLrant to that betweell AID tUld the individual coops. Any move 

t.lmt. improve:, till' federation's blwi ness position brings it closer 

l.l) :~ Ul'C c:;:; a:, :\Tl I'd D prL\j ec t. AllY s HC h pr(Jgl't'~ s les t, ens the need 

fur rf'newals of AID assistallce and wards orr ques tioning of AID 

officers as Lo why the federation has not yet made it. There is 

eve:'y rea~;on, thcn, i'm' AID to idelltify Hi~.h t.he federation and 

to throw it~~ wei~llt behind ik; inC()lll'~-c;cn,.'I'at in!!, moves--even when 

coop~;. JlldvL'd, I\lD <Jftf'n ellds 1I1' ~;lI:..;Ili.llL llll' t't::,ieration i'W'ther 

in thif'; direction Lhan it, th~ federatiun, wants Lo {jO--u.s in 

the case of FENACOlll'AHH ;ll ECllaU01', 

In it.s idt'lILiJ'icat.Lon w~t,h the caur.c uf the federation 

as a business, AID (!Hn lose ;; .ight. oj' tht' areas in which there is 
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all its technicn..i IlssisttUlce and wisdom behinJ. the effort to make 

the federation into a competent business. If the federation can 

make good money by sellin~ inputs to the coops, for example, 

then AID promotes such a plan, us it did with FECOAGROH. This 

happens even thoue;h the coops are ulready arranging considerable 

input distribution by thcmselves--fl.nd even though the coops may 

be more illtere~:; Led in g3.inine; other :.ypes of supplies or services 

l'l'om the t'edel'nLion. In the cm;e of /ENi\CllUl'AHR in Ecuador, as 

:U\ULllt'I' exmnple, AlD pw:;lwll t.h(~ l't'der:ttion t.o gel. its rice-

pl'oL'es5illg lUlli inpllt-sellin€; ('n.pacitil~S into order, 50 it could 

generate the incollle that would make itself sus tuining. The 

F'ederation, however, w[Ulted to strengthen its land adjudication 

and o]'e;anizinl~ cnpacitier;, Even thoUf;h t.hese latt.er services 

did not nece~;[;:lr L Ly generate income, they were what drew the 

C,'"lOPS t,,) the Fc'dl'l'u.tion in tilt' 1'ir;;L place and kept them loyal. 

I1n 1\1D-finEl.llC('d rr()j(~l·t, t.he l'edcr:ttiun L; 01't":11 nowhere near 

the tar/!,f't. Wh~_'n thi;; ha!)pen:;, til(' ltlC'ornc'-gellC1'1lLlUn COIICCrtl 

becoml'[; 1lI01'C <tn,l Ift')]'l' rlaJ'lWl')ll/IL I\)r' tliD and (.tH' !"'d('l'aLje1fl, 

resulting in a kiwi o!' l"uLlt.:kl~d rll'l~lect or till' ('()()J':;. III Ull. 

case (If r"J<;COI\CHOIl, till' ~1i:;:;i\,r1 :ldlld LLc'u th~L1. "UI"I'(' lJlL:; Ill'en 

a t(~nJency to promote FECUI\(~H()11 :l:~ III I efld ill .i t.:.(.J r," L'ven 



61 

though the Federation's activities had been linked t(l stated goals 
,I 
' .. 

ill t.i1I.' dc~;.i8:l\ ,'1' t.ht' 1'1"".1 t~"t. - 'l'h i t; l'l'lllIlIl'll t '.:l'llt ,'11 t." :;:IS l.lI:\ I 

Felil'l'ntiull for informatioll indicnting progress toward the project 

goals. "The unly information, or nwnbers, 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 ~ederation. 

Abandoning the coops. When FECOAGHOH faileLl, AID abandoned the 

.illdividual coops on the Cl'OlllHi:3 t\mt, '.:ithoul. Lhe Federation, 

WI(il'rcut FECOAGHOIi I S recovery stl'u.tegy on which our further 

as~,istance was to b~ based, anLl since the situntion appeared 

t 
,,36 

irn~ver:,ible over the near term, we decided to pulJ. ou . 

Berure this decision, Lhe r'li~;:~ion had made vlu'iou~, attempts to 

get ei till'l' the m~F, FACACIi, 0;' Lhe Coop lJqlartment to tn.ke the 

incii vidual coops, if not the Federat j on, wlder their wing. The 

311A1D/1I ,"r-li:1:;ion Cotrullents Lo All),[,O 1\_;.'110," 3 FebruHry L9'r;), p. 1. 

])lbid. 

36f1rj)/l~. 1.(~t.t,f'J' rd' Mif;~;ion Dit'pc",\11' L\l j,I\/IW, II) .llll,'! llj'n. r'. 1. 



Mission had also made cJl.ear Lilts :willingness to fWld uny such 

Whe the Mission's nttllmpt s to find a rescuing 

institution got nowhere, it did not cons i der 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 fr'action of 

coops that were solvent and the zeveral 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 

cl)lIIpl'ehens ive and costly opernt ioll. On the verge of Washington 

approval a few months tie fore 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. 

I f , indeed, the delinquency in these co-ops 
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 i ndemnifi cat i on, i. e ., to the 
government maki ng up a suitable proportion 
of the losses by itself repaying part of 
these co-ops debts? 37 
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37 " JD/LA, orrice o f' Multilat rnl Coorrlintlt.ion on r] Hl'(,ionnJ ~ ; I)( 'i lt l 
Development Progr amo, Socia] nnd Ci vic Dt'vf' loprnf'nt. ll i v \ :1I 0 '1 ( MH: :Il/::C'II), 
Let.ter of AID /Hondurnfl , 21 AU f1 l1st ] 973 , p. ~ . . 

• 
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Taking this reasoning one step further, one can see 

even more logic in suggesting that AID, rather than the government, 

tukl:' over responsibility for "indeIlUlificHtion" ill this case. It 

w:w AID, aftcr all, that brought the~,e i'armers into a sche.me 

thnt. wns sn V11111erablt~, 1'1'l)1II the G ttlrL, to the kinds of events 

cited in the letter above. For whateve:-.' 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. 

III Ol1e sense, tht~ CO(lp~; were worse 01'1' for their 

relationship w Uh the Federat iOll ~ll1d AID. It will be remembered 

1"j':CUAGHOll'~; a~,~,\'l,:;. 'l'IH'!,t' :;evl'n, ij()wevel', were dl'llied credit by 

imposed on then. by FACA('H, W;1 i L'll till'Y clllLld not mf'et.. Because 

of their :1~;;;,)cjlLti\lll with FI::C\)l\GhOli, Ll1 (JUlC'l' • ... (,rcL, the solvent 

seven were nuL ab.! t~ Lo obLrtillTcdi L 1\)1' till' p11Ultinl; season 

3B 
that year. In rni,1-l9'(lj, moreover, the ;·lL;sicJll n'purted that 

the continued 1't:c:eLvcrship or FECJ/\GHOH :ulli the lack of further 

38,",11)/11, !.,~!.t.")' oJ' r~i.;.;itl!1 :)ir"~l't.(ll· tt) EXl'(~IIt.ivl' Vic!' l'I'P:;id"flL 
of' ,",CDJ, ;-'0 ,",lI/;ll:~t. 1(J73, p. ;1. 



.' ak' 1 .. ' 39 cre~lt was we "enlng tle coopera~lves. 

Federation was still under FACACIi receivership, two years after 

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 ob.jective llnd the Federation was posited as 

one way of w()l'kint~ toward Lhat obJ ecti ve, When the Federation 

pl'uvcLi wlviablc as all insLl'wncnt or achievint~ th:lt objective, 

and when tile progres~ of some of the ('OO]l~; ~-;uggested that the 

Felleratioll was not crucial to their existence, this ,,,as not 

taken by AID a~; a nit~nal to switch instrument~~, Instead, the 

coops were ubnndoned, even Lhough ti1t:Y were not ~Lll. wlViable 

and there were other less complicated in~;trwllellL" 1'01' helping 

even though they wen' formed wIder ,m AID prOt~l'~llll, was not as 

d:UIl:Ll~inl:-: for AlD fLS Wll:' llie r:lillu'(~ ur tile Ft~licl·ation. 

them al'tli(~ve ~;ucce~~; on their l)Wll, W 1 thout Lilt: Felieruth,n, wus 

perhaps noL cUI imlJurtan t ('IlOUI~h achievement !.'ur AID to be worth 

nticking it" nect. ,'ut for, 

The conelu;, iUIl of' the ~;tOl'Y ll; not that a mistake 

39 A [fl/LA/fl", "lI('f1dll1'IL:~ - AI'I' i l'lll t III'" :~,-,('t, d' ['t', "'1':1111," CliP i I.'ll 
A:~[~iHtruj('(o jl'IP"I', An)-[l:/~/I'-;"J"l, 111,11111<' l'l'{ll, flllll"X j, I<xllilti I. (~. 
p, ',I). 



was made. It is, rather, that ('Yl'll tllL)ugh CUI.)}' t'L',h'rath)IlS m'l' 

set up by AID ~lS illstrwnents. thl~ L\YllHlllies ,~r tile 8i tuat i\m ,'t'Ll'lI 

(wend, in t.UI'Il, t.(,lld~, to take 11l'l'cl'Liellcc uver the t;oal or cl'cuting 

successfuJ. coops, This instrlUucn t-turned-end obscures the points 

at which the interests of thc federation nre at loggerheads with 

those of the coops, Finally, lettillg the federation become an 

end ill itself c:.m lend tu inadvertently cavalier tl'eatment of 

the sma.ll fal1ner by fUD--as illu~;traLcd by the story of FECOAGROH. 

'1'h0 Cl)llCCrlll'll \'lflShilll:~ton off:icl' cit.ed ILbov(' had .,,;ood reason to 

be "worried that the '~,maLl' t':ll'!lll'l' may lose mu~,t in t.he outcome 

LnRbil L ty tu t'l':1Pl 1Id t\) the ~,i l~ll:l.l~' u1' fl. s1 tuution like 

FECOAGROH rc:wlt:; t'l'Olll i. U; l~\>lltra~tinl~ out, of such pror,rams Md 

contractor:, hav\.' b.· ('11 u:,ed fnr mo:~ l of AID'~' 200'-' pt'o,iccts in 

more' jJ()nit.lvf~ly tll drc\U[j:;(,rlllcC'~; lik(~ thu!Je ieadjllV til FECOAGHOII's 

dem.i:'f', 
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Federation as Marketing Business 

Huch of what has been said above boils down to a simple 

distinction between the t,:oals of II production business Illld a 

marketing business. 'rhe project proposal and eValuation literature 

0[' I\lD portruys coops and their m,sociations and federations as 

illvolv ing t.he l)[Ulding together c r certuin types at' producers in 

:lil effort to imIJrove their lives. 'rhough this portrllYD..l 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 3.cti vi ty. It carries out thi~~ activity on a larger 

ncaJe thHn the individual coop, "'lli further down the line than 

tile ilhl.ividwLl \'\) 01 1', 

'1'1IL' L'l)OPC; and tile federation. ::'l!en, 3.re centered 

HI'Oillld tWl) llh;tiIlL'l "tages ur the production process-­

a.gricultunLi pru<iIll'Lion for the coop and the marketing of 

agricultural products 1'01' thL' i'eLicration (or the marketing of 

a(,:r.icultural it1['u!,1'), These Jil'rel'(~IlL stfll"cS involve different 

kinds of GkiJJ, c()rrunitmL'IlLs rwd prociuction l'ilythm~;. Thus when 

one function is p1:Jced in all ()t'f~u.nj /,aL i()fJ like a c(Jup. anti the 

other in a separate (Jr~ltni;:atjun .like It f'ccicraLiolJ, thl!; 

introduces a cerLaj n break ill Lh .. ~ <..lL-:jjrcli :wcilll uni ty of t.he 



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 to behave toward 

its member coops in some ways like the private market intermediary 

which it i:3 ~:;upposed to replace. In addition, the peopling of 

~("I()P federations by AID- IUld cont.T'Ll.ctor-selected manae;ers, usually 

from the urban elite, delineates the bOW1daries between the two 

different orc;anizat.ions even further. One ends up, then, with 

t.wo distinct groups for the two stages of the production process, 

each int.ernally lJornegeneous and different from the other. 

Backward vertical integr~l.tion. The problem involved ill creating 

t.wo f3Cplll'ate groups does not result from having created an 

assistance prof,ram for coops. Hather, it is that one lias created 

two businesses at :~ucccn"i v~ ,~ta/y'es of the :j:Jll1e proLluct. ion 

process with the directive that both sholllLi do wf~ll a:3 bunil1v:-;:; 

organization:1. In pro,ject ,justji'icat.ions, this process in 



portrayed as if it were like ver:.ical integration forward. fr01l1 

production t.o mo.rket.ing: farmers !u'e ~~roupin('~ t('I,~t~t.lJL'r t,,'" ~~l't 

~'l'Jltrl)l OVl~l" :1 :'Ul.~~e ,)1' the l'l""ducLi,)Jl 1'I'lll'L':;:, that. i:, l1ne :,tcp 

l'UI't.hcl' down LlJl' lill\,. j\ i"edcrat.ion, however, rl'pl"c'setiLs more 
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the creation l)[" a ~'epan1.Le markcti!IG business tlJan the vertically 

forward expansion of farmer croups into mrll'ketinG. Thus the 

vertical integration inherent in the design of AID coop projects 

sometimes represents more ~hc ~s~lratiDns of the project designers 

than the organizational reulHy that emerges. 

If vert iccl integl'~.tion liescribes the process that 

takes place in AID cool' :!.!lli ~\'.ll!;'·l·c ion ill '0 grams , the direction 

cont.rol over Lhe deci.sions 01' LhL' CUOp~~--RS was ::eetJ above. 

This lw.ppens because l.'1' tilt: ol't;anizut lonal asymmelry of the 

~,itu[l:,ion: Lhe t'l~Jer[ltic!ll l~el'cis to make :noney o~'f Lhe coops in 

order to ~,ur'dve, but 11,)(, vil:t' Vt~~'SU. Tlte l'erierati.(iD, by virtue 

of j Ls AID ;Q,JII:3ul'si1ip, (l1:I.S bU(i.:.:;eL:lry ref;uU!'('CS :tn,j lllruH~ement 

skills that are superior to tile cuops. 

'dhcn the l'elieration doe:-; not evolve naturally from 

er.tublishcd cooI)s, in :;hor1., it i:3 lll)'~ like I,v tu r'>pr~sent 

incre:lsed contl'o.L b:r l)e~U,lilit;~ [trlll CO(\P;j ()Vf~t' 11ll importa.nt 

stn~e of' the prndud;ion ~lr()I~I~;;:;. The ngrLc1l1t'~!'IlJ 

production mId Ullil'ketint; procec", lllay rem:ti.fi j u:, L 



as unintegrated as before, with the onl:r 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 justific,~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. In accordance with their rhetoric of unified effort 

and integration, they start with a "technical assistance stage." 

In thi:> stage, they earn little revenue and are popular with 

the coops. Then their lack of revenue starts to threaten their 

survi val as organizations. 'l'hey move to a "business stage," 

therefore, in which they decide what services to 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 

a!3sisting individual coops. It is at this point that they start 

to experience some disaffection from the coops. 

Integrating fl1rwani illst~ad of backwttrd. There are at least two 

ways for AID to avoid the problems described above. One is to 

refrain from r:rouping the groups into an AID-sponsored federation, 

and to '.mit until that initiative flows up from the groupo 

themselves. If it does, the federation's activities will 

represent a genuine expan3ion of productiCiil groups forward into 
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federntions 01' associations, of CO\ll'se, 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 

It 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. AlD's role, moreover, should not 

necest~arily be limited to makine; the entity assisting the coops 

into EL self-financing organization. Just ar; 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 SOIll£' ~'U~'~(,5S, ns dh~l'ussed !\bC've. 

dirC'cLioll, thl)Ugh lll)t, necessarily lll'clluse or the problems with 

coop federations 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 bank, and the extension service. l 

This has been with a view to building up the ability of these 

groups to provide services to small farmers in groups. 

Integrating sidewll.Ys: the banana coops. The experience of the 

bannna cooperat i vC'~; i.n Hond.uras has sOllie bearing on these problems 

or i'11I11lCr coops and marketing federations. 2 'l'he process by which 

some of these cooperatives of ex-banana workers became successful 

was one of hori zontal rather t. hRn vert iCR.l i ntcgJ'at. i. ('n. After est-abl ishinr, 

l'rhe shift has not been complete. The goverrunent Coop Department 
and the progr~n it has with AID look toward the resuscitation of 
FECOAGROli 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 progrBllls clear of 
the public sector. 

2The information for this section is based OIl visits to four 
banana coops and on the following documents: Instituto 
Interamericano de Ciencias I\grlcolas de l~ O.E.I\. (IreA) , 
~UQ sobre orp;anizadones crunpesinas en Honduras. by 

Noel A. Garda, April 1974; and Enr:i.que Astorga Lira, Estructura 
agraria en el Valle de Sula, ('regucigalpa: rNA, rev. ed. 1975). 

\1? 



themsel ves on t.he basis of bHJHultl l'l'udud .. i ,)11 , t hey expanded intl) 

the production of other crops, rnther tlHUl taking on another 

stage of the production process like marketing. 

'r ~ 

Guanchfas, the most successful banana cooperative, 

expanded into activities tha.t its own farmer-members could do and 

that were complementary to banana production. The coop's new 

swine 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

rWl 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 for swine. Unmarketable ballunas, 8.ti in 

Guanchfas, were used as part of their feed. 

Wi th respect to marketing, the banana coops were in 

the most "exploited" position that one could think of, in terms 

of AID's .1ustificatiolls for C00P federation projects. The 

marketing l4Scnt, Sta.ndard or United Fruit Company, was the sole 

supplier of their input~,. The coops were bou.nd to this 

monopsonistic and monopolistic bU,)rf~l'-seller, moreover, by a. 
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3 ten-year contract. This was seemingly fertile ground for an 

AID-type federation to take over marketing and input selling for 

the exploited coops, thereby doing ~lWa::r with the evil intermediary. 

But the direction or 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 

or the relationship, they could sit back and gain strength in their 

eurly years. They did not have to take on anybody in the buying or 

selling market. Then they expanded hori:::ontally out from under 

the control of the intermediary, by going into other activities 

in which United nnd Standard had no interest. 

The banana coops, in StUll, escaped the intermedia.ry's 

power by expanding horizontally, rather than by invading his 

territory 8.l1Ll attemptinG to do whR.t he was doing. What they 

explUlded into did not involve the replacement of an intermediary, 

nor the ta.killt: un of a different stage of the production process. 

3Astorga Lira (up.ciL., pp. ll9-5ld reprints [Uld sumrnarizes 
several portions of the ten-year contrllct (196fl-1978) of Standard 
Fruit Company with the GU[U1chfas C;)oP, which was the most 
succe~)s ful of' the;;e banana coops and was somewhat of a model for 
the rest. funonf: other things, the contract stipulates that the 
coop must hn.ve company ll.lJproval for n.nything it dot's on 500 
acres cl!o,;en by the cOllllmny for bunana cult iva t ion; the coop 
gi veL; right s to L1w company to coos true: 1., rai lrolld and tel ephUI1f! 
liner., pn.ckinr, pln.n Ls alld otll!?t' in;; Llllll1tioll!J on i t~; (tile 
coop's) property free oj' Cllllrl~l'; the C()OP ('(lCICl'dr':: thl' r'i,~ht 
of free en L 1J by de:. i,~na ted company I:!tnp L()yf~{,:: t,,) i t.~: IHLlIILflIl 

lands, and must f'acilit.rltr' [:Ilcl! jn!~[le('Li(Jru;; L11f' ('()(Ijl l'll.flfll)l., 

without writtell permi~lr;iort or tile company, ilil'/'('Il::(, itl: IHllllLIl1L 

cultivation or alter it in allY wily; til(' COU1J carlllot, nc.U bnnlLlIu 
[,eeu to third pal'U e~; wi thout wri t ten cornpl111Y IlilLllnri z 1tUon. 

(, 

\ t '.I 
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services and relationship than nJl iUD-type federai hm provides. 

They arranged for these services some time ago in their banana 

contracts. As they start to O'OW out of their banana 1;1.ltelage, 

they are more capable of arrn.nging for such services on their own. 
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FECOAGROH Among the Other Institutions 

The fate of AID prQo'amf; ~an be considerably influenced 

by the relation of the AID-supported institution to other institutions 

involved in the same activity. The problems of FECOAGROH were 

l'xpluined in thl' last sectioll in terms of factor~> internal. to the 

f'ederatioll--i. c., relationships between it and its coops. This 

section looks at the relationship of the Federation to other 

important institu"'vions in the agl'iculturu.l sector. Putting together 

these external and internal DSpccts of the program, one finds many 

variables that were within AID's control. 

I ~;pek to re-du AID's expln.nation of the FECOAGi10H 

failure in order to 

r'(,CllVt~r I'rum Llle pr'oJr'ct'~; hi :~t0ry ~ll)IIle impl)rtrult. lessons about 

ittL"I'-ill::[ it.ut.i,>lI:IL l'dati,)ll::llip:: :llld h'lw th.,'y Il!'!"'l'!. Utl' llllt.l'llllll' 

1'1' J\lLl-t'illalh',',i t'l'l)t~nUII~;. J\;: !Ullt; a~; it i:; thought that !\)l'tuitous 

circwnstlLnce~; like wcather and war completely w1did this project, 

then it will !lot be 1lll1.erstood tlJaL the Agen~y itself can avoid 

the same kinuG of pl~~)bJem~, from occurring again. Since the 

history of this project iw.:; much in common with other AID proJecto, 

FJ\CAC!!. It will b0. rememl)1~red t'rum t.he l"ACACl! chapter above thnt 

FECOJ\GHOH IS credit fuml:; were ur igilllllly lflel.l.lIt 1'01' FJ\CAClI--thc 
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federation of \!l'edit Wlions. FACACli had been slated fur $1. 5 

millil111 in L'l"edit funds in t.ht' l)]~ },l'l\\l'l't .• whil.'h wan :lUl.lwl·.i::'t'd 

in June 1:l6tl :U1J ~lil-';lIed in I\l'd.l 1')(1\.}. HCCtlUSl' of dll\n~eo in 

Hiss ion nppr,m~h and personnel., 1U1d. resentments between AID and 

FACACH, AID amended the 10till 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 

hnd IUl extremely \.msympatheti~ <:redi tor as the only source of 

i tr. .1.ncU1 flUldtl. 

l~iven the history or FI\CI\CH's relations with AID and 

FECOAGROH, told in full in the FACACH chapter, one can imagine 

a c(>rtllin feeljng of vindication at FACACH headquarters when it 

attached the assets of FECOAGROH in 1973, upon discovering that 

22 of FECOAGHOII's 29 coops were hopelessly delinquent. A letter 

from J\ID in W':..shingtun to the ][ondurl:w t,1ission asked if the 

stringent lellding conditions imposed by FIiCACH on further 

borrowinr, by the solvent coops were "(ill attempt to take adv(illt~e 

1 
Gee pp. 12-20 of FACAC!I chapter. 
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.... 
o-f the situation --to 'undermine or override a rival organization?"':: 

FACACH, moreover, lIIi~ht normally hnve refinanced s~'\llIe 01' the 

ddillquent cl'l'di t he,,' tlUSe of. t.he 19'{1-1972 drought. It waB 

accustomed to r efinandllt; much of its agricultm'al credit after 

bad ugricu!tm'al years. Gi ven 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 FAOACH all of FECOAGROH's $744,000 in 

W1spent AID/01B credits for grain storage. FACACH said "it must 

receive precisely this amount ... or their proposed recovery plWl 

UlUIIlOt. be carded out. ,,3 '11hi 6 was the $14 1, ,000 t.hat was 

udl~ tll!uly dl' tli~:II:\t.l!d roJ' FAoACli for l.!ollstl'llction of I3mnll 

gr uin s torage fucilities 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 $744,000 should be used--i. e. , 

for capitalizing a "cooperative window" in the BNF.4 

2 AI D/LA/MRSD/SCD, Lett e r to AIO/H. 21 AU~IlAt ] C)TL 

3 
ATD/H, Letter' of MissIon Director' 1.0 Lli/DR, 1() .July I I)T~. "p. ;'- L 

4'l'hi6 development is discussed in more detui.1 in 1,11l.! next lice l.lo/l. 



Ultimately, then, the government und AID did not approve of the 

proposed FACACH rt'SL'ut.' l~perut.i,111. whiL'h ,iili llllt. tttkl~ plaL't~. 

'I'll i:. w:t:; pl'rltaf':~ "lll' ,11' LIlt' j'I':t::,111:: tllat thl' l'l'llfK1~lt.l WHG not. 

purnucd wiLh gj'caLl~r intt.'l'L':,t by i\'lD. 
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The signifil':mce 01' thL, history is that the fledgling 

FECOAGHOH was pl.aced by i\'~ D in an inst i tutiClnal C:llV ironment in 

which its only l'redi t~ur wa.; likely to have IlO more :;ympathy than 

.i 11::(. i t.ut i"llal l'IIV il'UIIllIl'llt. l r Lill..- l'lli p~ wen! Lu l'a: L--a~; they 

only put Fl·:l\)'\'.;i\u:i ill l.l'.' imrid:; e)1':LIl lill::YlllpaLile:,j,· iw,tituLion. 

It a.L:o meant Lha t Fi-:Cu,\l;!i\)!t W')\1 . .i<l have' t,IJ i~i'/f; :l}) halt' its 

intl'l'l'l.t inl'l)m.: t., ell" (:l)tl,iuit Lll::LituL.il)Il. Wit,III)ut FACACII 11.8 
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that would have been impol' ant. in h el ping the Fe-del'ation gain 

wily or etLI'nLnt::: money at t he s tm' t , ill contrast to Bl'uln marketing. 

\~hCl\ the 1971 lorul amendment was being devised, some 

in AID had wW1ted 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 

matt er of how to channel its l oan funds to FECOAGROH. But after 

it. WI U; seen Lhat fWlds c uld not be provided directly t FECOAGROH, 

:L1. t.l' I' t' d ~(\ :,u: \.. \1 !IIa k. ' up Cor Lit' los t. intc.I'eHL ill\.'l,l llle ; \)1' t.he 

pr oJcd mi ght. have been postponed until FECOAGROH was strong 

enough t o borrow directly from AID on its own; or the project 

nught not have been financed at all. 

As expla ined above, FECOAGROH decided by early 1913 

that it wanted to give up the credit-supply function completely, 

and concentrate on gra in marketing and input supply sales. 

FACACII, it was said , could "with ito ereater experi enc e be 1II01'C 

ef f ective i n promoting sound cr edit policies . ,, 5 Jt WUD even 

5 I " AI D II, C)()pc-r'l1t ivp n'vf'lcpm nL " PliO!" C) MILl' Ii 19(3 , p . 5. 



hoped that FA(:ACH, in ret w'll for getting FEe ~AGR()H I S credit. client s, 

would be interested in sending its credit-\.U1ion and coop borrowers 

to FECOAGROH for grain marketing and bulk input purchases. The 

affiliated coops of each of the two federations, according to the 

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 

[t'ACJ\CII and FECOAGROH. 

\{hell it ~.,as pr oposed that FACACH take over FECOAGROH IS 

erecti t fWlction in early 1973, FACACH had not yet made its own 

investigation of the delinquent FECOAGROH coops. But delinquency 

hud been noted by t he contractor as a problem since t he end of 

1971, when 25% of the credit due was delinquent. By the end of 

April of 1972 , moreover, the contrac tor reported that delinquency 

had reached 40%. I n early 1973, a few months before the FACACH 

6 
invest igation, the Miss ion reported delinquency at 50%. As 

early as mid-1972 , moreover, the contractor had expressed interest 

ill helping I~ECOAGROH get r i d of the cl'edi t funct ion. Since the 

contructor wus also working with the BNF \.U1der another AID 

technical assistance contract, and since relations between 

6 ( " ~ " 19 c 1 figure from ACDI, Report on Consultatlve Trip to Ilondurur~ , 
~)8 May -4 ,TUll , 1 7? , p . 1 ; lC)7;-' ri f',lIrr' frnlJl Ar:[,)I/llnlld,llt'lLn , "MI' III\ I 11<1 

ACf'll /WaG hinl'.ton r' (' An nual HPlio rL ," liON '(:'> - 1:'0 , I ~ .) llIll' 1. <)'(:' , I' , ' .. . 
1971 fi p;urp rrom AID/II, "r: op rnt, ivf [')rovr' l nprncnt. " I 'HOI', 9 ~1Ht'r ' ll Il )'(~ , 
p . 5. 
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FECOAGROH and FACACH had never been good, it was natural that ACDI 

iI\Vl>~;t.igllt.(' till' extent t>l) which BNF could take over the loan 

function to members of F'ECOAGRuH-associated cl)operatives, thus 

allowing these cooperatives to focus on supply, ID::crketing and 

extension activities.,,7 

ACDI's and FECuAGROH's interest in 1973 in handing 

over the credit i'wlction to FJ\CJ\CII, in sum, involved lwt only a 

rec()(:,;n L tion that credi t. lilanaf.~>m~nt was more difficult t.hun was 

:uld l':u'lil'l' , t.lle DNF, did !lOt. jwnp at this chance to take over 

FI':CUAl;!-\OIl't' credi ~-. business--and tlmt FJ\CJ\L;}i was nut particularly 

_lnt..crested in pW':juint; a tradin~ of clients wit~ FECOAGfiOH. 

'rill' irony or' :.Le !\[iJ!ACDI Pl'opl)~':L1 to have FECOJ\GROH 

give up H:j cl't~llit function to FACJ\CH is that the latter was 

I . 1 I l' 8 Wh rcjectr:,u by I\[) for tillS role on y t lree years e:U' l~r. ereas 

J\ID wU:j rlLlW 1'I'O]'OS ing to gi vo the credi I.. to I·'ACACII because of its 

7 J\CDI ,"Report on Consultative Trip to Honduras," ,In 1<h.v-I, .JllI}(~ 
1972, p. ~:. 

I3See pp. J.2-t?O of FJ\CACH chapter. 



AI D had hecn Ll)lh~el'lled over cxpel'icnce wi til a supel'vised progl'mn 

ill agriculture. In the secol1li inntance, it was talking about 

experience with the crcdj~ ta~;k itself. 

All this mean,; that AID had assumed i:1 tIl','.' beginning 

thaL lad; of' expel'ience with a[,ricu~tw'al pro6rUlll~~ Wac'; tht~ limiting 

fncL"l'in deterlllillinL; li1C ability 01' an organizatiun to !Jo,lldlc 

such a prlJc;null. L ts prl)Fc)sal t.O Cive Lhe c1'E'dit l\UlCt:.ioll back to 

FACACII, ill LUl'!l, Wi" ~1ll admi:;:~h)!l that la.ck of (?x!,Cl'ierh'C' wi '-.h 

Cl'l'dj L tWill t.hat. it d~d lluL ll~tvc eXl)el'i,-~nce with acricultul'al 

prot:l'llms. There was a learning process in the FECOAGROH-F'ACACH 

history, in swn, that was never made explicit. In designillg 

future proGrams, ~his particular lesson should be taken into 

Ilccoun t:. • 

'I'he Jlonduran Government d.na the mH'. FACACH was not the only 

potential ,;01.11'c(' or c;alvatioll for FECOAGROH' scoop:.;. AID and 

FECClA(;HOIi a.L:;() appc:l L:d t,) L1w n)Ven1mcnt and the BlH'. But thl' 

histo1':1 of' the pl'OO".Wi Ind ll'i't t1w tjovernment as a somewhat 

uninterc~.;ted obc;erver. The FECOAGHOll rW1lis, afLer n.Ll, were 



lIlt' I'X-I"i\l~t\l'1I rUl\,I:; \0.'11 i ,'II. i 1\ 1111'11. lind ,'I' i t~JII:III,\' l'I'I'1I i 1\t l'lldl'd 

Il 
1\\1' 111\' !lNF. '1'11:11. W:I:; b:h'l\ ill Illl'I' :11\.1 Id(,:I, Whl'lI t.1I1' lll.:\ ,,':1.11 

was beine; Jh;cm;sed as totally for 13NF capi tali zatio)1 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 $744,000 to FACACH and then 

FECOAGROH for grain storage facilities had also am0unted to a 

purtial bypassing of the BNF--thouDh the Bank received $3 million 

ur LI1L' olB 10m1 for COll:.,truct i,)I1 CIt' two central crain storage 

\'111' iLL tie:;. '1'1112 l3anK hnd beell in the e~raill mm'ketillS; and 

~;t.l)J'nt~e bu:; illc:.;s 1'01' mm1y yeaJ's, and had a network of small 

storage f[leilities throue;hout the countryside, ma.'1Y 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 foJ' BNF operation, instead of having yet another 

institution eom,tl'uct and 'manage a separate system of new ones. 

'rhcy thought this preferable to bl'in(!;ing in an institution with 

no experience ill tlJi::> field (first FACACH, then FECOAGROH). 

Others in tile AID Mission wanted tc keep part of the grain 

storage progrmn away from the "bureaucracy" and "government 

interventionism" that they felt was involved. in manup;ement of 

9pp . 10-12 01' FACACH chapter. 



the program by a l:ll'ge es:ablishej ,'!e'"elopr.lent b:mi-.. Thdr dew 

prevailed, ani the $7 44,000 for h~c:al l'acil i ties was Je:3ignat.ed 

for FACACl! (and lat.er, FECOAGROH). For various reasons, neithe:' 

FACACH nor FECOAGROH started in on the construction of these 

~-;toruge facilities, lU1d the fWlds remained wldisbursed at the 

Lime or FECOAGHOH'~; demise in 1973. 

'1'0 the e;overnmcnt a.nd the BNF, then, FECOAGROH 

l'epl'eSellted an institution that AID had created to handle fWlds 

which were originally meant for them. In general, FECOAGROH 

hud been lOl)Ked at by the Government as an AID/ACDI Wldertaking, 

that did not have much to do wiLl! them. 'rhe government had never 

committed lUly finallcial support to the program, despite AID's 

urgillg~). 10 Partially as a result of Lhe hiGher salaries paid to 

FECOAGROH ernployee~;, the Federation was cho.racterized by many in 

LI 1'1' "LI' .. ,,11 Il' pltu iC GCctLH' as . mt gringo orgLllllZatlon. For all 

Llie:;l' 1'oo.:;on:;, it. is not surprising that, "Juring the mid-1973 

JO " III early 1973, Lhe Ni:3sion reported that the GOIl has made the 
badc policy decl:;>ion that, given sufficient lead time, it will 
support the FECOAGl\OH budget which is a major departure from its 
pasL sLa.ncc," (/\li)/!:, "i':)()!'t'l','lLi'l(' jlr>v(10)iIT!.'nL" rr~(l!', ,) ~~'lT'ch ]qn, f). 6.) 
This corIDni Lrn~nt took the form of Lhe Lakintj in of FECOAGROH under 
the winr.; oC Lhe Coop Depurtmcnt, us discussed above, and the 
commitment Lo increase tile Dc'purtmcllt'~; lJuuC<!L WIJt!J' Lhc~ Dector' 
loan program. I t. did not meeL the jrlUnedillLc prubl(:m or LIlt' 
F'ACACIl receiver::;hill or of' Llle indLv.idual CO!!p:,' c)'('dit. 1I('r~d::. 

11 
The salary qucntjon is taken up in tile fol.Lowjnf, L;r~d, jUlI. 
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FECOAGROH rescue activities, neither the BNF nor the ~linistry of 

N t 1 R '1' d . t t tl t F d t' ,,12 aura esources 01 ere aSSIS rul~e 0 Ia e era·lon. 

'rhough the govenuaent was in the beginning not averse 

to FACACII I S rescue propl")sal for FECOAGROH , involving the 

wHlisl.lUrr.ed $7114,000 , it ultimately decided against the idea. 

'l'he BNF had convinced it that the $,(4 11,000 would be best used 

to open a "cooperative window," a proposal that AID had been 

pursuing with the Bank for SOIrJf tilae. 'fhe Bank had previously 

showed a lack of interest in lendil~ to the kinds of cooperatives 

that interested AID--i. e. , small farmers and basic grains .13 

When FECOAGROI! fell apart, however, it must have been apparent 

that a. cooperative window would oe u good way to get the 

wlobl igated FECOAGROH fundt;. The BNF tUld the government, in 

t>lUII, IlaJ. thl'i I' OWIl idea~~ about how tn ,ieal wi th the FECl)AGROH 

1ll01lil':;. They involved the strenGthening of the BNF, and not of 

FECOAGROH or FACACII. In the end, the Wlexpended $71+4,000 was 

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

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

12A1D/ H, "Rp(P1C'st :or J\lnp~ld\"d Authod zation of 
Loan No. 522-L-018," [fall 19'nJ, p. ]0. The: n'fl"OrJ for this 
position by the BNF and MRN, the Mission said, "nppes.red to be 
that the BNF did not want to become actively invoJ ved ::;i lice 
FECOAGHOH had a credit line with FACACIl, and Ute Mjllj.~;try uf' 
Natural Re,;ource::;, while it could provide some tecilll Leal 
asnistance, could not provide any fWlding." P. 10. 

13See pp. 2-3 of BNF chapter. 
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Paying Higher Salaries 

Lo i \.S CL)UP l'XLClIsion isLs Itt It Liml' when Lhe Coopcruti ve Department 

of the govenunellt lola::; paying less than half the salary--$200. 

Such salary differentials arc 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 illstiLutions in developing 

ins Lit utions working in the same field. In Ecuador, the topping-off 

had to be discontlnueu, partially because of the resulting 

institutional jealousies and their adverse impact on the 

acceptance of the AID program by the l~overnrncnt institutions 

invulved. 

'rhe problems that high salaries are supposed to solve 

are very real ones for the administration of AID-supported 

1 
Sec p. 98 of Ecuador volurn~. 



87 

insti tutions. But the costs of reS,)lvin[, such problems in this 

working. It says, in effect, that we have the money to avoid 

yow' poor-country salaries, your mediocre bureaucracies, your 

moonlighters. We aren't limited by one of the major constraints 

within which you have to work, 

'rhe high salaries also put AID in a somewhat 

exploitati ve posit ion with respect to the publi c sector 

of the count ry it is assisting. The low government 

~;alarie~~, that is, Guarantee Lhat a high salary will work--i. e. , 

wi11 drnw 01'1' t.he cream ur ~Ile public ~~ecL\.)l' 1\)1' the AID project. 

The low ~;ul.llrlL>,; are (,f;~;clltial t.\.1 helping AID f,ct tht· best people. 

Finally, it is ea,;icr f'll' AID tL) pay high ,;nlarie~; on any 

pnl't.il'ul:Lr project t.liWl for:l t~L1ve1'runent t.(l cte3J.. with its low-

~;aj ~ll'~' problem. The importance of thesc f;alnries in total AID 

expelldi tlrrCS is mudl lor;s than the importance of salaries in the 

toLal expellditure~J of a red.picnt goverrunent and in the policy 

problems of that govenlinen t . 

The high-salary appl'oach thus tw'ns to AID's benefit 

a major problern in t.he administration of the public ~;ector in 

developing countries. It. leave:; t.ltl' rest of' t.he public ~;ectol' 

poorer off as a result. In a sen~;e, t.he hlgh-~Hllaried proJect.:; 

put AID in tl1'~ same position as A. pd.vate firm: it (~xt.ernllliz('u 

,'\ . 
,'. (I 

\, . 



the costs of its ac:.L'In~~ as n:~!l'll :w i'0S ,ible, :.llhl intel'nli..1L.es 

the benefits. Since it is the l-'ublic sector that 1::USt pay the 

CO~~ k~ extern:1.1i zed by AID in thi~; L~ase, tile bell~'t'i t ~~ :..u'c gnillt>d 

at a l~ost that GiwulJ tl(1t be excl\lded from consLlcration by W1 

:1{~t:'IlCY that i~; L~OllL'L'l'tll',l wiLh ~l CUlllltry'~, public-~,ector development. 

\.J11l'tl t'\lDlL':I\'L'~; ~Uj ill~;tit.ut.inn, Lhat illst.itution must 

lJluy W1JO the in~;tiLut.i<ll1. 

crC'lLod insLltutll)ll, whet! :'. i~; _,,~·t. ,,)11 its c>wn. FECOAGHOH, Cor 

:;Cl: tOl' proble-tII.'. by pay ill( III ,~!1('r ~;t~lar ies, Llll'll, but. one also runs 

til(' )' i5k at' 10sine; l)ne IS p.il:l.ce in the institutional 

environment. 

A 1 t. el' nat. i vo ways u l' ~;c('uri.ng gOlhi PCl'c,OllllCl for AID 

pro,i eeLs should be ,;oue:ht, l.Jne way Lu deal wi th tJ1L' problL'm is 

other grounds ill t.he Eeua<Jcl' 1'1:[>1)1'1.. t'\nl;LIil'1' wa'y Iflif,ltt b(~ L,) 



mechanism coulJ. be non-monetary il1ccntives--not ill the sense of 

pcrquisi tes that would create the smne kinds of differences and 

Jp£UOW-;ll':; a:; :;alnt'Y dit'l'cl'l'nL ial:;--buL in tenns of the quality 
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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 

uudi tor's explanations of the Federtltion' s problems and ultimate 

collapse did not differ from those of the contractor. As noted 

above, the failure of the program was attributed to (1) the 1971-

19'72 drought; (2) the Honduras-El Salvador War of 1969, which 

C10:;C'li tl'ade between Lhe two Cowltri.es, including Honduran corn 

l~xport.s, un which the Federat.ioll ha.1 been c,-)unting for income; 

(3) of similar' impuct, the BNF decision in 19'{l to monopolize 

grain exportillG. '1'0 these W1foreseeable events were added three 

more explanatiulls related to t.he dt}sign and implementation of the 

proC;I'arn: (1) t.he restri~t.ions on credit use to basic grains and 

u limited variet.y of inpl.ts; (2) the W1anticipatedly high cost 

01' t.echnico.l ussi<;tancc supplied by FECOAGROH to the coops, and 

Lhe t'l.l.ct t.hat. t.ilL; aett v i ty did not gencr!:l.t.e revenue; and (3) the 

FACJ\CIl Cl'cd L L fl'ee:':e and nttllchment or the 

Fedel'llLion' f; assets. 'l'he l!:1.ttcr was more an outcome of the 

program's problems thl1I1 their cause. 

There was also a f;wneness between what tile contractor 

proposed to solve t.he Fecier!:l.t.lon I s problems I1I1d what tilt! Mlnsioll 

proposed. Both suggested the major revamping 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 consolicl.ate the cnops into 15 regional associations. 

Only Ilher FACACl!'!i ac Uon j n the SUDuner of 1973--

FACACII's acticm m; preduJini~ unythin!"; but AID termination. 

ThougiJ the contractor ull,j AID t'avorcd a different cow'se of 

aclhl!l in the end, however, thejr ,'xl1;ruHltion oj' the failure 

l'CInnined the' ~~:Ulle. 'l'herl~ wu~~ Ill) t~\'a.luative stlitement about the 

contractor's w')l'k, morcu,'c'r, or l'l'itil:ism ur the way it had 

hnndled proulL'ms. TiJl' exp l Euw1,ion or the i'a i lure pictured AID, 

l"ECllA\~ROH lUlU ,\CDl m; the hclpll'~>~; victims ut' ouU;j,ie forces. 

i.n thif; chaptl'l', huwcvcr, the c'xp.lanation wac; illc;ulIl!lll'tc Ilnd 

focllsed on vat' lllUJ es Ulat were mai Illy outs ide everyone's control. 

It wa:~ silent auout the factur~; that were within reach. The 

adver~.c event" ci teu a:; 11 cau::e uJ' tilt.: prolJJ I~rn~;, rn,)l'c'uver, 

occurred ILrtl~l' c;orne of the IJrolJ.l!!rn[; ntnrted to IljJjwllr--tw L huve 

, ! 
\ 1,\ ( 
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also tried to show above. Or, at the least, AID and even the 

III n field survey nIade by the CL1t1tractor's Washington 

office, 1'01' t.>xnnlplc, conducted ill the mi ust of the second 

~,ucces~;i ve ye:ll' or drought, no mentioll was made of the drought--

though the Har o.nd the Bf-iF' monopoly were cited as causing 

marketing problems. The tone of the report was optimistic, in 

fact, citing a SO~ increase in business ~.n 1971 and predicting 

wlother gain for 1972.1 Mention was made of a 25% delinquency 

t'ute on credit. Similfl.rly, lUlOtht~I' contractuI' rq)ort, da.ted 

l)nly day~ later, wa~j also opt imistic xlli made no mention of the 

Lirought--even t.hough it referred t,) "scvere problem~," in coop 

" cl"L'tiit Il.dmilli:~tl'ntjon Ilnd 11 40~{. ,1l~linqllell"Y rnte.
L 

It was ,)nly 

:\ Yt':U' Itltl'!', at the Limp whell FACAl:1! lleclared t he .~2 coops 

illL'l igible 1\'1' rurt.'·CI' borrowing lU1d ~;eized the assets of 

F'ECOAGHOH, that til" ccmtrllctor fi:'s L rt~ferred to the drought. 3 

S.imilady, the AID rile:::; showed a consi<lerable lag 

before the drought wa:.; brought up as a reason for the credit 

lACDI ," Report, Oil Cunsultati ve 'rrip to Hondw'as," ;)8 l~ay-l~ .J IHiP. 

19"(2, p. 1. 

21 (1u not IUlOW why dt:lillquency WIW reported as 2)/~ on the one 
occasion and an 110/~ Ii few days later. ACDI/Hondurlls, "Memo 
J'(' linnwll 1<"i"1'I.," 1'" .JUTl'· 1 

3ACD1 , ''Inrorrne Filial," 30 .lillie 1973. 

1'\ 
.\ ' 

'\.' 



delirlquency of FECOAGROH' scoops. The proposal for rene .... ed 

financing for FECOAGROH, presented to Washington by the Mission 

in early 197.3, referrea only in passing to the drought and credit 

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

DelilHluency .... as noted as beinr; 50;;, .... hich .... as "in part. .. due to 

t..he poor climatic conditions ('1' thl~ past t .... o years .... " The 

proposal went all to suggest that FACACll, " .... ith its greater 

experience," take over the coops' credit because "the member 

cooperatives need special attention in this area.,,4 

The first reference to the drought by AID as a major 

problem a:1pem'ed in July 1973, in a letter from the Mission to 

tl M' , t l' F' 5 le 1n1S e1' i) 'lnance . The impact of the drought, ho .... ever, 

.... as notEd by at least one person at the Mission a year earlier. 

It.. .... as graphically referred to in the memo of an AID officer .... ho 

visi ted t .... o 1.'t;l~OAGROH COops, .... i th the purpose of assisting the 

extensiunist in presenting the idea or a " .... ork plan" to the coop 

membership. "UI1C' problem that. has hit the comrnwlity and m8\)' 

accuunt 1'01' Lile umrillingness to organi~e," he wrote, "is the 

drought .... hich hus ruined from fifty to ninety percent of their 

corn proclucLion.,,6 

4AJ J)/l!, "Coop,'rativ(' j)P V1!]0)'1111'r:1"" PHO!', 1 Mar'l'll !()'(~. p. 5. 

JATn/I!. fJ'Ltl't' ()f' r·1i:;;',iorl Dir,'('tflr' t(l Mini:;L"r' (JI' I,'ililltll'" IIl1d 

I'u hI icC re d it., 11 . Jill Y 1 n'~, I'. 1. 

(, 
AID/H, "/vlemo rf' Visits to Cooperat,Lven," ?ll Aur~u!;t. 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 t.he delayed recognition of the~,e events us problem-causers 

seems to reflect a lack of informativeness all the part of the 

contractor, illld a lack of involvement in the problems of the 

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

Problems of monitoring information. Some of the problems that 

were llot picked up by AID or the auditors were s' :ghtfo!'Ward 

matter:;, easy to ascertain from the data pr'}sentpd by the 

contractor 01' FECOAGHOH to AID. An eXillllple is the fact that 

701~ of the' l~apj tal l)1' FECOAGROj! coors was accounted for by three 

coups er;LubLi,;lIed be!\)J'e the FECOAGROI! proc;null. ill18. which were 

out~;i,ie the :;pirit or the proc,nun--CA~3MUL, Santa Rosa and 

La ~iubirann ('.i'able 2). The preponderant role of these three 

utYl'ic:ll. coop~, in the agc;rC'b~tc data on this project's progress 

WUG discussed above (pp. 20-22). 

] n cit ing a ,'lli:' i.ll\~l'ea.:;c in equity capital of all the 

FECOAGHOll e<)(lln; tl' L. )~G,ooo Cl'om 1970 to 19'{1, the contractor 

noted that the incLu::;ion of "two leu'ger societie,j [CASfvlUL and 

Santa Hosa J n<lt ol'galliz.cd by the proj eet" was "misleading." 

