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A, SUMMARY DESCRIPTION

_ligcesilty and Justigication

- Credit in Ecuador {rom commerclal lenaing sources is not available to t . arge
majority of lower and middle income Ecuadoreans, The small farmer, artis’ and
tusincssman have traditionally resorted to private money lenders to solve th7s - credit
heeds, The interest charges from this oource vary from 5% per month upward. ‘Ihis
gredit situation creates & continuing #ource of fructration ior these income g pups are
guore important scrves as a brakoe on chirﬁp‘rgﬁuctive potential. Parallel tg.this ¢ ot
gituation is a gencral acknowledgement by/aid Slagocs within the country ¢hat fundz -1:ntal
xhanges in the economic and social structures beginning at the base level have to

gnade if cuador io to develop into a modorn gocicty.

One of the principal obztacles holding back these changes ip *hat by tradit'e.n per e
Mave been oriented to look to central government cction for a go.ution to loc?. prob! s ns.
Credit, health, cducation, sunitation, and elccpi-igation problems are dependent S most
exclusively upon budgetary allocatione {xomalue . w.-2tuk rather than from funds lo .-y
calecd and administered. This dcpendence upon cealral government @upport ans Jitiative
hso reculted all too oftenin a stagnant situation i1, loc2l communities where loc .
rosources are not being uscd to solve community problems foT lack of motivai‘.n and

orientation.

To help change this credit and social framework the credit union program 1,28
{nitiated in 1962 when therc woere only two or theuo functioning credit unions in . peration.

It has three basic objectiveo:

a) Build the base for a nationwide credit union movement by forming credit
unions to stimulate the mobilization of local savings which in turn would service the
chort_term credit needs of their mombers at a rcasonable rate of intereot, (155 per
month on the unpaid balance). Special en.phasis io given to oricnting gavings regources
to loans for productive purposcs in agriculture, artiuvan, and omall buciness activitied.

b) Establish a self.governing credit union Federation which would provide the
neccssary technical services in education, field cxtension, insurance, publications,
auditing, and fidolity vonding to build and service this cFedit union movement.

c) Provide technical assistance to enable this Federation to become a financially
self-supporting and growing organisation.
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Minimum Levels

Annual increase in 196 1970 1971 1972
credit unions 15 1 15 15

Annual increase in
members S, 000 5, 0nn 5,000 5,000

Annual increase in
savings® 18 18 18 18

Annual increase in
Federation income 8/2,000,000  S/. 130,000 S/. 184,000

* Millions of sucres

Minimu m levels for the formation, stal{fing and training of the diffcrent departments
within the :doration have been met as of the dato of this paper with the excention of
the insura e gervices department. Formation of this department now dependn upon
external { .ncing and rcinsurance agreements indcpendens of any actions which can be
taken by t Federation,

Genceral Approach and Plan of Action

The successful completion of the credit union project in Ecuador is based on the
assumption that if a strong movement is to be developed there must be a centril orga-
nization capable of providing key technical services which will complement the enthu-
elasm and dedication of community groups interested in forming and operating credit
unions for their own well being. To carry out this approach the following plan of
Action has becn adopted:

1) The need for a credit union program will be detormined by AID/Ecuador.

2) Cuna International will be contracted for services of a U, S. technician.

3) CUNA will form initial credit unions under contract with AID with intcrested
groups in Ecuador providing the capital, manpower, and dcdication neccosary
for their formation.

4) A Federation will be formed which will integrato the credit union movement,
provide technical services to existing credit unions, and actively foment the
croation of new credit unions. This Fedoration will receive the financial and
technical support of AID through its contract with CUNA International.

5) Federation departments will be creatnd with the hiring and training of porson-
nol necessary to staff theru, These depariments are extension, cducation, é
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publications, auditing, and management,

6) A solid base of credit unions will be formed throughout the country in both
urban and rural aremthrough the efforts of Federstion and Peace Corps
personnel. ‘

7) Obtain response by volunteers thro‘g'vlh'out the country.to organizational efforts
of the Federation. These volunteerstake the initiative in forming, capital-
fizing and administering their individdal credit unions.

8) Expand Federation activitics in the rural areas throurh the creation of the
Production Cred’: Department., Thia deparimentjreceiving the assistance of
FAO (fertilizers,, Miaistry of Agriculture (train/cd agronomists), and
Cooperative Bank (loans).

9) Cuna International ceases to administer Aid Contract, The Federation througa
its Manager ard Board of Directors assuming direct responcibilities for
program administration. Cuna personncl assumec the role of advisors only.
(1969).

10) Credit Union Federation beqins to incrcase charpes for its services and make: -
policy commitment to wWesume full financial responsibility by 1972 for ite
operations (1969).

11) Federation expands into insurance and fidelity bonding program (1970).

