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DEPARTfN'T OF STATE 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

Washington, D.C. 20523 

UNCLASSIFIED 

AID-DLC/P-890 
may 15, 1970 

MEMORANDUM FOR THE JEVELOPMENT LOAN COMMITTEE 

SUBJECT: El Salvador: Credit Union Development (FEDECACES) 

Attached for your review are the recommendations for
authorization of a loan in an amount not to exceed $2,000,000 to

tne Federacion de Cooperativas de Ahorro y Credito 
de El Salvador,"Fedecaces," to assist in financing local currency costs of
subloans by Fedecaces to member credit 
unions and thereby toassist in the development of a self-sustaining private cooperative 
federation.
 

Please advise us as early as possible but in no event
later than close of business on Tuesday, May 26, 1970, if you
have a 
basic policy issue arising out of this proposal.
 

Rachel C. Rogers
Secretary 
Development Loan Committee 

Attachments:
 
Summary and Recommendations
 
Project Analysis

ANNEXES I-IV
 

UNCLASSIFIED
 



EL SALVADOR 

CREDIT UNION DEVELOPMENT 

Table of Contents 

SUMMARY AND RECOMMENDATIONS 

UNCLASSIFIED 

AID-DLC/P-890 

May 15, 1970 

(FEDECACES) 

Page 

SECTION I - NATURE OF THE PROJECT 

A. DESCRIPTION OF ACTIVITIES 	 1 
1. 	 Project Definition 1 
2. 	 A. I. D. Financing 2 
3. 	 Operation of Fedecaces 3 

B. BACKGROUND OF6 PROJECT 	 8 
1. 	 The Cooperative Movement in 

El Salvador 8 
2. 	 Genesis of the Project 10 
3. 	 Other Sources oi Funds 10 

C. PROJECT JUSTIFICATION/RATIONALE 11 
1. 	 Relationship to CASP 11 
2. 	 Relationship to ES' Credit System 11 
3. 	 Contribution to ES' Economic 

Development 14 
4. 	 Debt Service Capacity of ES 15 
5. 	 Impact on U.S. Economy 15 
6. 	 Title IX - Building of Democratic 

Institutions 15 
7. 	 Consistency with CIAP Reviews 16 
8. 	 Certification o, USAID Director 16 

SECTION II - PROJECT ANALYSIS 	 17 

A. Borrower 	 17 
B. Economic and Social Evaluation 	 18 

1. 	 Demand 18 
2. 	 Economic Impact 18 
3. 	 Social Evaluation 19 

C. Financial Analysis 	 20 
1. 	 Fedecaces Operating Situation Z0 
Z. 	 Comparative Balances zo 
3. 	 Loans Made by Fedecaces 21 

UNCLASSIFIED 



UNCLASSIFIED
 

4. A.I.D. 's Contribution to Fedecaces 
 22
5. Terms of the Loan 

6. 'Istification of Loan Terms 	

24 

7. Alternative Sources of Funds 	
24
 

8. 	Prospects of Repayment 
25
 
25
 

SECTION III 
- LOAN ADMINISTRATION 

26
 

Implementation Plan 

26
Conditions and Covenants 


Two-step Option 
27
 
31
 

SECTION IV 
- ISSUES 

32
 

ANNEXES
 

ANNEX I
 

EXHIBIT
 

A. CAEC Approval of IRR
 
B. 
 USAID Director's Certification
 

ANNEX II - PROJECT DETAIL
 

EXHIBIT
 

A. Borrower's Application

B. 
 Survey of Fedecaces Credit Union System
C. Map - Locations of Fedecaces Credit Unions
 
D. Financial Data
 
E. 
 EX-h4, IDB, and IBRD letters expressing no interest.

F. 
 Letter of Support to Fedecaces by GOES.
G. Lutters from Central Bank on line of credit.
H. 
 Salvadoran Agricultural Credit System
 

ANNEX III -
STATUTORY CRITERIA
 

ANNEX IV - LOAN AUTHORIZATION (Draft)
 

UNCLASSIFIED
 



UNCLASSIFIED
 

SUPPLEKThJNS (Sue Official Files)
 

1. 	 Law of Cooperatives and Law creating Salvadoran
 
Institute for Cooperative Development (English and
 
Spanish)
 

2. 	 Statutes of Fedecaces (Spanish)

3. 	 Model Statutes for Salvadoran Credit Union (Spanish).
4. 	 Analysis of Fedecaces (Spanish)

5. 	 Purvey of Credit Union Demand (Spanish)
6. 	 Credit Regulations of Fedecaces (Spanish)
 

UNCLASSIFIED
 



1. 

2. 

2. 


i 	 UNCLASSIFIED 

A yD-DW/P-890
EL SALVADOR 

CREDIT UNION DEVELOPMENT y 1, MO 

SUMMARY AND RECOMMENDATIONS 

-BORROWER: The Federaci6n de Cooperativas de Ahorro y

Cr6dito de El Salvador (FEDECACES) is a private non-profit

national federation of 78 affiliated credit unions with a total
 
membership of over 10, 030. It is chartered by the Ministry of 
Interior, and operates under the Commercial Code of El Salvador. 
(The first cooperatives law was passed in November, 1969 and 
Fedecaces will be governed thereby when the law becomes operative. j
The offices of Fedecaces are located in San Salvador and the member
 
credit unions are located in urban and rural areas throughout
 
El Salvador. An acceptable application dated February 16, 1970, has
 
been received from Borrower. (Annex II, Exhibit A)
 
REPAYMEIIT PROSPECTS: loan
The will not be guaranteed. It will be

backed by the full faith and integrity of Fedecaces, the 78 -member

credit unions and the present munbership of 1O000 Salvadorans.
 
This moral obligation will be formalized through resolutions passedby the respective governing bodies of Fedecaces ald the member

credit unions. Credit union lending cumulatively amounted to $244
million dollars in the credit unions 
 in 12 Latin ijerican countries 
as of December 31, 1969. Spot checks in severa1 Latin American

countries indicate a delinquency rate within 
 5 percent and a write-off 
rate within 1 percent, the latter airiply covered by established reserves.
The A.I.D. loan will be dxa;,n doim by Fedecaces on the ratio of 1 to 1,
A.I.D. loan paid-in share capital in Fedecaces and member credit

unions, providing a reasonably good debt-equity ratio in the total
 
system. The net worth of Fedecaces wa.i $535200 (equivalent) on

31 December 1969. A forced capitalization plaxi requires that 10
percent of all sub-loans be invested in share capital of Fedecaces
thereby rapidly increasing the equity of the Borrower to a projected$1 million by 1975. f'aintenance of value risk will be covered by Fedecacesby establishing a reserve of up to $i00,000 equivalent or 5%of the A.I.D.
loan. The m.o.v. reserve will be created by reserving al amount equiv­alent to one-half of one percent of outstan(ding sub-loan balances theatend of each calendar year (from all sources of funds) until the total of
such reserves reaches $00,000 equivalent. Convertibility of local
 
currency to dollars 	 is assured under the Law of International Transfers. 
The required authorization of the MJinistry of Economy and the subsequent

registration of the 	A.I.D. loan with the Central Bank to assure convert­ibility would be a condition precedent to any disbursement of A.I.D. loan
 

funds.
 

LOAN: 
 The proposed loan is not to exceed $?,000,000, all or virtually
all for local currency expenditures. TI; will be repaid in dollars over
a 25-year term, including a grace period, of seven years. Interest during
the grace period will be two percent (2%) per annum and three percent(3%) thereafter. The "two-step" procedure will be offered to the GOES on al optional basis9 with the condition that GOES guarantee reDavment
of the ian,. 



. otal Contributions ox- boan Funds in Total
 
s Fodecacos Plus Credit Unions)
 

A.I.D. 
 0 0.0 $ 2,000.0 35.3
 

Fedecaces 
 $ 32.0 3.7 $ 212.5 3.8
 

Credit Unions 
 $ 617.2 71.4 $ 2,228.0 39.3
 

BCR 	 $ 200.0 23.1 1,.225.8 21.6
 

Other 	 .L15.9 1.8 ­ 0.0
 
B35.1 100.0 $5,666.3 100.0
 

r'he above growth in contributions by the various
parties reflects the catalytic effect of th2A.I.D. 
loan over the three year disbursenent period, 1971-3. 
Due to this accel.erated growth, cnused essentially by
tile A.I.D. loan plus T.A. inputs, it in expected that
Fedecaces will be able to achicve a :elf--sustaining
 
level by 1975. ( 6o i nex>[IT -Ior.inanci
 

5. 	 DESCRIPTION O1 THE PROJIVCT: The proposed loan would 
assist in financing sub-loams from Fedecaces to the member 
credit unions, for the following purposes: 

(a) Relending [or fixed and wor'king capital loans to small 
farners, artisans, snall industries and small commercial 
enterprises. 

(b) Relending for personal loans to refinance usurer debts,
purchase household and personal effects, purchase medical­
dental services, pay for educational expenses and other 
personal expenses. 

(c) To finance improvements in the offices, office equipment
and management of thw credit unions themselves. 

A. L D loan fun.i will be made available to the "Borrower" 
on a pari passu basis of I--to 1; .e. one and a half units of 
loan funds to one unit of paid in share capital in Fedecaces 
and member credit unions. 

6. 	 PURPOSE: This loan project pursues several objectives and 
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(a) Address the aimnof Title MXof the IAA by involving tlarge numbers of persons'in the-development, organization
and administration of free voluntary private associations. 

(b) Provide seed-capital to accelerate the development
and reorientation of an existing private federation of creditunions and assist it to become self-sustaining. 

(c) Make credit available to thousands of people who have no access to credit under precent conditiona, with particular
emphasis on the rural arca. 

(d) Establish a system for the formation of capital not )
presently being niarshalled whtich in tinic could significantlyadd to and complement pI.'eent cje'dit reCUources. 

7. OTHER SOURCES OF FUNDS: By comimunications dated
December 2, 1969, Jaiuar-6, 1970 and December 11, 1969, 
the World Bank, the 11)13 and the Expoirt-Imnport Bank reepectivelyindicated noExhibit E) 

Intooei. in fiulanciny thin loan. (See Annex 1I,. In substance the, e ieriational agencies are 
not interested in providing conc ::n ional local currency seed­
capital loa n for credit uiiiou de velopment in El Salvador and/or
such financing is not in accot'd wili their objectives. 

In general other external fret' world sources would not beinterested in providing tlie rcltii:cd financing for the same 
reasons as stated above plu,j tim addilional fact that suchfinancing would not rneet tei risk or incon-e criteria of
private banking. In 1969 Borrower [;ecured lines of credit,at. 9% interest per annun, in kind, I.rot conimercial houses
in the anmour of approxinal.cly $1-60, 000. 11 October of 1969
the Central Bank of EIl Salvador approved a one-year line ofcredit in the amount of $200, 000 at 2% per annuni which islegally tied to relending for ''.Pr'oductive Purposes"; i. e. forloans to sr-mll agricultural and ii'lu. trial enterprises. The
Central Bank has indicated thial. it would be willing to expand /{this line of credit once the t'Fedecacon 3yloitn demonstrates
its abilily to effeclively use ,luch c redits. (See Annex II,

Exhibit G, letters from Central Bank. )
 

In addition to the dome tic resources available to Fedecaces an AID concesnional loait in needed to provide tho volume,
flexibility and margins required !.o fulfill tie purposes sotforth in 6 above. Section I1-D of the CAP provides the
supporting financial analyses and rationale. 
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8. STATUTORY CRITERIA: All statutory criteria have been 
met as shown in Annex III. 

9. VIEWS OF MISSION: The Mission strongly supports creditunion development as an important vehicle for achieving
mission objectives related to the political socio-economic 
development of low 
in 

incone groups in EL Salvador, especiallythe rural area. The credit union novcmcnt has h..
promot-ed-a-na-s'.'sisted by USA[D since 1964. The system
has been delivering extremelyir,Anied amounts of credit topeople who ordinarily do not have access to financing onreasonable terms from other Assourcez. a Title IXactivity the credit union movelnet contributes effectively

j to the developnent of free dentoc ratic institutions. There­fore the Mission congiders thin Whan a priority element injupport of USG objetives in EJ. Sojvador -rid recommends 
approval of the proposed loan. 

10. VIEWS OF TIHE GOES: ''he rN tioid Planning Council, the
President of El Salvado r, the1:) ;.idnet of the Central Bankand other agencies of the GOES lave (-:.pressed their support
of the ledecace.s syisterl and a';:;Jn a high priority .o thecontinued expans io of the sysl en. See Annex I1, Exhibit F 
for views of the GOES. 

11. ISSUES: All is sues have leen Natis;tactrily resolved duringilitensive review but loca I cost fir-nxciTu,. All of the loan
proceeds, wit!, the possibCle e>cCpt.ioL of dol.la technical
assistance contract in the na::inmunn amiount of $100, 000,would he used for local cuirrecey fi. )cing to provide smallaub-sub-Ioans of an average '20(. It is n;.irnated that
Fedecaces and its mincllwr credit uniions will disburse
approxhnately ,$;12. 1. nuH tn4Iivalct. 

new cap)ital s0ources:; and 


r uii in sub-loans (from
rQhovcr Ifunl.;) during the three-year

disbr:snineet period of the lod, and tat 7% of these disburse
ments ($8 10, 000) '.quivalent wil be iused for off-tie-shelf 
purchases of U. S. goods. Tbhip; lepr,., ent~s the equivalent of42% of WeI.;S,. 0 nillion A. J. D. Joan. Within less thanten years frni Ile time the A, 1. .[oan i operational, it isestin11tnr.lia' of-li-,shel purcia_ ns of MJ S goods causedby the project w.J exceed lie amiouni of the loan, This willproduce a positive eff',)ci, on the U. S, .ialance of payments inthe medimn run. There are no C.U. S. ovuxed local currency
funds available for this loan .puject 
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.v~v ttees d ;To=e ~ -~ $ al~ 

bee lnewul of credit:tmnty rrowerrmeori'o~t.e a 
mneht,' direct payment, letter of coihmltiexi IT 

ort~i~rmutaly'acceptable method. 

Procurement would be managed by the sub-sub-borrbwerp the 
very 	small entrepreneur, whowould generally usmall

quatites f'cmmoditics ofheslf 

13. 	 RECOMMENDATIONS: On the basis of Intensive Review of
 
the Project the Capital Assistance Committee conciude's that
 
the project is te~cini'calry, cconomnicaly an financ-faly

justified, it is recBmended that a loan to Fedecaces for an
 
amount not to exceed $2, 000, 000 be authorized subject to the 
 -

following terms and conditions: 

(a) All loan funds will be-ato. ~rAca~u~ec 

(b) Repayment will be over a Lwenty-five year period, including ii 
a seven year grace period. Interest during the grace period 
will be two per cent (2%o per annum and three per cent:(3%)* 
per annum thereafter. , 	 .. .. 

(c) The GOES will be offered the Lwo-step procedure as an 'pt'o'n 
on the condition that 'theGOES guarantees the full amount of the 
A.I.D. loan. 

(d)Interest and principal panents will be made in U.S. dollars,*
 

(e)Prior to any disbursements, FEDECACES and its member credit
//unions will individually pass 41so .~,in form ,andW 	 substance 
satisfactory to-=) back1ng this loan with the full faith and i( 49 

integrity of the credit union system and attesting :to
the moral'9
 
Lpbligation to repay the loan. , Lr9
 

(f) Source and origin of procuremenL would be largely_' -. *9 

El Salvador in off the shelf Items, although some external 
procuroment is conceivablo and will be limited to~te United, 
States or independent countries of the Western Hemisphere 
south of tlio United Statea (except Cuba). '."-~ ~9 

9. -.. .. . . . . . ..... .. +.+i9 . . . . . . . .9
9 . 9 9UNCLASSIFIFID - ;I1.+9.+kiS9 

99+'+++o++ 	' + 9#9e++,,, 
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(g) Prior to any disbursement of loan funds Fodecaces 
will assure the convertibility of local currency to U. S. 
dollars and set up a reserve for the maintenance of the 
value of dollar loan funds in form and substance satis­
factory to A. L D. 

(h) A. L D. loan funds will be made available on a pari
passu basis of one and a half (l-) of loan funds to one (1)
of paid in share capital in Fedecaces and its mernmber 
credit unions. 

(i) Borrower will covenant that it and A. 1. D. would carry
out progress reviews as deemed appropriate by either 
party and that Borrower will take remedial action as 
appropriate. 

(j) The .o0 mi atithorizaLion will include a sla:Ifement& 0the 
effect that the loan will be subjcct to uuch'ot1ier terms 
and conditions as A. 1. D. may dccm advisable. 

PROJECT COMMITTEE: 

Capital Renources Development :K. Davidson, AID/W LA/DR
Officers :. T. Foley, USAID/ES 

Financial Analyst :A. Castro, CUNA/LARO 

Credit Union Consultant :P. P6rez G., CUNA 

Credit Union Specialist :N. Alvarez, CUNA 

Special Advisior :T. D.ickey, PCV/ES 

Progr,m Officer :R. Witherell, USAJD/ES 

F.'Colin ist :J". Ferch, U.S. Embassy/ES 

Counsel :Kent Knowleti, ROCAP/G 

Drafting Officers: Davidson/Foley 
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AID-DLC/P-890 

May 15, 1970
 

SECTION L NATURE OF THE PROJECT 

A. DESCRIPTION OF ACTIVITIES 

1. Project Definition 

The Borrower (Fedecaces) is a Federation with 78
affiliated credit unions having a total mnembership of over 10, 000.
Fedecaces is located in San Salvador and its members locatedare 
throughout the country as shown by the map in Annex II, Exhibit 
C. By assisting the system to consolidale its growth to date,

vide for futuie expansion and develop 

pro­
a self-sustaining organization,

the project will pursue scveral purpose,,_: 

Project activities will involve thou,.adJs of people, voluntarily
associated in credit unions, in the democratic processes of 
organizing and managing then.e private euterlirises, Overall
individual political socio-cconoinc devclopnc nt will Le enhanced 
and sonie inovement from the rigid traditional paternalistic
patron franework of dependency toward, a more independent,
democratic and individually respons3ible framework can be expected. 

'housands of people will. have accets to credit. Credit union
service,, vll provide escape fron Qs urer~s rates, which in a few 
cascs run as high as 20% per day, make better and nmore effective 
use of available personal resources, and a relatively better 
standard of living will be achieved. 

The system iwil also assist. in the formation of additional 
capital by bringing the sina.] savings of thousands of people together,
as well as providing a chianne] for other domestic and foreign
capital. Fedecaces will comi)lemelnt l1he pres ent banking system
and the iavingts an( loan system. [ts deposithj will be held in banks
and it will use various banking service,. in addition it will build 
credit worthy applicants for the other systenis. 

Specifically over the three-year project period Fedecaces hasset up the following estimated goals: 

Membershi_: fron 10, 000 to 30, 000 

Credit Unions: from '78 to 137 (inc.uding branch offices). 

Loan Portfolio: from $250, 000 to 1;3,138)000' 
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Share Capital (1) from $4, 700 to $350, 000 

Note (1): With the forced cap,.talization system the Credit 
Unions will be increasing their shares in 
Fedecaces in relation to their borrowings from 
Fedecaces.
 

in order to carry out the project Fedecace3 will expand its
subloans to affiliated credit unions who in turn will expand their 
sub-sub-loans to credit union menibers, in the following 
categories: 

a. General. Purpose Loans to: Conoolidte debts; 
'.-
 provide small conmercial lons, pay for medical-dental/ n; pay for educatio-al cxpent;,.., purchase houscholdservices; or 

personal effects, improve housing; c tc 

b. Productive Joans. I'or IJ_-:cd and working capital
needs of very small eiit.reprouneiurs, sni0all farmers, sharecroppers
artisans, cottage industries, and si,,all industry. 

c. Administrative Inijroveinent: loans. A portion of the
A. L D. loan will he used to est-/'liii a revolving fund for this type
of sub-loan, based on studien which prove fin-"ncial feasibility.
They will be used to finance full tine professional staff, office 
equipment. and office rufurnisbiing,, 

Fedecaces is expericsced it thcs areas of lending and no
tniutual operat ing proIblein, are forc;een. An entirnate of loan 
use i sihown ill the table below: 

Type Loan 1970 1971 1972 1973 1974 

General Purpose 6% 36% 44% 39% 3876 
Productive 7 % 52% ,18%, 52% 55% 
Management 16% 8% 7%12% 9%ol oO-%Ir6 F,--o--/OON
 

In addition Fedecaces will. exYpand it siervicest to affiliates 
in all areas of credit union activi ics,. 

2. A. . D. Vinancing 

The total project will. co.st $17, 733, 500 virtually all in local 
currency, of which A. I. D. will contribute up to 2, 311, 500, as 
shown in the table below: 

UNCLA .'35 ,D 



SShareI CapitalJ 342.1-_ -4, o673. ' -922.6
Othr Sourcesi t 7o9 I.:udeo oa_ . . 