Neverthele:;:~, it :jaiJ, "the i.ncrease for the year, however, iG 

an accurate melL~;Ul'C (If' I"row-th. ,,7 Y!:t the Lwo gI'OUp~;--EU1d to 

'{ACD1,"Heport on Corwultativc rrrip to Ilondw'us," ,do r~It.v-lj ,'WI" 

l~r(;J, p. 1. 1'1rI111JlI:;L:~ rni.tl'.~. 
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a lesser extent La Subirana--accounted for 7110 of the capital 

increase! Since these groups also accounted for 70~~ of the capi Uti, 

this meant that the increase in capi tu.l for the rest of the groups 

was the srunL' l)l} a percentage bWJis as for all the coops together 

" ( _) tl --,i. e., 'r~;~" 'l'abh' ',' . 

ill l~api t1.il ['Ul" al l thc Cl)UP:j, (,Xl~ lull int~ the three O'oups, was 

less than one-thi1'll the v:.tlue--L. 6~), 521 L.n6,264 ('rable 5). 

Table 5 shows the cOllsiderable di.Gcre~)ar.cies in program 

indictltors includi.ng and excludilll~ the three large coops in the 

total. The table is set up ill till.' ~;arne form as the performance 

illd icator!:; cited by l..he cont l':tr~ t.ll~' in fl memo for its annual 

9 
report. The tflble not only i:~hows sit.:;niricu.nt. differences in 

But it also shows 

WW; l'cccLvill(: .lOU'" budgd. ~;u[ll'urt t'l'om 1\111 under u teclmical 

a:;:;istanCt~ COI1tl':ll~t with ACDI, tile submissions of the Federation 

were at least revi~wed, if not prepared, by the contractor. 

8'l'his report.ed 20~.; incretlse in equity capital conflicts with the 
7,)% increase gi veil IJY the more de:'a i.lcd capital f'i~~llres submitted 
HI FECOAGROH I S quarterly repc)l'ts and shown ill Table J. 'l'his 
inc()n~istency is cCJllunellLed 011 flu'tiler beJow ill Lilt: t"xt. 



With respect to the three dominant coops, the comparis:m 

shows that without these coops, the aggregate figures are (1) only 

30% as great for c ::tpi tal in 1970 and 1971; (2) only 42% as great 

for input sales in 1970 3.nd 611:'; as great for 1971; (3) for credit, 

only 1(7% as o'cat 1'01' 19'{O :111.1 SlII~'; for 1971; (II) anu for output 

TlJe COil tractor repurt citeli above is reproduced as part 

of 'rable 5. It Slll'WS vctrious measures of progress for the "average" 

coop--creciit per coop, supply sn.les per coop, marketing sales per 

C'oup, etc. --though it does not give the 11{-;;grpgate figures frolJ~ 

which the average was calculated. \{hen I multiplied these averages 

by the number of coops listed in FECOAGROH's quarterly reports, 

give or take a few, it was lIot possible to get totals that were 

within a !'eusonabh' ranr,c or the detailed data presentations of 

us lh(j~~. Tid:; not. ollly connie t~; with till' '(5i7. average increase 

I~i ven by till' FECOJ\(~HOl! prescntat ion~, (Table 5). iolore seriously, 

it conflicts wi til the 20~; aggregate increase in capi tal l'eporteu 

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

10ACDl, "Report on Consultative 'l'rip to Hunduras," ?,'J ~'ay-h .Jllll(, 

19'(2, p. 1. 
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issued at the same time. (There is no way that a 20% aggregate 

increase Crul give a 146% average increase.) 

Fi:lally, 'l'able 5 compares the contractor's performance 

indicators for the "average coop" with averages calculated by me 

from the more detailed FiCOAC'rROH reports. The most notable 

discrepancies are in paid-in capitu] and output sales. The 

contractor shows capital per coop increasing at 146%, as mentioned 

above, while the FECOAGROH data gives 15%. More striking, the 

contractor shows marketing sales per member increasing at 313%, 

and the FECOAGHOH 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 

wa~~ incomplete, inconsistent or inaccurate!-l The reports by the 

cOI1~rnctor of a 25% D.lld a 40% delinquency rate for the same 

period cited on p. 92 ubove, are another example. Another 

insto.nce is found in the only table of performance indicators 

for the pl'ogram in the contractor's fina.1. report to AID. The 

IlThere 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 18%--perhaps 
a typographic al error (footnote f to 'ruble 5). 

·v . J 



monetary values were in-iicate-i to be dollars when they were 

1) 
actually lempiras, which are half the dollar value. - 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 

tl~rl'llge, let :1.lonC' their landholding size. 'rhe La Subirana 

L'Ol) I' t for example, had 3 man:;anas or 5 acres per member in 

"area"--within the definition of a small farmer in Honduras 

('l'able 2). But adding the non-grain acreage of that coop in 

pl~lltains and pasture, utilized acreage per member was 17 

manzanas or 29 ucres--outside the small farmer category (pp. 16-20 

above) . There was no way of knowine; how importn.nt 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 

12" " ACDI, Informe Final, 30 June 1973, p. 15. 
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III addition to the ill~olllplet.e data Oil acreage, there 

were Q£ data on lhe credit delinquency of members to the coops. 

Yet this information would be an important bell weather 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 

members' credit out of their own capital. If this was the case, 

then Lhe delinquency of the individual members was having a 

substantial impact on the fate of the coops and the Federation. 

Another example of incomplete data was the fact that annual credit 

breakdowns 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. 

Olily a year after the Federation was formed, an ATAC 

evaluation reported similar frustrations in obtaining basic 

wor~:ing data on the program, and suggested the "need for 

, t th J' ddt 1" f t' '1 bl ,,13 lmprovemen on . e un s an amoun . s 0 ln onna l( 111 a val a e. 

At the end or 1970, for eX81nple, data on FECOAGROII coops was 

13 A'l'AC, "Field Trip Background on Honduras ," ,Tune 1971. This and 
other citations in this and the next paragraph (ll'e from pp. 73-'(B. 

,.\ 
\ \ 

\. ! 



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 progrrun involved AID­

fillunced 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 3.nd FECOAGROH never 

did report the latter measure of delinquency, restricting 

thelll~;clves to reporting the delinquency of coops to the Federa.tion. 

'rhere was, in short, "n lack of sufficient data. for the federation 

to frame a program or to measure its progress." 

The need for critical distance. The fact that the contractor 

was nut required to submit more informative data, and that its 

analyses of problems were accepted almost completely by AID, 
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'l'he ~0I\tra~t.~11'~~, at'tl'l' all, m't' 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, moreover, as approved by AID. Officially, 

AID does not want to impose itself on the ex~cution 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 preSGUl'e from the U.G. legislature, 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 contr3.ctor 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 tnlk the same lallguage, they suclalize with each other more. 

The equal status of the two as for'~igners abroad, in an 

environment which they sometimes find exasperating and inscrutable, 
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'l'ht'l'~ i5 often considerable movement ~)r America.n 

technicians back Rnd forth between positions in AID 

and positions with the contractors--as was the case with CUNA 

in HondtU'as Illld CLUSA in Ecuador. 'rhis 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 si tuation, at lenst, tlw I'ccipient institution has the 

S/..UI\C cultural affinity with the fimulcing 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 contr~ctor 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 call delegate 

to the contractor the responsibility of keeping wu.Lch over 

possible inconsistencies in these areas--e.g., disLorted 



eVn.luations of what is happcnine; in the field. As lont-'; as ~'nl:' 

sees the contractor as somewhat. of lUI extension of ~'ne' sown 

orf';~U1i~aiion--:1.I1d as long us Lht:' dl'culatioll of penwllllel back 

alld forth bet.ween the two types 01' orgllllization occurs--it will 

be difficult for AID to do tht~ necessary monitoring of its coop 

projects. 

AID project documents often freely express 

apprehension about the recipient-colU1try institution or 

C'nvironment. Ont~ rarely 3ee~~ t.his kind 01' WlCRSillt'SS expressed 

111 relatioll t.ll tlll' contl'actor. Certuin l't~atw'es ul' project 

d('~;it':ll, that is, m'e conullonly JusLified in terms 01' how they 

wi U protect [101.ill:~t cert:lill malevolent features Df the recipient-

COllllt I'Y illst i iu tional ellv irolllllcnt--poli tical meddling, bureauc ratic 

interventionism, diversion 01' fWlds to other uses. This mistrust 

is based on the assumption that there will be actors in the 

project environment who will have motives that a.re lU1related to 

those of the proj cct. The case of the contractor, however, is 

In the two countries evaluated for thL; study, Lho 

only case of a comprehensive and critical field evnJ.uation of n 

contractor's work involved CHEA in Ecuador.
14 

In that clise, 

III 
Pp. 140-141 of Ecuador volUInf'. 

, , . ' 

\' 



interestingly, there was considerable dislike at the Hission for 

the contractor. And this was one of the few cases of technical 

assistance for coops wr:ere a U.S. coop contractor was not used. 

'l'he Mission I s dislike for this contractor, regardless of its 

substantive merit, created a healthy distance between AID and 
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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 

('(wily verifiable problems. Independent evaluation can end up 

by simply bringin~ in more grc)UPS who see reality though the eyes 

or the contractor, because of their even greater unfamiliarity 

with the situation than Lhe AID Mission. 



Table 1 

FECOAGROH: Affiliated COCJI,S b:r O~\:r1=-e or ?rodu-::!,-ion, 1971 (Master Table) a 
(ler::~iras) 

Acreage Credit, Input sales I Output sales 
No. of ill grains (outside (outside I (outside 

Coops by type of activity members (manzanas) b rECOAGROH)c .!ECOAGROH)d I FECOAGROH)e I 
.-

Basic grains only I I 
San Francisco 18 

I 
66 361 369 

, 
0 I 

i I 
Sonaguera 115 322 3,680 6,094 0 I , 

I San I.ldefonso 13,035 11,620 I 463 I 75 210 I 

I I 

Cuyamel 113 250 11,062 25,731 I 10,000 I ; 

San &'1.tonio I 100 100 13 ;r63 1,994 0 I 
Jacaleapa I 144 923 22,825 43,758 44,453 I 

I 
Chichicaste 

I 
156 558 51,154 23,059 13,546 

I El Esfuer30 28 200 6,805 3,875 
i 

0 I , 

Subtotal 749 2,629 117,691 116,500 ! 68,462 I 
I I I I 

l' ~ I 01ancho ( basic grains) I I I 

i , I 
Catacamas I 388 4,700 I 41,500 89,200 50,338 i 

I 

I 
, 

Juticalpa 272 2,900 I 27,300 66,300 0 

I 
I 

i Lepaguare 61 1,100 0 0 7,000 I 

El ?·:)rv"enir 47 600 5,562 840 3,050 i 
I 

Sub':otal 768 9,300 ! 74 ,362 156,340 60,388 i I 

I 
I I Cattle "'nd basic grains I i Rl.J ~i!1io 

I 
56 156 2,667 21,837 

I 
2,964 I 

Sar. ?rancisco de Yojoa 86 166 20,675 23,864 2,955 
Sante Cruz 130 228 25,769 15,658 II ,894 
Las Vegas 207 600 6,400 2,873 0 
Santa :"ucfa 368 1,300 40,966 40,385 41,698 

Subto"':EU 847 2,450 96,477 104,617 59,511 

Working 
capital 

11~ 

1,014 
2,274 
2,46f) 
9,044 
4,673 
8,924 
2,134 

30,642 

27,1~) 
14 ,~92, 
12,025 

~2,(j 

55,192 

3,6:;~ 
5,149 
2,924 
1,495 
6,245 

19,1.6(; 

r-­
C 
OJ' 



Table l (con"tinued) 

Acreag-= fCredit Inpu: . ~alesj OutPu~ sales 
no. '): in grai:-.s . (Ciutside (outs~Qe . (outslde Horking 

Coops by type of activity mer:bers (manzanas) 0 ?ECOAGROH)c FECOAc;RIJ2)G FECOAGROH)e ca.pi tal 
--I-----

Cash croEs and basic Ejrains 
El Progresso (banana) 64 n.a. 10,475 16,208 0 2,730 
San Andres (onion) 122 I 150 

I lO,521 

I 
12,840 0 1,498 

El Porvenir (coffee, I I 
tobacco, cattle) I 441 2,100 I 56,266 115,398 5,554 19,718 

Pinares (coffee) I 104 175 I 3,459 
I 

13,959 160 1,050 
CASFUL (coffee) I 77 290 I 6,663 9,742 4,959 5,866 
Cristo Rey (tobacco) I 84 400 i 13,753 23,041 6,258 2,177 
Los Angeles 

I 

I 
(horticultlZe) 237 792 I 35,820 45,605 I 0 10,455 I 

Villa San Antonio I 
i 

(horticulture) III I 354 t- 9,981 13,805 ° 2,312 

Subtotal : 1,260 4,261 i 148,930 250,604 16,931 45,tH4 
i 

Total coops I 3,624 18,640 I 437,468 628,061 205,292 151,116 
FECOAGROHg I 420,764 I 296,650 70,387 - - -
GRAND TOTAL 3,62:' 10,640 858,232 924,711 275,679 151,116 

~ata are fc!" year-end 1971. The data for 1970, 1972 arid 1973 are significa.n.tly less comf'lete. 

b 

Data excl~des tie coops La Subi!"ana, CASi~JL and Santa Rosa, because they are large, account for 
70% 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 rnanzana = 1.7 acres or 0.7 hectares. Though data source indicates only "acreage," it is 
apparent from field visits that these figures refer or~y to acreage planted in grains. It is 
not clear, however, whether the data covers only gr;~in acreage financed with credit or all 
acreage planted in grains. 



Table 1 (continued) 

CRepresen~s creiit that coops obtained directly ra~her than through the Federatio~--mai~lJ frorn 
cO!IlI!lercial sUPFliers, and also from FACACH and tne 3;;? Data on AID/018 credit channeled ':.hr0ugh 
FECOAGROH to the coops are available by coop only for the total 1970-1973 period, and not on an 
annual basis. See Table 3. 

~ata on input sales by FECOAGROH by coop are not a:railable. As in the case of credit, these data 
are sales made by the coop to its members, wi~h supplies purchased elsewhere than from F~~~AGRGii. 
The last line of the t.able Sh0 ..... S tot.al input sales :0 the coops by FECOAGROH . 

., 
-Represent.s sales by coops of member procluc~ion to tnird parties, as distinct from sales to H:./.;r.JAGhOIl; 

does not include ~ndividual s~les of members. 

fThese coops are classified separat.ely because of t.heir average acreage size, which is three time3 greater 
than t.hat of the others (Table 2). They were also said to include many large farmers and non-farmers by those 
who conduc~eJ. the FACACH field survey in 1973. I doubt ~hat they were only grain producers, 
because of tileir large acreages and their locat ions in a livestock-producing area of the c0untrJ. 

g7hese figures are in addition to the totals above them. 

Source: Based on data from FECOAGROH, "In fOl":-::r~ Tri!"!1':::sc.ral de ~::::COAGR()H," Year-end 1971, ;'.~pe:-!'':':'7. :"j 

:: f .:"IJ/E, ?EC(JAGROE De"lelop!!l'2nt. P:-oe;rG.."TI, (;"1i:;'71-1972 , 2 F'2bruary 1972. Crop inforr:i:::.~ir):"". f"r'JrrJ 
sa:::e .~"urce '=ind from ATAC, "Field Trip Eacr:g:--:'I.lnd R~po!-t on Hcmduras," June 1971, !'. 7~. 



Tahl" ? 

FECOACROH: :;~lpcl~d lnfli"""lt.ors (if C<Y)p A,..t .. ivity by Typf? of Coop, 1971n 
(Jr,"pir"~ i 

I 
1nl''' t ~1l1.,~ I 
('Jutsl<1e I 
f'"U-OAr,R(Af) r rJt'I"J'. A'IJ,..:; 
-----s-;;r1--- - - S or 

. lP.m~_~~~._~.rjtlJl _+ __ ~piP'~ t,f)tnl 

I 

I) : 

3;:> - 'j 
;>/1. 7 
;>11. 1 

/l.o 
--91.(' 

_TOT __ A_L ________________ ~ __ ~ __ J_2~8~~1~OO~._0~~3~,9~~~D~_~1~O~O~:-~U_d~~~~?O. 100.0 100.0 56],625h 100.0 1.64,1.11 100.0 977,909 l(YJ.0 I ,,1'),3i:IJ lOf).O 

--~--------~--------~----------

... 
o 
rn 



Table 2 (continued) 

One U.S. Dollar = Two Honduran L~piras 

~at~ are from Tabl~ 1, excep~ for data on pre-established coops, ~nich is also from source cited 
for Table 1. 

b 
Ynese coops are discussed on pp. 20-22. 

c l m~~z~~a = 1.7 acres or 0.7 hectares. Data source does nat refer to grain acreage specifically, 
but irrdependent ve~ification shc~s that the acreage figures do not include non-grain acreage. 

~ata is 18':' t:-.e three-year 1970-1972 period, not just 1911. Annual breakdown of AID/018 credit 
supplied t:) coops through FECOJ..GPOH ~as not a'/ailable. Source: Table 5. 

e 
All acreage ~as in bananas and sugar cane (600 manzanas or 1,020 acres). 

r' 
-Ynere was ~l:) ac~eage data for one 0f the eight coops in triis group (El Progresso, with 84 members); 

tJ"Cc:l ac~eae;e was thus di'ridee. o:r 1,116 members instead of 2.. ,260 to get a per-member figure. 

';;~otal acreage di ',ridea by 3,196 ::lemuel'S, rather than 3,958, because of exclusion of El Progresso 
and CA.s~,ruL,. 

~o be c~rrsistent with the rest of the data, the table excludes the coops San Francisco Atl~tida, 
?ueblc ~;'.le'r:), L,amanf, Atenas de L~fu1, Esperanza de Arizona and Reina de Jutiapa. Most of these 
coops .;ere organizee. toward the end of the period and data on ther:l is sketchy. Credit to these 
groups ~o~ted to L.24,929--or 4% of the total. Total FECOAGROH/018 credit including these 
coops is ~.538,556 (see Table 5). 

i 
In 1970, these three coops accounted for 53% of total 
had dropped out, Santa Rosa accounted for 26% of this 
is based shows no outside credit for CASMUL, which is 

credit; in 
category. 
unlikely. 

1972, after CASMUL and La Subirana 
The 1971 data on which this table 
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Table 3 

FECOAGROH: Credit to Affiliated Cooperatives by Source, 1970 .. 1972a 

Coops by type of activity 

Basic grains only 
San Francisco 
Sonaguera 
San Ildefonso 
Cuya'llel 
Sun Antonio 
Jacaleapa 
Chichicaste 
El Esfuerz0 

Subtotal 

01ancho (bas~_c grains) 
CataCaLnas 
Juticalpa 
Lepae;uare 
El Porvenir 

AID/018 credit 
(through FECOAGROH) 

Lempiras 

2,259 
3,395 

1.1 ,561 
10,627 
11~ ,059 
22,955 
64,641 
10,958 

140,455 

% of total 

0.4 
0.6 
2.1 
1.9 
2.5 
4.1 

11. 6 
2.0 

25.1 

Outside credit (com­
mercial suppliers, 
FACACH, 3~~F) b 

Lempiras 

5,014 
5,051 

11,399 
27,462 
14 ,91~6 
25,621 
85,801 
11,215 

186,509 

% of total 

0.5 
0.) 
1.1 
2.7 
1.5 
2.5 
8.5 
1.1 

18.4 

54,847 9.8 128,823 12.7 
43,'(56 7.8 83,)~)j7 8.2 

5,809 1.0 48,008 4.7 
8,427 1.5 9,465 0.9 

------------------------~--~----------------+----~-------------
Subtotal 112,839 20.2 269,743 26.6 

gattle and basic grains 
Rfo IJindo 4,274 0.8 1::,972 
San Francisco de Yojoa 25,511 4.6 41,520 
Santa Cruz 23,888 4.3 34,357 
Las Vegas 11,600 2.1 1,023 
Santa Ludtl. 92,852 16.6 Ih4, 788 
--------------------1------------------------ ---- -------

158,12~ 28.3 :~110, 660 

1.3 
11.1 
3.4 
0.7 

14.3 

23.7 
----.----------------l.------ ------------1-------- .-------.-----

SUbtotal 

11,01,). 
11,1118 

100,994 
4,1.80 

o 
7 ,551 

2.1 

18.1 
0.8 
0.0 
1.11 

26.ll 

1:i,9J9 
10,521 

163,fl45 
9,197 

2),4~.3 
18 ,~'(l 

1.6 
1.0 

16.1 
0.9 
2.5 
1.9 

'~;~::'H~~Ur;~l;~~""':~-·--55~~~::c-··JOO' 0 __ -I' '~ :~:: ~:(~~-- ~~~ ~ 
Others ~;),,931tl 11~),)j~/re 
-== -=.:A_~ _ - --_ .. ______ . __ .. ---- - _. -. ___ ._ _ .. _ ._._ .. -=~~ -- -- -=----=:... -----.-- ~-- -- ._-- . -':.~~_:_=...-•. __ _ 

GRAND TO'['AL 5Bh,5)() 1,5J(),')1'( 
~~-=-~~-=::-=-~~~J,-=.._:.,.-~~~t.._:__......:~:_::~=""~~:~-..:._-_.;:;_;_7::::= _ _::_~-~.;;:~!':..._:'~ .• __ 0 -=-' 



Table 3 (continued) 

One U.S. Dollar = Two Honduran Lempiras 

aln order to be consistent with other tables, I have cAlculated 
percentages excludillg (1) the three large and a'ty.oical coops 
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La Subirana, Sru1ta Rosa and GASHUL and (2) a group of miscellaneoUB 
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/OIB credit from FECOAGROH. 

~hese coops do not appear in 1971 data and other data for them is 
sketchy. They are San Fran2isco Atlantida, Pueblo Nuevo, 
Paraisefia, Espfritu Renovador, El RosELrio, Lamani, Atenas de LeM, 
La Esperanza de Arizona. and La Reina de Jutiapa. Their credit 
was 4% of the total. 

eThe coops Moroceli, Antigun., Nn.co, La Esperanza de Arizona, 
At.enan dt~ Leall, El Mochito, El Hosario, Lwnanf, .TesUs de Otoro, 
Kl Pnraiso /Uhl La Heina de ,l util1ptl. 'l'hese groups account for 3% 
01' t.he total (~redi t. 

Source: AID/OIB credit data from FACACH,"SLUllinary Cln.im 
Reimburserr,ent No. 25," 6-31 July 1974. Outside 
credit total based on datti from FECOAGROH, "Lnforme 
Trifl]o:~!.nl1 dr- F'J·:cnAGi,nH." ,[par-,'nd 1970, FIT 1 , 1972. 
]Cl71' rhVl rel'1"j'ltell 1n !\'l'!\::-:, "Fir~lol Trip Hfl(~l{~round 
Repc l !'! on Honiul"i!-~," .":Wlt:' lc)"n, p. '{b. 19'(2 data 
reprinted in AGJ1, "Tnf'ormC' Final," 30 June 1973, p. 15. 



T"t.l" I, 

FECOAGllOH: COIIIVl1ris0n ur :;"rvlc,,~ :;uPl'lll:<1 t.y F1:::;IJAGHUII WH.I by the COOl''', l~10-191211 

Credit I Inl"Jt ::Wd Output swes Hutlo~ (ror totw 1"igur"s 
------~---.---- --- -

! % % ~ % % 
coops n;COAGRfJH COOl)~ F'ECOAGROI: COOp!l Input: Input: Cr"dl t: '" '0'1 »m""" 

Cuvps Tutl::l.i .In tutal I .. t.vttd n:C'OAGHOH Cvop::; 'I'otal In tot"l In tutal credIt uutput vutput 

60.7 205,334c 28G,21 4d 494 ,..:.oe 42.1 )7.9 0 40j,U82 403,8tl2 0 100.0 1.1 1.2 1.1 

51. 0 296,650 6;etl,u61 924,"11 J ~.1 i.;1.9 ·IO,jtl7 20) ,292 215 ,61~ 25.5 ·;4.5 .1.1 j.4 j.1 

60.2 l ::rt9,l46 ~U);{~2 9G2,eU~ J~.4 (,0.(, n.tl. 0.£1. - - - loG - -.. ----::~ 
I 56.1 tl84,DO 1,498,u)·, 2, Jtl2 ,.lin Jr.l (.2.,) - - - - - 1.3 - -_ .. .. - .,~ 



Table 4 (continued) 

One U. S. Dollar = Two Honduran Lempiras 

~ 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 mru'keting sales, as shown in Table 2. 

bFECOAGROH credit to coops was presumably from AID/018 funds exclusively. But those funds did not start 
disbursing until ~·1arch of 1971, which puts in question the 1970 figure. Also, these credit figures for 
1970, 1971 and 1972 sum up ~o ~.831,583, which is 41% greater than L.588,556 of AID/OIB funds to FECOAGR0H 
coops (~ables 2 and 3). Since I have complete confidence in this latter figure, I assume that the FECOAGROH 
c:rc.-ii t; i'i:S'cl..!"'es in "Che SOLTce for this table include credit from other sources--most likely, AID grant fund.3 
--a.'1.d./ 0::: in~lude the use of credit by t,he Federation for its own purposes, rather than for re-channeling 
tc the coops. 

CYnis figure is no"C cvailable from the 1970 FECOAGROH quarterly report. It is taken from ACDI Annual 
Report. 1973. The Annual Report figures for 1971 and 1972 are not completely consistent with the 
FEC:O.AGROH data. 

~is fig~Te was available only for supply purchases (L.350,396). I multiplied this figure by the ratio 
of scles ~o purchases for these coops in 1971 (0.817) in order to get the figure for 1970. 

Source: FECJAGROH, '~nforme Trimestral de FECOAGROH,"Year-end 1970, 1971 and 1972. 1972 report reprinted 
" " 1 in ACDI, Infonle Final, 30 June 1973, ~" 15; 1970 report is reprinted in ATAC, 'Field Trip Background 

Report on Honduras ,"June 1971, p. 76. 



'!'u.,ltlc: ~ 

FECOAGRuH: COIDparisons of COIl~r .. ~tu .. WId n:ClJAGFtOlI Pcr rormaJlco: Ina! culor:;, 191~1911" ° ClI:pi ra" ) 

Year nd 1970 {<:ur-end 1971 P~rc~nt improvement (1970-1971) 

I--------- I~""''''" -"C~'! -;;,,:o~ ---,--- --rFa'OAGHOU qrtly r"purt ~OAGFtOlI qrtly r"port. 

Contn1~t ~U!!tU~ry All CVl.JiJ~. Cuntrnctvr !JWill'l".hrJ r All COOlJ9, Cuutructor SWlRh171 A I I All coups I 

l_n_,J_'_' c_a_t_o_r _____ --l_r __ "~-: ~ ('L! 1 ~L'<.lp~)D I ,\: ~ "':''Jp~ _ ,:::",cl_. _ ~~:,:..,~ ~"""rt ~u.l": ,:::uvl~~ ~ tl A1~_ CoXl.!'~_~~~ ~~~rtPort (ull ":OO~~l cc,up::; excl. three 

No. vr COU"'~ I 2b ~) 11.0.. .!tJ.:5 n.u,. I 0 0 

Memb<:rstnp I 
TCi~a.l ! 3,!')'J .',)0) n.t!. j,Y',U j,{,~4 CJ.C1. 23.b% 26.5% 

:14 11S g;' 141 111) jj:% 23.7'1. 26.1% 

C ... ,ita! 
'i\Jtal 
:: t:':" L.:V-Jl' h ~ -:' '. 

4~.9 

2il9,_ ,,~; 
10, )jl 

:.J''J. ~, 

3C..y;',. 
.3 ,:,6;. 

J~.2 

n.li. 
12,1 ):: 

55.0 ~tr ~~~"~r I 
In~ut su.:t...s 
{ .)U!.:; i Je- !-':-.: ... 'tJIH..i~H) I I' 

'."t...! 'I n. ". 6e} ,421 :!e(',::'r4 n. II. 

505.:'.-',) 
le,O)5 

127. I 

')T{,'J39 
34 ,'1;'( 

"I.'( 

;'e. "'J-j "3,0'2") ;:>1. ,408 11,:,)1 J7,J9j I 
l'~~;~~::t~:"w!.;~l!' I 222 213.b ~~.9 'I J95 

Tct"~ I n.... 5~),;:>!O 264,)1 I n.... II :,01,411 
!-~r c'''''" 9,tiVl <'0,100 10,;,d2 1~,9;:>1 IG <&t: 

I~I ,11£i 
6,045 

111.7 

4 j[ ,JIG.:, 

17,1199 
120.1 

(uu!.si..!c:: F'E:"'I...IA,;ktJH J I 
Out.t: .... ·~ ~ Uo;"!.:i I 

Tut3.l In.... 1,21:'.237 40),t1d.: n.... <!1O,)50 205,292 

B.l:!.. 

1"6% 
hL~ 

Ll.h, 

~G:: 
HJ::t" 

I1.U. 

62% 
2j:t 

ft.b. 

HJ;:t 

74.b;t 
'(11. t1% 
41.1~ 

4j.l% 
43.1:t 
15.5% 

-l'{.8:t 
-17.8% 
-Jj.7~ 

_82.1%h 
-82.1% 
-66.0% 

14.5% 
74.5% 
38.1% 

119.4% 
119. 11% 

73.2% 

65. 4% 
65. 4% 
30.8% 

-119.2% 
-49.2% 
-60.0% 

",,:- ",=t,,,r I, 91.0 176.b 92.j 11<'.1 l'{l~'':' 

f'~r CL"'>' I 10,8'i4 43,no lG,1~5 L 30,808 7,514 1:,"12 
Per .. ember 100.9 j·(9.t. 141.0 416.9" 53.:! 56.6 
~~ __ ~-l. ___ ~=.==l~~--,~~~,o~_ ~~_~,-- ___ ~~ ___ =-=--=-=='=====~====== 

j13:tt: 
-,----



Table 5 (c~ntinued) 

aCredit , input sales and output (marketing) sales do not i~clude those transactions carried out ~~~.~ 
FECOAGROH, to be consistent with the contractor's summarJ data. Though the latter does not specify what 
the data ref'ers to, the averages are too small to include "toth independent and FECOAGROH transactio!""1S. The 
coops Naco, Moroceli and Antigua are in the 1970 data and do not appear in the 1971 data. In turn, the 
cooBs San Andres, El Porvenir (Olancho) and El Esfuerzo appear first in the 1971 data. Thus the number of 
coops in 1970 and 1971 is the same. 

°Contractor data is converted from dollars to lempiras. "il. 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 1ata is 
from ACDI/Honduras, ">!emo re Ann1.lal Repor t ," 13 June .i~72 , :p . 3. 

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

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

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

f The contractor's arithmetic is in error here. The absolute values of 222 and 395 given by the con-::ractor 
itself 1'0r 1970 and 1971 result in a 77.9% increase, rather than the 18% listed. This is perhaps a 
typographical error. 

&rhe contractor report shows 313% deleted and 213% written in. The arithmetic of the pencilled insert is 
in error. The 1970 a3d 1971 (written-in) values of 100.9 and 217.0 give a percentage increase of 115% 
and not the 213% written in. 

h.rbis large decrease is to a grea.T. extent a result of zero entries in the FECOAGROH table for CASMUL a.na 
Santa Rosa i.n 1971 (Table 2). Since these groups have been strong and going concerns throughout the 
period, and had a ~o~bined value of output sales in 1970 of L.805,021, it is not likely that their 
sales would have ~"'1 -l e:l to zero in one year. The zero entries probably r~resent an omission of data. 



'rable 0 

FECOAGROH: CompH.rison ()t' CCl)P :~ll!trcs in AID/018 Credit and in 
Outside Credit, fur Five Lar~cst Shares, 19'Tu-1972 

(percentage:; ) 

Name of coop 

E1 Porvenir 

Santa Lucfa 

··1 ~~~ [' c:o~s_·~~....J~ f--~_'i~'~~~~;~_~_,~_f_~_G-_~=_or_I_;+-_~'~_u_t_s_i_d_e_c_r_ed_l_' t_ 

18.1 16.1 
I 

Chichicaste 

Cntncumas 

Jut ienlpa 

Sow'ce: Table 3. 

16.G 14.3 

11.6 8.5 

9.H 
'( • IJ 

12.7 

8.2 

.lll' 
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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 1913, a further $144,000 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 

mi]lion 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 Bank (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 

receiving 50% of the Bank's credit. 1 "Far too much" of the agricultural 

credi t was considered to be invested in coffee, cot'ton and tobacco 

1,),s. A(!,en ey for International Dcvl'loprnenL, Hnnr1llr /1:~ M 'i:;:~ion (1\11l/1I). 
,1Agriculturnl Dpvelopml.>nt (Credit rtnrl Ext. n~linl"." Nlllll'Iqoll.lIl !'r', • .!".'!. 

Pnper (PROP), Rcvis:l.on No. I, Pro.lr' c·" No. 5?;l-II-IIJC)-Wi(,.1, l\i"'~1'11111 
TOAID A-247, 11 December 1970, p. 6. Or, fi r. /I 19(1'( l 'vllll1 ld, jlll' 
reported, 13% of the borrowers oel~ounLed fot' n% 01' Lit,. "I'I 'l lil.. 1\11 1/11. 
"Evaluation of Bnnco Nacionn.l dr Jt'c)rnpnf.o." Mrmo 1.0 Ml l~1I 1(ln "i l'f'l'I."" 
from N. M. Ward, ?2 Aup;ust 1967. p. ;)(j. 
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(52% in 1967) instead of in the smaller-farmer crops--principally 
, ) 

corn, rice and beans, the so-called "basic grains. lIt:; '11he BtUlk' s 

financial situation was also considered wanting by AID. Delinquency 

was high--25%, not counting refinancing--a problem of which the Mission 

was ".1'ul.ly aware." The Bank had "not been able to operate profi t.ably , " 

mOl'eover, :U1d had never had !ill outside audit. It "objected to the 

employment of an outside independent auditing firm.,,3 Finally, he 

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. ,,4 

With full knowledge of these drawbacks, AID chose the BNF 

for its small farmer credit program in 1969, 1973, and 1974 because 

it was, in a sense, the only inst';' Lution flXound. 5 "A review of existing 

institutions," the 018 loan paper said in 1968, "revealed two with the 

, 
~' Ibid., 20. 

1 
II.;'. flp.E'ncy f(lr Int.ernational Development. Latin AmE'rica Bureau, 

Orricc of Development RE'sources (AID/LA/DR), "Honduras: ARrjC'uJtul' ·,l 
( 'I'('fIH nnd Storage," Capital A~sist.A.nce P.qpel', Aln-Dr,C/T'-7 Idl, : .... () .fl1llt' 
lCJ(,(~, p. 3R; "Evaluation or BculC'o NRr'lorral cll· F'nltll'nl\o," :'? AIII'II III. 111(,'(, 
p. 5. 

hi' 'I ~.,p.;ll. 

5Decauso of the some knowledge, 1lhe World Bllnk tlud elr'd ILL I. I lit! . I.illll' 
not. to include the BNF us one of tho purt:f.cipuLlng ul.I.llko in 1.1.11 
first livestock loan to Honduras. "NOB's credit operations hlLve 
been weak, ,I the BanK's report said. "Of its ~otal agricul tura.l 10M 

portfolio ••• 46% ••• was either past-due, tempora.rily extended, or hnd 
beeh re-wri tten. •• Although some improvement in its operationn j u 
underway, its credit and financial operations are not connidercd I.tl 
be Batisfactory." Tnternational 13llnk for RC'c'ort I1t I'll I' t, ion ILllli lit 'v, ' I, '1'_ 
mont (lBRD), A(T,riculturnl ProJcctfl n 'pm'trUC'nl" "J,lvo II~n (: I~ !)I'v"IIII"'I"rtl. 
Project - HonduruD," Report No. PA-?Ja, 16 nl.·rern!) 'I' 19(,f) , p. II, 
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potentiality, given adequate resources and appropriate policies," of 

dealing with the problems of small farmer credit: the credit wlion 

federation FACACH, as discussed in a separate section, and the Bank. 

The Bank was chosen even though "it was directing its efforts largely 

toward prl1ducers of non-food export crops ... and suffered from financial 

G 
wld organi ~ational problems." Induding the credit wlion federation 

in the loan fwlds, then, was a kind of hedge against the risk invul ved 

in selecting IllI institut.ion like the BNF. "Wl1ilc the BHF was to SOIlle 

extent I'eaching the subsistence LUlli nellr-5ubsif.;tencc level farmcr," 

the loan paper said, "a marc efficient and effective mcalls other than 

direct BNF credi~~ was needed.""( lIellce $1.5 million of credit funds 

out of the *9.) million loan were alloca~,ed to FACACll. 

CO~llL·.l..lnt of t.he problems of its choi ce from the beginning, 

AID accornplwied its capital funds with technical Ilssistanct' mC(U1t to 

help shi ft the Bank from large farmcrs to small ones and improve its 

management. Arter the luan starteli di~,bursinl;, mOl'c assist:mce was 

Pl'I'ror:;;~:"IICt~ on (kLill'1uency, Arter llutinL~ that ,kJinquetlL'Y wa~) twice 

the l'uLe that had been specificll by AID a:, Il cOl1ui Lion 0[' further 

lendin/r" fL L~nl uudi t report rc(~()rrunenllcd that the ~~i~;slc'll jr,et Lugd.her 

wi th the Bank about the "nece:;~;i ty 01' :~(:ekj lll:r, pro l'e:;:;iollal :;t'/'V i ('(':: 

6 
AIIl/I.I\/IIH, "11(lndura~:: Agrirult,ur'rL! Credit (Hid :~t.(lrltl'r"" ;'() .IIJlI'· 1'11'.11. 

p. ?O. 



to review, organize, train and implement an effective collecti0n 

,,8 
department. 

Up t.o l07L , most of the ENF" s small farmer credit lB.d /jone 

tl") individuals rather than groups. After that, the Bank was directed 

by the govern,llent to commit a considerable share of its small farmer 

('I'l'dlt to nc,o/lY-i'stablished at~rari:m reform t"':l'OUps. In l07~, r1IOI·eover • 

.!..C1IUI I'I'I'IUL:; Wl'I'" \.0 lll~ ('ktnl1c'I,'d to COOPPI'lll.ivps, f.ven t110111~11 AlD's 

f'il'::;t. loan t.o l.IIP Rmk did not involve small farmer groups--und the 

::t~('tor loan credit~; for small farmer groups had not started to disburse 

:11. 1.11(' tiJ:ll' of I:IY visi t--I hnve :lnll1~·?('d part.s of tht~ I\NF' pro~~r:un for 

v:II'i (lU:; reaSllll~~. 

1"i I':;t, I hnve been i!':pr(';;~('d by UJE' extent. to whi ch the fate 

of small farmer ('TOUPS is detendnc>d in man;: ease~~ hy t.he wa:; thf':: 

are handled by t.he institution f)'om .... hieh thl'y receive credit. G1'Ollr~' 

ill t. illlt, fOl' t ht' pl:lllt i Ill"': ~;0a:;OIl. T1Je IINF ~'nw i ded a!\ excellent 

nppnrtuni ty to exaJ!jinl~ the reI at-ions betwE't'n :-mall f:lrmel's and tllE'i I' 

fjn:mcjnr~ institutions,wit.h a vipw \'oward Imdf'J':;t.alldillr~ tllt' IPlI.IJI',· {II' 

this i.mportant dep('ndcncy--how it. ('1111 COII:'.t.J'~lill LlII' r/r'V('lnf'III"1I1 "~I' :~rli.'111 

[tH'mer orr~anizntjons and how it mjr:lit be' ll:;cd to t.lle advllnt.III~(· or' 

[:imll 11 farmers nnd their groups. 

R 
·U.S. Ar;ency for International f'evplopment, Office of the Auditor 
General, Area Auditor General - Latin America (North) (f\TD/AN;/r.A), 
"IJSAID/Hondurns, Ap:rlcultural Credit, and S1.()J'ILI~(·," Audit. Hl'fllll'l. N(. 
1-522-71-11 l" LOllT! No. 522-L-OJ8, 3() r~arc'h 11)'(1, fl. I'I. 
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Another reason for stud,Yin/""': thE' ('age ('If t.h~ BNF is t.lmt. 

i\ Tn' ~ ,kd ~~ j ('In t.l' fi nance smnl] fn l'l11l' I' ()rt~nl1 i ::.:1 t. i ,'llt~ t In'()\lI~h t.hl' I,N F 

ill t.lll' Agrit'l1lt.\II'n.l 8ect('lr Loall wm~ in p:ll't. :1 dec.i~i()n T1C't, t.e' (1(' tlli~: 

I.hr'ough FACJ\CI! (too small and no ar,riculturnl experience) or FECOAGROH 

(it had railee':). Usinr; a development bank for t.his task can be 
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evalua.ted as an al.: ernnth-e t\., .i\.)ill~ t he ~~Ulle ~hillt~ ~ hr"\l~h fc\kl':\ t L'llt1 

of cooperatives and credit W1ions, or through small-farmer \.""11' c00perati ve 

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 

It i t1tOl'Y ()r the l:lt-.ter two fed('rat i OilS provided all 

opportW1ity to evaluate AID experience in startiag 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 corrunitteJ 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 w~ 

l.\,.) lw ing Illude. 

~~e BNF case nlso provides some insight into the question 

of whether it is possible to re-orient a large farmer institution toward 

smaller farmers [lnd 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 np<..'cI3:HLI'Y po I i 1,l"IlJ 

power. Others say there is too much of 11 dl ffcrenee betweell l~l'I'V illt:~ 

large and small farmers, and too much conflict of interent, tu put. 

them together in one institution. 

Whether a small farmer program CllJl be Im{lJllnt.(~d in IL I/Ln~(' 
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farmer institution leads to another question: what happenG 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 dichotonw of interests between borrower and 

lender, as illustrated in the I3NF story told below. Once outside .t'unds 

~et 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 

obeisrulce 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 

objecti ves. It may perceive after a period of time that the behavior 

ucsil'~d by AID brings high rewards in the form of continued foreign 

:U~t; I n t.IUlce. 'l'he long AID association a.nd the accompanying technical 

asni:;tLUlce, 1Il0I'CLWer, give the jnstitutioll experience with something 

previously unknown to it. 'Ibis may result in socializing the 

institution's personnel to the "worthiness" of the AID objective. 

The question is an important o~e because it determineR whether AID 

should continue selecting uncommitted institutions as conduits 

because they are the only ones around; or whether the Agency should 

invest its r'.lI'al development resources only in inst.itutions with 

a proven record of commitment to the AID objective. The BNF story 

also provides insights into this question. 



The Divergence (If Donor and Recipient Interests: Seed Capital \'s. 

Small Farmers 

As s])O\</11 n[l(lve. relations between AID and the BNF eommpnced in the 

rnirl-1960s around a loan proposal thut had nothing to do with ar.;riculture or 

slnall 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. It proposed instead 

'Lo capitalize the bank through a loan, and no mention was made in the 

1 1 l' all f b " 1 oun proposa 0 Sill armel'S or as1.C gru1.ns. 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 

disbw'sement of the AID funds to the needs and patterns of the BNF 

us 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 

H d 
,,3 

cffe~tlvely support the development of on uras. The project was 

L"In/II, "Hnnrlllrar; - Banco Nadonnl de FOnlC'Ilt.0," lilt "II:;ivl" j;"vi,'w 
Hf'quC'n L (rrw), J,A-(',AEC/P-h'T /(iO, ] 5 Mnrchl (j(,'(, p. ;', 

2Excepting the customary limitations on financing certain crop:: in 
world surplus. AID/II, LeLLp1' of Mi::;:;infl Dire"'Lot' I." MininLr'r 11(' 

Er:onorny and Finance and President of Banr'n Nrll'1n[lILi dr' 1"OHlI'tlLIf, 
?l April 1967, pp. l-? 

31bid ., (1. 1. 

'1'\ 
"\,. .' 
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seen as a "seed capital loan, although in this cllse it would be for 

the benefit of an institution which has been operating for several 

4 
years. " 

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, 

ill Illl 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 COD~ence such IlS 

new valley development programs, or supervised credit for small 

l'urlllcru." 5 

1\J 11' r. :uld the lk)llliw'all C;lwcrnment' s orit;illal interest in 

prolllotint; the BNJo' as n uevelopment institution, rather ihtm in small 

farmer agriculture, reflected a common approach to development during 

the 1950s and 1960s. At that time, state development bunks were a 

popular aspect of development programs in Latjn 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 cllpable 

5 Ibid., p, 2. F.Tliphflsls mine, 
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of supplying that 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 

growt.h in any particular sector or target group, in contrnst to the 

two I\ID loans to the BNF thut 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 fel t ''tU1~ertainty wi th 

regard to the loun proposal, due larGely to the past performance of 

the [Bank)."b That, along with local-currency worries and an interest 

by the Mission in re-orienting its agriculture programs, led to more 

str\lctureci proposals. 'rhe new areas of emphasis involved fertilizers, 

Reeds lUld illsecticides, cattle importation, ngricultw'al and 

agricultural-transport mnchincry and vehicles, construction of grain 

silos, inuustrial credit for U.S. procurement of equipment and raw 

materials, and crop credit. 7 At this early stage of the transition 

in AID's interest, the list of agricultural items for financing 

seemed more indicative of import maximization concerns than oj' 

6AIIl / JI , "~~i nutrr; of' Latin America, Capi tal A!Hl i st.arH'l' EXt'l'lll. i v(' 
Corrunitt.ee ~~cetinr;," 10 March 196'7. p. 1. 

'(I\ID/H, "I1ondurn~~ - Banco Naciollill d(' Fomcntn," (Hm), 1') MIlr'('1J jl)h'{. 
p. 3. 



interest in the agricultural sector. Later in 1907, rul evaluation 

of th~ Bank conmlissioned by AID recollullended fw'ther thut the ll:Ulk 

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.
8 

The end result of the Hondurans' seed capital proposal 

was an "Agricultural Credit and Storage" loan for US$9. 5 million, 

authorized in 19b9, whose "primary pw'pose" was to "eliminate 01' 

reduce the impediments to achievement of desired agricultural growth 

gouls . ,,9 'l'he BNli' portion of the loan would amount t.o $7.9 million, 

of which $2.9 million was for construction 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 

pl'llduction goals "for the basic food and feed grains of corn, beans, 

, ,,10, i rll!c Ilmi sort~hwn and for 11 vestock. Cred1 t was to be lim ted to 

small and medium farmers. The Agricultural Credit ruld Stor/lge loan, 

then, had come a long way from the original concern over fw('w'lllg 

seed capital for the National Development Bunk. 

Bl\rn/H, "r':vA.lllati.on or Bnnco Nnr.1onlll rit: [<'oment.o," ;'~-, I\IJI~U:;t. 11/(,'(, 

pp. 20-?:::'. 

ql\[D/LI\/DR, "HondurAs: I\v,ricultul'nl Credit llnd ~~tOrflf,:e," ?O .Jllnr 19()/3, 
p. Ii. 

1°11' , _)~., Pl'· i - i i . 
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A "seconJary" objecth-e 01' the l...)~l.Il was ~.~' iml'r~'n' "t.llL' 

operations and effectiveness of the BNF .,,11 Bu:' the loan's obJ C'cti ves 

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 

cllpi talL~ing the BNF. ,,12 

'rhere are various reasons for the change in AID's interests 

to n Grain marketing and production project emphasizing small farmers. 

'1'l1e project seemed to almost drift into agriculttu'e. '1'here 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 American Common Market. The drift into 

agriculture was ultimately fixed by the 1969 u.s. rl'(~sident.ifll dil'ediv('~ 

to JUD to focus attention on agriculture and small farmer!). '['h if! Wl\:; 

intensified in the early 1970s with the concern over inr.on\c 

Illbid., ". i], 

12lbid . , p. I). 
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Yet. it. ended liP wit.h a l'elatively high local currE'llcy eomponent (42%) 

bCCl\lWl:' of the lQ60 directives exemptinp; agriculture from rit:::orous 

h'l' Ill-ell ,'rency cc i l:i nr-s . 

The marked change i.n AID's BNF pro.lpci, and thl' l'l'I\!lOn~~ fl)J' 

it" Ill'!.' nignificant. only if they affected the pro{~rrun's ('xC'L'uLillll. 

\vital. was the impact on the prof,ram, that is, of H. situation in whIch 

I, I If' rl'(' i pient' s interest.s were 'lui te eli f1'crC'ilt from those of AlII'? 

'I'hp 1I0nduI':1n:::;, tklt is, had P:ivcn in t.o AID (1) by t.akjnl~ l~redit. instead 

11l(,Ilt.i"Il,·'d abovl', 1.11(' l~ank would not Itnve t.o pay in~.!'rcst 01' mnortizat,icn 

Ln UIt' li,lIlJuI'an !~ov('I'nmcnt. on I.lle IHD funds. IllIjll'ovt?ment in till' I\anl<' ~~ 

AlP Ila~; :u'gued in oLher circumst.ances that interesi-free 

('n'elit, 01' out.drllt gnmts to inelividu:tl:::; nnd orr:anizations lC:1ci" to 

inefficient allocation of reSOllrCe!~ and bnd habitG nf finlllll'i:11 

dependellcy. Tlloll!~h thp grantin!; of AID 1I101h'Y t.o I.I'l· I\:lllk f'(\I' I'l'c'" 

fit, in wi 1,11 U](' ()r'i,,~jnnl ('<q'it:11 i;',at.iClII uh,le'l" iVI' '1" 1.111' 111"1,1""1., 

t,hin al:;o Lonk away one of t.he fC'w ill"('lll.iv(':; I.Cl I Ill' 11:1.111', ill 1.1." 

dCGign of 1.1)(' prol~rrUTI to t,if~ht('n up it.:; 
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perpl~tuated the l'Q.st. whereby the Bank had become a "well-capitalized" 

institution through about US$ll million of interest-free grants 

i'rl)lll the government, but ended up "living on Q.bout one-half of [that] 

cnpital" because of losses resulting in good part from past-due 

13 accounts. 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 u 

mure rigoruus u.rrangement with the Bank. A good portioll of undisbursed 

018 funds. originally designated for FACACH, were about to be 

deobligated. AID had been urging more cooperative lending on the 

Bunk for some time, without success. The Bank wanted the $744,000 

budly, so it agreed to set up a Cooperative 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 runortization to the goverrunent on its $756,000 portion 

of the 018 luan. In 19711, AID provided the Bank wi til anuthcl' :ji(). 3 

million for credit under the same arrangement--a donatiun from Lhe 

Honduran government. This time, it was AID that wanted the fUll dB 

donated rather than lent by the government to the Bank, out of .ltD 

13 T1mn , "Livp:;tock Dcvrlopm0nL l'I'o,l(~ct. - 1I0n(]IJI'lIrl," 1(; nl'('f'IIi1I1'I' 1111111, 

p. h. 

