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SUMMARY

The general inadequacy or absence of small credit mechanisms in
latin America has often been cited as one of the prime factors impeding
the growth and development of small and medium-scale farms and businesses.
National and foreign banks and other established financial institutions
are either incapable or unprepared to extend the small, high risk credit
that these groups require. As a result, they are forced to turn to
financial middlemen and money lenders for their credit needs, always at
usurious rates of interest. Since the cost of credit is often prohibi-
tively expensive, needed business Improvements are often not made arid new
farming techniques not adopted.

Based upon the successful experiences of credit unions in the
United States, Canada, and Europe, AID began in 1958 to undertake limited
support of credit union development on a bilateral basis in Peru. It was
soon realized, however, that the critical shortage of credit institutions
far transcended national boundaries, and It was decided that the problem
could best be approached on a regional level. As a reéult, in 1966, the
latin American Regional Office (LARO) of CUNA International was established
in Panama to coordinate AID's strategy for credit union development in
latin America.

The primary role of the LARO program is to give competent technical
support to USAID Mission programs of credit union development, and where
no such bilateral programs exist, to give direct technical assistance to
the local credit unions and national credit union federations. TLARO
currently operates in 17 Latin American countries.

At the present time LARO is staffed by 8 U.S. and third country
national technicians and 9 local Panamanian employees. Under this proposal,
the staff would be increased to 17 U.S. and third country nationsl tech-
nicians and 22 local employees.

Quantitative Results to Date

Although the true value of credit unions - their impact on the life
and attitudes of the members - is difficult if not impossible to measure,
some of current growth indicators of the credit union movement in Latin
America suggest the success of the LARO project.

Through 1969, CUNA/AID in Latin America was primarily involved in
establishing and organizing local credit unions and national credit union
federations. During this period the number of local credit unions in
Latin America increased 450%, from 605 in 1962 to 2,729 in September, 1969.



Membership in these credit unions increased 478%, from 160,000 to

T70,000. Credit union assets increased from US$6,000,000, or $lil per
member, to US$61,000,000, or $79 per member. Loans outstanding to

members rose from US$37,000,000 in 1966 to US$6k,000,000 in 1969, nearly
doubling in three years. And as of September, 1969, the cotal accumulated
loans extended by Latin American credit unions had exceeded US$222,000,000.
Considering all of the technical assistance costs of AID-sponsored credit
union development programs, including Mission-level programs:

l. The ratio of the cost of technical assistance to new
capital mobilized is 1:15;

2. The ratio of the cost of technical assistance to total
current assets is 1:18;

3. The ratio of the cost of technical assistance to amount
loaned and collected through September, 1969, is 1:56.

Institution Building Results to Date

The process of establishing and organizing credit unions is one
of building local democratic institutions. The 2,729 local credit unions
that have been established are affiliated with national credit union federa-
tions (also organized by LARO) in all Latin American countries except
Paraguay and Brazil. (A federation will be established in Paraguay in
1971 or 1972, and Brazil has a small credit union league covering the
Rio de Janeiro area.). These federations perform two essential functions.
On one level they provide services and financial assistance to local credit
unions, thereby strengthening and increasing the effectiveness of these units
as credit institutions. On a second level they operate as nationally ori-
ented interest groups for their affiliated local credit unions and members,
mobilizing active support among the members and representing them on national
issues that affect their well-being. The emergence of such institutions,
representing groups that traditionally have not possessed a legitimate
access to the policial system, can be expected to increase popular partici-
pation in the political proceszes of the Latin American countries.

Current Goals and Targets

CUNA/AID strategy in Latin America during the five-year life of
‘this project is to financially and managerially strengthen the national
federations and local credit unions. In pursuit of this general goal,
-LARO will be involved in four major areas 5 technical assistance, each
with its operational subgoals:



1. Self-Supporting National Federations. ILARO will be working to
make the national federations more self-supporting, so they can provide
adequate services to their member credit unions without external subsi-
“dles.

a) 'The techniques for financial self-supporting will be

the establishment of a Centralization of Funds and Account-
ing system in each of the national federations (see pages 22
to 32). This system should eventually provide each national
federation with up to 50% of its total income. It is esti-
mated that by 1975, Centrelization of Funds and Accounting
systems should be income generating in all CUNA/AID
countries except Paraguay, the Dominican Republic,
Nicar&éua, and Brazil.

2. 1Increased Mobilization of Local Savings. As a result of this
program, it is projected that, by 1975, the accumulated savings of the
credit union movement will reach $313,000,000, or an average of $104 per
member, compared to ihe present $79 per member. Although all of the
LARO activities are indirectly related to this goal, three specific
activities are directly involved with mobilizing local savings:

a) Directed Agricultural Production Credit. DAPC is
aimed at moblizing and increasing the effectiveness
of rural credit. (see pages 32 to 39). By 1975, LARO
plans to have extended DAPC programs to & total of
607 rural credit unions.

b) Urban Consolidation. Many of the existing urban
credit unions are too small to effectively operate

as credit institutions. LARO will be working with the
national federations to consolidate them into larger
units so that they will attract more local savings and
increase thelr lending activities.

¢) Under the COFAC system members will be encouraged

to invest their savings in time deposits and the purchase
of investment certificates, which will increase the
assets of the local credit unions.
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3. Management Improvement. Two LARO activities are designed to
improve the managerial capabilities of local and national credit-union

leaders:

a) Training. LARO plans to establish national
management training programs in each of the national
federations, which will be capable of providing
training to nearly 70,000 local credit union leaders :
during the five-year life of the project. This ' ¥
training will reach over 50% of local credit union :
leaders.

b) LARO will conduct periodic evaluations of the
national credit union movements, determine mana-
gerial and operational weaknesses, and work with

the federations to overcome these weaknesses. As

part of this service IARO plans to establish pro-
grams of revolving pald manager contracts in those
federations which do not currently have such programs.
This will permit better management of the local credit
unions.

L. Increased Avarencss on the part of the membership. LARO plans
to work through the federations to increase the awareness of credit union
members of the vital issues affecting their lives. Credit, money manage-~
ment, savinge, productive uscs of credit, family planning, national
legislative issues, educatlon, ropulation end environment are all vital
issues, yet credit union member: nermally are people who are not tied in
to traditional media systems relating to these topics. To reach these
people on these subjects, LARO propoces to publish a small magazine,
based on Fverybody's Money, which will be distributed without charge to
credit union members. It is estimated that this publication will be able
to reach nearly 70,000 members within one year of its initial publication,
and by 1975, could reach as many as 500,000 members. Such a publication
could greatly increccse their awarencns of cocial iscues, their commitment
to their credit unions, and their-desire and ability to partlcipate in
their national political and social systems.

e e e e

Table I on the following vage summarizes the financial inputs
required to carry out this program. A more detajled presentation of
these financial inputs appears in Appendix A.

LR

TR



e AL i . 18 R S B L T T R LR P SRR

Lara® e e b e Tt a s e T o i g  wALe WD Ao

NONCAPITAL PROJECT FUNDING (OBLIGATIONS IN $000) PROP DATE Mo/Day/Yr

Original 2/17/70 e

" Rev. No. _ ‘
Project No.598-13-920-116 !
: COUNTRY: LA Regionel Project Title: Credit Union National Association
| 1/ _ Personnel Serv. Participants Commodities  Other Costs i
i Fiscal Years Ap L/G Total Cont ATD PASA CONT TU.=. CONT Dir CONT Dir & CONT ;;
' Agencies U.S.Ag U.S.Ag
Prior
i through S
i Act. FY 69 1,57k 1,000 2 L 568 , it
L FY 70 ‘ 701 - 415 | W6 1o g
LFTTL 819 549 60 210 s
! ‘ v
|' FY T2 Tk 576 | 58 160 B
L FY T3 : 707 545 ' % 1
I N :
4R Th 573 570 bl 59 ;
4 ALl : ' - e
| Subs 255 ' 176 14 ' 65
i , _
§ Total ' ; :
i Life 5,423 3,731 2 rTT 0 1,313
' - .

1/ Memorandum (nonadd) column




SETTING AND ENVIRONMENT

The CUNA/AID reglonal project for Iatin America was established-
as a response to specific credit problems that existed throughout the
region, and was designed to benefit those sectors of the economy that
were most affected by these problems -- low income agricultural and
industrial families, small businessmen, civil servants, and labor groups,
among others. For all of these groups the basic credit situation was
identical. Because of their low incomes and savings, they were prevented
from either expanding their existing enterprises or activities or from
branching into new ones through their own resources. Banking insti-
tutions in the individual countries were not able to provide the small,
high-risk loans that these sectors needed, so to obtain credit they were
inevitably forced to turn to money lenders and middlemen for their credit
needs, always under usurious conditions. Annual interest rates as high as
30 and ho% for even short term loans were ~... dre still today, not uncommon.
This combination of factors prevented them from modernizing production,
increasing their income and savings, and becoming effective participants
in the national economic systems.

Recognizing this situation, the Congress of the United States, in
enacting the Humphrey Amendment to the Foreign Assistance Act, declared
that it was the policy of the United States to ". . . encoursge the develop-
ment and use of cooperatives, credit unions, and savings and loan associ-
ations..."

Why Credit Uniong?

