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A SUMMARY DESCRIPTION 

Necessity and ustliation 
, irgenot available to t sources is 

Credit in Ecuador from commercial lenuu'g and
The small farmer, artibr ", 

gnajority of lower and middle income Lcuadoreana. creditsolve th,' 


usilnesoman have traditionally resorted to private money lenders to 
1his
 

vary from 5110 per month upwar,). 

iteede. The interest charges from this source g:oupS a'r
 

source of fructration ior these income 

gmediL situation creates a continuing Parallel tq.hi3 c, . ,it
 

serves as a brake on theirproductive potential. 

iore important :nt 

a general acknowledgement byail C.az0s within the country that fund? -t 

pdtuation is at the base level have to 

sclaanges in the economic and social structures beginning 


to develop into a modern society.

Vnade if E cuador is 

0hat by tradit'l.n per ,le 

One of the principal obstacles holding back these changes is 
ns.eo~ution to loc',*prob!.. 

have been oriented to look to central government rction for a 
'mostare dependent

and elccri-ication problems
education, aunitation, . AlyCredit, health. ''m rather than from funds lo 

eclagively upon budgetary allocations from ..diative 
This dependunce upon ceaLral government aupport an.' 

raised and administered. 
stagnant situation it. local communities where lor.'
 

bias resulted all too often in a 


are not being used to volvo community problems ior lack of motivaV..-n and
 

resources 

orientation.
 

To help change ihis credit and social framework the credit union program ',3S 

initiated in 1962 %hen there wore only two or thoo functioning credit unions in i peration. 

It has three basic oijectiveO: 

Build the base for a nationwide credit union movement by forming credit 
thea) 

unions to stimulate the mobilization oi local savings which in turn would service 
perrate of interest. ( 


C41ort.term credit needs of their members at a reauonablo 

given to oricnting savings recourcoG 

Special en.phasls is 
month on the unpaid balance). and small buriness activities. 

to loans for productive pgrposes in agriculture, artiuan, 

self-governilng credit union Federation which would provide the 
b) Establish a 

field extension, insurance. publications. 
necessary technical services in education, 


and fidelity bonding to build and service this ckiedit union movement.
 
auditing, 

to enable this Federation to become a financially 
Provide technical assistancec) 

self- supporting and growing organization. 

'UNCLASSIFIED V 
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tilonsof sucrep 2~ S iS 

o4mpletion of theme goals 'will enable achievement of the first objective, TheSOcoU i set of goals leading to completion of the second objective consists of OwIMtnbih.
Sderatlon of credit unions which will organize now credit unions, The Fida.&.iOAi iL .,, establiohed and controlled by a Board o,.Droctaks electod by...tho I ted
43redit uMlton. The thirdset of &lIsfocuses on generating sufficient Income T he +Federation to .t financially independent from external assistance by July 1972. To
obtain this financial cupport the credit unions affiliated to the Federation %villb+vo to
mfhe a.sries of-policy declolons beginning Inmid4969 and extandins throu'a 1972,Thiao fiwet policy dcisuon WflW to change the present due# structure of the Jnvmctlonbo that it will substantially increase the revenue it isnow receiving from its a&.xI,1tov,Presently the Federation Is oupyorted'on the basis of U. S, $0.60 per credit unionmember par year. There t-fa.Arseries of differont dues formulas available to themovemon! for the financing of their Federation, However, any system adopted vill*have to entQ larger expenses for the affiliated credit union as AID assistanco doclines.' 

The second policy decision will be the charaing for several specific servico which,crodit unions now receive in exchange for dues paid to the Federation. T'holve chrrgos
wViI be for such specialiued services as auditing and educational courses. The third

r~liCy decision will call for the creation of new
'O sources of income through expancion4ervices In such allied fields as insuranceo etc. Failure to pake and carry outPlicy changes along the aforementioned lines will prevent the Federation from becoming
financially self sufficient by July, 1972. 

So inimumLevelsofOutp-ut 

Minimum levels Justifying continued U.,S. participation should/set at 50% of theyearly programmed goals MinmuM levels following this formula would be the
 
followings
 

AMW ftnud, A: i - , 69 
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Minimum Levels 

Annual increase in 
credit unions 

1969 
is 

1970 
15 

1971 
is 

1972 
15 

Annual increase in 
members 5.000 5o Onn .5.000 50000 

Annual Increase in 
savingso 18 18 lB 18 

Annual increase in 
Federation income 8/. 000. 000 S/. 130. 000 S1. 	184, 000 

Mivdllions of sucres 

Minim,, rn levels for the formation, staffing and training of the different departments
within the !-derationhave been met as of the date of thia paper with the exception of 
the insura e services department. Formation of this department novidpeeniG upon
external f ,icing and reinsurance agreements independent of any actions vvhich can be 
taken by t Federation. 

