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PROJECT ALrIRIZATION 

NAME OF COUNTRY -Dominican Republic
 

NAME OF PROJECT Rural Savings Mobilization
 

PROJECT NUMBER 517-0179 

I. Pursuant to Section 103 of the Foreign Assistance Act of 1961, as
 

amended, I hereby authorize-the Rural Savings Mobilization project for
 

the Central Bank of the Dominican Republic (Grantee) inVolving planned
 

obligations of not to exceed Five Hundred Thousand United States Dollars
 

($500,000) in grant funds ove'-r a three year period from the date of
 

authorization, subject to the availability of funds in accordance with
 

the AID OYB/allotment process, to finance the,foreign exchange and local
 

currency costs for certain goods and services required for the project as
 

described in the following paragraph. The planned life of the project is
 

three years.
 

2. The project consists of a pilot effort to demonstrate the feasibility
 

of mobilizing voluntary savings in rural areas. Project activities will
 

iaclude, but not be limited to (a) savings mobilization campaigns to be
 

carried out in up to eight pilot areas, using in-place personnel and
 

infrastructure of Dominican institutions, such as the Agriculture Bank
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and the Dominican Federation of Savings, Credit and Multiple Services
 

Cooperatives, their branches and affiliates; (b) the preparation of
 

reports and studies related to the operation of financial markets in the
 

Dominican Republic; and (c) the dissemination of the results of the
 

savings workshops, seminars and publications to Dominican public and
 

private sector financial institutions and policy-makers.
 

3. The Project Agreement, which may be negotiated and executed by the 

officer to whom such authority ip delegated in accordance with AID 

regulations and Delegations of Authority, shall be subject to the 

following terms and covenants and major conditions, together with such
 

other terms and conditions as A.I.D. may deem appropriate. 

(a) 
Source and Origin of Goods and Services
 

Commodities financed by A.I.D. under the project shall have
 

their source and origin in the United States and the Dominican Republic,
 

except as A.I.D. may otherwise agree in writing. Except for ocean
 

shipping, the suppliers of commodities or services shall have the United
 

States or the Dominican Republic as 
their place of nationality, except as
 

A.I.D. may otherwise agree in writing. 
Ocean shipping financed under the
 

Grant shall, except as A.I.D. may otherwise agree in writing, be financed 

only on flag vessels of the United States. 

(b) Conditions Precedent to Initial Disbursement 

Prior to any disbursement, or issuance of any commitment
 

documents under the Project Agreement, the Grantee shall, except as
 



3
 

A.I.D. may otherwise agree in writing, furnish in form and substance 

satisfactory to A.I.D.:
 

(i) evidence that a full time Project Coordinator hat, been 

appointed for the life of the project with adequate staff and aquipment 

to support the administration of the project.
 

Ronald F. Venezia, Acting Director 

Date
 

Drafted by: TCarter/RLA:mricmk"6-2 2-83 

Revised by: DDeWitt/CRD -b 

Clearances: BHenrfquez/CRD ARDO:RCastroT Ha mma nn/CR D AID 

LArmstrong/CRI)(O_ -" 
OPE:JChang 
RVeith/OPE 
SMiI ler/ARD 
KEIli s/ARDO 
CAdams/A/CN 
RVenezi a/DD 
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GLOSSARY 

GODR Gobierno de la Republica Dominicana (Government 
of the Dominican Republic). 

AID United States Agency for International 
Development. 

BAGRICOLA Banco Agricola (Agricultural Bank) 

BAGRICOLA/B Agricultural Bank Branch 

BANCOOP Banco Nacional de Cooperativas (National Bank 
for Cooperatives) 

Central Bank Banco Central de la Republica Dominic&na. 

CB/FD Departnmento Financiero del Banco Central 
(Finance Department, Central Bank). 

CB/ESD Departmento de Estudios Eccnomicos del Banco 
Central (Economic.Studies Department, Central 
Bank). 

FEDCOOP Fedr-raci6n Dominicana de Coopcrativas de 
Ahorro, Crddito y Servicios H6ltiples 
(Dominican Federation of Savings, Credit and 

Multiple Services Cooperatives). 

FEDOCOOP/CU Credit Union members oi FEDOCOOP. 

ISA Instituto Superior de Agricultura (Superior 
Agricultural Institute, Santiago, D.R.) 

ISA/CADR Centro de Adminigtraci6n del Desarrollo Rural 
(Center for Administration of Rural 

Development). 

Monetary Board Junta Monetaria 

ONAPLAN Oficina Nacional de Planificaci6n (Central 
Planning Office), Secretarfa Tdcnica de la 
Presidencia. 

OSU Ohio State University, USA 
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RFMS 
 Rural Financial Markets
 

RSMP Rural Savings Mobilization Project
 

RuSaMAC 
 Rural Savings Mobilization Advisory Council
 

RSM/CO 
 Coordinator's Office, Rural Savings
 

Mobilizat'ion Project, Central Bank
 
SEA Secretarfa de E4tado de Agriculture
 

(Agricultural Secretariat)
 

SEA/AESD 
 Deparl.nmentos de Economfa Agropecuaria y
 
Estadistica, Secretarfa de Estado de

Agricultura (Agricultural Economics and
 
Statistics Departments)
 

TSP 
 Secretarfa Thcnica de 
Ia Presidencia (Technical
 
Secretariat 
of the Presidency).
 

UCMM 
 Universidad Cat6lica Madre y Maestra (Catholic
 
University, Santiago, D.R.)
 

.USAID/DR 
 United States Agency for International
 
Development's Mission to 
the Dominican
 
Republic, Santo Domingo, DR
 

USAID/ARDO 
 USAID's Agriculture and Rtiral 
Development
 

Office, Santo Domingo, DR
 



SUMARY AND RECOMMENDATIONS 

A. Face Sheet 

B. Recommendations 

The Project Committee recommends that the 

Director, USAID/Santo Domingo, approve the 

following grant to finance the Rural Savings 

Mobilization Project. 

AID Grant * 500,000 

U.S. dollars will finance technical assistance 

and the purchase of commodities (vehicles and 

equipment). 

Counterpart Contribution $ 792,000 

Counterpart contribution will be in local 

currency resources (4650,000) and in kind 

contribution (1142,500) by participating 
institutions. The counterpart will be used for 

locally available technical assistance, the 

savings campaign, research support, operational 

support and dissemination of research fundings. 

Project Total 
(Including counterpart) 

$1,292,000 

Implementation Period. 3 years 
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C. Summary Project Description
 

I. Project Summary
 

The Project is designed 
as a pilot effort, to demonstrate

the feasibility of mobilizing voluntary savings in rural 
areas of the
Dominican Government. 
 An additional key objective is to demonstrate that
further liberalization of interest 
rate policies is desirable and that
 
interest rates should adequately reflect the price of money as 
set bv the
 
market 
forces of supply and demand. The Agricultural Bank (BA(.RICOLA)

and some cooperatives associated with the Federation of Credit and

Savings Cooperatives (FEDOCOOP) will participate in the savings

mobilization campaign. In addition, research and 
investigation will be

carried out 
in several areas such as informal financial systems,

transaction costs, the operation of rural 
financial markets, loan
 
repayment problems, the overall 
supply of Agricultural credit and

interest rate and other financial policieq. Various Dominican
 
institutions, public amd private, will be involved 
in the research

activities with the technical assistance of Ohio State University (OSU).

Among these will be Central Bank, the BAGRICOLA, the Catholic University

(UCMM), the Superior Agricultural Institute (ISA), 
and the Agricultural

Secretariat (SEA). As 
a result of the savings mobilization and research

activities 
a series of reports will be prepared for the Central Bank, the
 
Monetary Board, and others at 
the policy level of the GODR. 
In addition,

seminars and workshops will. be held at 
both the technical and policy

levels, to disseminate project findings. 
 A final report with

recommendations will be prepared 
for the Central Bank and the Monetary

Board. The research portion of 
the pro ject will be implemented through

local institutions in close association with the AID/Ohio State

University centrally funded Cooperative Agreetent on financial markets.