Although there are many ways and many techniques by which this
situation could be attacked, the development of credit unions is a logical
one, for it is an approach that confronts the problem in its entirity.
Credit unions are by their very nature directed at lower socio-cconomic
classes, and because of this, they are involved in making credit available
to those people who normally cannot qualify for regular loans from estab-
lished institutions of credit. FKven though credit unions are most aptly
sulited for making small, short-term loans (e.g., crop and other small
agricultural loans; consumer loans, and school loans), one of the results
of a successful credit union is that it helps build a credit rating for
its membership, which allows them to {urn later from credit unions to
savings and loan associations, banks, and other financial institutions
for larger capital loans. Because of this, credit unions have the feature
of bringing warginal populations into the national economies of the
developing nations.



In addition to increasing production capital and domestic savings
for these sectors, credit unlons serve other developmental functions as
well. Through training programs and practical operations, they build
a pool of manpower trained in both the technical and orgenizational
skills of credit union management, usually in a population that has tra-
ditionally not had access to acquiring these skills. These skills, once
developed in the credit union field, are easily adapted to other areas
of civic participation, such as local school administration, small com-
panies, cooperatives, and community development. Thus the skills trans-
mitted by the credit union experience facilitate and complement proJjects
in other areas of soclal and civic development.

The growth of the credit waion movement also involves the creation
of democratic institutions in which people learn to share power and
responsibility in matters affecting their own welfare. The local credit
union that emerges 1s thelr own institution: +they make the decisions,
they decide the strategy, and they share in the lmmediate tangible
benefits of success.

This factor of democratic institution building and popular partici-
pation goes far beyond the local credit union itself. The formation of
regional and national leagues and federations presents ihe possibility of
the emergence of a powerful institution acting as the vocal interest group
of a heretoforc non-pnrticipating sector of the national societies,
influencing governmental decisions and policy. The emergence of an
interest group oi this magnitude would contribute to a democratization
of the Latin American political structure by adding another relevant power
contender to the cirele of govermmecntul decision-making.

The potential role of the credit union movement in the realization
of the goals and objectives of itle IX is real and obvious. Title IX
of the Foreign Assistance Actl stressed the need to create local and
national demvcratic institutions, develop popular participation, and
involve the moss of people that can be referred to as "marginal" in the
benefils of economic development. Specifically, Title IX instrucled the
Agency for International Development to: "...encourage the development of
indigenous institutions that meet thelr particular requirements for
sustained cconomic and social progress; and support civic cducation and
training in skills- required for effective participation in govermmental
and political processes cssentinl to self-povernment." These objectives
are preciscely what a strong ercdlt union movement addresses itself to
developing. The creation of local and national credit unions and
federations by necessity involves the formation of viable democratic
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institutions of popular participation. And, by developing a higher level

of savings among lower socio-economic segments of the population, credit
unions extend to these sectors the real benefits of economic development.

Establishment and Objectives of LARO: OGN NUN

In January, 1965, as the outgrowth of three years of background
work through global contracts and regional studies, the Agency for
Internationnl Development established a regional project with the Credit
Union National Association (CUNA) for the development and strengthening
of the ciedit union movement in Latin America. This regional project

-(Basic Contract No. AID/ced-236) established the following goals and

obJjectives:

1. Examine and appralse the problems of thrift and credit as
related to the economic condltions of the region and the economic well-

being of the people.

. 2. Advise as to appropriéte legislation under which credit unions
may operate.

3. Iniltiate and/or assist in the organization of credit unions and
assist in their operations and in the solution to technical problems to

assure their success.

4. Train credit union managers, officials, directors, and committee-
men, enabling them to successfully operate credit unions.

5. Assist similar associations already established in broadening
and improving their operatlons, education, and training programs.

6. Assist'in the establishment of central organizations (federa-
tione) of credit unions in various countries when it is possible and
advisable to do so, and help them plan their programs to attain self-
sufficiency as soon as possilble.

T. Provide guidance to integrate the credit union movements of the
various Latin Amcrican countries into an international organivzation.

The regional contract was gmended in 1966 to provide for the
establishment of the Latin American Regional Office (LARO) in Panama.
In 1967, Basic Contract AID/csd-“36 waes replaced by Basic Contract
AlD/cud-lBEG, Task Order #7. ‘''hc objectives stated in this new contract
wvere:
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1. To continue the services provided under the established CUNA/AID
program to provide technical guidance and assistance to local leadership
efforts in developing credit unions in Latin America.

2. To assist prevailing Mission programs in the fi€lds of credit™
union organization, training and publications in order to expand and
strengthen the c.-dit union system in Latin America.

3. To assist in the development of the credit union system in
Latin America to a point where it will be self-sustaining on a dues-

mying basis.

Results of CUNA/AID Activities:

LARO activities during the past five years have been centered around
the organizational aspects of building a base for the credit union move-
ment. OSpecifically, it has been working on establishing new local credit
unions, increasing their membership, increasing their capital assets,
organizing and structuring the credit union federations in each country,
and establishing the legal foundations for credit union operations
throughout Latin America. Looking at each of these areas individually,
ve can sec some of the positive accomplishments of the CUNA/AID strategy
for credit union development:

1. Establishment of local credit unions. From only 605 local credit
unions in the entire Iatin American region in 1962, through the coordinated
efforts of regional and country CUNA/AID contracts, therc are, as of
Sepﬁem;er, 1969, 2729 local credit unions in Latin Americu, an increase
of 450%.

2. Membership. Membership in these local credit unions has in-
creased from 160,620 in 1962, to 768,810 in September, 1969, an increase
of W78%.

3. Mobilization of local savings. In 1962 the mobilized domestic
savings ‘of the existing credit unions were US$6,200,000, or $il per member.
By September, 1969, mobilized domestic savings stood at US$60,942,878, or
$79 per wember. This ducrease v savings per member was achicved in spite
of the fact that moutl of the new credit unions were formed in rural areas,
vhich have traditionally had lower savings than urban areas.

k. Increascd lending capacity. One of the indlcators of whether
or not credit unlons are effective 1s their abllity to make loans.
In 1966, loans outstanding totzled US$3T,302,272. By 1969 this had risen
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to US$64,380,739. During the past seven years, the accumulated total of
loans made by the credit unions totaled US$222,766,160.

5. Establishment of naticnel federations. In 1962, there ﬁéré only'”'

five national credit union federations in Latin America. By the end of
1968, there were national federstions in all thirteen of the countriés”

that CUNA/AID was involved in.

6. Model by-laws. LARO ﬁorked to develop model federation and local
credit union by-laws to aid in the establishment of these institutions
throughout Latin America on a legally and structurally sound basis.

T. Centralization of Funds and Accounting. It soon became obvious
that the financial base of the credit union movement in Latin America would
probably not become large enough to maintain effective national fedzra-
tions on a dues-paying basis alone. To provide the federations-with an
increased gource of income, LARO developed a program of centralizing the
funds and accounting of local credit unions affiliated with the federations,
and conducted a pilot project of this systum in Panama. This project vas

- successful, and now LARO has begun to introduce the system in the other

Latin American federations. For a more detailed description of the
Centralized Funds and Accounting program, sec pages 22 to 32.).

8. Directed Agricultural Production Credit. This program, which
is designed to increase the productivity of rural loans, was developed in
the Ecuador Mission on a CUNA/AID contract. 'The experience in Ecuador
showed that Directed Agricultural Production Credit programs nol only in-
creased rural production, but consistently mobilized far greater locenl
savings than did credit unions with no DAPC programs. Because of the
success of the program in Ecuador, Directed Agricultural Production Credit
wvas lncorporated into the regicnal project, to extend these services to
other areas of Iatin America. (For a move detailed description of DAPC,

sce pages 32 to 39).

The CUNA/AID regional project, LARO, is primarily a service project,
and onc of its manin objectives has been to provide competent technical
assistance and information to both CUNA country project personnel (ihus
backslopping Mission activitics) and to the personnel of the national
federations that hove emcrged to help them make their own programs more
successful. During 1968, of a total of 2602 mandays of work by the
reglonal office, 845 were svent in the ficld. In 1969, of a total of
2555 manday.s of work, 970 were spent in suppor? o1 field activities.

* e




Country Number of Mandays

1968 1969
Regional Conferences 121 188
Costa Rica _ . B (e [ e 2)
El Salvador _ . 58 S e gt
Guatemala ; 30 4o
. Honduras : 29 30
Nicaragua _ 64 23
Panama 35 20
Bolivia . o2 o2
' Brazil ' 53 3T
Chile * ) 0 18
Colombia 73 43
* Ecuador 40 L2
Guyana . 0 0
Paraguay’ 15 25
Peru 90 29
Uruguay _ - 10 18
Venezuela 3 22 33
Dominican Republic 5} 88
Others k9 9l

Present Problems and Obstacles:

As of December, 1969, there are still substantial problems and
obstacles that must be overcome if the credit union movements in Latin
America are to become strong and effective. ‘lhese problems can be broken
down into four major areas: penetration, consolidation, training, and
self-sufficlency.

1. Penetration. Even with the rapid growth in the number and
membership of credit unions in the countries where CUNA/AID projects
have been operating, current estimates show that less than 1% of the popu-

“lation of ihese countries belong to credit unions. IARO estimates that

the maximum potential penetration for credit union membership is around

15% of the total population. Thus, while membership gains have been
substantial during the past five years, the movement can still be expanded
significantly to bring the benefits of credit union membership to a greater
portion of the population. LARO projections now show that, considering
expected population growth rates in Latin America, with this expanded pro-
gram, the actual penetration could reach 3,000,000 persons by 1975, and 8%
of the total population by 1990. (See Project Proposal: Expanded Credit

Union Development in Latin America, LARO, April, 1969, p.12). A less

concevted effort would yield a much smaller penetration.

