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Vcredit union system to become fiznanci&iiy and tcclly s.1f

sufficien4i obviatbIg the need for additional external assistanc. 

This phase is scheduled to be completed by June 1980,. Ona of theprincipal mecaisms for the attainmen of ois a s 

loan of $3 million from AMD to oar=C~C to be used Lfor agriutalS 

credit. It is asstumed that the icome Seieratd* mtela %111 
enable CREDICOOP to reach financial self-sufficinyb the emi~~iof-~~ 

the8 project. 
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CAP paper in Jww 19:4. 

To masure propect progress, ti principal docum=ts were used as 
basic sources, i.e., rervi5ed CAP Pthe r of Nov,....r 19*4 for 

the year 
 g Jir 19745; wrd 1716, :nd tht Alien projections as 

contained in the xa.n&tIment to the Loan TgrCerent of December 1976, 

for subsequent years. 

To assess jastitutional capabilities, a process analysis appro;.ch
 

uas used. 
A1 activities perforned by ,.st r.aticnal associations
 

have been identified and dv'i ned as proces:;es. A group of prczesres 

constitutes a function, ih g-,r.rallv to serge ,-esr.:. , -.ajor 

Vices or activities, e.g., acccun'till?, m.arketi-,. For each -rcces, 

a statement of minir al ,--rfor-.ance has h),.e ... ,-r'.d aa n.: ,,hich 

actual perforx:rnce .a-be measured. U-si:, thi.s ap:roach, tc...
 

requiril", ir-provemont can be sys.elraticallv ide:itificd as' .i as
 

the factor(s 
 causing the !eficiencv. This aprprod':1a is al o apiplic

able at the pria-iry level. Tec2nical viability at .o:h levels was 

examined using these criteria. 

The approach to financial analysis involved a re-exaination of 

assumptions and data used to prepare the operational financial pro

jections a," contained in the Allen report. Where conditions war

ranted, new ass..ptiois or estLmating tchriques were used, result

ing in a revised set of projections. These projecLions update the 

Allen projections, and pres'vnably, more accurately project CREDI-

O0OP' s future financial status. 

http:appro;.ch


The evaluation design mnd~methodoloy was epared 

;;; in 197Julyoab
 

his deig was then usd s theo frmmork for Wflx2Cif the evil

uation, although mod fctions, agreed to bKy all~ Acpnwr 
intrduced as the fieldw~ork procet~ded. Filelborkwscnxe 

V. 	 wing the weeks of October 17 to ?oveimber 9, 1977. 'Adraft 

report was prepared by CUNA/Global Projects inIFbrary 1978~~ 
for review by C.a'w&Iro and~UvkMPraguay. 11.s final report 

incorporates tecozmnts adclarifications of thtreiw 
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II. FfINCS AN4D REM -EN=TIONS 

This executive su; = 
ry is not intended to be all-inclusive, but rather
 

seeks to discuss those aspects of significance to the success of the
 

p=-:,tr'x. -,,1Aming a summary of the major project accomplishments, a 

discussion of shortcomings identified du'ri the study ispresented.
 

For each shortcoming, a reconi ndation is p'sented for review by the 

project participants. 
The last section presents a discussion of the
 

key project issue, requiring special attention by all participants.
 

The focus of this report then is on the prot,i nus and shortccnings that 

need to be addressed inorder to strengthen the project. 

this is of greatest concern to the project Participants, as opposed to 

a length), review of all the aspects that are being doine well. 'his 

focus, however, should not lead the reader to conclude that the prob

lems and shortccmings outweigh th, sigificantrc l.,ens,
 

The Comprehensive Report, \rolume II which ccntalins a more detailed 

analysis of the project, CRE IC:X, and "'e. fi'-i';atd c'et C'pera

tives, demonstrates thie overall hi.h level of perform.-a, ce of t-he entire 

project.. h'e should note, in additicn, that C lI)(2P1 .ang t hadee. 

previously identified nearly all the probL=5 discussed below, and 

had initiated actions to resolve thcn. 

A. M*\JOR FINDINGS 

During the course of this study, each m--.ber of the CGXA/Global 

Projects assessment team reached the same general conclusions
 

about the project in general and CREDICCCP in particular: both
 

are most impressive. 
The project, despite several major obstacles,
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has been successful in not only achieving most of its original 

objectives but also in building the foundation for an effective 

savings and credit system. Institutional development, when prop

erly designed and implemented can, as this project demonstrates, 

be a most effective strategy leading to long term benefits for
 

specified target groups.
 

o .A sumnary some of the major project accomplishments highlights 

these conclusions: 

1) 	The project has achieved or surpassed nearly all of the existing 

output indicators. Particularly impresb.-. has been the amrunt 

of share capital =rbilized by the priman level cccperatives, 

about 40 percent higher than projected. 

2) 	The revised finxncial projecticas preparcd by the str!y team 

indicate that (7=ICCCP 7.n," r .en earlier.reach reak'- .a, 

than scheduled. O'verall, the fEancial ccnditicns ef C(EDICCCP 

appear to be quite sound. 

3) 	The management and technical carabilities of .-- ICCOP staff are 

uniformnly high. They arc particularly adept at anticipating 

problems, developing alternatives, and preparing specific solu

tion strategies.
 

4)	CREDICCOP staff performs all organizationaland service functions
 

in an adequate manner. Seme functions, e.g., program planning
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and evaluation, loan portfolio management, and education are 

particularly strong. 