The demonstration, testing and managenent component will be 
implemented

through the provision of lun;-term and short-term technical advisory

services, training of Dominicans will be arranged under the AID/OSU

Cooperative Agreement. Additional 4upport 
for on-site administration and
 
management will be 
in part provided through resources of the U.S. Peace
 
Corps.
 

2. Summary Findings
 

The Project Commitee has reviewed the project for its

institutional, financial, economic and social viability. 
The Committee

believes that the Project as developed, can lead to the mobilization of
 
savings in rural areas and 
further the knowledge of rural rinancial
 
markets in the Dominican Republic, through research and analysis. 
 It is
 
anticipated that the 
 sults of the savings mobilization and research
activities may lead to a positive impact 
on interest rates and other
 
financial policies in the country.
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II. BACKGROUND
 

During the 1960's and 
l970 's the Dominican Republic experienced a
significant development of its 
financial markets, reflected by a rapid
growth of credit volumes, in real 
terms, and the creation of numerous
financial institutions 
serving various sectors of the country's economy.
This progress was due mostly to 
price and exchange rate stability and to
the adequate leadership of the Central Bank in promoting and supervising
the financial system. 
 In addition, substantial resources were 
channeled
by external agencies, including AID, the Inter-American Development Bank
(IDB), 
the World Rank (IBRD) and other donors, to investment and
 
production activities.
 

An important proportion of the domestic and foreign 
resources were
devoted to the agricultural sector and, 
as a consequence, the ratio of
*agricultural credit to gross domestic product 
from agriculture increased
from 10.5 percent in 1965 to 19.8 percent in 1976. Despite this
progress, this ratio was 
still low when compared 
to other Latin American
countries (exceeding 50 percent 
in Costa Rica, Nicaragua, Mexico, Brazil,
etc.) That is, 
most of the development of the financial system during
this period in the Dominican Republic 
was an urban phenomenom. As
reflected by the ratio of credit 
to output in the agricultural sector,

too small a flow of formal loans was reaching the rural economy.
 

During the late 1970's and 
the 1980's this progress of the
financial 
sector has been reversed. In real 
terms, the volumes of
resources mobilized and the amounts of credit granted have declined.
amount of credit 
for the agricultural 
The
 

sector has contracted
 
disproportionately, compared with 
the economy as a whole. Thus, lack of
credit has become an important obstacle to 
incteased production and
improved productivity in rural at
areas, 
 a time when the whole economy is
subjected to an 
important liquidity constraint. 
The ratio of credit to
output in the agricultural sector has declined, 
further reducing the
 access of the rural population to fcrmal 
financial services. 
 Financial
policies have not adjusted rapidly to 
the new inflationary environment
and, as a consequence, an increasingly large 
informal financial sector
has flourished. 
 Placed 
in the position to pay attractive rates of return
 on savings, this shadow market has successfully attracted resources 
some of the institutions of the formal market and 

from
 
is actively competing
with the intermediaries subject 
to the regulations of the Central Bank.
Although informal financial markets in the past have been very active in


the rural areas, the high profitability of the 
new informal institutions
in the urban areas may be draining the informal rural markets as 
well.
Thus, the agricultural sector is 
not only receiving less attention than
in the past from the formal financial sector, but it may also be
obtaining less resources 
from informal lenders as 
these move their funds
 
to the profitable markets in the urban centers.
 

In summary, the substantial progress of the Dominican financial
system has stopped and may have even 
reversed itself. 
 Fewer resources
 
are being made available to rural producers and investors, both on-farm
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and off-farm, from the formal financial sector and possibly also from
 

traditional informal sources. Rural development requires the provision
 

This project attempts to demonstrate the
of financial services. 

areas and to improve the
possibility to mobilize tesources in rural 


operation of financial intermediaries in these areas to increase their
 

ability to finance production and investment in agriculture.
 

A. Perceived Problem and Constraints
 

Formal financial institution-q in the Dominican Republic
 

provide few services to individuals living in rural areas and especially
 

to the rural poor. Many larger towns in the Dominican Republic do not
 

have even one commercial bank office, and some have no credit union or
 
are
agency of the Agricultural Bank. Individuals living in such areas 

cut off from formal financial institutions unless, they are willing and 

.able to pay the explicit travel costs and other implicit costs (i.e. 

time) to reach a larger town where such institutions have been 

In those areas where formal financial institutions doestablished. 

exist, many individuals, and especially the rural poor, may still not
 

are not considered
have access to financial services hecause they 


credit-worthy. Moreover, existing financial institutions mray not provide
 

adequate deposit facilities. Individuals without acces; to formal
 

are forced to rely on informal sources. Although
financial services 

there are many stories about the mistreatment of the rural poor by
 

moneylenders, very little is known about the size, scope and efficiency
 

of the operations of informal 'financial markets in the Dominican Republic.
 

The lack of formal financial services for rural inhabitants is
 

widely recognized to be a serious problem that restricts production in
 

rural areas and diminishes incomes. Unfortunately, the traditional
 

approach to this problem has not helped and may have even made the
 

situation worse. The traditional Approach has relied on the infusion of
 

cheap funds to be on-lent at low, subsidized interest rates and targeted
 

to specific production activities and to the rural poor. The 1973 Spring
 

Review of Small Farmer Credit and subsequent work by the rural finance
 

group at Ohio State University and others has shown that this approach
 

does not work. Because credit is fungible, loans cannot be targeted to
 

specific production activities even with costly systems of credit
 

supervision. Financial institutions cannot remain viable if they
 
loans to the rural poor, because
continue to charge low interest rates on 


this is precisely the most expensive group to reach. High transaction
 

costs are passed on to these borrowers, and other rationing devices arise
 

as financial institutions struggle to remain viable, while richer
 
to the subsidized loans. Borrowers
borrowers scramble to gain access 


complain of high transaction costs and poor service. This reduces
 

repayment performance.
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The willingness and ability of financial institutions to
 
participate in savings mobilization activities depend, among other
 
things, on interest rate policies, reserve requirements, and access to
 
cheap resources such as rediscount lines at the Central Bank. At
 
present, financial institutions can pay from 5 percent to 10 percent per
 
year on short-term savings, depending on the exact period of the deposit

and on the type of financial institution. Formal financial institutions
 
can charge up to 14 percent per year on loans, plus a commission that can
 
be as high as 6 percent in some ca.ies and be charged more than once in
 
others. This appears to allow a sufficient margin for commercial banks,
 
development financieras and the Agricultural Bank to operate in rural
 
areas as mobilizers of savings deposits and suppliers of credit.
 
Transaction costs in rural areas are hil!h for these institutions.
 
Research under the project will attempt to measure these costs and to
 
suggest innovations that could substantially reduce them in order to
 
increase the coverage of these institutions. In addition to the
 
important fact that a widely dispersed rural clientele of small savers is
 
more costly to deal with, and that the 
same group is also more-risky and
 
costly to.deal with as borrowers, there are two other reasons why
 
financial institutions have not operated in the rural 
areas.
 

The first affects the commercial banks and is related to
 
reserve requirements. Although reserve requirements are usually thought
 
to be simply devices for monetary control, they also serve as a tax on
 
financial institutions, and ultimatelv on savers and borrowers.
 
Financial institutions are forced to leave part of their resources in
 
idle balances (usually at the Central 
Bank) earning little or no interest
 
and/or to invest in certain financial instruments with low rates of
 
return (usually government bonds or loans to some priority sector). The
 
system of reserve requirements in the Dominican Republic is highly
 
complex and need not be discussed here except to note that its effects
 
fall relatively heavily on commercial banks. This, combined with high
 
costs of mobilizing rural deposits and the availability of cheaper
 
sources of funds elsewhere, has made it unattractive for commercial banks
 
in the Dominican Republic to open rural offices and to promote rural
 
savings.
 