General 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 centre;: orga­
nization capable of providinq key technical services which will complement the enthu­
siasm and dedication of community groups interested in forming and operating credit 
unions for their own well being. To carry out Lhio approach the following plan of 
action has been adopted: 

I) 	 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 unionu under contract with AID with interested 

groups In Ecuador providing the capital. manpower, and dedication necessary 
for their formation. 

4) 	 A Federation will be formed which will integrate the credit union movement. 
provide technical services to exilsting credit unions, and actively foment the 
creation of new credit unions. This FedoraLion will recceive the financial and 
technical support of AID through its contract with CUNA International. 

5) Federation departments will be creatmd with the hiring and training of person­
nel necessary to staff thea,. These departments are extension, education. 

UNCLASSIFIED 
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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 arevathrough the efforts of Feder*tion and Peace Corps 
personnel.

7) Obtain response by volunteers throurhout the country.to organizational efforts 
of the Federation. These volunteer&Yako the initiative in forming, capital­
izing and administering their individual credit unions. 

8) Expand Federation activities in the rural areas th.rough the creation of the 
Production Cred'; Department. This deparLmentOreceiving the assistance of
FAO (fertilizers). Ministry of Agriculture (train/ed agronomists), and 
Cooperative Bank (loans).

9) Cuna International ceases to administer Aid Contract. The Federation througi 
its Manager aid Board of Directors assuming direct responEibilities for program adminictration. Cuna personnel assume the role of advisors orly. 
(1969).

10) 	 Credit Union Federation begins to increase charges for its services and makr:
policy commitment to aSSume full financial responsibility by 197Z for its 
operations (1969).

11) Federation expands into insurance and fidelity bonding program (1970).
I) Cuna Advisor leaves the program once Federation departments are fully 

trained and staffed (1971). 

B. SETTING OR ENVIRONM1JNT 

An estimated 80% of the Ecuadorean population does not have access to organized
,xvings and credit institutions. This is due to an antiquated banking syt'term which has

bhitorically directed its activities towards aervin" the larger commercial and privateinterest in the major citics without taking :-Anto account the capacity of middle and 
kcower income groups to play a major role in capital formation within the nation. Up to
th past aeverrl years the major towns in the provinces had no commercial banking
Iktitutione. The 	villaj]ou which surround these provincial towns are still without
1bu'nking facilities nor Is it likely they will receive them in the near liuture. In a basic­
aIJy agrarian ociety this system excludes the majority of citizens from participation

ill the financial life of the country with all the benefits this participation can bring

to the individual.
 

In the/

large cities Vc banking1 institutions do not make credita available to


tile majority of their cuotomars. Lending policies are based on using tho limited

1415pital in existence for relatively large loans to businesses and individuals "With
 

LMrcellent collateral thereby excluding the hIwor and middle income groups from
4dccess to credit. Credit facilities in a soeiety of this nature are indispensable if it is 

UNCLASSIFIED
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to develop econornicaUy* The majority of citizens aro selfemployed in agriculture.

artisan and small business activities. Available credit is a key element if these
 
groups are to expand their income-producing actlwitino Thin vacuum ham led to the
 
widespread practice of usury throurhout tho covtry. 
 Ariat from the indLvYA.l 
hisrdahips uoury 1mrosea en a p F,.Lace whane P.rwual per n,.ita incomni is $ 200, it
 
has the additional detrncnaml eifect of destroying indvidt.l iit 
 iatven for cn.ering

aconomic activities which undtr normal circtumuknres would provide Qn attractive
 
profit level to the individu.o
 

To change this environmeni r~ttern Ina significant rmanner the folAowing

obatacles will have to be overcomeg
 

1) Convince large groupa of the population that credit unions wi!l provide a 
valid answer to ther oarqo rind c2eI.t nraeqp, 

2) Educate credit %truionmembern in iho proper uue .(fcredit.
 