S,
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2. The extraordinarily rapid increase in the number and size of
local credit unions in Latin America (from 605 credit unions in 1962
to 2729 in 1969, and from a total membership of 160,620 to 768,810 in
the same time period) has understandably been uneven. Many local credit
unions are not really functioning entities, because of a lack of capital
or trained manpower. Some are too small to have a sufficient capital.
base to adequately serve the needs of their members. In these cases there
is a real need to either increase the membership and savings of these
credit unions, or to encourage their consolidation into more feasible units

3. -Self-sufficiency of the national federations. Even though every
country now has a national credit union federation, these are largely
dependent or external assistance. In only three countries are there indi-
calions that the federation might become totally self-sufficient within
the near future. (By self-sufficient we mean that the federation must
be able to provide to all member credit unions a minimal level of services,
below which many or all of the member credit unions would disaffiliate,
and that the resources for providing these services must be generated
entirely within that credit union system). Here it should be pointed out
that in the United States, it took the credit union movement over thirty
years to become self-sufficient, and then only after a relatively massive
infasion of private and public subsidies. To expect the Latin American
federations to become sclf-supporting in the space of only eight years,
vith must less resources, is unrealistic. During 1968, the Latin American
federations paid a total of $175,000 on their budgetary expenses f{rom
internally gcnerated income. No Tigures are yet available for 1969, but
the financial basc of the federations musi be conclderably expanded if they
are to become self-supporting.

i, Local capital accumulation. The main reason that the federations
hova not becoms more sclf-supporting is the lack of capital accumulztion
at the local level. Although ihe accumulalion of US$60,942,878 in savings
among the low income members of these credit unions is truly remarkable,
this has not been sufficient to provide a high enough turn-over rate to
allow the local credit unions 1o pay substantial duecs Lo the national
federations. If the federations are to become self-supporting, the accumu-
lated savings of the local credit unions will have to be substantlially
incresscd.

5. 'fraining.. The lack of trained wanpower at both the local and
federation lrvels is critical. TFew of the leaders of the local credit
unions are paid professionals; most are voluntcers from within the local
eredit unions themselves. Bven at the federation level leaders are poorly
{rained in the techniques of opcrating vieble instliutions. The problem
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at the local level is compounded by another factor. To fully staff a local
credit union requires a minimum of eleven or twelve men. The initial.
managerial skill level of these volunteer leaders 1s very low, and to be
effective they must be given at least basic training in the techniques

of operating credit unions. Moreover, experience has shown that among
these volunteer leaders there is a high turnover rate -- about one half

of the leadership every two and a half years. This implies that during
the next Tive years, with the projected growth in credit unions, we can
expect that there will be between 140,000 and 170,000 new credit vnion
leaders who will need training, but the existing training programs through-
out the Iatin American federations are inadequate to meet this expected
demand for training. If the credit union movement is to become strong,

the training capabilities within each country must be substantially
strengthened.

Paradoxically, the problems that have just been enumerated can be
attributed to the success of CUNA/AID strategy in Latin America. The
rapid growth in the number and membership of credit unions has been faster
than the growth of their technical skills and financial resources. The fact
that over $220,000,000 have been loaned by the credit unions during the
past ten years indicates that they are indeed performing the credit function
for which they were intended. The ultimate impact that credit unions can
make on the Latin American sccicties and on the lives of their membership
depends almost entircly upon the ability of CUNA/AID to help them overcome
these problems -- that is, to make thc quantitative achievemenis that we
have witnessed so Tar more meaningful in terms of quality.
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STRATEGY

An overall strategy for credit union development involves several
alternative approaches and complex interrelationships. Basically, these
can be broken down into three gencral areas of concern: (a) what are
the relative merits of credit unions versus other forms of credit insti-
tutions and why should AID support credit unions; (b).should credit union
development be carried out on a bilateral mission-level basis or on a
regional basis to achieve the best results; and (c) how does a strong,
successful credit union movement relate to other programs and areas of
development.

l. Credit Unions versus Alternative Credit Mechanisms

a. Government-sponsored Credit Programs. Several countries in
Latin America have alternative mesns of getting credit into rural areas.
For example, in Costa Rica and El Salvador, thcrc are governmental agencies--
Juntas Rurales in Costa Rica, and the Admini..racion de Bienestar Campesino
in E1l Salvador -- that deal with rural credit. Both of these systems have
rather severe drawbacks. In El Salvador the delinquency rates to the ABC
have been as high as 33p, and never lover than 1(% In Lcuador, of the 2y
DAPC credit unions, only two had delinquency rates higher than 10%. In
both El Salvador and Costa Rica the administiative costs associated with
the government agenciec have been so high that the programs have had to
be subsidized by the central banks in order to make capital available to
the campesinos. Credit unions, with their largely volunteer leadership,
have much lower administrative costs, and are able to keep the interest
rates on louns low without extensive subsidics. Finally, there is some
question as to whom the povernment credit agencies reach. It appears that
they have bcen successful in providing credit to middle-cizned farmers,
but have heen less successful in recaching smaller farmers. The DAPC
programs and credit unions provide one means of reaching thcese small
farmers who are not serviced by the governmental agencics. USDA-typc
Production Credit Associations, another form of rural credit organizations,
have never bcen tried in Latin America, and the deg.see to which they might
succeed is cpeculative.

b. Innks and Savings and Loan Associations. It has been dewon-
strated in latin Ameérica that credit programs which are govermment sponsored,
or even credit programs adminisiered by private banks, frequently have ditfi-
culty recovering loans made to lower socio-economic status persons,
principally bceause the borrower has no real feeling of participation



or obligation. The agency or bank from which he borrows is an abstraction
and, because he is relatiVely,unsophisticated, he frequently feels inclined
to repay a loan only if some sort of external pressure can be brought to
bear. - It has also been demonstrated in Latin America that collateral is
almost impossible to repossess, and that co-signers refuse to be held

to the obligation for which they have signed.

Credit unions can help introduce these people to the financial
systems. In Latin America, credit unions have had very low delinguency
rates, basically because the members are awvare that a significant portion
of the capital assets of the credit union are really their owvmn funds.
Since members of credit unions are usually known to each other, great
social pressures can be brought to bear to help recover loans.

Credit unions are not considered as a substitute for bams or
savings and loan associations, but as intermzdiate organizations which
will prepare the members for proper use of these other financial institutions,
Credit union loans are usually shorti-term, and are generally small. Members
mist turn to the=ze other financial institutions for their larger, long-term
loans, but through their credit union they have lecurned the terms of
eredit, and the obligations associated with it. It is quite conceivable
that credit union members will eventuully use their credit unions only
for their smull, short-term borrowing, and banks and savings and loan
associations for their larger capltal nceds.

c. Credit Unions vs. Ciher Cooperatives. Credit wnions are just
one type of cooperative organization. In many ways they arve casier to
establish and manuge than other types of cooperatives (they denl in a
Tairly fixed-price commodity) aud provide more immediate real benefitis
to their membecrs, but they are not substitutes for the other forms of
cooperatives, nor are these other forms substitutes for credit unions.
The different f'orms of cooperatives perform different [unctions and
provide different services to their members. 1In some areas they may
overlap somewhat, but never do they substitute for each other, nor are
they mutvally exclusive. Several different Torms of cooparatives are
possible within the suame community, with much overlapping comborehip.
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c. Agricultural Extension Services. One of the prime goals of
the DAPC component of CUNA/AID strategy is to develop strong linkages
between small farmers and agricultural extension services. Credit unions
serve two functions in this area: first, they make credit available to
small farmers at reasonable rates of interest so that they have the finan-
clal capabilities to take advantage of the new techniques introduced by
the extensionist; second, they create institutionalized groups that are
. more visible to agricultural extension units. Often, individual small
farmers are not helped by extensionists. Through the credit union their
chances for receiving extension services are greatly lncreased.

d. Institutional Development., Title IX of the Foreign Assistance
Act instructs AID to participate in the development of democratic insti-
tutions of popular participation. Credit unions, because they are local
organizations whose members share in its decisions and strategy, are
excellent examples of this type of institutions.

e. Peace Corps. In several countries Peace Corps Volunteers have
been assigned to work in the establishment und operations of local credit
unions, LARO has becn called on during lhe past three ycars to give short
courses Lo Peace Corps Voluntezsrs who were to work with credit unions.

In replies to a suggestion that the Peace Corps and AID work more closely
together in Title IX activities, several of the Misslons have mentioned
credlt union development as one area where such a collaboration might be
feasible.

. Cooperating Country leadership. Sinze thie project is an attenpot
to Puild local and national institutions, the existence of competent .
country leadership is essential. For the most part, this leadership
alreedy exlsts in the countries CUNA/AlD has bzen working in in the form of
the leaders of the nationsl federations and local credit unions. ‘The
CUNA/AID regional project will be working clusely with these leaders, help-
ing them to develop programs that will meet the needs of lheir own movemeat,
increasing their awvareness of the problems other countries in Latin Americy
have expericaced and the techiiiques they nazed to overcome thom, and develoep-
ing the technical skills that v 1l enable them Lo successfully mauupe their
own credit unions and eredit unicn movement without the need for future
external assistance,



COURSE OF ACTION

To achieve the stated goals and objectives, LARO will undertake a
.comprehensive program of specialized technical assistance to the national
federations and local credit unions. This program consists of four basic
interrelated components, deslgned to produce a balanced strengthening -
financially and managerially - of each national credit union movement,
and supported by adequate publications.