The second main reason that formal financial institutions have
 
not seriously attempted to mobilize rural savings is the availability of
 
cheap resources. This explains why developmenc financieras are clustered
 
around the Central Bank where the Fondo de Inversiones para el Desarrollo
 
Econ6mico (FIDE) can conveniently be reached, rather than being located
 
in rural areas. This also explains why the Agriculture Bank has had
 
little interest in rural savings mobilization and has offered no depo3it
 
services. Now, however, the Agriculture Bank seems to realize that cheap

external resources are not going to be adequate to meet its objectives
 
and that it will be necessary to mobilize its own domestic savings for
 
additional funds and perhaps to rely primarily on deposits for its
 
resources.
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B. Interest Rate Policy
 

During the late 19 70's and early 19801s the Dominican

Republic suffered-rates of inflation higher than those traditionally

experienced. This has 
led to a deterioration in the ability of formal
financial institutions to mobilize voluntary domestic savings, given the
low interest 
rates and relatively high reserve requirements established

by Monetary Board regulations. Low interest rates on savings (e.g., 5%
 per year on deposits at commercial banks) havo not been adequate to
compensate savers 
for inflation and for the opportunity cost of their
funds. 
 Low and often negative real rates of interest on domestic savings
deposits have also led to problems of capital outflows as savers have
sought to place their savings in the United States and other foreign

countries where higher rates of interest can be obtained. 
 This-is
 
reflected by the deterioration of the peso/dollar exchange rate.
 

Official figures for inflation indicate that the rate of
increase in price 
levels in the Dominican Republic has been moderate
relative to 
that of other developing couittries. During the late 70's oil

price increases and expanded domestic credit contributed to higher rates
of inflation, whereas the 
1981-82 worldwide recession, recent low
 
commodity export prices and the lons of international monetary reserve,
have resulted in somewhat 
lower levels of inflation for the last two
 years. Unofficial estimates of the real rate of inflation tend 
to
 support the official figures published by the Central Bank.
 

OFFICIAL ESTIMATES OF INFLATION
 
I 

(Source: Central Bank July 29, 1982)
 

1978-79 
 9.2%
 

1979-80 
 16.8%
 

1980-81 
 7.5%
 

1981-82 (estimated) 
 9.6%
 

In late 1982 the Monetary Board increased regulated interest
rates somewhat 
for the Dominican Republic's formal financial
 
institutions. 
 The main purpose of these interest rate increases is to
improve domestic savings mobilization, to reduce capital outflows and
perhaps encourage capital inflows. 
 Whether or not this has been

successful depends primarily on 
the expected rate of inflation in the
Dominican Republic, interest rates 
in the United States, the expected

behavior of the exchange rate between the Dominican peso and the U.S.

dollar, and interest rates 
in the shadow markets. 
 There are various
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reasons 
to believe that these interest rate increases may not be adequate
to achieve these objectives fully. For this 
reason one purpose of this
project is to demonstrate to Dominican policy makers, especially the
Monetary Board, that further liberalizations of interest rates may be

desirable.
 

C. 
 Rural Financial Institutions
 

The main financial institutions providing services 
to the
rural sector are the Agricultural flank, the Central Bank, the rural
cooperatives and 
the Dominican Development Foundation (FDD).
Agricultural Bank has been the main source 
The
 

for agricultural credit.
Central Bank through The

its FIDE program has hen financing agricultural and
livestock activities. 
Other financial 
intermediary institutions, like
the Financieras de Desarrollo, so 
far havie not shown interest in
attracting rural savings, main.ly because of th! 
attractive FIDE interest
rate policy. Among the rural cooperntives, many associated with FEDOCOOP
have beer offecing credit and some savings services to the rural poor.
The Domirican Development Foundntion is also reaching the rural poor but
only in the provision of credit. 
 The FDD does not have legal
authorization for capturing savings from its clientele.
 

1. Agricultural Bank
 

Attempts by the Agricultural Bank to reach 
its target
group have resulted in high rates of 
loan delinquency and default,
substantial operating losses, and a concentration of credit 
into larger

loans to 
fewer borrowers. Agricultural output has 
failed to increase
because 
inadequate prices make increased agricultural production
unattractive, and fungible credit 
flows into another activities. In
addition, Agricultural Bank currently provides no deposit facilities for
savers, because it finds it more attractive 
to deal witi international
donor agencies and the Dominican Government to obtain resources 
than to
provide adequate incentives to capture rural savings. 
 Commercial banks
do not have offices 
in many of the towns served by the Agricultural

Bank. 
Rural borrowers have been unattractive to them because the
controlled low interest rates on agricultural Loans do not compensate for
the risks and transaction cosus involved. 
 It is also unattractive for
commercial banks 
to capture savings in rural 
areas because of the higher
costs of operating with many small deposits, part of which must be 
left
 as required reserves at 
the Central Bank, and the remainder can be

on-lent only at low controlled rates of interest.
 

Another major constraint has been the bureaucratic nature
of BAGRICOLA. 
Due to its size, and public nature as a development bank
it has been difficult to introduce major policy changes. 
However, the
project will attempt to indice policy changes through testing and
demonstration of savings mobilization and policy dialogue.
 



2. Cooperatives and Credit Unions
 

Credit unions have also failed to significantly expand their
 

serviceq in the rural areas of the Dominican Republic. Some have
 

remained small and conservative, relying on capital contributions of
 

members for resources and lending out only small amounts to each member
 

in relation to his capital contribution and thereby turning the low
 

stated interest rates on loans into very high effective rates. Ozher
 

rural credit unions have sought cheap external resources through the
 

credit union federation (FEDOCOOP) or the cooperative financiera
 

(FICOOP) for on-lending to members at subsidized rates of interest.
 

These latter credit unions have, alnost without exception, encountered
 

the same problems as other financial institutions that rely heavily on
 

cheap external resources: operating costs substantially in excess of
 

severe repayment problems, and decreasing financial
interest income, 

fact that such problemns exist throughout the developing
viability. The 


countries of Latin America clearly indicates that this is not just a
 

matter of weather, disease or other problems facing agricultural
 
rather a basic inadequncy in the traditional approach to
producers but 


rural. financial markets.
 

Dominican cooperatives in general are weak
 

administratively and financially, although those choosen for the project
 

have strong managers and less delinquency than others. Problems related
 

to the opening of a savings window in the credit unions and the efficient
 

and effective use of these fundj ire recognized, but these problems are
 

not viewed as insurmountable. Soluitions to these problems exist and have
 

been adequately demonstrated throtghout the world. These solutions may
 

be applicable to the Dominican Republic and the project will test their
 

effectiveness in this country. Substantial technical assistance will be
 

required to include the adoption of these institutional reforms.
 

D. The AID Approach
 

1. Relationship to AID Policy
 

The AID Policy Paper, dated November 1982, Pricing
 

Subsidies and Related Policies on Food and Agriculture emphasizes that
 

the basic role of financial initLtutions is to lower the transaction
 

costs of matching savings with investments. AID's primary objective in
 

the area of credit and finance should therefore be "to create and support
 

a system of financial instititions that effectively mobilizes and
 

allocates private indigenous financial resources." Further, USAID's
 
"should support elimination of controls of interest rates, so that rates
 

will be set at market clearing levels through financial intermediation,
 

rather than at arbitrary levels by governmental edict." The USAID,
 

through its support of Lhe proposed project activities further described
 

in this Project Paper (PP) clearly supports AID Policy in the area of
 

agricultural pricing and resource allocation.
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2. Relationship to the USAID Development Strategy
 

Agriculture, the most important sector in the Dominican
 
economy, accounts for approximately one-fifth of GDP and 60 percent of
 
national employment. The objective of the IJSAID Agriculture strategy is
 
to increase production on land worked by small farmers, because the key
 
to increasing the overall agricultural growth race is the 340,000 small
 
farm families working 450,000 hectares of land.
 

The small farmer faces many constraints to increased
 
production, among which are poor soil and water management, low
 
utilization of modern inputs, inefficient marketing of agricultural
 
commodities, limited access to financial institutions, a lack of research
 
on problems peculiar to the small farmer and an unfavorable policy
 
environment.
 

Although the policy environment of small farm agriculture
 
has improved notably in recent years, there remain a number of policy
 

obstacles to improved agricultural performance and especially to small
 
farmer performance. These policies limit incentives, discourage savings,
 
reduce the flow of private resources to agriculture and distort the
 
allocation of scarce resources by channeling investment to lower risk,
 
lower priority uses. Interest rate policy has been one of the problem
 
areas. Low interest rates discourage rural savings and draw financial
 

resources from rural areas.
 