5) 	 The addition of marketing to CREDICOOP's services has had a
 

significant positive impact. 
 It provides substantial benefits 

to the fanner, i4iile providing another source of income to 

CREDICOOP. Mbst importantly, by marketing through the credit 

union, loan repayment is practically guaranteed, reducing the 

perennial problems of loan delinquency. The marketing coronent 

developed in Paraguay should be examined for its possible appli

cation to agricultural production credit programs in other coun

tries.
 

6) 	 Although a ntrber of rural credit unions have significant delin
quency problcrs, the financial ccndition in 	 h,2 ivjorit. of rural 

credit unic:n, based on the sx-z.le, . basicali?> sound, shzrwing 

positive grc'-c rates for -mber:'-p, Thsare;, loan volunes, and 

a consistent surplu. of revenues over expenses. A!! urbanrcdit 

unions visited ;,re rated as financialily sound. 

7) 	The techmical capabilities of the staff in the credit unions
 

visited v-aried substantially; horv'er, all could perform 
the
 

ba.sic credit union functions adequately. Staff capabilities 

in 	the better developed oredit ur;e.=s ii're quite i,rcssive, 

able to manage all aspects of tJe organization's operations, 

including the fairly co=lex marketing function, in an out

standing manner.
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8) 	 The project-has developed an innovative vehicle for meaningful 

farmer participation in credit union activities, termed "comites 

par compania." These farmer groups serve as a means to provide 

tecimical assistance on agricultural practices. The "comite" also 

provides reconmendations to the credit union on applications for 

membership from farmers in their area. They also coordinate 

arrangements for the transport of produce to market and assist 

with collection efforts on delinquent loans of farmers in their 

area.
 

B. 	 PROGRESS BASED ON PROJECT DESIGI 

1. 	 Inputs
 

The principal project inputs include:
 

a. 	 AID $3 million soft loan 
b. 	 AID budget support to CREDICOOP 
c. 	 AID funding of tMo U.S. teciicians 
d. 	 Seconded Fersonnel frcm the National Development Bank and 

the Minist!-v of Agriculture 

Nearly all inputs have been provided as scheduled and in a satis

factory, manner. TIhe only real. exception occur-cd with the delay 

in approval of the AID loan. .s a result, full .- :'tation of 

the project ,as effectively delayed for more than a ,-ear, requir

ing a revision of the project output indicators, and a delay in 

the 	break-even date for =-RICP. Although so.-e problems have 

been experienced with the provision of some of the other inputs, 

they have not had a significant effect upon the L.le ,entation 

of the project. 
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2. Outputs 

A set of 17 output indicators were compiled related to 
specific targets for both rural and urban credit unions, 
as well as CREDICOOP. (All indicators were either achieved > 
or surpassed. At the primary level, both the number of
 
credit unions and membership targets were achieved as
 
scheduled. 
 The loan volume target was exceeded by a
 
significant margin 
 for rural credit unions. For both
 
types of credit unions, 
 the amount of share capital has
 
exceeded the projected 
 figures by about 40 percent. This 

trend indicates that total movement share capital is likely
 

to reach approximately $6.0 million rather than the cur

rently projected $2.9 millions by the end of the project.
 

Inbrief, the project, as measured by the existing output
 

indicators would seen to be progressing ver., satisfactorily. 

But, the linkage between these outputs and the stated pur
pose is quite ambiguous. Positive 
perfor'ance in respect 

to these indicators is i,=ressi',e, yet this will not, neces
sarily assure thit the 
viability of CRLEDICMP and its affil

iates will be attained.
 

Reccimnendat ion: I 

- The existing project design, as contained in the AID
 

logical framework, should be revised. 
 Some of the
 

existing indicators should be modified and additional
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indicators that measure; orgnaizational effectiveness
 

in terms of the planned activities undertaken by CRED-


ICOOP should be developed. These indicators should be
 

tied to the project outputs, i.e., successful realiza

tion of a specific activity should lead to attainment of
 

a specific output.
 

CREDICOOP: Good management according to Drucker
asks what is the minimum information needed to 
understand and control a situation.
 

In the early years of the project, utilizaticn of an

excessive number of indicators reduced focus on L-port
ant critical issues. CREDICOOP believes that additional 
indicators other than those already included in the loan
 
agreement and present project paper would not be of more
 
than marginal ber.efit.
 

To attain the project purpose, a viable national credit
 

association (CREDICC-CP), and a network of strcng affiliated 

primar, credit institutions must be established. Unfor

tunately, the indicators used to 7-easure :ur:ose achieve

ment, are nearly identical to t:e output indicators, .hich 

constitutes an illogical use of the logical ra.rn' vrk. 

No definitive conclusions can be derived using those 

indicators.
 

Reco,,mendation: 2 

- The purpose indicators should be revised and made separate 
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- The 6al statement should more precisely define relative 

achievement,/since the term "statistically significant" 

has little operational meaning. A quantifiable measure, 

e.g., a 20 percent increase inparticipant income over non

participant income, should be used.
 

(Other useful indicators of project impact, e.g., yields,
 

expansion of cultivated land, prices, member capitalization,
 

etc., should also be included.
 

C. 	 FINANCIAL VIABILITY OF CREDICOOP 

As noted above, the projected net income position of -REDICOP may be 

more favorable than originally indicated. If the key assumptions on
 

loan demand and operating expenses made are valid, financial break-even 

will occur in the year ending June 191. rnclWed i the assu-mptions 

is 	 that CREDICCCP will meet the same rcrticn of total farmer loan de-nand
 

as 	ccntaineU in the Allen Reort. T:.his assumes that 7erscmne! ar-I oper
ating eqpenses wil: 	 entincrease b. .........	 wi
'.' 	e'_'n an .l, break-even ;,-ll still 

cczur !,w the end the pro,:ct. . 7 0tier factor in this ixilysis is the 

increased revenues resultng frcn theA recent rise in the interest rate 

from 9 to 10 Fercent tYit ,EDICOaP c.ar.es t its affiliates. 

