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"It appearsto bea charadteridic of human naturethat welearn more effectively fromerrors-our
ownor other peoplés- thanfromsucoesses Bxpoang our errorscan bepainful, butwenmust dosoin
order toallow atherstoavoid meking thesame mdakes”

Rolando Bunch
Dos Mazorcas de Maiz. Una gum para €l mejoramiento agricola orientado hacia la gente.
Vecinos Mundiaes, Oklahoma, 1985

Introduction

The present document seeks to explain
some of the reasons why fallures have
occurred in the use of Revolving Funds
destined for the support of such
activities relatled to farming and
stockraising as they are practiced by
the smadl-scale rurd producer of
agricultura  products. Some of the
points discussed here can be gpplied
more widely. However, the Revolving
Funds destined for petty business or for
the support of urban micro-enterprises
undoubtedly have their own distinctive
features,

Our anaysis, which principdly refers
to the region of the Altiplano and the
inter-Andean valleys, is based not only
on the experience of NGOs, but aso
on those of other types of inditutions
which implement Revolving Funds in
their effort to assist smal scale
farmers,

In the course of this document,
generdizations will be formulated for
which exceptions can no doubt be
mustered, aso they will not take into
account the whole range of known
experiencesinthis area.

Accent is deliberately placed on problems,
and the intention is to achieve in the reader
the kind of postive critical dispostion
which will both enable him to avoid
repesating the most frequent errors and assst
him in making the best use of the
instrument of Revolving Fund service.

We should like to express our gratitude to
our colleegues and friends whose
suggestions permitted the improvement of
this document in its first verson.
Nonetheless, we do not consder this
version to be definitive; on the contrary, it
remains open to additions and changes.

Photographs © Danid Casdlli, Nogub

The opinions here expressed are personal and do not
necessarily represent the ingtitution's official position.
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1. Who owns the Revolving Fund
IS not clearly established

Mogdly, these funds have been condituted as
donations from agencies of external assstance; only
exceptionally are we dealing with credits. Given
the fact that " the money has come in the name of
the farmers', a certain ambiguity perdsts with
regard to who actually ownsthe Revolving Fund in
guestion. Obvioudy, the resources are destined for
the fanners, but it is the ingtitution which has
contracted them in the first place and which is
responsblefor ther correct adminigtration, as well
as for the reevant financial reports required by
thedonor agency.

Thefact that we are dealing with donated funds
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should not impede a clear definition with regard
to the ownership of the sums involved. Another
source of ambiguity is the profit-making
impediment attached to these resources, given
their nature (generally they arrive as donations)
and the legal statutes governing the non-profit
institutions which promote them.

Some of these funds are administered jointly with
the local organizations and are meant to be sdlf-
managed by the farmers in time This fact
contributes even further to obscuring the
ownership or property of the Revolving Fund,
introducing in addition the noxious practice of
judge and party in a ddicate matter such as the
collection of outstanding debts. As a result, it is
not always clear who (and on what basis) should
be callecting theloansinvolved.
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2. The farmers organization is not
designed to manage credits

As has been mentioned, some ingtitutions practice
the joint administration of the Revolving Fund or
an administration left entirely in the hands of the
farmerswho receive the credits.

In the great majority of the rural communities
there exist wdl functioning traditional social
organization (generally trade-unions) who
articulate and communicate to the outsde the needs
of the community. The addition of the task of
adminigering a Revolving Fund, may debilitate and
overtax the local organization be to the point of
actual criss

It can be argued, that a social organization is an
entity created by a collective need to adminiger its
resources This is in fact the case in rural
communities, but the gructures are actually too
weak, and the management capacity insufficient
for managing these tasks. The absence of adequate
accounting (the management of a Revolving Fund
is very demanding in this respect), can lead to
internal conflicts and mutual accusations between
theleader ship and ther congituents, even when actual
peculation or theftshave not actually accurred.