While largely concerned with the natural resource base,
 

the AID strategy also focuses on input needs, as well as financial
 
services and technical know how. Credit remains a problem since no more
 
than 20 percent of the total number of producers are receiving
 
institutional loans. Neither the USAID, the GODR or the other
 
international donors are able to provide adequate credit for small
 
commercial farmers. Subsistence farmers do not benefit from access to
 
formal sources of credit. In general, the rural poor do not have access
 
to deposit services. The rural savings mobilization project will
 
encourage savings in rural areas so that local resources can partially
 

cover credit demand and so reduce the need for external credit
 
resources. The USAID's strategy in the area of policy is one of
 
providing technical and financial support to strengthen desitable trends
 
in GODR thinking and to bolster institutional units which express and
 

promote these desirable trends. This proposed project, although modest
 
in scope and funding requirements (US500,000 grant), is deemed by the
 
USAID to be key in the agricultural development and policy process. The
 
project is designed to test private sector involvement and strengthen
 
selected rural financial institutions.
 

The focus on voluntary savings mobilization has three basic
 
justifications: (I) possible improvement of income distribution, (2)
 
better resource allocation, and (3) increased viability of financial
 

institutions. Currently, the rural poor do not have access to deposit
 



facilities for their sAvings and hence are forced to hold idle cash or
 
return in
inflation hedges - that are likely to earn negative rates of 


real terms - as a reserve against possible emergencies. A project that
 

focuses on voluntary savings mobiliza-ion will offer deposit facilities
 

with good service, low transaction costs and attractive interest rates in
 

real terms. Resource allocation will be improved as idle cash and
 

investmients in unproductive inflation hedges are drawn toward those
 

financial institutions that can offer the best service and highest
 
interest rates because of their efficiency in on-lending these
 

resources. To the extent that the Central Bank and other Dominican
 

institutions monitor the on-lending of these resources they will be able
 

to discover where rates of return are highest and thus become aware of
 

the need to improve price incentives for the agricultural sector, if they
 

judge that not enough resources are flowing toward that sector.
 
Increased viability of finnncial institutions will come from the
 

increased capability to tap internal resources and lessen their
 
dependence on continual infusions of cheap resources from the government
 

and international donors. In addition, financial institutions will have
 

better information from which to select borrowers based on their prior
 

behavior as depositors, and repayment should also be improved by the
 

knowledge that resources come primarily from local residents, not some.
 

distant government agency or international donor.
 

E. Previous Experience in Saving Mobilization
 

Until recently almost all of the experience with rural
 

savings mobilization efforts had been acquired in the context of Asian
 

countries. The Ohio State Ulnivrsitv team, through an earlier 

Cooperative Agreement with AIl)/Waqshington, examined and participated in
 

some of these Asian efforts, particttlnly in Taiwnn, South Korea and the
 

Philippines. More recently, Ohio State researchers have been
 

participating in the design and implementation of rural savings
 

mobilization efforts in Indonesia and Bangladesh. Under the new
 

Cooperative Agreement, savings mobilization projects will be developed by
 

Ohio State in one Asian country and one African country yet to be
 

determined.
 

The Ohio State University has also been associated with
 

two important experiments in Latin America. Under the auspices of the
 

earlier agreement, a successful pilot savings mobilization project was
 

carried out in Peru from mid-1979 through mid-1981, involving the
 

National Bank for Cooperatives (BANCOOP).
 

1. Peruvian Experience
 

The main purpose of the Peru Savings Mobilization
 

Campaign project was to assist the new BANCOOP offices in Huancayo and
 

Tingo Maria to mobilize additional savings and, through BANCOOP, to
 

assist the credit unions in the two target areas with their savings
 

mobilization activities. The key 'element in successful savings
 

rates high enough to be attractive
mobilization was seen to be interest 
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to savers 	and hence to permit BANCOOP and the credit unions to capture
 

that could be lent profitably to borrowers. In addition, the
resources 

project was to identify other factors that could contribute to successful
 

savings mobilization and to demonstrate, 	not only to other BANCOOP
 
of Peru, but also to financial
offices and credit unions in other areas 


institutions throughout the less developed world, that voluntary savings
 
if proper 	incentives
can successfully be mobilized in low-income areas 


Peru in late 1979 in
 

are present. 

In order to understand the accomplishments of the 

project, it is important to note that BANCOOP initiated its savings 

mobilization activities in the two target areas of 


an extremely adverse economic environment. In addition to rapid
 
real growth in several
inflation, the Peruvian economy |had shown no 


,years, and BANCOOP also faced potentially formidable competition from
 

financial institutions including commercial banks. Nevertheless, by
 

mid-1980 each of the BANCOOP target offices had already mobilized far
 
more than the overall mid-1981 goal of Wl50,000. The growth in time and
 

savings depotiits, whether deflated to real Soles or converted to dollars,
 

continued beyond the end of the project and spread to BANCOOP offices
 

outside the target areas. By October, 1981, these deposits were equal to
 

more than US 41 million for the lluancavo and Tingo Maria offices and more
 

than US 35 million for all of BANCOOP. Tle success of savings
 

mobilization, beginning in fluancayo and Tingo Maria, changed the
 

financial structure of BANCOOP, as time and savings deposits surpassed
 
substantially demand deposit balances. Furthermore, according to figures
 

from the Superintendent of Banks, deposits at BANCOOP grew far more
 
rapidly (luring 1980 and 1981 than deposits at commercial banks or other 

financial 	institutions.
 

Analysis of the BANCOOP experience clarifies certain
 

factors that appear to be crucial for successful savings mobilization.
 
First is the payment of high interest rates on time and savings deposits,
 

in order to compete with other financial institutions and to draw
 

resources away from inflation hedges and cash hoards. Regulated interest
 

rates on deposits continued to be negative in real terms throughout 1979
 

and 1980 and were thus not as effective an incentive as they might have
 

been. The rapid growth of time and savings deposits at BANCOOP during
 

1981, especially relative to demand deposits, was related to the
 
the beginning of 1981.
substantial increase in interest rate ceilings at 


Confidence of depositors in a financial institution and
 

good service for these depositors are other factors that were crucial for
 

successful savings mobilization. Accepting the premise that good service
 

and, to some extent, depositor confidence, depend on employee
 
employee morale and appropriate
performance, which in turn depends on 


incentives, BANCOOP's savings campaigns included specific incentives for
 

employees 	tied to the amount of time and savings deposits mobilized.
 

Effective savings mobilization campaigns were also
 

crucial to BANCOOP's success. In addition to incentives for employees,
 
features:
the three 	campaigns run during 1980 had two other important 
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The first campaign, which
 effective publicity and attractive prizes. 

ran through mid-January, involved free
 

began in December of 1979 and 
 a raffle of
 
instant photographs for those who deposited small nmounts, 


for those who made large time deposits. The
 
cameras, and free cameras 

second, which ran from early February until April, involved 

a raffle of
 

school supplies and bicycles, fre, school supplies for small deposits,
 

and free bicydles for large time deposits. The third, which began isi
 

July and ran until September, featured raffles of 
color television sets
 

and other electrical appliances and immediate prizes 
of these articles
 

for those who made large time deposits., The increases 
in time and
 

savings deposits were unusually large during most 
of the campaign periods.
 

Two other aspects of the AID-BANCOOP project merit brief
 

BANCOOP's lending performance and savings mobilization 
by


discussion: 

Under the impact of inflation BANCOOP drastically
credit unions. 


shortened the maturity of its loan portfolio and shifted 
away from
 
individuals.


cooperatives and toward non-members, both businesses and 
 lending to
Successful savings mobilization allowed BANCOOP to expand 	its 

since the


cooperatives and to the agricultural sector in real terms 


beginning of the project.
 

2. Honduran Experience
 

In addition to the previous experience, two similar
 

in Honduras with great success.
projects are currently being carried out 


One of these projects deals with savings mobilization by 
the overall
 

It has implied policy revisions in connection with
financial system. 
 well as
 
interest rates and other major macro-economic questions, 

as 


technical assistance to private commercial banks and reductions 
in
 

transaction costs. Substantial information about the operation of rural
 

credit markets and financial institutions has.'een used in modifying
 

rules and procedures for the benefit of the participating institutions 
as
 

well as their clients.
 