3) Train adi-'inistraoro wi h a 
low cdicatunrtl lovel to of/ecftive)y admilster 

credit uniono. 
4) Develop a national orqanix*.tjon c.trrb!o of p!.oviclnl adequato technical 

.aoaioancn to rfvrn',r, i~tmdrt.d3 of crccft unio.-so 
5) Obtain adcqa'Li-e xurcing Irom the credit uiqon m,,vement to support io 

national or-.u.,zition once i.t has ben ctructurcdo 
6) Obtain competent government supervilion of the credit union movement once 

It is formed. 

C, STRATEGY 

1. General 

'This project is deoigned to carry out come of the basic objectives ectablished in Title
W.legialation of the U.S. Foreign Asointance Act. Succeasful completion will increase 
tli 	 production and income of the participants througrh the creation of democratic 
inetitutions serving the financial needs of their members. 

Z. Alternative Approaches 

An alternative to the development of credit unions ira Ecuador would b,1 that of 
r0eforming tho banking system, i, eo no it would mnce lopno to other th:an larga
cornmercial inlerento in major citieu, If t~h were ftaiible (which itio not at t'ils 
"-mO)it would merely alleviate a financial problem whereao throurqh crrrit unions2ocMl leadership and an institution for social chanpe are devclopcd atiby-prodacts
of providing a source of financing to a group not served by tlhe banking uyetemo 

UNCLASSIFIED
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3o Coooeratlnw Couvtry Leadanrhp 

Lhe Impetus for tho succeeful development of the credit union movement depen'., 
upon the dedication and ablUtoes of voluntnry lecdore at the ).c&l level who UluI
adm inister their credit uitons, These lesdora %Wbe elected at the annual Metir 
of their Institutions to serve on the Dasd of Dractarso Supervleory sad Credit 
Committoes. They will be rospoitible to their members for the failure or .uc
of their efforts. Manapers of the credit italnswilkt be named by the Board of 

,s. 

Directors d will be reaponst le to them tot the dily adminltratlon of credtit union 
activities. Leadership an* w wprovided by the N~ational Creditntioaka Level wiltU 
Union Federation govarned by Ite WAfAltud credit uaon. To properly implement this
project the natio*M 4ovemme14 chox have. a Cooporative Divinton capable of 
providing supeivLelo over credit uniton actviUe*. Thin wo~Id Include enforcement 
of minimum eUn4tards in sevorvea, Jcan leta mnquee. aad aocountuq .'techn rj j,
At the present tWno thai dtakMon La entb o 1o psovie theoa necostary controls. 
Conunuin preeure on the plvt of thu general pub9c and the cooperativo moveme. 
will be uewssary to cunge tis ail' I on. 

This projact .to .loaely related to othor MJD a*4 national development activitir .
AID has graaited/, Z. Z mil.on loswto the Ecu%4oreozu Cooparative Bnk for lonwo 
to cooperatives and creiot %tw.ons.Otor 900s of the loans granted by this bank have 
sone to credit unions vihhoLa turrn havo miklo stb-oAns to thir itzdividual members
for productive end comecmer pmrpoao. rAO work'n through the Credit Union
Federation is usin S rursl credit unions an tho Instrument to Introduce the use of 
fertilumor. to emWlA formers throughout te couutwyr ho field extension division of the 
Ministry of Agctaulture hsa as nod two fAel1 mtenolonste To work eoxclusively mot
rural credit urtpMin imulamendna modern agriculture techniques. Both the Fedra­
tion and fnlvidual crudat union coordiante their actuvitleo with other development
agencies to insure maslanuin use of the movements resources. 

Do PLAM A IET A4D -RESLTS 

5S4ccesful ternWuAtion of this project 90ll1 leave a strong credit union movement 
functoning throughout the entire countrv mobilizing local savings and providing low. 
cost credit to thousanda of Lcutdorean. After AID terminatos, the movement
through its Feoratlon will be contlowuly incrooing the number and the quality of
credit unionh.ia tun mill be increaviag their memtersiltip offering them an 
iAcresaly VArTkd pACkLOO of finandial and community oervice favings depebits

t'Upon termination of AWl sDistnce should be equal to 10*ei of the savingto deposits
in privstte batks. PeopY directly baneftid by credit union activities wl4l1 amount to ( 

UNtCLAMM*D 
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over 5%of the. total populntion. A strong credit union movement VIll hive been 
forimed in every province of the country with the except! on of the -a0aa8os Islands. 