1There may be a disbr-noter flow overtand to provide for this contingency, the loan has a 3-yeardrawdown estimate.~ 

A. L D. loan funds will be made available on a parf ,passu basis with share capital purchases in the fed~er0a.any affiliated credit union, at the ratio of l1 loan fun~irtshare capital. ,Other sources would include loans 
Ai 

~ ~ "'%Central Bank anid other financial in iuins- rfrom commercial houses. The Centrallines of credit to the B orrower in Octob 
3a 
r, ' , - 1900 1and intends to expand this amount (see:l:t j.,. .G). The Banco Hipotecario has authorh ,'credit for the teaching professont c 

'it by the same amount when needed,. G- 57ft'. . '" provided lines of credit to Fedecaces-atJ k rm~ .are high they will be used if necessary . t 1:)*Ito x" 01the Supervised Agricultural Credit 
Lek: 

,,;)F AP4o (Aa.-t, ­ .of Rural Welfare), the Fund forE0 c 0,1 , 2 0,
Livestock (MEGA) and Land(M
wish to use the credit union syst'; °"K ~delivery systems. CoordinationC1 o 

1 
,;-Vrt ,,p 0 i . . ,pursued by Fedecaces. 

No problems are foreseen In- 'I"capital since projections are bas
motivation is provided in that thi 

& -Y"! : 
.' e" T* . to increasing paid-in share cap l fo. " -"..' 

-. ,,..have no control ,.over the contrlbi 
have been sufficient oe-pressio 

' k tb i g -­
'1 L,dilficulty is anticipated in secu f ,*{ii "{:.i!( into the system. ', ""-'.. 

3. 0 eatIonsof edoca, 

sub-loand are made o -oa%,o %41;vthe demand (oee credi nturvey 0,for,goneral purposoaoans, w tkz4 
1$ 

*"4A 
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First priority is givon to eotablitihing creilt unions in locationswhich have no financial institution whatever. Secondly, creditunions are promoted where their services are complementary
to existing financial services. And finally they are promoted inplaces where existing services are not accessible to all that 
need them. 

To carry out its policy Fedecaces performs a number of 
services and functions, briefly described below: 

a. Management Seniinars 

Fedecaces offers courses 
in all aspects of cooperativisi-n. 

on local, zonal and 
Tuition in charged 

national levele 
for all courses 

to defray expenses, 

b. Technical Asnistance 

To help the credit unions improve their operations technicalassistance is offered in the following aspects of cooperativeadministration: accottinAg 1 au, iti.ig, olfice organization, budgeting,projections, organization of proinottionai cajnpaigns, loss prevention,bad debt control, financial counseliig for members, agricultural
technical -sr.sisfance for meinbcr,; witl production credit, generaladminii.tr'Atioii for the Boards of .Direc;:oj..s, organization of new 
services by the credit unions. 

c. Supervised A.riculturaJ roduction Program 

This jrogram provide .;agricultural production supervisionand intensive cooperative manage ne il:deve.lopmentt in conjunction
with the necessary financing. The object of this program isprovide tothe s mall fariners whlo hav arnsociaLed in credit unions,with the credit necetc ary to puirchas niodera agricultural inputs,
and the technical education and supervision needed. 

d. Legal .A;ssiance 

The Legil Advisor of L. dcdecacr; the memberi avai)1be tocredit unions for assistance in loan collecLions, and for groups inthe organizational stage, assistance in the process of chartering
and the legalization of their By-Lawt,; 

c. Publications and Suplie.n 

The Publications and Supplies Departnient prints and supplies 

UNCLASSIFIED 
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accounting forms and educational materials, offers a printing
service to the cooperatives for Annual lteports, bullatiqa.
etc., and sells at reduced prices some office supplies and 
equipme nt. 

f. Savings, Loan Insurance and Bondinig" 

Through an agreement with CUNA MUTUAL Insurance 
Society, Fedecaces offers life insurance on individual
 
members savings and loans. This insurance pays fQr loans 
outstanding and pays to the beneficiary an amount equal to the
 
deceased persons savings. In May of .1970 it is hoped that the
 
Federation, through CUMIS, will be offering 
a bonding service
 
for local managers and leaders.
 

g. Central Account 

Presently in the planning stages is the service of Centraliza­
tion of Funds and Accounting. 'T'his ;ervice will utilize presently
unused reserves, allow a rapid traiisfer of unused funds within the 
affiliated credit unions, and improve the Jiquidity and solvency of
the credit unions a.nd the Federation. This service should be 
operational by the end of 1971. 

h. Financing 

The FeJ.ecaces bcgan n aking loans to its member cooperatives 
-in October, 1967, with a maximum ainount of $400 per loan. These 
loans were nade from tile capital of Fcdocaces. In April, 1968,
the amount was raised to $800 per loan and in October, 1968, it was 
raised to $2, 000 due to an AID grant for use in financinr r, needs 
of its members. Loan uses are desc:ribed on page s~une 
section.
 

Sub-lending procedures are veLldeveloped and follow these 
steps: 

a. Loan Papers. Fedecaces requires the following 

documentation: 

1. A properly executed application on Fedecaces forms. 

Z. A copy of the credit union charter and By-Laws. 

3. Balance sheets and Profit and Loss statements for 
the last three years and a Trial Balance of the latest month. 

4. A loan delinquency report. 

UNCLASSIFIED 
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Union. 
5. A copy of the Loan Regulations of the Credit 

6. A certified copy of the nminutes of thn meeting,
signed by the Secretary of the Board of Directors, whereby
the Boajd is authorized to apply for the loan and the names ofthe representatives who can sign and act for the credit union inmatters related to the loan. 

7. A plan for the use of the loan. 

b. Loan Evaluation. The loan papers are studied andanalyzed by a oanTofiicer of Fedecaces. A report is preparedwhich contains an analysis of thLe adnijijistration, the operationsof the credit union, the capacity to pay and andthe recommendations
conditions necessary for the protection of Fedecaces interests. 

C'. _,I_.ova1. The Manager" is authorized to approve loansto $800 and to authorize certain oI:lite spccial types of loans. 
up 

other sub-loan applications are approved 
All 

by the Credit Comn.ttec
of Fedecaces. 

d. Disbursement. Once the loan contract is signed by tleapplicant, the disbursement is made by cLeck and delivered to arepresentative of the sub-borrower or it is delivered by mail. 

Loan Control and Evaluation.e. Subsequent to disbursement
of the sub-loan periodic visits are made by extension agents and
auditors of Fedecaces who verify tLhe ur-e of the sub-loan, evaluate
the results and arrange for technical, assistance as needed.
 

There are 2 delinquent Joanis of 18 loans outstanding, amount­ing to $410 of a total loan portfolio of $29,854. 

Both loans are considered collectible. 'he delinquency rateamounts to about .- 4% but, .'edecaces loan volume is too smaallat this point to draw valid conclusions on delinquency. The projectcommittee believes that a 5% delinquency rate and up to 1% for baddebts are valid estimates. 

Operating practices o.f the affiliated credit unions (sub-borrowers)clo3ely follow the pattern of Fedecaces and do not need to berepeated here. 
Supplement No. 

A model for credit: ulion By-Laws is available as3. Other sources of comparative iwforination arefound in Supplements 1, 4 and 6. 
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In carrying out its functions Fedecaces has reached a 
level of activities that sets a norm of visiting each credit 
union at least once a month and sponsoring one seminar per 
week. It also makes at least three spot check visits and one full 
uadit of each affiliated credit union each year. 

B. BACKGROUND OF PROJECT 

1. The Cooperative Movernent in El Salvador 

The first chartered cooperatives appcared in El Salvador in 
1914. These were generally mlti-purpose production cooperatives 
that lived short lives. The largest ini the country is the Cotton 
Producers cooperative, created by governmental decree in 1940. 
This cooperative controls all of the cotton production, marketing 
and acreage allotments are clanne.ed through it. The government 
has entrusted the job of cooperative development and promotion to 
the Ministry of Agriculture, the Ministry of Labor, the Ministry 
of Education, the National Supervised .Agricultural Credit Agency 
(ABC), and the Community Deve)opnicnt agency. In the private 
sector the Salvadoran Coffee Conipaiiy promotes the organization 
of cooperatives of small coffee produccr.;, the Catholic Church 
develops and services credit and proluctiort cooperatives among 
sirall farmers through its Federation of Gooperatives and the 
El Salvador Credit Union Federz tio (FED'CAGESJ organizes 
and serves urban and rural credit unjonso 

In 1943 the Government of El Salvador created a "Rural 
Credit System" which uses quasi-cooperative local organizations 
controlled by an autonomous governnental Federation. 

At the beginning of 1969 ther,, were 253 cooperatives, not all 
of which were chartered. 

Classified according to type there were: 
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Type of Cooperative No. % 
No. of 
Members __ 

Credit Unions 
Savings and Consumer 
Artisan 

131 
17 

7 

50. 78 
6, 59 
2.71 

11,341 
1,694 

331 

37.29 
5. 57 
1.09 

Agricultural 59 22.87 6, 671 21. 93 
Multiple Services 
Production and Marketing 
Transportation 

34 
6 
4 

13.17 
2 33 
1. 55 

1, 080 
9, 097 

201 

3. 55 
29. 91 

.66 
gf8f 100. 00 30,415 T0. 00 

Until recently the cooperativcs in El Salvador functioned
under the Salvadoran Commercial Code° .1i November of 1969,
the Legislative Assembly of El Salvador passed its first "Law of 
Cooperative Associations" and at the same tHine created the
"Salvadoran Institute for Cooperative Development". (See
Supplement 1) The new law provides Hie following advantages: 

1. The government 1tecognizes cooperatives as positive
instruments of social and economic development for the country. 

2. It clearly defines the activity of cooperatives and sets
specific norms for their constitution, adninitr;Lation and super­
vision thus avoiding dangerous deviations fro-m the cooperative 
sys ten). 

3, It facilitatcs tile legal process of chartering. 

4. It establishes clear norns for tlie integration of
cooperatives into tile Fcderations and for -Federations into 
Confederations. 

The Salvadora .Inatitute for Cooperative Development will
be the specialized official institution charged with promoting,
coordinating, and s upervising the organizatirn of all cooperative
activitien in the countryo The govcr nent will 'channel all the 
'fforts of its Ministriei in cooperative vor,:k through tho Institute.

rThe Board of Directors of the Institute will consist of ten persons,
five of which will be named by tlhe govertinicni; and five by the 
cooperative movement of El Salvador. 
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2. Genesis of the Project 

The USAID/El Salvador has been providing technical 
assistance to the credit union movernent since 1964. That year 
ROCAP and CUNA International initiated a program of credit
union organization and development utilizing modern concepts 
adapted to local conditions. A cooperative technician was 
contracted to be the CUNA/AID Project Director and a staff of
local fieldmen were hired to org;tnize and develop the credit 
unions. By 1966 56 credit unions were formed representing a
 
total of 4, 241 members, $63, 736 of paid iln capital and a cumula­
tive total of $1 51, 
 610 in loans. 'lhe Cr cdit Union Federation was
 
formed by these credil unions and charLered in une of 1966.
 

Affiliated credit unionn now ntmnber 78 with a total membership
of over 10, 000 and paid in sihare capital is, about $,425, 000. CUNA 
provides two contract technicians ,Iiidr USAID contract who work 
directly with FEDECAGES and the mumbor credit unions. The 
project also enjoys the back up re :i'vJcu; of the CUNA/LARO t:eain 
based in Panaii. Without All.) assit;:.amce it. ii doubtful that the 
credit union niovemIent would be .thi, fa r advanced. The Fedecaces
systeii is under cons tant study by USAID and C(NA and the last 
published study in depth was donce iii 1968, and is represented by
Supplement 4, "Analysis3 of the L'c d,.ration of Credit Unions of 
E1 Salvador". 

In vie, of the rustai n.d growtih ,f the florrow.:r, the USAID
forwarded an I]t.[ to AID/W which v,'a: approved by Cable State 
203276 dated Deerelbcr 5, 1969. (See Annex I-A)., All of the 
issues rained ill the IRR and res.ponse have been resolved in the 
opinion of tie Project Cominittee. LIA T(,JV, Ir':ues" 
provides related infoxit'ation. 

FEDECACES formnal applicaltion is dated February 16, 1970 
and is shown as Annex II.-A, "IBorrowcrns Application". 

3. Other Sources of Funds 

Dther international agencies have rihown no interest in financing
the project and the negative response of the, Export-Import Bank,
the World Bank and the IDB are shown in Annex II, Exhibit E. The 
project cannot meet commrercial banking criteria at this time so 
that source of funds cannot be tapped. Local development funds 
are available to some extent at the prcsent tJnne, but not on the terms 
required. They are foreseen as a substiantial. resource in the future. 
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C. PROJECT JUSTIFICATION/RATIONALE 

1. Relationship to CASP. 

El Salvadorgs latest CASP submission sets as a course ofaction to "promote the continued de ieloprnent of.. ... creditunions, cooperatives .. *... ° pursuant to Title IX of the FAA. " 
In addition to ATrthering Title IX objectives, this project will
also assist in the "Improvement of Agricultural Productivity" 
a primary CASP objective. 

2. Relationship to El Salvador's Credit System 

Fedecaces will complenent the present credit system byproviding services which are not presently available whrlly and

partially and serving people who do not presently have 
access to
credit. An in depth study of agricultural credit institutions wasjointly made by the National Planning Office, with assistance from

the Ministry of Economy, the Banco Ilipotecario and the Inter-

American Development 3ank, A 
 sunmary of the study is attached 
as Annex JI, Exhibit. 1-, ''Agrt-icultural Credit Inslitutions".
 
Evaluations 
of all sources of credit in El Salvador are made;institutional, non-institutional and special. Included in the study 
are sources of funds, major beneficiaries, loan uses and short­
comings of each source. Major shortcominlgs are outlined below: 

a. Institutional Sources of Credit 

1. An overwhelming proportion of credit is for working
capital. 

2. Credit for expansion and modernization of productive
capacity is below requirementiu. 

3. Terms of loans do not meet the needs. 

4. An overwhelming proportion of credit goes to finance
traditional export crops - coffee, cotton, sugar. 

5. Food crops are starved for funds. 

6. Most institutions follow too conservative an approach
and minimize risks, thus favoring the large, affluent borrowers whohave credit standing and collateral to pledge. 
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7. An over emphasis on real estate as collateral and 
the reluctance to accept crops or livestock as security. This 
excludes many competent small and medium size farmers. Quite 
often the credit is not used for the purpose for which it was borrowed. 

8. Shortage of overall financial resources, poorly dis­
tributed in favor of traditional exports and large landowners, forces
 
the medium, small and very small farmers to borrow from private
 
non-institutional sources at much higher cost.
 

9. Shortage of qualified agricultural technicians and
 
absence of agricualtural research and feasibility studies upon which
 
to base loans. 

10. Slow processing of loan papers and excessive 
centralization of decision making. 

11. The credit delivery system, is not extensive enough 
and many areas do not enjoy credit services. 

b. Non-Institutional Sources of Credit 

1. Credit is almost alwa'rs short term and for operating 
capital only. 

2. Interest charges are relatively high, amounting to 
31o more than commercial bank rates. 

3. Credit extended is often part of a sales contract,
binding the producer to sell at a fixed price below the market 
price. 

4. Credit is insufficient to meet the needs of the medium, 
small and very small farmers. 

c. Special Agricultural Credit: Programs 

(Land Improvement - META), Cattle Improvement (MEGA), 
Swine Improvement (MEPO) and the Central Bank0 s Economic 
Development Fund (FDE). 

1. Shortage of qualified technical personnel. 

2. Lack of effective control over use of funds. 

3. The practice of permitting the financial intermediaries 
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to apply their own criteria for lending, which often conflicts

with the purpose of the loan program.
 

4. Poor coordination and understanding between the
technical and financial aspects of projects.
 

5. Lack of required project development. 

6. Poor planning and follow-up on investment projects. 

7. Lack of coordination between government agencies

and programs.
 

It would be pretentious to think that the FEDECACES system
will correct the above shortcomings, but it 
 can assist towardscorrecting some of them. It is expected that FEDECACES will: 

1, Provide credit to small and very small farmers. 

2. Tailor loans to fit the needs. 

3. Not make loans for traditional export crops coffee, cotton,
and sugar.
 

4. Lend without real estate collateral and will accept
 
crops, livestock or a personal note 
as security. 

5. Control end use of loan funds. 

6. Address the shortage of overall credit resourcesby bringing ever increasing amounts of new capital into the credit
 
system of the country.
 

7. Process loans rapidly in a decentralized way through 
its member credit unions. 

8. Extend services to areas not presently served. 

a9. Provide credit source as an alternative to theusurer and other high cost sources of credit. 

10. Be able to channel funds from special sources suchas META, MEGA, FDE, and ABC through its affiliated credit 
union members. 

11. Arrange for the provision of necessary technical 
assistance. 
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3. Contribution to El Salvadorgs Economic Development 

Although the conflict with Honduras set back Ri Salvador's 
economy, through hard work of its entrepreneurs and the good 
fortune of rising coffee prices the country appears to be approach­
ing its pre-conflict growth rate of approximately 4% GDP. This 
recovery has occasioned shifts in traditional sales and investment 
patterns; import substitution and export promotion activity have 
increased. Private investment has resumed with caution as 
entrepreneurs assess tle future of the markets of El Salvador 
and Central America. 

While economic growth is still sluggish at 4%, population
growth maintains a high rate of 3. 6%, virtually excluding any per
capita income gain. Complicating the issue is the fact that almost 
50% of the population is under 15 and no significant reduction in the 
growth rate is foreseen for the near future. 

The GOES appears to be taking an increased interest in eco­
nomic and social development as reflected by an expanded public 
sector investment program. The government has recommended 
a substantially increased 1970 investment budget to the national 
assembly, to be financed by a sales tax not yet approved. 

The influx of refugees from Holuduras has exacerbated almost 
all of El Salvador's socio/ecoroinic problems, but has not created 
any acute problems. The GOES is re-locating the refugess and 
is assisting them to find employment. By these measures the 
GOES shortly hopes to fully integrate the refugees into the life of 
the country. 

In the future the economy can be expected to accelerate 
modestly, if exports continue to increase and coffee prices remain 
reasonably high. Should this occur import controls may be gradually 
reduced. Private investment would increase, with emphasis on the 
domestic market, and the world market. A more cautious invest­
ment approach Lo the Central American markets, as it undergoes 
restructuring, appears likely. 

Future GOES investment programs are expected to concentrate 
on public works construction, export promotion, land reform, 
agricultural and rural development and educational reform. The 
problem of financing these programs will probably constitute a 
continuing source of public debate. 
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The loan to FEDECAC,S is not expected to have great impact 
on the major economic issue:' such as private investment, export
promotion, import substitution, tax revenues anid the development 
of the CACM. However, the czredit union system will serve 
thousands of people in the rural sector, assisting them to achieve 
higher agricultural productivity and incomne. Refugees would have 
access to credit through the systcm and imight be assisted in
 
their resettlement process.
 

The present loan will provide "seed capital" to strengthen

the system. I:is too early to project the econuinic impact of the
 
program. Optimistically viewed, in the fulture it could develop
 
into a third financial system of significant importance, and also
 
serve as one vehicle for the overall developmi, nt of people in the
 
lower income groups, especially in the rural areas.
 

4. Debt ServiceCafjt 

Debt burden of GOES is relatively low in comparison to other 
Latin American countries of similar ccoiJinic conditions. The 
present loan should not represent much of an additional burden. 

5. Impact on the U. S. Econoip-_y 

The loan will not have an adver:se effct on the U. S. economy
due to competition with U. S. enterprise. During the disbursement 
period (1971-3) total project purchx;ies are eithrnated at $12. 1 
million dollars, of which 7% or $810, 000 is estimated to be of U. S. 
source/origin from off-the-shelf purchasc.. Within 5 to 7 years
project pL1l'CA;I6Cs Of U. S. source/or. in will equal the amount of 
the loan. In the long run the loan is expe ctcd to nake a contribution 
to the U. S. economy. 

6. Ti'i5-The3uildin. of Democratic Institutions. 

Title IX providc;flLh:K :3h]. pi.r ed on assuringt "mphav,.2 
maximum larticipation through encouragerient. of private voluntary
organizations and strength,.ned local government institutions. " 
Credit union development directly addresses Title IX objectives. 
Thousands of people participate ,:nd become deeply involved in 
building cooperative enLerprises and thereby pa:rticipate in the 
process. It constitutes a practical laboratory for personal develop­
ment by: 
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''~I Providing opportunitiessfor docoion making', 'grow4t~ of raponibility and 'development of socia'Mdslti'6; 

2.Demonstrating the igh~tofmjrtrueadth
protection of th~igits 4 the7 idiviuL 

'7 7.,~"3. Changing individual motivation andlattitudes, anid' 
y4: ~developing' responsible leadership.O~ 

,. 7 
. 

7. Consistency with the CIAP Reviews . . . . . .',7 4 

Although the CIAP has not made specific reference to
cooperative, and/or credit union development in El Salvador, it is
the conclusion of the project committee that this loan add ' se 6othe CIAP findings and recommendations for the social and economicdevelopment of El Salvador. 