I. Centralization of Funds and Accounting

The Centralization of Funds and accounting component (COFAC) of
CUNA/AID strategy in Latin America is one of four essential programs upon
which the eventual financlal self-sufficiency of the national credit union
federations depends. At the present time, it appears that relatively
small membershipe and low savings levels preclude the possibility that the
federations could soon become self-support®~z on dues income alonc. A
COFAC system is an effcetive means by which federations will be able to
gencrate greater income atl the national level to provide working capital
to finunce growth impsct projects such as DAPC (which is described in thc
following cection), pajd management controcts, training and interlending.
Eflective sexvices in these areas should bring about a faster rate of
growth in members and savings at the local credit union level, and grcatly
strengthen the overall credit union movement.

Originally conccived o as a system that would allow affiliated
credit unlons to centralize their separate checking accounts into one
central aceount in one bunk -~ thus pcermiliing a pgreater {low of fundgo
wilhin the credit union system -- COFAC was developed by LARO, aund an
experimental pilot project conducted in Panama. The national federation
established the minimum caszh-Tlow requircments of the central account that
would adequuatcly mcet the dally cesh nceds of the eredit unions operating
in the gsystem. Yxcess funds were then placed in timc deposits in that
same bank, in other forms of investmentis, or relent 1o crediil unions that
were in nced of short-term liquidity. 1In this way, the movement could
derive the waximum ulilization of its working funds as opposed to leaving
approxipately 7-10% of iis asscts lic dormant dn individual bLank cheeking
accounts.,

Since that dinitial project, the conceptualization of COFAC has been
cxpanded, to inelude the incorporation of time deposits in ihe federation
itsell, lnvestment certificates, and similar instrumcnts as means of
mobilizing longer term funds. 'The effects of this change has been that
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Nicaragua ~~- Nicaragua already has an ongoing G0FAC program,
but the federation has severe managerial problems
that are hampering its expansion. For IARO efforts
there to be successful, this internal problem will
have to be overcome.

Panama -- was the original test program for COFAC. The program
is well established and effective, but needs to
be expanded.

Honduras -- In Honduras the credit union federation (FECACH)
is acting as the cooperative bank for the entire
cooperative system. It now has access to $2,200,000
which 1s to be used as operating capital for the
COFAC program. This program has great potentisl,
and USAID/Honduras is hiring a full-time Tinancing
specialist to assist the progrem.

Venezuela -- initiated a COFAC progran in April, 1965, which
has been making some sveady progress. The feasi-
bility study initiating this program indicated that
it should become totally sclf-supporting by the cnd
of 1971, or 1972 at the latest.

Colombia -~ UCONAL, the federation, is decentralized into four
regions, and an initlal COFAC program has been
established in one of them (Bucarumnngu). Plans for
the future are to expand the COFAC program to the
other regionul olfices and cventually nerge thom
into & national interlending program under the
structural unbrella of UCCNAL. The Inutituto
Nacionsl de Financinmicnto Cooperativo (INFC) was
recently instituted to channel government and inter-
national development funds to the vericus sectors of
the Colombia cooperative movement. Conceivably, a
national COFAC program could assume 1he responsi-
bility of channcling funds wmade available by INIC
to the credit union movenment.

Guatecmala -~ The feasiblilily study carried out in June, 196y,
did not show & sufficlent volume to Justify a
COFAC program. Since that time, however, USAID/
Guatemnla has prepared o $1,500,000 loan vronosal,
and the Penuy Foundation and PADF have offered
loonz to the federation which could wake this
progran feasible and give it a high potential.
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g) After another three months there is a final review of
the progress made under the six-month plan. If all of
the goals of the six-month plan have been accomplished
(training of local personnel, establishment of admini-
strative structure, arrangements with the central bank-
ing system, legalization of the system, etc.) the local
COFAC representative and the LARO team work out an
implementation plan and schedule.

h) The federation and LARO then proceed to establisn the
priorities and structure of the COFAC system.

2. TImplementation Phase

a) Establishment of time deposits and investment
certificates.

b) Establishment of centralized accounting procedures.
¢) Establishment of centralized checking system.

d) Establishment of liquidity reserve fund.

e) Commence lending operations.

f) Mobilization of funds campaign.

The prelimincery phase of the establislment of COFAC takes hetween
nine and thirtcen wonths to accomplish, with the difference duc primarily
to the length of time it iakes the federation to selcet the person wvho
will administer thc COFAC prograw. Once the preliminary phase is com-
pleted, the groundwork and the adninistretive structurcs necessary for
the success of the program have been established. What remmins is the
time and continucd push to wake sure that the various programs take hold
and become effcetive. The actual establichment of time deposits, invest-
ment certificates, and centrulization of' funds can be complcted and
operative within a couple of wmonths. It will require a much longer period
of time for these progroms to generate large pools of aveilable capital.
The centralised checking cystem tadies aboul two years Lo rcach its maximunm
potential in u couﬁtry, and the liguidity rescrve system generally requirec
aboutl two years to beceme large enough Lo be an effective tool of the eredit
union movement. During thic time there is a continucd need for 1rouble
shooting nnd tecimicel assicotanee. chorteumings need te be spotted and
corrcetled immedivlely so that the system does not collapse. But if thc
program is sct up carefully and soundly, and if the technical backstopping
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is availasble and effective, COFAC, as a system, can Decome self-supporting
within two or three years. By self-supporting we mean that all personnel,
all activitics, and all facilities required to sustain the system can be
paid for out of the income generated by COFAC itself. This is, of course,
dependent upon the amount of savings that can be generated at the local
credit union level.

D. Implementation of COFAC Development:

From previous experience, CUNA/LARO estimates that to establish a
stable, opcrative COFAC system in a country would take about eight months
or 180 mandays of intensive work. Because of the complexity and sophisti-
cation of the skills and concepts that must be developed, because of the
scheduling necessary to develop these skills prior to the actual establish-
ment of a COFAC system, and because of the need for extensive follow-up
and trouble shooting, it has been found to be preferable to extend the
technical acsistance for each country over the life of the project at a
fairly even rale rathcr than place a hr-., emphasis in a country at one
period of time and then discontinuc it. A model flow chart for the
establishuent of a COFAC system in any one country appears on page 30,
and an cestimeted schedule of mandays per country per year appears on page 31

E. AID/LARO Inputs:

As indicated on page 31, to carry out the COFAC program specified
here would require the employment of four (&) U.S. or third country
tectmicians over the five-year life of the rcgional project. One of
these, the director of COFAC, is already on board. Two additional COFAC
specialists would be added to the staff during the first year of the
project, and a credit management specialist would be taker. on during the
second year. . The credit management specialist would terminate at the
end of the fourth year, and one of the COFAC specialists nmidwey through
the Tifth year, leaving the director and on¢ technician to phase out the
program.

Tiich of these technicians will spend a wninimun of 170 mandays per
year in the field, giving technicenl assistance and support to the estab-
lishment of these programs in the national federations. HMuch of this time
in the field will be spent training and preparing the local staffl so that
they will be able to completely and competontly manage the COFAC programs
without Curther outride technicul assistance.

In addition to the U.5. end third country personnel hired for the
LARO oflice, the successful realization of the COFAC programs will recquire
the employment of a number of local administrators. The purpose of this






COFAC - Mandays Per Year Per Country

Country 1970 1971 1972 1973 107k 1975
Panama 10 30 30 30 10 5
Costa Rica 20 Lo Lo 30 10 5
Nicaragua 20 4o 40 30 10 5
Honduras 20 4o 30 30 10 5
Venezuela 30 60 60 50 ko 20
Colombia 35 75 60 60 50 20
Bolivia 25 60 60 50 ko 20
Guatemala 25 50 Lo ko 30 10
El Salvador 20 60 60 Lo 20 10
Paraguay - 15 ko 50 ko 20
Chile 10 40 60 60 50 20
Brazil 30 90 90 90 50 20
Dominican Republic 15 Lo Lo %0 30 10
Number of Mandays 260 640 650 600 390 | 180
Number of men required 1% I L I 2% 1
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employee would be to havé a stable well-trained manager of the COFAC system
within the federation, and to have a person who can be held responsible

for the program. Where the federation is able, or partially able to assume
the cost of this manager, they would do so. Im many cases, however, the
present resources of the federation are not sufficient to allow this.

As the federation 1s financially able to assume the support of this person
it will do so, and in no case is it envisionmed that the direct AID support
of this manager will exceed two years. At the present time it is esti-
mated that local staff will have to be supported in: Colombia (2),
Nicaragus (1), Venezuela (1), Dominican Republic (1), Brazil (2), and

Paraguay (iL).

The total cost to AID over the five-year life of this pr-ject for
establishing successful COFAC programs in the fourteen Latin American
countries will be $48Y4,000. (See Appendix 2).

II. Directed Agricultural Production Credit

Directed Agricultural Prcduction Credit (DAPC) is the second of
the essential cowponents in the overall strategy to move the Latin Aumerican
credit unions and credit union federations closer to economic self-suf-
ficiency. It was developed and first introduced in 1964 at the request
of USAID/Ecuador by CUNA International. 'The initial pilot project was
organized and began to function in 1965 at Julio Andrade in Northern
Ecuador. 'The operation of the pilot project was successful, and the
technique copied and applied in other rural credit unions throughout
Ecuador. Because of the success of the project in Ecundor, federations
in other countries began to request that similar projects be established
in their countries. To meet these requests, DAPC assistance vas estab-
lished as & regular technical service administered through the UNA
regional office in' Panama.