I 

Apart from economic benefits both democratic principles and socisl dynamics 
will n strenghthened in the membership area served by each credit union. 
Credit unions are social organisms iWa give courses, hold dances and Sponsor other 

social events all of which broaden the area of contact amco. peopk.e Tralning and 

experience obtained by the thousands of directors in the admialtration of credit 

serve as a useful background for other community activities,whichunions will 
require citizen participation 

A key aspect In the credit union program Is the utilisation of credit unions in 
.Val areas as an instrument to reach farmers %ithcredits av.d technique s of modern 

%%Iqculture. By 197Z over $0 rural credit unis with.15, 000 Carmeowr.-m 
*,ih%eparticipating in this program to ncrease agricultural Productto.. Farmors 
aill receive asort-term credits and assistance in the use of fertiiUers. cartified 
.-cede, and proper agricultural techniques. At present tho majority of small 
LWomers have no access to any of these advantages. 

Tho insurance cooperative organised by the Federation to provide i11 Insurance 
to credit union members on savings and loan balances will also be ofioring family 
group life insurance to members belonging to credit unions* This insurance will be 
Outdo available at rates substantially lower than the present commercial rates In 
• uador. Insurance protection for the average individual in Ecundor in almost
 
u,.,iwn due to high rates and lack of gr anlsed groups,through which group


s'..o techniqueos can be appled.iJ,)00 credit union fnmilles will be covered 

*ith thic insurance program by 197Z with good proppects of increzsing insurance 
coverage to other fields thereafter. 

Z. COURaS OF ACTION 

The course of action for obtaining overall credit union gro%th uith its individual 
goals calls for intensive and constant contact throughout the country of the personnel 
of the various federation departments with the individual credit unions. 

The following departments have been or are being established in the Feleradon: 

I) Extension. ftRa geographic sonse each staffed by a trainod lieldman with 
ehicle to organize new credit unions and provide assistance to existing credit ... ... 

unions in promotion# administration# accounting ad credit policy. 
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Z) Education 

An Education Department consisting of one director trained in adult ed.,.atJ, 

techniques *ho organines regional and national courses for credit union 

directors, managers and cmployed credit union personnel. hia direct,.* in 

also responsible for the preparation of printed cducationad mate ralo f-ii th, 

coordination of basic courses for members given by ficld1men &aidloz.a cre 

union personnel. 

3) Publications Department 

A Publications Department which han the basic equipment and r ernon if tN 
publish zccouting. educational and promotional matcrialc on mulilith off, 
sot presces for Lhe credit union movement. 

4) Auditing 

An '.diting department with four trained auditors capable of providing t,dpth 
audito of credlit union operations on a regular basis. 

5) Production Crcdit Department 

A Production Credit Dcpartmcnt %ith four Production Credit Pronote- V %illw11o 
or agrLcul.turalorient lending resources of rural crcdit unions towardo fo.'r 

purposes. "he department spvciali-.c in auisiting rural p,~alt.ps to capitalize 

their institutions rapidly. obtain coon.-rative bank credit, rnd co.rcinato the 

services of agronomists of the tdinistry of Agriculture in tr;,!aing credit union 

farmer-members in modern agricultural techniques. 

6) Insurance and Bonding 

An Insurance Cooperative %hich will initially provide life insurance to credit 

union members on their loan and savings balances with firjolty brndIng protection 

for credit union administrators. As Insurance becomes accepted by the m6 ove­

ment this cooperative will provide other insurance services. it will be stafed 

by one insurance specialist. 

7) Legal 

One lawyer to assjqst pre-credit itmioroto obtain legal status and to advise existing 

credit uniou'on legal problems. This individual is also editor of the monthly 

credit union newspaper. 

UNCLASSIFIED
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8) 	 Manager 

A manager to be trained to administer Federation departmenta./work vwith Board 

of Directors, and coordinate actlvitieu of the entire credit unicn rmoverntoat. His 

staff conoicts of one secretary, one accountant and one norter-'anitor. These 

departments with the exception of the inaurance vorvices are to be saffvd, 

trained, and operating eifectively by 1969. The insurance oervices department 
will be operating by 1970. 

The development of a credit union follows a fairly set procedure %hich is 

detailed belo%,: 

1) 	 Floldman contact with the interested group. 

2) 	 Brief fcaoibility study by the fieldman on membership, capital ond leadership 
potential. 

3) 	 Irormation of the organitatlon committee. 

4) 	 E ducation of the organization committeo by the fieldman on credit union 
philonolhy, reoponvibilitiea and functiono. 