Interest income .ruld be still higher if C1jJICCP were able to finance
 

a large proportion of the total farmer lean de:and. 
 For the year ending
 

June 1981, cur proJections show CREDICOCP financing less than 43 percent
 

of this demand. Lifting the restriction on the use of AID funds to finance
 

cotton and tobacco (see below) would allow CREDICOOP to finance a
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greater share of farmer loan demand until the $3 million was fully 
disbursed) Thereafter, additional capital funds, presumably from 
non-ccncessional sources, would be required to be able to respond 
to the ever-increasing volume of farmer loan demand. 

It is important to note that the $3 million AID concessional loan is 
the principal factor in CREDICOOP's self-sufficiency projections. 
CREDICOOP earns a margin of 8 percent on the use of these funds. 
Capital funds from non-concessional sources would reduce this
 
margin considerably. 
With a 3 percent margin a deficit of approx

imately $144,000 would recorded in the final year of the project,
 
instead of the currently projected surplus. 
 By using concessional
 
monies, the time required to build a viable savings and credit sys
tem has been greatly compressed, an obvious but nevertheless L-nortant 
conclusion that may be pertinent to the design of similar projects
 

elsewhere.
 

There are two issues that cculd possibly affect CR-DICODP's financial 

viability which irerit discussion:
 

Restrictions on Use of AID Funds for Cotton and Tobacco:
 

U.S. Department of Agriculture policies gove.ming foreign assistance 

for crops also produced in the U.S. a.d in surplus on the wcrld 

market have prohibited CPIICOP from utilizing any portion of 
that $3,000,000 in lcan funds to finance the production of either 
cotton or tobacco, both of which are produced Ln the United States 
and protected from foreign competition by existing legislation.
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These restrictions continue to represent a hindrance to CREDICOOP's 

rapid attainment of self slfficiency. 

The immediate impact is measured in a significant loss of potential 

interest income for CREDICOOP plus a significant increase in interest 

expenses for the borrowing rural credit unions. For example, using 

information contained in the current year's glcbal investment plan, 

the interest income lost to CREDICOOP because of the restriction 

amounts to $48,977. Net interest income for the credit unions is 

likewise reduced by $25,929. The net loss to the entire systema is 

thus, $74,906. 

Losses of this magnitude have an obious effect upon attainment of 

the project purposes, i.e., financi.lly viable national and primary 

level credit institutions. Because this source of incc:ne is unavail

able, U.S. government support must be extended lcnger thaL-n -,culd other

wise be the case. Similarly, attauner.t of the proJect goa, i.e., 

increases in small farmer inccme is made .ore ;ifi il:. 0 of the 

principal cash ex.ort crops, azc tnting for nearly. .,Ce crz,n- or total 

farmer loan demand, must be financed from alternative, more exrensive, 

and less reliable sources of credit. 

Recommendat ion: ' 

- This issue should be re-exained in depth by USAID/Paraguay and AID
 

Washington inorder to determine whether a case can be made before
 

the U.S. Department of Agriculture for handling this project on an
 

exception basis. Request for such a ruling might be framed in terms
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negligible impact that production under the project would have 

upon U.S. cotton and tobacco producers. 

Membership Expansion/Membership Selectivity 

As a result, in part, of the high delinquency in several rural credit 

unions, CREDICOOP has been encouraging that 'great selectivity be exer

cised in admitting new members. Yet, on the other hand, the project 

calls for significant increases in membership over the next three and 

a half years. Total membership is projected to increase by nearly 

11,000 to almost 19,000 by June 1981. The number of far.-er borrowers 

should increase to nearly 8,000 from its present level of 2,000. 
 The 

latter statistic is important, since it relates to farmer loan dem.and 

and subsequently, to the amount of interest income earned by CREDICOOP. 

Financial self-sufficiency for CREDICO0P could be largely determained 

by this factor. These objectives could conflict; yet a rational balance 

between the two can probably be established.
 

Recommendat ions: 7 

CREDICO0P staff and leadership should examine thils issue to deter

mine how they should proceed inpursuing these twc potentially con

flicting objectives in order to allow for optn,-rn attain. ent of 

each. This statement should be prepared as a guide for all staff,
 

particularly for use by the field promotors in their regular con

tacts with the credit unions.
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D. 	 T£CHNICAL VIABILITY OF CREDICOOP 

The following provides a brief profile of CREDICOOP's technical 

capabilities ina number of the more significant functional areas.
 

Overall, the assessment team was impressed with the competence of
 

both the senior management and technical staff of CREDICOOP. Addi

tionally, their obvious commitment towards the successful reali

zation of the project objectives allows them to effectively ad

dress and resolve problems and difficulties as they arise.
 

Organizational Functions
 

1. 	Organizational Goals and Policies
 

CREDICOOP's goal and policies statements arc contained in the 

organizational bye-laws or "estatutos." T'his docuent ade

quately defines the basic objectives of the organization, 

identifies the services to be rendered, and describes t!hc basic 

strategies for obtaining those objectives. ''o -;i ,mificant 

weakesses exist for this functional area. 

2. 	 Instituticnal Develcnment 

The 	strategy for CRIDICCP's instiuiticnal developrxnt has been
 

largely described and defined in tem.s of the various project
 

documents prepared cver the years for AID fundLng cc sideration. 