Another related but separate project has assisted the
 

Honduran Federation of Credit Unions (FACACH) and a selected 
number of
 

its affiliated credit unions with savings mobilization 
and other
 

financial activities.
 

3. Lessons Learned
 

from these
Several important lessons have resulted 

can be mobilized, even in extremely adverse
projects: a) rural savings 


shown by the Peruvian experience; b) the

economic environments, as 


on time and savings deposits is crucial,
payment of high interest rates 


in order to successfully compete with other financial institutions 
and to
 

confidence of
draw resources away from inflation hedges; and c) 


depositors in the financial institution is crucial. This confidence, in
 

turn, is strongly affected by the institution's financial viability, 
as
 

perceived by potential depositors. d) Good service, low transaction
 

to the whole scope of financial activities is crucial
 costs, and access 
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for successful savings mobilization. Access-to opportune and
 
sufficiently large loans is the most important incentive. e) Good
 
service and, to some extent, depositor confidence depend on employee
 
performance which in turn depends on appropriate incentives. Savings
 
campaigns have usually involved specific incentives both fcr savers and
 
for the institution's employees.
 

In the long-run however, the success of the savings
 
mobilization effort has to be measured by its contribution to the
 
financial viability and institutional strength of the lender. This
 
requires technical efforts much beyond the savings campaigns themselves.
 
Otherwise, high default and poor portfolio and liquidity management will
 
soon destroy the gains in savings collection.
 

The importance of these considerations can be examined in
 
the light of the experience of BANCOOP. One year and six months after
 
the completion of the successful pilot savings mobilization project,
 
BANCOOP had mobilized over US 1O,O00,000 through all of its branches.
 
Unfortunately the misuse of the funds, which were concentrated on six
 
large borrowers that defaulted, led the Peruviaa government to
 
temporarily intervene in the management of institution. This only
 
confirms that it is indispensable to strengthen the institution's
 
capacity in administration and management of funds and of its loan
 
portfolio.
 

In the Honduran project, a detailed analysis of the
 
participating credit unions focusing.on their interest rate policies,.
 
loan delinquency problems, liquidity management capabilities and previous
 
experience with savings mobilization has preceded the savings campaigns.
 
Based on these evaluations, six credit unions.were selected and are
 
currently implementing savings mobilization activities. Additional
 
credit unions are being prepared for participation at a later stage.
 
Studies of cash flow patterns at the participating credit unions'have
 
been very useful in improving liquidity management.
 

In addition, planning is currently underway for the
 
establishment of a liquid reserve fund at FACACII to assist the
 
participating credit unions with their liquidity management. This is
 
another feature that the present project can adapt from previous
 
experiments. Tn summary, after the Peru and Honduras experience many
 
problems have been anticipated in the design of the present project, but
 
much research and testing is still required to guarantee the successful
 
adoption in the Dominican Republic of these technical achievements.
 

http:focusing.on
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III. PROJECT DESCRIPTION
 

A. Project Goal and Purposes
 

The goal of this project, which supports others in the
 
USAID/DR portfolio, is to increase agriculcural production and incomes of
 
the rural population, particuilarly the rural poor. This will be achieved
 
by improving the viability of the financial institutions that serve the
 
rural areas and by expanding the access of the rural population to
 
deposit and credit services.
 

The project's two subgoals are: 1) to make rural financial
 
institutions more responsive to rural development needs and 2) 
to
 
broaden access to savings and credit services of the rural population.
 

As a pilot project, its purpose ia to demonstrate the
 
feasibility of mobilizing voluntary savings in the rural areas. This
 
project will attempt to suggest the desirability of major changes both in
 
the internal financial management of participating institutions and in
 
the set of aggregate financial policies, including interest rate
 
policies. It is expected that an improvement of rural financial markets
 
will lead to a more efficient allocation of resources, increased
 
viability of financial institutions and a more equitable.income
 
distribution.
 

B. Project Activities
 

The activities of the project fall into three groups:
 

For pilot savings mobilization efforts, four branches of the
 
Agricultural Bank and four credit unions have been tentatively selected
 
for savings campaigns in the rural areas. Othbr offices of these
 
institutions or other finnncial intermediaries may be included later as
 
the project progresses. Prior to the savings campaigns participating
 
institutions will be strengthened in their portfolio management,
 
liquidity management, and loan collection activities through significant
 
inputs of technical assistance from Ohio State University.
 

A series of in-depth studies of formal and informal financial
 
markets, transaction costs, savings behavior and financial policy
 
questions will be undertaken. This effort will include the monitoring
 
and evaluation of the pilot savings mobilization, activities. To
 
establish rural financial markets research capability, key Dominican
 
institutions will receive substantial technical assistance from Ohio
 
State University.
 

Dissemination of the project results, which will be carried
 
out through case studies, seminars, workshops, publications and public

discussion, will involve key Dominicans influential in the
 
financial-monetary policy making process. Reports on the results will be
 
prepared by all participating institutions.
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Integration of policy making Dominican institutions will
 
be accomplished through the formation of a Ru.ral Savings Mobilization
 
Advisory Council (RuSMAC). This Coiancil, made up of members 
representing the Central Bank and rechutical Secretariat of the Presidency
(TSP), will provide guidance to the project Coordinator in carrying out 
the aims of the project.
 

1. Pilot Rural Snvinrs Mnhiliz.r1inn
 

The pilot rural savings mohilizacion activities will
 
tentatively involve a limited number of branchen of the Agricultural Bank
 
and credit unions. Intensive preparation of these intermediaries,
 
dealing with their management, portfolio composition, liquidity reserves,
 
accounting practices, collection methods and other components of
 
successful financial management will he carried out. This preparation is
 
a precondition for savings campaigns, which will imply a revision of the
 
institutions's interest rate policies and the provision of other
 
incentives to savers and to the institutions's employees. As may he
 
suggested by project implementation results, other units of these
 
institutions or other financial intermediaries may eventually be
 
incorporated into the voluntary savings mobilization effort.
 

BAGRICOLA will offer savings and time deposit accounts
 
for the first time, while the credit unions will significantly modify
 
their resource mobilization strategies. BA;RICOLA branches tentatively
 
selected are San Jo94 de Ocoa, Monte Plata, San Josd de las Matas and Rio
 
San Juan. Credit ,tnions tentatively selected are Ainor y Paz (Cotuf),
 
Esfuerzo de los Pobres (Villa Riva), San Jos6 Inc. (San Josd de las
 
Matas) and Sabaneta Novillo (Santiago Rodriguez). Further analysis by
 
the long-term technical assistance person and the project coordinator
 
will make final this selection.
 

2. Establishment of Resenarch Capability
 

The central coordinating agency of the project, the
 
Central Bank, will be responsible for establishing a permanent Dominican
 
research capability on rural financial market questions. A series of
 
coordinated, in-depth studies of formal and informal financial markets,
 
transaction costs, savings behavior and financial policies will be
 
undertaken, with technical assistance from Ohio State University.

Knowledge of the operation of financial markets in the Dominican Republic
 
is generally scanty, dated, or not focused on policy-relevant issues.
 
Informal markets are very significant, but little is known about their
 
operations. Nothing is known about the level of transaction
 
(saver-lender-borrower non-interest) costs. The determinants of savings 
behavior in the Dominican context have not been sufficiently explored. 
Local institutions with some research experience will be assisted by Ohio 
State, which has developed a worldwide reputation in this area, to 
design, undertake, and interpret the results of various field surveys and 
policy-related analysis. The actual topicq and mthodologies to be 
applied will be discuqspld, prior to the' init'itin of activities, in a 
workshop to take place soon after project approval. 
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While extensive research on savings mobilization has been
 
carried out in other countries of Latin America, particularly in Peru and
 
Honduras, this research exposes socio-cultural and economic factors which
 
are specific to countries and regions. Based upon its experiences and
 
research elsewhere, and in consultation with Dominican institutions and
 
individuals familiar with rural financial markets, the Ohio State
 
University project team has tentatively developed a research program for
 
the project. The final selection of research projects will result from
 
the workshop mentioned ana implementation will involve close
 
collaboration between the following Dominican institutions and OSU.
 

a) Central Bank
 

Both the Department of Economic Studies and the Finance
 
Department will participate in research of financial markets and
 
policies. Within the pilot project area, one possible activity is to
 
study a sample group of depositors and of non-depositors to ascertain
 
their levels of savings and institutional and service preferences.
 