8. Certification of D/USAID 

fThe USAID Director certified on March 4, 1970 that in his i A 
opinion FEDECACES has demonstrated the necessary, capabilities .'to carry out this loan project. Refer to Annex 1, ExhibitB, for
the actual certification. 
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unions from the present 10, 000 to 30, 000 by the end of 1973. This 
additon of 20, 000 low-income families will benefit an additional 
100, 000 people (at an average of five people per family). 

Family monetary incomes of prospective credit union members 
is estimated to be $712 equivalent per year in 1970. With the 
assistance resulting from the project, it is estimated that the 
family income of affiliated members will rise to $863 equivalent 
per year by the end of 1973, an increase of $151 per family, or 
Z1. Z0/0. 

This produces a productivity increase of $3,020,0C0 per year
for the 20, 000 newly added nimnebers. These added productivity 
benefits would exceed the amount of the All) loan. 

This magnitude of productivity increase will be signficant to the 
100, 000 low income and narginal family mreinbers, who are 
striving toward middle class stature. Many of these will eventually 
become a part of the potential. national tax base of the country. 

3. Social Evaluation 

The underlying purpose of this project is the personal develop­
ment of 30, 000 people b3y involving them in the organization and 
administration of a credit union system. They will be voluntarily 
associated in grass-roots private democratic organizations. Through 
such participation it is expected t1mt [he objectives of Title IX of the 
F.A.A. will be served. 

It is likewise expected that. by educating the membership to a 
responsible use of credit and an appreciation of savings that many 
social benefitsn will accrue. Loans for imnproved housing, personal 
effects, education, and better hcalth will. be extended to ever increas­
ing numbers of people. By eliminating usurer debts and providing 
credit on individually der.igned tetmr; ;A more effective use can be 
made of available fainily iacomC. 

The system offers the small and very mal.1 entrepreneur a 
source of credit, technical assistance and personal education. 
will improve the productivity of thousands of people and their 

This 

standard of living and quality of life. 

In summary it offers hope to many of improving their lot and 
satisfying some of their ninimum aspirations. 

The mere fact of voluntarily associating with others to make 
decisions to improve the group as a whole and for self-improvement 
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constitutes social development. To arrive at the decision to join 
a credit union implies the assumption of personal responsibility to 
contribute to the group as well as to enjoy the benefits. 

C. FINANCIAL ANALYSIS 

1. Fedecaces Operating Situation 

Since its inception, Fedecaces has shown annual operating 
losses (See Annex II Exhibit D-1) as would be expected during the 
pilot period in which the framework of a national credit union 
system is being established. These operating losses have been 
offset by A. I. D. grant subsidies to Fedecaces (Annex II Exhibit 
D-Z). During 1966-1969, Fedecaccs7 net operating loss represented 
86.9% of its net operating expense-. As edecaces gained experience 
and benefited by the technical assistance provided by.A. L D. grants, 
this ratio began to turn downward, being 98% in 1966, 99% in 1967, 
74% in 1968, and 83% in 1969. (1969 showed higher technical 
assistance costs as lending program- was expanded). 

The cumulative net loss dcuring 1960-1969 amounted to 
$.71,100. Virtually all of the nct, los!;es incurred during this 
period were for the expenses of creation and inmprovement of 
affiliated credit unions. Fedecaces sub-lcnding activities only be­
came an in-portant part of its operatioits in 1969. 

From 1970 through 1974 l'cdecaces expects to produce 
operating revenues through subst niti.ally expanded sub-lending 
activities, to the point. that A. 1.D. grant subsidies will no longer 
be needed. Fedecaces net losses arc projected to decrease from 
$1211 ,500 in 1970 (a year in which A. 1. D., loan funds are not 

expected to be available for substantial expansion of Fedecacest 
1sub-lending program) to $9,) 00 in 1.971, "uad 3;34,800 in 1972. 

in 1973 Fedecaces projec-,; a net a:ian fricui ofi.raLions of $42,60o. 

2. Cornparative Balances 1966- 1969 

Fedecaces began operations in May 1966, as successor to 
the AID/CUNA cooperative development program, which began 
in late 1964. As of December 31, 1969, Fedecaces' assets 
totalled $81, 400 (equivalent), against liabilities of $28, ZOO, and 
capital and reserves of $53, Z00 (of which paid-in capital was 
$4, 700, reserves $5, 500, and a carryover of A. L ) granted funds 
for sub-lending of $43, 000). Loans outstanding amounted to 

$47, 800. Comparative'balance sheets for the period 1966-1969 are 
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shown in Annex II D-3. 

Throughout its four years of operations, Fedecaces hasmaintained a satisfactory working capital ratio and its cash
position has been satisfactory.
 

Fedecaces' working capital ratio did notsignificant datum for financial analysis until it 
become a 
dedicated a largerpart of its program to sub-lending in 1969 as an effort towardapproaching self-sufficiency. In 1969 FedccacesO working capitalratio (current assets to current liabilities) was 2. 4 - 1. 0, andnet working capital amounted to $40, 200. It is anticipated thatFedecaces will maintain a satisfactory working capital ratioaveraging about three to one during the ycars 1970-1974. 

During 1966-1969 Fedecaces has operated primarily on itsown funds derived from affiliated credit union savings and A. L D.grant s. Thus, the ratio of net worth to tWal liabilities isnot significant to that period of its operations. Starting in 1970,Fedecaces will incur short-term tCentral Bank credits) liabilities,and in 1971 long-4erm liabilities (A. L D. loan drawdowns).
 

From a cold 
capital risk viewpoint, 1'edecacesltotal liabilities during the period 
net worth to

1970-1974 may not be favorableenough for it to safely incur additional long-tern indebtednessunless it is of a concessional type. A covenant will be included inthe loan agreement to require A.. LD. us prior approval ofFedecaces2 incurrence of any additional medium or long-term
indebtedness during the life of the loan. 

3. Loans made by Fedecaces 1966-1969.
 

During 1966-1969 Fedecaces made 
26 loans aggregating$72, 747 (equivalent). By function, these loans were distributed as
follow s: 

Function Amount Percent
 

General Purpose $Z8, 400 39%
Productive 43, 366 60
Management 981 1Total $7Z, 747 100% -
With the assistance of the A. L D.being performed on Fedecaces 

Regional auditor, an audit
during intensive review has revealedthat Fedecaces has complied in all material respects with A. L D.grant agreements and covenants. 
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An informal project commiLtce examination of Fedecaces 
accounts during February 1970 indicated that Fedecaces 
delinquencies on sub-loans made from A. L D. grant funds were 
about 1.4% and it had not suffered any losses from bad debts. 
Fedecaces small reserves for bad debts appear to be adequate 
for at least the short-term future. 

The projected expansion of Fedecacess lending program, 
caused by the A. I. D. loan and funded from both A. L D. and local 
sources, will undoubtedly be subject to a higher delinquency rate 
than has been incurred during Fedecacesl short .ending experience 
to date. It is anticipated that adequate reserves for the contin­
gency will be established by Fedecaces as a result of the recom­
mendations which will be made by A. I.D. grant funded technicians 
who will assist Fedecaces in expanding its system. 

Fedecacesl annual].lending activitics increased from $1, 700 
during 1966 to $54, 000 during 1969. The projected cash flow 
for the period 1970-1974 estiratcd Fedecaces loans to sub-borrowers 
at $234, 400 for 1970, :t;.l,26,000 for 1971, $2, 957, 900 for 1972, 
$3, 433, 700 for 1973, and $4, 306, 000 for 197,1. See Annex It D-6. 

4. A. L D. Is Contribution to Fedecaces C apital and Operations 

A.I.D. has inade substantialU technic.Ll as:sistance contributions to 
FEiDECACES and anticipates phasing out by Ihc end of 1973 as shown in the 
following table. 
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A.T.D. Technical Assistance Grants to FEDECACES
 
(in thousands of U.S. $-equivalents)
 

Year Total 

1966 (Actual) $ 68.2 

1967 " 58.7 

1968 " 74.1 

1969 " 167.0 

1970 (Prograned) 158.5 

1971 " 50.0
 

1972 
 " 30.0 

1973 " 30.0 

1974 NONE 

$636.5
 

5. Financial Plan 

Estimated contributions of loan funds to the project 
over the estimated 3-year disbursement period are equivalent
to $5,666,300 broken down as follows by source of funds: 
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Total Contributions of Loan Funds in Total
 
System (Fedecaces plus Credit Unions)
 

1970 %1973
 

A.I.D. 0 0.0 $ 2,000.0 35.3 

Fedecaces $ 32.0 3.7 . 212.5 3.8 

Credit Unions $ 617.2 71.4 $ 2,228.0 39.3
 

BCR $ 200.0 23.1 $ 1,225.8 21.6
 

Other _. .5.9 3.8 - 0.0 
$ 865.1 100.0 $ 5,666.3 100.0 

The above growth in contributions by the various 
parties reflects the catalytic effect of the A.I.D. 
loan over the three year disbursement period, 1971-3. 
Due to this accelerated growth, caused essentially by
the A.I.D. loan plus T.7. inputs, it is expected that
 
Fedecaces will be able to achieve a self- ustaining
level by 1975. (see ADRTEX II-D for iinanciai'data._-

As seen from the foregoing table, domestic resources are to 
ecount for 64.7% of the loan program and 35.3% vill come from -the 
ID loan. AID grants are in addition to the above. 

5. Terms o'fthe Loan 

The terms recomnended for the proposed loan of $2. 0million are a 25-year amortization period for Borrower, including 
a 7-year grace period on repaynent of principal, and an interest 
rate of 2% during grace period and 3/0 thereafter. The two-step
procedure will be optional. If GOES elects to accept payment in 
colones from Borrower, it will make dollar payments to A. L D. 
over a period of 40 years, including a 10-year grace period at an 
interest rate of 2% 3%during its grace period and thereafter and 
will also guarantee repayment. 

6. Justification of Loan Terms 

The project conmnittee believes that the terms reco mended
 
are essential to Fedecaces' development financing needs, and
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are in conformity with current A.I.D. practice. The financial analysis

of Borrower (Statement of Operations, comparative balance sheets, and
 
projected cash flow) indicates that Fedecaces will be solvent financially

and can reasonably be expected to assimilate the amount of funds being
requested. The loan also will make an important contribution to achiev­
ing an improved level of income for thousands of Salvadorans, and to 
some degree, strengthen the country's balance of payments position.
 

7. Availability of Alternative Sources of Funds.
 

The loan committee, after considering the numerous efforts of
 
Fedecaces to obtain credits from other lenders, is convinced that
 
A.I.D. is the lender of last resort for the concessional-term funds
 
which Fedecaces requires. IBRD, IDB and Eximbark, have respectively 
indicated no interest in this loan. (See Annex II - Exhibit E). 

8. Prospects of EeIo=nnent. 

The loan will not be guaranteed. Given the important Title DC
 
purposes of this loan it is believed desirable to keep goverlment

influence and/or paternalism to a miniiimun. Therefore, the USAID
 
has not pressed Fedecaces or the GOES for a governmient guarantee.
 

The loan will. be backed by the full faith a?.nd integrity of Fedecaces 
the 78 member credit unions and the 10,000 credit union members. This 
moral obligation will be Formalized through res:olutions passed by the 
respective board of directors of Fedecaces an(d each credit union. It is 
jmportanl to the development of the credit union movement that each 
member understand his moral obligaltion to repay Lhe AID loan just as he 
would a loan from his credit tuiJon. 

The delinquency and charge off' rates for 1.2,000 federal credit 
un:ions in the United States on *7 billion in loans are characteristicallylow, 3.0, and respec lively. J~lfhough s aIA~s ;:cal rales are not yet 
;1vailable f'or Latin America it i,,; estimat-ed by spot checks that they are 
wiLhbn 5", and 1.,for delinquency anid eharle offs on ;214 million of
c0u-Laive credit union lendingr in 12 Ld0in Amer:ican cotutries. 

The toL system (]Vedecaces and credit unions combined) backing
the AID loan will have a minjimm debt:-quity ratio of 3 to 2 because 
the AID loan will be drawn down on a .-; to 1 relationship with paid
in share capital to the sysLem. Fedecaces ai-lone has a debt-equity 
ratio projected as follows: 1.970, 2 to 1; 1971., 7 to 1; 1972, 9 to 1; 
1973, 6 to 1; 1974, 5 to 1.; 1975, 4 to 1. The rapid growth of Fedecaces 
equity will be achieved by a forced capitalization plan which requires
that 10% of al Fedecaces subloans be used to purchase share capital of 
Fedecaces.
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Convertibility of local currency to U.S. dollars will be assured 
under the Law of International Transfers. The maintenance of value
risk will be assumed by Fedecaces which will build up a m.o.v. reserve 
to an amount equal to 5% of the outstanding balance of the AID loan. 
A bad debt reserve of 1.5%of all outstanding loans (including those
financed by A.I.D., plus those from localJ, sources) will be set up by F
Fedecaces. This, plus the approximate 2% reserve maintained at the 
affiliated credit union level, provides a 3.5% bad debt reserve for

the system. Fedecaces management will be assisted by AID/CUNA 

union federation is gilt edged 

technicians through 1973, thus assuring an in-house monitoring of all 
of its activities. 

Obviously, an unguaranteed loan to a new and developing credit 
not a investment. After all projections,

policies, organization and operations have been analyzed the loan is a
calculated bet on the people who will cw-ry out the project and the 
future of the host country economy. 

All things considered, the Project Comittee belieVes that A.I.D.
will have reasonable protection as lender aid concludes thaL prospects
for repayinent are reasonably good. 
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SECTION III - LOAN ADMINISTRATION 

The Federation of Savings and 	Loan Cooperatbives (Fedecaces)

will have the primary responsibility for implementation of the 
loan. The convertibility aspect of the loan, will be guaranteed
 
by Fedecaces' registry of the 	loan with the Central Bank. The 
credit risk will be assumed by Fedecaces, backed by its member
 
credit unions, as explained irnediately above on page 25, para­
graph 8. In addition, a maintenance of value reserve will be 
established. The primary responsibility for fulfilling A.I.D. 's 
part of the implementation function rests with USAID/El Salvador, 
assisted by LARO/CUNA technicians, und by 1OCAP and AID/W personnel, 
as appropriate. 

The Loan Agreement an(d basic implementation Letter No. 1 
will state the conditions which must be fulfjlled by Borrower prior 
to any disbursenicnt of A. I. D. funds. USAT)/El Salvador and 
LARO/CUNA personnel, assisted by i(OGAP and AID/W personnel, 
as may be required, will ensure that loan procedures considered 
acceptable as conditions precedent and the covenants contained in 
the Loan Agreene nt are in fact being foloj.wcd, and that Fedecacest 
institutional and sub-lending activitles are pi.o gressing satisfactorily, 

On the assumption that the Loani Agrcenient will be executed by 
September 30, 1970, the following schedule of implementation target 
dates appears realistic: 

FY 1.970 

April 1970 Agreement authorized 

June 1970 Draft Agreenent and IL No. 1 
Submitted to Fedecaces 

FY 1971 

Sept. 1970 	 Fedecaces and A. LD. execute
 
agreenent 

Dec. 1970 	 Conditions Precedent to first 
disbursement met, Fedecace 
arrangemaents for continued line 
of credit from Central Bank 
completed.
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Jan. 1971 Commitments made and first 
disbursement made. 

FY 1972 

August 1971 $750, 000 disbursed. 

December 1971 Additiona.l share capital paid in 
to credit union system ad 
total of $1. 0 million disbursed. 

April 1972 Additional share capital paid 
in to credit union system 
total of $1. 5 million disbursed. 

Dec. 3.972 Loan fully comrnittcd. 

March 1973 Loan fully disbursed. 

The Loan Committee foresces no unusual problems in
implementing this loan. Fedecaces has esLablished a franework 
of free affiliated credit unions upon which to build an expanded 
system, suitable technical servicc.s -uee ino.,, 1,cing performed and 
are expected to be continued by LAi(O/Cu:/, and the Mission 
has obtained Fedecaces' a-vIJcMn(i1 to tuakle ,;uchi :Ate.ps as may be 
necessary to succC; fully .mple.mc.nt LIr. s loavn. JCL]. standard 
A.I.D. procedures for proeuriiiit id di:lus':,ents will aplly. 

Conditions and Covenants 

In addition to the usual conditionij and covenants, the Loan 
Committee recomnmnds that the Loan Agreemrent contain the 
following requircrnents: 

1. Conditions Precedcent to an .isbursement 

(a) Evidence of registration of iLe loan with the GOES 
to assure availabili.y of United States dollars for 
payment of interest, repayment of principal, or 
other payinent obligaltions, 

(b) Evidence that, ex.ccpt as A. L D and Borrower shall
otherwise agree in writing, 3orrower and its member 
credit unions have a net worth (share capital, reserveg, 
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undistributod earnings, and donations) amount­ing to not less than the equivalent of five hundred
thousand United States dollars ($500, 000). 

(c) 
Borrower will provide evidence in form and substance

satisfactory to A.I.D. attesting that this loan will
be backed by the full faith and integrity of Fedecaces
 
and its member credit unions.
 

2. Conditions Precedent to Disbursement of more than 
$750,000 uivalcn 

(a) Evidence that, except as A.I.D. and Borrower shall other­
wise agree, Borrower and its affTiliated credit unions 
have increased their share capital by at least 'i00,000 
equivaJ.ent from the base established in IIIl..(b). 

3. Additional Covenants and Warranties:
 

In addition to the standard covenatits, the Loan Agreenentshall contain covenants to the effect Lhat, unless A. I,D. otherwise 
agrees in writing, 

(a) Borrower shall agree to incur no additional mediulni
 or long-term indebtedness or to dispose of real
 
property without prior A. I.D. approval in writing.
 

(b) Borrower shall agree to expand its rural credit
unions, within two years from the effective date ofthe loan, to the point whrce tihe rural credit unions*
 
proportion of Borro\ver~s and its nilnber unionst
paid-in share capital is at least thirty (30%) of thetotal value of such paid-in sihare capital, 

Cc) Borrower sha)1 agree that; eariiingis on the interest spreadbetween the ro e chlrged in the A.I.D. loam and that chargeon sub-loans of Borrower as well as the rollover funds fromthe A.I.D. -low- shLll remain in the credit union program of 
Borrower, 

(d) Prior A. L D. approval shall be obtained with respectto the technical and econonic feasibility of anyproject financed under this loan in an amount: exceed­
ing fifty thousand United Stales dollars equivalent
($50, 000), 
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in part from, AI.eD'tloanl without .fuds 	 prior'Ap
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(h) It is understood and agreed that of the two millio 
United Stateu dollars ($2, 000, 000) equiialent loaned(1 to Borrower by A. L. D. , not to exceed one 'hundred. 
thousand United States dollars ($100, 000) or its 
equivalent may be used for.technical assistance. 
contracts. 

(i) 	Borrower will covenant that itand A. I. D., will carry 
out progress reviews of the project as deemed 
appropriate by either party and that Borrower w ill
take remedial action as appropriate. 

( Borrower shallll 	 accrue out of net income a reserve 
against bad debts, and other losses of not less than 
1. 5%of outstanding loans and an administrative 
maintenance of value reserve of not less thanj0. 5%o 
per 	year computed on the balance of all outstanding
sub-loans, cumulative until such reserve is equal
to 5%a of the AID loan, at which percentage level it 
will 	be riaintained. In fhe event that a evaluationof Salvadoran colones s iould occur,, and the m. o. v. reserve is depleted, the m.o. V. reserve will be
revised, in a manner satisfactory to A. L D. , so that 
the reserve is rebuilt to the point that-it equals at 
least 5% of the then outstanding balance, of the A. LD. 

* . ~loan. 	
­
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SECTION IV - ISSUES
 

All issues have been satisfactorily resolved, as noted below.
 

Issue 

1. 	 Capability of system to manage 
self-help housing, grain 
storage and marketing systems. 

2. 	 Provision of reasonable debt: 
equity ratio by Borrower 

3. 	 Legislative requirements. 

4. 	 GOES Guaranty 

5. 	 Duplication of existing 
services by expanding 
Fedecaces role ini rural 
areas. 

Technical assistance 

requirements. 


7. 	 Financial viability. 

Loan Committe Comment 

1. 	 Beyond capabilities at this 
time. Dropped as a major 
activity. 

2. 	 Intensive review indicates 
ratio of 4 debt: I equity 
which is considered satisfactory 
and attainable within 5 years. 

3. 	 New Cooperative Law passed 
December 9, 1969. 

4. 	 INot considered essential. Ioan 
to be backed by total system. 

See Sec. IT-C-8. 

5. 	 No issue. Fedecaces provides 
other needed services and/or 
operates where no other 
institution has representation, 
Needs far beyond available 
services of all agencies. 

6. 	 See Section II-A 
A. L D. grant phase out 
1971-73. Loan operations 

will 	provide thereafter. 

7. 	 Project considered financially 
viable with AID concessional 
interest rates and diminishing 
T. A. input through 1973. See 
Sec. II-C.
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8. 	 Local currency require- 8. See Section II-C 
ments for justification. 

9. 	 Fedecaces management 9. See Part Two - Sec Il-A; 
capability to carry out appraisal of management 
project. factor and supporting 

measures. 

10. 	 Convertibility of funds foi 10. No problems foreseen. 
loan 	servicing. Easily managed by register­

ing loan under International 
Transfer Law. See See. II-C-8. 