To some extent, then, Ci'ICOOP's developmYent strategy may have 

been determined by AID's priorities and objectives. There may 

be other areas outside AID's i:.ediate focus that CREIOCOP may 

consider to be appropriate development objectives. This can 
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only be realized through a comprehensive institutional development 

process undertaken by CREDICOOP itself, resulting in the definition 

of specific long-term objectives.) The institution has not formalized 

this process, although it does anticipate and develop strategies for 

specific long-range problems.
 

Recommendation: 8 

-:tCREDICOOP should establish its own institutional development 

strategy, resulting from a long-term analysis of member needs 

and 	institutional capabilities.
 

CREDICOOP: Candor, intellignece an flexibility on bothsides has resulted inCREDICOOP's determining its oUn
objectives to the maxinn extent possible.
 

3. 	 Program Planning and Evaluation 

With respect to short-term planning, REDICOOP does a cornrnndable 

job. However, the action plans and activities reports filed by 
each staff member are not particularly useful, since, for the mest 
part, they do not relate to the identified organi:aticoaal objectives. 

Thus, it may be difficult for management to determine at any" ;:oint 

in time if the current use of staff rCsoUrces will in fact lead to 

achievement of the given objectives. 

Reco mendation: 9 

- The 	action plans and activities report formats slhoxld be revised to 
ensure thaz i-formation reported can be related to the organizational 

plan, such that progress toward attairment of the plan's objectives 

can be effectively monitored. 
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4. Accounting 

CREDICOOP's own accounting system fulfills an adequate record

keeping function. CREDICOOP's accounting system was converted
 

to computer processing in January 1978. 
Before this changeover,
 

the financial statements were not very useful for management
 

purposes. Accounts were not grouped logically, nor were sub

totals provided. Since the conversion, complete balance sheets 

and income/expense statements are prepared monthly, using a format 

that presents the information ina readily accessible manner.
 

CREDICOOP: 
 Due to the highly seasonal nature of operation,
where most income is received following the close of the 
agricultural year, stataments prepared on a monthly basis
 
are of marginal usefulness. Only the end-of-year statement
 
following receipt of incone is truly significant.
 

5. Budgeting
 

Overall the budgeting function isperformed quite adequately.
 

CREDICOOP's budget details expenses by purpose and .emart.ent on 

a monthly basis. Overhead and aLL.inistrative e.xpenses are allcated 

to each department based on an established allccaticn w-.-:!a.hich
 

would allow for adoption of a cc,ete progr-x bdgetin. apprcach
 

if CREDICOOP so desired. 
A budget control for is prepare! .enthly
 

detailing expenses to date by purpCse and depar-.ent, and the per

centage this represents of the budgeted figure. Tnci.-e is sLiiarly
 

projected and controlled on a .onthlv basis by sources. 
 Since most
 

of CREEICCOP's income results frcm loans to credit unions that are
 

repaid once a 
year, the monthly control on income is not particularly
 

meaningful.
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6. 	 Capital Funds Mobilization
 

Most of the processes related to this function are being
 

performed satisfactorily. 
 CREDICOOP has been successful 

in mobilizing both internal (to the credit union movement) 

and external capital. However. with the anticipated increase 

in marketing activities, CREDICOOP will probably need addi

tional funds to finance marketing advances, as well as for
 

the continued increase in production credit demand beyond
 

the 	life of the project. 

Recomendations: Io 

-	 Mnie emphasis should be placed on the mobilization of 

additional internal capital (both shares and deposits) 

as an alternative or at least a substantial supplement 

to external loans. (The planned devclopment of deposit 

programs may help meet this objective.) 

- CREDIC0P should investigate potential non-ccnzessional
 

sources of external credit a.,- begin to phase these into 

its 	capital mobili:ation efforts. 
This wil serve as
 

preparation for the tLT.e when contessional sources are
 

no longer available.
 

7. 	 Loan/Investment Portfolio nagement 

CREDICOOP is particularly strong in credit management, Miich
 

involves loan portfolio planning, loan policies and procedures,
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and loan analysis. Funds available in excess of loan require

ments are productively invested in credit unions, banks, and 

savings and loans, earning interest, on at least one account,
 

two percent higher than the standard rate because of the 

account's importance. 

Cash budgeting at CREDICOOP presently includes only the sources 

and uses of loan funds; it is not a global plan of total receipts 

and paynents. 

Recommendations: ,'. 

CREDICOOP should prepare an overall annual projection 

(cash flow) for all anticipated receipts and payrents. 

(This Es planned for 1978.) 

8. Conmunications System 

Commnications between C=EDICCCP and its affiliated credit 

unions is handle-d quite effectively. ficwever, the rcuting 

of commnications within C.R=DtCO'P ccuild be ;Ic .)ore :fi

cient. Nearly all caun~ icaticns are routed t'rcugh -he 

general manager, unnecessarily increasing his tizne for this 

activity.
 

Recorniendation: 11 

- The internal flow of coivimications should be examined to 

increase its efficiency, particularly to relieve direct 
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involvement of the general manager. At some point, a system 

which identifies and routes all information essential for 

management decision-making purposes should be established. 

Services to Affiliates
 

The following functions relate to services provided to the affiliated 

credit unions by CREDICOOP. 

1. Accounting
 

Although this service is generally adequate, the financial
 

reports prepared based on this system are less 
Ulan adequate. 

The credit union accounting system provides all inforzation 

necessary for financial reporting, however, the format is 

somewhat ctrnbersonv and does not provide inforra',ion in a 

readily accessible format.
 