, i 
\ I \ 'i 

\ 



desire to capitali.:e the Cooperative Window.
14 

When the 1974 loan 

was authorized, the Bank's delinquency problems had shown little 

improvement, according to AID's own analysis, frOK the time the first 

loan had been negotiated seven years before. The delinquency problem 

is discussed fw'ther below. 

In the rollover arrangements of the BNF loan, the original 

capitalization goals also seemed to take precedence. The loan 

uGreement specified that the rollovers of 018 fWlds would have to 

be used for the same purposes wltil December 1972--i. e., for smo..ll 

producers of grains and li vestock. 15 But 65~; of the OH3 credit. went 

for medium-term Ii vestoGk loans wi th 3-5 years maturation, and payments 

due in wlnual 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. 

'l'hus a good deal of the short-term credit would also escape the 

rulluver conditions. 

II, "The ration['~e for proposing that the Government rclend 1\ID f\UldG 
[to the BNF] on harder terms than the AID loan to the Guverllment (/.Lilli 
the original agreement) is not sufficiently Justified. III auditioll, 
we believe that. the Mission should explore the pO:j::ibillLy ur Llll' I:llil 

providing the $71~1,,000 on a grant basis (i.e., n:; cap.ital) rot· LltI' 
BNF cooperative loan department." A r fl/LI\/Ilf\, "II,'rl,jlu"I:: - 1\:'" i "11/1111'" 

Credit nnd Storage - Loan 'j2::-L-Cl1H," I\d,iOlI TrI"lrl') 1.0 LlII' ilf'f,lJiy II.::. 
Coorriinrtt.ol', ;';1 Fl'llruary l()"(lJ, p. ? 

1 ') 
U.S. [)cpal'l.rnf'l1 t• of ~~t.nt(·, In~p('ct.or (;ertf'I'nl 01' 1.'()r'l'il~rl f\r:::i::l.rtrtt.(. 

(InA), "AID Loan" t.o Honduras," Mf·rno (,0 the rn::rl'c:L(I!' 1';1'11('1':11, II) 
Pebruary 19'n, p. il • 
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Though the delay in disbursement was not anticipated when 

the rollover termination date was ~et" no attempt WHS made by AID 

to extend it. Even if the 1\mds had started disbursing in 1969, 

that would have allowed for only one complete rollover back into 

the sllIHll fa.rmer 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 bank. 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 preswnption that the 018 credit would 

roll ()vt"'r Ollt.l~ i <i(' the realm ('1' tilt' :',nnlJ f'firml' I' , Thls would mean n 

short life for a program that was supposed to build up long-term 

illstituLionlll capacity to serve small farmer borrowers. 

III t':ll' J.y 19'{ 3, un audit report exprcS[,ed concern over this 

issue for somewhat different reasons, and suggesteli that the loan 

asreernent be amended so as to require AID funds to rollover 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 this issue had 

16 /". .. AID II, EstUrllo de evalwlciotl do1 pr'of~I'amll clf' ('r'r~diL() :~1Jp('r'vi:;l1rJfl 
del Banco Nacionlll de Fompnt,)," hy flc'inaldo W, :;ant.();, :~ant.Jn/~o, IJ:~I\I/J/ 
I\CIH-BNF, AUl':u:~L lcr(2, p. 29. 

17J(;A, "AID LOrtn:~ t.n l/ondur'lIs," l(l 1"phru,'I.r:r lWn. p. ]11. 
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lQ 
in Lhl' lLHUI :llllelldnll'lIt.· III t.lle 19'il, sector luml l.lmt i'ulluwC'u, J\.iD 

did require that the goverrunent maintain the level of the Coop 

Window's funds, if they should fall below the level specified in 

20 
the program. 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 

13NF when the program terminated. 21 'l'hus the use of these fwlds, 

Illl'unt by JUD L'L)I' smu.ll farmer t~I'O\lpS, would pl'ubably be up to the 

13l.Ulk after the few year::> uf lllu.n diGbursement. 'l'his gave the cl'edi t 

almost the same 8JlIount of time to stay with small farmers 3.3 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 decisiorunaking autonomy within the 

18 (. 
II" .. A(1,ell<'y for Tnterll.'ltiollal Ot'vf'1()pm P 1l1, L~lt.ill I\mpril'rl rIUl't'!lll, 

Offic(' of t.he U.[~, DepuLy Coorriinntol' (AIO/LA/nrm). "1(;1\ Hf'r'llt·1. orl 
AT]) Pror:ram to Horldura~i," Informnt.ion mt'ltl(1 for Lill' Admilli:,t.r'Hl.t)t·, 
11, .Tllne 1973, p. 16. 

19A1D / H, "Second Amendment to Loan Agreemrllt No. 'i:);)-L-OH~," " April 111'(11. 

20I\ID/LA/DR, "Drnft. Loan Authorizat.ion for Lonn No. c);J;)_T_();"J," ;'/1 .JIIIII· 
1974, p. G. 

21 / / " II J\ID LA DR, Honduras - Agri('u.lt.lIrl~ ~',cctot' Prol~r'rtrrl, r;apit.nl A:;:~i:il.lttt('I' 
Paper, AID-DLC/r-2051, 14 june 19,(1" p. 2f\. 

(,I 
\ 
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F,ank, it was not likely that it would have the po .... er to hold onto 

the funds. Even if the AID funds were t.,~ ~~t.~l:: \~lthi!l the 

Window, after the disbursement period, the target group of the AID 

I'I'Of,:!,:UI1 mj I~ht well not bp ~~ervt'd. About no% of the Bank's coop lendinf, 

went to the better-established coops that produced export crops--

22 
coffee, bananas, cotton and sugar. There was little, in sum, 

tu keep the AID funds on the target group after project termination. 

AID was fully aware of 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, 

partly becHuse it did not want to create in its own midst a power base 

fur the coopel'ati ves. 'I'he coops might thereby be able to wrench their 

financing away from the Bank altogether--as had happened in Costa 

!U.:: a, with AID help. AID's weak. Coop Window, then, may ttrrn out 

to bt~ a first step in a strategy aimed in that direction. It is 

nuw Lou early to tell. 

'l'hi~, s tory of rollover problems and capi talization concerns 

i:; t.oLd I):, [] lli:;tnl'ic:1] "ettilll~ for t,he findin!':::; tll:11'. 1'ollow. It. 

i ,;i rnportant. La J\f'f'P in rni nd that the TlNF' pro.1('C'Ln 

2?" " ,'," , Jllc JnfOrmat.l0tl In t.hlf; r:tr':I/;r'.'Iph I:: ('r'CIJlI /\JIl/f.ll, ()I'ric'" ,d' 
Multilateral Coord i nnt. ion anri 8~1~ ional ~~lll' jill lJpvr'/"prur'rll. l'ro/'r'It"'::, 
Social and CiviC' D,'velorrnent fJivi:;ion (Mn:;lJ/r;ClJ), "'I'hc· C'rc'dit. 
Cornpon('nt: A S(~rni-Analyti('al r'ernrt. t,,-, US/\ 1 n/flnlldul'n:; t.o /\:;:;i :;\. ill 
Preparation of the CR.pit:lJ, As;.istanl'f:' PaproT' flit' t.hf' JCJ'(ll Ap,ri(,IIJt.ur'nl 
Sector Loan," by John Heard, AprilUI7!l, 
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originated in the interest of both AID and the HC'nd.\U'U11S ill cn,l'i tali:ing 

the BNF as u development bank--with no special l'el'eJ't~ncc t.l) at~l'icultw'e 

or small farmers. It was AID, ann 

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. t~overmnent 

"endorsed the [AID] analysis and supported the [AID] objectives 

23 sought." 

The BNF was not n reluctant participant in the ar,ricult.uJ'al 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. 'l'he small fUrnH!!, It:; ow:h WIJ.II 'd' 1"1111 "11/11',','11 1..1, 

that time. The Bank's large fUrIner lending Jll1l,Lr~J'II:; flllowed LillI:. 

23AID/LA/DR, "Honduras - Agriculture Sector Program," }1, June JerrI" p. ~)o. 
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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. 

'l'he AID-DNF relation, then, passed through several trllllsi tions 

of interest nnd emphasis. What was constant, however, was that. AID 

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 Jate 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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The Agricultural Credit and Storage Loan did not simply 

encourage the BNF to open its doors wider to sl:l.:..ll farmers. A 11) 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). 

'l'he advcrne sentiments about the three crops originated in rtIl ~VfLluation 

1.11' the> HNF that AID Gpons(1red ill 196"(. Cotton lmd tobul'L'o, LIlt' report 

:3aid, wt:!re produced by large farmel's and accounted for the Brulk' s 

llu'gest delinquent accOtmts. Coffee credit should be reduced for 

:l imiJIll' I'e/wons, the report said, and also as part or a pl'ognull 

~o ClICOUl'LLgt; diversification out of cr()~s considel'cd to be in world 

1 surplus. One of the six major goals of the AID project, therefore, 

WIlS to "limit public support to cotton and tobacco producers" and 

"concentrate on a meaningi'ul crop diversification program which 

de-emphasizes coffee production.,,2 

AI D directed the .Dllnk in the LOl1n Agreemcn t to "PUl':1Ut' n 

lAIP/lI. "Fvfllllnt,jorl of' Rfllil'O N:wi(JlIn] df' "'lIlnf'III.~'," ;,;, 
fiJI. ;r~_;_'h. 

" 

AIJI~II:: I. I' /1,'( , 

'A1/J/l.A/DH, "lIondllr'l:~: A,~ri('llll,l1r"'I_1 Crr·dil. 1I111! :~t."I·III~'·'" ;'(1 .111,'" 1'11,11, 
p. ~)? 

• , 



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 u covenant to the loan agreement, moreover, AID specified thnt 

credi t for these crops in the years 1969, 19'(0 und 1971 was "not 

4 
to exceed the 1967 level of such BNF credits for each crop." 

Finally, the loan paper projected that the share of these tlITee 

crops in the Bunk's agr icul tural credit would fall from its 1967 

level of 52~; to 39% by 197;.!. At the same time, I3rains credit was 

projected to increase from 12% to 18%, and livestock credit from 

30% to 39%.5 

21 

Honduras was somewhat different from other Centra.l American 

cOW1tries in that large landowners were less associated with conunercial 

Cl'OPl.l thrul with livestock ranching. Coffee and tobacco, if not cotton, 

were noted for being medium-fnrmer rather than large-farmer crops in 

Honduras. 'l'hc coffee elite of E1 Gu.lvador, 1'01' f:xrunple, did !lot 

exist in Honduras. Cotton, in contrast, was associnted with large 

farmers, though this was a. recent development and was linlited to the 

southern coastal region of the country. In effect, then, the 018 

31\1D/II, "Irnplelm~nt.ation Letter No. ] of Loan AF~l'('eTTl(,lIt No. '.;';·-I.-nl/I," 
1.1 ,Tunc 10(;9, p. lO. 

I, 
/\TP/L/\/DIl, "lInnrlura~;: /\(~ri(,1l1t.ur;1I rr'rodit lind :;1.""'111"'," :'(1 ,It/I,,· 1'11,11, 

/\nn0'X '(. 

,. 
)lbid., 'l'1l1)lr~ X. 



loan proscribed two-medium-farmer crops in the name of ex('luJill~ 

· . ...... 

larse farmers and even though loan criteria included mediwn farmers. 

At the same time, it allowed financing for livestock, and urged the 

BWlk to increase its share of credit for that activity. Although 

livestock ownership was not limited to large fru'mers, 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'" concern :lhollt. t.hl' t.hree crops may hove had mOl'l' to 

of f\n'j(·ult.llre> nL Llmt. timf', and 10l1h;l('cO Wfl.S in II similar c[lI.('Il.('Il'Y 

bCC:Ul!H' of t.llC ncrC'nF;e controls on L'.S. pI'oduction. AID wn" usuolly 

('oll,,1.r'rdncd in it" nr:riC'ulturnl projects to exel\l{il' t.he ;:'rops so 

(')'OP!;, IhllL insti1.ution W:1,S lelldiTlI~ morc thcm htl If it:, ('undL; 1'01' I tH'~t~ 

pl'ohihiLt'd 1'r0P:;--1l "it.IHltion Illat. could not. hI' ,'llltlll'l'd hy 1,,'::l.I'j,'! jll',:; 

on ttll' 1\1 fJ c r'I~r] j t.:~ onl y. 



Though the reduction of credit to the expl)rL crl1ps wus 

n covenant of the loan agreement, there seems to have been no later 

feedback on Bunk performance in this area--even when the Bank was 

being strongly connideted for a second loan starting in 1973.
6 

Statements that the BNF had proven itself worthy of further AID 

lendinG for smull farmers were based mainly on l'igw'eG showing 

illcreused numbers of BNF loans to small farmers. "~~ome 80% of 

hA1P / II , "Ru)':11 ~~,,(,t,..,!, tntensiv,' H,'vi,'w HequC':;t, (1IIH)," l1AEC/J'-'i4/6, 
:~('I't."JrI1\el' 1<)'13; AIr'/LA/DR, "llol1duI'us: Af'l'irul (.urc :~('I'tOI' I'l'ogrtull," 
fi"P(ll't I'or tlw r"'evt'}ormcnt A~':~ i::;t:uwc Executivc Conuni t,t,,".', ~l] F'c'bruary 
l<)'7h; AtP/LA/lIT{, "Hondurrrs - A{'I'iL'ult,ul'C' Sect.ol' J'I'l)!~rruTl," 111 .Julle 19711. 
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6:;.: of the small farmers in the country, whereas before it was only 

serving 2_3%.8 Presumably, this meant that the Bunk had accomplished 

a reduction in credit to the non-smull-farmer groups, as covenrulted 

in the lorul agreement. 

By 19711, the Bank actually seemed to have gotten i L. 

export crop credit down--i twas 4U; of agricultural credit, only a 

bi t shy of the 39% proj ected by AID for 19'(2 ('l'able 1). But 

t.llI' ILb: . .:olute value of the export l'rull eredi t waG flU" beYlmu thl' ] 9b'( 

ll'vcl--the UJIlLlUIIL that was nut ttl be t'xceeded, accordint~ to till' loan 

covenant. By 19'(11, that is, export crop credit was twice the 

196'( level, ruld twice the level projected by AID for 19'(2. 

As noted above, moreover, coffee had been singled out for special 

advcruc attention in the 10~Ul paper becflw,e ,)1' Jivcrsifil"ation 

COllcerns. Yet cufrt~e did the bl~st of the threl' Cr(lp~; in LerlTl!J of 

ered L t inCl"Ctu.;e~; in t.he Brulk. It was the only one <..'1' t.he three 

crops t.o act.ually j ncrel.l.se i if; percentuge share or Bank eredi t, 

from Ih% to 15%. (Cot.ton Lmd t.obaecCJ dccrCIl:,eli t.jH'ir :;IIIll"r!, f'rlllll 

29% to 211% and from 9% t.o 3%, renpect.i vdy. ) 'l'he HlJOCJ lilLI.' lunnWlt 

1 
IIID/J.A/DH, "lInnrlllrll:;: III~rjr.1I1tlln~ ;~,'r.tOf' I't"OI't'IUTI," ;'1 [o','l>t"llllry I rr(1I, 

p. £\. 

81111 )/11, "E:;tu<lio <1(' (,Vfllllfwion dr'l prOI~rllJnll til' ('t',~dit.n :;I!J)('t'vi::/lr!n," 
AUr,W1L l'n;', p. B. 



cotton increased two times; tobacco credit decreased by 50%. Thus 

a.lthough the percenta.ge of these crops in total BNF credit had 

decreased ~~ing the 1967-1914 period, the absolute value of BNF 

credit. for them had increased substantially--contro.ry to the covenant 

of the loan agreement. 

It is ironic that coffee did so well in the Bank during the 

1961-1971~ period. The 018 loan paper reported in 1969 that the Bank 

haLi 1\ Coffee Sed,ion, accoW1ting for a large proport.ion of its 

ulllployul!~. The ~;e~Lion was rinH,n~cLi out of tUl eXl'tlrt tax 1111 ~u1'fcc, 

u.Jld proviLied Ledlllical assistnl1e!' IUlLi ereLii t supervi~;ioll to cuffee 

growers. 9 'l'he 19G'{ evaluation of the Bu.nk recouunended that the 

~,ection be trtUls ferreLi to the PI' i vllte sec tllr--in accord~Ulcc with 

the pol icy of reducing the BlUlk' s assl~Jtu.nce Lo those who coulLi 

1' .1 '1. I 10 u. foru to get 1 t e sew 1ere. AID decided 1I0t to push for this 

tru.n~~ fer, howevl'r. on the e;ro\uhl~, Llmt it '\.,roulli l)t:.' COWl Lerproduc ti ve 

, ,,,11 • , 
to co1'fee diversIfication objectIves. The Coffee bectlon was t.o 

r;tay ill t.he publ ic sector, ill ~;hort. ~;O the l~overnDlent could have 

more control over e;ctt.ing farnlL'r[; out of cort\:'(~. 

9AlIJ/J,A/PP, "liotioilll':I!;: AI'ri"11ILIII':11 ('rr'rlil. ,'lIld :~t.')I·III~"'" ;'(1.11111" 1111,11, 
I'. rr. 
j() 

1'111)/11, "1';v.·tlIJ.'II.i{\1I of' j\'IFI('() NIt( JOIl:" d,· I""'II"FI!."," :'.' 1\111'.11::1, ,'/(,'(, 
" • ,: '; ! • 
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Despi te all tl!c:se arrangements, the Bank's credit. for c~ffee 

not only more than doubled during this period, but production itself 

increased in the slUlIe proportion (Tllble 2). 'l'hus in 1974, the Bank WA.S 

finn,ne ing almost the exact same percentA.ge of the value of coffee 

export.s as it was in 196'( (Table ;.!) .l:'Keeping the Coffee Section in 

If crcuit to the proGcribed crops increascd, then lIow can 

one explain the actual percentage decrease in the share of the 

proscribed crop~; in Bank credi t '; The decreascd share tw'ned out to 

be more n. I'e~~\tlt uC an wlprojecteLi inl~reasl' ill t\..1Lal lHlF L'l'l'dit from 

outside ~~ourc.!,;--r:lther Ulan all actual shift ur attl'llLion away from 

coffee, coti;on and tobacco. J\ftcr the iS~~lHU1cc of the agrariall 

reform uecrce in late 19,(2, thc Honduran Government channeled 

considerable' :tmowlts of credit to the new :lcr:lriu.n rel'C)J'T!1 grours 

if' it hlld \'olluwe<i the G~; allnual t~rowth rate projl~ct,.'d by AID 

('rable 1). The percentage dc(~rea~a! of the t'xl'ort crop:; ill the 

121 do nul, IlIlVt' go()d cllou/.:b data to tn:lk(~ Uti,; l~()tnPlll'i~;Oll 1'(11' ('IlLLUll 

lUlU Loimcco. :;OJllC \wrk with tilt' datu !;Ulil~'!!jt~; t.1i.'lL the levc'l (If 

involvement uf the BNF with cotLon production wa:; t'V('ll l~r'~ld,f'I' jll 

19'(11 than i L wa:~ in 19(,'(. 

, . 
/\\1 
" 
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'l'hl'~;C findings raise the qllestion of "substitution," 

wid ell hUG orten plagued AID progrruns. Did the AID loan allow the 

Uank to simply 1mbstitute 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? ~id the loan facilitate an increase rather 

than a decrease in lending for the three export crops, as well us 

tUl incl'cnsc in till' share of the} r production finllncl'u by the BtU1K'Z 

of finlUlcing I,hrows HOIne light on this qllcs tion . 

')'/' " t . i " [0' at I' 18k' ' I ll:~ Oil ~:;H l' ) I" () \. )(' an ;, I Ill)' ::, then. t'Olll d IIC'\. ht' 11::,'<1 rOl' 

J.pndj nl~i n co rr('(" ('nt t.OII ~Illd l,()il:I('(" I, "11.1)1' :',IIUI'(' (d' """o/if /./ild 
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came from the Bank's morn funds, the share corr:nitted :0 coffee. c0t:on 

'l'hel'c is an ironic parallel to this outcome in AI))'s l'lIlTClIL 

lonn to the nNJo"s Coop Window, a major conduit of small farmer credit 

w1dcr the Agricu.l ture Sec tor Lorul. An AID evaluation of the Bank, 

made shortly before the sector loan was authoriz.ed, reported that 

\oJilldow 1endillC "inLlicates a basic orientation still toward lare;cl' 

export oriented midd.le-class co-ops. ,,13 The majority of the Window's 

current and Pl'oJ~cted lending, that is, goes for coLton, bananas, 

sugru' anLl correc--89~~ in 19'{11 lU1d 80% proj ected for 1978. Heminiscent 

of the first nNF lornl, AID prohibited the use of its Coop Window [,unds 

III 
1'01' coffee, L'ot.ton and L .• bacco (lUlL! sl1f;nr too). The 1974 evaluat.hm, 

I )i\II\/I.A/r.m:~i'/:~l'I\, "The Cl't'liit. (\)Il1!,Pnt'li! ," i\PI'j 1 lC)'{b, 1'1'. ,H-,'l), 

1 )1 
AID/LA/DE, "1IC'tlliul'[ls - A/'ricult.ul'l' Sect.or Progr::un," 14 ,JUtle' 1lr(ll, 

p. ;'1). 



like the one preceding the first lOrul, suggested t.hnt ":"o(,\1I1E' SOl't of 

formula should l'e urplieJ whil:h will insure thnt ()Hr finnth'int~ 

simply does not replace what would have gone to smull farm groups 

anyway, freeing up other resources for larger more affluent 

borl'L)wers." ~1y data on BNF credit before and. after the first AID 

lo[Ul sugges t that any such formula, like the covenant of the first 

BNF loan, is unlikely to prevent the kind of "replacement" or 

substitution that concerns AID. 

All this does not SHY LUlything about the small farmer 

lcndine; that the Bank did do. The continued involvement oC the 

Bank in tile three export crops, that is, may not have been 

incomplltib.Le with the b'.lilding up of an effective ~3111all farmer 

l~relii t progrtUll in the sa1l1o insti tution--albei t financed by outside 

sources. Ot.her data throw light on this question. 
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Did the Bank Lend More to Sm~ll Farmers? 

In the documentation prepared for the first BNF loan, AID 

pointed out thai the size distribution of the Bank's lending 

indicated a bias toward larger loans ,I An !,ID doclllllent of 1970 

~;howed that l.ess than 2% of the borrowers Wl't'e taking more than half 

.) 

the Bank's crcdi t in 196'(, L. rUD did 1I0t spec i fy 11 more desirable 

distribution of loan sizes, as it had for the distribution of credit 

between export crops, grains [U1d livestock, 'l'he number of small farmer 

Review of Small Farmer Credit characterized the BNF as "concentrating 

its operations in the agriculttU'1l1 sector, especially with the small 

rlLl'll\l~I'," '['hl' IllUllbt·r ot' smaIl fat'JIlpr~~ recently served by the Hllllk, 

value, Stat'ting with the 19l19 j\lD lonll, t.he Balik hu.d given a "new 

impulse" to small farmer credi t in Hondw'lls ill1d was the "leading 

insti tution" j n the field. The report said that the Bank WaS now 

financing tl;rOO small farmers--3,1~50 out of its own funds and 5,250 

~ 

out of AID's, ~ 

.) 

'o1\l.o/H, "1I1~r'il'\lIt.\lt''l] Dr'V('IOjwII'ld,," f'ROI', 111)1','''1111",(' 11!'(1), I'. (" 

11\ l' [) /1 r, " J •• ' 'I • j , t I 'J 1 " I ,'1','1 I () f','II'fj Po r'('Q1l!'II{J :If'!'II'U i"l' I'll 11J!lrllH"I:~. I,Y 

Rcinaldo I-I, ;:aIJf,'):~ ;~ant.i:wo, 1I;~flTn/flCfJl-j\rW, 1I1!I'w~t. 11),(:', p. I,. 
'1' ran;, ] n, t i (I n rn in, ' . 
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A lL10k at BNF loan-si:.~ Jistrilmti0ns be1\1\,(' ~uhi !.ft('l" tilt.' 

IUD loan gives [l bett.er idca 01' t.ilt' L'xtent. tl' wl!i~h I.hi:; :;hil't (.,' 

mna.ll farm lcnding occurred. Tables I~a and 5, and Figure I, show 

that. the distl'ibuLion of AID's 018 credit was, indeed, considerably 

more equitable than that of the Bank's total lending in 1967 and 

)1 
19711 • 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 ]971i shows no shift toward a less concentrated position, compared t.o 

1 11 (;7. If lll1,vthinp:, t.he 19711 distribution of total Flank c1'(>dit is slight] 

010 f"(' (,OIlC('llt.I'nt. C'd than tht> lo('7 L'ne, as ripi l'f' 

top 10,; of the borrowers accow1ted for 76% of the credit, whereas 

.in L~6'( they nccLHmt.ed ['or 7:~~:'. 'l'lIe non-AID portion L)f Bank crt'ti.i t, 

1l~L'o\UlLine; 1'01' t\9,~ of BNF lending in 197h, would be slightly IlII")r€:' 

cOllcentrated, since AID fWlds were much less concentrated than the total. 

Il'rhe 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 accoWlted for 50% of Bank 
lending in 1967 and 83% in 1974. The exact size distribution data 
of Table lla does not allow comparison between years and Lypes of 
credit because it is not standardized into deciles of borrowers. 
In lieu of such standardized data, I have transformed the daLa or 
Table Ila into the Lorenz curves of Figure I. From the curve:.;, L 

have read off the size distribution data of 'l'able ), wlli ~h 1:; 
standardized but must be taken as approximate. 
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One of the explanations sometimes given by AID and the BNF 

for the !1igh concentration of BNF lending is the fact that the d:1ta 

i ncludl' larr:e loans to coops and 0ther fA-rmer groups as single lClnns--

IIllt\,,'t.llll:1t.l'ly, bl'C'n.kdowns 01' t.he li:1t.n on credit to groups rtrc not 

II.LLemptt'd to incorporate thin con:.jdt'l":1.tlollinto the dn.tn by rcca.lculatinp; 

thl' 19'rl, "i7.0 distribution of BNF loans in three ways: (1) by excluding 

groups (i.e., asentrunientos and coops); (2) by redistributing all group 

loans accordinr, to an estimated individual value, calculated by dividing 

the r.roup's loan value by the number of beneficiaries; and (3) by 

est. im:1.tinc; these per-individual values for asentrunientos only (for 

1'1'1'::OIl:~ t'xplninl'd bl'low), The ,'es\lll.:-; nre Slll1Wll in Figure T. 

'",('11 nlHlVf' t.he cOIH.!cntl'l1tion or thf' AIP.-l1111 cr('dit.::. As l'lm hi' :'Cl'll 

1"'001 Fir:ure I, moreover, this 1914 distribution without groups is not 

5 rdrnjfi<.:nntly les;. concentrated than the 196'{ distribution with groups. 

5It might also be argued that the Bank's loan size distribution of 
1911~ is more concentrated than that of 1961 only because of the 
incl'S'l1se in 1l1rr:e loans to fn.rmer coopenl.ti ves nnd other r:roup:; 
in the 197()", which are counted in tile total as s inr,:Je borrower:;. 
Such r,rollp" nccount for 31% of total 'Ioll.n VI1.lUI' ('I'ah11' l,b), 1\\11 

mo~;t or the' nank':; coop Jencling j" 1,0 ~;\Icc(,f,:;r\l] "xpnt'L C'I'OP ;'t"llJP::, 
which have ber'n orr:anized for [;omf' Lim(~. (AID/I.A/IJll, "'I'IIt' Cr,'di I, 

Component," Apr i 1 197!', pp. HI-20,) It in t.he r" f'orro I i k,' l.v 
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The second recalculation--with all f.roup loans estimated at their 

ol'it";innl lo'il, CUl'VC, but still 1J10re unequal than the AID-018 credits. 

'l'his ~,econd rl'cRleulation does not nIlow comparison with the 1967 curve, 

because co\."'p c red i t WRS also p;ranted in t hnt previous pe l'i ad , hut 

C:UlIl('lt. be broken out. on a per-individual bn.sis. I have theret'ol'l.:' made 

n thIrLl rpcA.lculation of t.he loan-distribution curve, :includinp; only 

till' credit to asentamientos on a per-individual basis. Since the 

1967 data include coop credit and no asentamiento credit, this third 

0stimntion is the closest I can get to a comparison with the 1967 data. 

1\';'. li'il'.url' r ~~hows, this third ('Ul've is more or If'SS t.lle SlUllC as the 

P)()7 di:;Ll'ihuti0n. The dain. Slll~t~t'st. in sum, t.hat tlte distribution 

or BNfi' lonll~~ by ,-;i:-:.(> was not !'1llClt 1085 concentrated in 1974 than it 

5a wnn in 1967--before AID's program stnrted. 

t.llat. 1Iln.IIY l,j' t.hese Groups were also in the dat.a in 19b7. Thollp:h 
Lhl' JH):~t.-rl'rnl'rn I'roup:> (a~~cnt~ullicnto~~) wC"!'e not on the sccne in 
1 qG7, t.llr'y 1l1'l'OUlll, ro!' no more than 23~, of the value of r;roup 
loruH~, !lnd only ~\~7. of the tot.al loan valUe. ThC' increase of 
anentlull i (~ntof, lind cooper3 ti ves in the value of loans to groups 
wns prolm,hly more than compensated for by the decrease of commercial 
and industrial lenriing in the ~3ank' s total from 50% in 1967 to 17% 
in 1974, Commercinl and industrial loans wer(~ concf'ntrated rlimost 
exclusively in the lar~er cate~ories. 

5a
The Honduras Mission points out that wheref1'> the mlF' lent to )91 

r;roups in 19711, that figure more than doubled in 19,{5 to 1100 l~rouTH;, 
reflecting a !;ip;nificant chnnr,e in the BNP's I~roup ll·nrling. Whf'n 
this paper wns revised in September 1976, 19'(') B~JF LOHn dllta w('r" riOt. 

availahle. 



r.!'he Distribution of AID Credit BI:'twcen Lm·ell.~ nnJ Small 

Given the tenacity of the concentration of 13NF 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 illlnlyses of the size 

dis Lribution of its agricultural credit programs and of their 

delinquency problems, even thoug:i such analysis Lioes not invl)lve 

addiLional demands on a bank for liata; indiviliual loan cards contain 

all the raw data. that is necessary. Such analysis can provide useful 

information, mnong other thinGs, on the handling of a smD.ll farmer 

program by all or if,inally large borrower ins t.it utian. It drfloWs 

attention to the areas which are parLicularly vulnerable to larger-

borrower intrusions and which therefore need more careful attention. 

I have compiled a srullple of such data in an at tempt to 

demonstrate the sinplicity llnd low cost of sllch an efforL and its 

w3efulnesl.l to /\1D. The result!> at' Lhe SIUllrle al'l' presented in t.his 

secLioll ami the one following on delinquency. 'rile swnple comprises 

the total 018 loan portfolio for small farmer creu.i L of' the La 1'1 nyn 

branch of the BNF.I '['lif' La l'hYfl 

branetl accounLs for about )% of Lhe Lotlll cr'!~dl L uf tJw IINI" :;Y1JI."III, 

and about. L he same percent 0 l' del i nq uency ttnu. 1'0. l'i !lane i Ile ('I'lLl>!l' t»). 

'1'he oW loan portfolio in La J'la:V~l was contllrir,ed of )13'( loam" 

1 
"La Playa" i~; a fj d .. i l.ioll;' llaTTlI: f'or' nne of' Lhe hlltl~; \Jl'atlcht:::. 



which w~re completely disbw'sed by December 197::' 

('l'able Tb). 1 Five percent l)i' the total nwnber 

01' lonns wus still active in A~ust 1975--mostJ.Sr in li vestock--

amounting to 24% of loan value. The La Playa portfolio accounted 

for 4% of 018 loans and slightly iess 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 73% 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 

Blze of the sluJlple, it ls impressive that the data demonstruted 

the trends and consistencies that it did. 

34 

Most of the grains credit in this sample went for corn--89% 

compared to 68% for all 018 graina credit. Grain ~~~S VC7e 

short term working capital loans, to be paid Qff withi~ a year or less. 

lltr have excluded two group loans, because the rest. of t.he 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 11 % of 
the branch's 018 portfolio. I have also excluded two 10anH for 
Afr:lcan palm CUltivation to a larr,e agro:l ndustrinl firm. bl'C'IIIH\" 

thew were mad e under the llrr.rolnduAtrln.] rubrl(' of' I.llt, mEl 111"'/ ' 1'/1 111, 

The louna tunount.ed l~ o L.6oo.o0(). whirl! WfU\ 107. /~I·f'II, l.f'l' 1.111111 1.1" , 
!lohlll VIl] uc of t.1l(' :ltrla.ll !'tlr'rnp I' I: I'('d i t f!tll'!. i ( It! nl ' 1.111:: 1"'/IIIt'I, f ' : 

n)[\ portfolio. 

• 
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L1 vestock loans all went for investment in ja i r;; ar:d reef ':'8·,-:: l-?--!':.r:-hRse 

example, 'rable :~O). Eighty-five percent of the value of livestock 

ll)ans in the srunple was for dairy cattle, and 15;; for beef cattle 

(fll1.Lcllillg illld bl'eedin/-d. Shod. tel'lIl cl'edi l rot' li v('stock was not 

uvailable. The livestock loalls were made 1'01' t.hree-to-~leven-year 

periods, with interest and runort.l.zution falling due in anllual 

installments after the first year. As noted above, Grains accounted 

for only 36% of the value of the total ol8 portfolio and 27/~ of the 

La Ceiba branch, evell though r,rains were the major focus or the 018 

progrrull. Why livestock accounted for such Ii Im'ge share of n. 

"grains" proe;r~ will be discussed below. 

One crucial piece of in1'ormation was not available from 

the lOIll! cn.rdG--~;i;:e of the borrower I s lrUlciholdin t;. 

ucen 1'0ssiblL' to calculate the number 01' he\:tm'('~, cu.ltivated with 

the financed crop--since the HNF ll~nds a c, tmHim'd amount lwr hectare 

for each type of l:rop. This would not have CivC'1l illformation on 

the size or th(~ 1.·1iIIUlOldill/7, itsdl', however, alld hl'lIce ull !.Ill! c;lu' 

of the borrower. A related 'lUf~Stj()1. wa!, whether Lllt' Illl'~~l'r l)(II'/'I)WI'I'jI 

were the 1II('diwn-~;Lz('d fLU'Wer!; Pl!l'tl'lJ.yl'U j'l Llll' I'IILI) J'Il/IO't"II/' 1// Irill/-

bused enLr(~prClll'tu'!;. 'I'lli~; illj',)/'rnaLiun a.l:;u (',,(lid nllL h,' IL::,')'/'I .. 'lillf'd 

from LIle loan ('ILI'd, thOllt"h Lll(~ :; i ;:~ of t1v 1'~llfil'allt,I'l' gILV(' ::{Jrn'~ 

indlcut.ioll of 1.hf~ horrowet" l; IW:;l'L!;. '1'0 oht,ni II ILt. J l'IU;1. IL !:mILJ J 
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subsample of such information, I asked two extension agents with many 

years experience in the region to indicate to me the landholdinb 

size and occupation of borrowers, which they did for 20 livestock 

loans (Table 22). 

~he conditions under which the 018 subloW1S were to be 

mnde are listed below. Some of the conditions were specified i n 

the 10tUl agreement , but they were completely spelled out only in 

2 the BNF instructions to its Credit Department: 

(> 

- loans were to be made to small and mediwn 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 mnximwn debt ceiling of MY individual borrower 
was $)0,000; 

- thl' mlLximlUn maturity of loans was 18 months 01' 
g l'a j 110 and seven years 1'0 1' Ii ves tock; 

- hectnreage cp.ilings 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 was not to excood 
10 animals. 3 

:')ourc n: lII.D/II, "lmpl ern enLn'\:, inn Let P I' No. J, II II .lillll' IlIr ,' ), p, 'I ; 
II'ID/II, " E:) er'cd l Lo IlILra ~ l pCf1uenn 11/"' 1 ',lIl. (lt' I'll IIfl'lduI'1I 1l ," flll/'llfd , 
197? , fl' 21. IIfD/LII/DR, "J[onclUI'1I.1l - fl/'I'l r' ll I 1.1/1'" ::,',' 1,11 ,' 1" " '1',1' /111, ," 
11j ,June- 19711, IInne x T, Exhihit. lI. flI U/II, "II"/'i"llll.lo'," Il, ' v, ' I "I'IrI" 111 
(Credit. unn F.xl,flnnlon )," Pro.l oC'L IIpl"'lIi::1L 1 1/"/1'11'1. ( l 'fll l ) r il l' 1" ' I' i"" 
IIprlJ l 'Y(1 \'0 Enrl of I'ro,l!'c'!', l 'ro,lt·r'!. Nil, ' /; 'i '- II-I ' j(J-fHI " I, J, III ,,'II 
I ~·(II. p. I" 

I lUn not II IH'! ' wll et.lil't' Lldl; ('plllrw. Wil l; I'xpllr'il.l ,V llll l"' l: "d, lot' will" 1" ' /' 
It. W/ Ln Lit!' Bllllk'n ckflnil, 1011 of' I1 m/Lil 1'11,'1111 ' 1' brlt"'owI "'!! , 
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Portraits of some borrowers. I have reviewed the eight largest 

lOlU1S fur which I was able to track down more information, in order 

to ~;l'e if they fit wit.hin the progr/Un'~> lilliitations. 'Phese 10lU1S 

WHOlmL to :~~);'~ ot' tile value or the brallch's enS purtfoliu--31% of 

the cat t.le loans and 7% of the crop loans ('rable ;]0). 

- fI. 10Em for L.20,500 went to to. medical doctor with 200 

hectares for dairy cattle. It WU8 ,;ecured wi th 11 t.;uW'antee of 

L.117,000, mure than Cour t.ime~, thl' asset cei.Ling. The loan wan 

mnde ill P('ccmber 19'{0 fur' 11 sevell-year period rather thEm the 

average fow'-yem' period; only four rOC>re of the :'30 cattle loans 

were given such long repayment.. periods. Thou£h final payment.. on 

the 10an WOlllli 1I0t fall due until lY'('{, not UlIC Llt' the Cow' Imnual 

illntllJ lllll'llt.~.; dll<' ,111 Lhi,; Il)~Lll llaJ bl'l'll millie. 

bCCllm,L' tilt' final I'aymcllt Wll~; lIuL yet, Liue.) The loan Il.ccounted 

- f\ L')illl j'Ol' L.ll ,000 .m,; malic ill Febrw.Ll',Y 19'(1 1'01' 

cultivation or corn Oil ;l j;?O-lwctrU'c farm. 'rile 1)01'1'owcr wan 11 

medical doctor wlw was ru[w o·..,rrwr oj' 11 large IJtll'dwll.n~ Cl,tllbJ inhml'nL 

V 
\ 

\ , 
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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 1915 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 1912, 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 po tfolio. 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 

19'(), but the borrower was 100% delinquent; he had made no payments 

on the three installments that had already fallon due. Half of the 

10an--L.20,000--wa8 designated for cattle purchase. Assuming a price 

of L.200 per head, this gives 100 head of cattle--ten times greater 

than the la-animal ceiling. 5 'rhe loa.n accounted for 1~ of the 018 

loan portfolio. 

The five other la.rgest loana, accoWlting for 12% 0 1' loo.n 

val ue, were: 

5A'n IBRD study in mid-1913 USCD a prioe of L.190 for tho purohaue 
of oull cows of 0-5 yea.rs age. lllnn, Orrl,'f' o f' 1,1l1. ln Amrr lc' /t /1,1111 

toil e Cnribb tLn, "A1Jprnl rH.ll or 1.hc nc(' ~nrJ I.lv ' l\ I;cH'k IlI'VC' ) O /lIllI ' /i1. 

P" o J at - lI onc111rlO," R 'port Nn. HJ611-lICl , 12 !3ropl.f 1rnh,·Y· 19'('i, IIrHII'X 10. 
rr'IL!>] c 1. 



- L.l';,l1l)O r~'l' \1airy ,'atth' ~)ll :l ,"'l)-hl'd.:ll't' l'r,ll'\'rl~'. 

l'L)l' pm'dlaSe L)i' 4:-; ,'O\Hl ,L.9,vlld)--Ill,)l't' t.hlUI l\'ul' 
times the lO-animal ceiling; lO(UI was bcill~ rcpaid 
on time; 

- L.15,000 for dairy cattle; 10M fully repaid; 

- L.15,000 for dairy cattle; 10m1 fully repaid; 

- L.l0 ,000 for breeliinr, cattle; lo~U1 fltlly repaid; lUld 

- L.8,000 for breeding cattle, secured. with a L.ll1,OOO 
guarcU1 tf~e; the loan wa~ oein[,; repaid in auvw1ce, 

l'JO-hl'cLllre P""lll'l"ty; lOlUl Wit:: L';'~ d"1illqlJ('llt; (II) 1,.3,)00 rur dlliry 

caLt.ll ' ,m 11 l)()-I1f'l'LIlI'(~ jll'op(·rt.y, with It gunrall!,t'(' u!' L.),1IU; lcHU1 

..,11:32)% rJcJinqucllL; ()) L.),O()() rlll' dllll'Y l"ltt.le UII '1 )(l-llccLflI'C 

<if'; illqlll'llt. "'(llll' (ll' trw f'i VI' 1'lll!I:: Wt:/',' dl'l illl]ll'·lIt.. '1"'t~I'tllt'I' wi t.1l 

involvilll~ l"II'I~" (J!,,·t'aLIII':: flllt! lif'I'I:tJ',·ItI~"::' I.ltt' 'lb(IVt' !n:UI:: vi'llld,I'1) 



The results of this l'!l.n.k'lII :>Rllll'linS ~'f t.hl' "llll>Jilul1-l'~\l'ml'l''' 

loau:; in t.hi~~ bl':U\~h's l)H\ l'lH'Ll'olL' might bt> Hht'~kiIlS if l'l~~L'nL 

ot.udics hnilll' t Corewarned us that small farmer credit programs often 

turn out to be dominated by larger farmer:;, It L remarkable, 

nonetheless, that the "larger farmers" who cornered a significnnt 

share of thesc funds were not even farmers, cU1d that they included 

truly lclrge as opposed to medi urn-5i zed operators, 'l'hey were found 

lIot only in thc ll.l.rgest 10M category, moreover, but in thc secnnd­

Im'/:icsi caiegory--US$l ,250-.$2,500, The relatively small val ue of 

these lOIlIl:;, OllL' wuulJ thillk, woulu h:lVC IIlllde thl'lIl unintcn'~3till~j to 

lart·,t>t' uL,rlwwl'rs, Thai it liid not ~'UgC:L'sts tilat locm-si::c ~l'ilillgs 

1n themfie1 ves arc lIot enough to keep large operators away from sm/ul 

farmer credit, 

This typc of violation of Lhe spirit BJlci letter of the 

lOBJl agrecmcnL wat' brought to AID's attention ill a limited way in 

the pro.jcct':; !'in;!' Illluit in t'llI'ly 19'(1, The lludiLl)l'n fowld JOIUW 

to PCl':;OIl:, "Ullt !'l'im:u'ily l'lIgaCl!d ill ~l/jrjcult.urc Iwd who POS!;cl;sed 

:.;urricie'lt I't~:;()\lJ','(';; to (lbtain fill:lIlcillg tlll'(lUf~h cUlIvcntlonal 

corrunerc inl :';Olll'C(':';," They IILJtl~U ill:; tllflCe!l oj' lllallil t~I'1U1 Lt~d rUI' 

rcoidelltiaJ ('ull:;tructi()ll :uld uUlPr Pll1'J)():;I~;', ,'llt.;',ilk 1,11t· 1 (llLll , !',lwll 

llU "fjllilck ruue! prl'cc,:;:;jlll: (·(luil'lfll'nt.," 'l'/wy 1't'('\)llunl'lldt~d CllllL 1\11) 

inform the BNF ur Lhis f1(Jll-('olrlpJiance, noL l'l'iIflOIU'1>t: :;UI:/l :llIbll)tlrt1~ t 



6 
and "request procedures to prevent recurrence." These findings 

were tempered with the observation that the non-compliant. loans 

accoW1ted for "only 10%" of the loans srunpled. 

The auditors' recomrnendatians apparently had no impact; nine of 

the 13 loans cited above were made after the audit was released (Table 20). 

'l'he problem, moreover, seemeCl more significant th~U1 the A.udi tors 

~H\iLl. '1'he 13 loans J C' j Ie above, after all, accO\mtt~d for only 3;; 

of till' loans ~,runple(i--ill compA.rist)n to the 10/~ fOlmd by tile fluJi tors 

--but I.unountcd Lo ::9~~ of the' value of the portfolio. The lO~; fOWlli 

by t.he nudi tor~~, t.lwn, must llllve uccolil1teJ for a significtUltly 

greatt~r slJ:Ll'l' oj' tho pUJ'Lfolio. 

CUlIcltwiun, Tile disappl)inLing identi ty of the "medium farmers" of 

this l1l8 srunplc does 110'" nogat\.' thl j'c~,~t that the lower end of the 

size distribution ~;hows H substwltial peL"Centage 01" the credit going 

to Il substantial [lel'centu~e or Lll(' uorrowen;. VL1'tY-lline percent of 

the l:\"('P cl't-Liit. WL'IlL for loan~; le~;c; than US$~iOO to t3'{~~ of the 

of the credi t went to Btj% of the borrowers for lOllllS uIlder lJ::;·H ,25U. 

(Catt.lL' loan:; arc nurmrilly lurgel' than crop lOIUl~;.) 'l'Ilt'~;(' dj:jt.I'illld.i()IW 

were mOl'e eqLHLL ttl/VI t.hose of toLal Hank lClldilll~ ('I'Uh!.f':; J'1l ILlld ') I 

and F j /',\lr(~ 1). 

°f\IIJ/f\f\::/I.f\, "t':~f\L11/!I()llr!ltt"I::, f\"I'i('llltllraJ Cr'prJit IIlId :;t.fll"lll~"'" 
IIwlit. H"l"l/'f. rln. l_";):'_'(I_IIIt,~() ~'~fll'('1i II)'(] , Pl'. r" 11,. 

( \. . 

\. 
I 
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High~v unequal JistributiL'ns of credit usunlly she", the 

percentnge sha.re of loan value increasing as loan 8i:::.e t;oes up. 

Iience it is not(~worthy that for crop creJi t, the shnre of each 

loan cln.ss ill tuLal value goes down n.s 10M size goes up--except for the 

second slIlH.llest. loan-size class ('l'able 7a). For I i vC':;t ('cl~ c},pd.i t. llL1Wf'Vl 

the case wus till' opposite: the share of loan value increases with LL'an 

than that for crops, as well as being more vulnerable to intrusions 

by la.rge 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 

mnalJ. rlU"IllL~J' ,'l"cdit. prol~rrulls in lurge farmer jlwt.itutions--in thjs 

l'urtlL-lllnt' L'a:a~, t.o clo:,e off the upper two loan categories. '1'his 

means a cdlilll~ all inLli vidual indebtedness t.hat is much lower t.han 

the U~)$)O ,000 of the 010 ftmds. 'l'hough such a low ceiling might.. 

have the disadvant.age of blocking out the mediwn-sized farmers, the 

higher ceiling of the 018 program seemed to act more as an attraction 

to large borrowers thn.n to mediwn ones. 'l'he data also prcsents a 

partial case for excluding cattle completely from ~1mall farmer 

credit, on the ground!> that this type of creui t is irremedillbJ,Y 

vulnerable 1.0 misdirection. 

'l'he sample data prcscl1 ted 1.I.OOVC show thut. It ~uou dllUlk 



of the 018 funds went to extremely unClualified large borrowers a.~d 

a good chunk went to small ones. This dis~.~'lhll ;CI:i I:;n;.' 

43 

represent n. sit.uation characteristic of large-borrower institutions. 