Special studies of formal and informal financial institutions will also
 
be conducted, as well as policy studies of prices and financial markets.
 

b) Superior Ayricultural Institute/Center for Administration
 
uf Rural Dleveloptnent 

ISA and CADR ,will carry out field surveys to establish
 
costs of borrowing, size of deposits, and institutional relationships
 
with each type of financial institution. Based on this information and
 
research by others, ISA/CADR will prepare a series of approximately six
 
case studies on the following topics: loan delinquency and recovery,
 
liquidity management, savingg mobilization in banks and credit unions,
 
merchants and moneylenders, rotating credit societies (qanes), financial
 
costs in relation to agricultural production costs and opportunity costs
 
of money invested in agriculture. These case studies ,ill form the basis
 
of policy seminars later in the project.
 

c) Catholic llniver.,ity
 

UCMM will play a major role in the research portion of 
the pilot project. An inventory of the number and type of financial 
institutions, both formal and informal, will be made in four of the pilot 
project communities. Rural non-farm savers and borrowers will be 
surveyed and analyzed according to access and use of capital, and their 
attitudes toward and relationships with formal and non-formal financial 
institutions. UCMM will study active community organizations which can 
serve as mechanisms to promote participation in formal rural financial
 
markets. Finally, a detailed study of transaction costs,
 
client-institution relationships, and other aspects of rural financial
 
intermediaries will be completed. Members of the economic and social
 
work faculty will collaborate with students of UCMM and ISA in these
 
investigations and surveys.
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d) Agricultural Secretariat
 

The Agricultural Secretariat has completed two
 

nation-wide surveys at the farm level on agricultural credit. These
 

valuable sources of information have not yet been throughly analyzed by
 

the staffs of the statistics and economics departments of SEA. The
 

project will pay for the completion of the analysis and publication of
 
the findings.
 

e) Agricultural Bank
 

The Agricultural Bank will complete several studies
 

related to the results of the rural savings mobilization campaign and
 

transaction costs. Also, an analysis of a sample of its clients and
 

their loans will be made. This study should yield valuable information
 

on repayment problems and on criteria for the selection of credit-worthy
 
clients.
 

f) The Ohio State University
 

As part of its four-year cooperative agreement with
 

AID/Washington, OSU will provide technical assistance to the other
 
researchers on the project. This will include faculty time spent in the
 
Dominican Republic, support for OSU graduate students, organization of
 
workshops, library strengthening fir the Central Bank and sharing
 
information gained in similar projects in other countries. An initial
 
workshop will determine the nature of the collaboration with ench
 
institution. Under the cooperative agreement OSU will also undertake
 

comparative research to contrast the Dominican Republic with other
 
countries.
 

3. Information Dissemination
 

The last group of activities under this pilot project
 
will include several types of information exchange and opportunities for
 
government and private sector decision makers to analyze and, if need be,
 
change policies relating to rural f;.,ancial markets. Each research
 
institution will have an opportunity, either through seminars, workshops
 
or publications, to present its findings, interpret them and suggest
 
policy implications.
 

The project coordinatior with the assistance of OSU and
 

the Advisory Council will prepare an assessment report of the pilot
 
project results, including recommendations upon the research findings and
 

experience gained from the rural savings mobilization campaign. This
 
should be an action-oriented report with specific suggestions- for policy
 
makers and a design for a national prog,-am if the pilot project proves
 
promising.
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IV. SUMMARIES OF ANALYSES
 

A. Tnstitutional/Financial Analysis
 

Economic development is related to a country's rate of
 
domestic savings, which make possible human and physical capital

accumulation, and to the efficiency with which the savings 
flows are
 
allocated among competing investment projects. Recent views of
development have emphasized the role of financial markets 
in increasing

savings flows and in improving their allocation. Saver costs include, in
addition to the sacrifice of present consumption for the sake of more in
 
the future, the storage, handling, and other costs associated with

specific forinn of savings (inventories of inputs or of final goods,

livestock, real estate, jiwelry and other inflation hedges, etcb)

Financial savings are attractive if they reward savers for their
 
sacrifice and the transaction costs associated with them are 
low.

Liquidity, divisibility, and 
low risks are usually associated with
 
financial instruments that make them attractive means 
for holding

savings. Inflation and interest rate restrictions reduce the
 
attractiveness of financial assets. Investors, on the other hand, may

find it difficult to obtain additional resources directly from the
 
original savers. Obviously, there 
is no reason to believe that those ­
with a capacity to save are always 
those with the best investment
 
opportunities. Lack of 
information, the small size of transactions, and

other factors make it difficult for savers and investors to meet.

Financial intermediation, therefore, becomes the mechanism for
 
efficiently channelling funds from savers to investors.
 

Financial intermediation improves the saving-investment

process 
to the extent that it reduces total transaction costs. This
 
reduction is a consequence of economies of scale (which are 
substantial
 
in financial activities) , professional portfolio management, risk
 
diversification, information systems, 
term transformations and other
 
advantages of intermediaries over a direct relationship between savers
 
and investors. As 
a consequence of this reduction in transaction costs,

it becomes possible to increase the net rewards to (deposit rates
savers 

minus saver transaction costs), to 
lower the total costs of funds to

investors (interest payments plus borrowing costs) and to generate normal
 
profits for the intermediary, after the lending costs and risks have been

fully covered. Therefore, the 
success of projects associated with
 
financial activities is directly related to its impact on 
the costs of

matching savings with investments. In turn, a reduction of these costs
 
is expected 
to increase both the level of savings and investment atud to
 
promote economic growth.
 

At present, the institutions associated with this project

generate high lending and borrowing costs and, through regulation and/or

internal policy, pay low real 
rates of return to savers. As a
 
consequence they have been able to mobilize few resources and are not

allocating them in the most socially profitable fashion. 
 The project
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attempts to improve their performance in this connection. This would
 
significantly increase the profitability of these institutions above
 
their now poor levels of profit.
 

The project design attempts to encourage the participating
 
institutions to pay competitive and sufficiently attractive interest
 
rates on savings deposits mobilized, in order to significantly increase
 
their access to domestic resources. The interest rates should, as a
 
minimum, become positive in real terms. The level of nominal rates that
 

makes real rates positive wilt depend, of course, on the levels of
 
expected inflation, so that it is not possible at this time to exactly
 
predict what they should be. Given the recent levels of inflation, a
 
minimum figure would br 10 percent per annm. Given the rates that are
 
being paid in the shadow market (of at least 18 percent per annum),
 
higher rates may become necessary. In any case, participatinR
 

institutions will begin the project by pitying the maxi'tim rates presently
 
allowed. The results from the pilot project mnay indicate the need to
 
revise these interest rate levels and the accompanying research may
 
suggest the possible benefits of adopting other interest rate policies.
 

Moreover, the participating institutions will.attempt to
 
increase the net rewards to savers through promotional incentives such'as
 
gifts, lotteries, prizes, etc., as well as through reductions in. saver
 
transaction costs. While some of these measures will increase the cost
 
of funds for the participating institutions; it is expected th't these
 
additional costs will he more than compensated by the increased level of
 

operations and by the profits implicit in the more efficient portfolio
 
management that will be promoted by the project.
 

1. Agricultural Bank
 

As of December 31, 1982, the paid-in capital of the
 
Agricultural Bank was RD350,000,000. Total assets amount to
 
RD4318,038,555. This asset accumulation has been the result of
 
government contributions, access to the Central Bank funds and to
 
international donors. BAGRICOLA has never mobilizec, domestic resources
 
through deposit services. Its extensive network of brancheL and satelite
 
offices throughout the country provides an ideal vehicle for penetrating
 
the rural savings market. The existence of such branches could make
 
savings mobilization possible with a relatively small incremental cost
 

outlay. Such domestic resource mobilization is urgent, given the growing
 
liquidity problems of this bank. These IAquidity problems reflect a poor
 
credit portfolio, high delinquency and high losses due to subsidized
 
credit operations.
 