11. 	 Guaranty operations. 11. To be undertaken at a later 
date. 
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TELEGRAM
 

FROM: SECSTATE WASH DC
 

TO: AMEMBASSY SAN SALVADOR
 

SUBJECT: FEDECACES CREDIT 
 UNION IRR
 

TIlE CAEC APPROVED FEDECACES IRR SUBJECT 
 TO 711E FOLLOWING: 

1. Clarification of loan activities. Assuming purl*se help FEDECACESacchieve self-sustaining financial status with expanded role ascentral agency, self-help housing and perhaps grain storage andmarketing systems would appear beyond capabilities of credit unions
 or FEDECACES in early stage development. 

2. If FEDECACES to assume central agency role for system AID loanassistance requires reasonable debt-equlty ratio or in lieuthereof viable financial plan for achieving this, Financialoutline presented in IRR requires amplification and explanationin view guaranty program and other financial and technical 
requirements.
 

3. Any legislation, GOES approvals and/or support
to 

required by FEDECACESexpand role should be secured during intensive review or setforth as condition precedent disbursements. AID/W concurs withMission re new cooperatives law as being basic to viability of
credit union system. Since GOES guarantee
suggest of AID loan is requiredUSAID secure assessment to this effect prior initiation 
intensive review.
 

4. Among other things review should clearly define the need forexpanding FEDECACES role in rural area within colntoxt of existinginstitutional structure and services, especially related to ABC,Caja de Crddito and similar rural based credit institutions. 
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5. 	 Credit union development 1966-69 impressive, especially in 
urban area. Review should address TA requirements to sustain 
growth during life of loan and thereafter and indicate whether 
inputs to be loan or grant funded. 

6. 	 Financial analysis should justify money cost margins between 
AID, FEDECACES, credit unions and ultimate users and projections 
should establish financial viability. Since latter basic to 
loan authorization suggest USAID undertake financial analysis 
immediately following assessnient GOES willingness act as guarantor 
AID loan and probability achlovoment workab.e cooperatives law. 

7. 	 Re panras 2 and 6 AID/W could arrange for financial analyst TDY 
through CUNA/AID/LARO contract. Cable USAID concurrence, timing, 
appropriation and allotment numbers. 

RLICIHARJDSON 
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CREDIT UNION DEVELOPMENT 

CERTIFICATION PURSUANT TO SECTION 6 11(e) 
OF THE FOREIGN ASSISTANCE ACT OF 1961 

AS AMENDED 

I, L. Paul Oechsli, the principal officer of the Agency
for International Development in El Salvador, having taken into 
account among other things, the naintenance and utilization 
of projects in El Salvador previously financed or assisted by 
the United States, do hereby certify that in my judgement 
El Salvador has both the financial capacity and the hunan 
resources capability to effectively maintain and utilize the 
capital assistance project, "Credit Union Development" 
(Fedecaces). 

The capital assistance paper certifies that tile statutory 
criteria as applied to El Salvador have been nme:. Discussion 
in the capital assistance paper clearly has demonstrated the 
capability of El Salvador and the Borrower effectively to 
maintain and utilize tile project. Basically, El Salvador has 
shown reasonable effectiveness in maintaining and utilizing 
projects financed or assisted by the United States. 

L. Paul Occtlill, Director 

Date: /C -
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FEDECAECS
 

PROJECT DETAILS 

Exhibit A - Application letters from Fedecaces to USAID dated February 16

and 24, 1970 with following items: 

1 -
Basic data on Fedecaces
 
2 - Organizational Structure of Fedecaces
 
3 -
Charter Members of Fedecaces
 
4 - Fedecaces Institutional Relationships
 

Exhibit B - Credit Survey of Credit Union 
 System 

Exhibit C - Map showing locations of affiliated Credit Unions 

Exhibit D - Financial Statements and Projection 

Exhibit E Letters- from IBRD, IDB and Export-Import Bank 

Exhibit F -
Letter of support to Fedecaces from National Planning Office
 

Exhibit G - Letter from Central Bank on line of credit to Fedecaces 

Exhibit I1- Salvadoran Agricultural Credit System 

Supplements: (Not attached - see Official. Files) 

1. Law of Cooperatives and Law creating Sa:vadoran Institute forCooperative Development (English and Spanish) 

2. Statultes of Fedecaces (Spli;h) 

3. Model Statutes for Salvadorwi Credit Union (Spanish) 

4. Analysis of Fedecaces (Spanish) 

5. Survey of Credit Union Demand (Spanish) 

6. Credit Regulations of Fedecaces (Spanish)
 



FEDERACION DE COOPERATIVAS 
CREDITO DE EL SAVADOR 

DE AHORRO L D HRRq.T DE E-
" 

LUZ ler. PisoFuente Luminosa y 25 Av. Nte, 
Apartado Postal. 156 

San Salvador. El Salvador. CA 

SAI SAN SAL VADOR TELS: 25-5103 25'5121 25"5123 

ACTinp,' " 

" 
 r UNCLASSIFTIE 
AID-DLC/P-890 
ANNEX II 
Exhibit A - Pg 1 of 9 

16 de Febrero de 1970.
 

Mr.
 
L. Paul Oechsli, Director
 
USAID Mission to El Salvador
 
c/o Embajada Americana
 
Presente.
 

Estimado Mr. Oechsli:
 

Por este medio me 
permito informarle que nuestro Consejo de Administraci6n
 
en Sesi6n celebrada el dfa 11 de los corrientes, acord6 gestionar ante esa

Agencia la Asistencia Financiera necesaria para desarrollar el Programa de

Asistencia Financiera y T6cnica, que la Federaci6n proporcionara a las Coo
 
perativas afiliadas y a sus asociados.
 

El destino principal de los 
recursos que esa Agencia pueda proporcionar a
la Federaci6n, ser~n para crt-ditos 
a la producci5n, al consumo, Contratos

Gerenciales, equipo de Oficira, etc. 
 La mecinica para la canalizaci6n de
 
estos recursos ha sido ya esLablecida y aprobada por los Asesores de CUNA/
 
AID.
 

La Federaci6n estd dispuesta a suministrar a esa Agencia en cualquier mo­mento la infornaci6n necesaria para demostrar la factibilidad en el uso de

los recursos que se han puesto a su disposici6n, as! como datos referentes
 
a las experiencias que el campo crediticio ha tenido en el pasado.
 

De Usted con toda consideraci6n,
 

LSecRetUo GODOFREDO RAMIREZ 

cretaioConsejo de Administraci6n.
 

LEG/mef.
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Febuwty 24, 1970.
 

ML. L. Paul Oechti, Director% 
USAID tssion to Et Salvado 
c/o Amevtcan 6nba,6.sy 
San Salvador. 

Dear M. Oee s.&: 

FotlownOing ouA Boad o6 Di.ecto-,s Secrietaij lette cf Februwy 1970, 1am pleased to provide you with additionaC info'aton on our proposed toantequet. 

wong th2 pst .sevetutt "ewzs.' w have been womdng withi advzso'r.. providedby your office w. .th a vizv towaId estabtiskbz a 'viNate 'non-priof, 5etCstota6ing Cedt wt.on sytem. Because o6 yotLU .techiuLcca. "/sstance uvethe pa-st five yeCU we have been able to promote, orgi.nie and Start upthe ope Lion o6 a Fedeution and aNost 100 cedct tnion6, 78 o6 whichace pies en.Uy affL-ated wLth the Federe.ton and have ove. 10.000 membes.The net worth o6 the Fedena'on and a6fftiated credti uniion6$500.000.00 as o6 Deceibc 31, 1969. 
was about 

Crtedit tmion deveeoplient has also beneftted Srom the pacssage o6 a cooper veleaw61 Deeerbe, 1969, which­
faciLtate fut re gr!Ltvth. 

At 6 t.6mei the Board o6 D.Otectou and the mana oe ient o6 FEDECACES 6eelsthat the uredCt uniCon movement 15 at a critieae point o6 developient, be­
eaLL6 e: 

a) We have a strtuc.tuwe .6n peace, caefuly butt over the past five years,with adequate pieot expeuience to be able to functiot, sati6actomiey; 
b) We are providing cedt to lowen income group who have not had accesto &redit be6or. but .& vey 6nited canount6. And morethousands 06 people impo/tantlyae patticpating in bme voluntarj private c e­

dit union, which are practicatveeopment; laboratorue 6om overal pemonal de­

http:500.000.00
http:6nba,6.sy
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c) Weawe anxi.ou, to extend out 6evce .to mo te peop£e and invotve manymoLe thowands in t1-6 coopetvate movement6 and at the saine Uie mo­ve twcaJLd a 6el6 66taining position. 

But to pumue ou ani we a-'e c itcaZey short o6 working capitaZ at bot/t-the Fedutatton and credit union levets. The Fedevation,) votlame of ope la­tions .&s fwL below the break even point and in order to operate undev present conditions we need a subsidy. The individual credit unions tack votEme and inccme and -thi prohibit6 thei6 having prof6esional full tiecoud actively promote new mcnibels 
manWgement which and services and fwutthe­s.6tLejn9then and extend the systee. 

In view o the above the Boa o6 V.Oecto,,o amthoiufzed me to explote -theposs.6big~ty o6 an A. I.V. goaun. Thi authouzat6on Z5 6ound in the Miwutu(,6 VL(- BoWLd',s eetnig o6 Febkuaf, 11, 1970. Thee.6oiLe, I heieby apply toA. 1.0. 6om a loan to as.st in the dev&Copmewt o6 the ULedcht union 5ys6tei,61 EC. Salvadt, at A.I.D.'s most concus.ionat .tvin, in an e/stbnated amounto6 $2,000.000.00. A more prec,66e. eoul fju.6 e wic.C be fOWuthcomnng z oWLOpjt)aOUOna ILOjections 6o 1971 - 3, (.lte piLoposed ctsbuuesnrent pvutod,)

WLC r4f-ned.
 

M a-ttasCIJlentA to tfs ette-k I cui pl-cased to 6oiLvvLd (to-wes. about Vte
1*Qdc)LaXUn'6~5okgjcuuzction, adnb Ltfun~I
611 , eCeg. jfC opeitations, 6-uzan­ciaC statojients and o-tV.L detL-. 

We w-LCC. be happy .to sipp.ey you w&tt Mny oUietoAR Uto,'tvo you maj need tohe.Cp you eva.utz ouiL app.CLtion. 

Sincerely youA , 

DrI.LUIS E. GWTIERREZ
 
.lanaguJt. 

LEG/me6. 

http:2,000.000.00
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AID LOAN APPLICATION 
(Attachment I to Fedecaces Letters) 

of February 16, and 24, 1970 

1. 	 Borrower: "Federaci6n de Cooperativas de Ahorro y Cr6dito
 
de El Salvador" (FEDECACES)
 

2. 	 Address: Edificio Luz 
la Diagonal y 25 Avenida Norte, 
Apartado Postal #156 
San Salvador, El Salvador, Central America 
Tel. 25-3023, 25-3035, 25-3037 

3. 	 Present Financial Operations: Include linited short term loans 
to credit unions -for agricultural operating capital sub-loans 
accompanied by technical annistance and two year loans to 
credit unions (limit $2, 000) for Credit Union sub-loaning. (See 
Supplement No. 6) 

4. 	 Legal Basis: Fedecaces is a juridical person authorized to function 
under the Ivinis try of Interior (See SuppJerneit 2, By-laws, 
Official GOES Authorization) 

5. 	 The Federation is a cooperative that operatet- in the sarre manner 
as a Credit Union League in the U. S. and has the same basic 
philosoplly and nii ethod of operation. In contrast with other credit 
institutions in El Salvador, the primary guarantee for the loans is 
the character of the jneni)cir. The forniation of capital through 
savings and the use of this capital t.) hetp meet the members 
credit needs is tihe basis of the crcdit unjion. The credit union can 
also act an an in)terimediary [o' thc ixmifl)bers in order to secure 
credit fron sources to v,,hicli the ,miirober does not have access. 

6. 	 1iFEDhoGACI\;S ha ,; affiliated ,'i', it uliio nL throughout the country of 
El Salvador (See Annex II- C) 

7. 	 The capital of the Federatio consisti of thares of $20, 00 each,
 
which iiiember credit unions own. As of December 31, 1969 the
 
assets of the FU(1leCratdio z a mountCd it) $81, 400. As of the same
 
date the Federation had accolir;ts payable of $20, 860 and paid in
 
capital of $4, 730 for a net worth of $1;55, 810. 

,8. Balance Sheets (See Annex H-D) 

9. 	 The organizational structure of Fedecacea (See Attaclment: 2) 

U NCLASSIFIEID 
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10. 	 Credit Unions that Founded FEDECACES. (See Attachment 3) 

11. 	 Fedecaces Institutional Relationships. (See Attachment 4) 

12. 	 Biographic Data of Directors: 

President: Efrafn Romero Canahuati, 53, Salvadoran, Farmer,
Administrator of the Tenancingo Cajas de Credito (1943-1947)
Accountant and Manager, Tenancingo Cajas de Cr6dito, (1948-
Present), General studies on administration and rooperative
accounting (1944), and loans and credit analysis (1944). 

Secretary: Rub6n Godofredo Ramrrez, 36 Salvadoran, Secretary
of National Circuit of Theaters, B.A., 	1,aculty of Humanities,
University of El Salvador, College studies in Humanities, also
studies in Administration, 

Hasanalysis and human relations. 
been Director of various cooperatives. 

Director: Gustavo Adolfo Caballero, 40, Salvadoran, High
School, Inspector of Roads and Streets and Chief of Garbage 
Disposal Services - Santa Ana. 

Director: Francisco Abraham Escobar, 36, Primary School 
T-eachjr, employee of Ministry of Education, has been both
Director and teacher of various primary schools. Additional 
studies in cooperatives, nutrition and agriculture. 

Director: Mauricio Salinas Saudoval, 35 Salvadoran, Agronomist,Has been agricultural administrator and is prescntly a consulting 
agronomist.
 

Director: Eufrasio Ferrufino M6ndez, 38, Salvadoran, Primary
School Teacher and Ass't Director of the Boys School of Santa 
Elena. Active 	in several cooperatives and civic associations. 

13. 	 Biographic Data: Manager 
Luis E. Guti6rrez, 54, Salvadoran, Economist, B. A. and M. A.
in Economics at McGill University, Canada and N. Y. U.respectively. 14 years in Foreign Service of El Salv'ador as 
vice consul, consul and consul general (1944-1958) Superintendent
of Bank of El Salvador, Economic Consultant to INSAFI and 
Professor of Economics and Finance at the University of .El Salvador. 
Serves 3 Boards of Directors of various organizations. 

UNCLASSUFED 
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SUMMARY OF CREDIT NEEDS OF CREDIT UNION SYSTEM 

During the course of the intensive review Fedecaces
 
conducted a survey among its affiliated credit unions to attempt

to quantify the demand for credit 
over the next twelve months. 

The following questions were asked: 

1. 	 How many credit applications are pending and what is 
the total amount? 

2. 	 If your credit union were to have additional resources 
available, what amount could be used by your members, 
in the following categories? 

a. 	 General purpose loans 

b. 	 Working capital loans 

c. 	 Fixed capital loans 

d. 	 Administrative improvement loans 

49 credit unions of the 78 affiliated to Fedecaces, representing 
a total membership of 6, 23'), answered the questionnaire. This 
represents approximately 60% of the total system. 

Projecting the credit needs of the total system (100%), the
following results were obtained: 

1. 	 Credit applications pending: 870 

Z. 	 Amount of pending applications: $206, 000 

3. 	 Twelve months needs: 

UNCLASSIFIED
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TYPE Amt. (millions) % 

(a) General Purpose $1.7 33% 

(b) Working Capital 1. 4 28% 

(c) Fixed Capital 1. 6 32% 

(d) Management Improvement 0. 3 

$5.00O
 
The survey detail in available ini Supplement 5.
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CA C E S 

-Pr.!0:Ku3 (1966 -- 1969 Actual)
STAID 2Y§ 0a O-:CI. Cx_: '7T ....(1970 -- 1975 Projected)

(in tibcusanads of U.s. PoLI_ Equivalents) 

1967 1 69 1970 1971 1972 1973 1974 1975 
INCOI,=__
 

Interest on !as 
 .- .8 14.9 87.6Affilitated Credit Unicn Dues 205.2 303.9 349.0 360.0.5 2.2 3.5Investments 5.2 8.5 12.4 18.2 29.5 44.5 64.0.4 1.0
Sales of Supplies 2.5 4.0 15.0 15.0 15.0
3.3 4.5 6.1
Other Income 8.1 9.5 11.7 14.7.2 .3 6.4 3.9 5.1 6.3 7.4 8.5 9.7 10.8 

TOTAL INCOME 0.7 2.5 10.2 15.6 34.0 114.9 242.9 366.4 429.9 461. 5
EXPEN-LSES 

Operating Expenses 
 37.2 35.1 
 38.2 90.6 141.6 172.6
Depreciation 201.3 224.1 245.6 259.9
.3 .9 11.5 16.7 16.7 16.7 17.3 17.9
Interest on Borrowings 
1) AID Loan 
2) E.S. Central Bank - 19.0 40.0 4o.o 4o.o 40.0Class A 


4.o 6.0 
 6.0 6.0 
 6.0 6.0
3) E.S. Central Bank -Dev. Fund 

4) Other 13.7 37.0 65.5 68.o


.8 1.4 ­ - - - -

TOTAL EXPENSES 
 37.2 35.1 
 38.5 
 92.3 158.5 214.3 277.7 323.8 
 374.4 391.8
 

NET OPEPATIG GALN/LOSS (1) 36.5) (32.6) (28.3 (76.7) (124.5) (99.4) (34.8) 42.6 55.5 72.7 
(1) Net operating losses will be offest by AID grants tirougv 1970, after which the AID loan
becomes operative and any subsequent losses will be 
 capitalized as 
a deferred expansion
 

expense.
 

C+H 

0 
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A.I.D. 	GRANTS TO FEDECACES 1966 - 1974 

(In thousands of US$ equivalents)
 

1966 Actual 

1967 " 

1968 " 


1969 " 

1970 Programmed 

1971 " 

1972 " 

1973 " 

1974 " 

TOTAL 


68.2
 

58.7
 

74.1
 

167.0
 

158.5
 

50.0
 

30.0
 

30.0
 

- 0 ­

636.5
 

NOTE: 	 Technical assistance grants for operations
 
terminate with 1970 as 
the loan becomes
 
operative. Thereafter, limited grants are
 
provided to assure effective management

consulting services during the loan dis­
bursement period, 1971 - 1973.
 



-EDECACES 

ACT. ALALE ST iT 
PROJECTFD BAT__N Si-TETS 

(In thousa-nds of U.S.$4 F 

1966 - 1969 
1970 - 1975 

-vaIents) 

ASSETS 

1966 1967 1!968 1969 1970 1971 1972 1973 1974 1975 

Cash 
Accouts Receivable 
Loans Outstanding 
Investments 
Inventory 
Office Equipment 
Vehicles 
Deferred Assets 
Deferred Losses 

TOTAL ASSETS 

.1 

1.7 

1.8 

3.6 
.8 

1.5 

.9 

6.8 

4.0 
1.5 

13.7 

.4 
2.4 

22.0 

3.1 
3.4 

47.8 

8.9 
3.4 

13.0 

1.8 

81.4 

2.1 
3.4 

247.9 

8.9 
5.0 

52.1 
20.9 
3.0 

343.3 

5.5 
5.0 

1228.2 

8.9 
5.0 

46.5 
35.9 
3.0 

99.4 

1437.4 

2.6 
5.0 

2742.8 

8.9 
5.0 

41.1 
24.7 
3.0 

134.2 

2967.3 

150.5 
5.0 

3438.3 

8.9 
5.0 

35.6 
13.5 
3.0 

91.6 

3751.4 

273.4 
5.0 

4313.4 

8.9 
5.0 

30.1 
19.6 
3.0 

36.1 

4694.5 

468.8 
5.0 

4500.0 

8.9 
5.0 

24.6 
25.1 
3.0 

5040.4 

LIABILITIES 
Debts in National Currency

1) Accounts Payable 

2) E.S. Central Bank -
Class A 

3) E.S. Central Bank -
Dev. Fund 

Debts in Foreign Currency
AID Loan 

.4 28.2 

200.0 

28.3 

300.0 

12.4 

300.0 

949.8 

12.4 

300.0 

341.3 

2000.0 

12.4 

300.0 

925.8 

2000.0 

12.4 

300.0 

1635.7 

2000.0 

12.4 

300.0 

1700.0 

2000.0 

TOTAL LIABILITIES .4 28.2 228.3 1262.2 2653.7 3238.2 3948.1 4012.4 

0\ 



1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 
CAPITAL & RESERVESShare Capital 
Donations 
Legal Reserve 
Bad Debts Reserve 
M.O.V. Reserzes 
Undistributed Earnings 

.6 
1.1 

.1 

1.4 
5.2 

.2 

3.2 
15.9 
1.7 

.8 

-

4.7 
43.0 
1.7 
3.8 

-

28.1 
80.2 
1.7 
5.0 

-

76.3 
80.2 
1.7 

11.0 
6.0 

-

187.2 
80.2 
1.7 

24.6 
19.7 

-

352.4 
80.2 
1.7 

42.0 
36.9 

-

542.5 
80.2 
1.7 

63.5 
58.5 

-

742.5 
80.2 

1.7 
86.o 
81.o 
36.6 

TOTAL CAPITAL & LIABILITIES 1.8 6.8 22.0 81.4 343.3 1437.4 2967.3 3751.4 4694.5 5040.4 

O'
 
0 
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DEPRECIATION SCHEDULE 

EqUIPMENT 

BALANCE-BEGINNING YEAR 

NEW AquISITIONs YEAR 

LESS DEPRECIATION 

DEPRECIATED VALUE 
YEAR END 

1970 

12,957 

41,555 

-5,483 

52,029 

1971 

52,029 

-5,483 

46,546 

1972 

46,546 

-5,483 

41,063 

1973 

41,063 

-5,483 

35,L580 

1974 

35,580 

-5,483 

30097 

1975 

30.097 

-5,483 

24,614 

VEHICLES 

BALANCE BEGINNING YEAR 

NEW AQUISITIONS YEAR 

LESS DEPRECIATION 

DEPRECIATED VALUE 
YEAR END 

-0-

26,928 

-5,984 

20_,944 

20,944 

-11,220 

35,904 

35,904 

-112220 

24,684 

24,684 

-11,220 

13,464 

13,952 

17,952 

-11,818 

99598 

19,598 

179552 

12,416 

252134 



FEDECACES 

(In 
C 

Thousan ds 
2-.r.J 

of S.S. 
1970 -- 1974 

ollar Equii=.±ents) 

CASH RECEIV= RO:Net Gain/Loss 

Depreciationincrease in FECACES Share Capital (1)
Loan Repasyent from Borrowers 
Increase in Reserves 
Increase in Accounts Payable

AI Lo~nProposedProposed A= Tear 
Proposed A Grants 
Proposed AM Equipment Donations .. S. Central B3a-. - Class AE.S. Central Ean:,_-Dev. 1;,andl-

ADPLCAS-i RECEIVED 

1970 

(124.5) 

11.523.4 
34.3 
1.2 

.3... 