'['Itt' ill~;tit.llt.i"ll, LllIlt is, mn.y have It hnrd Lillie ~~ivlllK credit tn 

Glllnil ['arl11t'I":; \.Jit.llllut at Ll1L' ~;(ulle Lim(' r:ivint~ L(lkL'Il, buL ~;lIbsLIUlt.iltl, 

U.IJloll!lL~; Lo sume lal'c;e and influent...lal people. 'l'hh~ large-bun'L)wer 

lendin/j may represent not so much deliberate If iolation of })rograrn 

objectives behind AID's back. H lIlay also mean that it. is uifficult 

foJ' ~;uch ~Ul Lnstitution to survive in ; ts p~u'ticular IIlGthuLionu.l 

environment withollt letting some of the credit /jO to the wrong people. 

What occurred in the upper end of tlte lO8l1-size distribution, in other 

words, may have been necessary to enuble the Bank to do what it, was 

doing ttt the lower enu of Lhe lllstribution. This pl)int L, Jiscussed 

l'tu'Lhl'J' nfLL'J' l'J'l\~;l'nLuL.i'-lll L)t' t.he ,kl illqlll'lh~y dllLa below. 
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Anatomy of Delinquency and Default 

1 ie:ht. on the qUt'sth)ml raised. aUlwe and provides un opportwli ty to 

eval.uat.e one ul' the important quantifiable gon,ls of the 10flI1 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 

2 improvement" by the Bank. 

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 

11II I'l\l'i', 1.1)(' 1':l(.t' \,:1:~ :"('''. :rlld ill 11)"(,, it "':1:~ ,'t', AID/LA/PII, 
"lh'lIdllt'.'I::: AfT i ,'1111.111':11 l'l'l'd i t. :111,1 ~;t.l11':lf~l"" ,'ll ,TIlllt' I ()(,8, p, ~~~" 
'1'he uank brunch at. which I collected. tt sample of olB loans did not 
l~nlUl(. multi-year activo lL)ans as delinquent until the final payments 
hlld fuJlcn due. For eXLuuple, H Ii vestock loan wi til u 1972-1977 
repayment period would not be c(Jwlted as delinquent in 1975 if the 
payments due on the annual installments of 1973 and 1974 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 cOW1ting the whole 
value of the loan as delinquent, including payments that have not 
yet fallen due. Table 14b shows how the delinquency rates can vary 
according to different methods of calculating delinquency; the 
section on defining de1inquency below discusses this issue further. 

2lbirl. 

3 Sec. 3.02 of Olfl Loan A{~rcem('trt., 

, , 
i 



21%, and continued at tha~ rate through 1970. The Bank was not 

making "any coordinuted effort to reduce delinQuencies.,,4 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.,,5 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 

arrears situation.,,7 In May 1974, the Bank prepared a study of 

delinquency on the 018 portfolio, and temporarily hired 20 people 

to help with loan cOllections. 8 Other measures included delegation 

of authority on collection ntatters to branch offices, the contracting 

of four lawyers to work exclusively on collection, the authorization 

IIATD/MG/LA, "USAID/HondurR.s, Agricultural Credit. And Storage," 
Alldit. Rl~port No. 1-522-71-1111, 30 MArch 1971, p. 6. 

5WA , "ATD Loans to Hondurn.s," 16 FebruA.ry 1973, p. 13. 

6AID/LA/DR, "Issues Paper - Rural Sector IRR - Honduras," Memo 1..0 
Deputy U.S. Coordinator, 23 March 1973, p. 2. This WIlS modified 
substantially, and ended up as the $6.3 million for the BNF of the 
1974 Ap;riculture Sector Loan. 

7AID/LA/DR, "Honduras - Agriculture Sector Program," 14 ,June 1974, 
p. ll~ '3. 

8AID/AAG,LA, "Ui3AIn/Honc.lura:;, Ap;ricultura1 Dl'veJopmp n1.," Audit 1I('I'"rt. 
No. 1-522-75-3, 19 Ju]y 1914. 



of field personnel to make some collections, etc. 9 Delinquency 

continued hif;h in 1973 and 1974, wld was still 21% in late 1974.10 

In June of that year, AID authorized the Agriculture Sector Loan, 
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which would channel $6.3 million in agricultural credit through the 

lOa 
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 I s delinquency 

problems and to the above-cited measures taken by the Bank to 

, 11 t' 12 Lmprove co ec 10n. But no condition with respect to delinquency 

was made in the Loan Authorization.
13 

l{hen questioned by the auditors in 10'{3 nbout the unf'xpect.edly 

and persistently high rate of BNF delinquency, AID pointed to two 

factors. "Two successive years of severe drought [1971-1972] has, 

9AID / H, "lCA Rerort. - Hondurac,," Airr;rrun 'rOAID 1\_I,q, 4 April 19'(3, p. 9. 

lOAID/LA/DR, "Honduras: Hurricane Rural Recon:;tr\lction," Cnpitnl 
Assistance Pnp0r, DAEC/P-'{5/21, 13 December 1974, p, 1,~~. 

10aAt th' 'i . 'BN ' . IS W1'1 ;lng, tile F s delll1'lUency problem hit:, not abated. 
The Bank reported a delinquency rate of 28% i n A\ll~u:;t 1976, "Morosos 
adeudan al BNF' 35 mi.llones de lempira:;," El 'riernpo, 31 August. 19'(6. 

11 / " " I AID H, IGA Report - Hondura~~, j April 1~n3, pp. 5-9. 

12AID/LA/DR, "Honduras - Agriculture Sector r'rOf~n11l1," II, June }Il'(I" p, ]113. 

13AID/LA/DH, "Draft Lotw A\lLhor i !',at. i on for LnFtTI Nn. '););l_'r_O?~)," 1\1Ir1f'X It J , 

Exhjbit D of "Honduras - Ar;ric1Jlt.ut'e :-;ecLnr' Pr()l~r'l\Jn:' I)' JWlP ]ll'{h, 
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in mnny cases," the ~Iission said, "precluded the possibility .:'If lOtUl 

rcp!\yment . " III nodi t.ion , it wa:.:: sni d, the hlWl prl)grrun hl\d 

"concentru.ted on reuching new small-farmer clients JW'ing the lust 

two years." This hud introduced a "high risk inherent in increasing 

small farmer participation in institutional credit.,,14 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 pw'poses of setting the record straight, 

but bee ause the AID explanations are inaccurate descriptions of 

renli Cy. III that these descriptions are now feeding into thl~ design 

of cw'rent AID 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 th!'? 

14AJD/ H• "tOA Report - Honaural: ," II Aprl] 1971 . pr. B-1). MO"I · dl ·I.II.1II ·.) 
c vuluutjonn 1l1so pojntec1 t.o f uull'.1ncr;n in th(' Hank':: ('olll ' I'l.iclIl 1II"II,, ·dll"I' ::. 

Fo.r~., tD/II, "Font lldio de evnlunc;on dc] pt'or~ r l lllltl dr' (·r·(~dil. n :; III,, ' ,'vl ::ll.dll," 
Au~unt 197?, p. 33 . 
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10% deadline had passed ru1d one year before the drought. The 

auditors found no effort on the part of the Bunk to reduce 

delinquencies by early 1971, right before the drought und 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 1974. 

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 

Wl'l'l' !,wrunped l,y ot,llC'r r~l(,t.OJ'!~. Tlll'!,p other fae-t.o,"::;, 

to be discussed below, must have been constnntly present in both 

drought and non-drought years. Finally, the delinquency rate of 

another small farmer credit pl'oermn affected by the drought \olliS 

niglli1'il'untly lower than th'lt of t.he Blmk. 'J'he cl'('Liit union 

federation' G delinquency rate on 0111 :mbloans was (\.180 said to be 

higher because of the drought. It wus 7%, however, in comparison 

to the 18% of tile Bnnk.15 

In order to test AID's drought explanation of the BNF 

delinquency, I sepo.rated out the drought-year repayments on grains 

(1971-19'(2) from the good-year repayments (1973) in the 018 sample 

] ') , . 

'rill!; l'fltl' l'pr"I'!, only t.n IIflJ-O]H !~uhlonn~;. 111[>/1111<:/1.11, "lJ:;I\'lIJ/ 
lIondura!;, fW,I'jf'llltllrlLl Dt'v(·loprnr·nt.," lIudit R(·pr)t't. No. I-);)?-'(",-~. 
] () ,JIIly 19'(l1, ". 7. 



49 

described above.
16 

Surprisingly, the results do not give much 

support to the drought explanation, though they are not tota.lly 

devoid of the drought I s impact. As can be <,cen from Table 18, 

ultilllat.t'ly paid, But it' one incJudt:.'s these l:..ttc-puid lOlLns, wliidl 

accounted for more than hnlf the value of the grains portfolio, 

delinquency in the bad yean, was slightly les~> thlll1 in the good.--

79% vs. 82~~. 

Om' would have expected that small borrowers would 

lu.re:e borrowel's. But the t,l'cnLi of incl'enseLi delinquency wi th 

inel'en.sed lO:Ul ~~17.l', d~ cl'ihed In Lltt' next ~;ectioll, has t.ht~ 

yelll' ('['ablt' 19), lndeed, thl' la\'t',t'!" hLll'I'UWt'\'S c\)J\tribute 

more t,,) ,1<'] inquellcy ill t.he bad yeal':3 th:Ul t.lll',Y dl) ill the f,ood. 

'l'lle nlUll'e II r the ,;lII:dJ er l)IJe~, ill del illquell,:y, ill l'elatiolJ 

tu tliell' :,.1.11'1' "i' lO'Ln vnlue, 1s Ie",; in U\l' had yeal's 

16 
1 have not included cattle loans in Lhis breakdowll becaw;e of' 

the lone;er time period f(Jl' cat Ue reJlayment.l~, and til(' more 
indirc('t way in which drouf',ht slJow~; up ill cattle!)Wll('!' elLl'llillt-:G. 
One would have expected a laqje :unounL u[' lClte-paid lw;tallmellLl; 
UG one GiCll or the Jrou{~ht. Hut tlll,; caLr'/"ol'Y aCCOIlI\t,('(j f()t' 1)111:,: 
9% or Uw cutLJe .loan~~ and )1/; of tliejr vaJul' (Tab]t: 10). 'I'Clt, 
high l'aLl: (J/' adVIl,fll'C' 1'C'paymc'llt (()';;~), linWl'vt'l', may hf' ILII illdil'/LI,ilJll 
01' prr:'lIIfLLul'(, :;lLl/~ :Lfld :Ll~IUf~ld.t'l' ill ()1'dt~J' t(l ILv()id t.lw c'!'I'!:(:I.:: (ll' 

tirought 011 LllL' ll''l'fl, '['hf~:;e ('llIWidl:l'ILLioll,; :II'l' d i::(:II::::,'d ('llI'!."t'!' 

in Lhe Jive:;t.ock "ec\.lull beluw. 



than in the good. !~oreover, the chanfles in the percentage of 

delinquent borrowel'::: in the small classes froll! drour,ht year to good 

year were not consistent or sirnificant. 

AnoUler way to unearth the impact of the drought on 
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lit'l inqlH'ney i:~ tC) ('oltll'al't' dqTt'(' or In.t,{-, p:lyml'llL ill t~cl()d Rnt! bad yt~ar:;. 

ycar:~. But thi:; i~: not tilt' ca:~c. Illd(~ed, late payment i~ l('s:; in 

the bad year" thun in the p;ood--50~ v:,. Go~. 

Thert' are ways of rpcnnl'i 1 inl; ttli:, pl'rplexing absence 

of the droul~llt in the del inquC'llt'y datn--wi t haul, havi llf': to throw 
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I 1 ' 11 out the data or the drOuglt exp nnatlon. In general, the delilhluency 

iutl'J'lml to the BIUlk, invol ving uel inquency of borrowers to which 

the Bunk wus lending before AID. 

17We know 1'01' sure, lifter all, that the w'OUf~ht occurred and thlit 
it affected ligrlcultw'e. The eff'ect~, ~)f till' drought un II smaIl 
farmer's finance!> woul.u be Iii.ely to la:lt lOIl[~er thWl the ef'r(~cts 

un tile soil i tsel1'. 'rhe guou-year data, t,llf' 11 , are prObl)h 1 v ,:;Lill 
reflectine til" droueht, anu thus al'e not IIJarr.eu.Ly ulffercl,c from 
the prevl'lw; bad year:,. ~;econu, it i:; cleal' from 'L'ablc It) that 
t11ere was lUI abrupt urop ill the share of' :;mall lOlU):; in Olll credit 
lifter' the cir()UI:ht--thc smnllc!3t lUHll-!.,i:',(~ cJa:.;:; rell from ~)'{% of 
the lonns lUlU jO~: of their va.llle to C'n% or tile Joun:; IU1U L)/~ of 
their vnJ lit', 'j'hi:; Wli!; J'erl(~cteu in [til inCrCfl!;l' in the nhllre of 
the tlJrr~(' Iflr'(',c!;t .L()lll1-si~e c L:L:;"e!.l--1l cloub] in/:: ot' Ull,j l' :;Illlre 
of loan!; 'UlL! it ,)()~'~ inc!'case in L1wiJ' :;11I1J'1' ul' JOILrI v(due. Till!; 
meant Lhat, til!' I~()od-yf.'ll.l' datIL wa~: rTll ' !'!' inJ'Lllf'Il('('d by tlw ul.'Jinquency 
uehnviul' uf' t1lf' J:I!'Cl'I' cla:;:w!; thlin Lll!' blLd-Yf!ILr d,tl"-L. 'l'hw; t1w 
gOUd-yf'Il.l' dllta, iw;tf!ad or :;I1I)wiIII~ the eJ'J't~ct,!; ()!' the CIIlLIIVI.' /'rom 
bud Yf'ar to t~fjod, Wli!: prubabLy m(JI'f' It I'CDult f)1' IL :;Id.ft in weight 
from lUW('I'-C LlLnD delinquency to llPlwl'-cln:~:j dId. i nqu('lley. 
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referred to above is revealing. 'rhe value of delillquent Ll]' de1'l.I.ulted 

luuns Ilccountcd 1'01' 21% uf the srunplcd 018 portfolio--measuring 

d('.linquency as the amount of payments overdue divided by t.he ~I\ount 

of payments fallen due ('rablc IlJb). 'l'his is a 1I10rc liberlll measure 

than thut recommended by AID contro.Uers, who count Jelinquent loans 

that are still active us totally delinquent, including the future 

payments thnt havc not yet fallen due. Since 211% of' the value of 

thlf; porLI'olio was still active in AUgWlt 1975, tlll~ AID lllellSu.re 

or cattle, 1I\~. Cllttle delinquency, however, i~; much closl'r tCl 

mellsw'c mlly turn out to be more Ilccurate because delin'1uency of 

the active cattlc loans is scveral times hi~hcr thltn that of the 

inacti ve cut tle 10I.l.ns--647; accordinG to my measure and G7~~ 

HI 1 lmve used the mOI'c "ehud table" measurc of del i nquency becHU~Je 
or I! f't'w lal'/;(' active alld tip] in(lllf~ntlullns L1Hlt In!l'y I'xl\,.~~~el'llLt~ t.he 

:ihrll'e in dc}inqlwllcy or !.lIt' t.wo 11l/'I"L'~1t. !,J/l/I-:.i;',f' ,'l.:l~;:>l':;. I 1l1:10 

tlUUPCI'I" bec:u.:;!' Ill' Uw pt"llcl,j,,(, \II" t.lll' Lit I"'ilm 1l1':1l1t'1i, 1./1·'11. Lill' 

1\J D rrll'lL:;lll'I~:; ,)l' HNF dt'lillljUl'lWY ,il) n(.1. i lIl'lud,' IWt. iv" d('1 j llljllt'llt. 

101lWl, Lt'l, alull" LtJl' PILI'\. Lhal, Il"l~; !lOt. y,'L 1'11.11"11 rllU' ,'II 'It-I ill'lll"1I1. 

loan:1. 'I',) PI'(!V(!Ilt. I:O!lf'U:;jull ILnd allow l'otni"LI'rtlJilil,Y, l II:IVt' 
l'al('u.LIlLcd dc.J illCjIWllCY ))('l'c(!IlLage:: ill aLJ t.11f' VllI'jUlI:; !,o:::;;bJ(' 
wllys ('I'ab I,! I ill) ) . 



accordine; to the AID meu.sw·e \ 'i.'able Illb). Thus when 0.11 the ~a t ~le 

loans have fallen due, the delinquency of the catth' port folic' will 

probu,bly be closer to the AID 25~~ measure thilll to my l()~~ measure. 

The three ml)st sW'prising features of the delinquency of 

this bank brlU1Ch arc summarizcu Iwre: 

(1) Bllth in t~rllills and cat tIe, ~he greater the size of 

tile 10l1n category, the greater its relative contribution to 

delinquency (Tables l~) ami 16). Lurl;er borrowcr~~, in short, 

cnnl.l·ibuted more thall their "Imt'e to delillquL'Il'~Y LlllLll did ~31111l1J et' 

Lhe BNF' s hil~h delinquell,'y l'lltC!, may nut havl' been, :IS was ~,aill, 

IL result. o( Ilew !~I!llllll'r-,)i.~e l(!lldint~ by the Halik te) nt'W and ,;mallcr 

client.s. Tilt' de>l inquL'Ill~y seem,; to have in!,tcnti l'cflcL'teL! all 

ongoing plWtlUmeIlOn invuLvint~ typC!; or lendillg III hi bOl"rowers to 

whid} tilt' Bllllk wa:; ;tJre;uiy Il('l~ll!;tllrnl'd. 

(::) u( tilt' f)'ltin lOllll:; that w(~re fully rt'paid, more Umn 

tllr·l't'-qllfu·tel'!; u r til{' valut' ('(t;;:.:) alld numhcr' ('(n~:,) wcre rcpaid wi t.h 

,julllt' dl'lllY ('J'llb](' e)). 'l'llt' deJIIY W:I:: 11;;llIllly llt' lit) IIll'I'(' UlIUI j.' InlHlUW 

and allw);;t. hnl!' tile VULlH! or Ute!,,· iIlL"-puid J()illl:; Wll:; ,,'~pllid wiLli up 

Lo only t.hrt!" mOll tit:; , tit.'IIlY (TllbJt' ,'I). TId:; Hlt'IlIl:; UIllt. Illllid-::t.t'('llIn 

dclill'jlwrlCY )'(':idirlf; of t.he 1;!'ILilw i'lII'Lt'()Jj(l--('''llllt.illt; Illj UIl' 

lat.I'-l' llid jt,lln:; a:; tit·linqllt'llt.--Wt,ulrj h'lVl' l:iVt'll :1 il"j illljllt!III'Y rilLe 

of'tU% ('('atJj(' Lid)). 
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gi ven to lengthening the periods i'L,r such siwrt-term ,'rap h'lIlIW, 

value of nmowlts due W/loS repHili ill adVIUlce ('l'Hble lU). In a muJoriLy 

uf cases, the pcriod of anticipatioll of final payment was considerablY 

greater than a few months ('l'able 211), This advilnce t'el~ayment is 

surprising, given the Cl>l1CC'SSiOlllll iIlLere;;l r:lt,., 'lr 1)% n.1l-l !.tiP ~;cl\rcity 

of such medium term credit. It may be that interest rates were not 

as subsidized as was thought, that cattle investments paid off 

W1usually quickly, or that the credit was invested in other 

acti vi ties outside of livestock, The~;e po~~::; i Illl i ti l'~~ ctrf' cl i :;cll;,~)ed 

furt.llf'\' ill t hI' t'nll ow i llf~ "ect i Oil, 

'I'h,' flrr\'mW ('valU:lt ion:;, \'itillt' drout~ht. und the 

1l11I'~ili:lI'iLy of' :TI:t11 ('Ilrmt'!';: willi the lhnk, lClld (1ne to expcC't 

grt'nt."I' df'lirl'llll'Il"Y ill LIlt' ~;rr"lll,'!' In:lr,:~. Yt't. 

the most strikillg thing about the l'l~l'uyment Liata il, that 110 matter 

how you mC1WW't' d"lillqucIlCY, t.hc pattl'rn is alwaYl; the same: from 

the l;mall lUIlII-:>i.:',l' clas[,es to tile large, d,:linqucncy sharc~; shuw 

11 con:;i~;t(~Il1. incr'caoc--exccpt for Lt decrcase whell moving from the 

smallcl;t clo.f;~; in /;ro.ino to the ~;econd-smalleGt, us discusi3ed 

19 
below. 'J'hiB pattcrn cJncrge~; wlll'LllC'r one i~; meltnuring the 

vHluc of t1w delillquent luans, the d<>L.inquenL 

19My i l' "I I (e lllqucllCY !'atlo wClf; It,> t \t~ :;hltl'e of' each 10I1n-::;il.c clasD 
ill cJeJillquclll'Y hy i.t:; nhnre ill total LOllnn. It .iG the ratio of 
tile percell tage !:llll/'e () r It cla:;!; ill d!~lirlilllC'ncy to i tr; percentage 
shure uf JOlllln. 
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value of the loan, or the number of delinquent 10aIls ('l'ables 15 and 16). 

It is sltrprisin!,: th:\t a smElll sample '.h1ULi yie.lli 5\1.:11 11 

l.·on~;iBt.ellt pat.t.~'l·n, and t.hat the 5~U1IL' pattern would ~.lIow up in 

loans or It completely different natttre. In grains, the trend is 

not as markeu as it is in livestock, though it is definitely there. 

From the second loan-size class to the fomth, delinquency shares 

more tha'"] uc'uble. 'rhe smallest, first loan-size class has a 

delinquency share greater than its share of loans and loan value. 

But this ~;hllre i c, ::; t ill less than that of the two lu.rgest 103.n-5 i ze 

,.\ :1.:::;,,:;. In cat tl e loans, the same trend appertrs in a much more 

marked fnshion. '1'he increase in delinquency ratios from small 

tL) large l()all-~;iL.t' cJ asses if> more than fivefold ('ruble 16). 

Unlike graills, moreover, the smallest. class is not more delinquent 

than the secLlnJ, but is the be!;L l'epayer of tilt'm all. There is an 

tUlinterrul'ted incl'l'asc of delinquency silllres, that is, from the 

smallest to the largest class in the cattle louns. The data 

support th~' hypoLhcsif3, ill swu, that larger borrowers are more 

delinquent than smn.llel' ones. 

'l'his leaves for explanation the behavior of the sec(lnd 

smallest c.1ass in grains. It, tLI1d not the smullest class, is 

the best behaved on repayment. [t WOllld be uaeful to know from 

other datu., tn . .ken from different bunks and different. weather 

conditions, if' the problem of' th(! smallest clElss han to do with 



befol'l'Imnd tl' bank reol'll\ and ~u'e dHlnneled from the smallest int.o 

the seconci C1USB si ze at the time that the bCU1k determines the 

lll/LII lunOWlt. Answering these questions could help AID determine 

whethl'l' and where to set rloors on indi."idual credit arnolUlts in 

its programs. In any case it should be remembered that the 

proportionate delinquency of the smallest cJ8.SS, thoue;h larger 

than the second class, is still less than that of the largest 

classes. 

Another interesting aspect of these delinquency ratios 

b', LhlLt. llll IlK'I'l' t.htUl half of the uelinquent {oTtJ.in 1\)l1n8 HIld their 

value, ~ payment \)Il the principal was cver mauc ('l'uble lLl).;~O 

'J'Iw re:.t were pm tlnlly lielinqul':1t. 'l'his was true fo!' tile valuc 

vI' uelinquent. cat.tle 10l1ns as well. 'l'he Ilwubel' 01' 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. 

56 

More than one-third of the value of the never-paid grain 

loan:; is nccolUlted for by two borruwers ill tlw hif~l!l':;t. I.llo'Ltl l~ ill:;;: 

20 
1 uo not know if thill is also true of Intcrcnt payment.:;, :;jncl) 

have no data on these. 

1; , 
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in uhich 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 ('rable 8). Two borrowers in the largest loan-size class 

account for t39% of the value of loans 011 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 delinquent cattle loans was 

secured with a guarantee almost four times the 8lIlount 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 relat.ively 

easy and legally straightforwru'd 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 tlrree 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 amOtmts due, rather 
than total loan value. Since their repayment behavior thus far 
is so bad, they ru'e 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 

iruplicat. ions for the t.n)e of "011E'~tion prOe;l'/U1I thnt is 'built. int.,) 

the design of AID Lechni\!al a.ssist.ance, n:~ d i :;\'ll:~:wd ill'! ow. 

The above meaSUY8S of delinquency relate to the value of 

delinquent loans and not to that of the overdue payments themselves. 

This latter meaSlrre 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 

:;hnre incl'eases wi t.h 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 loa.ns in the two lal'f:t'st cntet~~'ries hH.J. beell pl'l'ilib.ite~i, tilt:' 

('I'able J'{). III gruilw, the same procedure would cause only a 

slight reduction in delinquency. The slightness of this decrease 

resul ts 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 

reault in a successive decrease in its delinquency--though the 

decrease for cattle is much more significant than the one for grains. 

What hctppens to delinquency upon introducing small farmers into 

ILII e:3LnblishL'd btU1k. rl'~ese data arl~ or considerable value in 

l'e-eValllnL i n~~ \.lIe delinclllency performance of t.he BNF. Delinquency 

was Judged high in t.he 018 progrrun, as noted above. It was 

attributed by AID to the drought, 8l1d to the newness of the Bank 

and the small farmer to each other. But the delinquency of the 

La Ceiba sample shows a tendency to increase with the larger loan 

categories, which are those in which the BNF doe:, a good deal of 

its non-AID lending (Table Ila). This means that the delinquency 

of the 0113 program may actually have been lower than that of 

overall BNf" lending. Using the BNF measure 0 [' de I j Ilqucncy, wid cll 

exclude~.; actl ve loans, the La 1'1 ,".'1'1 018 dtd.lll(lII<'IW,Y Wit:: J )1% ill 

August 19'() (Table 1.1'b). 'l'his wa::; seven pel'ceIlLaf~(~ lJoinl.t: J.OW(~I' 

/\ 
\ 

,~ 

-', 
J' 
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than the overall delinquency rate of'21% in 1974. Thus the 

delinquency on OH~ credit and in the Bank in ~eneral CM hardly 

be seen as the result of introducing small farmers into the Bank . 

.It i~ probably mort:' the result of Lhe Bank's performanee on 

delinquency previous to the AID loan,'and in its portfolios outside 

22 the AID loan. 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 ind.irect 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 delinquency was fOW1d in the crop category including 

fanners ure lllonL l'l'ominenL. Delinquency for the IHrgel' 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, "Fstudio de evaluacion del 
pror,rama de credito supervisado," August 1972, p. 27. Translation mine. 

My comparison between overall delinquency and that of 
018 in L~ Play~ 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. 'l'his 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. 23 This crop configuration of delinquency vas apparently 

not nev, for similar findings were pointed out four years earlier 

in the AID-sponsored. evaluation of the BNF. There it was fOWld 

that cotton and tobacco "have cuused BNF to sustain its largest 

24 
losses and largest delinquent accoWlts to date." Far from 

explaining delinquency, then, the introduction of ::..nall 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 Wlfrunilinl"ity between the new borrower and the Bank that 

neCllW1Led for the better repayment performance of the smallest 

borrowers. The fonnal 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 lover 

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"3A1D!LA!DR, "Honduras - Ae;ricillture Sector Progrrun," 14 ,Tune ](),(ll, 
p. 1'13. 

24AID!H, "Evaluation of Banco Nacjonal de Fomento," 22 August 196" 
p. 22. 
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The good and late payers. The m;)st striking thing ::tbuut the grain 

portfolio is that 5b:~ of the loans and 54:~ of the arnoW1ts due Wl're 

fully paid, but. with some delay. The rest of the pOl'tfolio showed 

that (1) on 16% of the value and number of the loan amoW1ts due, 

no payment had ever been made; (2) 12% of the value and number were 

parL i:tlly delinquent; (3) another 12~; of the tUllount due had been 

paid. on t.ime; and. (4) 5% was paid in advance (Table 10). 'rhus a 

delinquency reading taken in late 1973, by which time most of the 

95 
Grain loans had fallen due, would have been close to 83:~! ~ 

A considerable chunk of the late-paid loans were paid off 

with only three months delay (111%). 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 reriod of their 

Lielillqllt.!ll~y, ~'Ilt,;c;ests that loan repayment terms may have been too 

short. ~los L or them were set at six monthG to one ycar, evell 

though the loan ar;reement allowed up to 18 months for repayment. 

~'.J , 
'rhl!; is much hi[;her than t.he delinquency reported 1'01' that Limp 

by Lh/_' AID auJitors--18% for late 1973 and eal'Jy J~)'()I. (1\11l!1\1\1:!I.I\. 
"lmI\ID/l!ondllras, "'~ricultul'lI.l lJt'v(')oprn/IIL," 1\1lI1il. ""I'fI!'!. N/I, 1-',:':'-'(',-, 
J~ .lul,Y ]9'(11, fl. 'r,) T do not. IH,rlt'I'::t.:llld 1.11" !""I:"'!I 1',11' "1"1, 'I 1:'/'1'" 

Jiscrepancy. The delinquency of' !'h(' La "I'I,Y'l ill'llIl,'ll 14.'1::, ill 

general, no createI' than the aVI~I'lll~e ror tll/' BIH' :1,Y;;I./'III, .'I:: ""!."" 
above. It may be that the Bank':; dclinllllf'lI!. 11lI1I1:: I.ILlI/' :;/)rII/' 

months Lo f~et inLo the data. Mol'!: t.Il1lll hlt./ f' Ult' VII.IIH' "f' 1.111' 

grains portfolio was paid lnte, alit! GUlIlewhaL Jv:;:: tllall /ial" !.lIi:: 
late-paid value WflS paid within three monLh~;. '1'111:; cOllld ('X/,Lltill 
a good parL of the discrepancy. 
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Because small farmers live at the margin of subsistence, 

n repayment period longer by about six months may be more suited 

to t.hclII Lhan the tracti t.ilmal repayment period that is tied to the 

rhyt.hm:~ l1f the harve~L--i.c., from 12 to It) months instead of six 

to 12 months. 'The longer cycle may not seem to make sense from a 

productilm point of vie, .. , since it extends repayment into the next 

planting season. It nlso does not make sense to a bank, which likes 

Lll ('/ltdl the :'lIla.l.l f:ll"mel' at the lJIoment.. of Imrve~,t, hei'ol'P hl~ ~.ells 

hi:. 1',I'alll ,'I' I'llt:; it away 1\)1' his t':Ull1ly':, COn!HUlll'tiL\I1. '1'ili:, 1:: 

p:u·L1L'ulw'.Ly a l'l'oblem with crops that are un important purt of 

home consumption, like corn. Home consumption puts into greater 

dispuLe the qllest~on of how much grain the smull farmer actually 

has 1'01' debt repayment riCht.. after the harvest. "You ate the erain 

ylltl owed us," is not an Wlcommon complaint of bank inspectors to 

late-paying small farmers. Or, when t.he borrowel' cannot repay 

right away, the bank will accuse him of laying away more than is 

necessary for home consumption. Some peasunt groups--in order to 

avoid thin conflict, in which Liley are usualJy Oil Lite iO!Jillll, :; iLle--

uctually plant !L separute plot "1'01' Lhe ballk." 

From l.l bank's point 01' vicw, the moment of e;rel1te~lL 

bargaininG power 1'01' getting JebL:: l'epaj d is righL ut harvest time. 

And this is how the time period for rcpaJmt:nt is determineu 1'or 

IV 
., \.1. 

v 
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most short-term crop loans to small farmers. According to the data, 

however, the small farmers' pruduction cycle seems to be more 

why. We do know that the reasons for the shorter repayment period 

have to do only wHh the agricultw'ul 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 good faith for 

the smaller loans may not be that W1reasonable. 

One might reconcile the bank's concerns with the small 

farmer's optimul repayment rhythm by simply allowing the bank to 

engage in informal, last-minute postponement of late-paid loans--

without requiring an actual refinancing operation. 1~is would 

accommodate both the bank's preroe;ative 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 pw'suing 

delinquent accOW1ts for almost a year, ~hich may be W1feaRible. 



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 repf..y of its 

llWIl nCl'ord--56% in IT\Y grains sample. 

Till' Iii gh pcrl'l'lll :tgl' of lute-paid. u.Cl'l1lUlLs ill t.he gruin 

u. can:..; Lllll t pIlCIlL)!Uenon. In the data analyzed above, that is, the 

late repayment of the post-drought year may be simply displaying 

the continued financial effects or the two preceding drought years. 

If' thi~; i:J tile case, it shows that the climatic disaster has a more 

prolonged impact on small farme.r finances than it does on the land. 

Droughts I.Uld other such agricultural disasters, moreover, are not 

the unusual occtuTences that they have been portrayed. If the late 

payment (lr lilY dlLLa i~, It rcsult 01' the Jrouf';ht, thell. it. ~,till 

Disasters, and the assumption that they will not occur. In the 

above section on delinquency and drought, it was "cen that 

AID attributed the BNV's high delinquency rate during the 018 

period to the 1971-1972 droughts. 1 al'{',ued thnt the tlct.utll 

influence () r the drought on the dcJinfl'lCncy prulJ.L f 'lr\ wan rriltelt .I I.':;:; 

than claimed. Thit; kind of claim and Lhir; killd of cJ.lmaLoJI)I~i(':L1. 

event are noL unllsuul. The t,eCLiOfl 011 FECOflGHOIl :;ll(JW:; I.llal. lrllLlI,Y 

\.\ 
\ . 



of that program I s problems were blamed on the same droughts. Even 

the high delinquency of the BNF before AID cmlle on the scene W3.S 

attributed to drought. The yeRrs 1966 and 1967, AID and the BNF 

SRid in the Justificntion for the first BNF loan, had seen droughts 

tl t i th d 1 · " h 1 h "" • 26 . lit. IIlnl e e e lnquency rate muc nrger t an the normal --<-5;0. 

P"" i OIl , 

I question the validity of explicitly a~.s.~.ir:_g, as AID 

docs in its agr icul tW'al Pl'oj ects, thnt the agricul tW'nl year will 

be R normal one--l1O floJd_s_~ no droughts. If the last ten Honduran 

years have been strewn wi th such disasters, and if AID l'clicves 

these events have undermined its programs, then it does not make 

t;ellse to bafit' 1'\'ogl'ruJl Jesigns all the asstlllll'Li()tJ that. they will not 

(WI'III', AI'tPI' all, t.he pl'()ballilit.y or allY l'!LI't.i,'uL:ll' agricultural 

estimate on the last ten years. Yet still in lSl'rJ, one of the 

fow' "asstllllptions for achieving goal targets" of an AID proj ect 

for fanner groups was that "climatic condi tiom; l w ill be J 

26 
J,,"111/J.I\/Pf\, "H(lrtdllt':I~;: 1\,-'riclIlt.lu'.'11 en'die IIl1d :~t.(lI'.'II'(· " ;'(l ,llltlf' 

L ( j( ,t!, p. ~[l. 

~"(AI/)/If, "/'wr'jl'lllf.ut'al C()/)P(",:tt.iv(':~ (:~rrlall I,'al'iflf',' (1"I~'uli:·,:tf.i(IIt:~ 
DI'vl')optn(,IIt.)," NOIlI,ltpiLTII 1'l'o,l(·I'\. 1"11'('" (I'HIli'), ~() .1:t/111.'''',v 1"'(", I'. III. 

I'\; 
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pecuJilu' to the HnllJlu'al1 ~1ission's projects. It has become a 

st!lIlllard fixtw'c of AID's ngricultw'nl project designs. Of course, 

the lust ten lIondw'8.l1 years may represent an WlUSUal concentration 

of adverse climatic events. But I am certain that if one studied 

the agricul t.w'al data of Latin American countries over a sufficiently 

large timc span, the probability of an abnormal year falling within 

the period of any particular AID project wou.ld be quI tc high. At 

Lhe lcast, it W,llud be hiGh enough to never think of assuming that 

lJ:l::c IllS "l'rl.:lilll.y dll tltl~ Il\Unbl'I' ,'I' HIIl:lll rlll'Hlel' l'1'I'dlt. Illld 

BNF delinquency ruLe and the failw'c of FECUAGHUIl arc only two 

exrunple" out of lIlany. 

'fhe effects of drought and flood 011 the small farmer's 

finances extend further through time than the climatic phenomenon 

itself. 11' one looks at disasters in this way, the prolmbility 

of I.U! abnoJ'mal yelll' goen u!) evcn J'urthC'l'. Whl'n lI/ll' lil:t.t'II:: t.ll 

the hl:;t.uril'!: of pcnuunLs Ilnd Uwjt' I:ruup:;, j.t. i:: 

£!U 1\ II /11 If. " I I I If N 'I I ) , L'lt'p ,'''I'Vlr'I':: - 'llI'~t1 II'VI' 11 ['1I\('rll" I ()r)('~lJlllli 'r'u,I('I.'t. 

l'aTH'I' (I'HOI'), l'rn.I"rl, No, j;';'-II-lqO-[)I(,.(i, 111 !J{'I'I'm!Jl'I' l'l'n, p. 10. 
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remarkable how laced they are with the effects of disaster over a 

lone; number of years, how the prod."u.cti ve destiny of the family is 

shaped by various disasters and the responses to them, '1'0 peasants, 

J..iflHster is normal, not abnormal. Perhaps it is the cultural 

L'on,ii tiolling of those who work .tn foreign H5sisLunce illsti tutiolls--

IU; a:;:;\Unl' :;Ul.'il nul'IlIld l'VL'nt.:; tll 1)(' aUllol'rn:ll, 

'l'here are other "distu;ten;" for this type of pruducer 

which, though not of Ii climatolOGical nature, have the srune 

cuprieiow> a11li deva:>tating effect all his pl\)liuct.ivL' lire al1d his 

ubH i t.y 1,(1 I'epay Jllan~;, 'l'he crop WllS eatell by pc;; ls, the price 

1)1' input:; wellt up too high for t.hern to bL' l1:;l',i, the seed was bud, 

the I'l'l'tili'.·,cl' diJn't arrive ull time, the lllicilLlL'Ill[l1l wuulull't, buy, 

Llll' pl'i Ct' 0 ffereu 1'01' tile crop W:l!, tOl) low, 'l'hl':;L' are disasters 

UdVllllLl!t:c:; 0 r wL'alling away the farmer from "high-priced" nOI1-

im;tituLiullal credit intcrmediade:" Or, tht' advantages of' using 

u "mOdeI'll innut" lIke credit are l~it.ed 1'01' tilose wllo have never 

at by C01'ei/"n ilc;"i:;tllnce aD cm;Uy and IUl-nlu<iL'l'll, ,("t LIt(':;!' 11\I1t1L':: 

or f'inanci.Il/; jllvr)_lvl.! ('er l,lIitl way:; r)j' COp.illf~ with di!;Il;;t.l'I', 'J'JII'Y 

involve Cl'l't,,'lill t'xpectutiulw nlH"lL IIOW t.ll rn:lkc dl.--(,j L1Wl' by 

I \ 
,', 
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deferral of credit repayment to the high-priced creditor, or H0 

credit in the first place, with problems centering on how to t~et 

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 for"ml regulat ions of the 

bank i'rom 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 [I, 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 

flu'mer credit program, in short, can brinG producers on the margiu 

01' nubsi~,tence into an environment that makes them more vulnerable 

Lll d i :;astl'r thwl they were before; it may leave them aballdl)lll'd 

after Ii disaster occurs. A proc;nun intended to impruve the :;mllll 

farmer I s po<;i tion by convertinG him to more mOdel'll mct.:lOlls shuuld 

not tuke llway his intricate protection against risks. It shollld 

try to be at least as insured against risk as the pel.lSW1t IS 

traditionl.ll manner of coping. 

Lending insti tutionfJ often deal with SlIlEllI I'llrmern n1'Lel' 

their disaster" in a way that minimizen the Joss to the im;ti tutlou 

--a rel1sonl.lble form of behavior for n bank--rather than in tl way 

/ f 



that will ma.ximize the borrower I s potential for recovery. The 

tractor story told below is an excellent example. AID, in t w'n, 

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 sOW1dness 

of t.he lending institution than wi til that of the small farmer 

bOl'!·ower. AID I S concern about collection rigor gives the bBllldng 

insLitution renson to act more aeainst the interests of the slI1all 

farmer thu.n it lI1ight 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 procedw'e would 
also provide the BNF with leverage in recouping prior 
delinquencies froll1 fLu'mers and of course would provi de 
thl' BNF with a definite and measurable inventory of 
f,rain for its stabilization prognun. A condition to 
disbursement of the credit portion of the proposed 
ImUl will be that the BNF develop a standll-rd production 
credit agreement that includes a provision for 
pw'clmsing collaterfl.li/:ed crop production at a pre­
determined price or based on a prescribed price index, 
and 11 provision 1'01' the liquidation of delinquent 
credits from prior production 10ans."29 

This proposal makes I\ID and the Bank sOW1d somewhat like the evil 

intermediary from whom small farmer credit progrruns are suppoGed 

to provide an escape. What would happen if there were a druughL'!, 

29 
Alll/I,A/llH, "l!()l1dllra~;: l!ul'T'i('ILrII' PUI'al H('\~('II:;t.I'Ilt't.i('rl," I 11",O""Ii'I'I' 

I (J' (II, P , It 1 • 
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l'Ul'Dlel' us a pr~")du\.' ing enterprise ~l'ts neglcc ted by Al D Cor Uw JClldine 

institution. This happens even though the lending institution in 

AID projects is meant to be an instrwnent for furthering the 

development of small farmers, and not an end ill itself. It happens 

because lending-institution solvency and small-farmer solvency are 

not always compatible objectives. 

Approaches to this problem Ghould be developed which 

relieve the lending illS~.:,i tution from addi tiona..l AID pressure to 

put':HW i t~; di~;astel'-str Lcken small cl'clii tors, At the stunt: time, 

1.I1l':;l' al'pl'l'al'It~'~; :~ItOltld illl~L'cn~;l' Llie l'l'olmbil i ty (li' l'vl'IlLuaJ 

l't~paYlllcllL by till' sJlla.l1 uurr\.lwCl'G--i ,c., uf' their eventual 

rehabilitation as producers. One possible approach is to writc 

contingcncy plans into credit regulations. I l' a certain percent 

of the crop is affec ted by disaster, for example, thell credIt 

repayments would be automaticall:)' extended a certain numuer 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 spccific IlrrIlIlgf'lll(,IIL, ATD mwdJ 

farmer programs should insw'c thaL bccomllll.'; Ill(Hll'l'lI wjJ.J IIcd, ))(' 

more perilous for small farmers than !J tay lng the way Lhey arc--

at least during the period 0[' initial change. 
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Groups of small farmers may be more vulnerable than 

Indi vidunls to post-disaster unsympnthet.L: b0htwi,'r l'~' .ll'lhl..i Ilt~ 

ftll'l\ll~ I'. [·'rolll t.he nrunl' inves tlllen t. in col lee I.ion efforts, 1 t. hn:l 

rnallY Limes more to gain from the group than from the indi v 1 dual. 

'l'he 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 emphasiz~s small farmer groups, in contrast to the 

individual small farmer emphasis of the 018 loans. In programs 

such un these, where credit is channeled to groups rather than 

.i.nuivluurtln, it may be even more important that AID incorporate 

di:.lIWl.l'I' "l)llt. inc;encics intll 1 t.S pl'oc;rmn design. 

lli.:;unt.cl', in stun, I:; one of the cellt.1'al problems ,)1' a 

:3mll.ll l'nrmcr crcdit progrwn. '1'0 asswne it away provides n 

guarunteed but useless explanat.ion of failtrre when the "disaster" 

OCCtrrs. More important, one gives up the opportunity to try and 

avoid failtrre with a program design that faces up to such problems. 

It is incwnbent 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 lattcr call 

least afford this kind or 1m;:;. 

. \ 
, I 
' .. 
,I 
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'fhe AID way of determining delinguency. The lowering of delinquency 

is an important objective of most AID small farmer credit programs, 

IW WitS Lhe case with the BNF. To work toward this objective, it is 

1\l'I'!':~~;!ll'y t.o tieled. tl l'l'ogrrun ~trlltl~t-~ that fi t.s the del inqUt'!r1cy 

I'imJ'lleLeritit.ies L)1' !lny particular portfoliL). J\ID, its nudit0rs 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. Hith such a rough measure 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 just plain non-existent. Only 

IL more detailed look [Lt delinquency would have shown that a good part 

I) l' i. t. WILG wi t.hill l'L'lItl'l.11 01' Lhl' pr0t!,1'~Ull and cLnuli have been ill I' lucllced 

by !,l'Ot~l':un lk~j i gil. 

The gl'l)SS del inquency percentage that J\ID uses is t.he value 

of overdue payments as a percent of total payments due, or the value 



30 
of overdue loans as a percent of total loans. This datum does not 

allow one to gauf~e the seriousness of the delinquency, the nature of 

iLs distribution over types of borrowers, or its changes through 

t. i IlIl'. A BNJi' 18% delinquency, for exrunple, could mean that 9% 

or Lhe value uf delinquent. loans was overdue, 01' 90>;. Sw'ely the 

problem would be judged much less serious, and the approach to it 

qui te distinct, if only 9% of the value of delinquent loans was 

overdue and 91% had been repaid--in comparison to u 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 vulue of loans was delinquent. But 18% of the value of these 

delinquent loans was still outstanding; only 22%, that is, had been 

rl'p:L.i d ('l'able 12). 

30'L'he BNF delinquency data is presented in AID docwnentuLion as 
overdue amOlmts in relation to amounts due. '1.'he bank branch where 
I collected data, however, did not count active loans on which payments 
were 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 fallen due. As mentioned above, mul ti­
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 therC'forl~ 
understate the gross delinquency percentage. '1.'he BNI" delinqueT\(!y 
measure in AID docwnents, then, actually may be the value of 
inacti ve delinquent loans as a percent of total inacti ve lOlLm:--
rather than the value of overdue amounts as u percent. or LoLlL1 
amounts due. '['able 14b shows how lurge the eli fJ'c']'cnce:, ClUJ l)(~ 
between these two percentages--l l,% for overdue lUlLllfl in rr,,{ r;llmpll' (i IIllel.1 V(~) 
vs. 21% for overdue amounts. 



The gross deliIlquenc~' percenta.ge presents atht'l' l'l'oblclI\s. 

If the BNF had t1. gross delinquency rate of 18% during the whole 

pcriod of the AID loan, this could represent (1) no progress, (2) 

considerable progress, or (3) a worsening. The latter would be the 

cuse, for example, 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 JI\Y ntunple, the vn.lue of delinquent loans WUG 2B~~ of the value of 

10:tllf1 O':lJl t.ed in the droueht yecu's 19'(1 :md 19'(2; 2 1 ,~:. or tile value 

or t.hose delinquent loans was never paid. In the followin~ good 

yeat', the value L1f delinquent loans fell to 22%; only 18% of the 

vu.lue of those delinquent loans remained unpaid, This was a 

somewhat greater improvement than that indicuted by the reduction 

in the gross delinquency percentage from 28% to 22%. 

The gross delinquency percentage has all the drawbacks of 

any uverage measure. It does not convey information about the 

distribution of delinquency over different types of borrowers and 

different types of activities. Had a simple breakdown of the alB 

delinquency portfolio been made by type of activity financed 

(li vestock or crops) and by type of loan, then the principl:I.l 

reasons for the delinquency of the BNF could never have been 

attributed to drought and the introduction of :";1111111 farmern in\.() 

. \ 
" ' , 
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lUl'ger lO:Ul ~~ t'.:.e d aSl1e~, \1I0reOVl~r, the pr~.1blcJII may he .Len:> treatable 

with standard collection procedures than it would be if it were 

more equally spaced, or even concentrated in the smaller classes, 

mIen 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 

SL1Uldurd collection procedures will not get very far with this 

k i lid l) I' liL' U II qUL'rll'y . 

illnLitution with no information as to whether there are ~ertain 

categories which account for significant shares of the loan capital 

it is losing throue;h 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 borroweJ':~. 'i'lie' daLIL 

showed that these loans were J[Lrt~C, Lhat Lhc' percI:II (.1l1~I':: ()vl~I'dlJ(~ 

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 1urther 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 incrensed 

('ollel:t ions; CIne IrlHkes some kind of RSSE'r,r;ment 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 



78 

practice in tJ.~. l'l'edit. inst.itut.i\.mn, n.ccnl·din~ to JUl1l'olltl'\1111'rn. 

'l'he AID measure was actually objected to for some time by the Coop 

Bank of Ecuador, when it was disbW'sing AID credits. The Bank 

objected to the fact that for multi-year active loans, the measW'e 

includes in the delinquent value of delinquent loans all future 

payments that have not yet fallen due. Implicit in this practice 

is the assumption that if the borrower is delinquent on one payment, 

he is likely to be delinquent on all futW'e p~ents. The Coop 

Bank, however, wanted to include only those p~ents that were 

overdue on delinquent active loans--ruld not payments still to fall 

due. 'l'he 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 measW'es in its reports to AID. 

What I am saying is that both measW'es 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 measW'e 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 



AID lUld its contractors could have t~iven technieRI nssist.nlll!e to 

credit institutions without knowing what delinquency looked like. 