DARC is o key factor in the success of the Centralization of Fundc
and Accounting programs. To be ceffective, COFAC depends on the ablility
to mobilize substantial. savings at the local credit union level. Since
over 50% of the credit unions in virtually 211 of the Iatin American
countries are rural credit unions, a substantial portion of these local
savings must be generated in the rural secctor.  EBxperience, prirarily in
Ecuador, hias shown that rurel DAPC credit unions gencrate much greater
savings thuan do non-DAPC credit unions. As a result, a large, effective
DAPC program in a country could provide the rargin of Income that would
make that country's CORAC program o succcss,

A. What DAPRC is:

Technically speaking, DAPC emounts to coupling credit with technical
asslstance and training, and its immediste goal 1s to change borrowing
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patterns from primarily consumer-oriented to primaxrily production-
oriented. Two hypothetical situations can serve to i1llustrate the effect
DAPC can have on the smmll farmer.and his thinking:

1. 1If a member seeks & loan to buy a radio, the credit union will
lend him the money to raise, say, ten hogs for six months. At the same
time it provides him with, or makes available to him, the technical
assistance necessary to ensure that he will be successful, so that at the
end of the six months he will be able to sell the hogs, pay off his loan,
and buy his radio.

2. A farmer may feel that to enter into cattle raising he must have
long-term funds, which are usually not available to small farmers. But he
can borrow short-term funds (up to twelve months) from his credit union,
purchase three milk cows, keep the offspring, and then fatten and re-sell
the cows to pay off his loan.

In each of these cases, the farmer has been able to enter into pro-
duction on a small scale and to learn hc. o handle credit. With DAPC,
then, it is not only a matter of extending credit, or even of Just increas-
ing production; it is a program for educating the small producers in the
ways and means of handling credit, and in the relationship between credit
and production.

B. How DAPC works:

As a DAPC program is established in a rural credit union, a feasi-
bility study is conducted to determine the amount of capital that is needed
to adequately supply the credit needs of the comnunity and sustain the
local credit unic. In the case of Ecuador, for example, it was determined
that local self-sufficiency could be attained when the credit union reached
the point of having 250,000 sucres worth of lcans outstanding to its members.
This would give the credit union sufficient interest income (at 12% per
annum) to cnable 1t to run an office, purchase its equipment, pay for full-
time management, pay interest on capital cmployed, and maintain a small
amount on reserve. Based on the particular local conditions, a poal is
then set for the amount of local savings that must be mobilized by the
members of the credit union prior to initiating the DAPC program. This
initial wobiliration of savings is imporisnt because it helps instill
confidence 1n the local credit -union by increasing its lending capabilities
and eff'ectiveness at the begimming of the program. This in turn allows
more Irmediate tanzible benefits. The pilot project in Ecuador began with
38,000 sucres of merber capital in 1965, By 1969 this credit union had
member-ovned savings amounting to 750,000 sucres.
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Three additional features add to the rapid capitalization of DAPC
programs. First, the credit unions are involved exclusively in short-
term lending. Farmers endeavor tn place short-term money in the most
productive effort they can encounter, and the rapid turn-over of short-
term loans allows the credit union to meke more loans during a given
period of time. Second, DAPC programs normally include policies of
"forced savings." Ten percent of a farmmer's loan is issued to him in
the form of share certificates instead of cash. Since he repays the en-
tire loan, this means that the DAPC credit union increases its capital
assets by 10% of each loan granted. Third, since loans are granted for
short-term productive purpcses, the chances that the farmers will be able
to repay their loans when they bacome due are increased, thus guaranteeing
the contirued capitalizat:ion of the credit union. In Ecuzdor once agaln,
only two of the twenty-six DAPC credit unions had delinquency rates higher
than 109, compared with overall delinquency rates as high as 33% in
El Salvador under non~credit union administered rural loan programs.

The most important factors accounting for low delinquency rates
among DAPC credit unions are that loans are only granted for proluciive
purposes, and that technical assistance is both made available to the
farmer and required as a condition of the loan. Loans are only made to
farmers who have had at{ least ten hours of DAPC training -- that is,
training in subjects directly relzted to their proposed use of the loan,
whether 1t be in the use of fertilizers, planting and harvesting tech-
niques, bectter seeds, irrigation, ete. During the course of the loan,
the farmer is encouraped to consult loeal agricultural extensionists and
utilize other sources of agricultural techmical assistance. DBy making
these stipulations the DAPC program minlmizes the chances that a lecan will
become delinguent, and atl the sane time teaches the farmer a new relation-
ship betwcen credit and production and 2 new set of values that will
facilitate his entry into the national market cconomy. One of the ulti-
mate objectives of this program is to encowrage farmers o become part
owners ol commercial enterprises which are extensions of his farm require-
ments by becoming shereholders in creameries, abattoirs, canning plants,
feed mllls, and fertilizer plants. In this way the fammer shares pro-
portionately In the genéral economy and can idertify hiwsclf with progress
and the economy as a vhole.

C. Istablishing DAYC:

The MAFC progiam is an ageresslve sysiem of placing credit as a tool
- (&) (1) y p L

in the hands of smull producers. 1t calls for a couapetenl source to
administer the credit, to render linancial counseling, and to assist the
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small producers in obtaining the specialized technical Ehowledge necessary
to make a success of whatever projects are undertsken.

It is, therefore, imperative to take steps to train, develop and
employ full-time professional management in every credit union. It is
also necessary to provide guldelines to enable the perople or institutions
rendering the technical assistance to design the various projects ox
"investment plans" which the local credit unionms will recommend to their
members to increase production and/or to diversify it. These projects
or investment plans should not only include the specific techniques of
how to obtain better production, but should be market-oriented as well,
to avoid hflooding" the market with a given commodity or to encourage
farmers to switch from low return traditional crops to more profitable ones.

DAPC is established on a proJject-by-project basis within existing
rural credit unions. Thus, to establish DAPC programs does not require
the creation of new credit unions, but takes advantage of existing organi-
zations and structures and works to reorient their opcerations to more
productive ends. To establish D\PC in & cz...ry requires three basic steps:

1. Background work within the coﬁntry to develop the institutional
{remevork within the federation and to train the initial people for a demon-
stration project.

2. FEstablish and maintain a demonstration project(s).

3. Ixpand the program by establishing additional DAPC programs in
other rural credit unions, working toward a predetermined goal

LARO begine the background work within a country by training lcaders
at the federation level in the skills necessary for establishing and ad-
ministering DAPC programs. This iraining is usurlly corried out in con-
nection with the demonstration project(s), as the federntion leaders
participate in seleccting the site, carrying out the basic Teasibility
research, promoting the ides, establlishlng DAPC prioritlies and policies,
organizing the demonstiration project, carrylng out the campalgn for
raising local funds, troining local leaders (usually 25-30) to assist in
the operations of the program, training the local credit union manager in
DAPC techmiques, and preparing the traininz miterials U be used in classes
for the farmers. 'Through active participation in these activities, the
federation leaders gpin the experience in both theory and operations of
DAPC th:t will evenitually cnable them to proceed without additional LARO
assintance,

The actual estlablishment of the demonstration projct involves three
processes that are hegun during the background phase. First, it involves
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& promotional campaign that is designed to: (a) develop enthusiasm among
the local population for DAPC, and motivate them to participate; and (b)
educate them as to what is expected of them through the DAPC brogram, and
what benefits they can expect to obtain through . participating. Second,
it requires the development of the DAPC structure within the local credit
‘union, and the training of the local staff s0 that they will be capable
of administering the program. Third, it requires the mobilization of
sufficient local savings to provide the base capital for the DAPC lending
activities. This 1is usually accompanied by supplementary capital support,
such as a line of credit from the federation or a bank, or as part of an
agricultural sector loan. These three steps must be completed before the
program is establiched. Once the demonstration project is established,

it must be closely supervised to assure that loans are being rade as
brescribed, that technical assistance 1s both available and being used,
and that the program ig functioning properly. This supervision is carriegd
ovt by LARO personnel in conjunction with federation stafrf.

The publicity associated with the successful operation of the demon-
stration project, and the success of the project itself, result in re-
quests to the federation from other commwities and regions within the
country to implement this technique in other credit unions. At this point,
LARO works out with the federation a long-term DAPC development brogram,
and helps the federation plan 1ts role in the promotion, organization,
and administration of DAPC credit unions. OQverall strategy, prioritiecs
and technigues are developed and reinforced, and the adminis trative struc-
ture for encouraging end implementing DAPRC develomment are worked out.

The DAPC cowmponent of CUNA/AID strategy in Latin America has built-
in constituents which work to phasc it out. At the local level, the two
fectors are efficiency and increased production. As these {wo fuctors
increase, the technical assistance a local credlt union needs decreases,
and can be fulfilled by the federation. At the federation level, the
establishment of each new DAPC brogram reinforces and improves the pool of
skilled DAPC technicians within the federation. As this group gains
increased experience in the establishment and administration of TAPC pro-
grams, the needs for dircet LARO assistance deercases, and the regional
project can be phased out in the country.