It would therefore appear that the solution should
liein the creation of economic organizations but this
experience too has not been podtive. As a rule, the
economic organizations suffer the same difficulties
outlined for their social counterparts. The
exceptions to this trend correspond above all to
organizations which operate at an intermediate
level.

We should however point out that we are referring
here to the local organization as administrator of
the Revolving Fund and not asarecipient of credit.

But above and beyond the subject of credit, it is
worthwhile pointing out a further risk incurred in
the creation of economic organizations isolated
from their social counterparts in the community:
generally created by the donor indtitutions and
endowed with important resources, they in some
caes enter into competition with the local social
organization (thetraditional holdersof power), thus
dividing the community into rival factions.

3. The Revolving Fund is only a
part of a whole range of activities

A large majority of ingitutions are engaged in a
divergty of activities (technical assgance, jaob
training, €c), where credit congttutes a
complementary concern. Thus the success or
failure of a given project is not measured judging
by the results of the credit extended, but by the
degree to which it has drengthened the or-
ganization, increased production, contributed to
agricultural diverdgfication, etc.

Given thisdiversity, the possibilitiesfor specializa-
tion are minimal. Asiit is generally consdered that
the management of credit does not require
spedialigts, frequently the extensonistswho are made
to handle such credits do not have any prdiminary
training.

Normally, these extensionists work out the
project, extend technical assstance, provide credit
and are then entrusted with its collection. In other
words, heretoo a dual reationship isestablished, on
the one hand between the technical expert and the
beneficiary, a rdationship which is assumed to be
horizontal, and on the other between the debt
collector and the debtorsa reationship which by its
natureisvertical.

Thus, not only the extendonists, but even the
ingtitution itsdf find themsdves ignoring the
diginction between ther credit-extending function
and that of promotion, and as a rule the latter is
favored at the expense of theformer.

4. The other activities are free of
charge or subsidized

If the assistance in infrastructure, technical aid,
job training, etc. imparted by the inditution isfree of
charge or subsidized, many recipients of credits
will find it difficult to comprehend that the
" credit” which has been supplied to them by the
ingtitution (in the form of seeds, fertilizers, some
tools, etc.) hasto berepaid.
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5. Subsidies and credit are
confused

Although its purpose is altogether different, often
the Revolving Fund ends up as a form of subsdy to
agricultural production.

The principle of subsdies as such is not in
question. In cases where subgdies are judtified it is
advisable to explain thisintention, the extent of their
durations etc; and in such cases it is not
recommendable that a Revolving Fund be
established.

There are regions, egpecially on the Altiplano,
where agricultural production is limited in scale
and high in risk, for which reason it appears to be
more appropriate to subsdize the infrastructure of
production (above all irrigation and the
conservation of soils).

On the other hand, there are rural activities which
can in effect sudain credits. Fredy available credit
hasfogtered a number of these, notably the fattening
of cattle.

6. By means of the Revolving
Fund, attempts are made to
introduce innovations which have
not been validated at farm level

Often the Revolving Fund is utilized as a strategy
to introduce technical production proposals (the
famous " packages'). In other words, credit is
only given to those farmers who implement the
technical recommendations of theingtitution.

The majority of these proposals are the result of
research undertaken in Experimental gations or of
technical recommendations on a purdy theoretical
level which have not been validated by experiencein
thefidds.

Generdly, these sthemes are more expendve and
labour-intensve than those traditionally applied by
the fanner. Theavailability of manual labour within the
farming familiesor ther economic capadity to sudain
the new form of production are not taken into
account at all. It isassumed that the income-yidding
capadity is S0 greet, that it will permit adequate
savingsfor reinvesment.

On the other hand, the injection of additional
resourcesfor the exploitation of soil and water can
implicate aruptureof thefragile ecological balance
in the intervention zones, which may put in
guestion the sugstainability of the proposed system.