~1~)re serious, the neglect of the delillquency configuration has 

resulted in the widespread acceptance in AID of inaccW"ate 

explanations for why delinquency occW"s in small farmer credit 

progrruns. 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 
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of its small farmer credit programs so as to be able to frame such 

programs out of a more informed context. 



wi th loan size--de~~pite the fact that 1 i vestoC'k Joans were lonp:;-term 

and for investment lU1d grain loans were short-term und for 11 completely 

different type of production activity. The livestock loans, however, 

showed more marked signs of large-borrower "drift"--that is, 

COllcrnLrlltion of delinquency and loan values omong lorge operators 

t't'lIl.'liliinr: fivr Wl'rt' for l"l'Hill~~ (TabIt' ;?O). The increuse in del inquelll'Y 

wiLh ]lln.n siz\·, J1lOl'\~OVCl', wns 1!l1'l'L' pl'onounced a.nd morl' consist,\'nt in 

1 iV(':~tOI'k. Till' Gmalle:~t, horrowers, wi th loan~~ les~:; than US$250, were 

the be::;t repayers of livestock loans (Tables 15 and 16). 

\-lith respect to the value of overdue payments in grains, 

delinquency wns equally spread across lOlU1-size classes, in cattle, 

howf'ver, these delinquent amounts were concentrated in the Inrgest 
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size classes (Table 12·). 

loans, the situation was 

concentrated among a few 

be. In grains, that is, 

of total loans and of the 

With respect to the value 0f delinquent 

similar. Delinquency in grains was not 

borrowers, whereas in livestock it. tended to 

delinquency was both 29% of the value 

number of loans; in 1 i v('~;t.(lck , it was 18% 

of the value of loans and almost half that of the number of borrowers 

__ 10%.2 

abllVl' nlllldl- nnd D1l'diwTI-1':trmcl' r,i:~l'. In u snmple of ~O I iv(':~I.('\'I\ 

loans, eie;ht ..... cnt t.o fnt'mers wi th properties of 100 to 2~C ll.:~tnres; 

three had 50-100 hectares; and eight had between 20 nnd 50 hectnres 

('rnble 22). Only one of these sampled livcstoek borrowers had less than 

20 hectares of land. AID and the BNF usually defined smull fnrmers 

as having up to 10-15 hectares of land. Even the IBRD livestock 

project for Hondm'as defined farm size as below most of those in 

this ~)funple. A" small dairy farm" was 30 hectares, and a medium 

l'l'hl' delinquency picture wns even worse among the ac ti VE' cat tlc 
10Hus, which accoWlted for 9% of the cattle loans unci 31% of their 
vulue. or these 20 active loans, 11 were dclinqucnt--ruuowltlne; to 
61~% of runOWlts due on active loans. 'rhe 11 delinquent acti ve loann 
included the only five cattle loans that were mnde for a seven-yeul' 
period, instend of the more normal four-year loun period ('l'ablc 23). 

20r , cOWltine; total amoWlts of active louns rather than .lwlL Lhdr 
runoWlts due, delinquency was 25% of loan value and 10% or the 
number of borrowers (Table 10). 
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one was 50. 3 The hectareages of many 018 cattle borrowers, then, 

were well beyond the sp:i!rit of the program. 

From the point of view of bank collection procedw'e, one , 

w\) \llill have expeet.ed n: bet t.er collection record on 1 i vr:1t. rwlt I.11Ilfi all 

t-~rllin lonns. By concentrating ius col!l.ection effort s 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. Li vest.ock loans i nvolve an as set that is easily at-t. achalle , 

moreover, whereas crop loans were secured mainly by the harvest; 

if that were lost, there was no object of value to attach. Many 

of "- he lives tock loans wer e ~ecured with guarantees addit i onal to the 

cntt.le purchased with the loan capital--amounting to a guarantee 

Vn l. \ll~ l1 ev(,l'nl times thnt of the loan (e. g., 'l'able ~~O). On t.hese 

I.l11L/\:1, t.hen, t.hcJ'c were l>l.hel' at:l.achn.ble asset.s. 

Contrary to whH.t one would expect, the greater euse in 

collection of the livestock loans did not. r euult in less del inquency 

in t he lives t ock portl fo lio in compa.rison to grai ns , The val ue of 

delinquent li ver- t ock loans j n t he t otal delinquency oj' t.lw oW 

portfolio of my sample was exactly the same as the share of 1 i vl"'nLnr'k 

loans in that portfolio--about 72%. This leads one to believe t.hat 

delinquency was more a reflection of the power of the borrowel'o t hlln 

3 
.I mw, "Appr'a. J fl ll] nf t il e 8r)('ond 1,\ VlJ li1.oek I> r~ vf' InjllU" /11. 1'/'II.!"'·1. - IIIIIIdlll'II :I," 

l? Be ptcmber J9rr 3, AnncxeA , Mont. (If' t.hl' OLII 1 iVI':;l.ot' l< ('r, ,, lll. Wll i: 1'11/ ' 

dll.l.ry rathor than hee f cat t l e. 
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of' their repayment capacity or of the overall quality of t.he 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 rep~ent, 
to become delinquent, in order to reinvest the income 
from the project and to capitalize his business. 
Generally, it can be said 1..~lat 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. 'l'his happens even though their 
economic position provides them with H greater ability 
to repay than the producers of crops (basic grains) .11 

J\dvance payment with subsidized interest rates: long term credit 

and speculation. 'rhe most striking aspect of the Ii vestock 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 

part.ially delinquent, 11% was fully repaid but with delay, and 14% 

waG paid on time. In the grains portfolio, in contrHst, almost the 

same share--54%--represented amowlts that were fully pa.id but with 

delay, rather than in advance. Advance-paid loam; accounted for 

only 5% of amounts due in grains. 

41\ I" ~. 1D H, El rrf:'dlto par/) el pPqllp.no I'lI~dC'u]t()r en l/onrlul"I!;," AUI~Ilf1t 
197?, p. 29. Trnnnintion mine. 
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loan-Gize classes than was delinquency. Smull borrowers were Just 

as represented in advance payment as were large borrowers--in 

contrast to the case of delinquent payment, where l)Verdue 3J1l0Wlts 

increased with loan size and were concentrateLl among a sn,aller 

proportion of large borrowers (Table 25). These early payments were 

made not only a few months in adV8l1Ce; almost hal r the value of such 

amounts Was paid from between one and three-and-a-half years in 

advunce, representing 36% of the number of advance-paid loans (Tuble 

~ll). 'rhe other hul f was paid up to 12 months in advance, accounting 

l\)\· 6)1~ of the Illullber of loans. 'rhus Lhe larger ~ullone; thl' :llivtU1Ce-

pnying borrowers paid more in adv(U1ce than the smaller. 

'l'his widespread Fldvancl~ pnyment does not. Jibe with the 

quot.ation cloning the last. sect.ion. It. (LIsa gOCl, against. Ol1l~ l1i' 

the IIt~wer wisdoms in the development field--name~y, that a farmer 

wi th excess subsidized credit on his hands will employ it for other 

purposes than that for which it was intended--especially u large 

farmer. He will earn a profit by re-lending it at higher market 

interest rates until it falls clue, accordine; to Chi:; Lt)I~i(', or lit! 

will invest it in activities yieLdifll~ a n~Lurn hi/~Ii(I' 1./,:[11 LI,(' 

interest rate. 'rhis logic hilS become purt of the rec<'uL lLI'fj\I/IH.'lJl. 

.f 
I 

I J ' ·V\ 
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against subsidizing the interest rates on government-promoted credit 

programs. The availability of loan capital at a cOl1ces:Ji onal rate, 

it is said, will attract large borrowers with an eye fc,l' making 

profi ts on the spread between Un! r:t! ',; :llld l,lit' m:1 !'~~('t 

return on capital. This w1desireJ. attracti<'n, in turn, will divert 

the loan capital from the purposes of the progr~l. AID made this 

type of argwnent with respect to the BNF interest rClte in early 

1974. "There is every indication that the [Lnterest] rate structure 

enforced by the Central Bank i~; well l.>elow the levels a free market 

would establish. 'l'his forces lenders to Cldupt their lending criteria 

accordingly and rely on non-market considerations in making their 

credi t allocutions ... It is clear that the governmenL should review 

the overall effects or the low rate' sLructtu'C establ ished by Centr[u 
,-. " ~) B1Ulk regula tlum;. 

'l'hat the borrowers llf the 018 cat tIe loans paid in auvlll1ce 

means one of two things. Either the credit wus not us ('0I1ce:~;.i()111l1 

as was said, or the accepted wisdom is wronf,--i.c., these types of 

borrowers do not like to be in <lebt, even when it mu.kes good 

business sense. 'I'he truth may lie in a combination 0[' both lillswers. 

Honduras, unlike some other Latin American countl'Lcs, has not 

experLenced inflation lmtil the last few years. Between 1965 a.nd 

') 
'AID/H, "H()T\(llll'~I.~;: flt'I'i':lllLIJ!'p :~(,,'t,')I' l'rOt'l'llIIl," H"JlIlt'L 1'01' !;II'" 

Df'Vf'lnprnent. fI~::;j:~tllnr.c FX('('lltivp ('(lrnrniU.('(', ;'1 f,','lu'IIIII'Y '1<)7)', fltlrlf'X fI, 
p, '(. 



1972, the consumer price index rose by an annual average of ;~ .l~'. ('\ 

Unt,il 19'73, when inflation increased, the 9/~ nominal rate of 

interest on the BNF loans amounted to almost a 9% real rate of 

6 
interest. 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 
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21% negative rate of interest in reru. terms. The BNF interest rate, 

in short, was considerably closer i;o the real cost of capital than 

were similarly concession'll interest rates in other Lat in American 

countries. The interest rate on 018 credit, then, may not have been 

COtl2E.'SS ionn.l enour;h to evoke the kind of profit-seeking borrowel' 

benavior that is pictured in the argument against COl1cessional interest 

rates. 7 

The argument against conceG~;ional 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 

Gconcwner price index figure from IBRD, Office of Latin America and 
the Cn.ribbean, "The Economic Position and Prospects of Honduras," 
Report No. 339a-HO, 29 April 1974, p. i. The BNF's 9~ rate of interest 
for "production" credit, incluclinr; agl'iculture, compared to it" 11% 
for "commercial" credit. Private bank:~ wer'~ con!~tr.'lined by ]nw to 
charr,;e tho same rates, but wIlen exLI'a charl~(':; and ('IHnrll'II:;n.t.iIW IJlll,III("':; 

arc inc.lud0(~, their real rntp of' intcrc";l, vllrif'd 1,,'I.'Nt'Pt! 1;'7, 1111./ 1/11. 

7For the last few years, AID has urged the BNF to ndse ltu iflLc'rent 
rates above 9%. After considerable resistance the Hank finally Il(~reeu 
to allow an increase to ll% for the 025 loan. AID's position in thio 
case was part of the general swing against subsidized Int.ereot.. ruteD 
that occurred in the early 1970s. The UdVllIlCC-rCpElyment dut..u lOlly 
mean that this increase in interest rates was not us w'~f'ntJy ueetled 
as was thought, though the new inflation of the rn1 d-19'rOu m~ now 
change that picture. 



inflation. In countries .;ith tilest"" levels and tenadties 0f illflati0n. 

it is more plausible to assume that c('lllcessiL~nal credit wi 11 Elttract 

lal'/'.e borrowers who will subst itute it for other available flmos--or 

divPl't the funds elsewhere. This is not only because the spread between 

t.lll' :;ubsidized rate and the market rate is much greater than in a country 

like Honduras, Perhaps more important, the experience of livinf, 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 BooJ. Being responsive to the spread between 

(·llnel':~slonn.l and market intere!~t. rate~~ thus 1nvolve!~ act.ing in /1 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 thrul 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 a country like Honduras, simply because the opportunities 

for it and the rewards from it are greater. 
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The l"lther way in which behavior that ('ont.l'llvenes bn.sic 

vulues mn~y 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 permanent. 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 

denl of its opprobrium, borrowers are less trammeled by their values 

in responding to u profitable spread between subsidized and market 

interest rates. It takes a long time, however, for this value 

reversal to ocelU' 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 value associated with indebtedness, Honduras, 

however, does not have that type of spread or that type of history. 

I wn~1 more likely to helieve it, then, when IINF loftn moniLor':: 

told me that cnt tIe borrower;, rcprti d j n IldVIUI(~r' lH'(':lIl:\(' "Llir"y 

don't like to be in ~ebt any longer thlln 



they have to." The advance payment of the Honduran cattle borrowers, 

in Stml, suggests that the conventional wisdom--ab0ut concessionrLl 

interest rates attractinf,: large borrowers who di velt loa.n funJs--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 

runortization 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. It is not possible to determine if the advance 

p~ent was a result of an increase in expected returns over expected 

costs in ca~~~e 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 payoff earlier than they 

normally would have. Even if this were the case, however, one 

would hav~ expected different advance payment behavior for dairy 
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cntt.le vs. beef cattle, for the two activities have diff~rent 

structures and time streams of costs and returns. Surprisingly 

enough, however, advance payment on the dairy cattle loans behaves 

exactly the sanle as that on the bpef 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 Iw.ve 

beell It result of' the droughts in 1971 and 1972. With rising beef 

pricen, cattle owners Dlay 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 huve 

beell paid in advance because they were used for speculntion that 

tl)ok Illlvnntage of increasing cuttle prices. Though I was not able 

to pW'sue this hypothesis further, it was suggested in an AID/BNF 

evaluation of the 018 loan. "In many cases," the evaluato:s reported, 

the purchase .1.I1d sale 0 r 1i v(~:d.()ek. HHil.'l flcven-Y(,Rr lonn. otW 1~01Jld 

. 5 l' h l' t' ,,8 engage In up to 1 0 sue specu atlve opera Ions ... 

Whether or not the ad vance repayment on the I i VI~:: t.lwl( 101111:: 

is indicative of speculation, the repayment periods on the::,.. 

loans turned out to be too 1 ibera1 in ulmos L Lhe SlUne pl'oporL i (HI 

8AIIl /I!, "r:valllllcion d(~] prPf:Lnlno A1D-')?~~-L-().!I\," Apri I 111'(1. 1'1'. ]1)-;'(1. 
'rram:VILlon minr~. 
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As noted above, more. than half the value of the grain portfolio 

was repaid with delay und half of the cattle in advance. The point 

is important because it is the repayment periods on investment loans 

likc ,·:ttt.lc--and not those 01' slwrt term crop l\mll~;--t1mt nre conmlonly 

considered too short by foreign assistance insti tutiOllS, 1'<~ellilull and 

lOllg term capital are said to l)c in short sUl1ply, 'l'he AID evu.luation 

thaL preceded the first BNF lo~U1, for extUllplc, adviscd LhaL almost 

L11l' entire BNF livestock portfolio "should be converted U!' l'l'f'lllanced 

farm, ,,9 

'l'he recorrmlended longer repayment periods may be creating 

sOlUe of' Lhe problems that subsidized illt,'rt.~:;t rlltes are said Lo 

cause--more so than the subsiliized interc~) t l'aLes themsc] Vt!S. 'l'he 

facL Lltnt i'wllis can stay outside ~l bUill<. ful' a longer periLv .! of tim€.: 

than ltnUll.l. may be llI(ll'C determilling oj' l\CIw l,hcy gl't ll!;cd L1mll HllyLhlng 

term funds in t.lte banking sYDLcm r,pL':al'(l1'-~:;t; 01' the dt~i~l'CC of nubnidy 

9f1ID / fI , "jo'J·tLll:d.in:1 t)f' Pallet l i~tI('i'Il:11 de 1" t )I'II'llt.(I," Qt' . '. 
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in the interet:\. rlLte. 'l'he npecuLlltioIl Vlt.Lue uj' :;uln;jdizeo el'l'dit, 

in nhort, results from nupplyine; the bunking system with fwHls Lhat 

CLU1 be kept out for a longer t.ime period than usual. For an 

ilH1 Lit-ution like the BNF, where l~lrge borrowers have a history of 

easy Ill'CenS, it may be quite difficult to re~iil;t borroweni Whll are 

iG Bcnl're, then, i!Jt.ere3t ratt'~> IIlny be ler;" of a I'ulprit. in c:Hlsint"; 

<Ii versi on of fund~i than lonr; repayment period:" All f\ID-llrl~erl !/love 

of the intprc"t, I'nt':' UI' a few percentage point:; cl(1~)or to I'colity 

would not havr' rnllC'IJ imp,wl". on this 1'11I'ticular pror'Jern. 

All this may help explain why recipient country governments 

nnd bn.nks are oI'ton reluct.ani to supply lont; Lerm crecti t or. their 

l)WTI. 1n a socieLy with fcwct' institutiomd. l~,llltruls over bOlTowl~r~~ 

LhlUl whnt we arc aCl'ustomed to, nile has to rely on urbi trary 

protections like short wllorti ztltion periods to keep tabs on one's 

1 'l 10 Oall cap~ ttl . 'rhus, 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. 

10 
'l1w lBHD seck~; thit) proLe(~Lioll by :;c'LL LIlI'. 111' i I.:; 1'~d,1. J I' IIIllll:: IU: 

independently It" it eM from Llll' (!l'gunlza!,jIIIlIl,1 (~IIV j 1'11111111'/11. "f' 1.111' 

execuLlng bank. ~)epa!'ltte nccowILin{~ TUlti allllit,inl~ ILn' 1'I~l('I'd ill 11.11 

office cl'(:n.Lcd :'iOlp}y for the jll'ot':rtun. Thc' rlJ.Lill of LUIUI :;up(·r'v.i!:!lI':: 
to borrower'f) i!} it1eltcol' in LhC!i(.' sel'nl'ILt,(~ nL'f'i(:(~~;, /.Ul,l 1.11(: II:ie:; [.0 

which flffi(b al'l~ puL .i:;'j'I:;eJy llI(1IlLLoJ'c,t. 'J'ltuugll t.lli:i IIl)LlIOIl:~C 

upprolLch tu all insL i LIlI j'JlJ:t.I 1'l'l l bll'U1 1,:1:: ::f'l'iuw: :;ltoJ'tc(lmi 1I~~:;, t.he 
fact tilal. it. i:; ill:;i:.Lc'd llf",f! illdi.l·ILl.,-':~ t.lt l • Ik~~I'l:(.' t(l whil'li LIlt' IB/W 
!'pe.LG t.hat. exj:~t.ir'i: .in,;i, i' 'Ii j"rH.: l':UltlUt. /',(:!, 1()111~ l.Pt't11 .itlV(':.;t.llIenL 
cred.i L pltH'('d wlll'l'C it i~: ;:I!>pu::t'd ',,1) 1)(', 
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Why livestock credit? Livestock loans amo1.illted to 64% of the value 

of 018 loans; in nw sample, its sh81'e was 76%. Given the problematic 

aspects of this credit, the question arises as to why it played such 

lUI Importflllt role in a loun program centered on basic grains. With 

Lilt' L"inalldllf~ for grain ~,t()r1lge fueiliLicr., the OHl loan gave thE' 

lINF tile pOWCl' to control price fluctuatiolls; wi th its credi ts for 

grain productinn, 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, most of whom produced grains. A grains 

program meant that the government was doing something for the 

peasants. 

A. search for the doctunentation leudine; up to the OH3 

hmll Bhnws a pUlIciLy of discussion about the l'eaSOIlS for including 

l.iveGLllCK cl"l'dLL, in contrasL L.J Limt for t~l'ttlns. In the loan 

paper, casual reference was made to "potent.ial productivity 

increases" in 11 vestock, and the fact that 16% of Honduras' totnl 



" "II area was sui table for pasture. ~Iention was made or Wl Inunediate 

Action Plan of the goverrunent which included, among other things, 

"increased technical help to rural areas and in particular to 

producers of basic food and feed crops and livestock. ,,12 The only 

other mention of livestock in the loan paper was the comment that 

most small farmers "have a few head of cattle.,,13 There was HO 

description of the livestock scene in Honduras, 1ll1d no production 

or cost datu--in contrast to the cuse of grains. There was no 

dlsl'ussion of policy reasons for empimsizingUvestock, in contrast 

t.o tile project's integrated program of credit to grains farmers 

and construction of grain s t.orage facilities. 'l'here was no 

indication as to whether the program hoped to stimulate dairy 

or beef cat.tle production, even though the implications of selecting 

one or the other activity are different. 'l'he "few head of cattle" 

belonging to the small farmer Ill1d referred Lo in the loan paper, 

IlflIJI/LfI/DH, "1I()lldul'll~;: AI~r'i('1l1tlJl'~11 Crt'(iit :md :~tl'l'[lgl'," ~:O .Tune lOt'S. 
I'. 1(1. 

1') 
L1bili., '" I';. 

13Ibid ., p. 19. 
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'rhe 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 th8Jl any 
Central American cOlmtry. Not underoccupled, 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 incrE'use its 
livestock population by 200-300% and remain competitive 
in the international meat market. 15 

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 WitS ul Limately written. 

11'From the small-farmer bias of the 018 loan, one might have guessec1 

that. AID's emphasis would be on dairy cattle. But AID's credit 
projections for the BNF show a ~reatly increased amount for beef 
cattle and 'ill absolute decrease in the level of lending for dairy 
eat tle ('1'able 1). BNF 11 vestock credit today has undergorll: this reversal of 
emphasis from dairy to beef cattle, in about. the srulle proportions Ill,; 

proJ ec ted by AID in 1967 for 1972. In the 01.[\ srunple fillaly zed uboVl', 
however, most. of the cattle credit wa:; for dairy anu not beef. Even 
though one a!JSociates dairy cat tle more with smaller-size opt'l'[d,ions 
than beef, these dairy cattle loans were morc clearly concentrated 
among the lurge borrowers t11wl were the beef cattle loans ('l'uble ~G). 
] r-

)I\TIJ/I!. "r·;va)uII.Lioll of Hallen Na!,jolla) dl' jo'Olllf'llt.n," ;1:' 1\11/'\1:',1. l'/(,',', p. ~)II. 

/~ 

,j ., ' 



The livestocl{ credit. v1' t.he UU3 Joan pro,\cct, 

then, seemed to have ~~ttle reason for being, especially 

when compared to the context in whfch 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 

tUl AI D Missi.on officer. "We threw livestock in'to the loan," hL' suid, 

"bCI'nlWC Lhc money never would have moved j f we had it nll 1n t~l'uins." 

Providing some support to this interpretation is the fact that 

concern was expressed in Washington, in the early stages of 

consideration of the Oio 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. ,,17 A 

modified proposal of the same month suggested "cattle importation" 

as one of several areau to be covered by the loan, and li vestoclt 

JJO was henceforth a permanent fixtw'e of the loan proposal. 

J6ATD/LA/nn,"flonduras: Burr.LCl1ne Hural Reconstruction," 13 Dt" l' c rnhr'I' 
197h. In thio ca.se, however , only 27% of t ile cl'cdH wan prol~I'II.IIIIII{'d 
for 11 vesboc k. P. 33. 

17A'tD/I.JJ\, OI'rtc!e or Cupitr.!l lJ vc!lQpnrronh (Cll), "IIClllrllll 'lq : : 1'.1 11"', ,1111"1""1, 1 
de li'omenLo - lHR," Momo t o t ill' CItJlILILI A:lni::t, ' lIl"" 1';)( ""111 iv " " " 111/1111.1.. ", , 
?8 March 1«('7, F:mpllllnin mirH'. 

18A'ln/ll, "l-/ondlll'I~:1 - fjHrlco NIL('l ulI' lI II" 1" 0"" '11 \.11 ," ( lI dl) , I' , MI II ', 'I I 1''' ''', 
p. 2 . 
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I could not find any explanation of livestock inclusion in the 018 

credit that contr~dicted or added to this one. 

There is a certain irony in this casual inclusion of 

livestock with grains In a lonn progrwn at the owne time that AID 

was l\l'Y ille: to get the HWlk awuy from its ".l!Hrge farmer" lending in 

coffee, 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, 

\.11 \'011 t.l'IW t , ,u'e sp11ead throughout. They lirE' often nssocln.t.ed ill 

ItLlHl, clmsideruble wlUtillzcll lWlli, occupation 01' valley lands 

best suited for agriculture, and use of the hillsides by smaH 

fnrmeru for crop farming, 

Livestock farming has been much more an object of peasant 

unrer:\' thnn crops like coffee a.nd tobaoco. [n t.h(' Ilouth nf' llolldlH'lLIl, 

livestock and cotton expansion was singled out explicitly by tho 

t th i i 1 k 10 1 peasan s as e cause of ev ct ons from ands they WOl' cd. fI 

lB n b III 
II() crt 1\. WhlL e ,Plle Adult, 1':rill('IILJnn Prnl~I'ILIII 01' 'I\""I'~II ("111.'11"11 

Populllr lIe>rldul'ona' - I\n I'lvnlufl.L.l( n or Lh,' Hllrlll nt'vl,I0l'm/'n!. 1',,1.,,/,1 1111 
or t.he Rudio 5rl1001 Movernent 111 Ilomlurllll," 11'11'11 Il"P(1I't.. 1>"IIIII'lrll, qll . I.,' 
I\nthropolo((y l.I11d 80doloK'l, St., Louin IlnlvC:'I'nit,V, Mlnf1t'lul'l; nlld (: ( IIII . i'(1 

Loyola, Top:uci(1,ulpa, Honduras, Od;ob · t' ]972, pp, 816-[\09 . 
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l:l'OP t'armers--L'xl:cpL for the case of cot tall ill the south. Coffee 

and tobacco--though obtaining a good share of BNF crediL--were not 

associated wi th 13Ild temu'e and peasant problemfi ( l. \vrywide the 

way livestock farming was. Indeed, these two crops were explicitly 

d b th ' f l' 1 t' 19 spare y e agrarl.an re arm egls alan. 

Though the 018 project was against BNF financing of 

"large farmer" crups, it nevertheless allowed It major role for 

liveutock, evell tlll)Ugh Lhat activil:.y was more nss()L'iated with large 

farmillt'; thtUl were the proscribed crops. I r AID was intent on 

excluding cerLain crops because they were Im'ge-farmer, livestock 

was even marl' qualified for exclusion thrul crops. A.IO, of course, 

intended to keep all the credit away from lal'ge farmers by imposing 

ceilings on individual borrowing. TIlcue resLrictions, however, 

seem to have been easily violated, as sUf,gested by the data above. 

Finally, the data suggest that th(' 018 progrrun may have 

resulted in a SUbstitution of AID fWHls for BNF livestock funds 

and that i'wld~; thereby liberateu were u~)ed for tlw A.ID-proucribed 

export cropG. AID wanted the BNF to increase the :.;Jltlre of livestock 

19Hondur[l[), ~d(' l\pforma AEjJ'arin, I1,'eref' ~Jo. l'{O (Ir't~f\ucil~lllpH: 
1 ,January ll)ri) , ArU dp 3[l" rlllll't.('l' r IT. 



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 tlw.t year, moreover, while export crops took 80% (Table 2). 

During this period, livestock credit had come to Honduras not only 

i)'om AID, but in even greater runounts from If.l and the IBRD. ('The 

113HD credit was clllU1neled through private banks rather tlW.ll the BNF.) 

As in the case of 8ro.ins, then, the duta suggest that forei.gn 

assistance for livestock enabled the Bank to lend for export crops 

what iL lld l~hL have normally lent for livestock, An AID-contructor 

evaluation also Sllt~gested that su'usti tution of AID funds for BNF 

funds in livestock had occurred durinf, the 018 program, though 

:~O 
re l'e t'l'nce wm; not made to export crops. 

It i~~ llllderstnndablc that. the BNF would ilave been mLll'l' 

fOl'lIll'I' wen' Jar:~cl' and more wL'1l t'~;LllblisheJ, But. wily w()11.1d t1lt~ 

BlUlk turn its back on the InrgcL:;t farmers in Honduras, the livestock 

ranchcl's'! Why would the share of the ranchers in BNI~ credit have 

fallen, when they had such economic power'! 'The answer to tht~ question 

leads to further evidence that AID funds allowed thc BNF to lClld 

its own live;,tock funds elsewhcrc--i.c., ['()r export ,TOpS. 

')() 

. 'AJD/If, "l':::t'ldio til' ('Valwl\,'i()ll rip'l pl'(JI~I'11Trl:J elf' ('r'I~dit.() :H1P"I'Vj:·.~IIIr'," 
AUI~ll:;t Frr;', J'P, Ill-I]. 
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disbursed, the BNF accounted for 30-33% of livestock credit and 

20a 
('ommercial banks accounted for the rest. This may mean that the 

li vt"stock industry already had access to conuuercial bank credit before 

Lhe 011.3 loan--even though they also had !lccess to 018 funds, as shown 

by the large borrower data above. The AID evaluation asked, "D';'dn'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 hud sufficient funds available? ,,21 The absorptive capac ity 

of the livestock farmers rather than the Bank may be the key to the 

answer. 'l'he former may have been well enough supplied by commercial 

22 
banks that the AID loan was superfluous. 

~'llllt· /I. r I I'" . IIII'lIhJ 1 :;lIt'd d:1 1.:1, ) 1 t'I~UI' Ii~H Ip:l. 

,'l.I\IP/II, "I<::tlldi,' ,It' ('v:lll1al'it~1l .it'l !,I'(lI~I'Wlia (it' (,I't~dit.() ::lIpl'I'vi::Il<io," 

/l.11!~ll:·'1. II)'i:', I', II, ';'I':I!l:;lat. ion milll'. 

')') 

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 fl'olll t.he 
Bank; this could be a result or their being involve'd ill Ot.IIl'I' blu: illt'!l!I 

ventw'es along with li vestoclto J\noLher pm:s ihi.1 i Ly j:: LIIIl!. 1.111' 
lives Lock farmers prefer fUlU al'e able to nllan(~(: t.Ilt'i I' J i V":: I.. 1l'1; 

ar.:tiviLies, in conLnlGt tu their otlier bW3lnes!:, (JUt. Dr !'Iwi,' "WlI 
reGourccfL 'l'he fact that the 1 i Ve!.; tock bor rowe l'i; I'C pai d LIlt: i I' I <Jail:: 

so much in advance suggests that Lhe latter inLcl'pl'eLation lIlay be 
the d·eh tone. I f this were the case, then the Olll loan, rar l'1'u1I1 
turning the Bank away from large farmer lives tock clienk;, muy /wv(' 
even introduced it to some new ones, who norma] Jy would not. IIllvl' 
borrowed for livestock there. 
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Livestock credit, ngrtl.rinn rt. .... form, and ll:U1d clearing. ItU; lI:lI'd 

t,u C'tlcape the cOllclusion from the nbove datu that li vest.ock 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 

lep:islution was particulnrly liberal in this area, allowing three 

Yl'Hl':> loo Llh .... l)Wllt.'l' of Imutill :',ed .lauds to starl improvements thnt 

" "-\ would qua..l.ify 11 im ~s an "efficient" producer. ~- When AID mnkl"~s 

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 

24 
is "duly fenced." In the period between the issuance of Decree [3 

~'1 
J[onclllra:;, I.C'Y rie Reformfl J\,~rfl.ri~j, Decree No. 1'(0 (Tl'l~l1('il~:tl"P:I: 

1 ,Tanunry 1(75), Article 29, Chapter II. 

24 , 
IbHl., Article ~l, Chaptcl' II. 



.in prevent.int-': lund ~)('cupat.ion by PCHtHtIlt.S. n('cree t\ allowed t.he 

peasants to "identify" the unutilized land which, in turn, would 

be considered by INA for "forced rental. ,,25 

~10st of the 018 ('attle credit was disbw'sed 

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 

102 

durill/-,; Lhh, period, and their demands centered on wlUtilized lands 

--pIl1't.il'1l1:ll'l.y t.llOfoC of the cattlemen. It was probably apparent 

impl'llVCIllClI L \..1 f co. t LIe lands lIlieht provide some ins urance against 

future expropriation. 

25The lands taken in forced rental under Decree 8 were expropriated 
under the 19'(5 law. 



Not only the structure of the Honduran agrarian situation, 

but the experience of othe~ countries also suggests that it would 

have been logical for landowners to have sought AID (and other) 

l ' t k d't 'th th b ;n 'd 27 ~ves oc cre ~ w~ e a ove purposes ~ m~n . The Honduras 

Mission itself l'ecognized this possibility, when it commented in 

J.9'(11 t.hnt. "demand for np;ricul tural credit from larger farms will 

nignifican\.ly increase due to increased investments (planting or 

, k) d t 1 th thr t f ",,28 Ilvestoc rna e 0 essen e eo. 0 expropr~at~on. 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 t.erm working capital, This meant 

/ll)t. o/lly thut. till' li ve!;tnck credit was lind ted i~") those will") l'lHllll 

I "f, I •• I. 

llll~~ qUl':~t.ll)ll lIa~ al!;o bee/l l'alsed WIth reaped, tn some of the 
IBRlJ':, livestock .LoauG, In Colombia, the Bank is known io huvL' 
exerted pressure on the agrarian reform agency in behalf of some 
of its livestock borrowers who were threatened with expropriation. 

?B . " 
A.JD/LA/DR, Hondura,,: Ar:riculture f'E.'ctol' Pro/Tam," ;'] r"cbrlJII.I',Y 

191~, A.nnex A, p, 7, 
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investment cost f~)l' livestock farmers but not for grains farmers: 

the clearin& of land. Much of Honduran grain farming by small 

farmers involves frequent land clearing. 'l'his happens because or 

the crop rotation of peasant agriculture in a tropical climate, 

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 ot.hers of Latin America; because expansion 

of livestock farmers in the valleys pushes small farmers further up 

Lhe hillsidE's; u1' oecause of the eviction of peas~ults from previously 

cleared ItUlds. 

The histories:>f Honduran peasant farmers seem filled 

with an unusutll number of major land clearings. This c.learing, 

needless t.o say, is Wl investment that. y ic.lus for several Yl'al'S, 

and not an operating cost. It should be finwlceu 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 OlU program, it was 

to discriminate against grains fa.r.mers to allow such financing for 

li ves Lock credit only. The problem seems to have oeen l'CCOff,ILi :',t'd 

in the new 025 loan, which includes .land clearinll, ~u; u l'jrHUlcl'alJll' 

and mediwn term Hem in its credit. to small farmer groups. 
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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 U~~$lOO to $250. For beef cattle, moreover, the smallest borrowers 

werC' t.he ollly cluss in thl' lives tack portfolio in which there were 

.!!2.. delinquent loans ('I'able 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. 



Conclusion 

1~ere 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 t.o wOl'k with small farmers. I\n instituUon t.hat 

has esLablisheu its power on the basis of servint.; a eertain 

constitucncy--we.U-established operaLors--cannot easily close its 

uoors Lo thOf;C constituents on selected occasions. When the Bank 

made loans outside of t.he spirit or the 018 agreemenL, it, , ... as not 

only violaLing the lon.n agreement. It was also acting out 01' u need 

to serve the constituency that aecowlLn for much oC iLs in!3titutional 

power. Dutlll.: Lids mukes perfect St.:!lSC in an insLi Lution:Ll environment 

in which organi :~aLional sW'vi val and eart.'crs have for IlIWly years 

hl'L'1I dl!tC'l'lIlineu by s('rvi,~ing or a cc!rtain clil>lJt popuJ.ation. 'i'u 

Lurn down creuiL tu lI.u'ge openJ.Lol'!; because it i!; "aCllim~t.. Llle 

agreement." involves turnillg one's lHWK Oil unL"~; !;C'UJ'Cl' or :;tIl)(lPl'l. 

'J'he pl'oblem of 1\11)'[; llNF-type pr')fr,I':Ull:; liL'!' not.. lllll,Y ill 

loan mcm.itul'ill{,;, Lhon, buL in Lhc !;('le(:Lio/l (If' :1I1 ill';t.iLI1Lj')/1 ,'tjf' 



.. 

ruOfT 

clients. In contrast to tlie new population to be served by the 

If ED project, these traditional clients have sUbstantial! po¥er. Of 

course, a large farmer bank or some of its managers may be truly 

interested in smai~ farmer programs. But their careers and their 

orgrulization's strength will not De 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 

nntroduct.ion of small farmers into such an institution usually 

comes alonfC with an increase in outside funds--a.s with the AID-DIB 
I 

loan, To the la.rge borrower, however, the bank is his service 

orr,anlznt.ion, no matter what the limitations on certain lines of 

'j \.:; C l'l"d it , '{hen he stakes a claim on fund s l'estrict. l"d to a new 

nllt! un-inf1\\l' nt inl C]flS ~1 of clients--And is l'e fus l::'d--t.heTl t.hiR is 

, '(' I' l ' c ivE'ct hy him IHI a tl eC r NISe in ar-cessibi1it.y of the bank to It.~ 

\.,'ndit.ioTlnl eli t'nt. ~. 

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'COIWIll.ll! power ()f t.hL' old one, t.hl~ mat.ter might. be diffcrcnt. III 

t.hls l~:t:.le, Lhe I!ew c.li~nt. could be .lust as importrult as the old ont~ 

to thl' ol'ganizationnJ. (uld career Gw'vival of the bank and its managers. 

'l'he 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 fm'mers in exchange 

for old large ones. 'l'he introduction of a small farmer credit 

prOt~T'alll into u bank like the BNF, then, does not only involve an 

cxpluwion of bank services to 1U0re borrowers W1d 1U1 increase in 

~H)!lIl' l'I'l'dit I'I'0m tI type of clh'l!L wholll .it I!L'Vl'r bl'COl'L' dl'tlied. '['he 

difficulty of this kind of denial results in the killd of lotUl 

dist.ribution seen above, shot through wi til 11U'CC operutors. 'l'his 

aspect of the problem is not wnenllble to loan monitoring. 

'1'0 rest the carryinG out of such a prof~rwn on Lhe force 

of loan moni tarinG a.nd regulations about who in to be exc.luded is 

to make some unrealistic a~,sulllpLiotls about thl' in~;Li LuLicJtlal 

environment.. 'I'Iw IfIlUlUgement alll] atilninil;LJ'at.j Vl~ pel'!;()llllld (d' Ii 

staLe dcve Loprnent bank arc c.lO[;cr' in c Las~; :Ul(i cu~,L()m ttl t.hl~ (JJ d 
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1U01'l' difficuH, tl) apply formal regulations. One will not be ablc 

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 resarding t.he fact that the loan appraisers at the 

branch level of the BNF were the same I1erscns ,.ho worked on collect.; on 

efforts. 

In lisht of the fact that the appraisal staff is 
charged with the responsibility for gathering the 
financial data on prospective borrowers, recommending 
approval or disapPl'lwal of 10ll.l1s, flu'nishing technical 
aid ll.l1d financial cowlsel to the farmer, it would seem 
that addillg the collect.i.on responsibilit.y would llot 
offer adequate lnt.Cl'llal controls. 'l'he close pcrsorml 
l'clat,iollship wi LlI LIlt' client doc~> not. secm t.o be ill 
keepins wi th the f.Lrm and often lUlkindly attitude ,.., 
that mur;t. be adopt.eel by an effective co.1.1ection stnff."-

Relations with the !lew small farmer client. will be less personal 

than with the old, because of the distance between lender and borrower 

in clHGfl LUld living environments. It will be easier for the bank 

to deal with this new clicnt at arm's lcngth--that is, subject to 

the formal rules of behavior that govern relations between srOU1'>1, 

that are more .;ocially Jis tfill L. One result or thin grellter f'or'rnuli mn 

AI p/ AAr:/r.A, "11:~A [[l/Holldll "a:;. A/rl' i ('Ill t"ll'al r~I'I'd i t. '1Iid ::t,()r'II/"'." 

I\l1d i t. 1l('prJ/'t, rJcl.l-'};':J-'r 1-11)" -~() r·llll'(~1J 1'1'(1, I'. or. 



between the bank and its new client would be n greater amount of 

compliance to Joan regulations by the small farmers than by the 

large. 'l'his may (' xplain why del inquency is greater in the larger 

elnsscs. 

A1.l this is t.l' Ll:"V t.hat. one of the mn.Jor problems 01' 

introducing small farmer programs into large farmer banks has 

nothing to do with the banking backwardness of small farmers or 

the un familiari ty of the bank with ways of servine; them. Tt 

llO 

involves, rather, the presence at the bank of a pre-existing ruld 

different type of client wl10rn re,'1l1.'lj.;otlo; ('xc-lucie from t hI' fjt-'W [,rOr;rnm. 

No lunount l)1' munitorinE; or formal regulations can deal with this 

prublem. 'J'hL're is considerable peril, then, ill choosing to 

cl'entc Il ['i.II:ulcial pat.h to the small flu'mel' that lends t.llrout;h 

a I al't.~l~ !>u/'/'\)Wl'!' oallk. 

not basic to th.is problem. A Cter ~l, one rind~, the s::une eli Les 

unu the same al'rinitiec; with affluent clients allover the puhlic 

sector. What is basic, rather, is a lJUst hi;;tory of fellow-clites 

as clients of ttw lns ti tUtiOII. A. public sec Lu/' ins Li tut iOIl with 

no such history 01' involvement wi-ll havl: all eac:ier Ljme uf :;(~l'vin{'. 

a neH and pourer clientele. 'L'lIe very expcl'ico(:c' o{' Lhe Larv.(· 

borrower b!1.nk wi th creui 1., that Ie;, turns uut. to Ilc tL hilldl'llJJL:C' 
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to its success in l'Ulming a small farmer credit pl'ogrruu. 

In a sense, I am saying that organizational experience 

with a task (credit) can sometimes disqualify the institution for 

tH.klllt: on that task in a certain set.ting. 'l'his happens when the 

Ol't~:Uli;:.ut.lon 's experiellcl' Wll~j Gained with 11 l~lienL frolll whom it 

wiLL be di.fficult to disellLtUlgle. Similarly, lack of experiell\~c 

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 

experience with the tEu7,k i tsel f. As seen above, AID excluded the 

crcuiL wlion feuel'n Lion (FACACH) from considerat ion as its 

ins L i L ut lonn.l conuui L for small farmer 1'w1us in 1973. 'l'he 

fC'uC'ratiol1 wus 'H1.iU to lack experience wi th agricultural credit, 

Lilullgh l"ACACIl'::; pm;t his tory was more illvol ved with small borruwers 

tind less with large Carmel'S than wus the BNF. 'rhe BNF was chosen, 

however, because of it~; experience with agricul tw'al crecli t. 

According to the considerations raised here, AID's reasons for 

choosing the BNF also could have Jus tified not chl)(J:.;ln~~ it, 

'l'he extens iun agen t. 's loss. 'I'lw hi [, Lory 0 C an j m, L i LuI, i 011':: 

relations wi til a Lurge fanner cliell Lt:le arreeL[j t.he carry ill/-': {JUt. 

of fl ~;rnall farmer progrwn aL JeveJ[j other than burrower :jcJf.'cL-ioll. 
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The extension agent who works for a large fflro:er bank, for eXH.!II1'le, 

i:> used t.o recE'iving tl. ~el'tain "lIlL',lIne in kind" from till' Itl.rt~e 

b\)J'l'L'W{'l'. \~lWll till' :l.gen t. visi t.s the large b()],l'ower I s farm, he 1 s 

~1t'l\'1l .illviLl'd for llU1l'1I Itlld Ims n. relaxcu lU1d ple(l~;Lult sLay. He 

\,!'tl'll receives prouuce from tile farmer--a sack Ill' avocados, for exalllple. 

On speciD.l occasions, agents have been known to receive a yOlUlg 

steer from catLle ranchers as a token of appreciation. 'fhese gifts 

are not irregularities. 'l'hey 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, C[UI be v('ry l,lcaS[l]IL. At least a:~ important, this 

w()rkin(~ relationship supplies the agent with foods tuffs that are H 

~; i 1·~lli I'il'all t. ['ltrL \)1' hi~~ IWlUw!t\)ld l~xpclldi t.\ll'(,f~. 'l'11l1lli:~h till' slIlaLl 

r,tl'lIll'I' wi.LJ 1'1l1~agL' in Lile SLUlll' kind vi' gin-I~j vine; wiLli all :tl'Pl'ceiatcJ 

extension uGcnt or other public service persun, tile v!J.lue of such 

gi fts is nowhere near those recieved from tile large farmer. ',.Jorking 

with the small farmer is nowhere near as cnmi't"lt't.'lble and rt'rTIunerot.ive 

for the extension agent. 

'1'0 aslt :m extensioll agen L to give up some of his luree 

farmer work time for small farmerG is La aGk lIim to gi ve up tlJi.G 

income in kind and iLs pf3ychic b['neriL~;. lie J!; lwLUkpJy [,1' wfulL 

to do so, LLecUt;Lomed as he iG La Lid!; level of 1'cal income ILlJd 
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nat.ure of hh; Job is to spend 11.111C how's I.)ut of sie;ht of a supervisor 

in the cOW1tryside. This makes it difficult to compel him to devote 

time to the small farmer if he does not want to. 

The problem dpscdbed here Ilpplies to extension ngents of 

R~riculture ministries as well as those of bnnks: the relevnnt rartor 

in not wherE' they work, hut. wlH'thl'r' they have an c;~t.abli<;llCd w('r'kin" 

\~i II 1111'.'11\'1<"'1'1'1 ill.'" :1 11110.1('1' 1.'v('1 II" 1'(,:11 jlll'I'IIl.,. tin t'Xl('II:;il'll .'lt~'·111 

them. The institution wi Lh a large farmer history does. 'rhis lIlay 

explain in part why the supervision to be provided to small farmers 

in the 011) prot';rarn by extension agents of the Ministry of Natural 

Resources barely materialized. 3 

lIoJr-hearLcu corruniLmenL :U1d how it works: two stories. Up l·u Chin 

larl:1;c farmcr bank in keepinfj ~;lIlall farmer credit away from it:; 

established clientele. The large borrower past of an institution 

-~J\Tn/ff, "[·:::!.lllli() '1·' ('vlJlullc'ion dr·1 prrwr','LrnfJ de (')',":ditn ;,upp/,vi::nr!(l," 
J\lll~W; L J ()'(~), p. I II. 
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also influences how conunitted that. institution CWl be in the first 

pluce, and thus how well it will b0 able t.o earry l'ut the new 

1'I'L'!-,:rWIl. It is rcmal'knb.Le how fl. simple lllek of sympathy in tID 

illll'l)I'(.anL publiL' in~~U tuCion l'an influence Lite outcome of t1.11 

·1.~~l':tl'i:Ul l'l'1\)1'Ill, 01' of [l 11l0l'l~ modest attempt to help slllall 1'tll'mers. 

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 

b:Ulk behav:;'or, it is difficult to convey without some detailed 

C Xllm!l L l'~l • 

~;(lll1l' Lime uft.er the iG~~WU1Ce of Del'l'ee i3, the BNF wa:3 

tL:3ked by the directl)l' of INA to L'llJ.ist its extensionists ("PCl'ito::;") 

in helpine to identify and describe the lands claimed by peasant 

groups. By Lalci.ng 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 ar,reed 

to cooperate in this effort. In actuality, however, therl' "IIL:: 

considerable foot-dragging by the extensionis ts and not cnlJu(~h 

insistencp by their bosses. For bank personnel to have helped 



wholeheartedly with this matt.er would have illvol ved some bl't l'~':l.l 

of their large-landowner clients, many of whom expected to be 

udversely affected by the agrarian l'eform process. 
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'l'llc following more detailed exrunple of institutional 

lack of sympathy, ruld how it works, also took pl'iCC 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 u visit with a post.-reform group that hut! recieved BNF credit, 

I l'Olmd the leadership of the group in discussion with an agronomist 

tUld a lawyer from the BNF. I was wi til an agronomist from the 

Ministry of Natw'al Resources. The Bank men were telling the 

t~roup that they thought the Bank would have to at tach a tractor 

tlC'qld I'cd by t.he croup t'. few years ago wi til l3NF credit. 'rhe Lructor 

had been i.nvolved in un nccident with a truck some months ago, 

Wld the nwner of Lhe truck had slied in court [Uld won the case. 

'1'he 13HIlk, IlS Lhe group's creditor, had first claim on the tractor. 

'l'he tractl)!', in the meantime, hud been placed in receivership by 

the judge during the course of the li tigat ion, so that Lhe group 

had not been able to use it for some time to help earn income La 

payoff the BNF loan. Thus the group was in arrears on it!; [jwlk 

loan for the tractor, in addition to having been ordered to PIlY 

damages to the truckowner. Since Lhe purchase of the tractor, 
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moreover, the group's income had fallen far short of that tUlticipL1te,l 

because of the htu'ricnne of September 1914, and the drought that 

followed. Both events contributed to considerable loss on at 

leust two crops. 

'L'he Bank men told the group that the Bank would probably 

at.tach thc tractor and sell it, in order to collect on the overdue 

loun. Thcy also told t.he group that it was not trying hard enough 

to pay off its 10tU1. ~'he group was keeping too much of its corn 

produetion for its own consumption, they sHid, mid should have been 

lmncl.illt) 0ver more to the Bank. 1'his showed bad faith, they said, 

and wus makins them run out of patience. 

The agronomist from the Ministry of Natw'al Resow'ces 

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 

t::.sk. It ttu'ned out that the Bank had also lent a considerable 

umowit to this group for. investment in another proj ect, in addition 

to ~,hLll·t term crop credit. 'l'hus the loss of the tructor would 

have threatened the repayment of those credi t~1 as well, let tl.Lune 

the viability of the investment project. 'rhe Ministry ::.gronomist 

proposed another course of' action: instead of' attuchine the trrwtnl', 

the Bank could require that the group ren t Ollt tile: trtLC'tul' duri IW, 
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without equipment. He convinced the Bank people to return that 

afternoon 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-

hUl'ric:mc and post-drought harvest. The group was sullen in response. 