“The countries thot LARKO ic vorking in differ considerably in their
develorment, of DAPC programs, duc primarily to the level of prior CUHA/AID
activity. Those countrics in which no work has been done previously sare;

Paraguny Venezueln
Urugusy Brazil
Chile Nicaragua

Colombia Honduras
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Those in which the background work prior to establishing the demonstration

project is currently underway are:

Peru Guatemals

Those in which the pilot demonstration projects are currently in operation

are:
Pananga Dominican Republic

And those which have begun to entablish additional DAPC credit unions
are:

Ecuador (26) Bolivia (9)
Costa Rica (3) El Salvador (9)

From this, it is easy to see that the objective of the CUNA/AID
reglonal project is to move all of these countries further along into
the latter category. The specific goals, in terms of numbers of DAPC
credit unions can be seen in the following table:

Number of DAPC Credit Unions

Country Current . 1970 1971 1972 1973 197h
Bolivia 9 18 29 Yo} 50 60
Drazil 1 5 15 30 50
Colombia 3 10 25 40 55
Costa Rica 3 6 10 1h 18 22
Chile 1 10 20 30 Lo
Dominican Republic 2 6 15 20 25 30
Ecuador 26 32 37 ho L7 55
Guatemala 1 10 20 30 Lo
Panama 2 6 12 18 21 25
Paraguay 1 10 20 30 ho
Peru 1 10 20 30 Lo
Uruguay 1 5 10 15 20
1. Salvador 9 21 25 30 35 Lo
Venezuela 1 10 20 30 Lo
Honduras 1 10 15 20 25
Nlcaragua 1 10 15 20 25

The estimated field time necessary to carry out this program and
realize these goals appears on the following page.



Country

Bolivia
Brazil
Colombia
Costa Rieca
Chile
Dominican Republic
Ecuador

El Salvador
Guatemalse
Panama
Paraguay
Peru
Uruguay
Venazuela
Hondursas
Nicaragua

Totals

No. of men required

DAPC--Man Days Per Country Per Year

1970

as
20
L5
25
35
30
25
a5
20
20
Lo
35
25
35
20
20

Lo5

23

1971

6l
6k
3

ko
36
52
L2

35

- 38 -

1975
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D. AID Inputs:

To successfully carry out the program outlined in this section
would require the full-time activities of four DAFC speclalists. ‘'Iwo
of these, the director and one staff member, are currently on board.
This expanded program provides for two additionsl staff members --
elther U.S. or third country - one of whom would be a trained farm
management specialist, and the other a rural credit- specialist. Fach of
these four men would spend & minimum of 170 mandays per year in the field,
'‘providing on-the-scene technical assistance to ensure the success of the
DAPC programs. They would coordinate their activities closely with agri-
cultural extensionists, other credit institutions within the host coun-
tries, host country govermmental agencies concerned with rural develop-
ment, and local and national credit union leadership. The progranm budget
for this component of the regional eredit union strategy over the five-
year life of the project would be $536,500 of which $422,750 would be
for the salaries and travel expenses of the four DAPC technicians.
(See Appendix A).

113, Training
A. Current Situation:

Though both the DAPC and COFAC programs contaln the particular train-
ing inputs related to the success of their own programs, the responsibllity
for developing a sufficlently large pool of trained manapgers to direct and
opcerate the 5,500 prajected credit unions, and for developing the set of
attitudes necessary for a working credit unlon system in cach country
rests primarily with the training componcnt of the LARO project in
Latin Amcrica.

At the present time therc are 2,729 local credit unilons in Iatin
America. In order for these credit unions to operate properly, each one
needs a minlmum of twelve volunteer leuders, so therc are approximately
32,750 local credit wunion leaders in Iatin Americs. By 1975, it is
estimated that there will be 5,500 local credit unions, which means that
66,000 velunteer londers ond mansgers will be neceded to operate the eredit
unions. Considering the high turpover rate for these voluntecr lecaders
(one-hal? every two end a holf years), we cun eslimate that by 1975 there
will have been nearly 150,000 local leaders. Most of these leaders will
be relatively wnehilled porsons coming out of +he locad credit wiions
themeclver. Yo adeguately manage their local credit unjons, virtually
all of them will nced some {orm of nanigerenl training.

The current training capabilities of the federations are inadequate
to meet this demand and provide adequate training. Only halfl of the fed-
erations have at lcast one person assigned to education and training
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activities. Normally this person carries the full training load himself.
At the present time, the fifteen CUNA/AID countries in Iatin America

can only provide training to some 5,000 volunteer leaders and elected
officials per year, a rate far below the anticipated need.

Moreover, the education and training programs that do exist do not
provide the technical training needed to run the movement. Most of the
educational programs deal primarily with the philosophy and doctrine of
the credit union movement, its origins and its accomplishments to date.
Most of the training programs are geared to explaining the accounting
system and the duties and responsibilities of the various committees that
make up the credit union.

B. Objectives of the Regional Project:

1. Strengthen the service capabilities of the Latin American federa-
tions in training and education programming to increase their effective-
ness in training local credit union leaders, and to provide the federations
with an education program that has high probability of becoming truly
national, continuous and self-supporting.

2. Provide direct training to 1,200 instructors who will carry out
the training on a local level.

3. Provide indirect basic training in credit union mnagement tech-
niques to nearly 65,000 local credit union leaders, to increase their abili-
ties to competently manage credit unions.

k. Provide indircct intermediate level training to 4,500 local and
federation leaders.

2. Provide dircct advanced training to 800 local and federation
leaders.

6. As a result of the above:

a) Substantially strengthen the managerial capabhilities
of credit unions in Latin Amerien.

b) Develop eredit uniom leaders who are national in their
thinking, capable of problem-solving end known to the
credit unions in their country.

¢) Change local atbitudes toward the involvement and use
of credit unions within thc national cconomy; guide them
toward unificd participation in national economic planning
and toward serving as a spokesman for their members when-
ever government action might affect themn.
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Training - Mendays Per Year Per Country

country 1970 1971 1972 1973 197h 1975
Bolivia ks 25 5 5 5 5
Colombia 45 25 5 5 5 5
Costa Rica 4s 25 5 5 5 5
Ecuador ks 25 5 5 5 5
El1 Salvedor ks 25 5 5 5 5
Conile 5 45 25 10 5 5
Guatemala 5 L5 25 10 5 5
Paraguay > Ls 25 10 5 5
Honduras 5 45 25 10 5 5
Peru 3 5 ks 25 10 5
Venezuela 3 5 45 25 10 5
Panama 3 5 45 25 10 5
Brazil 3 5 45 25 10 5
Uruguay 2 3 5 4s 25 10
Nicaragua 2 3 5 L5 25 10
Dominican Republic)

Mexico ) limited technical assistance as requested

Argentina )

Number of Mandays 261 331 315 255 135 85
Number of U.S., 2 3 3 2 2 1

Puerto Rican or 3rd
country technicians
required

In addition to these totals, the LARO technicians would be spending an additiomal 900 mandays
during the five-year life of this project in the field conducting the advanced trsining courses.
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course lasts for six weeks, and is closely supervised and directed by
LARO. Both IARO and local personnel (though mainly IARO in this first
session) conduct the actual classes. The course is designed to give
the instructors indepth training in credit union accounting, functions
of committees within the local credit union and:techniques for making
them function, collection procedures, and management skills. Twenty
instructors will be trained in this first session, of which five will
probably not finish, or be unsuited for teaching. Fach instructor will
be taught one specialty and two sub-specialties which they will be able
to teach to local credit union .eaders.

While these instructors are receiving their instruction, the
federation makes arrangements for the initlal classes they are to teach.
This involves determining what subjects the individual credit unions
need, and programning the instructors to be able to provide these sub-
Jects. Immediately after the six-wceks session, the instructors begin
to teach the local credit union leaders. The local sessions normally
run for two weeks, after working hours, and it should be possible for
these fifteen instructors to conduct a minimum of 40 sessions during the
first year, working in teams of three. This means that, if thirty credit
union leaders attend cach session, the program should be able to reach
at least 1,200 local credit union leanders in the lirst ycar, with a
bagic course in management techniques. Of these, about 90 would be
encouraged to take a more intensive intermcdiate course, and of these,
approximately 30 will take an advanced course.

At the end of ten months, a second training sescion for instructors
will be conducved, and twenty aore instructors timined, with about five
not being suited for teaching. At this point, the original f'ifteen
teachers will be droppzd from the active teaching list, though they will
be availlable for special teaching ascignments and will assist with
training the new instructors. During the first iwo years of intensive
LARO activity in the country, four of thesc instructor training sessions
will be held, with the LARO input in cach session becoming less and less.
The better instructors will be cncouraged to remain active in the
instructor-training sessions and in the intermediate and advanced courses.
During the sccond year in any country, the program should be able to
reach 1,500 locnl leaders with the basic course, approximtely 100 with
the intermediatc.course, and another 30 with the advanced course.

If this program is carried out as outlined over the five-year life
of the projcect, it should be able to wake a sipnificent impact on the
leadership and wmanagement capabilitics ol the jatin American credit unions.