Reccmrmendat ions: 

The monthly fi-acial statemcnt shculd be .odified to: 

- Include lines for to:al assets and total 
liabilitics
 

- Include lines for totil iicc-.e and expenses whizh should
 

include the nirketin; ccrronnt
 

- -Sales,-cc t -ec goodf 6oldard g arg i n- -. ti
 

be-indicetedI
 

- Marketing costs should be itemi:ed along 
 idth administrative 

and financial costs 

Note: 
 Most of these for-at problems will likely be resolved with 
the changeover to the co.uterized system to prepare credit 
union level financial statements. 



-22

2. 	 Financial Planning 

Overall, this service provided by CREDICOOP is satisfactory except 

for one important deficiency -(lack of compatibility between the 

accounting system and the budget format.) 

The 	budget forn allows for the preparation of a complete annual 

month-by-month operating budget and control, but only a partial 

cash budget (cash flow). More importantly, the items cn the 

form do not correspond with general ledger inccme and expense 

accounts, nor with the monthly financial state:xnt form. There

fore, it is difficult both to project from past res-u ",thout 

substantial recalculations, and to coepare .ont.;y results with 

those projected. 

Reconr.endat ions: 

- A separate form should be developed so t.at credit unions cxn 

prepare a cc:,p t= cash flow. 

- The budget fm hculd be %.dez---t Oble wmth the -redit mion 

general ledger acccunts. acct;ts cn t e fcr% s.hLcld be 

placed in the s::e order a- cn th sthst:emnt. 

3. 	 Credit .. b in";.... 

All processes relatc. to this -'rbicc ".,.:ticn 2re tving parforrnd 

quite adeqjiately. No area. for iz'remcrnt have ben Ident.010d. 
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1. 	 Marketing 

The marketing services provided by CREDICOOP to participating 

rural credit unions were generally well executed. The strategies 

employed were adapted to 	both the federation's and the credit 

union's manpower and resource constraints. Moreover, both res

ponsibilities and risks were spread evenly throughout the organ
ization from CREDICOOP down to the farmer rather than being con

centrated at one level or the other. 

Finally, marketing activities at all levels appeared to be well 

coordinated and orchestrated so as to achieve an integrated or 

global marketing approach, thus inroving the benefits that could 

be 	secured through group marketing. 

The 	 two major weaknesses affecting the provision of marketing 
services appear to be prcduct shrinkage and over specialization
 

in cotton. (Although the team ,-as unable to accurately measure 
the 	degree of product loss in the marketing prccess, it isbelieved
 

to 	be around 15 percent.) 
 The majo: causes cf shriaRage arpear to
 

be the inadequacy of existing storage facilities at the credit
 

union level and the Lproper handling and stroage techniques used
 

at 	both the farm and credit union levels. 

Over-specialization in cotton was rated as a 
weakmess for t-wo major 

reasons: Firstly, since 85 percent of the value of marketed pro

duction is in cotton, the marketing system s more susceptible to 
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price and output fluctuations affecting cotton crops. Secondly, 

the strategy may tend to encourage over concentration of this 

at the farm level to the detriment of a more balanced cropping 

strategy which could better address the nutritional and other 

needs of farm families and perhaps reduce the need for importing 

particular food staffs at the national level. 

Recommendations: 

- CREDICOOP should devote greater resources to developing proper 

storage facilities at the local level and training farmer and 

credit union personnel in. improved hanIling and storage tech

niques. 

- CREDICOOP should re-assess its cn-rept marketing strategy with 

the thought of developing a more balanced market portfolio 

which would reduce risk exposure while at the same time ensuring 

that small farmers receive a wider range of benefits during the 

agricultural year involving several, rather than a single agri

cultural year involving several, rather than a single agricultural 

activity. 

CREDICOOP: CREDICOOP believes that the shrinkage at the 
level should not be combined into an analysis of weakmesses
 
which affect the provision of marketing services. At the 
very least VJX.\ should explain how farm level shrinkage
which wuld occur regardless of the marketing system affects 
the provision of marketing services. 
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2. Technical Assistance 

The federation provides a 
variety of technical support ser
vices to credit unions and farmers participating in the pro

ject. The ultimate purpose of this additional technical 
assistance ensureis to that the credits supplied under the 
program are used productively and provide the farmer with 

the best possible return on his investment.
 

It was quite apparent from our field investigations that 

this assistance has been generally well received at both 
levels. Yet wasit also quite apparent that not all of the 
reconended technologies had been successfully adopted. This
 

was especially true in production technology. 

Although the introduction of certain land-augwenting tecnol
ogies had allcwed rany farmers to increase the area under
 

cultivation, they had not ccntributed 
.irto cr h'ectare 

yields. WVith some exceptions, per hectare yields had rer.ained 
virtually stagnant. Thile not all of the reascnc for this 
poor yield perforrance are clear, it ap~pears that= a r.ujor 

cause lies in the extension approach currently in use. Under 

the present .>ystcn tech.nologies are disseminzted in a tap-down 

fashion through the agricultural field assistant to the farr..r, 

Little errphasis is placed on mo-xnitoring the rerfonrance of
 

those technologies (especially in tenms of actual 
yields and 

costs of production) at the local far level. The technologies 

appear to be accepted as "givens" and al'r=st no efforts are 
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made to test the appropriateness of the practices to specific 

farm conditions through some sort of simplified trial experi

mentation which could be implemented with a minium of credit 

union and/or Ministry of Agriculture supervision. 