124.5 
37.2 

200.0 

307.7 

1971 

(99.4) 

16.748.2 
306.6 
12.1 

949.8 
-
-

300.0 

1,534.0 

1972 

(34.8) 

16.7110.9 
1,443.3 

27.4 

1,050.2 
-_ 

300.0 
341.3 

3.255.0 

1973 

42.6 

16.7165.2 
2,738.2 

34.4 

-_ 

300.0 
925.8 

4,222.9 

1974 

55.5 

17.3190.1 
3,430.9 

43.1 

4-

0.0300.0 
1,635.7 

5,672.6 

1975 

72.7 

17.9200.0 
4,298.4 

45.0 

1,700.0 

6,634.0 

CASH DISBtiRSD FOR:Loans to Borrowers 
Acquisition of Fixed Assets 

Repayments of Borrowings 
1) E.S. Cen-rz. l. ni Class A2) E.S. Central Bank -- Dev. Fund 

Decrease in Accounts Payable 
Increase in Accounts Receivable 
Increase in Deferred Assets 
Increase in Inventories 

TOTAL CASH DISBU SED 

INCREASE/DECRAS , CH 

CASH BA.J 2C -. BEdr .flA OF YEAR 

234.4 
7 
71.5 

-

1.2
1.6 

308.7 

3.1
2.1 

1,286.9 

26.2 

20.200.0 
15.9 
1.6-

1,530.6 

3" 

2.1 
5 

2 
2,957.9 
,957.9 

-

300.0 
-

3,257.9 

(2.9) 

2.6 

3,433.7 

_ 

300.0 
341.3 

_ 
-

4,075.0 

147.9 

.. 2.6 
150.5 

4,306.0 

1-.9 

300.0 
925.8 

-

. 
-

5,549.7 

1?2.9 

_ _ 

4,485.0 
7.917.9 

300.0 
1,635.7 

-

6,438.6 

195.4 

_ 

I'd 

(1) Affiliated credit Iunion are required to increase 
their share capital in FYTECACES by 50 -DEC u~ o b 5 

0 

o 
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January 6, 1970 
4ALCA00.IC8INTAMNIANC 

Mr. Robert Kanchuger

Bureau for Latin America
 
Office of Development Resources
 
Agency for International Development

Department of State 
Washington, D.C. 20523 

Dear Mr. Kanchuger
 

With reference to Mr. Kenneth Davidson's letter of November 26, 1969,regarding a proposed loan to FEDECACES, a non-profit private sectornational credit union federation in El Srlvador, we wish to informyou that the Bank is not considering at present any operation ofthis type in El Salvador 

Sincerely yours,
 

Sidney Schmuler 
Assistant Program Advisor
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COOMEO 1ACIONAI. De PLANIrIcAcsom 
V COROMACION [CONONICA SAN SALVADOR, 

FEm.gfo 26 DE 1970.
 

DR. Luis E. GUTI(RREZ
 
r
GCRENT


FIOrRACI6N DE COOPERATIVA3 C-.
 
AHORRO Y CRIDITO DE EL SALVADOR,
 
EDIciO Luz - 1En. P1sO
 
FUENTC LUHINOBA Y 25 Av. NTc. 
CIUDAD.
 

,TNGOEL AGRADO DE REERIRM: A SU ATENTA NOTA 
DEL 19 DE LOU COnR|RUTES, ALU3IVA A LA VISITA QUE HE HICIERA EN 
FrCHA RCCILHTr, ACOMr'ARADO DLL SEROR KEN DAVIDSON, rUNCIONAnRO 
DC AID, QUIEN LLLG6 AL PAIS IROCEDENTE DE WASIINGTON, D.C.,CON 
rL O[.rTO 0" !ITUDIAA IA POSIDILIIAD D QUL AQUEL WriGANISMO -
OTORGUE Utl CR(OlTr) A FEPECACES, f'ARA QUL ('IrA PUEA rINAJCIAR 
LA3 tECCSIDAOC5 C)EDITICIAS DE LOS 30ClOS VII LAS 
COOPEnATIVAS
 

AFIL IADAS,
 

SOURE 0lC110 PARTICULAR, ESTIMO OPORTUNO Y CONVE 
NIENTC HACIt DK BU COtIOCINICUTO LO SIGUIEITE: 

A) 	 ESTA SECRETAR[A CONSIDElIA DC 3UMA IMPORTANCIA -
UN FINANCIAHIFNTO DE E3A NATURALEZA PUES CON --
ELLO 	 SE COtJTRIDUIRIA AL DESARROLLO SOCIO-ECON6-

HICO DE LOS SECTORES Dt ESCASOS RECURSOS ECON6-

MICO DCL PAIS. 

a) 	 EL ACTUAL GoeIERUO Y [N CONSECUENCIA CONAPLAN-

DAfI 3U PLENO APOYO AL 11OVIHIENTO COOPERATIVISTA 
COMO 	U1 MEDIO rrEcTIvO PARA ACCLERAR EL 
DESARRO
 
LLO ECOu 6 MICO DEL PAtS. 

c) 	 AUu CUAUDJO NO SE HAYA P'ROGRAMADO EN rORMA ESPE-
CIFICA Y CUANTITATIVA EL DESARROLLO DEL MOVIMIEN 
TO COOPERATIVISTA, SE LIE E$A DANDO A iST TODOD 
EL APOYO NrCESARIOI ESPECIALMEtTE A FEDECACES Y 
iuS COOPERATIVAS AFILIADAS A TRAV(3 DE LA COOPE-
RACI6I Y COORDINACI6N DC DIrEINTIS ORGANISHO -

GUDCRNAM£NTALCS$ 
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AL OFRECER NUESTRA COLARORACI6N EN 
LO QUE rSTt A
 
NUESTRO ALCANCE, ME VALGO DE 
LA OPURTUNIDAD PARA SUCRIBIRMC CON 
TODA CONSIOCRACI6N Y APRECIO. 

EOGARDO -SUAREZ -'CURERA, 
SECREdARto EJECUTIVO. 

.. ... .. . .... . (11.. , 

<(I Lr'3 
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OaICwA 09L P4960o6NY 

San Salvador, 28 de octubre de 1969
 

Serlores
Federaci6n de Cooperatives de Ahorro 7 

y Cr6dito de El Salvador (FEDBCACES)
 
Presente.
 

Estimados seilores: 

Tengo toucho gusto en comunicai' a ustedes quo, con el finde proporcionar el 
adecuado apoyo financicro al esfuerzo cooperati­vista quo osa Federaci6n est& desarrollando, nuestra Junta Directivaea ses16n No. JD-50/69, celebrada el. 21 de octubre del corriente afo,resolvi6 aprobar, con cargo a sus recursos ordinarios, una lfnea decrudito a FIDECACES, bajo las sigulentes condiciones: 

NDNTO: 0500.000.oo (QUINIENTOS 4IL COLONES). 

PLAZO: 
 Hasta ti aflo a partir de la fecha do los 
respectivos retires.
 

INTERES: 
 2% anual sobre saldos, sin que cobren al 
usuario final mAs del 12% anual.
 

DESTINO: 
 El destino del presente cr6dito deberg 
-
ser do tipo productivo. Dentro de esta

finalidad se financiarn actividades agrf­
colas e industriales que est6n clasifica­
das como cr6dito clase "A" en nuestro Ma­
nual de Clasificaci6n del Cr6dito par Ac­
tividad Econ6mica. 

FORMA DE PAGO: Al vencimiento , antes si los usuarios do 
FEDECACES efoct6an pagos anticipados.
 

SUJErODE CREDITO: Las Cooperativas afiliadas a FEDECACES; y
los afiliados a las Cooperativas, a trav6s 
de 6 stas. 

http:0500.000.oo
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San Salvador, 28 de octubre do 1969
 

Seftores
 
Federac16n de Cooporativas de Ahorro
 

3'Cr6dito de El Salvador (FEDECACES)
 

GARANTIA: 
 La propia responsabilidad do FEDECACES y

pagar6s otorgudos por las Cooperativas y
los aliliados a las Cooperativas, a lavor 
do FELECACES, debidamente endosados a fa­
vor de esto Bunco Central. La suna de di­
chos pagar6s no podrg ser inferior al 125% 
del saldo deudor. 

CONTROL DEL CREDITO: El Bainco ConLral podrd manteneri un repre­
sentante on el Comit6 do Cr6hdtos de - -
FEDECACES, para asegurar que lus cr6ditos 
concedidos est~n de acuordo a las normas.
FEDECACES reitiri al Dopartaunento de Cr6­
dito del Bunco Central un inlonne mensual 
do las oporacionos realizadas. 

OTRAS CONDICIONES: a) La presente Ifnea do cr6dito se utilj­
zar,1 de acuerdo a las noras do ,r6dito 
vigentes de este Banco Central. 

b) El Banco Central so resurva el dereciio 
(dLvigilar el cumplimiento de ht d.,tiLd;
utilizaci6n del er6dito. Si so untiii ­
tra que alg6n rr 6 stamo contralad, ha .. i­
do otorgado parcial o totalnent,. v.n cci-
I ra do las normas, inmed.at;jile1Lo Pi,(.U­
deir a cargarlo en la cuenta de FEDECACES. 

c) FEDECACES deberA compromeoerso a propor­
cionar la dobida asiskencia t 6 cni,-a a los 
usuarios, asf conto a etfetuniar el control 
adecuado que requioran los cr6diLOs con­
cedidos. 
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San Salvador, 28 de octubre do 196£
 

Setores
 
Federac16n de Cooperativas do Ahorro
 

y Cr dito de El 
 Salvador (FEDECACES) 

d) El Banco Central se roserva el derecho 
do s. ,spendero dar por tepminado el uso
do la presento hfnea do cr6dito a - -FEDECACES, por ineumpimiento de las es­
tipulaciones eLtablecidas por las presen­
tes nurmias. 

Para efectos do contratacl6n, ru6golcs instruir a quien corres­ponda, so comuniqcue con nuestros Departarentos de Cr6dito y JLIIrfiCo. 

En espera quo usa Federaci6n utilC onlos recursos puestos 
la mejor foimia posible

a su disposici6n, me es grnto suscribirme do ustedes 
con toda consideraci6n. 

S"Afonso Mis6s Beatriz 
Presildente 

AMIJ:m] rl., 
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San Salvador, 10 do marzo do 1970
 

Seflor Doctor don
 
Luis E. Guti6rroz, Gerente
 
Federaci6n do Cooperativas do Ahorro 
 jjq

Orrl it t do. El Sa Iv:ldo. 

Sefior- Gerente: 

Acuso recibo de sit atenta nota fechada 20 de febreropasado, on li que so roliere n la visita quoacompailado usted me hicieradel sefior Ken Davidson, Funcionario de AID, y me so­licita le confirmo los conceptos que en tal conversaci6ns6. on expre-Io rolativo a In canalizaci6n de recursos financioros atrav6s do esa Fedoraci6n, cn favot- do las Cooperativas afilia­
das. 

Sobre el particular, ctmlpliendo con sus deseos,tosunmente le confirmo gits­
la buena disposici6n quo priva on est;eBoiaco ­Contz-al px)r contribuir al fomento del movimiento coopera­tivisia que pt-omuove PFEDECACES, on lavoir do la economfa dely especialmonte pals.de los sectores Agrfcola o Industrial. En prue­ba do lo antes expres:do, coino es do su conocimiento, nuestra -Jtuta Directiva, despu6s do conocer los -studios realizados alefecto, en ses16n colebi'ada el 21 do octubre del aflo pasado, hapuesto a la disposici6n do esa Federaci6n, 
una lInea do cr6ditohasta po- 0500.OOO0.oo on condiciones favorables, la que servirfpara financiar diversas nctvidndes pi-oductivas. 

En ml epini6n, el buen aprovechamiento quelas facilidndes so haga docrediticias que les ha concedido este Bancotral, Cen­tsf corno el dobido ctunplimiento de las obli.,aciones deri­vadas, sorvirtn de respaldo para quo en el futuro se pueda inten­silicar la asistencia financiera que ya se ha iniciado. 

En espera do que In presente satisfaga su requerimien­to, hago propicia la ocas16n para renovarle las muestras do mn 
-
consideraci6n y estima.
 

-- Alfonso Mois6s Beatriz 
... ..APrsidente 

AMI3:mlrl. 
 * 

ir 1W. 61 

http:0500.OOO0.oo
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AGRICU' 4 uRAL CREDIT INSTITUTIONS 

(By Clark Joel, Nathan Associates) 

Tile purpose of this preliminary draft is to outline tho existinginstitutional setup for channeling credit to the agricultural sector.
A very detailed study of this subject (El Crddito Agrfcola en ElSalvador) was published in 1967 by the Grupo Pormanente do Trabajo drl
Organismo Nacional, with technical assistance by experts from the
Ministry of Economy, the Banco 
 Hipotocarlo, and the Inter-American
Bank. This alims as firstmemorandum only, a stop, at summarizingthe basic information in Vol.. I, which runs to over 600 pages. I havealso drawn on the Five-Year Plan for 1968-72 by the Ministry of
Agriculture and Livestock, containswhich pertinent information on theagricultural credit situation. No rechecking of the facts described
 ,r of the views exprosed in these two documents has been undertaken
 
ofar.
 

This paper ts designed to provide the following information oneach of the varlous organizations involved in extending agricultural
credit: (1) sourcoi of its funds; (2) tile groups that are major
beneficiarie.s of the credit; (3) the exact purpose 

tile 

of the loan; andfinally, (4) the shortcomingis of creditthe Institution in terms ofmeeting the needs of the groups they are serving and interms of


fulfilling the broad requirements of the agricultural 
 sector for working
capital and for medium and long-term credits to finance expansion in
 
productive capacity.
 

The following section suirmnarizes the major deficiencles of theInstitutional agricultural credit structure as described in El Cr6dito
Agrfcola on It beEl Salvador. should borne in mind that these
deficiencies: a) are general deficiencies that characterize theagricultural credit setup as a whole, and do not necessarily apply toall agricultural credit institutions; b) refer to the situation that 
prevailed in 1965-67. 

The major shortcomings of the agricultural credit system aresummarized under three headings: 1) Institutional Sources of Credit;
2) Non-Institutional Sources of Credit; 3) Special Credit Programs. 

a) Shortcomings of Institutional Sources of Credit (e.g. ABC, Cajas
do Cr6dito, Central Bank, Banco Hipotecario, commerciul banks etc.) 
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1) An overwhelming proportion of the credit made availablethe formal institutiors is for working capital. 
by 

Conversely, the
proportion made available to finance expansion and modernization ofproductive capacity is significantly below requiremonts.
 

2) The terms granted to farmers do not correspond to therequirements: farmer'sShort-term credit is often granted when modium-termcredit is requirod; the flchodule of disbursoments and repaymentsnot coincide with the "biological cycle", 
does 

i.e. with the credit needsand repaynont capacity of the farmer. 

3) An overwhelming proportion of the total creditto agriculture made availablegoes toAIinance the traditional export crops - coffee,cotton and sugar; the/ called subsistance or food crops are starved
 
of credit fund,,.
 

4) lack of initlat.ve and dynamism oninrltitutionfs. the part of the creditThey gencrally 
minimize 

follow a conservative approach designedto ris).s. With (the exception of in.tiltutions such as the ABCand the Cajtis do Crddito, the credit system strongly favorsand affluent borrowors becauso 
the large

of credit standing, type of collateralthey can pledge and the big-faminly ownership pattern that characterizes 
the conne rcial banking system.
 

5) Over-empha.is 
 on real estate as collateralroluctance (and a concomitantto accept the pledging of crops or livestock as security)discriminate at;ainst competent small and medium-size farmers; it alsomoans that the credit obtained is often not used for the purpose for
which it v', borrowed.
 

6) " of!,tago overall financial resources; this together withthe maldistribution of credit in favor of the export sector andlarge landwoners, compols the
medium and small-size farmers to borrow fromprivate non-institutional sources at much higher cost.
 

7) Shortage of qualified technical 
personnel and absence ofagricultural research 
(e.g. on the best potential uses of various typos
of land) and feasibility studies to serve 
as basis for loans.
 

8) 
Failure, particularly on the part of the commercial banking
 

http:Over-empha.is
http:initlat.ve
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system, to loans 
availablemake on the terms specifiedspecial programs under theof MEGA, META, and the Fondo de Dosarrollo Econ6mico

of the Central fank.
 

9) Very slow processlng of loan papers and excessiveof decision-nmking. centralization 
the needs of 

This causes Ioans to be untimely with respect tothe recipient. Moreover, forms to be completed areidentical oftento those required of applicants for industrial credit,are thus poorly suited andfor the purposes of the agricultural sector. 
b) Deficiencies of Non-Institutional Sources of Credit
suppliers of agricultural (private
inputs and supplios, processors and exportersof coffee and sugar, colimnorcJal firms and private money lenders). 

1) Credit is almost always short-termonly, except Pnd for operating capitalin the case of sellers of costly agricultural equipment.In the latter caso, terms are still relatively short - a maximum of
three years.
 

2) interest charges 
are relatively high, amounting, on average,to 31% above the comninrcial 
the 

bank rate.
 

3) Credit extended by processors and exporters of
and honey often coffee, sugaris part of a sales contract, binding the producersell his products at toan agreed price which is frequently lower thanthat obtainable in the starket. This has led some producers intoserious finncrial difficulties.
 

4) Credit extendedfrom 
 these sources is 
meet 

quite insufficient tothe need of small and medium-size farmers.
 

Nonetheless, 
 theso private suppliers of creditrole owing to the wide gap 
fulfill an important

left by institutional sources. 

c) Shortcomng,; of special agricultural credit prorams (META,MEPO and theinIodo MEGA,Desarrollo Ecou6mico del -BancoCentral. Theseprograms utilize the formal channels discussed under a) above as financialintermediaries). 

1) Shortage of qualified technical personnel. 
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2) Failure to exercise effective control over the final use to 
which the funds are put. 

3) 'rho practice or leavinG it up to the financial intermediaries
 
to apply their own crilerla with regard to choice of collateral,
 
terms of loans, schedule of disbursements and repayments, choice of
 
beneficiar.es, etc. 'Thu sKtnunards 
 of those financial, institutions 
often conflict with thosq ,i the i)rogr.nm Itself. 

4) Fa.ilure to esta)li ishproper coordinition between the technical 
and financial anspec;t; of the program: TuchnIcl(.ains have ofton realized 
feasibility ,; tLdi es vhi[(thI havo fatied to res&lt in loans owing to lack 
of loan rCds " r 1o Ccredi t MLind lrdn app Lied by t;he banks. 

5 ) Abs;t'aite of 1 z.cess;ai' y' r';ei rch prt.oJ ec ts to determino the
technical. ati oco"lMc aN'an;i. ty of I.rr Igatlon projects In the area 
ofr v0~to(ih d,'',,Oiitin (.up,'clI]a.ly MI'PO). 

6) Poor pi nnI TngaiI follow-up on inve- ImenL, pirojort:s, Thlts, as 
well a p i nI t] ove , Is iii n Led to Ihieo shur tg ,f qua . f l-d technical 
i)er.nsoIl ] . 