1Z) ‘- Cuna Advisor leaves the program once Federation departmecnts are fully
trained and staffed (1971).

B. SETTING OR ENVIRONMENT

An cstimated 80% of the Ecuadorcan population does not have access to organized
ervings and credit institutions. This is due Lo an antiquated banking syvetem which has
historically directed its nctivities towards Serving the larger commercial and private
interest in the major citics without taking :into account the capacity of middle and
lower income groups to pilay a major role in capital formation within the nation. Up to
tho paot severrl years the major towns in the provinces had no commercial banking
tcetitutions, The villagos which surround these provincial towns are still without
henking facilities nor is it likely they will receive them in the near future. In a basice-
ally agravian cocicty this system excludes the majority of citizens from participation

in the financial life of the country with all the bencfits this participation can bring
tu the {ndividual,

In the/
‘ large citics wttekxixs uoe banking institutions do not make credits available to
tan majority of their customors. Lending policica are based on using the limited
<apital in existence for rclatively larpe loans to businesaes and individuals with
“uceollent collatoral thereby oxcluding the lcwer and middle income groups {rom
¢'Cceas to credit, Credit facilitios in a soelety of this naturc are indispensablo if it is
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to develop economically, The majority of citizens are self-employed in agriculture,
artisan and emall business activitics, Available credit is a lkey elemcent if thess
groups are to expand their income-producing activitins, Thia vacuum has led to the
widespread practice of urury throunhous tha covntry. Apart from the indivicial
Linrdchips usury imrones cn a poruiace wheses snrval per canita income is $ 200, it
bos the additional detrimcasal efiect of destyoving Individual inftiativen for criering
cconomic activities which under normal eircumniznces wouid provide cn attractive
profit level to the individusl,

To change this environmentsal pattern {n & significert manner the following
obstacles will have to be overcomes:

1) Cenvince large proups of the population that eredit unions witl provide a
valid answer to their nawirno and credit necgn,

2) Educate credi? union membere fn the proper uoe of credit,

3) Train adininisirctors with a Iow cducaticnp) lovel to eifectively administer
credit uniono,

4) Develop a pational orranizaticn cznable of nroviding adequato technical
.aspistance o reverni hundreda of cradit vnisne,

5) Obtain adequate Lionncing from the eredit usion movement to support {%o
national orgaunizaticn once it has been structured,

6) Obtain competent government supervision of the credit union movement once
it is formed,

C. STRATEGY

1. General

‘This project {s desinned to carry out some of the basic objectives cetablished in Title
IX leglolation of the U.S, Foreinn Assistance Act, Succesaful completion will increase
tli0 production and income of the participants throvrh the creation of democratic
institutions scrving the financial needs of their membera,

2. Alternative Approaches

An alternative to the developmont of credit unions in Ecuador would ba that of
reforming tho banking system, 1.e. 5o it would make lorns to other than laxpa
Ccmmercial infereats in major citiea, If this were fzauible (which it ic not at tais
time) it would merely alleviate a financial problem whereao throunh creriit unions
Yocnl leadership and un fnstitution for social chanpe are develooed as by-products
of providing a source of financing to & group not served by the banking uyetem,
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2)

3)

4)

5)

6)

Education

An Education Department consisting of one director trained in sdult ed.ati
techniques who organines regional and national courseca for credit union
directors, managers and c¢mployed credit union psrsonncl. 7hia direct.’ 18
sleo responsible for the preparation of printed educational materisloe # 14 thr
coordination of basic courses {or members given by ficldmen &rd loal cre
unfon personnel.

Publications Department

A Publications Department which hao the basic equipment and rernonnes tv
publich accounting, educational and promotional materialo on multilita off.
got presoes for the credit union movement,

Auditing

An puditing department with four trained auditors capable of providing 1adpth
audits of crcdit union operations on a regular basis.

Production “redit Department

A Production Credit Department with four Production Credit Proniotes s who will
oricnt lending resources of rural credit unione towardo loans for agricultural
purposes, The department specializeo in agoisting rural sixcups to capitalize
thelr institutions rapidly, obtain coonerative bank credit, rnd coordinate the
sorvices of agronomists of the Miniotry of Agriculture in triining credit unlon
farmer-membere in modern agricultural techniques,

Insurance and Bonding

An Insurance Cooperative which will initially provide life insurance to credit
union racmbers on their loan and savings balances with fidelity bonding protection
for credit union administrators, As insurance becomes accopted by the raove-
ment this coopcrative will provide other insurance scrvices. it will be stalfcd
by onc insurance specialist.