CREDICOOP: Cost of production is "known" since it is 
being financed. Yield information also reaches the top
through marketing data and information contained on each 
loan application. 

Local experimentation is not regarded as a good idea. 
CREDICOOP cannot be expected to nor can its member 
credit unions, to run local experiments on crops with 
validity and reliability. Valid experimentation 6ould 
have to separate out the effects of a large number of
 
variables including climate and soil type. Far from
 
being a do nothing attitude this recognizes that the 
small farmer already has his own technology which is 
relatively risk free. The belief that local experi
mentation will come up with a better technology is not
 
always cor:ect. One reason many Agricultural Depart
ments are unable to do sufficient experimentation is
 
due to lack of adequate resources.
 

If the team means to use the term demonstration in place
of experimentation, the statement would be more correct. 

Recommendations: P 

CREDICOOP should establish a new performance evaluation system
 

for monitoring the effectiveness of its tqchnical assistance 

activities. Such improvements could be achieved by shifting
 

from the present system of evaluating performance based on 

"activities fulfilled" e.g., visits made, courses given, etc.
 

to a system based also on results obtained, e.g., increase in
 

yields and product quality, reduction in costs, etc. Since
 

it would focus more on the farmer, itwould hopefully allow
 

for better informational feedback on the effectiveness of certain
 

technologies and provide data which could be used to modify these 
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strategies to better fit the farmers' unique physical and 

behavioral environent.
 

- CREDICOOP should continue to develop the comite por compania 

'toncept and gradually extend it to other credit unions. 

3. 	 Agricultural Supplies 

CREDICOOP's ,agricultural supplies service is relatively new 

and it was not until 1977 that it began to operate on a wide 

scale. According to our data, the majority of the sales in 

the first year of full-scale operation (1977), which reached 

a volume of $250,000, ere for labor-saving farm implements 

such as plows, sprayers, and tractors. The remainder %as 

for such items as improved seeds, insecticides and chemical 

fertilizers. 

Given the newness of the service, the performance has been 

generally satisfactory. In the opinion of the assessment 

team, the only major weakness in the suply operation con

cerned the lack of data presently being ccroilcd on farmer 

orders and purchases. Ulthough records are kept of farrer 

purchases, CREDICOOP has not yet utili:ed this type of sales 

data for analytical purposes, for instance, to analy:e sea

sonal changes in input consumption patterns between one credit
 

union another or the movements as a whole, or to examine the
 

distribution of various types of input technologies among
 

farmer sub-groups (categorized by farm size or tenure size) 
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of project participbnts, all of which might provide useful data 

on how to improve this service. 

Another problem, not related directly to CREDICOOP's performance,
 

concerns the supplies provided'by the F. (Several credit unions
 

complained that the expiration data on many of the supplies such
 

as fertilizers, pesticides, etc. had been surpassed and that the
 

supplies were ineffective, thus leading to lower yields and lower
 

incomes.) The BNF, on the other hand, contends that independent
 

tests of those supplies have demonstrated their effectiveness.
 

While these results may indeed be true, they have not convinced
 

small farmers; and since these supplies are handled through the
 

credit union, it has led some to believe that they are being
 

exploited by the project and the credit union.
 

Recommendations:
 

- CREDICOOP should institutionalize a system for gathering
 

information on the changing of sm.alllevel farmer denand 

for and consumption of agricultural supplies. Periodically,
 

this data %,ould be aggregated and analy:e-d by (REDICCOP staff
 

to give a clearer picture of fluctuations in farmer demand,
 

changes in consumption and investment patterns, and other 

variables.
 

CREDICOOP: There are no meaningful monthly variations
 
since almost all farmers are planting only one cash crop per year not two, all purchases are made duringa compressed well defined time pericd. 
 Quantities of
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supplies and implements are determined and purchased
 
in advance of the planting season and distributed to
 
the farmer as part of his loan. Thus, compiling indi
vidual purchases of inputs would only waste time, since
 
tkere are really only fractions of a total figure

already available to CREDICOOP because it either pur
chased the total or arranged delivery by another supplier.
 

- CREDICOOP should arrange for an independent analysis of the 

BNF supplies. If the results are positive, thed this infor

mation should be disseminated to all involved. If the results 

prove negative, then the distribution of the supplies inques

tion should be discontinued and higher quality replacement 

inputs acquired at the earliest possible moment in order to 

avoid delays in the scheduling of farmer planting and harvest

ing operations. While trying production loans to in-kind 

purchases of inputs is cc.on practice in many bank-sponsored 

farmer loan programs, it is in the best interest of small
 

farmers for credit unions to be given the cption of purchas

ing these supplies from other sources if the original sour,-ca
 

of supply proved more costly and/or less dependable.
 

F. FINANCAIL STATUS OF AILL.%T CRE5 'TUNIONS 

Our analysis of the credit union level isprimarily based upon the
 

visits made to the 12 saiple credit unions. The financial condi

tions of four of the nine rural credit unions were rated as 

good. All of these credit unions showed positive growth
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rates for membership, shares, and loans, had relatively low 

delinquency rates, and had a surplus of revenues over expenses. 

Two other credit unions were listed in fair financial condi

tion. For these, most indicators were positive, except for 

high delinquency inone credit union and consistent deficits
 

inthe other.
 

The remaining three rural credit unions had significant prob

lems, principally caused by high delinquency, resulting in slow
 

growth rates for membership, shares, and loans, and consistent
 

deficits. One of these credit unions isessentially insolvent
 

because of its high delinquency.
 