To explain portfolios in default, many reports
abound in judifications based on the negative
influence of natural phenomena. Said negative
influence is often dueto the fact that, besdes being
concentrated in one ar ea, the cropsintroduced with
the hdp of a Revolving Fund are often more
susceptible to plagues, frost, hail or drought. A
dmilar dtuation is found to occur with the
introduction of improved animals

Finally, it is sddom taken into acoount that the
commerdialization of the resulting produce hasto be
redlized in markets and on a scale which are
insuffidently known.

Many failures can be explained by the technical
agpectsof the project rather than by the actual credit
itsdf.

7. It remains unclear who
assumes the risk

Since the technical proposal has been realized by
the engineer, even if the farmer has neglected his
work commitments, in the event of failure he will
deny any personal responsbility.

What should be produced, how and when this
should be done and for what end production should
be undertaken, are quegions which the farmer
normally answers applying reasoning which is
geared to survival rather than a logic oriented
towardsthe market.

It isa known fact that the Andean farmer does not
bet on one sole crop and that he does not sow on one
date alone or in one plate only. This diverdity is an
integral part of hisstrategy, hence hisresstanceto
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innovations  which  concentrate  production.
Frequently, the technidans complain that the farmer
doesnot devotetherequistetimenor thebest land to
the production proposal of the Revolving Fund.

In consequence, the rural family while not
spurning the innovations proposed, will integrate
them into their own system, which agricultural work
with other types of labour carried out even outside
of the community. Some farmers refer to the
Revalving Fund as a "yapa" (tip, windfall),in other
words, as something additional which reaches the
community and which hasto be accepted assuch.

8. Collective production is favored at
the expense of the traditional
method of production based on the
individual

Some of the Revolving Funds compe the farmer
to produce in groups, when according to established
tradition, production has always been carried out
employing member sof theindividual family.

Often the farmer joins an association in order to
obtain credit(above all when credit in kind are
involved), only to continue producing on a family
leve.

It should also be pointed out that the farmer does
not sow on just any random day. The days
indicated for sowing are fixed on the bass of
prevailing weather conditions and of the
advantageous configuration of the stars. These
favorable days are devoted to seed-planting in the
individual family plot: joint sowing along with
other beneficiaries of the Revolving Fund can safdy
be postponed.

Cases have been observed in which the interest of
the farmer who has made available his land for
collective production, in fact liesin the posshbility he
sees of subsequently taking advantage individually
of thefertilization of hisfields when the beginning of
thenext agricultural cycle comesaround.

9. Small portfolios with high
administrative costs are established

By itsvery definition, credit on asmall scaleinvolves
high adminidrative cogts, which in turn require a
high volume of loansto be cover ed.

The prdiferation of small Revolving Funds
principally concentrated within a limited
geographical area, does not allow the funds in
question to cover the minimal fixed cogts involved
in their adminigtration.

Furthermore, a large majority of the established
Revolving Funds extend ther credits and even
sometimes accept the repayment of the resulting
debts, in the fom of produce This procedure
increases the cods to an even greater extent, given
the fact that it entails additional expenditures for
the acquigtion and the trangport of the produce,
for its sorage before and after the harvest and for
its more complicated form of adminigration.
Generally these expenditures are not accounted
for, given the fact that they form part of the
activitiessubgdized by the project.

In addition, there are ingances in which the
recovered product is not of high quality, thus
reducing the actual amount which has been
recovered and if we add the losses incurred in
gsorage (due to putrefaction, loss of water content
or simple abstraction), a rapid decapitalization
of the Revolving Fund can hardly be avoided.

10. The interest rates fixed are low
Or non-existent

Based on the judification that, consdering the
weakness of their economy, the farmers access to
credit mug be fadlitated, many of the Revolving
Funds operate with very low or zero interest rates.
The cogts of operation, costs of risk and financial
costs (which, because we are dealing with donated
funds, normally are zero)are subsdized, which
creates a total dependence on the ingtitution
providing the subsidy, and this in turn limits the
possibilities of sustaining the service.
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11. Loan guarantees
are neglected

Because we are dealing with credits the use of
which are determined by both the lender and the
borrower in defining the use of the credits
extended, in mogt cases the guarantees securing
repayment are not adequately worked out.