"'he t-lillbLry al~ronomist led the discussion wi th El blackbollru Hi hi:.; 

~;iJC'. Ill' lIlaJl' L~tlLculutil)JlS or LlIC costs lUlU retw'ns of renUng out 

the tractor, IUld t.he 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 0 ffice. (I do !lot know whether this arrangement was put 

into effect.) 

'rhe tractor-rental plan made sense for anyone interested 

in t.ht-~ weI fare of the group and in paying off its creditors. The 

Bank's approach, though perf'~ctly defensible from a pw'ely banking 

point of view, was a punitive one with respect to the future of 

the group. It was an unsympathetic approach, out of touch wi tlJ 

the objecLives behind the proe;rrun of credit to these c;roulJ~'. 'Pake 

thi::; incident, repeat it many Limes over, IUld give it severul 
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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 r::dorm. 

The behavior that produces these impediments, and its consequences, 

are Iwt apparent. in the day-to-duy relations AID ilas wi til such an 

insti tution Jurine; the negotiations and implementation of locu1 

AID loans and tile empowermcnt of institutions. TilaL the above type 

of incident occurs, or that scorn for peasant groups is often 

openly expressed by BNF branch mn.r1aeers, should not be considered 

as unusual or uncxpected behavior, I t has special significance, 

however, for AID, To choose such n.r1 ins tit ution for a lone; 

intimatc relatiom;11ip is for AID to endow it witb considerable 

power in relation Lo other public sector insti Lu'viom;, In r:encl'[u, 

Lmp\)!'LILrlL ch1U1gcs in the relative power of public sect.or <If,cncics 

III :1{-.,ril'llltUI'c eWI be brought on by I.UlY such AID progrn.rn, 'rhesc 

lle;l'ltr.i:Ul refol1Jl, on the success 01' the reform itse.LI', or 011 ut.ller 

less :;wecping programs for smull farmers, Any 1'()~)t-drar;{!;ing Ly 11 

EN!" during an ugt'uriun reform, for exwnpLc, i~~ Lacy,cd L,Y /IIllI'c' 

power !'hllli wuuld normally Le LIte cane, uecausl' U I' L1ll' :;t.I'(,fl{~LlI 

e;aincd by t.Imt inntituUon dUl'iIl{~ jtl; lun/I, Ili:;t,(lI'y ut' fill) rUm!:; 
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and assistance. All the institution has to do is drag its feet, 

as in the exrunples above, in order to have a significant impact 

011 the course of the reform. One will not necessarily see open 

opposition. 

When AID chooses a large farmer bank or Ministry of 

Agriculture for small farmer re-tooling, then, it not only rlillS 

the risk that large farmers will get a good share of the funds. 

In ad~ition, 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 refonn measures 

in the future, let alone of their success, can be considerably 

diminished. All this results from the choice of all institution 

that is admittedly not too interested in the small farmer cause, 

ns in the caGC L)f the BNF, but. is the only one HrtllU1d. 

Mutually exclusi vc clients. 1 have been saying, in one wu.y or 

another, that large farmers and small farmer~ are ~)ometimes mutually 

exclusi ve as clients of the same orgn.ni zation. I l' the grafting of 

a small farmer progrum onto a large farmer institution is to work, 

however, the two groups cannot be mut11ally exclusive. From a 

strictly banking point of view, of course, there is no conflict 

in serving tr.e two groups. But from the broader ins titut ionll.l-

political context I have discussed above, there is. In most 
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countries, rw'al poverty is perceived as u resul t of unequal 

distributions of land, income tUlll other forms of wealth. I'rogrtuns 

to aLleviutt" t.hat poverty are usually based on the asswnption thut 

wea.lth must be l'edistributed--whcther it ue L1lroU{~!! l'xproprintiol1 

or llUld ell' lIlilder measuref; SU\'!! a:; t.ux reform ,1], 11 :;lLift ill tlll" 

it has often h('C'11 AID l'athel' than l'ccipil'nt Cl)ll!ltrie~, that !ws leu 

the w~ ill posillt; the rural dev('JopmenL problelll in Lhese terms 

and pushing rut' rcdistdbutivL' ml~a;;lu'es. 

Mov i llL~ from this macrul'cullumic level of poverty analysis 

Wld remedies tu t,ll~' m.lcr()CCOllOmi~' ilistiLutional level of All.! prognulIs, 

it turns out th:lL IUD o.J.so pr\JPoses to puL togeLhcr in the :;amc 

who ni.le. But it is L'ven !w.r'!c'l' tll bJ'jlll~ about tlll' tl'um;1'el' wilen 

on lUI inr;Litlltion Lhat L; LIlt' ulliJiwil'l~ ():' fbo;;l' willI wcaJtli t.u 

lose. Of l'OlU'f~(?, iL is ciifficu.1L j'Oj' a pllblic [;cct.OJ' ()l'l~:UlizaLiull 

to serve .'l /SI'UUp like :}maJ.J fUJ'l/ICI'!; evell l'Xl!l.U:} i vl'.Ly, i rUle 

advancement. or that group is pCl'ccived tiS a Llil'(·a1. to the wealth 

((I 
'l {, 
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of more powerful groups. But it is much more difficult to servc 

t.hreatcned sr0u~'. 

of different institutions, :::12:1 the conflic:inL: objc2ti ves ltv no:; 

exist within an or[;aniza'c,ion but between Lhem. This latter 

insti tutional arranGement not 0:11:," avoids intcrnal on::ani ::.;.t iOl!al 

ambivalence around the issue ,)f !'clistribution. It also helps to 

build a valuablc esnri t .ie Co!~, tC;i ven thc fact that the institution 

must fight for its program and clients with other organi :ations. 

If this kind of struggle occurs within o.n organization rather than 

between them, it will do just the oppositc--kccp the csnrit de corps 

from fonning. Even if there are those who will takc the side of 

the new client, they will have troublc within their' own organi7.aion 

rather than from just outsiders. Putting both clients in the samc 

institution, thcn, is to make the agrarian reform process much more 

of a zero-sum gamc tho.n it need be. 

Credi t and aerarian reform. \n1at does an AID crcdi t program have 

to do with an agrarian re form? AID's BNF proj ccts in vol vc plain 

credit, after all, not aerarian reform. So why ~jhould AID havc had 

agrarian reform considcrations in mind in choosing its credit­

channeling institution? 'l'he answer lies partially in thc fact 
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that A!D itself sees its small farmer credit proe;rWllS as ills Ll'llnlcnts 

are actually part of a Pl'Oc!'a::j of SU1'l),Jl't to tile ::".:fol'lIl i L:;c.'ll'. 

The 025 108.n was ric'ant, nI:10ns other thinG"', Lo h'd' up the variuus 

public sector inst i tutions carry inc out t/:c ao'nriall refol'l!l anu 

servicing its bcn12 ficiaries--the extension service, the COo11Cl'ati ve 

department, the agrarian reform institute and the planninG aGency, 

as well as the BNF. 

It may be that only when agrarian refol'JIl is actually in 

motion--as it has been in Honuuras during a good part of the period 

studied--do the two types of clients actun.lly become mutu2.l1y 

exclusive when placed within the same service organiZation. But 

agrarian reform has been hanging in the wings in most Latin 

American cow1tries for more thun a decade. AID itself hus 

been responsible for much of' the promincnce Ci ven to thLj COllCel'l1 

for reform. Thus the opposition or the two Groups has been latent, 01, 

the least, in cvery orc;anizational settinf, where this kind of AID 

progrrun has been pUl'~,ued. 

Alternat i ves to the Bank? Could AID have chosen £U1 institution 

other than the BNF as its credit conduit to small furmers? AID said, 

I \-\ 
J 
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in effect, that there was no other institution around. But by AID's 

own observnt. ions, t hcrl' were S('ltnl' ~")t. Ill'}' ins t.i t 1I t i ('Ins R round--

f011l1dllt.ion fwt Ui' t.\, t'innn\.!e vnl'ioll:; 0r~nni.:"nt.il"w working exelUl,ivply 

II 
'dt.h smnl] fllrmel·H. Ji'ACACH hud 11pen crcH.tC'd by Aln in n previ.ow; 

pL'riod of history, und 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 Federat ion 

was not a direct borrower in the agriculture sector loan, nor were 

funds earmarked for it--compared to its role in the previouR 018 loan. 

}o'UNHDESA, whose history of association with small fA.rmer financinr, 

WlW more pri~1tiO(\ than FACACH's, had received small amounts of AID 

moni!':; in tile Jlll~;t.. IJike FAC'AClI, FlINHDESA wOlllil bt' Ill'le to borrow 

All' 02', m\'nil'n 1\1. t.llf' lINT-', but. it. won ollt.nidC' AID'n illst.ituti0nR.l 

des i I~n ror the ~;l>ctor loan. 

By the time the sector loan was authorized in 1914, it 

may have been imprllctical for AID to lend directly to these latter 

institutionn 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 

4AID / LA!MRSD/SCD, "The Credit Component," April 1914. 
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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 

organizatinns that was somewhat at odds with Lilt:' government program 

--pnrLinlly ouL of rivalry over control of peaswlt organi:,.ations. 

To make FACACH and FlJNHDESA 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 FUNHDESA 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 bank7 The evidence suggests that 

it. ml\y be ben 1" in such cases, for AID to take its rural development 

monict; 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 BNF 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 cuur~c, 

"1 lIP 
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was made by the BNF. But with a lot of credit Wld a lot of tel'lmical 

ussistance, 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. 

Smull farmers, for example, have enough of u 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 misspeciflcs it an u IlmlLll-

farmer one. L prevents the institution from worklng on an I.I.pproach 

\ , 
, I .C: 
I 
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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 pror,rrum 

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 ruld at the right interest rate. Such a program is 

also an uttempt to shift the balance of power in the countryside, 

an attempt to get a reluctant society to commit resources to a 

neglected group. When aefined 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 

5 
Robert Pnr:kenham descriuc~; th:in virw in F()rf'i/~n lild IlIld 1'(lIILI('n) 

Development, Ph, D. di r1Sertrlt. -j on, YII] (' Uni vI·r'id t •. V ,I r 11'';'),-.---------
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built to surmount society's reluctance, to withstand the opposition 

that the progrwn 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 also means the empowering of a dedicated 

institutio~ 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 pover 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 farmer 

programs certainly do amount to the taking of sideu in the politicl.1J. 

environment where the project is happening. In Honduras, for 



example, large landowners often characteri:e 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 

polarized political issue in that country. The Qecision 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 problem 

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 neutral 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 sprea.d. 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 19605 were powerless and unable to make conflicting claims 

on the use of resources, any discontent on their part with public 

sector investment decisions went unvoiced or unheard. Thus the 



transport and power decisions were apolitical only in the sense 

that the other side was not represented in the political spectrum. 
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Rural development prc\! ect s are di fferent from capital 

pl'p,k('t:1 in t.wo wny:1, Fjl'St., they expl:icitly fnvor one side (t.hE" rurnl 

P('ICll') nnd (~xplil'iLly f'X\'lUdl' I,ltt' nCill'I' (the l'ul'al wpll-Clt'f), Capltlll 

I'r().ll'l~I,:;, itl (,Ollt,I'1\1;t., lHwl' hl'l'n Gn"id to bf'llt'J'it :tIL Sf"l~ond, 

to t.he extent that thE' benefits of capital pro,1ects 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 

politi.cal spectrum, Discontent with AID projects i~ now encountered 

beenuRc the implementing institutions are peopled, to a considerable 

('Xt.('Ilt., wi th the> left-out ~dd€'--nl' friends and relnt. i yes of it. 

III t'r!'t'I-\., tllt'n, t.lll' capital 1'I'l'l,ll'(,\.~; ..... cJ'f" npolit.il'111 only in 1. he' 

::"'IWl' t.Iwt. Lilt' 1t'l't.-('Iut. side W~:1 IIl)t in the I'onit.i('lfl t('l C'l1f7,ap:c in 

t.h0 kind of pl'or;ram-impairing flnd foot-draggillg 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 diorupL 

that way of proceeding. In contrast to the rW'al development 
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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 politic81 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 

WIlG ill the case of the capital projects. I am not suggesting that. 

AID nbandon 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 ide3. that those now excluded from the development 

pl'OCe!~" 11('('d only hitC'h t.hemselves up to the engines of growth in order 

to pro/·~r(~n5. r.ooperntivt' Ol'I~ltni7.nt.i()n allows thi,; hitrhing, a"('()I'dill~~ 

to the rhet.oric, whereby th(' rON' l'nn come to enrn w(~ll nlonr~!ddf' 

those who nre already doing so. This implil'it view of development 

does not accord with the peasant' B perception of hin world. which is 

shot throu~h 

-1 \~) 
) 



with conflict and the desire to get something back from those that 

have. 
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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 r~distribution. 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 

. 1,'\ 



1 · . . '.' 

will be quite different. Even if one places the small farmer progrWll 

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 .ray, 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. 

B,y compartmentalizing income redistribution progrWlls into their 

political and technical components, one c~ commit oneself 

"antiseptically" to income redistribution, staying clear of the 

complicated and messy poli ticul aspeds 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-

dra.gging in the public sector on agrarian reform. Everybody gets 

puzzled about what went wrong und looks to exogenou::; and fortuitouB 

eventn for explanation of the problem--dro~hts, floodG, couflictD, 

. )' II 
II 
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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 

fA.nnf>r 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 rhetori~ is not reflected 

in project design probably results from the fact ti-at 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 prJgrams to redistribute income in the agricultural 

sector. But without u corresponding adjustment of project design 

to fit the new rhetoric, the income redistrib\ltion approach does 

not have much chance of goinc beyond its rhetoric. 

It is not unusual ill organizntions like AID, whirh nre 

sub,1ecteci to frcCjuent demflnd~; t.n changc coun;es, t.IJUt thi" kino of 

gap would ('xi::: llctWf'On n prnl':I'lJrn':; liU'l'nl',V prr':;r·IIt.llt.inll nlld II:: 

der.il~n. Hilt. LId:: kind uf I'np 1','IIJrI'l!. ron! 111i1" 1'''1' Iflrll' willl',I,!. 

re!~lI]tinl~ ill f'",iJllr,', fl'll::I.t':11 jflll, IIl1d "Ylli"j::r:I, 'I'll" fll~"rll'.V 1I,','d:: 

to t.ake> i t.:: nwn rlJet.nr i I' mn]',' :;,',' i nlln Iy lind I,f) 'IJI"I"'I' i '11." 1.1 If' dilllll'" 

in prop;rnrn d('dl~n that it illvf)lv"~:. 
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Banco Nacional de Fomento (BNF): 
Comparative Degrees of Inequality in the Distribution of Credit 

(1967, 1974 and AID-OIB Subloans) 
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/ (ucludinl Iroupl) 

/ 
BNY 1967 

/ 
BNY 1974 

/ allY 1974 
(with Iltt.&tld plr-lDdlvidual 
valu.1 tor .. .at..tlotO.) 

,- pn-lDd1Yidual , &I.atlailfttOI and coop.) 

10 20 )0 40 SO 60 70 80 90 100 

Nu.blr at borrOWIr. - cu.ulat1~ I 

The .:urve. wen plotted irolD the cu.,uhtive percent'HI data ot Table S. Thil tvoe ot curve iI co~nh .... d 
to npr ... nt v.~ina Jelre .. ot Inequality In the d1Hributlon at Incolle--the "Lorenz curve." tD thi. c ... . 
thl diltane. at the curvl' iroll the 4So line .how. the de~re~ ot in'Quallty In the di.tributlon at cr.dlt. 
Th. furth.r • curve I. (ro~ thl line. the greater the Inequality In the distribution of th.t p.rtlcul.r tVD' 
Df cr.dit. The 018 Rraln. credit w •• the 1I0lt eQull. In other word., and total SNY 1974 credit v •• the no.t 
unequel at the •• distrIbutions. 

The BNF curve tor 1967 Includ •• Rroups (coop., a •• ntamlento., etc.), a. Jo •• the 1974 curve. T.bl. 4b Ilv •• 
~ore d.talled d.ta on the role at ,roup. In the total. The 19h1 curve I. morl comp.r.bl. vlth the Iq74 (urve 
thlt Includ •• group •• (or rea.on. explained In the text. 

In order to obtain .In distribution dlla th.t II comp.rable for thl .. flv. dl8trlbutlon •• 1 h.ve read "It Ih. 
data by decUe. trom points on the .. curve. (on. larRer vlrtlon at thil rt.ur~. ""Ich WI •• ubl.qulntly 
reducld). The relult. Ir. pr •• ented In Tshle ~. 

!'hI tva duned eUrYIl were .ddld vhen thl" Itudy WII revlud In S.pt.mh~r 197h. Th.y vere calcul.ted 
fr, .. ~h. data in Tabl .. 4. and 4b. tn contr .. t to thl curvll at,ow the." th.y COlmt aroul' cr.dic 
per individlWl nth~r thow l'lr HOUP. nil per-Lndivldu.1 crodtL I. e~tl"lLeJ by divi~in. the tutd 
valUI at 10l1li. in a 10lln-dZi c1u. by the nUlllber of bdneflelar1 .. In that el .... ualDa thl dU. in 
r.bll 4b. The rl.ultlng ~vlrag. per-Individual lo.n .Izi i. rl-dl.trlbut.d to the .ppruprl.tl anJ 
i •• ller 10an-.i'l cl •••• Thl la.t curv. dol. thi. for both .. ent .. i.nto. and coop., and th ••• cand­
fra.-the-l •• t CUrvl for "lntamLento. only. Thi. latt.r curve 1. thul morl comp.rabl. to the 1967 
curve. vhich 1nclud •• coop lo.n. on • plr-coop ba.I •• (Allntaajlnto. did not I.l.t 1n 1967.) 51. 
tnt for further nplllllation (pp. ll-J2). 



Ta.ble 1 

Banco Nacional de Fomento (BNF): Agricultural Credit 
by Type of Activity--1967, 1972 Projection, 1974 

(lempira millions) 

I 1968 AID 

136 

Value H
prOjection 
for 19728 

Value % Value % 
---------~-- -------- ._--- -.---- -.---
Export crops 

Cotton 7.7 29.1 7.5 21. 7 15.5 24.3 
Coffee I 3.6 13.6 3.5 10.1 9.2 14.5 
Tobacco ~~ ___ 9~ __ _ 
Subtotal 13.7 52.0 

BUU1-~-grU-in~--r- ---- -----1 
(co~~ __ ,_ri e~_~b~_~~_) cl .~~_:~. 7 1 __ 6~:_:~-4-__ _ 

Livestock T 
Beef (breeding) I 0.5 1.9 11.9 14.2 

2.4 6.9 1.6 2.5 
----

13.4 33.8 26.4 41. 3 
----_.- - - .- .. _--- - -- ------.- -- .. --

18.0 28.3 

6.0 9.4 
Beef (fattening) I 1.2 11.11 2.8 8.1 
Dairy cattle 5.0 19.0 11.9 111.2 

3.8 6.0 
6.0 9.4 

Other 1.0 3.e 0.9 2.6 0.2 0.0 

Subtotal 7.7 13.5 39.1 15.9 24.9 
+---- ------ -_._----:.....-

One U.S. Dollar = two Hondura.n LempiruG 

n. 
n[L~l('rl on dat.1I ft'om A1D/LA/JlH, "lIe)lIdllr"u;: A/'t'icllltll,'l1l C'rpdiL lind 

Stot'nr:e," :->n ITmH' 1()(;n, Tabll' rx, 1', t', 

blln:;,'ri nn claLrl t't'om I!()ndurrt:'" Halle'f) rJ'lcionrll ejl' f>'(ll:ll~nL(J (lJivl:;ion 
T0cnir'n), Bo!(.t.in r::;tadl:;t.j(,() ;V (IJrUlIllll'y-DI'('pmI>0r 19'(11). 

c 
Inc] \leier. a ,:n'IL 11 amount of' :;oIThum. 

I 
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'J'auJ (' ;' 

Coffee: Export Value WId 13NF Credit, 1966-19'[1. (selected years) 
(lempira millions) 

Export value 
a 

BNF credit
b 

f--- Credit as 
Annual Annual % of exports 

Yearly aver.age Yearly average (annual average)c ---
1966 39 0 8} I 

I 

1967 28.0 36.5 I 3.6 9.8 
1968 41.6 

1969 37.0 

1970 51.8} 49.1 5. 1} 4.9 10.0 
1971 46.4 4.6 

1972 51 •• 1. 

L~ 1973 96.9d} 92.2 7.8} 8.6 9.3 
1974 U'( .1. 9.2 
---:-~: - .. ---."; -""'.':.'- -.:-- = - ---:-$ 

One U.S. Dollar = two Honduran Lempiras 

l'i1966-10(10 dlltR. from IHRJ1, "ApPrllisal of tile Second Livestock Development 
Proje~t - Honrlurn~," 1~ ~cptember 1973, Annex I, Table l~ 1970-1973 data 
from AID/IDR/TI3RD, "Stati"ticlll Annex" (Draft), Ap;riculturnl/Rural Sector 
Survey--HomiurrrG, 13 D('~f.'mber ]9'[11, p. 6; Fn ll-1975 dntll. from AID/LA/DR, 
"Hondul'a;,: l!ur'riem1e Hural Reeon"truction," 13 December 197 /1, Table 5, 
p.20. Tllollp:11 fr'om different. :~OUl'CL'~" tlIC;,(' datn nrp ~on"i"tent hecause 
till' fip;lIn>:~ for thp over']appin/, )'l'ilr:; \o{('I'P tile name. 

h 1Q6'i fip:\lt,(, from AID/LA/DR, "!lonoura:;: AvriC'llHul'n1 Credit nne! Storap:C'," 
;'n ,Tune lO()S, Tn.bIt' IX, f'. V; 1'"rrO-1 0 71 (lnta from AID/Hondllrn:,; 1973-1974 
.bt.a rrl'Wll!()ndul'a:~, Bnnc() Nflcional dc FOIr,C'llto (Divj"ion 1't!cnicn), Flo1etln 
E:;t.ndl:;( i ('n rv (.Tanuary-Dl·(,f'rnbcr .1 r:n1j). 

c 
The per~entn.een arc uased on annual IlverugcB to the extent 
possible because of the incompletencsl.) of my duta nnd becauoe 
of the wide annual swinc;s chrtrncteriotic of ugricultural 
production. 'l'hree-year moving uverngen of production would have 
been the bent for revealing conuintent trends in the ohare of 
crop finunced. 

~atimatc. 

\ \ [, . ')' 



Table 3 

Banco Nacional de Fomento (BNF): 
Agricultural Credit by Source of Funds--1967, 1974 

(lempira millions) 

1961a 1974b 
-------------------3-:;-?----~i----I-D-B------lri --m-~o--t-a-l----*III-----B-ij-.r------r----I-D-B-----.I----A-I-D----~~--I-r-fA--c----rl--Go--v-,-t~d~--',---T-o-t-al------

______________ ·~i~a~l~. ___ ~~,-'~---'-.--~~--~:_'1_a_l_. __ ~ic __ ~-'1-ale % Val. !~S __ ~-V-a-l-.--~%--_4-V-a-l-.--~%-o--~·-/a-l--.--~%--_+-V-al--.--~% ___ 
e 

crG~S l3.~ 

-.-
2..6 

i 
65.1: 0.2- 2.2 i13.( 52.0 123.~ 79.3 0.8 4.5 a - 1.0 13.1 1.1 15.2 26.4 41.3 

5.5' l.9 "".9: 3.1 E.7 1.9 6.4 3.3 1B.6 0.8 62.3 I, 6.0 18.3 6.0 80.1 18.0 28.3 

2~.1 3.3 50 .3: 1.7 29.1 I 1.3 6.1 113.6 16.2 0.2 11.8 0.1 0.8 0.2 2.9 15.9 24.9 

7.7' J.3 5.5 I 1.9 7.2 2.4 8.2 0.1 0.1 0.4 25.9 0.5 1.2 0.1 1.2 3.5 5.5 

2:).7 108.0 5.7 100.0 26.4 100.0 29.5 100.0 11.9 100.0 1.4 100.0 1.6 100.0 1.4 100.0 63.8 100.0 

in :; 0 :. a.::. 
46.2 I 100.0 28.0 2.2 11.9 I 11.6 100.0 

• ~_ iT" • 1--.-
.--. _ _ -J.-. __ ::, Storage," 20 June 1968, Tab1> IX, p. 32. 

:-:::s. .'-,-,- :::,:-.~-~:-c~:c, 3-:.r.:: :i2..:.:i.()!1al ::'2 ?-:'::-.er.t0 (Ji'li3ion Tecnica), 201etfn Estadfstico IV (JanuarJ-Decernber 
:::':5. ~:·:-:2..·1~~e3 =-.23,jcc ::-J. ~r~dit :---!"'O:T. the Cent,ral American Ba.nk for Economic Ifl.tegration (CABEr). 

~I!:s::':.·..!:;O :;a:::'o::a1 Ag.:-a=-io. Creciit stip'..!lated :~or use by small farners in IliA's settlement projects. 

~.!os:::.- .::: .. :ed.:.:' cha:l:J.eleci :hrc'.lgn :i1e Central Bar.k to the ENF (L. 1.1 million). Most of this credit was designated 
b:-- ,=::e go·.-e!":-,-=e~t for USe by peasant groups who received land tlrrough the agrarian reform. 

"" 
-Co~~ee, co~:o~ ~~d tobacco. 

feom, rice, beans and a small amount of sorghum. 
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Table 48 

Banco Hadonn! de Fomento (BIW): [.oi :;tribution of Lo8l'l9 by Size--196'{ and 1971,11 

(lempir~ Millions) 

, __ ~~~67b c~~ I '-;~'-. -Of---<---~<::74-C---,,-----'--cW'!].- N~'~~_;--- 19110,eJ(::~ln!$ e
roU

l's)d_'--C-U-fII-' 

'--1'.~9 - --:-'9 - '~;: ~,,' ~r -- :.: -I, b~5i) h ~') - --< ~.9 v~~e ~.;: ~-.2 - 10-~-5-i)---5-~-0 --:-.-0 --~~_;~ -- ~~i---~-.-] 
36.1 37.9 1.5 ',:'.192 2(,.6 ]1.5 2.0 2.4 2.6 5.19027.2 32.1 2.0 ).'} 1i.2 
26.5 

17 .9 

8.3 

~.6 

1.6 

1.2 

0.1. 

0.2 

o ..:: .... t 

61,.7 2.h 7.ll?5 '),30', 27.5 59.0 4.2 5.2 7.8 5,36] 28.1 60.2 4.1 13.2 

R4.6 3.1 10.2 ??7 4.1?3 21.2 80.2 6.8 8.4 16.2 4,104 21.5 81.7 6.7 13.3 

96.5 

98.1 

Sl9.3 

99··{ 

99. ')0 

99.9') 

3.2 10.~ ~!.I 1.911 D.R ?o.o 6.7 8.4 24.6 1,874 9.8 91.5 6.6 13.0 

2.8 9.1 42.2 90" 1 •• 6 9',.6 6.,} 13.6 CD.? 852 4.5 96.0 

2.5 8.? 50.4 522 ?7 97.3 7.~ 9.2 42.4 457 2.4 '}8.4 

4.1 

3.1 

3.2 

2.6 

1.3 

l3. L 63.8 330 1.7 99.0 10. 1 1~.8 5~.2 228 1.2 99.6 

10.1) 73.8 117 0.6 99.6 13.1 10.1 65.3 51 0.3 99.8 

10.1 

G. 1 

4.3 

84.1 1..6 

11 

1 

0.2 99.8 6.8 8.5 73.8 21 0.1 99.9 

0.1 99.9 5.) 6.6 8o.', 5 0.026 99.97 

0.036 99.98 4.1 5.13 86.2 4 0.021 99.99 

6.5 

7.0 

3.5 

3.1 

1.5 

2." 

12.9 

1~.U 

13.8 

6.9 

6.1 

2.9 

h.8 

LO 

25.7 

JO.7 

51.G 

61,." 

713.2 

85.1 

91.2 

94.] 

98.9 

100.0 0.')10 WO.O 1.0 ].3 100.0 I.. O.O~O 100.0 11.1 1].8 100.0 1 0.005 100.0 

100.0 =~~~-~J9"-~-1~-1-0-0.0 _____ 00_.~]===1=0~0=.=0========~==1=9=._1-00====1=OO==.0============5_0-.5~-I-00-.0----
0.5 



Table 4a (continued) 

One U.S. Dollar = two Honduran Lempiras 

~ercentages 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 7 shows a size 
distribution of subloans made UIlder AlD's Agricultural Credit & Storage Loan (018). 

b:ror:: AIJ!::, "Agricultural Developl!:e:1t" PROP, 11 L'ecember 1970, p. 6. Source implies that data refers to 
2.12. 1 e'l:". i::.; , riot . .!·":'s~ "te;:-i cuI t~.lre, which aceollntE'J. for 50%. Total value figure, howe',rer, is t_oo low to 
inel'..:.de :111 lendi~.;;, si'l::e agricul-:.u!-e itself '.vas L.26.4 millions in 1?67 (Table 1). 

eFror:: Honduras, Banco ~'la.ei()nal :ie roment-,o, Memoria .lInual - 1974, Tables 9 and 9-A, pp. 33-34. 

~aseu 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. 

eBHF data for 1967 ~~d 1974 list this interval as L.500,001-750,000, and show no L.750,OOl-1,OOO,000 
interval. I have a.ssumed that this is a mistake, since the BNF's own breakdown of the 1974 data by 
groups shows 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 l::Jans in any particular interval. 

fpercentage totals in table were calculated from tmrounded figures. Discrepancies between totals and 
those obtained from adding rounded figures are no greater than 0.2%. 



Table 4b 

Banco Ntl.cional de Fomenio (BNI<'): 
Loans to Groups, 19'{4 

Groups Beneficiaries Value 

Lempira 
Groups No. % No. % millions % 

Cooperatives 64 16.4 3,609 27.7 17.5 58.6 

Asentamientos 249 63.7 6,768 51.9 6.8 22.7 

ANACHa 72 18.4 1,962 15.1 1.9 6.2 

Cattlemen & 
farmer assoc. 6 1.5 691 5.3 3.7 12.5 

-~-.-------1---.----. 

Subtotal 391 100.0 13,030 100.0 29.9 100.0 
~.-'-.--::-: - - . -- -- ---

Total BNF credit 19,491b 80.3 
% Groups in total 2.0 37.2 -

One U.S. Dollar = two Honduran Lempiras 

~ational Association of Hondw'an Peasants. Loans are to 
"subsections" of these unions, which usually work the land 
communally. 

bThis figure includes individual borrowers and group:" counted 
as one. 

Source: Based on nat.a from Hondul'ar., Bnneo Nncionn] df> Foment-n, 
Memoria Anual - 1971" Tllblc<; 9, 9A-E, pp. n-·:lfl. 

141 



Table 5 

Banco Uacional de Fomento (BNF): a 
Distribution of Credit by Size of Borrower--1967, 1974 and AID-OIB Subloans 

Rank of Percent of loan value Cumulative percent of loan value borrowers 
(by deciles BNF BNF 
from smallest BNF BNF (without olB olB BNF BNF (without olB olB 
to largest) 1967 1974 groups) Cattle Crops 1967 1974 groups) Cattle Crops 

1st o.B 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 2.4 4 61 . : 1.6 1.0 2.0 4.4 8.4 

3rd 1.4 1.0 1.5 2.9 5.1 
I 

3.0 2.0 3.5 7.3 13.5 

4th 2.0 1.5 2.0 3.7 5.5 5.0 3.5 5.5 11.0 19.1) 

5th 2.2 2.0 2.2 4.9 6.5 7.2 5.5 7.7 15.9 25.5 

6th 2.8 2.3 3.0 5.2 6.7 10.0 7.B 10.7 21.1 32.2 

7th 3.9 3.4 5.1 6.5 7.9 13.9 11.2 15.B 27.6 40.1 

Bth 5.6 4.B 7.7 9.6 10.5 19.5 16.0 23.5 37.2 50.6 

9th B.8 B.3 12.5 13.6 13.B 2B.3 24.3 36.0 50.B 64.4 

lOth 71. 7 75.7 64.0 49.2 35.6 100.0 100.0 100.0 100.0 100.0 

a 
Tnese 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 4a and 7a. 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. 



Table 6 

Banco Nacional de Fomento (BNF): 
La Playa Branch as Percent of BNF System 

(lempira thousands) 

Total 
La Playa e BNF 

Loans authorized (1973-
1974 annual average)a 3,216.5 75,289.5 

Loan balances, 12/31/74 b 
5,639.9 114,301.9 

Closing balance, 10/31/74c 

Loan balances 1,214.7 22,954.8 
Repayments 26.4 710.1 
Delinquent 44.1 947.5 

% Livestock in AID-0l8 creditd 

Number of loans 52.6 41.9 
Value of loans 72.6 64.4 

One U.S. Dollar = two Honduran Lempiras 

La Playa 
as % of total 

4.3 

4.9 

5.3 
3.7 
4.6 

1.3 (ratio) 
1.3 (ratio) 

a Bal.l£'d on data from Honduras, Banco Nacional de Fomento, Memoria 
Anulll - 1974, Table II, p. hlL 

b Ibid ., TabJe 12-A, p. 47. 

cAID/LA/DR, "Honduras: Hurricane Rural Reconstruction," 13 December 
1974, Annex II, Exhibit F. 

dBNF figures based on data from AID/H, "El credito para el pequeno 
agricultor en Honduras," Aur:nst 1974, p. ?6; LI1 Plllya data from my 
sample (sec Table 7b). BNF data as of July 1972, flnd therefore 
not complete because 018 credit war, not complet.ely disbursed unLU 
December 1972. 

e"La Playa" is a fictitious nrune for the plLrt i ('u1 nr bnnk hrllnrtJ. 

y 
'"IV 1 



Table 7a 

La Playa Branch of AID Agricultural Credit and Storage Loan (018) : 
Size Distribution of Cattle and Grains Subloansa 

(lempira thousands) 

Loan-size Cattle Grains 

class No. of Cum. Cum. No. of Cum. Cum. 
(lempiras) borrowers % % Value % % borrowers % % Value % % 

100-500 61 26.5 26.5 24.1 6.1 6.1 103 49.8 49.8 37.7 25.4 25.4 

501-1,000 94 40.9 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 74.7 18.9 44.3 21 10.1 97.1 29.7 20.0 79.2 

2,501-5,000 24 10.4 96.5 89.8 22.8 67.1 4 1.9 99.0 13.5 9.0 88.2 

5,001-40,000 8 3.5 100.0 129.5 32.8 100.0 2 1.0 100.0 17.5 11.8 100.0 

Total 230 100.0 394.5b 100.0 207 100.0 148.6c 100.0 

One U. S. Dollar = two Honduran Lempiras 

~ercentages were calculated from unrounded figures. Subloans were disbursed during the perioi 1970-1972. 

b 

c 

Information is presented graphically for purposes of comparison in Figure 1; it is presented bJ deciles 
of borrowers in Table 5. 

Value shown ~s actual total rounded to lempira thousands. Addition of rounded values in the c~lumn 
gives L.394.4 (thousands). 

Value shown is actual total rounded to lempira thousands. Addition of rounded values in the col:.l.!!Ul 
gives L.148.7 (thousands). 



'rnble 7b 

La Playa Branch: Distribution of 018 Credit by Activitya 
(lempiras) 

Loan authorizations 
(August 1970-December 1972) 

Value % No. % 

Grains b 

c 
131,481 24.2 178 40.7 Corn

d Rice 17,128 3.2 29 6.6 

Subtotal 148,609 27.4 207 47.4 

Livestocke 

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 44.2 -
Subtotal 394,500 72.6 230 52.6 

-

Total 543,109 100.0 437 100.0 

~xcludes two agrolndustrial loWIs to CAICEGA, a subsidiary of Castle 
& Cooke, Inc., for African Palm cultivation. Loans amounted to 
L.600,000. 

blncludes one active long term loan (7 years) for equipment purchase by cc 
producer. Loan was L.ll ,000, accounting for 7.4% of total loan value 
in grains. Excludes two group 10ans--L.3,650 and L.20,000. 

clncludes two bean loans for totnl of L.700 and 14 combination loans 
where corn is the largest component, as follows: 

4 loans - L.5.985 (aorn, beans, rice) 
7 loans - 4,460 (corn,rrice) 
3 loans - 2,769 (corn, beans) 

Total 14 loans - L.13,214 

dlncludes one rice/cattle loan (rice larger component) for L.500. 
Also includes combination loans where rice is the l&rgeat component: 

1 loan - L.400 (rice, corn, beans) 
5 loans - 2,600 (rice, corn) 
1 loan 500 (ric~, benns) 

Total 7 loans - L.3,500 



Loan-size 
class 

200-500 

501-1,000 

1,001-2,500 

2,501-5,000 

5,001-40,000 

'I'ot;a1 (a.mts 
due) 

% of total 

Total (loan 
disburse-
ments) 

% of total 

Table 8 
a 

La Playa Branch: Repayment by Loan Size for 018 Cattle Loans, Master Table 
(lempiras) 

! Never 
Partially Late Paid or pay- Paid or pay- Total 

paid delinquent but paid ing on time ing in advance 
Amount , Disburse-

I Value No. Value No. Value Ho. I Value No. Value No. due ments 
! 

I 4,300 ! 500 1 900 2 2,100 8 11 15,150 39 I 24,150 24,150 
I I I 1,200 2 4,500 6 8,060 10 , 6,950 9 I 54,150 61 15,460 16,310 i I i 1,815 1,143 I 41,900 26 12,215 14,140 1 5 3,050 2 12,301 9 I 

0 0 14,882 5 0 0 12,818 5 I 53,100 14 81,400 89,800 

28,B51 2 0 0 0 0 12,429 2 46,000 4 81,286 I 129,500 , 
I 

! I I 
32,432 " 21,425 18 13,BIO 20 148,B04 36 21B,100 150 340,511 0 -

I 9.5 2.6 8.1 1.8 4.1 8.1 14.3 15.1 64.0 65.2 100.0 -, 
I 
! 

I 
65,100 6 32,230 18 13,BlO 20 i65,260 36 218,100 150 - 394,500 

j 16.5 2.6 B.2 1.B 3.5 8.1 16.5 15.1 i 55.3 65.2 - 100.0 

One U.S. Dollar = two Honduran Lempiras 

No. 

61 

94 

43 

24 

8 

230 

100.0 

I 230 

I 100.0 

~empira values in the table are loan disbursements. They are the same as the loan authorization values of 
Table 7a because all cattle loans were completely dralro dolro. For active loans, lempira values are amounts 
due rather ~han total loan disbursement--but the loan is classified by size according to disbursed value. 
In August 1915, 8.1% 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 f'rom 018 loan files of La Playa Branch, August 1915. 



Table 9 

La Playa Branch: Repaynent by Loan Size for 018 Grains Loans, Master Tablea 

(lempiras) 

I I 
Partially Late Paid or pay- Paid in Total 

Loan-size Never paic. delinquent but paid ing on time advance Amount 
class Value No. Value No. Value No. I Value No. Value No. due No. 

100-500 
I 

6,156 20 I 5,588 15 21,500 59 I 2,080 6 2,300 6 37,624 106 

501-1,000 I 4,440 7 I 4,950 8 27,985 42 7,390 11 3,565 6 48,330 74 

1,001-2,500 I 4,130 3 6,819b 4 16,025 12 1,050 1 11 ,540 1 29,564 21 

2,501-5,000 I 7,482 2 - - a 315 3 - -

I 
- - 16,797 5 

5,001-40,000 I - - - - - - 6,295c 1 1 1 6,295 1 
I I Total I 
I 
I 

/7, 40 5 (amts .due) 1 22 ,208 32 17,357 27 74,825 116 16,815 19 13 138,610 207 

% of total j 16.0 15.5 12.5 13.0 54.0 56.0 12.1 9.2 I 5.3 6.3 100.0 100.0 

One U.S. Dollar = tW'c Honduran Lempiras 

aLempira values in the table are loan disbursements. To the extent that they differ from the loan 
authorization values of Table 7a, they were not fully drawn down. Only 3.6% of grain loans were 
not dravn dovn. There vere no active grain loans except for the one described in note c. 

b 
A loan for L.l,800 vas excluded for lack of delinquency data. 

cThis is the amount due on a L.ll,OOO loan. The loan represents 7.8% of the total grain portfolio. 
Using total loan disbursements rather than amounts due vould change the "Paid on Time" percentage 
to 15%. 

Source: 018 loan files of La Playa Branch, August 1975. 



Table 10 

La Playa Branch: Summary Repayment Picture for Cattle and Grains
a 

Cattle Grains 

% of total loans % of total loans 

Amts. Total Value 
(amts. due) No. Repaynent category due loan No. 

-------_.-{---------------+---------------
Never pe..id 9.5 16.5 2.6 16.0 15.5 

Partially delinquent. 8.1 8.2 7.8 
S b -- I 1.... 6 24 .7 10 4 

12.5 13.0 

28.5 28.5 

54.0 56.0 

Paid on ti~e 14.3 16.5 15.7 12.1 9.2 

Paid in adv~~ce 64.0 55.3 65.2 6.3 

La~e t:::l p:::inqu_eJnt I -- ~~l 3.5 8~ 7 

-------------------~---------------------
5.3 

S"bt.o~al Daid i 62 4 75 3 89 6 ~ ~ - , . . . . . 714 71 5 

at share of Delinquency Cf share of Delinquency 10 /0 

class :n total as Cf of loans class in total as % of loans t<' 

delinquency of each class ! delinquency of each class 

Loan-size categoryb I Value :;0. Value !Io. ! Value No. Value No. 

100-500 2.3 12.5 I 5.6 4.9 29.7 59.3 31.2 33.0 
501-1,000 9.5 33.3 7.6 8.5 23.7 25.4 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 24.9 20.8 18.3 20.8 18.9 3.4 44.5 40.0 
5,001-40,000 48.2 8.3 33.1 25.0 0 0 0 0 

~ased on 7ables 8 and 9. 

bLoan values of this section on which percentages are based are amounts due for active 
loans and not total loan disbursement. "Delinquency" is defined as loans which are 
no. partially delinquent or on which payment was never made. Loans which are fully 
paid but were once delinquent ("late but paid") are not counted. 



I 
! 
, 

Percent paid ; 

0% 
! 

I 1-25% 

26-50% I 
51-75% I 
76-99% I 

J 

Total i 

Table 11 

La Playa Branch: Paid Percentage o~ Delinquent 018 Loansa 

(lempiras ) 

Cattle Grains 

Value I No. Value 

% of 
dlq. ! 

% of % of 
I 

Lempiras total No. total dlq. Lempiras total dlq. 

32 ,432 54.2 I 6 22,208 56.1 25.0 

3,500 5.8 I '"' 8.3 6,569 16.6 c. 

6,768 11.3 I 5 20.8 4,038 10.2 

13,757 23.0 I 9 37.5 4,725 11.9 ! 
3,400 5.7 i 2 8.3 2,025 5.1 

59,857 100.0 I 24 100.0 i 39,565 100.0 

One U.S. Dollar = two Honduran Lempiras 

No. 

% of 
No. total 

32 54.2 

8 13.6 

8 13.6 

6 10.2 

5 8.5 

59 100.0 

ayalues in table are not repayments but total loan disbursements; for active loans, they 
are acounts due. No d~~a vas collected on interest p~ents. 

Source: 015 lCa:l files of La ?laya Branch, August 1975. 

dlq. 



I 
Unpaid 

I 
Loan-si:::e ! cat.eg8rj· I Val1..O.e ; , 

200-50C 717 
, 

501-1,000 3,4:;8 
I , 

1,OJl-2,5C'J 5,018 

2, 5J':"-5 ,OC'J 6,398 

5,001-:";;,2JO 
I 

25,357 

Tot-al Ii. ~2H ~""",)1 -' 

'l'able 12 

La Playa Branch: Unpaid Amounts of Delinquent Loans by Loan Size 
(lempiras) 

Cattle Grains 

amounts I Unpaid amounts 

% of I ~ ct Value of Unpaid am+'.- as of Value of ... ." . P /0 

total dlq.loans of dlq. 10a'1 7alue Value total dlq.loans 

1.6 1,400 51.2 8,917 27.4 11,744 

7.6 5,700 I 60.3 7,385 22.7 9,390 

11.2 9,018 55.6 B,713 26.8 10,949 

15. 4 11..,862 46.4 7,482 23.0 7,482 

6:'.2 28,857 100.0 0 0 0 

100.0 59,857 75.1 32,496 100.0 39,565 

One U. S. Dollar = tvo Honduran Lempiras 

Unpaid. amts. 
of dlq. loan 

75.9 

78.6 

79.6 

100.0 

0 

82.1 

~np5id ~oun~s do not include interest payment, on vhich I collected no data. Value of delinquent 
l:>~s is amol.l.!!~ dra;m do;m; in the case of active loans, it is amount due and not total loan value • 

.so:.;,rce: 010 loan files of La ?la:;a Branch, August 1975. 

as % 
value 

.... 
\J1 
o 



Table 13 

La Playa Branch: SUI!I!!l8.ry Comparison of Delinquency in Cattle and Grains by Loan Size a 
(percentages) 

I % share of class Dlq. loan value as % share of class Unpaid amounts 
in total dlq. % of loan value in total unpaid as % of dlq. loan 

! loan value in each class ar:JOunts value in each class Loan-size 
class I Cattle Grains Cattle Grains Cattle Grains Cattle Grains I 

':"00-500 ! 2.3 29.7 I 5.6 31.2 

I 
1.6 27.4 51.2 75.9 

501-1,000 9.5 23.7 I 7.6 19.4 7.6 22.7 60.3 78.6 
! 

1,001-2,500 15.1 27.7 I 12.6 37.0 1l.2 26.6 55.6 79.6 

2,501-5,000 24.9 18.9 18.3 44.5 15.4 23.0 46.4 100.0 

5,OC:"-hJ,COO 45.2 0 33.1 0 64.2 0 100.0 0 

Total. lOO.O 100.0 17.6 28.5 100.0 100.0 75.1 82.1 

a..sased on Tables 10 and 12. 
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Table 14a 

La Playa B~anch: Delinquency Values According to Different Measures, l~ster Table
a 

(lempiras) 

Value of delinquent loans Total loans 

Cattle Grains 

Delinquen::y oeasure Value Ho. Value Ho. Value !lo. Value 

1 - Includes late-paid loans ( !~or active loans, 
t.O-C al 10a.'1 values, no:. anounts due) 

I 
111,140 44 1l4,390 175 394,500 230 143,315 

2 - AID ::;easure ( fo:::- active loans, "total loan 
values, not ru:JOunts due) ; late-paid loans 
excl:.:.d.ed froo t.his and successive measures 97,330 24 39,565 59 394,500 2:;0 143,315 

3 - ...... ::;easure ( +~~- ac-cive loans, aJ:!ounts due, ...... ~'-' ... . 
::10: - ..... '!" n'": ... v ... c.i.- 10a.'1 va.l:.:.es) 59,857 24 39,565 59 340,571 230 138,609 

! -., ...... -
(incl~des inactive b 17,080 39,564 59 274 ,140 210 132,315 .. - !:l .... : :=eaSU':-e only loans) 13 

5 - ~:=t.i ".Ie loa.'1s o::ly (total loa",. values, not 
a.=lC :.:.n t s due - A.lJ ::;easure) 80,250 11 0 0 120,360 20 11,000 

6 - .:~~ti"'~e lca.'1S only ( 8.!:l0 Ul1 t s due, not total 
los...."1 ",alues - qJ oeasure) 42,777 11 0 0 6', ,145 20 6,295 

N0. 

207 

207 

207 

206 

1 

1 

Syalues are loan disbursements and not authorizations, except in cases indicated where they are only amount3 
jue. Joes not inc:ude delinquency ~'1 interest payments. Delinquency percentages presented in following 
table. 

bSee ~~t.note b on Table 14b. 
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Table l4b 

La Playa Branch: Delinquency Percentages of 018 Portfolio According to Different Measures
a 

(percentages) 

Delinquent ~0&nS • total loans 

Cattle 

Value No. 

Grains 

Value No. 

Total portfolio 

Value No. Value of delinquent loans . value of total loans 
--------------~-----------------------------------+-------------+------------~-----------------
1 - Includes late-paid loans (for active loans, 

total loan values, not amounts due) 

2 - AID oeasure (for active loans, total loan 
values; late-paid loans excluded from this 
and successive measures) 

3 - ~~ measure (for active loans, amounts due, 
not total :oan values) 

.... - ffiiF measure (includes or~y inactive loans)b 

5 - Ac~i 're loans only (total loan values, not 
amo~~ts due - AID measure) 

6 - Active loans only (amounts due, not total 
loan values - ~ measure) 

28.2 19.1 

24.7 10.4 

17.6 10.4 

6.2 6.2 

66.7 55.0 

63.7 55.0 

79.8 84.5 41.9 50.1 

27.6 28.5 25.4 19.0 

28.5 28.5 20.7 19.0 

29.9 28.6 13.9 17.3 

0.0 0.0 66.7 55.0 

0.0 0.0 63.7 55.0 

~ed on iata from Table l4a. 

b 
AID joc~ents citing BrIT 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, 
ielinq~ent loans were not counted as delinquent until final payments had fallen due. 
Delinq~e~cy, then, would only count inactive loans. I was not able to verifY whether this was 
ge!leral BliP policy. 
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Tables 15-16 

La Pla:J"a Branch: Delinquen:::y Ratios by Size of Loan for Cattle and Grainsa 

(ratios) 

(% of class in value of (% of class in value of (% of clas:b in no. of 
dlq. loans)b .;. (% of class unpaid amts)C .;. (% of class dlq. loans) .;. (% of class 

I in value of all loans) 
, 

in value of all loans)b in total no. of loans) Loan-size 
class I Catt.le Grains Cattle Grains Cattle Grains 

100-500 I 0.32 1.10 0.22 1.01 0.47 1.16 I 

501-1,000 I 0.43 0.68 I 0.34 0.65 0.81 0.70 

1,001-2,500 I 0.71 1. 30 
, 

0.53 1.26 1.34 1.18 

2,501-5,000 1.04 1.56 0.64 1.90 2.00 1.41 

5,001-40,000 1.88 0.0 2.51 0.0 2.37 0.0 

~elinquent values and total loan values for active loans are based on amounts due. Otherwise, 
loan values are amounts drawn down. 

b 
Based on data fro!:]. Tables 8 and 9. 

cFrom Table :1.2. 