Commonly used criteria of financial analysis suggest that
 
BAGRICOLA is in poor financial health. At least 32 percent of total
 
loans have some delinquency problem. If accounts receivable resulting
 

from unrecoverable loans under the Agrarian Reform Program are added, the
 
portion of the portfolio which is in trouble reaches 46.4 percent.
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even as measured at present, the bank's profitability is
Moreover, 

marginal at best. One of the major challenges of this project will be to
 

promote changes in BAGRTCOLA's financial and portfolio management that
 

would make it a viable institution. Savings mobilization at the four
 

branches associated with the project will have only a marginal impact of
 

costs and on profitability, but the leverage that this effort could have,
 
in terms of improved procedures, could be very high.
 

If at the outset of the project savers are paid at least
 

the maximum allowable interest rates under the present regulations (that
 

is, 6 percent for savings and 10 percent for time deposits), plus
 

additional promotional incentives amounting to two to six additional
 
percentage points, financial cost for BAGRICOLA would be 12 percent per
 
annum. However, given a reserve requirement that will he imposed on
 
deposits by the Monetary Bioard, the actual cost of funds will be higher.
 
For example, if reserve reqiirempnts were set at 10 percent, the actual
 
cost of the funds would become 13.33 percent per annum. The higher the
 
reserve requirement, the higher the actuial cost of the funds.
 

The relatively high cost of the funds makes it necessary 
to adjust lending rates in order to cover for lending costs and risks and
 
generate a profit for the bank. Experience has shown that a spread in
 

the order of five percent per annum may be necessary to cover the costs
 
associated with clients like those of BAGRICOLA. This implies that this
 

bank should charge at least 18 percent per annum. This may not be
 
possible at the outset, but the project will attempt to convince the
 

authorities about the desirability of this' change. By law, BAGRICOLA is
 
permitted to charge commissions for loan administration of two percent
 

and it currently charges a one percent commissior for loan processing.
 
In addition, the law would permit BAGRICOLA to charge one or two
 

additional percentage points in commissions if'required to offset
 
increases in financial costs. These commissions may make it possible for
 
the bank to obtain a profit. However, the project provides for the
 
research activities to measure the bank's lending costs, in order to
 

introduce innovations that reduce these-costs. These investigations will
 
indicate the level at which lending rates must be set for BAGRICOLA to
 
become a profitable institution. Also, technical assistance will be
 
provided in order to significantly reduce losses due to default. The
 
ultimate purpose of the project activities is to show that:
 

a) 	 it is feasible to pay attractive interest rates to
 

savers and mobilize resources in the rura? areas;
 

b) 	 it is possible to profitably lend to rural
 
activities at market interest rates; and
 

c) 	 it is possible to improve the efficiency of
 
financial institutions in order to increase rewards
 
to savers and reduce borrowing to investors.
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The project will identify the ways in which this can be
 
done and will attempt to convince the aithori'ties that the policy changes
 
required for this to be possible are desirable. (See Annex F for full
 
text of Agriculture Bank Institution.l/ Pinancial Analysis.)
 

2. Credit Unions
 

The financial sitiiatinn of tho cooperatives tentatively
 
selected for project participation (Sabanet:i Novillo, Esfuerzo de los
 
Pobre3, San Jos6 [nc., and Amor v Paz) wa. examined on the basis of
 
limited unaudited data. These particular cooperatives had either low
 
delinquency rates, or their delinquPnt ncocuints were covered by member
 
savings or were due to specific problems (African Swine Fever or drought).
 

Their debt ranged from zero (in the case of San Jos
 
Inc.) to 66.9 percent of capital (Amor y Paz). Except for San JosA Inc.
 
savings and fixed term accounts were either non-existent or
 
insignificant. At San Josd savings accounts amounted to 27 percent and
 
fixed term deposits amounted to 18 percent of the loan portfolio. While
 
not robust when compared to other credit cooperatives elsewhere, the
 
tentati.ely selected credit unions are financially stronger than other
 
potentiil candidates investigated. An important initial effort to
 
improve their profitability and financial performance will be a
 
precondition for the savings mobilization campaigns.
 

At present, given the low level of transactions, costs 
per transaction are very high. By the same token, the potential for 
increasing the voljme of transactions is very high, without much increase 
in the existing staff. That is, economies of scale will be very 
important for these institutions. The new resources mobilized could 
increase the size of loans granted, which also' reduces transaction costs 
per loan. At present these cooperatives seem to be operating with a 12 
percent spread, which may be justified by the low level of operations.
It seems reasonable that the larger volume after savings are mobilized
 
will make it possible to operate with much smaller margins. Again,
 
testing and research will determine the most effective levels of deposit
 
and loan rates that make the operation profitable. Considerable technical
 
assistance will be provided in this connection and savings mobilization
 
campaigns will be adjusted to the findings of the technical assistance
 
effort, in order to guarantee the success of the project. (See Annex G
 
for full text of Institutional/Financial Analysis of Credit Unions.)
 

B. Economic Analysis
 

Savings mobilization is a major focal point for economic
 
growth and development, for without savings and investment economic
 
growth is impossible. This propoijed pilot project is designed to
 
mobilize financial resources and to demonstrate increased efficiency in
 
the rural financial markets. Efficiency in the financial market is
 
measured by the costs of matching savings with investment. Increased
 
efficiency in the
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financial market can contribute substantially to social and economic
 
welfare in several dimensions: (1) through a better utilization of the
 
financial 
resource base; (2) through expanded credit at a reasonable
 
borrowing cost (market rates of interest plus reduced transaction cost)

for production activities, and (3) through an increased flow of funds
 
from savers to borrowers.
 

1. Feasibility of the Project
 

The proposed savings mobilization plan addresses the dual
 
objectives of increased productivity through investment by borrowers of
 
funds and of upgrading the rural standard of living. An effective
 
savings mobilization program will also provide benefits to savers 
by

providing opportunities to accutmilate small savings that receive 
a real
 
positive rate of return.
 

The field work proposed within this project seeks to test
 
the technical and economic feasibility of savings mobilization
 
interventions to mprove the effectiveness of rural financial
 
institutions. These activities should lead to an accumulation of
 
financial capital in rural areas as 
a vehicle for deve'lopment. There is
 
evidence from A.I.D. and World Rank projects that improved savings

mobilization does generate signifi-nnt direct and indirect economic net
 
retuis. Projects carried out by the Wcrld Bank which have included
 
savings and/or credit components have showii an ex ante economic
 
rate-of-return greater thin 15 percent1 A.I.D. projects in
.
 
Bangladesh, Peru and ttonduras, also have demonstrated that savings can be
 
successfully mobilized in the rural areas of low-income countries. 
All
 
of these factors indicate the economic feasibility of the type of
 
activities to be carried out under the proposed project.
 

See following publications of the International Bank for
 
Reconstruction and Development (IBRD):
 

IBRD, "Project Performance Audit Report, India: Pubjab and Haryana

Agricultural Credit Projects (Credits 203 and 249-IN)," Report No.
 
2684 (Washington, D.C.: IBRD, October 5, 1979);
 

IBRD, "Project Performance Audit Report, India: Andhra Pradesh,
 
Tamil Nadu, and Maharastra Agricultural Credit Project (Credits
 
226, 250 and 293-IN). Report No. 2688 (Washington, D.C.: IBRD,
 
October 15, 1979);
 

IBRD, "Project Performance Audit Report, India Agricultural
 
Refinance and Development Corporation First Credit Project (ARDC 1)

(Credit 540-IN)," Report No. 2707 (Washington, D.C.: October 25,
 
1979).
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2. Savings and Investment in the D.R.
 

The average rate of growth of real GDP in the Dominican
 
economy during 1975-1980 was 4.8 pecent. With the arrival of the
 
worldwide recession in the last two years, the average growth rate of
 
real GDP has declined fr-om 5.7 percent in 1980 to 3.5 percent in 1981 and
 
to an estimated zero growth in 1982. Worsening terms of trade, mainly
 
because of low world sugar prices, caused real national income to decline
 
in 1982.
 