7) Fa]lure to tii tnla.in proper cordinaItion between the various 
agricultural programs, the Planning Council, thu Ministry of Agriculture
and I, vus Lock and the vuriou. pec tall zed organization; capable of 
supplyi ng I;eolnlcn] a:nI a t;ance, 

http:up,'clI]a.ly
http:i)rogr.nm
http:beneficiar.es
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AIoD anual) rove bugeryvid rdit Goenemesryt.
 

preioslexaedredil oons t gutrlue -cl~n ua
 

8=11,~and me uitso and vrt abeioatuers.to~ 

(o ia-tey caetts)toavidnl orkng apialu(ro, o fortat 

cotton, corn and rice (the combined total of thoe threeo •: 
made up almost 90% eof the •total er'odlt extended to tlho" ". 
"~Sub-sector ugr'foolnt" It) 19OB and J007), 

SH[ORTCOMINGS 

1) Did not have the required niumber and quality or extension 
workers.. 

2) Did not liit Its operations to selected priority areas,.: .•:..
~~extended instead Its operations to tlhewhole national teritory. , :'. 
~~~~3) Followed unscrupulous poliolos during the f irst years.0of its.- -: .
 ~~opera tions (thisa shortcoming has boon largely corrected in recent ii.i ~ ~~~years)... taa rp r' :::.
 

4), Concentrated on .iancing particutlar agricultrlcoso
activities of borrowoers withtout analyzing their overa'll cre~dit . - .i .: 
requirementsof , and L.p ._ x. 
 output and " (Voum :":re Oitt p.tentia I...: '.... page...... : 

r loans f "basic credit") . 0 o-proes 

http:abeioatuers.to


!=r
'i~ii :.iENNA. aW.: '>f 'n- I l
ch1111i _ -rI I oIIIn r t ~- -- D f -i- ;-le- -il<_ -.-"~ _ _ 

4 4 

Exhbitnera
 

... problems ofruralI families resulting fromi thle- wholeomnplex of:
 
socio-economic causes (Page xvii). 
Loans are made to sumagia

farmers without first: ensuring that tlhey are free from probliiem

that interfere with their,ability to produce 
and rpay t.he !loan.;:
6) Loans are often too small and for periods .too sort. (page "xvi. 
 4


7)hil decision-making process is ovo-cntraiized (all loahns.-.:
aboveay02,000fiecbe smustapprovedd neatby
.the central oto pann* !i 

ffice), thus icausing : "i
 

ORGANtIZATION: 
 Banco 1ipotecarEo
 

RECEIVES SqNDS FROM: 
Its capital (900,000) was contributed by the government in 1935

The shares are presently hold by tile Asoctacmn Cafetalera dElrolvdor (70), Asciaci6n do ng from th 
 wl complex of 
and private shareholders (01a): The
vniLans ar accepts demand and
 
atime In addition, the Dank rcolvoe
drposito 
 public funds to
hlp carry out special program sh vs
ande do )osarrollo Eon6mico of ETA, MEGA, and the
the Central ank.
 

CIANNEIS FUNDS TO: 

ostly to lareofarmers and intermediaries able to pledge excellent
collateral generally 
neth form of real
b ctato mortgages. 

FOR 711 PURPOSE OF., 

Mostly t provide short-term credits for wrking capital. 
Mediumman
 
and long-term loans are made in connection with the special META
and GA program and withi...the ondo do Dosarrollo. .. 

S 
 lORTOMI
NGS 


.

2) Tile ank requires an excssive amounto 
coab erle exsllent
 

real estate mortgages..

3) O Bank is not ort-nter crtdibing o g catal. dev o p m n te 

and haspogruw,and MGA-definitono agreculturth coreddo tad-wih .Fondo Desarrollo.olcthe sil ." 
 .
 
-
:iii'iii IN
Iiil BI 6R J-i.,=i,0M "! ;ll!~ii l?,~~lsii :'. 
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4) Slowness and inefficiency in processing loan applications.
5) Loans are highly concentrated ill 
the hands of a few borrowers
with access to other credit sources 
(anl annual average of 014.2
million in credit were loaned in only 78 credit transactions

(Page ix of El Cr6dtto Agrfcoln).

6) ,-lhuIiti'; iIivetilclt (:rodit designed to expand agricultural
piroductIvo capncitty, except :for funds provided tinder the special
InVestm t plrogra in5. 

OIGANIZA'[ION: Comiznrci a 1 Banks 

I{CEI,: J.UNIV; FROM: 

0.".i' r,,;ourc,l (Inostly from dol:tors) public funds under MEGAtind MET;'FA, spcl.al creditl lines set tip by the Central Bank for
cotton ;nd c-offee, and resources from tile Fondo de Desarrollo 
Ec nmill (,o (if the C(enitrlal Bank. 

CHANNLL FUNDS 'JO: 

Plie:;i Iy13, t :o',c fitriners and Intermcdiarles, as evidenced by tilehigh :iv'erare loan flgure granted (,14,200 for the period 62-65). 

FOR PU/RII)OE OF: 

,I to frovld, w(rktng cn pitlJ to finance the traditionalc.rops. For tile years 1966 and 72 761967, to percent of totalc redI1.,exte(ide( by commercial banks to the sub-sector agrfcolawent to coffee, cotton and sugar. (1'lan Quinqtienal, Table 11-27). 

SIIOR 1TCOMUI(;;
1)
 

Mn mos . co inorcJ a banks are family-hold banks, their loans have ca terod ma11nly 
to s.mlJ gr(group and nots are oriented towards thenoeds of social and economic development. Loans are highly con­conratod. 
Ill 1961, 75% of the total voJ.umo of credit wascontrated into con­6.7%of total. credit transactions, which probablyaccount for no more than 5% of the total number of customers sorved. 
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M 14"L, 

, '*'., 

of thoL-- 1id~~4 ~.~ 
oiank actS a ,. 

Te3) Bank I"*, l W. VK' 
bank oift•O ' '" t, ,in th n Tpanf,,, 

Ow eexporto:b(ts ' 1 C4.. , . 4v44oucs . .. -.v 
are nneledo A4\1 motyot 


haon. AlmodsunA Af4nthre entra Ban 
granted uadoV p acivtes
 
Desarrolibl, It. ~t ~ ~ 4 ~ A~
 

ORGANIZATION:(4) rilt Acoa p IgA3),h-)'oto.,7f. 
'-4p 

RECEIVES FUNDS FROM:--'. 

Own resources (its cn al ~~# ~r~~~ 
govertnent and a uton*?, .Nh. 4:,kJ#n
Including foreign bnnks a id '"'A .''t0 

rThe Central Bank nses acts aof r m t 

(ElCrnance ariclar page 63). 

thanmeing of .oton andM the-Cenr ln ij- 'an 
s hort-term oeagfunds tneeosnance, h Wcutva1 n 

coffee nd sugar. Credit for other rops s'negigble (ibid, ,pages 77-78). rThe 

}-~ 

task of eproviding investmentfunds is left t 
longterm loans obtaine from foreign lendin in 

the aesmoutcs i thei Centrat akna o ando Desrrollo (discussed
 
teparately beow)# actiyii. 
 '..4 
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SHORTCOMINGS: 

1) Very slow processing of loan papers and excessive centrali­
zation of decision-making.
 

2) Quotas sotby Central Bank on the amounts commercial banks can
 
lend for "commercial" (as opposed to "productive") purposes 
have adversely affected the production and distribution of
 
agricultural commodities (Ibid, pages vi-vii).


3) Excessive rigidity also characterizes the terms of repayment

granted which are often not consonant with the biological
 
cycle and have generated financial difficulties for the
 
borrowers (Ibid., iv-v).
 

4) Hloavy emphasis on the financing of coffee and cotton at the
 
expense of other agricultural sectors (page vi).
 

ORGANIZATION: Fedoraci6n de Cajas de Cr6dito Rural
 

RECEIVES FUNDS IFOM: 

The Federationt s original capital of 0201,600 in 1913 was obtained
 
as follows: from the Mejoramiento Social (an institution now
 
extinct) 1.100,000; from the Banco llipotecnrio, 0100,000; 
and from the 16 Cajas or local cooperatives, only 01,600. The 
capital of the individual Cajas or Coops varies, depending on the 
contribution of its members. Value of shares is V!G aid no 
member can own 
shares exceeding 03,000, except for the autonomous
 
public institutions.
 

CHANNELS FUNDS TO: 

Small and rr.dium-size members of the credit union
 

FOR PURPOSE OF: 

Debt refinancing, provision or working capital, purchase of land
 
and other rural property, and financing of domestic needs
 
(education, medidal assistance, etc.). 
 (El Cr~dito Agricola,
 
p. 166).
 

3HORTCOMINGS
 

1) The Federation failed to display initiative and dynamismp and
 
made no attempt to change the structure or mode of operation
 
of small and medium-size agricultural enterprises.
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2) The Federation failed to establish cooperatives in the
 
geographical areas of greatest need.


3) It ignored some of the basic principles of cooperative

organization (such as democratic government, education of
members, distribution of excess resources iu .ceordance with
services rendered by the members, etc.).


4) The Federation has operated without an agricultural development

plan or investment policy.


5) Made loans without prior investigation of the current and
potential productive and repayment capacity of borrowers.
6) Only a small proportion of credit extended is of the investment
 
typo.
 

ORGANIZATION: 
 INSAFI
 

RECEIVES FUNDS FROMAI: 

Government budget, loans from international institutions,
repayments of previous 
loans. 
Capital owned entirely by the
 
Governinnt.
 

CHANNELS FUNDS TO:
 

Industrial enterprises. 
Does not lend to agriculral enterprises
as such, except small amounts for poultry development. 
Most of
 
its loans are medium and long-term.
 

FOR PURPOSE OF:
 

Promote, increase, diversify and rationalize industrial promotion
in the country. 
From the viewpoint of agriculture, it is
significant only in sofar as its activities promote the develop­ment of industries using agricultural products and supplying
inputs to the agricultural sectors (e.g. textiles, food processing,

fertilizers, insecticides).
 

SHORTCOMINGS 

1) Lacks dynamism and follows a conservative policy, demanding

ample and traditional types of collateral for its loans.
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2) Lacks adequate financial resources and technical personnel.

3) Has failed to conduct needed feasibility studies.

4) Concentrated on banking-type operations while neglecting its
primary function of creating now industries.
 
5) A large proportion of the Institute's resources are directed
 

to large enterprises, while neglecting small businesses
 
(El Cr~dito Agricola, pages xxiv-xxv).
 

ORGANIZATION: 
 Cooperativa Algodonera
 

RECEIVES FUNDS FROM: 

Mombers of tho Cooporativa, loans from the Central Bank and from 
foreign banks. 

CILANNELS FUNDS TO: 

Cotton producers, processors and exporters that are members of
 
the Cooperativa.
 

FOR PURPOSE OF:
 

Tile credit is mostly designed to enable the Cooperativa to pay
producers at the time they deliver the cotton to the Cooperativa's

ginning mills and warehouses. The Cooperative also provides

credit in kind 
- for chemical fertilizers, seeds, insecticides
 
and aereal spraying (El Crdito Arfcola, Volume II, 
page 499).
 

SHORTCOMINGS:
 

The credit serves the limited purpose of providing short-term
funds to supplement the working capital of cotton growers,
 
processors, and exporters.
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ORGANIZATION: Compaftfa Salvadorefta de Cafd 

RECEIVES FUNDS FROM: 

Original capital of 0252,000 distributed as follows: l180,000 
to Asociaci6n Cafetalera de El Salvador; 060,O00 to Banco 
Hlipotecario and 012,000 to private shareholders. El Fondo Re­
gulador del Caf6 was set up at the same time to be managed by 
the company for the purpose of stabilizing national coffee 
prices. This fund was constituted on the basis of the profits 
of the Asociaci6n Cafetalera and with the resources of the Banco 
Hipotocario. As coffee prices rose in subsequent years, the 
Fondo was not required for purposes of price stabilization and it 
could be used for the granting of loans to coffee processorsp 
exporters and producers. Additional resources for the Compoftfa 
are obtained regularly through the capitalization of part of the 
profits of the Compa~fa. In addition, loans may be obtained from 
domestic or foreign banks. Loans made by domestic banks are 
generally rodiscountod, at least in part, by the Central Bank. 

CIIANNELS FUNDS 'W: 

Mostly to large coffee processors and exporters (two-thirds of
 
the total credit extended in 1966 went to this group).
 
More recently and to a lesser extent, credit has been extended
 
to coffee cooperatives. 

FOR PURPOSE OF:
 

Enabling the processor-exporters to purchase coffee or to extund
 
credit to coffee producers. Credit is short-term and for the
 
purpose of supplementing working capital. The funds loaned to the
 
processor-exporters are used to purchase co.Zfee or advanced to
 
coffee producers as part of a purchase contract (with the future
 
coffee crop pledged as collateral). The Compaftfa also makes such
 
loans directly to producers. Loans for debt refinancing are made
 
in some instances. No investment credit is granted.
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SHORTCOMINGS: 

provide credit that would increase productivity,
1) It fails .o 

promote diversification, or withdraw marginal land from
 

coffee cultivation.
 

2) Concentration of bbnefits on a small number of processor­

exporters. (Pages xxi-xxii, El Cr6dito Agrfcola).
 

ORGANIZATION: Finnnciera de Desarrollo e Inversi6n
 

(a private financial organization) 

RECEIVES FUNDS FROM: 

Private capital subscribed by foreigners and Salvadorans. Principal 

shareholders are Salv; doran businessmen, industrialists and large 

farmers (as well as foreign financial institutions such as Wells 

Fargo Bank of San Francisco and the Banco do Londres y Montreal 
page 246). The Financierain El Salvador). (El Cr6dito Arfcola, 

to utilize credit lines from the Central Bank, andis also able 
has applied to use funds from the Fondo do Desarrollo Econ6mico 

to finance some medium and long-term projects. It has obtained
 

a $5 million credit line from AID to finance the importation of
 
and has obtainedmachinery and equipment 	 from the United States; 

in the United States, Europe and Japancredit lines from banks 

to finance imports from various parts of the world. This
 

diversity of resources explains the rapid increase in the operations
 

of this institution which has contributed significantly 'o capital
 

formation in the country.
 

CHANNELS FUNDS TO: 

New industries or productive enterprises, especially in the
 

The institution can utilize
 area of manufacturing industry. 


its resources to finance short, medium and long-term operations.
 

FOR PURPOSE OF: 

Promote, organize and finance new industries; expand existing
 

industries; make loans for productive purposes with own
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resources as well as with resources obtained from national and
 
foreign credit institutions. While manufacturing industry has
 
first priority, 10% of its total loans have gone to agriculture
 
and 15% to agrobusinesses (El Crddito Agricola, page 434).
 

SHORTCOMINGS
 

The institution has made a substantial contribution to the financing

of productive enterprises in the country, and placed 017 million
 
in a period of a year ane eight months. The following shortcomings
 
are noted:
 

1) 	 The financing has been generally heavily concentrated on large 
enterprises. The small entrepreneur has been neglected.

2) 	 The guarantees demanded have followed the traditional pattern, 
consisting almost entirely of real estate mortgages, Personal 
guarantees from individuals of known solvency and reputation 
have been accepted on occasion, but only for short-term 
opera tions 

3) The institution has not carried out its principal objective
of helping to initiate new enterprises. These were to be 
turned over to independent private operators at a later date, 
with equity shares offered for sale to the general public.

4) From the viewpoint of agricultural development, a shortcoming 
is 	that most of the resources of the enterprise have gone to
 
finance manufacturing industry. (page 445 of El Cr6d).to Agrfcola.) 

ORGANIZATION: 	 ICR (Institute de Colonizaci6n Rural)
 

RECEIVES FUNDS FROM: 

Its capital was derived from the assets of the Junta Nacional de
 
Defensa Social and from Mejoramiento Sosial, institutions now
 
extinct. Additional increments to its capital were derived from
 
investments realized during ICRts existence with subsidies from
 
the State and its own revenues. Total present value of its
 
capital is about 912.5 million (El Cr6dito Agricola, pages 29--292),
 

CHANNELS FUNDS TO:
 

Does not channel any funds. Its credit function is limited to
 

http:Cr6d).to
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the distribution of lots and houses on credit to the settlers
 
with provisions for payment in periodic installments. To

satisfy other crddit needs of settlers, ICR has acted as
 
intermediary in attempting to obtain credit for them through

the ABC, the Federaci6n de Cajas do Cr6dito, and private

banks.
 

FOR PURPOSE OF:
 

Improve living standards and the educational level of agri­
cultural laborers; and increase agricultural production by
means of a program of settlement of landless farmers and of land
redistribution with the help of technical and credit assistance.
 

SHORTCOMINGS:
 

The ICR has no credit resources of its own and has often
been unnuccessful in obtaining the credit needed by settlers 
from other institutions. Other deficiencies include:
 

1)	Resources of the Institute are too small in relation to the

problem at hand. 
While some redistribudion of 1f.nd has been
 
efiected, some settlers were resettled and various sanitary

and educational facilities were erected, these activities
 
bear no relationship to the magnitude of the problem.


2) The Institute has spread its activities over too many areas

of rural welfare and agricultural development, thus diverting

its resources from its principal objective, which is the
 
purchase and distribution of lands.
 

3) In order to benefit the largest possible number of farmers,

the Institute has distributed lots that are too small to
 
support a rural family, a policy which has aggravated the
 
problem posed by minifarms in the country (El Cr6dito
 
Agricola, pages 312-314).
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II. NON-INSTITUTIONAL SOURCES OF CREDIT
 

ORGANIZATION: 	 Commercial suppliers of agricultural inputs#
 
including agricultural machinery and equipment
 

RECEIVE FUNDS FROM:
 

By order of importance: National credit institutions (mostly
 
commercial banks); manufacturers and banks located abroad and
 
from own resources (El Cr6dito Agrfcola, pages xxxix and 504).
 

CHANNEL FUNDS TO:
 

Mostly to medium-size farmers, to a lesser extent small farmers, 
(the larger ones have access to commercial bank credit) (Ibid., 
pages xxxix and 499). 

FOR PURPOSE OF: 

Promoting the sale of agricultural inputs (fertilizers, seeds,
 
insecticides, farm tools, etc.), and of agricultural machinery
 
and equipment.
 

SHORTCOMINGS:
 

1) The cost of this type of financing is relatively high. While
 
the nominal interest rate is reasonable, the manner of computing
 
it and additional charges result in a total effective interest
 
rate which is relatively high (about 3j% higher than the 
commercial bank rate).
 

2) The initial downpayment requirement removes the goods from the
 
reach of many farmers. This is mainly the case for agricultural
 
equipment.
 

3) This type of credit is not ideally designed for investment
 
purposes, not only because of its high cost and downpayment
 
requirements, but also because it is of relatively short duration.
 
Thus, the maximum credit tArma for heavy agricultural equipment 
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ip three years. Novertheless, this form of credit is performing
 
a useful function in El Salvador. It has increased from 017
 
million in 1961 to 062 million in 1965. 
 The c redit offers the
 
advantages of: (1) being directed to medium and small farmers
 
which are neglected by most of the official Jnstituions; (2)

being obtainable with a i,
inimum of red tape and delay; and (3)

takes into account the reliability and repayment capacity of
 
the borrower instead of relying exclusively on the security
 
pledged as collateral (Ibid,j pages xxxix and 507).
 

ORGANIZATION: Processors and exporters of coffee
 

RECEIVE FUNDS FROM:
 

By order of importance: own funds, commercial banks, and Banco
 
Hipotocario, Compaflfa Salvadorefla de CafS and foreign banks.
 

CHANNEL FUNDS TO:
 

Mainly to small coffee producers. Credit terms are short (less

than a year). Credit from processors and exporters of coffee
 
constituted 19% 
of total coffee credits from all sources extended
 
during 1964/65.
 

FOR PURPOSE OF:
 

To insure themselves of an adequate supply of coffee for processing

and export. 
Gredit is granted as part of a sales contract - i.e.
 
a pledge by producers to sell a stated amount at a given price or
 
at a 
price to be set by agreement between the producer and purchaser
 
at a later time. 
 (The price will depend on the world price and
 
on quota limitations). 
The coffee itself is pledged as collateral*
 
The purpose of this credit is purely to provide working capital
 
(pages 1 and li, 511 and 521-522).
 

SHORTCOMINGS:
 

1) Cost of credit is significantly higher than from financial
 
institutions. The interest rate is about 3% 
 above the commercial
 
bank loan rate (the rate is generally between 9 to 10% a year).
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2) Credit is limited to providing working capital, to increase
 
productive capacity.
 

3) The system is conducive to lower prices for producers, a fact
 
which has contributed to the insolvency of a number of coffee
 
growers in the years 1961-62.
 

ORGANIZATION: Sugar Processing Plants and Exporters of Honey
 

RECEIVE FUNDS FROM:
 

Mostly own resources; are sometimes supplemented by credits from
 
commercial banks and Banco Hipotecario; or from foreign firms
 
and banks.
 

CIIANEL FUNDS TO: 

Mostly to small, and to a lesser extent, to medium-size producers
 
of sugar cane and honey.
 

FOR PURPOSE OF:
 

Assuring themselves a supply of the raw material at favorable prices 
Loans on short terms exclusively for operating capital. Credit 
is extended as pait of a purchase contract, with repayment of the 
loan at the time of delivery (El Cr6dito Agrlcola, page 525). 

SHORTCOMINGS:
 

1) The amount involved is small - only 0200,000 to 9360,000 a year.

2) Relatively high cost of credit 
- about 3j% above commercial bank
 

loan charge.
 
3) This type of financing often results in lower prices to
 

agricultural producers.
 
4) The credit is short-term and only for working capital purposes*
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ORGANIZATION: 
 Private Money Lenders and Merchants
 

RECEIVE FUNDS FROM:
 

Own resources, commercial banks and Danco Hipotecario, foreign
 
firms and banks.
 

CILANNEL FUNDS TO: 

Mostly small farmers unable to avail themselves of commercial 
bank loans or other types of institutional credit. 

FOR PURPOSE OF: 

1) Realizing profits from lending operations; 2) Assist agricultural
 