How the training capabilities of this program relate to the anticipated
needs of the credit union movement can be seen below:

Anticipated Number Number of Number who will
Country of credit unions local leaders receive training
Bolivia- 376 11,280 6,000
Colombia 700 21,000 10,000
Costa Rica 2kg 7,470 4,000
Ecuador | N 12,420 6,000
El Salvador 151 k,530 2,000
Chile 305 9,150 5,000
Guatemala 178 5,340 3,000
Paraguay 125 3,750 5,000
Honduras 1) 4,230 2,000
Peru T07 21,210 10,000
Venezuela 273 8,190 L, 000
Panama 196 5,880 2,500
Brazil 226 6,780 3,000
Uruguay 11k 3,420 2,000
Nicaragua 148 b, 4o 2,000
Dominican Republic )
Mexico ) Assistance will be given as requested.
Argentina

Thus, this training program should be able to provide basic credit
union training to almost half of the local credit union leaders. Tn
addition, somc 7,500 of these local leaders should have received inter-
mediate-level training as a result of this program, and anothe: 1,500
should have rcceived advanced credit union training. Just as important,
however, will be the instructors themselves. In the cases of Bolivia,
Colombia, Ecuador, Costa Rica, and El Salvador, this will mean at lcast
150 men who will have received intensive instruction in eredit union
techniques, and who will have had extensive experience in teaching these
techniques. These men will be highly skilled, and will be very important
to the success of the credit unions in these countries.

In addition {o establishing -the training programs within the national
federations, the JARO training technicians will be involved in three
complementary setivities:

1. Correspondence Course. The most active and vell-supported
training programs at all levels cannot and will not reach all those who
want and need training. Through a correspondence course, the functional
training courses will be made available for administration by the national
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federation in each couutry. This will enable the federation to reach
more people with its training programs.

2, Management Tips. This will be a small pamphlet to be dis-
tributed to participants in the management training courses, and to
those who take the correspondeliceé courses. It will séxrve as a con-
stant reference source for local credit union leaders.

3. Management Surveys. The LARO training technicians will help
the pational federations study the strengths and weaknesses of their
locel movement, and help them plan their training strategy tc overcome
the weaknesses.

D. AID Inputs:

To carry out this progrem will require the ‘full-time services of
three U.S. or third country nationsl training technicians. One of these,
the director, is already.on board, so undc. uie expanded program, two
new men would have to be added. ZFach of these technicians would spend &
minimum of 170 mandays per year in the field, helping to establish the
overall training programs and backstopping them, teaching and working
directly with the advanced courses, and helping the federacions plan
their national programs. The total cost of this component of the over-
all CUNA/AID program for the flve-ycar 1ii'e of the program would be
$401.,250. (see Appendix A.).

TV. Management Improvement, Urban Consolidation, and Insurance

This component of CUNA/AID strategy is intended to provide two
services to the Latin American federations: first, it helps to spot
weaknesses in the movement and works with the federations to plan strat-
egles for overcoming those weaknesses; and second, it introduces bonding
and insurance programs to the federations, which will help strengthen
the movement financially. It involves threc upecific elements:

A. Federation Surveyc. These surveys are carried out by two
LARO technicians in coordination-with leaders of the federation, and are
designed 1o evaluate past performance in growth, penetraticm, services,
structure,cdministration, finances and manogement, training and legis-
lation. Any veaknesses that are noticed are taken up with the federa-
tion, and together strategies and techniques for overcoming the problems
and shortcomings are worked out. The actual implementation of the
corrections are the sole responsibility of the federation.
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To date LARO has conducted such studies in Colowbia, El Salvador,
Nicaragua, Honduras, and Costa Rica. During the five-year life of this
project, the survey will be repeated in these five countries, conducted
once in Panama and Paraguay, and carried out twice in the remaining
countries. Each survey requires the work of one man for six to eight
weeks, including preparation of a final written report in Spanish. It
1s estimated that such studies will be carried out in the following
countries during the next five years:

1970 -~ Peru, Venezuels, Bolivia, Ecucdor

1971 -- Guatemala, Chile, Brazil, Mexico, Dominican Repub:lic

1972 -- Costa Rica, Panama, El Salvador, Honduras, Nicaragua,

Colombis

1973 -- Paraguay, Peru, Venezuela, Brazil, Bolivia

1974 -- Ecuador, Guatemala, Chile, Mexico, Dominican Republic

B. Urban Consolidation. One of the ma jor problems confronting
the credit union movement, particularly in the urban areas, is that
many of them do not have a sufficiently large membership or capital base
to become strong units. Through this part of the CUNA/AID strategy,
LARO will work clocely with the federations and local credit unions,
trying to consolidute the swaller, inefficicnt credit uvnions into larger,
more viable units. The principal example that will be uscd as & model
to work towaurd is the Santa Elisa Credit Union in Peru, which =zerves
over 100,000 members and has assels in excess of US $10 million.

To carry out i1ts part of this program, LARO will conduct detailed
studies 1n the countries where such consolidations are decmed possible,
analyze the local conditions and circumstunces, prepare (with the
leaders of the federations) plans for consolidation and othcr related
reforms, and help to lwplement them. FEach study of thic type takes
about four weeks, including the preparation of the report in Spanish
and the follow-up work in the country. It is anticipated that such
studles will be carried out in the following countries:

1970 -- Costa Rica, Chile
1971 -~ Pancws and El Sulvador
1972 -- Mexico, Dominican Republic

1973 -~ El Salvador, Ecuador

1974 -

Guatemala, Bolivias, Honduras
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C. Insurance Services. Insurance is a rather seyere problem in
the developing countries, and the lack of insurance could hurt the credit
union movement. Basically, this element of CUNA/AID strategy would pro-
vide technical assistance to the national federations to help them estab-
lish two types of insurance protection.

1. ILoan Protection and Life Savings Insurance. This type of
insurance is essential to the credit unions, for it assures that out-
standing loans will be paid off in the event of the death of the borrower.
Such insurance protects the credit union, and protects the savings of
the other members of the credit union in the event of the death of one or more
of the members. To date only five federations have such programs --

Peru, Bolivia, Ecuador, Honduras, and Chile. In the other countries there
is elther no insurance at all, or partial, expensive insurance which is
provided by foreign companies or mutuals. LARO will conduct feasibility
studies in each of the other countries, prepare working plans and programs
for establishing such programs, and provide technical assistance for their
establishment and implementation. Fach s>, iy willl require from six to
eight weels to conduct and brepare a report and plan of action for the
federations. It is estimated that thece surveys will be condicted on the
following basis during the next Tive years:

1670 -- Venezuela, Mexico
1971 -- Brazil, Guatemala

1972 -- E1 Salvador, Paname

1973 -~ Nicaragun, Costa Rica
1974 -- Paraguay, Dominican Republic

2. Bond Insurance. LARO will provide trchnical assistance to the
federations to help thenm develop bonding insurance programs for credit
cunion managers and directors. External financial asgistance to these
programs will be provided through CUNA International's Gtabilization
Program. ‘hrough such bonding, the wanagement of local ercdit unions
should be substentially dmproved.

To carry oul the program outlined in this section will require the

Tulltime activities of 1wo LARO technicions, both of vhom are already on
bhourd. 'he total nrorsram budget for these activities s $3OR,SOO.

V. Publications

The expanded regional project in the areas of DAFC, COFAC, and
Training, will place a greater burden on the LARQ publication facilities,



which at the present time are 11iited by "ifndequsté eqlpmint-and a
small staff. Folding and binding must be sent out or done by hand and

photomechanic work must be sent out to a commercial establishment, both

of which result in lost time and excessive expenses. During 1968 and
1969 the average work day for the publications department was 10 hours
and 45 minutes, and often the department had to operate seven days a
week in order to meet program deadlines.

The greatest percentage of the anticipated increased losd on the
publications department will result Trom the expanded training program.
It will require ratner large quantities of training manuals, textbooks,
and other printed supplies. The publication "Management Tips" will
have to be available to most, If not all, of the local credit union
leaders who receive basic training. DAPC will create the second larges
new demand on the publications department, as instruction and reference
manuals will be needed for federation technicians and to reinforce the
training received by local DAPC leaders and mansgers.,

To bring the publications department up to a level where it will
able to meet this incrensed demand requires the acquisition of certain
key pileces of equipnent:

1. HARRIS Offset Press 125, paper size 19 x 25" 17,500.
printing capuacity 18} x 24k
2. BROWN Developing Sink and Washer Viewer with 1,597.
temperature control unit.
3. CHALLREGE FPuper Cutter Model 370 EIE with power T,500.
backage and 37" caiacity.
k. NuARC Platemaker Model. 6, 23 x 27" 8s50.
2. BOSTITCH Wire stitcher Model T 1,200.
6. OMIGA D3 Enlarger and accessorics 650.
T. Utility Cutter 18 x 20" 30.
8. Shelves for paper storage 500.
9. Stripping Tble (locally made) 150.
10. Drarting Table and Stool 50.

11. Photographic lleadliner k20.
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Since these publications do not reach the local memberships, it is
felt that there is a need for a publication directed toward the members
themselves, and addressed to their needs. This proposed publication
would be modeled after Everybody's Money, which 1s distributed to some
two million credit union members in the United States. The purpose of
this magazine would be to educate the local credit union member: in
various aspects of personal credit and finance, to stimulate his interest
in a range of issues that affect his life, both as a person and as a
credit vnion member, and to encourage him toward greater participation
in the affairs of his local credit union. In short, the purpose of the
publication is to increase the awareness of the credit union members
themselves in the vital issues affecting their lives so that they will
become greater participants in the democratic processes that their credit
unions permit.