All three urban credit unions were insound financial condi

tion, although there was considerable variation shown. One 

urban credit union has experienced dramatic increases in shares 

capital and loan volume in recent yeras, such that it now 

represents a signifcant asset for the entire movement.
 

If one can generalize about the conclusions reached from this 

sample to all affiliated credit unions, we would conclude that 

all 13 urban credit unions are essentially sound and will attain 

financial self-sufficiency by the final )-ear of the project, 

ifnot sooner.
 

Fo7 the 26 rural credit unions, we would conclude that seven are 

in good condition, seven are fair, and 12 are in poor condition. 
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This implies that nearly half of those credit unions have 

significant problems that may preclude them from attaining 

financial self-sufficiency. Many of those credit unions 

were seriously affected by previous loan policies that encour

aged use of large amounts of borrowed funds. CREDICOOP has 

undertaken a series of activities to assist these credit unions. 

It is important to the entire movement that those efforts suc

ceed in rehabilitating a substantial number of those credit
 

unions; the impact resulting from the liquidation of one credit 

union on member confidence may severely dampen the projections 

for growth in membership, savings, and loan volume. (See 

Section I for a discussion of this key issue.) 

In addition to this issue, another problem surfaced that
 

affects credit union level financial soundness ifonly tempor

arily. Several of the credit unions visited indicated that 

rather lengthy delays, e.g., three to four months, were exper

ienced inprocessing loan applications through the BNF. In
 

October, well past the land preparation, planting, and initial
 

weeding phases for many crops, the BNF loans had still not
 

been received. Some credit unions had exhausted their own 

resources inorder to provide the needed capital to their
 

farmer members, and as a result, cculd no longer attend to
 

their non-farmer members. Agricultural credit r.-ust be timely.
 

If it is not, an unnecessary burden is placed on both the
 

credit union and the farmers.
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evaluation purposes so that it can eventually take over the perform

ance data collection responsibilities presently exercised by AID. 
Such a system would necessarily require more accurate information 

on farmer resource and ownership characteristics, the level of con

sumption of farm inputs, growth incapitalization and savings, and
 

the volum6 of marketed production, and include a practical, yet
 

easy to implement sampling system for estimating changes inper hec

tare crop yeilds, costs of production, etc. Such a system need not 

be complicated and could be established through the collection of a 

set of base data at the time of the farmer's entry into the credit 

union, or when the farmer applies for a project loan. Data on recur

ring farmer activities could be collected on many of the remaining
 

variables simply by institution of a "transaction slip system" which 

could be used to stroe information on each participant.
 

CREDICOOP: CREDICOOP maintains a non cc:licated system for
 
gathering the basic data indicated. Itconsists of collection of

basic data at the time of entr-, and subsequent information on 
crop yields and production cost "hen new loans are made.
 

What is not generally realized is that the information required
is in reality rar mcre cc,plex thtn we ar- ,illLng to aamit.
For exa,7nle, questions asking tor a arrer's estiovted 'early
income lead to the following c=-licaticns: :s the figuro given 
gross or net income? Does it include the value of all crops and
animals raised for hcme consun-:,tion? Is the farmer's o.n labor 
considered a cost? 
 If it is,should it be deducted to obtain 
net income or ignored since it may be a cost but it is a wage
paid to the farmer himself. 

-nventory
!ist of animals also frequently asked for prove of no
 
value when one discovers that increases or decreases from one
 
year to the next do not indicate measurable changes inwealth
 
but rather static animal inventories with no information at all
 
on interim purchases, sales deaths, etc.
 

For all these reasons it was determined that any meaningful attempt
to address the issue of small farmer real income must donebe 
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through a well designed survey which would be carried out by AID.
The internal cost of attempting to have the credit unions gather
data which will be accepted as meaningful is at least equal to 
that of running a credit union. 

I. LOAN DELINQUENCY IN 10 RURAL CREDIT UNIONS 

This problem has become one of paramount concern not only to affected 

credit unions, but to CREDICOOP and the other project participants. If 

it remains unresolved, the impa(c could seriously weaken CREDICOOP's
 

efforts 
to expand in the rural sector, and eventually weaken CREDICOOPts 

own viability. A great deal: of time and attention has been devoted to 

this problem since it has first surfaced nearly three years ago, during 

which time the situation in a number of credit unions has become increas

ingly critical. To avoid liquidation of these credit uions, the project 

participants must agree upon, and implement, a rehabilitation plan. Since 

prompt action is requiTed, due to the severity of the situation, we pro

vide below a brief description of the problem, EDICOOP's actions in 

response, and a set of recommendations to begin to return the situation
 

around. 

Description of the Problem 

Prior to 1975, the project encouraged the practice of high leveraging. 

Using funds from the BNT, rural credit unions were able to borrow up to 

10 times (inat least one case, 13 times) the value of their sare capital 

to relend to farmer members for production credit loans. The iplication; 

regarding the credit union's solvency caused by this large external debt, 

when combined with even a modest rate of loan delinquency, apparently went 

unrecognized. A poor agric ltural year, resulting in a large number of 
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members being unable to repay their large loans, in turn precluded the
 

credit union from repaying its large loan to the BNF. 
 Member savings,
 
which serve as collateral for the external 
 loan, were effectively reduced 

to zero in those credit unions. 

Altogether, 13 rural credit unions seriously affected by the combinawere 

tion of high leveraging and high delinquenLy, and were cut off from external 
credit. Currently, four credit unions are in critical financial condition, 
at the brink of insolvency. Another six still have very high delinquency 

rates, although four of these have made sufficient progress to be able to
 

receive external credit. 
The other three credit unions have made signifi

cant progress and have apparently defeatea this problem.
 