producers in order to increase farm supplies available for sale.
 

SHORTCOMINGS: 

This typo of credit presently performs a useful function in El 
Salvador owing to the insufficiency of institutional credit available 
to small farmers and the many other shortcomings attending such 
credit noted above. Credit offered by private merchants and money
lenders is characterized by speed, absence of red tape, convenience
 
(the lender usually resides in the locality of the borrower), and
 
the fact that the lender usually does not demand a real estate
 
mortgage. Deficiencies include the high cost of credit in the
 
form of high interest and other charges, and lower prices to the
 
producers in many cases where the credit is part of a contract
 
tn deliver the crop. It is hoped that the development of institu­
t-onal credit sources gradually will reduce the dependence by
 
small and medium-size farmers on private lenders and merchants as
 
major sources of credit.
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III. SPECIAL AGRICULTURAL CREDIT PROGRAMS
 

The special credit programs described below use the institutional

intermediaries described under I to distribute their credit
 
resources. 
 They do not have direct contact with ultimate users.
 

ORGANIZATION: 
 META (Mejoramiento de Tierras Agr~colas)
 

RECEIVES FUNDS FROM: 

Mostly from Government budget and AID.
 

CHANNEL FUNDS TO: 

The program is intended for small and medium-size farmers; but
in practice, most of the credit has gone to medium and large­
size farmers 
(see data in El Crddito Agrfcola, page 541). 
 META
channels its funds through Banco Hipotecario (40%), ABC (19%),
commercial banks (19%), commercial banks (41%), (percentages
for period from inception through Oct. 66, Ibid., p.539). 
 The

META program is administered by the Ministry of Agriculture and
Livestock. The Central Bank, as 
fiscal agent for the government,

administers the funds loaned by AID and rediscounts credits
 
granted by the financial institutions participating in the
 
program (page 539). 

FOR PURPOSE OF:
 

Provide technical assistance and funds for conservation, drainage
and irrigation work on small and medium-size farm properties for
the purpose of increasing agricultural production, conserve

national resources and improve cultivation techniques.
 

SHORTCOMINGS:
 

1) Shortage of qualified technical personnel# particularly
 
irrigation and soil engineers.
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2) Commercial banks have applied their own criteria with regard
 
to acceptable collateral, timing on loans and repayments,
 
choice of beneficiaries, terms, etc. These standards frequently
 
conflict with the principles underlying the META program as
 
spol.ed out in the "Manual do Operaciones" (see pages xlv, 542 
and 566). Except for the Banco Iipotecario, other credit 
institutions have not c ooperated satisfactorily (page xlvi). 
Note that all credit investigations of applicants are conducted 
by the financial institutions responsible, not by META personnel 
or by the Ministry of Agriculture, 

3) Failure to establish proper coordination between the technical
 
and financial aspects of the MEIA program, due in part to
 
factors 1) and 2) mentioned above.
 

4) Poor planning and control of investment project.
 
5) Absence of needed research programs: Research with respect to 

the irrigation appropriate for the various crops on different 
soils is indisponsablo to the proper functioning of the META 
prograin. 

6) Absence of supplmrntary credit programs to promote effective 
utilization of the improvements resulting from the irrigation
 
and drainage projects. (Page xlvi).
 

7) Neglect of conservation activities: About 90% of the loans
 
made were utilized for irrigation and drainage, only 10% for
 
soil conservation (page 564).
 

ORGANIZATION: MEGA
 

RECEIVES FUNDS FROM:
 

Government budget and AID.
 

CHANNEIB FUNDS TO:
 

Funds are intended for small and medium-size owners of beef and
 
dairy cattle. The maximum loan that can be extended to anyone
 
borrower is 030,000 (the original amount of $10,000 was found to
 
be too small). Ilowever, in practice, the larger livestock owners
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have also benefited from the program through the device of having
various members of the family negotiate separate loans (El
Cr6dito Agrfcola, page 586). 
 While the program does not-require
the beneficiaries to be landownders, tn practice, the program
has greatly favored this group since all financial institutions
with the exception of A13C have demanded real estate mortgages
as securities for loans. 
 The credit is channeled through the
Banco Hipotecario, the commercial banks, the Fedoraci6n de Cajasde Cr6dito and the ABC. (The ABC and the Banco illpotecario arethe most important, channeling
the 

43.5% and 25.8%, respectively ofcredit extended under MEGA up to September 30,1966). MEGAfunds are administered by the Central Bank, for META.as 

FOR PURPOSE OF:
 

Improvements of herds through crosses with registered bulls,development of pure domestic breeds, improvement of physicalfacilities, and development of forage crops on livestock farms. 

SHORTCOMINGS: 

The program has been a definite success from the viewpoint ofacceptance. Demand substantially exceeded funds available. 
Shortcomings include:
 

1) Less livestock was imported than originally planned becauseof delays in securing loans and excessive guarantees required.Producers resisted mortgaging their farms, to buy animals(they rejected the logic of this requirement since the livestock 
was covered by life insurance). 

2) Technical assistance was inadequate both from the viewpoint of
credit planning as well as 
project implementation. 
Technicians
 were handicapped by lack of knowledge of land utilization
 
patterns and potential, as well as 
inadequate knowledge of
principles of agricultural credit, farm management and agricul­tural economics. 
There are no general economic feasibility

studies of livestock farming for the various regions of the
country. Agronomical aspects also failed to receive sufficient

attention (Ibid., page 605).
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3) The cooperation .givenby private commercial banks leaves much
to be desired. 
Most of the approved applications were from

large ranchers, while many applications from medium-sizeapplicants were rejected; almost all applications from small
ranchers were turned down (Ibid., page 605).
 

4) The negotiation of loans 
was unjustifiable slow# thus causing
prospective borrowers to miss their best opportunities.
 

5) An important problem was the collateral demanded by commercialbanks as they refused to accept the livestock to be purchased
as collateral and insisted on real estate guarantees.
 

6) Shortage of funds in the program as evidenced by the substantial 
discrepancy between the number of applications received and
processed by the technical department as against the much lesser
number approved by the financial institutions. (Page 606). 

7) Absence of economic feasibility studies to indicate whetherMEGA should give priority to the production of meat or ofmilk; studies should be undertaken 'to determine the type oflivestock farming that mostlyis economical for the differeut 
areas of the country. 

8) Failure by the Central Bank to exercise any control over the

disposition made of MEGA loans and rediscounts. Sanctions

should have been im posed by the Central Bank on commercial

banks that failed to comply with the objectives of the
 
program to discourage violations.
 

ORGANIZATION: 
 MEPO (Mejoramiento Porcine)
 

RECEIVES FUNDS FROM:
 

Program financed through ABC funds (page 606).
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CHANNELS FUNDS TO:
 

Hog ranchers, small and medium-size. The maximum amount to be
 
loaned to anyone user has been set at 930,000 as for MEGA. All
 
loans under the MEPO program are channeled exclusively through
 
the ABC.
 

FOR PURPOSE OF:
 

Impprtation of improved animals to be followed by the expansion

of the Centro do Reproducc16n Porcina at the Posta Zoot6cnica
 
de Izalco; the establishment of operating pig farms; and the
 
financing of operating expenditures (El Cr6dito Agrfcola, pages
 
575-576). Thirty-six percent of the credit has been used for
 
the purchase of breeding stock, 44% for the purchase of facilitiesp
 
and 15% went for operating expenditures.
 

SHORTCOMINGS:
 

1) Up to now the program has been of little significance owing to
 
shortage of funds. The MEPO program disposes of no funds of
 
its own and relies on the resources of the ABC. This latter
 
institution has been extremely conservative in its approval of
 
loans.
 

2) There are serious problems regarding the economics of hog

raising in El Salvador, owing to the high cost of feed and the
 
absence of a marketing system. This situation underlines the
 
importance of undertaking studies to suggest the best line of
 
action.
 

3) Lack of technical assistance which is badly needed by the
 
program owing to high costs of production and lack of experience
 
in hog raising in the country.
 

4) The requirements of real estate mortgages have been the largest

obstacles to expansion of the program as the small hog ranchers
 
are unable to put up such collateral. (El Crdito Agricola,
 
pages 606-607).
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ORGANIZATION: 
 Fondo de Desarrollo Econ6mico del Banco
 

Central
 

RECEIVES FUNDS FROM:
 

Central Bank own resources resulting from accumulation of
 
profits.
 

CHANNELS FUNDS TO:
 

To private and mixed enterprises. No restrictions are imposed
on the nationality of the user; there are no provisions specifying

whether user must be owner or renter, a natural or juridical
person or describing typos of beneficiaries. 
Loans are not subject
to maximum or minimum amounts. Credit is extended through

commercial banks, the Banco Ilipotecario, INSAFI, la Finnnciera do
Desarrollo e Inversi6n, S.A., Federacion de Cajas de Cr6dito and ABC.
 

FOR PURPOSE OF:
 

To alleviate the shortage of funds for medium and long-term
investment in agriculture, industrial processing of raw materialsand for tourism. The Fund is also to improve the marketing anddistribution of agricultural products and to promote the develop­ment of the extractive industry (El Credito Agrfcola, page 610).
 

SHORTCOMINGS:
 

1) The limited resources of the Fund are dispersed over a broad
 area instead of being concentrated in agriculture. Agriculture

in particular suffers from competition with tourism as the
latter sector appears to offer lower risks, better guarantees

and is more likely to attract private capital.
 

2) Since part of the Fund's resources are channeled to users
through the commercial banking system, they suffer all the
 
shortcomings that characterize commercial bank operations,
including excessive mortgage requirements with little attention
paid to the destination of credit, the social benefit, control
 
over the ultimate use of funds, and the need for technical
assistance. 
It may be presumed, therefore, that most of the

Fund's resources did not reach the small and medium-size farmers.
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3) The operating rules of the Fund do not include specific

regulations under which the credit can be granted such as
specifying size and type of credit and the specific uses;
 
nor are there limit 
 on minimum and maximum loans, maximum or

minimum terms, grace periods, extension rights, etc. 
No
mention is made of guarantees; and, most importantly, no

provision is includcd for control over the use of the funds,

a feature that is essential to all programs of agricultural

credit. These aspects were left 
to the financial institutions
 
which are generally interested only in real estate collateral.
 

4) The loan application requirements for agricultural credit are
the same as 
for industrial credit, including presentation of
 
a complex investment plan, feasibility studies, etc. which
 
cannot be provided by the small and medium farmers.
 

5) Credits granted from the Fund were not administered properly

owing to failure to maintain proper coordination with the

Planning Council, the Ministry of Agriculture and Livestock

and other organizations able to provide technical assistance
 
(page 1 and 621).
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CHECKLIST OF STATfrORY CRITERIA 

(Alliance for Progress)
 

In the right-hand margin, for oach itc;n write ansior, or, as appropriate,a smunary of. required discussion. As necessary, reference the section(s)of the Capital Assistance Paper, otheror clearly identified and availabledocmcnt, in which the matter is further discussed. This form may be made a part of the'Capitnl Assistance Paper. 

The following abbreviations are used: 

FAA - Foreign Assistllice Act of 1961, As uncnded by the Foreign Assistance 
Act of 1968. 

Alp. - Foreign Assistance and Related Agencies Appropriations Act, 1970. 

COUNTRY P,'RV1h'AWCE 

Pro32eQ. 'owar~dJ Countr.!CoaT.n 

1. FAA e.20.; fi.251(b) 

A. Dencribe extent to iihich
 
countinJ ic:
 

(1) Making appropriate efforts 1. A. (1) El Salvador is makingto increase food production appropriate efforts through itsand improve means for food Supervised Agricultural Credit,ator ge and distribution. Livestock Improvement Agencies, 
Agricultural price Stabilization
Institute, and the Agrarian Reform 
Program implemented through its 
Rural Colonization Institute. 

(2) Creating a favorabZe c~imate 1. A(2) El Salvador is creatingfor foreign and domestic private such climate by 1. Common marketenterprioe and inveotwnt. efforts, 2. investment protection
laws, 3. investment guarantees,
4. free exchange, 5. tax incentives 
t'o new industries. 
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(3) Increaoing the pubeic'e 
role in the developmental 
process, 

1. A. (3) The publicts role in the 
developmental process in El 
Salvador is increasing through
the Savings & Loan Associations, 
Demographic Society, an expansion
of private cooperatives encouraged
by the 1969 Cooperatives Law, this 
project, the private industrial bank 
and other private institutions. 

(4) (a) Allocating available 
budgetary resources to 
development, 

1. A. (4)(a) El Salvador is allocating 
igubstantial budgetary re.sources 
to development. 

(b) Diverting such 1. A(4)(b) El Salvador.does not 
reources,for unnecessary appear to be taking these actions. 
militarj expenditure (See 
also Item No. 18.) and 
intervention in affairs of 
other free and independent
nations. (See also Item No. 17.) 

(5) Willing to contribute funds to A. (5) Public and private
the project or progrwna. Salvadoran entities will 

contribute substantial funds 
to the project. 
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(6) Making economic, vooia,, A. (6)El Salvador is making efforts 
and political refo) low ouch ae to accomplish these reforms.
tax collction iq~rovemiento and Progress is being made in recognition
changes in land tenvre arrange~nenta,of the importance of individual 
and niaking progress toward respect freedom, initiative, and private
for the rule of lc'w, freedom of enterprise, and freedom ofexprescion and of the press, and expression of the press exists. 
recognizing the inportanc~e of
 
individual freedom, initiative,
 
and private enterprise.
 

(7) AdlJering to the principles of 1. A. (7) El Salvador is adhering to
the Act of Bogota and Charter of the principles of the Act of BogotAPunta del Este. and Charter of Punta del Este. 

(0) Attempting to repatriate capital1. A. (8) El Salvador has consist­invested in other countries by j-ts ently followed policies that 
own citizens, encourage the repatriation of 

capital invested in other countries 
by its citizens. 

(9) Otherwise responding to the VitqZA (9) El Salvador is responding
economic, political, and social to these concerns and demopndtra­concers of its people, and demonstratig ting a clear determination to 
a clear determination to take effective take effective self-help rvleasuresself-help measures. as shown by its recent incirease in

real property taxes, and contribu­
tions from its own resources toward 
mgricultural and educational reform,B. Are above factors taken into account I and other development projects,

the furnishing of the subject assistance? 
I. B. - The bove factors have been 
taken into account inthe fur:IAshing
of subject assistance.' 
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Treatment of U.S. Citineno 

2. 	 FAA 0.620(c). If agoistancc is 2. According to the best informati( 
to goverinent, is the govevntent available, no such indebtedness is 
Ziable as debtor or uncocditional owed to U. S. citizens. 
guarantoron any debt to a U.S. 
oitizen for goodj or orrvirea 
furished or ordered where (a)
 
such citizen has exdlavo ted
 

*available legal remediso and 
(b) debt is not denied or
 
contested by euch goverivnent?
 

.., FAA 0.620(e)(1). If assistance 3. There is no evidence of such action. 
is to a government, has it 
(including governent agencies or 
subdivi-sions) taken any action 
which has the effect of national­
izing, expropriating, or otherwise 
oeizi)'a-owncrohip or ontrol of 
property of U.S. cftizens or 
entitieo benefici-ally awned by 
them without taking steps to 
dischaiue its obligations 
toward such citizens or entitids? 

4. 	 App. 0.106. If cowitry attempts 4. It appears to be reasonably 
to create distinctions because certain that GOES will not attempt 
of their race or religion anong to create distinctions because of 
Americans if granting personal their race, or religion among 
or commercial access or other Americans in "grantingpersonal 
rights otherwise available to or commercial access or other 
U.S. citi ens generally, what rights otherwise available to U. S. 
steps (will be) (have been) citizens generally. GOES does 
taken during loan negotiations not now sodiscriminate.
 
to influence elimination of such
 
distinctions? 

4
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5. FAA 
Act. 

Z. 620(o) , Ficheren'a Protective 
r.5. If countnj has seized, or 

5. According to the best 
information available, no 

i--mosec-any penalty or sanction against, 
any U.S. fishig Vessel. on accowrut of 
its fishing activities in international 
waters, 

seizure of U.S. fishing 
vessels or imposure of 
sanctions or penalties against
them have been made by 
El Salvador. 

a. has any deduction requiredby 5. a. N/A 
Fishermen's Protective Act been made?­

b. has complete denial of assistance 5. b. N/A 
been considered by A. I. D. Acinistrator? 

Relations wlth U.S. Governent and Other 
Nations 

6. 	 FAAA 20(d). If assistance is for 6. Assistance planned under 
any productive enterprisewhich will this loan is for infrastructure 
compete in the U.S. with U.S. enter- and not for a productive 
prise, is there mi agreement by the enterprise which could compete
recipient country to prevent export with U. S. enterprise.
 
to the U.S. of more than 20% of the
 
enterprise's annual production during
 
the life of the loan?
 

7. 	 FAA 0.620(j). Has the country 7. Such actions have not been 
"prrmitte-d,-or failed to take permitted and adequate measures 
adequate measures to prevent, the have been taken to prevent 
damage or destruction by mob action, them. 
of .S. property? 

S
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8. 	 FAA 0.620(l). If the country has 8. A bilateral agreement

fai* "-to ntntitute the investinent between the United States
 
guarcnty progneolf for the opecwfic and El Salvador, relating

risks of expropriation, in con- to the guaranty of private 
vertibility Ll' confiscation, has the investments, was signed at 
A.I.D. ac'ninistratioiwithin the past San Salvador January 20, 
year considered denying assistance to 1960, and entered into force 
such govervnent for this reason? April 8, 1960. 

9. 	 FAA U.62O(q). Is the government of 9. El Salvador is not in
 
the recipient country in default on default of any principal or
 
interest or principalof any A.I.D. interest on any loan made
 
loan to the country? to it under the Act.
 

10. 	 FAA 01.62)(t). Has the cowitnd 10. El Salvador has consistently
severed dpT 'nomatic relattonc with maintained diplomatic relations 
U.S.? If so, have they been renumed with the United States. 
and have b1ilateral.assistance
 
agrcemcnhV been negotiated and entered
 
into since cuch reswnption?
 

11. 	 F4A 9.620(u. What is the payment 11. El Salvador is not known 
status of thl, country's U.N. to be delinquent on any of its 
obligations? If the country is in U. N. obligations. 
arrears, were such arrearagetaken 
into account by the A.I.D. A&ninistrator 
in dcternining the current A.I.D.
 
Operating Year Budget?
 

12. 	 FAA fl,.620(a); App. 6.107(a) and (b). 12. According to the best 
Does recipi.ent country furnish information available, El 
assistance to Cuba, sell strategic Salvador complies fully with 
material to Cuba, or permit ships or these prohibitions against 
aircraft under its flag to carry trade with.or assisting Cuba 
cargoes to or from Cubq. and with permitting ships or 

aircraft under t a registry to 
carry proscribed items to 
Cuba. 

6 



UNCLASSIFIED 

ANNEX III -- Page 7 of I q 

AID 1240-2 (1-70)
 

13. FAA 0.620(b). If assistance isgoverncnt, hcaw 
to a 13.. The Secretary of StateS'ccoCtar of State has determined thatdetermined that it is not controtled El Salvador is not controlledby the international Connuniot movement, by the Communist movement, 

14. AA 0.620(L), A...109. Does 14. El Salvador does notrecij ient country have a communist have a Communist Govern­government 
ment. 

35. FAA _620M.Is recpient countryV No delermination has been'n any waU ,o, i, (a) subvCrs-o't mnade that El Salvador is soof, or mnlita ,;!a(ggrsesion against, ithe involved.
U.S. .or any rontry receiving U.S.
assislance, or (b) the planning of such
 

16)Vercion or aggression.
 

16. FAA i.1.620(n): App. 107(b)and 116. lb. According to the bestDons recipient conzty furnlish goods information available,to North Via t-11a0n or pernit ships or 
no 

El Salvador ships or aircraftaircraft under its flag to carrqcargoes to or from North Viet-Ncn? traffic with North Vietnam. 

Mfi'ita EnLxp-e1ditur1es 
17. GOES' 1970 DOD budget 
represents 6% and17. FAA its PublicR. 620(s). What percentage ofcountry budget 17. Safety budget (National Guard,expenditures? is for militaryflow much of foreign National Police Fire Depts.,reprcsdnts etc'