Legal

One lawyer to assg;st pre.credit nniorfito obtain legal status and to advise existing
credit unior®on legal problems, This individual is also editor of the monthly
credit union newspaper,
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8)

Manager

vill
A manager to be trained to adminieter Federation departments,/work with Doard
of Directore, and coordinate activitics of the entire credit uaicn movemeat, Hie
staff conoiots of onc secretary, one accountant and one porter-janitor. lhese
departments with the exception of tho inourance sorvices are to bo staffed,
trained, and oporating eifectively by 1969. The insurance scrvices department
will be operating by 1970.

The dovelopment of a credit union follows a fairly set procedure which e

dotailed below:

1)
2)

4)

5)

6)
7
8)
9

10)

11)
12)

Ficldman contact with the interested group.

Briof fcaoibility study by the fieldmun on membership, capital ond leadership
potential.

Formetion of the organization committee,

Education of the orpanization committeo by the fieldman on credit union
philosophy, raesponsibilitics and functions,

Legalization and nffilitation of the creuit unjon, This iu done by the Federation's
logal department and within thie atep s included the holding of the formation
meeting, clcction of tho governing bourds, and the training of tho managoer aad
boards in their accounting &nd administrative functiono.

Initiation of saving and lending operationae.

Promotion campalgn conducted by the credit union for members and capital,
Continurd vioits by the fleldman to Laupect the credit union oporationa,

Periodic audite by Federation's nuditoru,

Periodic training of managern and new Board membors in rogional and national
courscs eponsvored by the l'cderation.

Peoriodic educational courses for mumbeors,

. Perlodic promotional campaigns conducted by the credit union,
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The ti.>e procedure necessary for the legalizatinn and Initiation of credit union
operations varics with the cnthusiasm and ability of the interested proups. Generally
it takes from two to six months before the credit union reachoo this otage. Onco {t
fe lcgalized it expands its operations as its capital and memberahip grow.

Rural credit uniona participating in the I’roduction Credit Program foliow the
samo general organizational procedure with the following variationas:

1) Duo to the low level of educational okille the governing bonrds and managcrs
gencrally require a much moro intensive training program,

2) Promotionn Campainrnirequire more assistance because rpotential farmer-members
live in tho country and arv penerally more conaervative towarda new id=2s thon
groups in the urban areao, The Froduction Crcc_iit Promptor srcudn a pronor=
tionately larger amount of time in these activitics than tho pencrat ficldmen,

and

3) Rural credit unions gencrally have lower per-capita income/therefore have a
greater need for external credits to comnlernent local canital renerated in the
promotion cainpaicn, roduction Credit ‘romotera ar:iree thore cregcit unjong
preparce epplications to the Cooperative Bank for credits,

4) Production Credit Promoters work with Mo Manager of the credit union in
teaching farmer-membern how to use credit, plan farm activitics and carry
out a farm journal with his inventory nnd budnet. Ao loeal eredit uniono
capitelize themuelven thev hire a country agent to do thio work and supcervioe
the loans granted for agricultural purpouco,

5) Production Credit ¥ romoter coordinates nctivitios of the enronomiaot of the
Miniotry of Agriculture with the credit vnion. ‘The apronwrnint pives lecturco,
Biclps with demonstration plots, and adviacs on the loan requentn, Unce the
rural credit union ia lepralized, capitalized and the roduction l‘romoter has
completed the forementioned variationa the credit union passen over to the
control of the ficldman, The production credit promoter then beping working with
another rural group. Productinn Credit ’rornotera work with four or five
rural groups at a timo while tho ficldman hav an average of 30 to 40 credit
unions under his roeoponaibility and worko with two or theco urban groupn in
formation,

The organiration of the Insurance Cooperative will utilize the following procedures
1)  Feasibility ntudy,

Z) Obtaining reinsurance, techaical ansistance and $50, 000 of the minimum
UNCLASSIFIED
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guarantoe caplital requirement of $75, 000 through insurance cooperatives in the
United States and Canada. (Michigan League Life, Puerto Rican Insuraace
Cooperative, Natlonwide and Saakatchewan Insurance Cooperatives.)

3) Local fund-raising campalgn to ratso $25, 000 of the guarantee capitul requirs-
ment {rom Federation affiliatcd credit unions.

4) Obtain first year {inancing of administrative coots of the inourance cooparsive
from AID ($5, 000).

5) Training of Manager in Bolivia.

6) Submission of documentation, insurance policles, ctc. to the Lc'.:dorean
insurance commiosion with a request for permiacion to oporate.

7) Legal formation of the insurance cooporative by calling the formation mecting
of thoso unfonus who have sponsored the cooporative. In thio asvembly by-laws
will be approved and the governing Loardu elected.

8) Initiation of operationa. 71his insuranco cooperative althoush o separate lenal
entity will operate aw a department of the Federation. It will Le housed in the

Federation's o:lico in Quito and ita adminiutrator will Lo under the super:i.ion
of the Federation's manager,

SESSIONS
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