5) 	 Legalizntion and nafilitatlon of the crelit union. Thin lu done by the Fcdoration's 
legal department and within thia atep i: iticluded the Ivy)dini o the formation 
meeting, election of tho governinq boarda, and the traininq oi the m .ngar and 
boards In their accounting ;.nd admnitrative functiono. 

6) Xnitiation of saving and leiding operationa.
 

7) Promotion campaign conducted by the credit union for members and capital.
 

0) Continued vinits by the fieldman to Liupect the credit union ojorationa.
 

9) Periodic audits by Federation's auditoru.
 

10) Periodic training of managern and new Board members In regional and national 

courses aponuored by the Federation. 

11) Periodic educational courses for members. 

12) . Periodic promotional campaigns conducted by the credit union. 

UNCLA IFIED 
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The ti.- e procedure necessary for the legalization and initiation of credit union 
operations varies with the enthusiasm and ability of the interepted groupe. Generally
it takes from two to six months before the credit union reaches this nt.q!ie. Once it 
in legalized it expands its operations as its capital and memberohip grow. 

Rural credit unions participating in the Production Credit Program follow the 
same general organizational procedure with the following variationfA: 

1) 	 Duo to the low level of educational skills the governing boards and managers
 
generally require a much more intenaive training program.
 

2) 	 Promotioni Campaigrirequire more anniatance because potential farrmer-members 
live in the country and are generally more connervativc touv-ar!A new ide-as tLan 
groups in the urban areaa. 'ihc Production Gredit Promptor oIcD-oon a prpor­
tionately larger amount of time in these activitiou than the pencrMi fieldm-"n. 

3) 	 Rural credit unions generally have lower percapita itcurno/thcreforo, have a
 
greater need for external creditu to complemnent local cari,ra' l 'c'ncratcd in the
 
promotion caanpaion. iroduction Credit Promotera a: th'e
. crceit u ior3 
prepare applicationu to the Cooprative liank for creditt;, 

4) 	 Production Credit Promoters w-,ork with N'e Manager of the cr.clit union In 
teaching farnier-memborn how to itaec credit, plan farm activitie:n and carry 
out a farm Journal with hin inventory and budglet. An local credit unions 
caplttlize thernuelvea they hire a country agcnt to do thin work -,nd supervivo 
the loans granted for agricultural purpoven. 

5) 	 Production Credit 1-romoter coordinates activition of the arronomiat of the 
Minintry of Agriculture with the credit union. 'Ihe agrotnuint piveu lectures, 
helpn with demontitration olots, and advin ti on the loan ruqttentn. Unce the
rural credit union in legalized. capitalizcd and tho Production 1Promoter has 
completed the forementioned variationn the credit union paoen over to the 
control of the Heldman. 'lIe production credit promuter then begin. %.orldngwith 
another rural group. Productinn Credit Prornoters work with foiar or five 
rural groups at a time while the fieldman hau an average of 30 to 40 credit 
unions under his reoponoibility and worku with two or theco urban groups in 
formation. 

The 	organization of the Insurance Cooperative %ill utilize the fllowila procedure. 

1) 	 Feasibility study. 

2) 	 Obtaining roinsurance, technical assistance and $50, 000 of the minimum 
IJNCLA=Sell*lD 
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guarantoe capital requirement of $75. 000 through Insuranco cooperatives in the
United States and Canada. (Mlichigan League Life, Puerto Rican Insurance 
Cooperative, Nationilde and Saakatchevean Insurance Cooperatives.) 

3) 	 Local fund-raising campaign to raiso $25. 000 of the guarantee capital requlv­
meat from Federation affiliated credit unions. 

4) 	 Obtain first year financing of administrative coots of the inourance coop:r.sive 
from AID ($5, 000). 

5) 	 Training of Manager in Bolivia. 

6) 	 Submiuslon of docutmentation, insurance policies. etc. to the Ec,:dorean 
insurance commionion with a request for perminvion to operate. 

7) 	 Legal formation of the innurance cooporatiive by calling the form tion meeting
of thoao uniorit who have aponuored the cooporative. In thia atuvinbly by-lawMs
%viI be approved and the governing boardu elected. 

8) 	 Initiation of oporationa. '1hi inauranco coopcrative aithomh a rcparIte 1-rval 
entity will operate a. a dep;tnment of tVte £cdcratin. It vill lAc houned in the 
Federation'. o.fice in Quito and its adminlutrator will bec under the ouper-.',:on 
of the Federation's managcr. 

SESSIONS
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