exchange resources spent 
3. 96% of its National on military budget or a total of 1.equipment? flow 1% ofmuch spent for thepurchase of sophisticated GNP for the two items. Data onweapons resourcesexact amount of foreign exchangesystems? (Consideration spent on military equip.of these Tnent is not ailabq. Mispoints to be coordinated onwith has no available evidencePPC/14AS.) at anInordinate amount of exchange 

purpose resourcesin the predictableffuture. will be spent for thisE Salvador for military purposes. No. U. S. PL480 funds are used inNo determination has been made thatGOES is devotin; to military purposes a percentage of itsmaterially interiercs with is 
resources whichdevelopment e 
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18. AL. 0.119. flow much 18. GOES has not purchased
opent by country ctrin current U.S. sophisticated military equip­
fiscal year for vophiaticatedmilitqrY ment during current U. S. fiscal
equipment purchased Bince Januarty 1, year.
1968? Han coreoponding conowit been
 
deducted from current OYB, or is the
 
Weapons purchase determined by the
 
Prwosident to be importcnt to U.S.
 
national Pecurzity? (Roeponses to
 
these queotionu to be coordinated
 
with PP/i:iS.) 

CONDITIOU'7 OF THE JOAN 

GeneralSoud,:ass 19. Loan terms are consistent 
with United States and El19. PAA 0.201(d). Inb2mation and Salvador laws. The lending

conclu.rion on reasonal)leness and and relending terms are
Iegality (under laws of country and considered reasonable in.S.) of lendiV and relending terns corrp.arison with other sour cesof the loan. of financing available. 

20. FAA PP,251(b)(,); .251(e). 20. The activity is concluded 
~no23ona,- f conclusion on to be economically and techuically
activity's economzc and technical sound. An application has beensoundness. If loan ic not made pursuantreceived for this loan which 
to a multilateral plan, and the anount gives sufficient information and
of the loan exceeds $100,000, has countryassurance that the funds will besubmitted to A.I.D. an application for used in an economically and 
ouch funds together with assurmces to technically sound manner. 
indicate that funds will be used in an
 
economicalty and technically sound
 
manner.
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21. FAA V-.251(b). Infornation and Analysis of Borrowerls cash flowconclusion on capacty of the indicates reasonable prospects ofcountry to repay the loan, repayment (AnnexII Exhibit A)incZudlng reoncablenes of Borrower will register loan withrepayment proupects. GOES to assure availability of 
dollars for repayment of interest,
principal, or other payment 
obligations. 

22. RAA iT.611(a)(1). Prior to Oiflg Z2. A reasonably firm estimate ofof loan will there be (a) ejineer- the cost to the United States hasig, fincvicial, md other ptvi' been prepared, along with satis­necesasary to carry out the a.iistancc factory financi.l plans.
and (b) a reasoniably firm estiiutc 
of the cost to the U.S. of thc 
assistacce? 

2.;. MA . If furher 23. No legislativreaction will be~egidsiatjvc Ci i,- rcqurvd w~thii required for accomplishment ofrecipient eowzt?o, what isrba,io for the purposes of the loan.
rcaon?a?e expectation Mat azvrh.
 
action will be copqlted in t,::,s to
 
permit orderly accomp lihmann t of
 
p1v1)0oos of loan? 

24. FAA f.61.1(,). If Zloi is for capital 24. The Mssion Director has
acmita~zee, and all U.S. ai certified this compliance.
to p2roject iio exceeds $1 :;llion, has
Mision Diec.or certified The countrij's
 
capability effectively to maintain and
 
utilie the project? 

25. FAA 0.251(b). Information id 25. Other Free World sourcesconolusion on availability of financing of financing are not interestedfrom other free-world souroz-s, includinq in financing this project atprivate sources within the United States-atisfactory terms and condi­
tions. (See Annex II, Exhibit E) 
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oan s...R:7a.r:c:"7. 	 '" Arh°' ent 26. (a) The p'ojectls emphasis on
of.............. 
- .	 these developments is discussed 

in Part II Section I, II, and I1. 
"'1?(0).2 . Y). :;-' ~ 1?"Ttont to 

wiiz anni.tance re"ects 26. (b) This loan will have a direct
appro;'rlate epnlas'is on; (a) effect on meeting 	the countryls
encouraging dvel-opinent of dent- food needs through sub-loans
ocratic e(o, ;.':1Lo, political, anid 	

to 
private agricultural cooperatives.

social, inWtittiono; CD) self- •6.(c) Availability of trained 
hcip in ce'tinq the country's g 
food needs; (C) improving avail- manpower will be improved through 
abilitih of trained manpower in the project's proposed technical 
the.eoint1. ; (d) pro:ir,,, des-pi;ej~Psis tance and training programs. 
to i, 	 It'.et the, s health ticedo 
or (C) o.t,'' , :.orta;:t o:, as of Z6. (d) Agricultural production0)o, ;nc j;<u;,i 7., ct, social increases caused by the project
dewetl.o;,:znt,.:nahd~ng i tgny;Iwill result in more and betterf o, e quality food for the population,free laor i,'n'ons cooperat-r..v therfby improving the ge,neral 
and vo 1wi, .J- (77)01Cs
tran.r" 'on awl eom',nication; level of health.
 

r7 vlie ad'ninistration; 26. (e) 
 The project has a significant 
, ..C d ioderniiation irripact on tie cooperative

of e.'.Yting Yaws. movement in El Salvador. 

27. FI. P. 09. T. pro00ect ov9ceptible 27. The project is not
of c,?e?'t, - e p-n'f of regional susceptible of execution as a 
?)T LjCt?If zo project it part of a regional project. 

so executed? 

28. FAA 0. 2,51(b) (). Information and 28. The activity is consistent withconclusion o- activity 's relation- the objectives of the Country
ship to, aind conzistcncy with, Assistance Program-Rural
other development activities, and Development, and Institutional 
its contribUti.on to realiZable Development. By strengthening thelong-range objectives, technical and financial reaources of 

Fedecaces, it will contribute to 
realizable long-range objectives and 
stimulate the development of viable 
production and consumer cooperatives
with growth emphasis on the rural 
sector. 

10 
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29. 	 FAA ( nloriltabion 29.The project will make a substantial9. 261(i,)(7. 
an7 oncluni.Wn Oil Whelher or contribution to self-sustained growth 
not the activity to be financed through its technical and financial 
will contribute to the achievement assistance to the cooperative 
of self-sustaining growth, movement in El Salvador. 

30. 	 FAA i.2P1(a), Describe extent 30. The activity has a basic relation­
to which thzo loon will contribute ship to eventual development 
to the objective of arsuming and encouragement of denocratic 
mnaxunzon participationin the task private and local governmental 
of e-onomic development on the part institutions, and will represent a 
of the people of the contry., throujh strong contribution to the 
the encouragme 't of democratic, objective of assuring maximum 
nriv.l'o,a;d .ocal gozfvrr'niental participation by the people in the 
ins ti-tutioiw. economic development of El Salvador. 

31. 	 FAA R.281(b). Describe extent to 31. The program supports these 
which programi reaognizes the needs, desires, and capacities, 
parlicularneedr. desires, and and is supportive of inbtitutional 
capacaitics of ,'hc people of the development. 
country; utiiz-*b l the country 's 
intea'leet ol to encourage-re.sowrces 

supports ctvic education and 
tra'ning in skills required for 
effective participationin 
governmental and political processes 
essential to self-government. 

11
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AID 1240-2 (1- 70) 

32. 	 FAA P. 601 (a). Information 
and conclucions whether 
Zoan will e nco,rage ej'forts 
of th,:contry to: (a) 
increase tle flow of 
internationaltro-d; (b) 
foster private initiative 
and 	competition; (c) 
encourage development and 
use of cooperatives, credit 
unions, and savinqs and 
loan ansociationn; (d) 
discotrage monopo listic 
practices; (e) improve 
technical efficiency of 
industry, agriculture, and 
commerce; and (f) strengthi 
free labor unions. 

3. 	 FAA §.619. If assistance is 
for newlAy independent country; 
is it furnislhed throVh 
,ltilateral organizations or 
plzs *to the maxcmwn extent 
cpp,,opr atc? 

34. 	 FAA fi. 251i(h). Information and 
conclusion on whether the 

32. 


activity is consistent with the 
findings and recomendations of 
the Inter-American Committee for 
the Alliance for Progress in its 
annual review of national devel­
opment' activities. 

35. 	 FAA J.251(g). Information and 
conclusion on use of loan to 
assist in promoting the coop­
erative movement in Latin America. 

ANNEX III - Page I2 of 19 

The 	loan will make a definite 
contribution to improve technical 
efficiency of agriculture and 
commerce through strengthening 
and 	expansion of cooperative 
sBvings and loan credit unions, 
thus 	increasing private enterprise, 
private initiative and competition. 

33. 	 El Salvador is not a newly 
independent country. 

34. The Inter-Americar Committee 
on the Alliance for Progress has 
consistently supported the cooperative 
movement ir Latin America as a 
means of achieving political and 
social .evelopment. 

35. This loan i specifically related 
to the development of cooperatives. 

12
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36. 	 FAA ..09; b (8). 36. This assistance is in-country 
Information and conclusion oriented but will contribute to 
whether assistance will the economic and political integrati 
encourage regional development of Latin America by creating a 
programs, and contribute strong private sector cooperative 
economic and political and loan credit union.savings 

integration of Latin Aerica. system related through CUNA and 

other entities to similar institutions 
in other Latin American countries.LoanIr,92ect on U.S. and A.1.D 

Prograii 

37. 	 FAA .251(b)(h; _.102. 37. The loan will have no adverse 
Infortnation and conclusion on effect on the U. S. economy. 
possible effects of loan on Procurement of U.S. commodities 
U.S. economzn,i , th -pecial and assistance will be increased 
reference to areas of sub- through the effects of utilization of 
stantial labor surplus, and loan funds so as to make a modest 
extent to which U.S. comodities contribution in aid of the U. S. 
and aUP , furizished in balance of paynicr 
a manner consistent with improv­
ing t1he U.S. balance of payments 
position.
 

38. 	 FAA 0. 601 (b). Informiation and 38. Income resulting from newly 
co-nO.1_-s1-l-on how the loan will created and expanded cooperative 
encourage U.S. p2vate trade savings and loan credit unions will 
and investnent abroad and how create an additional demand for 
it will encourage private U.S. U. S. imports to El Salvador and 
participationin foreign encourage the use of private trade 
assistance prograis (including Channels and the services of U. S. 
use of private trade channels private enterprise. 
and the services of U.S. private 
entertrise).
 

13
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39. 	 FAA A. 601(d). If a capital 39. Up to $100, 000 of loan funds 
project, are cnginecritg may be used to procure profes­
and professional services of sional services of U.S. firms, or 
U.S. 	 firms and their affil- from independent countries of the
 
iates used vo the maxi'llol Western Hemisphere south of the
 
extent consistent with the U.S. (except Cuba)
 
national interest?
 

40. 	 FAA 0. 602. Information and 40. No direct procurement of goods 
conclusion whether U.S. small is contemplated by Borrower under 
business will participate the loan. Technical services may
equitably in the funnishing of be financed as noted in item 39. 
goods and services finance by 
the loan. 

41. 	 FAA P.620(h). Will the loan 41. This Section will be complied 
promote or assist the foreign with. The loan agreement will 
aid project," or act fvities of preclude such use of this assistance. 
the Comiwunis t-Bioc countries? 

42. 	 FAA !.U21. If technical 42. Such assistance will be 
assistance is financed by the contracted from private firms from 
loan, information and conclusion.the U.S. and/or independent 
whether such assistance will be countries of the Western Hemisphere 
furnished to the fullest extent south of the U. S. (except Cuba). 
practicable as goods and profes­
siQnal and other services from 
private enterprise on a contract
 
basis. If the facilities of other
 
Federal agencies will be utilized,
 
information and conclusion on 
whether they are particularly 
suitable, are not competitive with 
private enterprise, and can be made 
available without undue .interference 
with 	domestic progrns. 

14
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43. 	 FM . 252(a). Total anount of money 43. This loan is being made 
under loan whi.,oh, in oing directly directly to a private inter­
to pl ivate entcrprise, is going to mediate credit institution for sub­
intenrediate credit institutions loans and for technical services or other borowrs for use by prio- to private sector member savings 
vate enterprise, is being used to and loan credit unions. 
finance imports frn private sources, 
or is otherwise being used to 
finance procurements fran private 

Loan's Compliance with Specific 
Requirenents 

44. 	 FAA . 201(d). Is interest rate 44 Yes. 
of loan at least 2% per annwn 
during grace period and at least 
3% per annwn thereafter? 

45. 	 FAA 0. 608(a). Info2mvation on 45 N. A. 
measures to be taken to utilize 
U.S. Government excess personal
 
property in lieu of the procure­
mnert of new iteMs.
 

46. 	 FAA .604(a) . .08. Will 46. Equipment financed 

all conodity procurement financed under the loan shall have its 
under the loan be from U.S. except source/origin in and be 
as otherwise determined by the procured from the U.S. or independent 
President? countries 'Of the Western Hemisphere 

South of the U. S. (except Cuba). 

15
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V?. 	FAA 0J.604(b). What provision o 4?. commodity pu ­
made to prewnt financing commodity chases are contemplated.
 
proourement in bulk at prices higher
 
than adjusted U.S. market price?
 

48. 	 FAA .G04(d). If the host country 48. Host country does not 
di cr~ainates against U.S. marine so discriminate. 
insurance companies, will loan agree­
ment require that marine insurance
 
be placed in the U.S, on coniodities
 
financed by the loan?
 

4P. 	 FAA R.604(e). If off-shore procure-4 9 " No such procurement is 
ment of agriculturalcommodity or contemplated under the 
product is to be financed, is there loan. 
prozri,?.ion (!c ?)P1;141l 1,,,0n1"cuP~me 
when the dovie"'tic price of such 
conMvodity is less then partty? 

50. 	 FAA 1dj -Ap._ I0i._. If loan 50. This project is not a 
finances water or water-related land water or water-related land 
resource cor:trutionproject or resource construction 
progrn, iv there a benefit-cost r c 

insofar as practicableprot jt.computation made, 

in accordance with the procedures set
 
forth in the Memorandwr, of the President
 
dated May 15, 1962?
 

51. 	 FAA §.611(c). If contracts for 51. No construction contracts 
construction are to be financed, will be financed under this 
what provision will be made that loan. 
they be let on a competitive 
basis to maximum extent practicable? 

16
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62. FAA 8.620 (g). What provision is 
there against uce of subject 
assistance to compensate owners 

52. No loan funds will be used 
for these purposes. The loan agree 
ment will preculde such Use of 

for expropriated or nationalized loan funds. 
property? 

53. 	 FAA P.612(b); P.636(h). Describe 53. As demonstrated in the loan 
steps taken to assure that, to the paper, Salvadoran sources will 
maxinion extent possible, the country contribute a substantial 
is contributi ig local currencies tOamount of the local costs of the 
meet the cost of contractual and project. Therq are no U.S. owned 
other services, and foreign currenci-es foreign currencies available 
owned by the U.S. are utilized to for the project. 
meet the cost of contractual md other 
services. 

54. 	 ap.104. Will any loon funds 5,1. No such payments will be 
be used to pay pensions, et 9 ., for made under this loan. 
military personnel? 

55. 	 Ap.§.111. Compliance with 55. To the extent that they may 
requirements for security be applicable, these requirements­
learance of U.S. citizen will be met. 
!ontractpersonnel.
 

17
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56. 	 &2. 0.112. If loan is for 56. All Borrower-contractors 
capital project, is there and the terms of the contracts 
provision for A.I.D. approval will be approved by USAID. 
of all contractors and contract
 
terns? 

57. 	App. 1.114. Will. apiy loan 57. The loan agreement will 
funds be used to pay U.N. preclude such use of funds. 
assassments? 

15. 58. 
regulations on anployment of reflect this requiremefit. 

68. 	App.,_.. _ Conpliance with The loan agreernnnt will 

U.S. and local personnel for
 
funds obligated after
 
April 30, 1964 (Regulation 7). 

59. 	 FAA 9.636(i). Will any loan fun6° 59. No non-U.S. vehicles 
be used to finance purchase, long- will be procured. 
term lease, or exchange of motor 
vehicle manufactured outside the
 
United States, or any guaranty of
 
such a transaction?
 

60. 	App. 9.401, WiMl any loan funds 60. Loan iunds will not be 
be used for publicity or propaganda used for publicity or propa­
purposes within U.S. not authortzed ganda purposes within the 
by the Confress? United States. 

18.
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61. 	 FAA 6.020(k). If oonstruotion 61. Aggregate value of assistance 
of productive enterprisa, wll to be furnished by United States 
aggregate value of assistance will not exceed $100 million. 
to be furnished by U.S. exceed 
$100 	million?
 

62. 	FAA 6. 612 (d). Does the U.S. 62. U.s. does not own excess foreign 
own excess foreign currency currency (Colones) which could be 
and, if so, what arrangements used for the Project. 
have 	been made for its release?
 

NOTE: 	 This checklist does not include provisions passed in the FAA
 
of 1969 or in the FY 1970 Appropriations Act.
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DRAFT
 

LOAN AUTHORIZATION
 

PROVIDED FROM: Alliance for Progress Loan Funds
 
EL SALVADOR: Credit Union Development
 

Pursuant to the authority vested in the Deputy U.S. Coordinator,

Alliance for Progress, Agency for International Development ("A.I.D."),

by the Foreign Assistance Act of 1961, as amended, and the delegations

of authority issued thereunder, I hereby authorize the establishment of
 
a loan pursuant to Part I, Chaptor 2, Title VI, Alliance for Progress

to the Federacion de Cooperativas de Ahorro y Credito de El Salvador,

"r decaces," ("Borrower") of not to exceed two million United States 
dollars ($2,O00,O00) to assist in fin.uicing local currency costs of
 
subloans by Fedecaces to member credit unions and thereby to assist
 
in the development of a self-sustaining private cooperative federation
 
("Project"). 
 Up to one hundred thousand United States dollars ($100,000)

of the loan may be used for tecimical assistance to the "Borrower". This
 
loan shall be subject to the followinr terms and conditions: 

1. Interest and Terms of Repayment:
 

(a) Borrower shall repay the loan to A.I.D. in United States 
dollars within twenty five (25) years from the date of
 
the first disbursement under the loan, including a grace
period. not to exceed seven (7) years. Borrower shsll pay 
to A.I.D. in United States dollars, on the disbursed balance 
of the loan, interest at the rate of two percent (2%) per
allumi during the grace period wnd three percent (3%) per 
annum thereafter. 

(b) If prior to the date on which the first interest payment
is due the Governnent of El Salvador ("Government") so 
elects, "Borrower" shall fulfill its dollar obligation 
under the loan by paying to Government in the currency
 
of El Salvador the equivalent, at the times called for in
 
the Loan Agreement, of the amounts payable under l(a) above,
 
determined at the rates of exchange prevailing on the dates
 
of disbursement, and in the event of such election Government
 
shall become the primary obligor and shELl pay to A.I.D.: 
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(i) Interest in United States dollars on theundisbursed balance of the loan at the rate 
of two percent (2%] per annum during a 
grace 	period of not to exceed ten (10) years 
("Government Grace Period") and three 
percent (3%) per annum thereafter. 

(ii) 	 Principal in United States dollars within fort 
(40) years including the "Government Grace 
Period. " 

2. Other Terms and Conditions. 

(a) Equipment, materials and services financed under 
the loan shall have their origin in and be procured
from the United States or independent countries of 
the Western Hemisphere south of the United States 
(except Cuba). 

(b) 	 United Sta!c.'. doll a, zlid tl' 1, 1.uti u,,lc r lo., finance 
local currency costs shall be made available to 
Borrower or its designee upon request to A. L D. 

(c) 	 "Borrower" shall covenant that it and A. L D. will 
jointly perform progress reviews, towards meeting
the goals of the Project, as deemed appropriate by
either party, and will reach agreement on the remedial 
actions, if any, to be 	carried out by Borrower. 

(d) A.I.D. loan funds will be made available to Borrower on 
a pari passu basis with paid in share capital of Fedecacc
and member credit unions at the rate of one one halfpercent (la%) 	 andof loam funds to one percent (1%) of paid-J
share capital of Fedecaces and its member unions. 

(e) 	 Prior to the disbursement of loan funds hereunder Borrowe 
shall: 

(i) Provide evidence in form and substance satisfactory 
to A.I.D. attesting that this loan will be backed by the

full "faith and integrity of Fedecaces and its member 
credit unions.
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(ii) Cause this loan to be approved by the responsible
 
agency of Government under the Law of International
Transfers (Ley de Transferencias Internacionales),
and subsequently register this approval with the Central 
Reserve Dank of El Salvador so as to assure the con­
vertibility of local currency to United States do"lars 
to meet the needs of servicing the interest and principal
payments of this loan. 

r) 	 The loan shall be subject to such other terms and 
conditions as A.I.D. may deem advisable. 

Deputy U.S. Coordinator
 
Alliance for Progress 

Date
 