As this problem unfolded, CREDICOOP responded with a 
number of changes in
 

policies and practices resulting in an imprcved delinquency situaticn in 
most of these credit unions. Just as importantly, however, these changes
 

prevented this problem from occurring L any new credit -7icns afterfcrr.ed 

the problem was first identified. 
 Thle changes now in effect include: 

1) No member credlit uncn can receive a producticn loan greater than three 
times its share capital. 

2) In order to recaive a loan, the total ancntm of a credit unicn's externaldebt may not exceed five tLres its share capital. 

3) Loans to an indivildual member cannot exceed five times his/her savings. 

4) Delinquency calculation by credit unions mst take into accomt thetotal remaining balance of the delinquent loan, not just the portion
that is in arrears.
 

5) Legal collection procedures are being enforced by credit unions, using

lawyers contracted through CRDICOOP.
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6) A simplified delinquency report is being used by credit unions to stimlate the recording and reporting of delinquent accounts to CREDICOOp. 
7) Coordination between the BNF and CREDICOOP has been instituted 

the quality of loans being made. 
to improve 

8) Marketing income from sale of crops is applied first to loan repayment. 

9) A positive incentive plan has been instituted for managers of credit 
unions where recuperation rates on loans increase above a stated amount. 

In spite of these measures, the difficulties faced by the above mentioned 
10 credit unions continues. To further assist these credit unions, CREDI-
COOP established a stabilization fund in 1977. 
This fun is designed to
 

make interest loans to the credit unions allowing them to make loans to 

their members, and to finance operating expenses. This would allow the 

credit unfons to generate income to begin to repay the loans owed to the 

BNF. However, the maximum amount that could be generated in five years 

is $16,400 using the current formula, based on the revised 1z-hrjeczions of 
savings and membership, is far short of estimated requirements. Without 

additional resources the inediate critical problems faced by those credit 

unions cannot be resolved. Special. efforts, involving the participation 

of the key project participants is required.
 

Recomnendat ions: 

- CUINA Global Projects should work jointly with CREDICOOP and USAID/ 

Paraguay to mobilize the resources necessary to allow CREDICOOP to 

assist the 10 seriously affected credit unions to solve their Lnmediate 

operating problems. Global Projects should use its contacts to seek 

funding (grants or long-term loans) from sources such as the Worldwide 

Credit Union Foundation, and CU.A N!utual Insurance Society. USAID/
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Paraguay should provide funding for initiating action to revitalize
 

the 	affected credit unions. 

- The initial disbursement of these funds to CREDICOOP should be contin

gent upon:
 

1) 	 BNF agreement to waive interest payments and accept transfer of all
 
individual member loans above $800.
 

2) 	 BNF agreement to long-term repaymen': plan for each affected credit
 
union wIich is consistent with the credit union's ability to pay.
 

3) 	 Projection of funds needed on an annual basis including proposed
disbursement schedules both to credit unions and globally to CREDICOOP. 

- Disbursement of these funds by CREDICOOP to the credit unions should be 

contingent upon:
 

1) Evidence of plans for improved management in the affected credit
 
unions.
 

2) Evidence of plans for improved collection methods and action in
 
these credit unions.
 

3) 	 Evidence of credit union loan DolicieS which are adequate to 
deter,ine the credit ,sorthiness of the individual mmeber empha
sizing in priority order: 
- Character 
- Capacity to pay 
- Collateral 

Additional disbursement of funds to CRDICOOP should be contingent upon:
 

1) Evidence that credit union debt to the 3\T is being reduced.
 

2) Evidence that the actions called'for in the third item are in fact
 
taking place.
 

3) Receipt of report on how fumds have been used and plans for submission
 
of future periodic reports.
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- Less reliance ne placed on collateral of members for recuperation and
 

emphasis on meaningful and careful pre-loan analysis;.
 

- The use of "Comites por compania" be encouraged as a.means to reduce
 

loan delinquency both ineducation/analysis prior to loan disbursement
 

and as a follow-up form of social pressure.
 

- The provision inthe model credit union lotfa policy that denies new 

loans to members with existing delinquent loans should be reviewed. 
Additional credit may be essential ifthe member isto generate suf

ficient income to repay the delinquent loan.
 

CREDICOOP: Granting new loans to members with existing delinquent loans will have a detrimental effect on existing nondelinquent members and will encourage new members to. join to
obtain loans with no intention of repayment. Only a small nunber
of exceptions should be made for member's who were delinquent dueto factors beyond their control, and had no alternative sources 
of income.
 

Note: 
 Some of the above recorendations are no longer applicable. 
These
were prepared as part of the draft report based upon the approach that
 was then contermlated. An alternative approach has been developed since
then, which isabcut to be implemented. 
Under the new plan, stabilization
fund loans at 2 percent interest would be made to credit unions to allowthem to repay their outstanding debt to the BNT. The payment 6vuld equal
75 percent of the outstanding principal. 
The Bank would forgive 25 percent
of the principal, plus all fines and interest. 
CREDICOOP's Stabilization
Fund will be capitalized by a $35',000 
loan from the CJ.A International
Stabilization Fund, and by an Operational Program Grant from AID.
 

FINAL OBSERVATIONS
 

We would like to reiterate our recommendation that the Comprehensive Report,
 

Volume II,be consulted for a more complete understanding of the project
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strengths and weaknesses. This volume provides the necessary information and 

analysis to both support these conclusions and more fully illustrate the over

all impressiveness of the project. 