It isassumed that the guarantee liesin the success of
the project, but as has been indicated, it is rardy
cear who bears the resgpongbility for success or
failure, and who in effect assumes the risks remains
largdy undefined.

The guarantees are generally group-based: it is
assumed that the group will apply pressureto secure
repayment, But it should not be forgotten, that there
may also be group-based resstance to repay.
Thereexist examplesof thisoccurring.

Preliminary conclusions

Obvioudy, there are other reasons which can
explain the failure of a Revolving Fund. The severe
inflationary process experienced in Bolivia a few
years ago, for insgance, was the principal cause for
the demise of various Revolving Funds; the lack of
concern for the establishment of clear rules (for
procedur es methodology, controls etc.)on the part of
the inditutions which administer these credits can
also be blamed. In short, theinterested reader may
add morereasonsto our list or question thereasons
we have mentioned, thus fulfilling the purpose of
thisdocument.

A large part of the problems outlined above are
not new: many of them have been overcomeor are
in the process of beng surmounted by the
ingtitutionswhich work with rural credit in Bolivia.

Various ingtitutions specialized in the extenson of
rural credit operate with appropriate interest rates,
apply guarantees, have szeable portfolios (or at
least larger ones than those of the traditional
Revolving Funds) and suffer default levels which
are lower than those Commercial Banks are
experiencing with the same poorer population
segment. The need to cover al cogsinvolved in the
concession of credit isgtill amatter for discussion.

Increased  specialization opens up greater
possbilities for a more professonal management of
credit and for credit coverageon alarger scale. The
credits extended by these ingitutions are not
restricted to specified investments or limited to a
narrow geographical area. Diversty and a
broader coverage provide the requisite experience
and spread the burden of risks.

There are cases in which the promoting
institution which obtains external financing for
its Revolving Fund transfers its management and
adminigration to a specialized entity under a
oecific agreement, or, if the volume of the
portfolio judtifies it, the ingitution itsdf may
create a specialized credit entity separate from the
rest of itsother activities.

Thus coverage has been extended in other areas of
the farming economy, thus applying a wider
concept of rural development as opposed to the
exclusve support of agriculture and animal
husbandry.

By means of portfolio lending, the farmer is given
the option to decide at what time and in what
activities to invest the resources placed at his
disposal and, as a result, to assume whatever risk
may be involved. A smilar dtuation is produced
when the farmers themsdves put forward the
original proposal for the project to be financed by
the credit in questions, a situation which does not
prevent subsequent technical asssance by an NGO
or by another ingitution promoting development. In
fact, there are ingances in which the entity
providing the credit encourages the farmers to
decideto which ingtitution they wish to apply for the
technical assstance needed to realize a given
project.

It is not enough to avoid the misgakes made in the
pag, but the mere fact that a conscious attempt is
made to do so already constitutes a contribution
towards the creation of a sound system of rural
finance designed to benefit the farmerswho require
funds for the devdopment of their activities and
who are in a pogtion to pay for the credits they
demand.

Walter Milligan
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10.

11.

11 Reasons for the possible failure of a
Revolving Fund

Who owns the Revolving Fund is not clearly established

The farmers organization is not designed to manage credits
The Revolving Fund is only a part of a whole range of activities
The other activities are free of charge or subsidized

Subsidies and credit are confused

By means of the Revolving Fund, attempts are made to introduce
innovations which have not been validated at farm level

It remains unclear who assumes the risk

Collective production is favored at the expense of the traditional
method of production based on the individual

Small portfolios with high administrative costs are established
The interest rates fixed are low or non-existent

Loan guarantees are neglected
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