Table 17 

La Playa Branch: Change in Delinquency Percentage 'dhen Large Loans Classes Excluded, ~or Cattle and Grains a 

(percentages) 

(Value delinquent loans) (Value o~ unpaid amounts) (Number o~ delinquent loans) 

Nw:iber o~ loan-
. (total loan value) . (total loan 'Falue) (total number loans) 

size classes Cattle Grains Cattle Grains Cattle Grains 

1 - all classes 17.6 28.5 13.2 23.4 10.4 28.5 

2 - excluding 
largest class 12.2 29.9 6.3 24.6 9.9 28.6 

3 - excludir..g two 
largest 
classes 9.4 27.8 5.3 21. 7 8.6 28.4 

4 - excluding 
three largest 
classes 7.1 24.6 4.2 19.0 7.1 27.8 

~ercentages based on raw data fiom Tables 7 a, 8, 9 and 12. Both delinquent value and loan value 
are excluded when a class is eliminated. ..... 

\on 
\on 
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Table 10 

La Playa Branch: Grains Delinquency in Drought Years (1971-1972) and Good Year (1973) by Size of Loana 

(lempiras) 

% of class in % dlq. loans 
Value of dlq. Value of late- Total loan total dJ.q. in loan value 

Loan-size loansb paid loans value value of the cla.ss 

class Drought Good Drought Good Drought Good Drought Good Drought ';o~d 

100-500 9,274 1,110 19,270 2,230 32,c74 4,290 29.7 15.9 28.4 25.9 

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 54.1 35.3 40.9 

2,501-5,000 7,482 0 3,000 6,315 10,482 6,315 24.0 0 71.4 0 

5,001-40,000 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 ,... ~ c 
c~./ 

% dlq. loans 
60.1 J in total 28.3 21.5 50.2 

One u.s. Dollar = two Honduran Lempiras 

~Ought year includes loans authorized from 8/70 through 7/72. Guod year is from 8/72 ~crough 
12/72. (No loans authorized after that.) Two loans were eliminated from this survey as 
authorization date was not entirely clear; one was a delinquent L.160 loan; the other was a 
L.500 loan which was not delinquent but figures in total value. 

b"D 1° " e l~quent is never-paid and partially-delinquent loans. 

Source: Based on data from 018 loan files of La Play9. Branch, August 1975. 



Table 19 

La Playa Branch: Grain Delinquency Ratios in Drought rears (1971-1972) vs. Good Year (1973) by Size of Leana 

(% of class in value (% of class in totall (% of class in no. 
of dlq. loans) .;. unpaid amts.) ~ (% dlq. loans) f (% of 
(% of class in total Unpaid amts. of class in total I No. of Total no. class in total no. 

Loan-size loans) (lempiras) loans) dlq. loans of loans of loans) 

class 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 4 92 12 1.08 1.30 

501-1,000 0.72 0.77 5,981 1,404 0.70 0.63 11 4 52 22 0.78 0.71 

1,001-2,500 1.25 1.90 5,239 3,474 1.09 2.12 4 3 14 7 1.06 1.67 

2,501-5,000 2.53 0 7,482 0 3.00 0 2 0 3 2 2.50 0 

5,001-40,000 0 0 0 0 0 0 0 0 1 0 0 0 

Total 26,226 5,762 44 11 162 43 

~elinquency 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). Drought-year loans authorized 8/70 through 
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. 



Table 20 

La Pla:ra Branch: Largest 30 Loans of 018 Port folio, Ranked by Size 

Rank 
Delinquency of 

loan % I Last 
by tote.:, .. b I iAmt. of Loan paymt % a c d e 
size Amount credl. t j Actl. Vl. ty : Uses iguarantee perioci Amount date dlg. Hectarr.;/J.ge 

! 154 ,400 I 3/72-3/79 
--

*1 40,000f 7.4 

i 
D 1 20, OOO-cows 17,143 100.0 1 jO() 

j 10,000-pasture I 
6,000-fencing I 

4,000-machinery I 

20,500g I i 
*2 3.8 D 

I 47,040 12/70-12/77 17,714 never 100.0 20r} 
I In. a. I 

*3 15,000 I 2.8 D , 9,000-cows, I n.a. 11/71-11/76 0 11/74 0 25() 

I I calves ! 
2,200-brdg bulls I , I 

3,800-pasture, I I I 

I 
eqp,constri 

I *4 15,000 2.8 D n.a. 

I 
n.a. 6/71-6/75 10 mos. 8/74 0 n.~. 

*5 I 2.8 6/72-6/76 10/74 
I 

I 15,000 
! 

D n.a. 

I 
n.a. 20 mos. 0 i r •• ~. 

*6 I 11,00Oh j 2.0 C 11,000-machinery 51,150 2/71-2/78 0 7/75 0 I 3~r"" I 

I I 10/71i I *-,. 10,000 I 1.8 B n.a. n.a. 3 mos. 7/72 0 I n.~. I ; 
*8 3,000 ! 1.5 B n.a. 41,000 8/71-6/78 adv. 11/73 0 I :-!.~. 

* 

9 6,520j I 1.2 C n.a. n.a. 1/72-6/72 4,090 never 100.0 n.~. 
I 

I 6,000 8/70-8/73 10/72 10 
I 1.1 D 2,000-cows n.a. 10 0 I n.~. 

, 4,000-pasture , 
! I II ),000 
, 

57,600 7/72-7/79 adv. 1/75 0 2~;, I 0.92 D 5,000-pasture I 

i 
j 

l2 5,000 0.92 D 2,000-cows 11,200 12/70-12/77 714 10/73 25.0 25'~ i * 

I j 
500-fencing 

2,500-pasture 



Rank 
of' 
loan % 
by total 
size I Amount credit Activity 

13 
I , 5,000 0.92 D 

14 5,000 0.92 D 

15 4,700 0.86 . D 

16 4,500 0.83 D 

17 j 4,142k 0.76 C 
I 

j 
I 

*18 , 4,000 0.74 D 

19 I 4,000 0.74 D 
I 

20 I 4,000 0.74 D 
, 

0.74 I 21 4,000 D 

22 4,000 0.74 D 

23 , 4,000 0.74 D 
I 24 I 3,690 0.68 c 

5 i 
I 3,500 0. 64 1 D ; 

I . 

Table 20 (contL~uei) 

, 
I 

Amt. of : Loan 
Uses guarantee I period 

n.a. n.a. : 8/70-8/74 
: 

n.a. n.a. . 8/70-8/74 
I 

500-cows In .a. i 3/71-3/75 
3,200-pasture I , 

: 5/72-5/75 n.a. n. a. 
I 

3,533-corn n. a. ; 4/72-4/73 
326-beans 
283-rice , 

n.a. n.a. . 11/71-11/75 

13/72-3/75 2,000-cows 7,250 
2,000-pasture 

2,000-cows n.a. 8/70-8/73 
2,000-pasture 

n.a. n.a. 8/70-8/75 

n.a. n.a. /10/70-10/74 

n.a. n.a. 2/71-2/75 

n.a. n.a. 1/73-6/73 

500-brdg bulls 5,llO 1/71-1/75 
2,100-pasture 

900-work.anim . 

Delinquency 

Last 
paymt 

Amount date 

14 mos. 6/73 

2 mos. 6/74 

29 mos . 10/72 

16 mos. 1/74 

3,39l. 50 never 

362 11/72 I 

1,963 3/74 

9 mos. 11/72 

28 mos. 4/73 

14 mos. 8/73 

22 mo~ 4/73 

(9mos. ) 3/74 

875 6/74 

i 

% i ifectareage dlq. 

0; n.a. 

0; n.a. 

0 1 n.a. 
, 
I 
i 

0, n.a. 

100.0 i n.a. 
I 

i 

! 
12.1 150 , 
49.1 I n.a. 

: 
I 

i 
Oi n.a. 

j . , 

0 n. a. 

0 : n.a. 
i 

0 , n.a. 
I 

I 
0 , n.a. I 

25.0 I 90 
I 
I 

...... 
VI 
\() 



Rank 
of 
loan 
by I 

% 

Table 20 (cantinued) 

i 
I Iur;t. of 

Delinquency I 
j 

Late 

size I Amount 
total 
credit Activity Uses I 

i guarantee 
Loan paymt % ! 
perio~d~ ____ ~Amo:==~un~~t-+~d=a~t~e __ ~dl~q~.~~H~e~c~t~a_r_e~ag~e 

30 mos., 6/73 I s I 
1,496 6/75 48.3 I 

26 3,500 

27 
I 

3,100 I 
I 

*28 3,000 I 
I 

29 3,000 

30 3,000 

I 

I Amount 

Totals: 1227,152 

0.64 

0.57 

0.55 

0.55 

0.55 

% total 
credit 

42.0 

D 

B 

D 

c 

n. a. 

2,100-constr. 
500-brdg bulls 
500-pasture 

500-fencing 
500-pasture 

2,000-cows 

n.a. 

D n.a. 

% total no. 
of loans 

6.9 

One U.s. Dollar = two Honduran Lempiras 

'" 

n.a. 

n. a. 

n.a. 

n.a. 

n.a. 

1

1/72-2./76 

6/72-6/76 
I 

3/72-3/76 0 2/75 

I 
12/70-12/74 25 mos. 11/72 I 

11/70-11/73 o n.a. 

-~Oilllt of the lo~~ authorization. Loans described in the text are asterisked. 

0_. . 
~ = oreedlng cattle, C = corn, D = dairy cattle. 

n.a. 

n. a. 

, 
I o I 50 

i 

o , n .a. 
, 

G i n .e. 

~Val:.:.e of the unpaid amount. If loan is fully paid but was previously delinquent, number in parent:'eses in 
~ol~ is the number of months delay in final payment after due date. If loan was paid in advan=~ number in 
c~~'~n is number cf months before due date that loan was paid. If laan is still active and is b~i~g ~aid 
i:: advance, column entry is "adv." 

.:l..... . 
\,.;::r;:ru.d. amount as % of amount fallen due. 



Table 20 (~s~~inued) 

e Is size of borrower's total property. as estimated by ex~e~sion agents. 

fRecipient was merchant in La Playa; properties affected oy agrarian reform. 

gRecipien~ was medical doctor. 

hR . . . PI ec~p~er.t was medical doctor and owner of large commercial establishment ~n La aya. 

i 
Renewable on a yearly basis. 

jAmount disbursed was L.4,090. 

kAmount disbursed was L.3.391.50. 

l.R . . IB ec~p~ent of RD cattle loan. 



Table 21 

La Pl nyn Branch: 
a Distribution of Late-Paid Grain Loans by Length of Delay 

Late-paid loans 

Valueb Number 

Length of % of % of 
delay (months) Lempiras total No. total -- --
1-3 30,420 I~O. 6 52 44.8 

4-6 13,965 18.7 I 22 19.0 

7-9 11,960 16.0 17 14.7 

10-12 9,180 12.3 13 11.2 

13-29 9,300 12.5 12 10.3 
_~. _._ .L_ .a:..,:_ 

~.-- .... 

Total 74,825 100.0 116 100.0 
~:;.~':"""":;.--- = 

One U.S. Dollar = two Honduran Lempiras 

a"Late-paid loans" are those which have been fully 
repaid with some delay. 

bValue is authorized runoWlt of 1011n, not fJJnOunt drawn 
down. 

Source: Based on datu from 018 loan filea of La VlflYIL 
Branch, August 1975. 
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Table 22 

La Plnyo Branch: Landholding Size of Some 018 Livestock Borrowersa 

"=' ----_=:::::::=_. -- -- -- =-------
Landholding 
size (hectares) 

0-5 

5-20 

20-50 

50-100 

100-250 
=--=-~===--

Total 

Value of loans 
(lempiras) 

0 

800 

11,930 

5,500 

94,1110 
_--=~';:;_.::::L--=~ __ 

112,6110 

One U.S. Dollar = two Honduran Lcmpirao 

Nwnber of loans 

0 

1 

8 

3 

8 

20 

~is is not a random sarnplf'. It waD obtained by asking extenulon 
agents to identifY property size of a number of borrowers. 



'rable ~~3 

La PI/lYu Branch: Repayment Picture for Active 018 Cattle Loans 
=-:. '*"" ---=. 1-= 

Value of loans a No. of loans 
-

Repayment % of % of 
category Lempirus total No. total 

Never paid 31,182 46.11 11 20.0 

Partially delinquent 11,595 rr.3 '7 35.0 

Subtotal delinquent 42,777 63.7 11 55.0 

Paying on time 16,725 24.9 6 30.0 

Paying in advance '(,643 11.4 3 15.0 
--~ 

Total 67,145 100.0 20 100.0 
- - -~ - .-~ -~ 

One U.S. Dollar = two Honduran Lempirao 

~alues are bused on amounts unpaid or IUTlounill 1'ulJ~!n due 'mel 
not on total loan value. 

Source: Bused on dutll from 018 loan files of La fll nyn. Brllm'h, 
August 1975. 
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Table 24 

La PIRYIl Branch: 
Time Distribution of Advance P~ent on 018 Cattle Loans 

~=-========------ .--------------------------- -- •. -- -~ . 

Loans paid in advanct! 

Time paid Value of loansa No. 

in advance % of 
( no. 0 f mo s. ) Lempiras total No. 

1-6 52,700 2h.2 56 

7-12 64,600 29.6 41 

13-24 72,800 33 .l~ 37 

25-42 28,000 12.8 

-I 
16 

Total 218,100 100.0 150 i 

One U.S. Dollar = two Honduran Lemplrau 

~'alue is amount of loan authorization. 

of loans 

% of 
total 

37.3 

27.3 

24.7 

10.7 

100.0 

Source: Based on data from 018 loan fllen of 
La Plllyn Branch, August 19'(5. 
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Loan-si::e 
class 

200-500 

501-1,000 

1,001-2,500 

Table 25 

La Playa Branch: Advance Payment vs. Delinquency by Size of Loan for 018 Cattle Loans 

" Rat~os 
a I a (% of class in value I (% of class in no. of Adv8.!:ce payment I De1inquenc:1 

~------------~~----------~------------~--~----~ of adv.-paid or dlq. adv.-paid ?r dlq. 
Value I Ihmber! Value Humber loans) ~ (% of class in/loans) ~ (% of class in 

~-------------+---------+---------------+-----------<i val ue 0 f all 10 ans ) b :. ot al no. 'J f loans) b 
;: o:~ % of % of % of I I 

L. 

15,750 

5~,750 

L7,900 

53,700 

:':'6,000 

t.ot.al L. total :... total!.L. t.o:.al I Advance Delinquent c I Advance 
7 . 2 39 26 . 0 ; ---I-,-u-0-0--2-. -3 -o-'-J--1-2-.-5-+, - 1. 01 O. 32 j 0.98 

25.1 67 44.71 5,700 9.51 8 33.3 1.13 0.43 I 
I 

22.0 26 17.3 I 9,018 15.1 6 25.0 

24.6 l4 
I ~ r I. 

9.3 ! 14,:Jd2 24.9 5 20.8 
i 

21.1 ~ 2.7:26,857 48.2 2 6.3 

1.04 

1.03 

0.82 

0.71 

1.04 

1.88 

1.09 

0.93 

0.89 

0.77 

- l· t C 
Je~l.nquen 

0.47 

0.81 

1.34 

2.00 

2.37 I I 
-T=0=t=ai=-======~j=2=1=8=,=1=0=0===1=0=0=.=0~1=1=5=0==1=0=0.~r;?,857 10=0==.~=·~-=2~4=-=-=1=0=0=-.=0=-~~-==-~~==-=======~P===============~==~= 

One U.S. ~ilar = tvo Honduran Lempiras 

a.,;.ro- ~ ....... - :::. 
... ...... .J.!:I.lJ_e ....... 

0_ _ _ 
.:)B..Se~ :::: =ate iTom Table 8. 



Table 26 

La Playa Branch: Comparison of Dairy and Beef Cattle Credit by Size of Loan 
(percentages)a 

1 
Loan disbursements 

(% of each class in total) 
Delinquent loans 

(% of each class in total) 

Loan-size 
class 

I Lempiras ''-N-o-.--O-f--l-o-a-n-s-+--V-al--u-e--(-L-)--'--N-O-.--O-f-l-o-an--s-'-U-n-p-a-i-d--am--t--s. 

i Dal.ry Bee.::~ I Dairy Beef Dairy Beef DairJ Beef Dairy Beef 

200-500 6.0 

501-1,000 19.3 

1,001-2,500 17.4 
I 

2,501-5,000 )! 24.1 

5,001-40,000 33.1 

6.0 i 
19.9 

i 

27.5 I 

! 
14.8 I 
31.0 J 

26.6 

41. 7 

17·7 

10.9 

3.1 

27.0 

35.1 

24.3 

8.1 

5.4 

1.2 

5.2 

8.9 

20.8 

64.0 

o 

10.7 I 
6.9 

34.6 

47.8 

11.5 

30.8 

23.1 

23.1 

1l.5 

o 
33.3 

0.8 

3.0 

6.8 

1l.3 

78.0 

o 
17.0 

8.3 

45.3 

29.3 

~ta 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 institutior!s in agriculture, 

like the BNF--and the involvement of these agencies in both the 

AID sector loan and the agrarian reform. 

Agrarian reform looks like a decision, an act, an event 

that is defineli in time by the moment the reform decree is issued. 

Uut it is really a process that goes on for several years, and not 

a discrete happenj .1g. 'l'he issuance of the reform decree is only a 

milestone. After this, the reform can be slowed down, heightened, 

stopped altogether, 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 il3 only nntw',ll 

that some of the government institutions deuling with ull,ricult.UI'C, 

or some individuals within them, will not particularly like an 

agrarian reform. These individuals or institutions will not 
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necessarily couch their dislike in terms of official ~):r:rosi tion. 

But Il\Yriad opportunities will a.rise in the course 01' implementing 

their progrrunt~ to not help the reform. They can drag their feet 

011 the execution of orders, u.s in the above story of BNF slowness 

to help meastu'e lands for forced rental under Decree 8. Or they CWl 

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 

th~ 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 

Ilrc evel'-vigilant of the po~sibility of undoinr: it, with the right 

cnmhillllLil'll or tTOllP:, :uld pressurC'G, 'file agrarilul reform dCl!l't!c, 

t.hL'n, does not mark the climactic ending of 0. long period of 

turbulence and the beginning of tl calmer period of implementat.ion 

tasks. Ii mn..rks the beginning of a different kind of struggle--

in some ways, u more int.ense one. Opposition groups, which 

previously might have felt that "the inevitable" could never 

happen, now ha'le sOlJlething concrete to fight against. To them, 

the decree means not that the battle has been lost, but that it 

has begun, Thus the government conunitted to lUI 1l/l,l'llrilltl 1'C'I'O/'III 

has two difficul t, and demnndinl~ tllnkn: (I) ('Il./'/',Y I n/·~ (jill. 1./11' /'" 1'''/'/1/ 

and servicing the poot-reform groupD, IlIlC..I U!) ('end ing (,f'1' 1.1te' ('fI"I!!':: 

of opposition. 



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 tr~U1sformed into anti-reform behavior. 'l'he SltUllti on is 

wOl'k~~ in nn jml'lemcntin[; a',seney. FOl' t.his person, cnrrying out. one's Job 

suddenly turns into putt.ing oneself on the line for the reform. 

GOIIIC agronomists in the ~1inistry of Natw'A.l Resources, who worked 

~lO:l('ly with the new post-reform groups, rt'~eived ultimatums from 

llll't~e farmern: either they "stop working for the reform" or there 

would be reprisals 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 



4 

agrarian reform agencies, the ministries of agricul tw'e. In the 

government offiee where you work, you are either for the reform or 

against it. Likewise with yoW' superiors. Or, you are in fa\'or of 

the reform, but very much against the way it is being done--a 

common strulce in t,he HOlluurall public sector. In the hands of a 

government agency, this kind of disagreement can frequently have 

the same effect on the coW'se of the reform as opposition to it. 

'r'he implementa.tion demands of a reform, then, force a 

polariza.tion of attitudes allu 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 

rea.ctionaries and sellouts. DW'ing these highly politiciz.ed times 

111 Lhe public [,ector, the normal approach to development projects 

m8¥ noL work well. I return to this point below. 
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tHm,king lip t.he Bn.lallcl? of P~w~r 

All llgrtU'ian reform usu::tlly bringn with it n. chunge in t.he 

relati ve 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 1960s. 1 The agrarian 

reform decree of December 1972, however, brought INA to the for<>front. 

In 19'{3, the first yea.r 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 

rent-ul" for peasnnt groups and, Inter, to expropriate. It 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 

re'form agency may explnin why such iusti tutions are sometimes over-

zenloun, arroGant anll defensive--or, at the least, are commonly 

criticized for being so. Even the sponsoring government sometimes 

comes to dislike the signs of strength displayed by its newly 

empowered agency, and clips its wings. This was one of the reasons 

for t.he for('~d reni r:lJati on or INA'~, d i rf:'ctor i nl 'Lh~ 11)'(rl. 

'rhl' nvw power of TNA 1nl'ILTIt 11 t"f' lilt. i V(' ilt'('l in,· ill 1.111' 

J '('l l' lere was 11 :;IIDr; per lod 

circumst.ances, inrluding 
power than unual. 

durin(~ ]9tl9 and ll)'{O wtH'11 /I VfLT'i(·I..y Id' 

a vi~or'oufj director, (~flV(' t.l1(' IJ/~('rll'y IIIl1r'" 

I . 

'l', / 
:I 



power of the National Development Bunk and t.he ~Iinistry ~)f Nnt.urnl 

" 
INA's in the 1960s, INA sW'passed the Ministry in 1913 (Ta.ble 1).':' 

'l'his relative decline in power did not mean that there was a decline 

in the resoW'ces available to these two institutions. The rE'lorm 

had brought increases in the domestic and foreign resoW'ces to be 

ehanneled through these instiLutions to agricultW'e. As Table 1 

shows, the budget of the Ministry of NatW'al ResoW'ces had been 

declining slightly from 1969 through 1912. In 1973, however, it 

Jumped by 43~~ and, in 19111, 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 

tl'l'hllicin.ns, rat.hel' than as a disapproval of agrarian reform. 

I'·uol.-d ragt~lng 011 nn INA program, however, could be talltrunount to 

foot-<iragging on the re form. 

'l'he process of implementing an agrarian reform, then, 

can be seen us a race against. time. One has to insW'e the progrwn 

2In 19'(11, the Ministry regained its lead with a budget 111% grclLter 
than INA, whose total budget actually underwent a smull decline. 
I do not know the reasons fur this change. 

~~\ r\-t ' 



aga.inst the poweri'ul opposi tiell of ~roups wi t,h l:\11.i. tc' l~)s~ and. 

Ju:~t as l'l,lt'v:ml. t,) IUD l'I'\.)gl':lJ1Ullill~~. nt":/lin:1t. t.h(' \)b:1 t.l'I'!'l'l'\)\l:1Ilt'n:; 

Llmt. wi II Hl'i:w ill the publ.i~ Sl'l~tor it.self. A pericHi or lluch 

pol.ttl' 1 %ltt ion in the public sector may not be the best time to 

execute a progra.m that, like the AID sector loan, depends for its 

success on considerable inter-agency coordination. 

7 



Ho.... dOl~S an agrar iu.n re form govel'lunent protect its re form 

from the opposition that can .... ell up out of its own agencies? One 

.... ay to do this is to empo .... er a single institution as the reform-

committed one. Its personnel can be replaced or increased, and 

close attention paid to it, in a .... ay that .... ill guarantee its 

commitment to the reform. This may be the only .... ay of getting a 

conunHted institution into the act on short notice. The other .... ay 

t\)I' a govel'nmell L to ins m'e thi s kind of commi tment nnel cL)operation 

1'1'0111 its public sector is to replace the personnel of luI involved 

r,overnlllent. ngenl'icn, 01' engage ill :.l IIIassive socialization program 

to change their conullitments. 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 

runolmt to revol ut ion. 

'l'he non-revolutionary reform government, then, is often 

stuck .... ith the seconll-best solution to its conunitment problem--tho.t is, 

putting all its eggs into a single institutiollal basket. Thl~ ffill.y 

explain why agrari9.n reformB often confer sudden po .... er on l1v,l'/LrlrUI 

1 
Programa de Capncitaci6n Crunpesina para la Heforrna J\grariu. J\ll 

can be seen from this title, the t t'[1 i nj nr; incl ll<1eB peanantB rw well 
(lS [,;overnmt'nt tecJmicians. 



reform agencies that were previously weak and smull. The past 

inac t i vi ty athl smal.lness 0 f th~sE' 1 ~lt t.er ins t. it ution:; muke 1'01' a 

relatively easy and rapid re-doing, through an overwhelming injection 

of staff and resow'ces. With the same amount of increased resources, 

it will be much more difficult to transform an active and powerful 

2 
development bank or agriculture ministry. 

In orrlel' to Rurvivf', in sum, a reform-implementin~ 

/;ovprnment. mllY have t.o neutrall Zf' t.he anti-rE"form feelings t.hHt pel'vade 

mnny f~OVernrnf'nt. departmE'nt.s--and pf'rhaps empower .'l single institution 

that ean act. fast I:lnd be I'elied upon, Again, this mny not be t.he 

moment for a mu1t.i-orgnnizntional approach to forf'l~n aS31st.nncf': 

nne dol'S not want. to givc' too much of the public sector action t.o 

t.lll' kind of l'nol'dinati(,ln that. 11inkf's ~upport.t'rs or 11t'neflcinrie~~ 

of' tllp reform rjppf'lldent on t,lle inputs of non-supporters, The 

fl'ngi lity of' the roliticlll oabnt'€' that. allows thp rf'form deere€' 

" 
'-1 do not know to what extent this trtUlsformation was Ilccomplinhed 
with INA. As is frequently the ca~e with such agencies, the Institute 
often took action on the side of the landowners in 1 ts pre-reJ'ul'm 
days--or, lit the least, not in the interest of the pCflHllntr;. ;;ullle 
peaslUlt groups, v,rhen telling their histories, rc fer to tlw 1'L/ldnWlI(!/,U 

and INA in the su.me breath. They hn. ve not hlLlJ COil l,lH' t wI til 1.111' 
Institute's new incarnation; or i1' they hl.lv(~, they ll:lIllUned Ill' 1'11111111 

it to be a continuation of the old. 



10 

an institutionally complex program. In a sense, one has t~"\ regress 

The coordination demands and technical complexity 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 

IOOre supportive the AID response--more money, more programs, more 

agencies--the less suited it is for the agrarian reform environment. 

Not only vill the AID program itself have difficult going but, as 

discussed belov, the post-reform struggle to root the reform can 

actually be hurt by this kind of comprehensive approach. 
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For various reasons Wlrelated to the considerations 

ubl.1 ve, AID's approach to the Honduran agrarian reform was multi-

ins ti tutionn.l. Five government departments, not one, play impt)rt.llnt 

1'01,':: ill I\ID':~ :~('Ct.()l' Pl'OtT~Ull--t.l1t' Nat.ional Deve]of"lIIent Bunk, 

the Ministry of National Resources, the National Agrarian Institute, 

the National Planning COWlcil and the Cooperative Department. 

Coordination between the departments was a primary requisite for 

:.mtist'nctory implementat.ion of the ,'I'('iTnm, Til 1't"~''''I~ilit.i('1l ()r !llt~ 

dirriC'ILlty of :Lchieving sllch coordination, the lIondlu'u~; Missiun 

had "oet~n collaooru tine wi th Lhe Government of Honduras ill this 

insti Luthm buDding task through grnnt assistance" since late 

19'(2.1 The most importl:U1t results of AID's coordination assistance 

were the creation of (1) an Agricultural Sector Analysis group in 

the Nutional Planning Council and (2) an Agriculture Sector 

Coordinating Committee. 1~le latter was to make decisions of 

policy and budgetary allocation for agriculture at the 

millinteriul level. 

AID WtL:, Lully [lWlll'C uf Lhc ":3l.'Vl.'J'c lI\urllL~',ement 

constraints" invDlved in llttclJIpLing such a coo1'dinution-inLenul VI' 

2 
progrrun in Hondw'ns, 'l'he Miss ion add.resflcd (!onniLierabll~ 

111,:~, Ar~PrI!"'Y 1';)1' [nf.l'rrillt.il1nll] IlL'velnpTTicnt, !.ut.iTl Amr'ri"!l Hllt"'III', 01'1'1,',­
of Devclopmf'flt. Hes()urecG (AID/LA/DR). "Hondllrn:: - 1\/~ri(,lJl tlJr(' ::,,('1.111' 

Pro/',r':l1l1," CHlJital I\ssiGt.ancl' Pflper, JiID-DLC/I'-C'()'.,] .• Ih Junr' IlJ'(ll, p. L·il). 

') 

t: Ihi d. 



attention to the problem in the sector program, and in a separate 

3 grant-funded proJect. Despite this care and attention, the 

coordination demands of the loan program on the Honduran public 

s ector mn,y make it more difficult than necessary for the progrwn 

t.u l'ullef. ioll 'Well. ~l'he lnsti tutioilll.1 complexity of the progrMI 

may also carry the risk of adversely affecting the course of the 

agrarian reform. ~bis is possible because AID's loan and grant 

funds are quite significant in relation to the Honduran budget 

for agriculture. 
4 

The 'Way they are channeled, therefore, can 

besto'W considerable institutional po'Wer. Before taking this 

point further, I 'Want to explain 'Wh,y AID made the loan 'Way it did. 

The spreading of risk. The agriculture sector loan proposal first 

~ lu'.t'I\c~d in September 1973 as a tl'adi tional "produ('tion lonn" 

1'1'01ll.HlIU, 1'01' $9,() million--including l'wlds for a national cl\dll.nt ·~l't 

'~\rhl" rH'C'tnr 101:1n included $821,000 .tn AID funds for coordination, 
rnltml/~clll('n t . plll.nnin~ and evaluation, The complementary $2.9 million 
"Cot'e f;ervlces" r.l'l1.nt pro.1ect also emphasi ze>o inter-agency 
coor'd 'lnat Lon, l', S. Ar.ency for International Development, Honduras 
~1i~Ri.on (AIO/I!), "Core Services - Rural Development," Noncnpita1 
ProJect PA.PC1', pnol" j February 1975 (second revision). 

4In 197tl, the Honduran p.overnment committed $18, ~ mill ion to 
np,ri.culture, ThiB included $14,7 miJlion to t.he Mlnillt.ry of' 
Natural ResourcC' ~ (of 'Which $5 million 'Was trnnsfN'rp(l t.o t.hf' liN I,' 
and INA) and $3. '7 million to INA, The sector lOlLn 'WllH *l? 1111111 (In. 
to be disbursed ove r n four-year period, AID/I,A/IlH, "Jlnnriw'ltli: 
Ar:r:tculture Sector Proeram," Report. fOt' th(> Orve]oprnl'tll. flll/lint.ILlII'!· 
Executive Committee, 21 Ji'(>hrunry 1.')'7

'
1, Ann('x A, pp, 1_1" , 
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production credit and technical as~istance for citrus and potntoet1, 

Lt'chnicnl assist[lllce for cOI'n :\Ild h'ans, and cl't'llit 1'0\' Afri\.':U1 

at. the elld 01' t.he preeeding ycur, and the sweeping at.tempts t.o 

ClllTy ',)Ht an agrarirul reform. Soon nfter, the reform was "dL3covered" 

by some enthus iasts in Hashinr;ton and the l'-1ission; with Wnshington-

TDY assistance, the loan proposal was changed radically to one that 

would be directed primariJy to tile fl.st:'nt81n ientos. These wel'e 

/,:I'OUr~, 0[' pea~,unt farme)'" who wel'f' !~d;tling on lands thut were 

b('inL~ "fOI'Ci.bly" rc'nt,(·ct r(~r \.llt·Jn by the NM,iono.l Agr:lrillll Institute, 

Lhe 1~IWel'lIrnt'tlt (,I' 1I0l,.lu\'a~' mi!cllt. be "procc·edinr: too rapidly on an 

runhi t. iour" lint ,.'~·t"lj, an.1 !' j ~;ky undol·tfl.king"; thnt AID would "be 

vulnel'ahlC' tu l'l'iticic;1l\ if' we allocute almost $6 million to the 

1 
. ,,6 

pro, ect fl.!, cur n~n t 1 Y Ile~; I F';IWd • There was concern that the 

It/,;rarinn ref'(1)'rn law, which wa~; then in the making, might not 

5AID / II , "Rurnl ~~('ct.or Intensiv(' Rcview Rcque!,t, (IRE)," DAEC/r-7h/6, 
Septembcr vrn. 

6lJ.~. AF',f'n('Y ror' internal,ionlll Development, LIlt.in Americll Ilul"'llIl, Of'('i('p 
of fleveloprnellL 1')'QI~rNT' (Arn/LJ\/IW), "lIondllrn:; A/~r'i(,IIJ 1.111'1' :~,·(·Lllt· L.lllt1," 
Memo to the jl('lJ\IL.v U.~. Coor<iin:d.ol·, II .JUti(· l(}';h. 1"111'1.111'" "iL,':: in 
the plll'l.lF~rnp" arc fr'om this mf'mo. The opl'o:;i/.l.· po:;it.ioll 011 U,i:; 
insuc wa~ expl'e,,:~crl in Ilnothe;' pili l' 1)1' memor;, ei Led lat!'r ill Ull' t.(·xt.. 
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iLs cmphasis and resources, that is, on COIJUlllUlal farming. It was 

feared by AID that farmers who wWIted 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 

it. Imd more of u track record. 

Washinr,Lon 's W1cas incss was dealt wl ttl by "dl versifying" 

Chp Jocm proposal same,.hat ~1uL l1t' the conununally-fru'llllng 

ascntrullient.ot;. Coo[lcl'atives wlli l)ther associations were given It 

J:Lrt~l'l' ],ole. !>IOl'C emphLlsL; WILS eivL'1l to usricllltlU'ul institutions 

outGlde the NItLlonal Ae;radan Insti tute--the Coo,perati ve Department, 

the Ministry of Natural Hesources, 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 600--a point I return to later. The loan funds, in sum, were 

extended beyond the agrarian reform to a larger uni verse' of f!l.J'm<' l' 

groups and implementi.ng institutions, GO un HuL Lu illV~L;t. L()o 

hastily and heavily in un unproven polil.i.cul. Wj(il~I'Lrt.ldn~~. /ly 

limiting the number of post-re Cunn Cl'OU[lf; Lu ur' l:t'rv i I:('d, IIILlld-

pickine the be[,t ones, lUld providing nome of the credit to f;ruupll 
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whose existen~e was net depenlient on the rel'ortn--the Ag(>llc~' W0lU.i. 

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 .1ustified 

wi Ud n LlH" f'·n.m •. " .... ork 0f' It sert,-'Ir n.nRlys is or assessmt"nt., sl1('lwinc~ t.hat. 

the project fit l!ompal! Uy into a sector-wide setting. Hodest 

proJe~t£ wiUt independent justific~tions did not fit well within 

this framework. 

Analy~ing a sector always reveals important gaps to 

be filled. \fuen put in a sector con text, for example, a plain 

and silllpl~ smull farmer credit program reveals the absence of rul 

ullequttLe extension servi~e or of the use of "modern methods" by 

farmers. 'l'he 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 l!IUlnot. 

help but end up wlth more insLitutionn and mure Ltdr.p.s to do. 

Sector lending and unnlyGlu hilS n()mel.jm(~:; bl'('" d i::Uli::::r'd 

by critics as a new literary settinf, for prctwntlLtlr:n of t.he 11IurIC' 

'/ \' 
I ' 
/ 



old projects. The original proposal for the Honduran sector loan, 

for example, was criticized ill Wushington for being comprised of 

"a series of discrete projects independently aimed at the [same] 

goal." Linkage between the projects, it was said, was "not 

clear.,,7 Sector lending, whatever its faults or merits, also 

introdueed or reinforced u tendency for rural development projects 

to work on all fronts at once. 

Sertor lending required considerable time to prepare 

sector assessment.E' and .Justj fy individual proJects in that analytic 

style. The AID Mission Director in Honduras, after pushing hard 

fOJ' AID support on th2 heels or Decree 8, expressed considerable 

frtwt.ratioll to Wasi1in(t.on over this dilatory process. Honduras, 

11£' :.aid, was "beinr: trcated like a Colombia or a Chile by t.he 

1'11Jt. of sector n.J1ulysis now the stylt'-setters in AID/W[ashington].,,8 

'1'111' :;eC't.(")j' :ll'l'l'Oll.ch, lit' :~ai(i, had rl'~'Hllt(>d ill ndvisory visit.s 

1'1'0111 Wal'}) i nl;\.oll ('('l'nom i;; t.:;, long d "awn out t'conomt't ric mlulyses 

of' Hondurall /lITi eul tUI'l', t.he throwi ng out of previous work, 

the sturt ine: :111 over al~flin. ~leDnwhile, time was being lost. 

"Honduras," he said, "is barren r,round for this sort of effort, 

but I fear that we nre becominl~ a test case in wCr ich the 

application of the sectorlll treatment, and the consCCluent 

7AID/LA/DR, "J:~~;ue!l Paper - Burlll :3ector IBH - lIondurlltl," MC'/n() 1.0 
Deputy U.S, Coordinat.or, 23 March 1973, p. 1. 

8AID/ H, Lett~r of lvlifJ!1ion Director to Deputy U.S. Coordinntor or 
AI D, 21 May ]()'73. 
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reinforcement of the sectoral Inystique, have become more important 

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 

Ugl'OJ.'ilUl reform was not. They were diffused over a whole sector 

and its service institutions. 'l'hey took lots of time to justif'y 

and to get going. Agrarian reform, in contrast, was forced to be 

intensely concentrated in time and institutions. Sa 

AID's past relations. There were other reasons why AID's post-

agrarian-reform loall progt'aru 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 betweell AID and that institution. It was only natural 

that AID's firnt. loan Lo the BNF in 1969 would have given that 

institution a strong "jncumbent" status as candidate for a major 

role in a second loan. 

The Mini.stry of Natural Resources (MRN) had had an even longer 

history of rel.ations with U.S. assistance programs, though not of 

the financial magnitutle of those with the BNF. Since the 1950s, 

the Honduran ext(~rlGion service had been included in the Point Four-

USDA program i'Ol' creating agrictLl tural extension services in Latin 

Ba'r " " "" hp. f;pctor Ilf'~;f>:;:mlpnt )'utlll'r 1 han alii) ly:; i;; '.111.:; w;pc] j n 1.11" 
Honduran CIi:,,'. 'I'h'} a;;:;p:;"melJ L i:; '1 !J':,:; fOl'lllIL 1 f'vnl tlllt ion !.hILt! 1.1,,, 
flnalys is, and i;' thu:; !lomrwIJftt Ie:;:; t imC'-cOn!lllmi r)I~. 

( 
'I 

., ~rj 
I 
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America. There was n1w8,Ys some:! program (ll' Mother 1.11' this lW,t.\U't' 

then it wn~ the difficult t.ransiti0n of t.lli:~ :H'rvic'f' t" j'1I11-rlc'dgl'd 

ILlhljlUOll 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 Resources, then, was also a good candidate 

for an important institutional role in the sector loan, based on 

its "incumbency stn.t\l~" with AID. It was only natural that the 

dlL.i.Ly l'l'lIlULll1~; l)!' 1\111 1'l'ut~l'nJll iml'Ll'mentation would have ll!d to Lhe 

di3~luwion 0 t' de:., il'ablc t'u Lure 1l1'l)Jec ts, and their inclusion in the 

sector loan. 

'rhe Mission, 1 ike IUlyone else, viewed the role of these 

two en Li ties ill the sec Lor loan as the nat\U'al institutional WB¥ to 

curry out such a progrum--and not a matter of choice based on past 

relationships. But such programs are described by AID as instruments 

for assistinr; the small farmer--us rural development programs meant 

to alleviate the lmequal distribution of income und resources il1 

the cc.,un'jl',\'!1 i oj, \{ben one thinks of an institutioll that will llc'I'Vl! 

this pmpu:' l'aUcr than supply It specified eel'vil'e, one I:i )L':;:: 

likely t.o eurne ,1;) wi th a BNF and un MRN as "natural" c/ululdaLc:i--
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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 HondW'an agrarian 

reform, partly because they were the primary institutions with 

which AID Imd hud relations before the reform. DtU'.i.ng u reform, 

howevcr, insLlLutional power in the public sector gets shaken up 

and, as noted above, 11 less powerful institutional actor often gets 

pushed to Lhe forefront. By investing considerable monies and 

powers in W1 institution with little past history of powcr, tbe 

reform government leaves the powerful institutions in agricultW'e 

somewhat on the side. AID should be able to follow suit. Its 

support for a re Corm should reflect this shakeup. 

Agrarian reform involves a disruption on several fronts 

ill Lilt' wn.y thillt:~; are llont~. 'l'hb L; JI\W ~t reform achieves i L3 

expel'iclIce the salllC' disruption in its ins titutional relationships. 

'l'hi5 is not tc) say i.hat It. must cut off relations with the 

institutions with which it was involved, Rather, its program 

should reflect the new balance of power in the public sector, with 

the most important institution of the l'erorm period as the key 

actor in the program. 'l'he other instiLutions should huve 

relatively less power in AID's progrum--or, perhaps, none Ht all. 
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Agencies like the Cooperative Department, that are left completely 

aside by the reform government, should also be left aside for the 

moment by AID. 9 Decisions about institutional channels of support 

to an agrarian reform, in sum, should not necessarily be based on 

the exbtence of solid pre-reform relations between AID and the 

ill:Jt..l Lut.iull. 

1 t was easier for AID to continue its predominant 

relutions with the BNF and MRN, instead of starting almost from 

scratch with an IUlknown entity, as had to be done wi tl: INA. An 

AID Mission a~rollolJlist, upon ending Ids Honduran tow' vI' duty ill 

1967, wrote that "idea_!. working relationships have been established 

wi th DEt,ARRURAL [the extension service of the Ministry of Natural 

10 
Resources] and the National Development Bank." At the same time, 

he noted the absence of a relationship with the agrarian reform 

IlgL:lll'y. l'Cl~')lJlIIIClldinc; 

t,hat n 1II(ll't~ 11wJI cnsual intcrest be directed toward 
the National Agrarian Institute (INA) ... At the 
momell t, it s,-'m'cely provides a handle to take hold 
01' but it hu.s such wide authority over public lands 
thnt. rC',~ogni t ion must be taken of its role in 
dt~velopment illld means to exploit effectively this 
auLhodty must be searched for. Admittedly, there 
art' bui I t-in pi t. raus in the legal framework of 

9Th , 1 - d' d ' , 15 examp e IS lscusse In a separate sect10n below. 

lOA·rf /11 liE 1 " , I' ) ) , ',nr --1.'1'-1-0111' Hppnrt.. AI r'l~r'ILIn 'f(IATfl A-'~)Cj, 11 Mn.v 191)'7, ". I, 



this agency, and it is by no means capable yet of 
dealing effectively with the myriad problems of 11 
land tenure, but some beginning must be> made now. 

It ir; di1'riclllt for AiD to shin gears suddenly, of 

l!ourse, (U1d go institution-hopping. It mig!:t seem more efficient 

to re-direct one I s ~:Xi H ci.!1g relations with institutic.ns toward 

reform-supporting programs. But there is considerable cost to 

this inaction about changing the institutions one has relations 

with. One inadvertently reinfor2es the pre-reform bals.nce of 

public sector power, which t.he reform government is trying to 

cha.nge. AID thus makes .it more difficult for the government to 

accomplish the shift. of relat.ive power from the less committed 

In:;tl.1.ut.iolls Ll) L1l\' cOl/urdt.Lcd. 

llIbid .• , p. f3. 

21 



22 

'rhe mul t,i-insti tutional approach of the sector loan, and 

its corresponding requisites for 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 srune client or project. The 

failure of small farmer credit programs, for example, is often 

attributed to the inability of the credit institution to get 

together with the extension service to provide for guidance of 

the nmu..ll furmer burrower. 'l'hi,; Wfl.S one of the problematic areas 

frequelltly rel'erl'ed to ill evaluations of the first BNF loan ,1 

In Justifying its technical assistance programs, AID 

often points to the a.bsence of coordinated action between 

government agencies as a reason for inadequate performance by the 

pullli(; sector, In the Honduras sector 10M program, for example, 

continued supervision hy an AID-funded government coordinating 

conunittee wns considered "necessary to insure that past 

institutional jealousies are removed and functional problems of 

2 the new programs IH'e treated effectively lUld early," Arter the 

IE I" " . ~ ~.{l,., AID lI, l'.:;t,'l(l.lO (if' f'vFtlulwjon del p!'()I~t'nm'l dr' ('l'pdiLo nUI"'rvitlHdo 
del nl-HJ~O NAC'!or,rJ! de POm0r1to," by Hr,jnllldn W. ~ft!lt()r; :;flnt.ja~o, Ut~1I1(l1 
ACDI-l'NP, Aup;ur;L jW(2, p. 19, I1.S. AI~etl(·y for Intr·rnlltiona.l Df'velopmf'nt., 
OfficI'! of tllf> AII,jito!, r;eTl'!I'al, Ar.~:t Auditcol' (}"r1I't'al - Lat-in Aml'ri('/l 
(Nort.h) (A 1 D/ M'",:/LA), "IJSAlI)/llollcll.r'~l~', At7,rl ('1.11 Lllrll1 f)pveloprnf'nt 
(Credit. and EXt.'_'IH,ic,n)," Audit HeporL No. 1-'j?2-7!i-!i, ProjPct No. 
522-11-190-036.1, TI .~lIJ.y Fn.) , p. H. 

2A1D/H, "I!olldllr'n::: Af~ri~~lIlt.\Irl' ~;('('LI'r 1)I'n~~rllrn," HI'p!"'r! for th€' D('velopm~nt 
Assi:;tnnce EXPclltiv(' Committ.l'f', :-'1 fo'CLI'IHlI'Y ll)7!I, Annl'x At p. 7. 
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complet.ion of AID programs that incluJe coordination t1.spects, 

1Il01'l'Lw~r, t.he L'olH'dilmtion prl1blem is I1.gain ci t,ed 1't'cquently as u 

reason for illlldequate project execution. 

All thi~; ~xperiencc should perhaps be taken to mean that 

the problems of inter-ag~ncy coordination are more a constant of 

AlD's project environments than'.l 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, 

runong the agencies o~· 0'.1 . .1' own government. It may therefcre burden 

II project excessively to require not only that it perft'i'!:! a certain 

task, but that it overcome lnter-agency rivalries as well. To 

make n proJect J(~pl:lldellt ()ll coordination i::;, in mallY cases, to 

lessen cOllsidern.bly i u· chances for success. 

'rhe machine fmu.loL-:Y.' Like the sector loan approach, there is 0. 

SOllll'wlw t mach L:lC-.l. il,e conception of Lnsti tutiollal development 

behind the emphasis 01'. cuol'dination. A multi-institutional 

approach to a prob.lem, that is, is port.rayed as being more 

complete because all the pieces are there. With a single 

institution, you leave out some of the pieces, some of the 

insti tutional poLen'c,i!tl in the public sector. Similarly with 

the sector lOlln cl1flcept: (ill ucross-L:w-sector llpprollch is 

conveyed as mort. complete thlUl fl 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 a.re 

better off if you include more things. It is not only that the 

machine will work at a lower capaci ty with only one part--with 

only one proj ect or one instit ut. ion. It is that without all its 

purts, according to the analogy, thc machine cannot work at nIl. 

[ a.m DU.}'"ing, in con tl'US t., tlia t there is more challce that certain 

projects will work if they have fewer parts, or only one. The 

machine analogy, in chort, is not applicable to these situations. 

It is not applicable b2c'l.use one part CM work perfect.~y well on 

i tc own--in contrast to 11 machine. And the task of rlaking one part 

work together with atwther is a gargantuan one--Ol ven more 

difficult and demanding than the project itself. 

The inter-agency coordination problem in foreign 

n.OCilitu.nce Pl'ojPcts has become particulHrly apparent aH a result 

or Llll' rect'nt l'rnphtlf;L~ '.11l rm'fLl pllvl~rty and agriculture. In the 

unyn 01' tranSpol't Ullc! p(lwer project.s, involvins the construction 

of large physlcal strllcttU'cS, responsibility for successful 

completion of the project usuuJ.ly rested with one agency. 