Like Everybody's Money, this publication would touch on a wide range
of issues that are relevant to credit wnion members. Tips on credit and
savings, uses of money, insurance, and related legislation could be
accompanicd by comments on nutrition, education, family planning and other
issues of popular civic purticipation. Because the potential leadership
of such a magnzine reaches into the millions, and because it will reach
an audience that is largely unreached by other {types of informational
literature, the potential impact of this magazine on the formntion of a
large, mobilized, and participating democratic interest group is enormous.

‘Projected Penctration:

The preécnt potenticld market for this magazine is close to 1,000,000
ccoies per issue. This is a market that vould grow as the credit union
movement itsclf grows. It is estimoted that within the first two years,
this publicetion will actually be reaching between 1/12 and 1/6 of this
total.

Distribution:

The magazine will be sold in bulk quantitice to the credit union
federations, which will distribute it to the locul credit unions for
ultimate distribution to the membership. By such bulk distribution, LARO
vill be able to keep distribution costs to a miniwmum.

Printing:
The press requirements for this publication exceed the facilities,

either present or plamncd, of the CUNA/LARO publications department.
As a result, the magazine will be published by an outside firm, possibly
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the "Editora Intercontinental, S.A.", & company established by TIME LIFE,
Inc. for the publication of TIME magazine in Iatin America. This outfit
has the high speed multi-color web bress that the printing of this mag-
azine would require. Graphic design and layout will be handled through
the existing facilities of LAROQ.

Staff;

This new publication would require an additional three staff members
and two local secretaries, as follows:

l. Iditor -- either U.S. or third country who would be qualified,
both Journalistically and linguistically, to direct the publication.
The editor would be in charge of the overall plans and content of the
publication.

2. Writer ~- thirq counvry -- to assist the editor in reviewing
credit union publications, adapting rele..nc articles for publication in
Latin Americe, and developing special artiicles based on contemporary
Latin American conditions ang experiences.

3. Business Mapager -- thim country -- to assist the editor in
all matters of finance related to publicationg, advertising and sales.

k. Secretaries (2) -- loecal.
Budget and Financing:

The budget for this new publication would be $150,250 for the first
two years, and §$63,500 for cuch year thercafter. 0f the initial $150,250,
$50,000 would be one-time costs associuted with the establishment of the
magasine, and would not be repeated in subsequent years. The cost to
AID would not be this high, however, for the migazine would produce
income from two sources which will lead rapidly to its self-sufficiency.
In the first pluce, the magazine would be sold to the federations at a
cost of 25¢ per wmember per year. This should cover the basic costs of
distributing the magazine.  The miin sowrce of income for this publica~
tion vould bhe internationnl advertieing, and Qpproximately one-fourth of
the magnzine would consist of advertising. During the Tirst year there
vould be no net income Trom thin publication, but current market projections
indicate that in the Tolloving yenrs the wagazine can reach the folloving
goals:
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Total Credit Nunber Income
Year Union Member- % Penetration distributed realized
ship

1970 1,000,000

1971 1,352,000 8.3 112,500 14,075
1972 1,757,000 16.6 292,832 ko, 650
1973 2,284,000 16.6 380,668 95,100
1974 3,000,000 16.6 500,000 125,000

It should be noted that at no time does this projected penetration
exceed one sixth of the total credit union membership, though in reality 1t
4s felt that the migazine will be able to achieve a much grea<er penee-
t¥ation. This has been done to show that cven if the growth in total credit
union membership does not keep up with these projections, tne magazine will
still be a fcasible cconomic unit.

As there projections show, the magazine should be contributing to its
own support by the second year, and by the fourth yecar 11 zhould be totally
self-supporting. Al that thne, additional revenucs from the cale of this
publicatlon, and from the sale of advertising vould be used te subsidize
the gencral publications budget of LARO, reducing the ALD inputs in this
area.
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CONCLUSTIONS

The most relevant queation at this point is: "With this project,
its inputs and activitles, what will we have accomplished?" It is
impractical to say that we will have estaeblished fifteen fully self-
supporting credit union systems: as was polnted out earlier, it took
the U.S. credilt union movement over thirty years to become self-supporting.
Nor will the credit union movement have achleved its potential penetration
or its maximum economic impact. In these areas the credit union movement
will just be beginning. What, then, can we expect as the result of this
project?

1. Ve can expect to have over 5,000 local credit unions serving
nesrly 3,000,000 members.

2, These credit unions should have assets of over $300,000,000,
and should have extended over $800,000,000 in credit to their members.

3. In at least six countries (Bolivie, Ecuador, Costa Rica, Colombia,
Panama, and maybe Peru) the national federations should be virtually
sa2ll-supporting-~that is, they sho2ld be providing adzquate services to
their member credit unions, pald for entirely from income generated inter-
nally within the credit unlon movenent,

I, In at lcast four other countries the COFAC syslems should be
self-supporting and Leginning to provide additioual income to the national
Tederetions.

5. Therce should be at least 600 rural credit unious operating
Directed Agriculturel Production Credit programs, and the federations
ghould have both the financial and technical resources to expand this
program to other rurael credit wnions.

G. Over Gh,000 local credit union leaders should have recelved
at least bazie credil union Jeadership treining as a direct result of this
project. Of thesc, alolner 7,500 should have recelved intermediate-level
training and another 1,500 should nave reccived advanced training,
Moreover, the national federations should have developed adequate {raining
proavars to meet f'viare demands.

(. Decsuse of the lraining, DAPC, COFAC, and management improvement
activities of the LARO project, the technical and orpgenizational skills
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of credit union leaders in all fifteen countries should be significantly
increased, to the point that they will have relatively little need fo:
external technical assistance of the type that this project is designed
to provide.

8. The credit unions, and the credit union movements should, by
1975, be beginning to exert significant pressure in Latin America as
interest groups representing the lower socio-economic classes. The experi-
ences in the local credit unions and the learning processes involved should
help to orient the members toward @ more active participation in the
political and social processes of the respective countries.

9. Perhiap: most important, however, is that the sccomplishments
of the LARO program should have eliminated ithe need for a regional project.
Earlier it was pointed out that a regional project was feasible only when
there was a fairly honogeneous problem that could be approacined with o
Tairly homogencous set of techniques. If this project is successful in
achleving its stated gouls, this condition shiould not exist in Latin
America in 1975. 'The particular vroblems thal remain should vary preatly
from cowntlry to country. In moct cascs therc should only b2 a need
for financial support; the technical skills should i lrcudy be precent.  In
this situstion, a regional project is not a feausible vay to attack the
problems. Ilission-level or short-term assistouce would Lo more efficient
vays of dealing with the particular problems that remained, and the reglonal
project could and should be phased out,












Program Budget

s
Training

1970 1971 1972 1973 197k 1975 Totals
Salaries and Allowances
Chief 30,000 30,000 30,000 30,000 30,000 15,000
Educatioral Techrnician 6,000 12,500 12,500 12,500 12,500
Educaticnal Technician 6,000 12,500 12,500 6,000
Secretary 3,500 3,500 3,500 3,500 3,500 - 1,750
Subtotals L5,500 58, 500 58,500 52,000 L&,000 16,750 277,250
Travel and Per Diem
Relocation & Home Leave 6,000 k,000 L, 000 2,000 2,000
Technicizns® Travel 11,000 20,000 20,000 16,000 10,000 5,000 A
Subtotals 17,000 20,000 2L 000 20,000 12,000 - 7,000 100,000
Other Expenses
Equipment 2,000 500 500 500
Materials 5,000 5,000 5,000 3,000 2,000 500 ,
Suttotals 7,000 g, 500 5,500 3,500 2,000 500 2k, 000
Totals 69,500 8k ,000 88,000 75,500 60,000 2h,250 Lo1,250



Program Budget
Mapagement Improvement

1973

1970 1971 1972 1974 1975 Totals
Salaries and Aliowances
Chief 22,000 22,000 22,000 22,000 22,000 11,000
Technician 19,000 19,000 19,000 19,000 10,000
Secretary 3,50 3.5C0 3,500 3,500 3,500 1,750
Subtotal Subtotals Ll 500 LL 500 Ll 500 LL 500 35,500 12,750 226,250
Travel arnd Per Diem
Relocation & Heome Leave 4,000 4 00C 2,000 2,000
Technicians' Travel 12,000 12,000 12,000 12,000 8,000 3,000
Subtotals 16,00C 12,000 16,000 12,000 10,000 5,000 73,000
Other Exp=nses
Materials 1,000 500 500 500 500 250 3,250
Totals 61,500 57,000 61,000 57,000 18,000 17,000 302,500






Program Budget
New Publicstions

1970 1971 1972 1973 1974 1975 Totals
Salaries and Allowances
Editor 12,500 25,000 25,000 25,000 25,000
Writer 3; 750 T: SOO T: 500 T; 500 T; 500
Business Manager L 000 8,000 8.000 8,000 8,000
Secretaries {2) 3,500 7,000 7,000 7.000 7,000
Subtotals 23,730 47,500 57,500 47,500 47,500 213,750
Travel and Per Dienm
Relocation & Home ILeave 2,000 2,000 2,000
Travel 6,000 6,000 5,000 5,000 6,000
Subtotals 8,CcC0 6,C00 8,C00 6,000 8,000 36,000
Other Expenses
Developmant 20,000 30,000
Supplies and Materials 5,000 10,000 10,000 10,000 10,000
Less Inccme (1+,075)  (0,650)  (95,100) (125,000)
Suttotals 25,000 25,925 29,350 85,900 115,000 (178, 525)
TOTALS 56,750 79,425 24,850  (31,600) (59,500) TL,225