Coordination '....-iLh other dr'p'u'tments may have been required at 

certain points, buL it certainly was not crucial to makin8 the 

project work. In the ae;riculture [:ector, i.n contnwt, JllIUI f'ullIln 

can rarely ce tied to u physical structure; cllent.:: ILI'(! :1I.'l'VI'd 

r\ '/ , 
F, 

,) 
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by 0. variety of government agencies, not one. As Jistine;uished 

from tl'lUlSport and power. tht~n. thE' te~hnoh)~ (r n.n :lgl'icul t,\ll'C 

proc;l'tun does lWt. dictate that I t. be coneent~'ll.ted in one organi 7.r.t.iOIl. 

'l'llel'c is also no t.echnological dictwn that services to 

agricultural users :-1.re best provided out of various organizations 

ruthcr than one. It is the concept of ol'gani~atiollal specinlization 

by function that hus been behind the tradi tionn.l approach of 

pal'celling out such services to different organizatiuns, according 

to their specialty. Concerns about "overlapping" also nlay u role 

in this concept. Orll~i llsti tutIon, it is said, shoultl not carry out 

tasks in which allot.her institution is specialized. A bank, 

n.l'(,~l1'lling to t.hi~> ViL'W, clpes not. Cl'clLte its own l'xtE'llSion nel'vice 

to provIde lHlPt'l' vi ~;.i.('11 for I t.:; JOalW. 1\n C'xtensiol1 sCI'vict', IlG 

allot.he!' exa.mple, does not set up a credit program in its own hOllse. 

'rile ~;i1l61e UGency. I Imve been arguIng that there are some good 

reasons for cOllcenL 1'[11, in!'; small farmer programs in one insti tution-­

or for limitin[!; fI.lD assistancE' in this area to one institution. 

These reasons crm be seen as having the force of the technological 

dictates that cuuse power and transport proje(~ts to be executed by 

one orl~anization, j"il'rJt, Lhc insti tut.iuna} coordination required 

to make '1 rural development progrrun work often doc:; :Iut mu\.er'ill.lii',l' 

in this type: of project env.ironmcnt. f~ecofld, Liw Jlulit.i(:ILJ 

I, 



implications behind small fru'mer programs may sometimes make them 

best carri.ed out by one ort,;ani zation. 'llhe concept of fwlctiol1ll1 

specialization should therel'ol'e not always determine the de::;ign 

of this particular type of proJ ect. Bunks, that is, should not 

:> • 
~b 

necessarily give credit only; or extension services only extension; 

01' agrarilU1 reform agencies only Innu adJudicution. 

Orgwli zaU onal specin.l i zatlon by dlent group rather 

than by task may be, in some settings, u more workable principle of 

project design. 'l'!lnt the c.mall Carmer Il.nd the large farmer are 

both involved ill 1lt:j'l'~LLi.t..lu'e, for exrunple, should lloL necessarily 

be Ll1e u.ett'rmi.ll i ng fae ~ul'i.1l decidln/: what institution can r.erve 

them best. I t, if; J 11'; t. a~, import-ant t.hat the small farmer has a 

socio-economic existence very different from that of the large 

farmer--which sometimes even puts the two at odds. The logic of 

what they p!'uducl' may p.~~l.:e t.hem in the srune organization. But 

till' logic lll' when' t.th'Y :;Vllld in relation to each other on the 

soc i.o-ecOIwmLc :;c:t it! !Ju~.!; Lhf'1Il ill different ones. 

Organi zationaL ()vC'rluvp.inc,. The machine-like world view shows up 

not only as ttl!' as:;umpLion thut the more parts that are included 

in a progrmn, ttl(! Llet 1,el' chance 1 t han to work. lillie view lUr,O 

resultn in u (:rl[l<:C'l'Il Cor :;Lumping out or Ilvoidinr, ovcrlf.lppill~ 

activities by ,l.ilfercnL egellcicfi. If each parL in 11 machine is 



desi~ned to do a certain task, ~"('~""\rJine: to the rul[\.h"1gtll'. th~l't' is 

ttIll1111C'!', This l,: l"',iunJalll'y, tlu! the In.:h'hine tUlalotT.Y to the 

inst.itutLmuJ. settinr ,.{' '\. Licvelnpmcnl prop'run is not accurate, 
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Some Itgencics, 1'01' t~xrullplp, will not be able to do tllei r t.usk well 

precisely because a complementary task has been l~lltrusted to another 

agency. '],he second agf'ncy may [';1 ve preference to -,".)ther program 

in which it pll\Y~' n mort' cC'ntral .role. Or, the seconu agency may 

serve another clif;nt grclllP with a stronger claim on its ~ime and 

resources. 

In ~;l~l1\C c[Lse~~, l,hen, AID should rinaucp the development 

~)l' complemental'Y ~;('rvk,'~~ in the SllJllC institution simply because 

it has provell i tse 1 f to bo cOlUmi t teli to small farmers, '!'his should 

be done even though :Jl)lm~ of these services are nlready officially 

llomH'll, aCCl1rd im,; to tl'lllli ti(1llal spccializat lon patterns, in 

another institution, 'j'be peusant wlion (tssociation ANACH, for 

exrunple, is an orgfU1_izaUon of proven dedication to the peasWlt 

Ilnd of proven pol i tieD.!. power. For some years, it has sought AID 

assiDtuncc for expalluing its services into cooperative technical 

assistancl' fUld ct'f"iiL, By flUlction, he,wever, it. is [l "1H.bol' union 

tl.Gsociation," ,;{'t lip tu UI'/7,H11 i ,;e j)ca"'lIl Ls (Ul(j meet Lhe il' dl~IIlILllIl:: 

for lancl--not Ii credit, ojJcratioll I)/' 11I1 exl.cn::illtl ::I~l'vi('f·. 'I'hll:: 

AID hus not r';'l.Lly cOl1~;iJerecl Lhi~; orgaIl i::lLl. iurt U:j IL :j(~1' iow: 



candidate for its rural aevelopment proJects. It h3.~ r£>sponded to 

.. :1 AIFIJ)) pr'ogrlun and the Ernba:lsy Lnbor At.tache.-

'rhe crl'dH union federation FACACH. as al10ther example, 

W'W PIlS :;ecl ave r by A I D rOt' the I1NF' In 1973 and 1974 n.s the 

ol'l~anizn.tionnl focu:; or a small fanner credit prognUlJ. In 

justifying thi3 exclusion of FACACH, AI!) said th~~ th~ organization 

WIlS "11 federation of SflVj ngs [ind loan coop"~ratives and as such 

Wa.s not de~ i r.n'~d :'0 mel't the s ?p.ci III needs of small fa.rm~rs." 

'rile j'Plkrntion, 11Cl J'('l)V<c'r, itnd "never attempted to enlarge its 

a,~dl'ult,lll'lll :;1.[1.1'1'," nnd Il.'ld not GuccE'eded ill nef,otiatinr nn 

IU'rfll1l~f'mt'nt wi til tlll' ,'xt(~nsil)n sel'vice for use of their agronomiflts. 

FAC' Aelf, hnWl've I', kl.d for some time housed a t~roup 0 f young managers 

wi\() W,'I'" Vl'l'y int,I'I'('f\ted in Ro('b.l n.ctian pror,rHl1lS f(w the peas/lnt.s. 

'rhp:.' :~IlW till' ,'I'ed 1 t unioll ina brouder context than usual, hoping 

3AIFLD is t.he /\rncl'ican Instit.ute for Free Labor Development. 

IIAIn/Il, "rkqllt':~t. for' Amended Authorization of Lonn No. 522-1-018; 
A,~ri clil tura 1 rl'{'d i L & StorA./~e," ~Iemo to Office of Development 
Resources, LIlt.ill J\merican Rurenu of AID, n,ct, [Fn.ll 1973], pp. 8-9. 
Thin story i~; tol,l in /~reater rietn.il in the F'ACACII chllpter above. 
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to use it as an instrument for such programs. Indeed, some of 

Lhesc managers have left FACACII because of discontent ('\vel' 

iLs n::onservat.ive" 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 suggestec. 

here can be a healthy feature 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 their performance. It also provides a 

safety factor for getting the Job done. If one group fails, the 

other one is there too. I am not proposing redundance or 

overlapping on its own account. I am suggesting, rather, a 

re-definition of organizational tasks that makes small farmer 

extension, for example, a different task than large farmer 

5Martin Landau, "Redunda.ncy, Rationnlity and the Problem of [)upljcr!t.inn 
and Overlap," Public Administration Review 29 (.Jul.v-August 1969), 
pp. 3h6-35B. 
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extension. Redefining the task this way DI8¥ requil'~ dift'el'E!nt 

institutional. homes for the two, and :l certain amount of redundancy. 

Coor~ination 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 matt~rs 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 fi~t 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. 
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The unanticipated availability of US$744,00o of the 018 

loan, on the eve of FECOAGROH's demise, is an interesting example 

of this type of coordination-averse behavior. 6 'nuring the rnid-1973 

FECOAGROH rescue acti vi ties," it was reported by the AID I~ission, 

"neither the BNF [National Development Bank] nor the Ministry of 

Natural Resources offered assistance to that Federation.,,7 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. 'l'his 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 a proposal for its exclusive use of the $744,000 which, it said, 

would not work without "precisely thi~ amount."B With anything 

less, FACACH was sllying, it could do nothing to help save the 

6FECOAGROH was the F'ederacion de Cooperati vas Agrfcolas de Honduras, 
a cooperative fedel'ation created with AID assistance in 1971. It 
claimed 34 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. 

7ATD/ H, "Request. for Amende(1 Authorizntion of LOll.n No. 522-IJ-OIB," 
[Fall 19731, p. 10. 

B 
AID/H, Lett,('T' of l-1i ssion Director to OffiC'(, of' Df'velopment l<PClour('('R t 

Latin America Bureau of AID, 19 ,Tuly 1973, p. 3. 



FECOAGROH l~OOPS. An Wlallocnt.t.1d $,{44 ,000 windfall, in sum, 

produced coordination-a.verse proposals by other organizations. 

FECOAGROH, in the meantime, collapsed. 9 

The period after passage of an agrarian re::'orm 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 
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and significant shifts in the budget shares of government agencies. 

In Honduras, agency shares were shaken up on three ':::OWltS: 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 rivnlry and backbiting. 

This was heightened, in turn, by the polarizing nature of the issue 

behind all t:lese 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 between institutions in a way 

9These events 'lre documented in the FECOAGROH WId FACACH r:hapt,prn 
above. 
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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 

Gervic~s is 11 crippling handicap, disquulifying 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. 

(/ \ ,,( ) 
) 



Agrarian Reform: Not Giving Everybogy 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 borrovers 

hud uccess to its credit funds--individuals as well as groups, 

coops as 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 vould 

favor its agrarian reform groups in the distribution of credit and 

other services--that non-reform groups and individuals vould be 

discriminated against. AID wanten. 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 1974-1978 period would (1) pluce "major" emphasis on the 

land reform-asentamiento program, (2) provide "some" services to 

cooperatives and other associutions, and (3) pay "relatively little 
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Ilttention" to the independent small l'tu·mel'.l Yet the land l'efol'm-

asentamiento program, the Mission felt, "should be viewed as only 

one mechanism for reaching small farmers." It was important, the 

l-lission 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 a.pproaches, (3) support private 

sector inntitutions servicing sma.ll farmers, (II) experiment ..,i th 

"~1tilJ. other" approaches to small fnrmer 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 

11 political power base and hold it together. Governments have 

different wa.ys of working against the clock. They usually involve 

the bestowing of rupid unci considerable a.ttention on certain 

favored groups and institutions. This goes along with the relative 

lAID/LA/DR, "Honduras: Ar;riculture Sector Program," 21 February 1914 t 

p. 4. The rest of the citations in this paragraph are from the same 
source and pRl',e. 



neglect of peasants not affected by the reform, 01' t)l'l.mpS 

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. 'l'he technical 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 

pl'ovision of nel'vices. This will be one of its few opportunities 

Lo l'Ilp.ldl.v cl'enLl' n 1'111 t.1I l''lli. pull ticlll COI\Il t.i tUCl\cy Cal' the reform. 

Groupo 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 agrarlan 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 8carcer--in the ahort l'un--

than they usually are. They have to be rationed out even more 

selectively. Put this together with the difficulty of obtainins 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 OCC\U' in other circumstances; the favored groups 

ru'c :3upposed l.l) be the beneficiaries of the r('form anyway. 

'l'he 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 un undertaking. There are few other 

ways of approaching the problem, because of (1) the sutiden 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 0. rupid enough pace to ward off discontent from the 

pot.ent,iul bencficinrie:; l.hemselve:>--Il very real problem in 

llonduI'Il:); IUHl (.3) becuuse of the scarcity of institutional capacity 

IUld resources to carry out a good reform in a short.. period of time. 

In times like thest!, scarcity choices have to be made. It makes 

sense to choose in a way that increases the program's chances for 

survival. 

The Urnc 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 



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. Individualu who are left out are, unfortunately, equally 

so 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 against the grain of n major attempt to 

uemocratize the structure of production in the asricultural sector. 

The imbalance involved in conc~ntl'ating sovernment services on 

reform beneficiaries for a period of time is insignificant 

compared to the inequnlities of the system that the reform is 

trying to break up. AID should allow the imbalance to occur, not 

b~cause it is desirable or equitable. Rather, the process of 

redistribution behind the imbalance will have a much harder time 
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8u\.'ceeJing .... i thout it. 1 r A lJ) 1:1 l'II~Ht~l"d in t1. Pl'0t;l'lun t.o :3\lPP~'l't. /\ 

reform, then, it is not IlPPl'Opl'illte to push 1'01' tl criteri0n 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 equal 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 bnnY. is told; one ShOlUd support 

cooperatives, the government without a small farmer progro.m is told; 

one should charge marY.et interest rates, the government committed 

to subsidized interest rutes is told; one should lend to all 

peasants, not Just agrarian reform groups, the agrarian reform 

government is told. 'l'he approach results from the fact that offers 

of foreign assistfm~e are often contingent upon the recipient's 

behaving in 11 certain way. "We will make resources available to 

you if you lend to llmall farmers, or rHise your inLerest rates, or 

support cooperatives." 

'rhe condit ional offer of assistunee evolves into 

didacticism because mlUlY would-be borrowers aren't interested in 

doing these thiner.;. 'rhey (tgrr~(~ to do so as Lhe "cost' of getting 

the loan--Just ft5Jile nNF agreed to engage in a small farmer 

program even tl10ugh it wanted only seed capital, as told in the 
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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 

nc~~ot.lation and implementation, rather than a previously met 

condition. AID tells t.he bOl'l'ower 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. ~30me recipient institutions will end up engaging in the 

ueuired behaviors on their own, after a considerable period 01' 

AID Lutelllt~e. 'l'hc AID loan, for example, CM protect them from 

opp03itioll 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 Gometimes succeed. But agrarian reform is not 

the time to be didactic. 

r-\ '), 
J 

" I J J 



AgrariWl reform as precondition. The commitment to agrarian reform 

is a rare case where the government actually meets Wl AID 

precondition before the loWl. And it meets the condition much 

more profoundly thWl is represented by government support of small 

farmer groups or credit programs. What is needed from AID after 

such Wl unusual sign of commitment is support and not suggestions. 

It is as if AID is so used to not having its preconditions met Wld 

t.o tellching lUld cajoling, that it cannot step back in this different 

kind 01' rolt'--thut of a creditor whose preconditions have been met 

extravagantly. 

The time period in which agrariun reform must accomplish 

several things is short, in compw'ison to the open-ended time SPWl 

of loans during more stable times. This shortness also is 

incompatible with the process of AID teaching, and the time-consuming 

disagreeing and comprond sing that this involves. It is not the 

time, therefore, to tell the Honduran government that its supply 

of uCl'vices is too exclusive, or that it is not allowing enough 

freedom to the pcusunt tv choose whether or 1I0t he wnnts to Join 

a group. It is not the time to convey to a government that its 

organization of pennant groups into second-level associations 

smacks of state control of peasll.l1t production. 

A government engrossed in a reform cannot afford to be 

confronted with a donor organization telling it to uo t.hlll~!J 

r,'\ 
I Ii , ) 
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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. 'l'rying t('l convince the l'efonning government to do 

things differently, W1d 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 011 

the worker-owned and operated agriculture 
business approach ufter intensive consideration 
of the alternatives. He do not believe that 
A.I.D., whose experience in land reform 
programs is hardly definitive, should dictate 
to the GOl! the "c'.)}'l'ect" approach to the 
problem in Ilondurar, ... The GOH is in a good 
position to understand the realities of the 
HondurW1 r.ontext where cooperatives and 
peasW1t labor unions are strong and group 
farming has been done with some degree of 
success .2 

AID's decision 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 decinion during a reform, in short, is R. simple one: 

will we or won't we support their reform? 

2AID/LA/DR, "Honduras Agriculture Sector LOW1," Memo to Deputy U.S. 
Coordinator, 13 June 1974, p. 1. 



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 R~sources and the National 

4 ' J 

Development Bank--had many 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 pl~ed 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. Except 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 

2 legalization process."-

lIn 197~, the Department's operating budget was $205,000. It had a 
staff of 9 audi tors and 11 extension ar.;ents serving 310 chartered 
cooperatives. The Denartment is within the Ministry of Economy and 
Industry. AID/LA/fJrRSn/SCD, "The Credit Component: A Semi-Analytical 
Report to USAID/llonduras to Assist in Preparation of the Capital 
Ass istance Paper j"Jr the 1974 Agd cultural 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 impo~tant 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 expand 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 

4 of $100,000 over the four-year period of the sector program. 

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 1974. 

pp. 156-157. 

4Ibid ., pp. l5~, 162. 

5AID/ H, "Agricultu",'al Coopera.tivp.s (Small Farmf!r Orp:A.nizat.ioTl~ 
Development) ," Noncapi t a1 Proj ect. Paper (PROP), 30 .r (lnUflry 19'(5. 



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 I:lf>rnt'l.arl reform government had almost ignored the 

Cooperative Department completely. It 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 exp~essed to AID his 

"tremendous personal frustration at [this] lack of government support 

and attention." He sought to remedy the government's neglect by making 

"II nLrc'lng car.c" to AID for includinr, conditions in t.he sector loan 

LllaL wnultl "rel'co a ma,lor increasl,,11 from the government in its 

blldp;etal'Y 6 
l'eSOUrl'E':, , He was apparently successful, at least 

llccording 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 

6Ibid ., pp. 23-?~. Emphasis mine. The same AID evaluation o.lso found 
the Department '" out of it' in terms of planning for ag sector 
development." P. 24. 
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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, 

~nlling the Department reactionary and impotent. 

The reasons for the Cooperative Department's discomfort 

wIth what the National Agrarian Institute was doing were roore 

complex than conveyed above. The Institute was working with post-

reform groups called asentamientos, 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 
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laborers were found to earn less than member laborers. 1 This meant 

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 t.he 

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 con~ernG over this type of problem, the 

agarian reform law of' 1975 directed (1) that cooperatives should 

expand their membership to tile point that outside labor was not 

necessary; (2) t.hat 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 nnd 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 

7 Instituto Intcramericano de Ciencias Agrfcolas de la O.E .A. (IlCA), 
Estudio sobre or anizaciones cam esinas e'1 Honduras," by Noel A. 
GarcIa, Tegucigalpa (April 191 ,3 -82; Enrique Astorga Lira, 
Evaluac!on de los rl.sentamientos coo erati vas cam esinas en 
Honduras Periodo 1973), 1971 , reproduced by INA in Tegucigalpa. 

8 
lIonduras, Leyl(~ flefcwmlL I\r~rflria, Df'l'rcp No. l'rO ('rr'p;udF,1l1pll: I .Jnmmry 

1975), Artj(~le 107. Chapter II. 

/ , 



to coops, usentamien to members .... E're ll~ually l'e~luil'ed to .... ,..'l'K n 

minimum number of days pel' .... eek in the fields, even if they .... ere 

elected officials. The latter .... ere required to rotate once every 

yeR.l' , in contrast to coops, and re-election .... as not allo .... ed. The 

asentamiento member's contribution to the group .... as 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 sic,nificant discrepancies in contributions and benefits between 

1II1~lIIlWl't3. 'l'lIl' ~llL)perllt 1. ves, ill tW'Il, felt that the :lsentnmil!nt.l1tl 

Wl'l'l' LL)O conLl'olJ.ed by the National AgrariW'l Illst1t\~te, and that 

the cooperaLi ve principle of Jemocrncy .... as thereby beine violated. 

'rhe l'C .... I~H, then. It s t..rong di l'ference 0 r opinion bt! t .... een 

the Nn.tionu.l Af~l'urin.lI lusti tute and the Cooperative Department on 

pea3nnt-farmer groups. It .... as almost predictable that the 

government .... ould have left the Department on the sidelines: the 

Department dealt .... ith groups some .... hat peripheral to the reform, 

and it und muny cooperatives .... ere unhappy .... ith the form of peasant 

lH'glUIJ Zit (.lon promoted by the government. ~'inally, to cement the 

gnp bet .... een the t .... o agencies, the director of the Coopcrntlve 

Department hud previously been .... ith the National Agrarian Institute, 

and hud left that ugency before the reform .... ith dissatisfaction. 

9 
~., Article 118, Chapter II. 



As a case study i!l lllter-ap:ency rivalr~'. t.here is nothillt~ 

pfll'1.iculnrly lU1UswLl !lhout t.hL~ :~tl~l'~·. \Vhat calls nttention to it hel'€' 

is that AID chose this particular moment to st.rengthen the 

Cooperative Department. This gave the neglected agency some hope 

of being able Lo sta'ld up to the Agrarian Institute. AID's support 

and f'unds 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 [·till ;1mull compared to that of the InstitlAte. 

But AID's suppurt Q.UlounL" to the reinforcement of an ageucy 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 Lhe other agencies--grew out of a 

df'~ irp to SUppl)rt the Honuw'fill ngrfU'icu1 rc form comprehensively. 

But it also resulted ill fl ,1irt'union of power across the public 

sector at u time when P0WC1' needed to be more concentrated in one 

or two reform-sympathetic institutions. Spreading the funds across 

different im;ti tutions was done also out of the concern for spreading 

risk. 'l'his WHy of .:;pr'~acling risks and covering bases, however, can 

be self defeating. Vlhere difficult uttempts are being made to 

redistribute wenHh or public sector benefits, this kind of approach 

can dilute inF"itutional power to the point of increasing the risk 

that the program will fail. 

J\ 

{ , 
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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 munt work. AID's decision to choose 1,0 reform groups 

(noentllllliellto~) for cred.it out of the 600 in existence is a good 

example. ~his decision wua a result of Washington's hesitancy to 

give all-out support to an agrarian reform government that had not 

yet proven itself. The reform government was a military one that 

had taken power in a 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 thin6 when it 

would expire in December 19·r4. No one knew i10W long the government 

would last and. whether the reform would stick. The financ.:ial 

requirements \)f assisting the 600 asentamientos--nnd those yet to 

be formed--would be cons idel'able. 

With all thene 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, 



In the case of asent~unientos, one can e>.:pect 
cons idel'f\ble 1'i ~lk t." bl~ lllvol v('J d\l~ t.,) t.lll' If\ck 
01' ll~nding eXpt'l'll'll,'l' with tHll'h l~l't\lull:l\tlom'. 

'l'hw" AID .lOHll nUPIlLH't 1\11' .lending t.ll 

asentamientoG should havl' llS 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. l 
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These modifications of the sector loan proposal left AID 

much less out on the limb. I f the re form were to fail, AID would 

noL hnve all it:.; looney illV(~~; tp.d in the asentamientoG. The 

coopel'nti'les had ('xisteLi berOl'e the reform and would continue to 

exist afier. AID would have invested, moreover, in only 40 of the 

600 nsentamientoG--the strongest 1,0 of the bunch. Among the 

criteria sped fled by the loan paper for eligibility for AID 

asentamiento credi t. wv'e (1) location within five kilometers of an 

all-weather road, with dry-weather trails permitting vehicular 

access; (2) a credit record dW'ing 1973, if organized prior to 

April 1, 1973; (3) secure ~)tatus of the land assured; (4) a 

minimum of 3 ilCcLfll'CC of toLlil area; (5) 7'J'/o or the group's area 

had "to be free oj' lI,encru.l flood danp;er, t)(' cL('nred of tlmb(~rt Ilnd 

lAID/LJi/DR, "lI"llllllrrlG - AI~rlCIJJtlll'l' !~f'('t.or l'r·(lI~rlllfl." II! ,Illn(' II}'fll, 
p. IO?. 



improvement activities"; IUld (0) ttt. leust 50% of tIll' land ureu hUl1 

to be of good soils. 2 In Honduras, any asentamiento meeting all 

these criteria before commencement of AID credit was likely to be 

in excp.llent shape. There was a good possibility that it would 

be able to survive any ending to the reform. 
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The 40-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 disbw·sement. 

Control groups were to be selected 50 that the progress ot the 

groups receiving AID credit could be compared to those not 

recei ving credit. 'l'he program was "designed to promote the procell 

of lcul'ning how to develop and manage a large-scale Agrarian 

Re1'orm Program."J If things worked .... ell, the Asency would be back 

.... ith more financing on a larger scale. Among other thinss, thi8 

approach .... as expected to generate valuable and unusual longitudinal 

data on the project and the agrarian reform. In a sense, it was 

2 
Ibid., AJlIlf'x I. Exhihit n, 12-1211. The a~rept.able 

soil types were (1) AD - well-drained, developed over alluvial 
materials; (2) vr - deep 60ilo developed over volcanic materialu, 
(3) AS and AA - Gol1n developed over alluvial materialo, flat to 
rollirg. 

3 l!?!;! .• Pl'· 2), 4h-)O. ItJnphlwin mine. 

\ " \',' ' 



the project evaluator's dream--the opportw-d ty to measure an agrarian 

reform in progress and guarantee u supply of h&rd 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 ngrarian reform was an experiment limited to 

r(% of the asentamicntos, l.J.t best. The government, after all, had 

planned to carry out the agrarian reform in a sweeping way. It 

wus "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 

wi thin the allocation of ;~ational Funds. "Ii 

'I'his W/LH not H time to rtm experiments, in other words, 

or to reward a chosen and successful few. In the goverrunent's 

eyes, it waG a time to provide support for u decision tha.t had 

been taken. m~t to try nnu find out if the decision was worthwhile. 

How could the r,overnlllent give 140 hand-picked asentamientos speciul 

4 
Am/LA/DB, "l! rlll,JlIrnr;: A'jricu1ture Sector Pr-ov.rrun," 21 Fehrulir,Y l'nll, 

p. 5. 



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 

eonct»'IIS in the final version of the project. Though the government 

nO'~'\~lt Lv Lht' 11(l-anent,tUnLl'IlLo plrul. there was resentment auout it • 

.I t WIW n parLinl reason for a period of stl'ainl"u relations between 

AID and INA after the ehange of goverrunent in early 1975. The 

story illustrates the power of donor organizations with scarce 

public capital to get countries to uo what they would pr~fer not to. 

Likewise, it illustrates the problems that such financial "motivation" 

can cause. 

The story of the Ilarne change of the "Pilot Program" 

reflects the problematic aspect of taking a risk-avoiding and 

~~xpl..'I'iml'Tltal approach at this kind of historical moment. 

1':X}ll'rillll'lIl . .i.lIg i~; :1 way II f spreadinp; one's assistance through time, 

clving a pro,ject 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 involvine 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, unulyzeu 
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the data, and puts together a f~")110w-up proJ ect, the reform mas 

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. 



AID has a chance during a.n 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 lesa 

sympathetic. A reform is of such a nature, in sum, that it ia not 

possible to both support it and spread the risks of such support 

through space and time. Risk-spreading support is in itself an 

l\Ct. 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 powe~ through a marginal 

investment of resources, toward bringing about a successful 

agrarian reform. 

All this is not to say that AID should have committed 

more funds to the sector loan or to the asentamientos. 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 
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limi ted but rapid US$4 million p1'o.1 el't for nsent.luuiento ~redit.--

the sLune as the model-asentamiento fwlding of the sc~tor 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 Wld more 

significant kind of AID support for the reform than the much 

larger $12 million loan, designed as it was. That an agrarian 

reform needs resources for its beneficiaries fast, then, does not 

mean that the resources need. to be eommitted 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 

)lgrarian reform is a different animal than other kinds of 

projects that AID supports. When a reform is taking place, and AID 

wants 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. It the reform works. it will 

have a. much broader impact Q'l small farmers than a successful 

cooperative or credit program. AID has rarely been able to 

achieve significant impacts 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 significant 

impact on the well being of the small farmer. 

All this means that agraria.n reform requires a different 

timing of responses by AID than, say, ~he kind of institution­

building program involved in the BNF small farmer credit program. 

~lith a BNF-type program, the institution has considerable 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 Ions period of 

time. By definition, institut.ion-building t.akes tim\:~. Gaut.h)u~~ 

behavior by lUD on these occasions is comratible with the task at 

All af,l':tri:ul reful'm project, in contrast, has to achieve 

highly in its first years, if it is to survive at all. Unlike a 

smull 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 oPPl'si Lion t.hat.. will mowlL int'viLably if it does not get things 

The design of AID's involvement with an agrarian reform, 

then, has to be radically different from that of other projects in 

marc 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 future 

agrarian reforms that might occur. Such cl. design should take into 

account the unique quality of the reform as an anr:i:;tllll(:e pro,),'e!., 

and its high ntak8s for AID. 



Legislation as ;p"'econdition or goal? A government commi ~.'ted to an 

agrarian reform is operating, by definition, in an Wlcertain 

politicn.l 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 

fl'E\ught with riskiness and requiring caution, AID should perhaps 

rcvernc itn implicit conception of the causality of this situlltion. 

AID ha.G Llle power of lI,dking such a government more certain and more 

stable, that is, by cOllunitting 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 I\wny from potenU ally 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 

mili tnry government of Wlcertain duration. An immediate AID loan, 

I!OWl~V\'!I'. l!ould have been seen as increasing the probability that 

Pl'l'Ill/Ulell L l'eform let~islu.tion would materialize. Instead, the 

absence of a permanent 1m' 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 rcform Jnw WILt) 

similar. AID had set up the sector loan so thnt UJ(! JOIm mOIl i (':: 

for asentamicntos could not s turt dl sbw'sing untJ.l Ju:1UIUlCC' or I.IIP 

r, 
f· ! 

1\ j /J \.\' . 



implementing legis]ation defining asentamiento structure and legai 

status. This seemed a perfectly l'easonable requirement. 

In Latin America, impllementing legislation jjs 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 

legislntion for the asentrunientos 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 

~l('(,ol'd l ng t.o 1'.he amount ()f 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 

nsentamient.o and its relation to the government was a hotly; 

debated issut.:. Opposition to the reform 1Il0l1nted from peasant 

orgllnizo.tions 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 elr. ' fly. fl'nr flT11 

had required lmplementing legislation as a precondition for 

disbursement. (This did not a.ffect the other credit lines of 

the sector loan to individuals and oooperatives 
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through the BNF.) AID might have been able, however, to bring about 

nn event us difficult as the issua.nce of the implementing legisJ.ation 

--instead of considering this achievement as a precondition of 

lending and as a 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 probabil.ity of that implementing legisla.tion coming 

to light sooner, by arranging to r~lease 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 or the group, the Agrnrian Institute had guaranteed 

the loans. Indeed, eVel! AID 018 funds had been lent to such 

groups during 1973. (I ao not know how prevalent such cases 

were. 1 
I found two in tny sample of 018 loans.) In Ecuador, 

moreover, AID was heavily involved in a pl'O/l,rrun of investmp.nt ('rf'clit.o 

to peasant groups -,rho, ] ike the HondurHn asentrunic>ntos, did nn!. ,vro\. 

have legal title. Jn 

AID t'(~lt that the dC'lnys in i!1fllllH1Ce of t.llf' .lmrlellie/l\'llll~ 

leRislation, qnd of the permanent OKl'8riRn reform law in 1915. were 

signs of lin innhi 1 i ty of the p:overnrTI0nt t.o r;et i l.sel l' top:ether. 

1 
See footnote h t.o Table 7b, p. Ih5 of BNF section. 

la 
See PPEA chapLer of EC'undor volump-. 
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These signs, however, can be interpreted in a different wB:Y 'l1he 

process of achieving consensus within the government 011 legislation 

is u highly political and extvemely difficult one--even for a 

military government. ~e 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 t.he reform and not i tis 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 peaAants to get a 

foot in the door. As a result, they became politically stronger. 

'!'hey played an important role in pressuring to keep the pace of 

expropriation going, and to get the reform law and its implementing 

logislutioll insued. Havins the peasants identity lands they wanted 

in "fol'ced rental," moreover, wus a w~ of shifting the burden of 

identifying exprupl'iable 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. 

1he reform might never have gotten off the ground, in short, if it 

had tried to do first things first in terms o~ legislation. 

2 
A1.bel'j-. Hl.rsr.hlllan cI~6('ribr f1 o. ~d.mll/jr nOfl uplI('(.' ('nt' 1.lrr· IIf'llI "VI'I/II ' IIt. 

of ne;rarian reform legislati.on with rf'flpcct t.o !\tl(' C(lIOITlhifl.l1 ("illl', 

Journeys Toward Progress (New York: The Twent.ieth r,"rd.llry Fllnd, I'}oil, 
pp. 93-158. 

\ 



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 

Cooperative Department for a considerable time during which it 

\rnS not working with the Agrarian Institute. 3 The la.tter was the 

inst.itution most associated with t.he reform. This put AID at some 

distance from the inntitutional heart of the reform during the 

early implementation period of the sector loan. 

Conclusion. AID's relation with the Honduran reform V.overnment, 

and the design of its sectur loan program, were influenced by 

npprehension over the risk of inventing 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 10lln was u.uthorized in June 1971~. The permanent 
agrarian reform lCRislation was jssued in January 1975. By August 
1975, the implementing legislation had not been issued, and none 
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of t.he sector loan funds for credit had sta.rted disbursing--for 
vari0us reasonn, in addition to the one cited in the text. The 
Mission was working with the three other agencies because of technical 
assistance monjes in the sector ann previous programs. 



that AID's other small farmer projects are less risky. Two years 

of involvement in agrariru1 reform certainly gave the Honduran 

government a track record sufficient enough to warrant a less 

cautious AID conuni tment. In Latin America, two years of survival 

for such a program is Ii good pif'ce of time. 

Looking at the AID decisions t.o finance other progrwns 

in Us 1l0nJur:ul hif~ t.Ol'Y, Oll\' 1'i nd" it Lit ffi Clllt. to wlcierstru1l1 why 

t.he agl'urian reform in particulal' evoked. such caution. AID decided 

Lo provide> the National. Development B!lllk with $7.9 million in 1969, 

Cor example, t:Vl'll L11()1.1t~h i L WHo; fully aware 0 r the rHo': t- that the 

Bank had nf'ver made Ii P 1'0 fi t, had a 25% de linq uency rate, was 

agaillf>t. irlilependent aUdits, had a proven bias toward la.rge borro .... ers, 

and was on the J't'cord us unj nterestcd in smELLl i'm'mer groups. 
4 

That 

.... as cet'taillly .1 eS5 u f :t track record Cor n small farmer credit 

j!l'ogl'/Ur., .let :!.L,)!l(> 1'0.:: it llllnk, U1W1 that (>st,nblishe>d by the post-

for sm:l.Ll. faJ'/Tlt'!' e.l'oUllU ,Wei COl\:;tJ'uction 01' graiu "t.ol'age facilities 

5 befure it was eVt'll crc~lted, let u.lone had 11 I'cconl. The BNF and 

FECOflGHOil dc(:i:>iun!:, in stlCd't, were fraught wiLh l'(llwidel'llble risk. 

5 
[lee FECOAUHCk ('!!ltpt.er IJb:>Vt'. 

I 
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I run not s~ing thnt AID':3 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. I am 

saying, rather, that it merited no less confidence than most other 

programs AID hus finUJ1ced in the agricultural sector. 'ro apply 

cuutiun to this pm'U.culul' situatioll was to invoke u decision 

stundard thl.1t b almost never used in the Agency's other small 

farmer progrtLm.s. 'l'here is now enough evaluative eviuence on small 

farmer progl'luTls to show that they generally carry substantial risk 

und uncertuinty. Whether it's small farmer credit or an agrarian 

refonn, AID is going out on a limb. 



T ble 1 

Honduras: Oomparison of Budgets for National Agrarian Institute (rNA) 
and Ministry of Natural Hesources (MRN), 1966-197ij 

(dollar thousands) 
-

Annual budget - .-.:....--= 

INA 

MRNa 
Internal b Total 

Annual Annual Annual Ratio of total 
% % % INA to MRN 

Value change Value change Value change budget 

1968 4,158 - na - 1,381 - 0.33 
1969 5,670 36.4 na - 1,873 -35.6 0.33 
1970 5,358 5.5 na - 1,979 5.1 0.37 
1971 5,281 1.4 2,216 - 4,691 137.0 0.89 
1972 4,514 14.5 2,694 21.6 4,072 -13.1 0.90 
1973c . 

6,448 42.8 4,915 84.7 7,129 75.1 1.11 
1974 9,516 41.6 3,666 -26.3 6,715 -5.8 0.71 

UNet of trwlsfers to other government agencies. 

b'l'he difference between internal resources and total resources is 
Hsted in the duta source us "external." This includes foreign 
assist-Mce (tohe IDB was channeling funds through INA) and resources 
transferred from other lionduran government sources. 

cMilitary coup occm'red on November 14, 1912; agrarian reform Decree 
No. 8 was issued December 26, 1972. First year of the agrarian 
reform is 1973. 

Source: Based on da.ta. from AID/LA/DR, "J/ondllrllr. : I\, ~r i I'll i !.m'l' 

f:icctor Program" (::>1 !"pbrllory J97/I), I\nnr:'x 1\, 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 

1 case; 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 \IUS cited by AID as an area for remedial 

r, 
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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 1974;3 and it had risen to 25-30% in 

4 
1976, when the Mission was considering y~t another loan. 

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 ~ 

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 

1 Ecuador Report, pp. 174-182. 

2pp. 44-47 of BNF chapter above. All further information on the 
BNF's delinquency is from these pages. 

3The 1973 loan resulted from the near de-obligation of $744,000 
from the AgriculturAl Credit and Storage Loan (018), which could 
not be used by its int.ended beneficiary, FECOAGROH. 

4coopers & Lybrand, "Evaluaci6n de la organizaci6n, polfticas y 
procedimientos, y controles internos del Banco Nacional de }<'omento 
de Honduras," Contl'ato AID/la-c-1129 - Honduras, February 1976, p. 34. 
In August of 1976, the BNF itself reported a d~linquency rate of 28%. 
"Morosos adeudan 0.1 BNF 35 millones de lempi ran," El Tiempo, :n Aup;unt. 
1976. 



Guaranty Program. The delinqll~nc~· rate was high (2~%), it Wf\:; 

\h)ted in the 1011.11 pa.per, but t.he .Bank was embnrking 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 institutjon often tends 

to favor the larger farmer, despite AID programs and pressures to 

5 AID/LA/DR, "Ecuador: Land Sale Guaranty, " Capital Assistance Paper 
AID/DLC/p-854 (24 June 1969), p. 27; Annex IV, Exhibit 4. 



Sf'l'Vt"' the s01nll I'armer. If thl' l'l .... 'blt"'m l'er(liats, 1I\~'l'l\ AID :LS:::'Iistl\lh~(\ 

is forthcoming to give the institution the resources and the knov-

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 ~ob. (Or,:t decides to create a new institution, 

as it did with FECOAGROH and FAr.ACH 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, and 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 
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penalties for their continued existence. AID's affiliation with 

the institution may make sense in terms of finding an existing 

condui t to the small fanner 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 ~ay select the institution for their 

programs because it is the only one around. The Honduran BNF, 

for example, had both AID and IDB support ovpr a period uf time.
6 

Thus even if the AID program were somehow designed so as to 

discourage the problem behavior, the existence of, or potential for, 

subGtantiul support from other donors could cancel out the effects 

of 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 11 vestock 
credit (note 5 on p. 2 of BNF chapter). 

v 
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Delinquency and large-farmer bias are tvo 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 organizntional needs. Letting some large fanners 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 problema 

is to pullout some of the life stays of such an institution. In 

this sense, no arnolmt of AID education or training in problem-

solving techniques can make these behaviors be felt as problems 

by the institution, let oJ.one do away vith them. 

One vay 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 

viII start to be treated less complacently. AID cnn help turn 

the tide by making it difficlut for such institutions to get 

additional AID capital or other support until significant progress 

with the problf'llIs has been made. AID, in other words, has the 

power to make the problematic behaviors dysfunctional, rather than 

\ 
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functional. As long as there are renewals of assistance to work 

011 thesl~ behaviors, however, they c011tinue to be functional. In 

J'ac L, t..hcy become even more functional tha.n without the assistance, 

1\>1' t..hey become associated with support from outside elites as well 

llS local ones--Le., from the donor institutions. 

Though the .ri thholding of additional loans or assistance 

may succeed in transforming :'unctionaJ. behaviors into problems for 

an AID-supported institution, it can also leave Wl AID Mission 

without projects. The institution may also fall back on other 

loan sources, as mentioned above, which m~ be more lenient about 

the behHvior:; ill concern. Withholding of further AID support, 

thel\. might nut even have the desil't!u effect, even if AID were 

willing to lOt;e the project in the process. Short of these 

extremes, AID needs to c 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 runount 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 tlmp !)p .. i on tho.)! is nccessar'J. 

One arCH 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. 
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Before further assistance is granted or even talked about, the 

achievement of certn.in levels of problem-solving could be made 

rnandntory--e.tJ;., II certain delinquency rate, a certain percentage 

oj' smllll i'nl'lller lOfms ill the total portfolio, a certain level of 

financial self sufficiency. These types of goals usually are 

stated as objecLives of an AID proe;rrun, but not as preconditions 

for further lending. 

The covenants to AI,!) loan agreements will sometimes 

include a specific directive about desired levels of problem-

solving. BNF delinquency wa3 "covenanted" to fall to 10% by 1969, 

the year after the old loan was authorized. But no penalty is 

attached to failure to live up to the covenant. The BNF failure 

t.o diminish its delinquency at all by 1969, let alone to drop it 

to 10%, wns eventululy dealt with by AID by postponing the 10% 

deadlille for eight years. And the new schedule became part of a 

new loan I Such failures, however, should be met with penalties 

rather than new lOW1S. The point of the penalty is not to be 

puni t i ve, but to t w'n around the disillcent i ves of the present 

system against improvement. 

One pOBsilJle Ilpproach to a proper incentive system 

would be to phase loan disbursements over a period of time. 'l'his 

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 ns construction contracts have penalty syst~ms 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 penulties. Disbursements could be 

increased, for example, for' exceedin/j the phased targets. This 

would keep the incentive system from working only in a downward 

dj recLion and cwnulati vely IUldermining the pl'l.lject. Whatever the 

detail~, of such an [lrnUltl,0ment, its impol'tltllCe would lay in the 

fnct that the recipient institution would know in adva.'1ce, and with 

exacti tude, that the problem behaviors were to result ill significant 

costs. 

It muy be that AID does not have the programming 

flexibility to use this kind of system. In that case, other tactics 

with the same effectr; should be devised. At the least, second and 

thil-d large loans shouLi not be discussed with such institutions 

when t.hey tire not m!iking progress in the problem areas. Or, it 

should be mude clear to tl!em t..IlIlt uddi tionHl lending will 1~ 

contingent OIl the meeting of the originally ~ovenanted targets. 

Otherwise, sirlply ~,alking about. future assistance with a recipient 

institution reverses the incentive for it to do anything about its 

problems. 



anothel' wny or trallsforming AID-perceived problems into pressing 

problems for the assisted institution. The 018 loan funds were 

lent to the Hondurrul goverrunent, which donated them to the BNF. 

The BNF, that is, was not required to make interest or amortization 

pu,yments on the AJ D funds. rrhough this arrangement was consistent 

with the Government's interest in capitalizing the Drmk, it took 

away one of the few incentives in the AID program for the Dank to 

improve its finltllcinl discipline. '1'0 receive $8 miHion of AID 

funds Its It donatiull rliL;l!cr than n l(JtUl, thltt is, meant that the 

Bank ha.d no repfi,yml~nt. wordes. lienee the cost to it 01' casual 

coll.ec lion proc~d\lre!j n.nd high delinquency was no greater than it 

had been before--when much of its government-donated ~apitnl had 

been e1'.:::"Ierl by its hieh delinquent CLCCOuntS. 

I r AJ II hlld In:~j sted on a loan rather than a donation to 

the Bank, til" l!ondUJ'rul 1.(,vcl'nmenL would probably have found other 

ways to capi tn.l i 7.(' t.hat ir.t.; ti Lution, because of it:> great interest 

in promotinp; the BrU1k. 'I'helle other ways would not have deprived 

the AID PI'O.) PC t 0 f' olle n l' it. s few tUld precioun dis incenti ves to 

the problem behCLviuJ'. 

10 

Requiring finlJIlcinl institutions to pay on their AID 10MS, 

in own, ir; anOUlCl' tactic that CM contribute to .... ard transfonning 

cert.ain problem bphaviors into real problemD for the inotitution. 

\ 
\ . 
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This is so even if a recipient government or institution refuses to 

Il~cept the AID monies on t.hose tCl,ns. For it. means that the 

ilH3ti tution IS finLUlcial sloppiness has prevented it from getting 

a large W110W1t of uttntcti ve 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 

ulldesirHble behllvior is the technical assistance relationship of 

AID or contrnct 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 illsti tution. 'l'he necessity of that assistance 

to the institution's future, or in comparison to other potential 

AID projects, often tru,es on secondary importance. Turnover in 

program-monitoring and ~ontract personnel, shifts in policy 

directives, o.nd changing fads in development lending are other 

factors that pIny 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 naturfll t.ha.t these advisers will sometimes be reluctant to 

end their involvement in an AID-supported institution. This is 

not necessariJy because of considerations related to their own 

employment. After such a close and long association with an 

\ \ t(\ 
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institution, that is, one tends to always see work tha~ is still to 

be done. The more intimate one becomes with an organization, the 

more ideas one has abou~ how to deal with its failings. Involved 

advisers will alwl\Ys be able to find serious failings which, they 

will believe, cannot be left unattended. Under such circumstances, 

it will not be difficult to demonstrnte the need for additional 

AID financinL~. 

At a certain point, the success of the institution and 

the success of even the 1Il0f;t competent of advisers tend to diverge. 

The project will be successful in jnstitution-building only if it 

results in the eventual dispensability of AID. But the success of 

13 

the adviser is based on his being needed by the institution. As an 

individual, then, the AID or l.:ontract adviser can be of considerable 

value to the :institution. But from the point of view of institution­

building, the continuE1.tion of his AID-fimUlced stay at the institution 

invoJ.ves flIl 1\1 D prt'f)lc.ll'C' timt makes certllin problems intractable. 

Prolonged renewals of I\ID grant and loan assistance to 

an institut ion (l~ong with repeated failure to meet targets in problem 

areas is often indicative, morc than anything else, of long-term 

compatibili ty bet.w~en AID ur the contractor and the institution. 

The BNF in lIondur'iw and FECOAC ill Ecuador are exrunples: no progress 

on delinqup.ncy for one, ~Uld (Usuppointing progreBD on finlUlCiu.l uclf 

sufficiency fur the other. Similarly, preliminary or on-time 
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terminations of AID assistance may be more indicative of 

incompatibili ty between AID or the contractor and the recipient 

institution, than of poor perfonnance 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 contractor.) 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 ha.d 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 

\~ont..rnctor. 1'he incompatibility and the desire for AID's riddance 

wUl orten pu:oh an institution to look around for other sources of 

J'in:ulcillg. 'rhe desin~ t.o attract other kinds of backers, in turn, 

will pressure the institution to perform in the areas that are still 

problematic. Though this process may be unpleasant for AID, it needs 

to be seen as a sign of organizational growth. Long term 

compatibility between AID ruld a recipient institution, in sum, 

should be looked upon with a c~rtain 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 alw~s be able to show legitimate need, it will 

not help for AID to demand more rigorous demonstrations of need 

t'l'om field personnel. One approach might be to regularly assess 

the benefits to the recipient organization of a. brellk with AID. 

The assessment should come from someone not a.ssocint~~r1 with the 

institution. It should ask what the benefits would be to the 

insti tution I s growth of .!lot supporting it. One could also ask 

what the benefit!> woulu he of providing the institution with an 

income in a way thn.t .;ould require little or no AID invol vement-­

as in the cases of interest income wld credit intermediation by 

"neutral" parties cHed 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 terminEl t ion dates for AID support are one possible 

alternati ve. l!idebowHi phasing-out designs are 8Jlother. Ironically, 

I am proposing some inflexibility for a proJ ect environment for 

which one normally proposes a greater degree of flexibility and 

compassion than is usual. But the stories of this evaluation 

suggest that r.:ompn~w ion CRn kill the institution one is trying to 

help--or, at leflst, stunt its growth. Projects should be designed, 

in sum, to pre",~nt, compatibility with the recipient institution 

from becoming a decision rule by default. 

\\ 
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