As can be seen in Table 1, the need for increased
 
domestic savings in the DR is large because the investment requirements
 
for rapid economic growth and development are greater than domestic
 
savings. With a steadily increased gross domestic product, the D.R. will
 
have to satisfy increased demands for consumption from the private and
 
public sectors as well as increased investment to produce future goods
 
and services. Gross domestic investment decreased from about 24 percent
 
of gross domestic product (GDP) in 1978 to 21 percent of GDP in 1982.
 
Gross national savings have decreased from about 17 percent of GDP to
 
about 15 percent of GDP in this same period. The difference between
 
gross national savings and gross domestic investment has been met by
 
external savings. External savings were about six percent of GDP in
 
1978, increased to over ten percent of GDP in 1980 due to increased
 
foreign inflows in response to the 1979 hurricane disaster, and then
 
declined to about half the level. As the economy rebounds from recent
 
stagnation, investment demand,will increase and require more savings from
 
domestic and/or external sources.
 

To increase the domestic savings rate above current
 
levels, financial markets must offer attractive real rates of return on
 
financial assests to increase the saver's desi're to hold financial
 
assests rather than inflation hedges. The GODR has authorized the
 
creation of several new financial institutions such as savings and loan
 
associations, and mortgage banks in the last 20 years. These specialized
 
financial institutions are authorized to pay higher rates of interest on
 
deposits than are commercial banks. Because of these higher interest
 
rates, deposits in these institutions have increased much more rapidly
 
than deposits in commercial banks (Table 2). Many of these institutions
 
offer positive real rates of interest in contrast to the negative real
 
rate of interest offered by commercial banks on savings deposits. For
 
example, commercial banks may pay a maximum of five percent on savings
 
deposits and 9.5 percent on fixed time deposits which results in a zero
 
or negative real rate cf return given an inflation rate of about nine
 
percent in the DR in 1982. As can be seen in Table 3, the savings and
 
loan associations, construction mortgage banks, and development finance
 
companies sre allowed to pay more on savings deposits and up to 11-12
 
percent on longer term bonds.
 

In addition to higher interest rates, these non-bank
 
financial intermediaries have been subject to lower reserve requirements
 
than those for commercial banks which are 50 percent on demand deposits
 
and 30 percent on savings deposits. According to a 1947 statute, the
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Agricultural Bank is subject to a ten percent reserve requirement on
 
savings deposits; however, this may be modified after the Central Bank
 
completes its present study of that reserve requirement.
 

Increased domestic savings are important not only for the
 
entire Dominican economy, but in particular for the agricultural sector.
 
Table 4 shows that total loans to agriculture have increased annually
 
from 1970 to 1982; however, in recent years these increases have slowed
 
down dramatically so that the inflation adjusted value of loans to
 
agriculture is decreasing rather than increasing. It is also clear that
 
the Development Finance Comp.'nies have expanded lending to agriculture at
 
a very rapid rate because of the special considerations grinted them by
 
the Central Bank. Although the Agririiltitral Bank is still the most
 
important source of agricultural credit in the country, its share of
 
total agricultural lending fins declined from ovet 75 percent in 1970 to
 
just over 50 percent in 1982. In the last couple of years, the
 
Agricultural Bank lending has increased slightly in current pesos but has
 
declined in real terms. Since none of the other financial institutions
 
have increased lending enough to offset the Agricultural Bank decline in
 
real termsi the total port. !olio to agriculture has stagnated in recent
 
years.
 

The interest rate ceilings have contributed to the
 
movement of substantial amounts of capital tothe informal financial
 
market (money-lenders, small loan companies, etc.) which reportedly has a
 
loan portfolio as large as that of the formal financial system. In this
 
informal market, interest rates of about 36 percent annually are charged
 
on loans and interest rates of about 24 percent per annum are paid on
 
deposits.
 

Since credit: unions*in the Dominican Republic are not
 
subject to the interest rate ceilings of the Central Bank, the credit
 
unions selected for the savings mobilization project are free to pay
 
market rates of interest on savings nnd to charge market rates of
 
interest on loans. Agricultural Bank, the second financial institution
 
selected for this project, is subject to an interest rate ceiling of six
 
percent on savings deposits and ten percent on fixed time deposits.
 
Assuming a ten percent reserve requirement and an estimated spread of two
 
percent for overhead on the savings activity, the marginal cost of funds
 
mobilized would be 15 percent. By law Agricultural Bank may charge up to
 
12 percent and may charge three to four points in commissions.
 
Transactions cost studies and financial analyses carried out under the
 
project's auspices will determine the annual profitability allowed by
 
these margins and may suggest to BAGRICOLA the need to substantially
 
revise its polices.
 

Interest rates on deposits are not the only consideration
 
of depositors on choice of financial institution. The experience of Ohio
 
State University in Peru and Honduras has shown that location, convenient
 
hours, quality service and confidence in the insLitutions are also
 
important to the depositor. (See Project 517-0179 files for full text of
 
Economic Analysis.)
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Table 1: Production, Consumption, Savings and
 
Investment in the Dominican Republic
 
1978-1982
 

Gross
 
Domestic Gross Gross
 
Product at National Foreign Domestic
 

Year Current Prices Consumption Savings Savings TnvestnenC
 

RD Million------------ Percent of GDP----------­

1978 4,728.4 78.7 17.3 6.6 23.9
 

1979 5,525.4 77.3 19.3 5.9 25.2
 

1980 6,649.0 86.2 15.6 10.1 25.7
 

19811 / 7,549.6 84.0 18.3 5.4 23.7
 

1982- / 8,013.7 84.0 15.4 5.4 20.8
 

Source: 	 International Monetary Fund and Banco Central de la Repdblica
 

Dominicana.
 

a/ Preliminary 

b/ Estimate
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Table 2: Funds Mobilized by Different Financial
 
Intermediaries, 1973-1982
 

Millions of RD$
 

Year Commercial Banks Savings & Loan Finance Mortgage
 

Savings Time Total Associations Corporati ,as Banks
 

1973 119.5 225.3 344.8 97.0
 

1974 159.7 202.6 361.3 131.1 0.5 3.0
 

1975 176.8 190.7 467.5 166.0 1.5 8.7
 

1976 181.4 303.2 484.6 205.6 1.8 14.8
 

1977 195.6 349.8 545.4 257.9 3.4 26.3
 

1978 211.6 321.5 533.1 311.0 8.2 50.8
 

1979 231.2 325.1 556.3 369.1 11.3 86;1
 

1980 242.3 352.6 594.9 448.9 17.6 117.7
 

1981 254.6 422.4 687.0 514.8 22.5 178.0
 

1982 303.9 500.0 803.9 602.4 36.1 238.4
 

Source: Boletin Banco Central, Divisi6n An4lisis Financiero - Estudios
 
Econ6micos
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Table 3: Number and Type of Financial
 
Institutions in the Dominican Republic
 

Minimum Maximum 
tnstitution/Instrtment Deposit Interest Rate 

Commercial Banks
 
Demand deposits - 0.0
 
Savings deposits 5 5.0
 
Indefinite time deposits 5,000 6.5
 
Fixed time deposits
 

30 to 180 days 1,000 7.5
 
180 days or more 1,000 9.5
 

Savings and Loans
 
Savings deposits ,3 6.0
 
Fixed time deposits
 

30 to 180 days 500 8.0
 
180 days or more 500 10.*0
 

Mortgage bonds of 10 years or more 100 11.5
 
Mortgage participation contracts
 

(5 years or more) 100 11.5
 

Construction Mortgage Banks
 
Fixed time deposits
 

30 to 180 days 1,000 7.5
 
180 days or more 1,000 9.5
 

Mortgage bonds of 10 years or more 100 11.0
 

Development Finance Companies
 
Administration Funds 5,000 8.5
 
Finance Bonds (commercial paper)
 

up to 360 days 500 9.0
 
1 to 3 years 500 11.0
 

Bonds of 5 or more years 100 12.0
 

Agriculture Bank
 
Savings deposits - 6.0
 
Fixed time deposits (180 days minimum) 10.0
 
Securities (Tftulos, Valores) 12.0
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Minimum Maximum
 
Institution/Instrument Deposit Interest Rate
 

Industrial Promotion Corporation
 
Securities (Tftulos, Valores) 
 12.0
 

Worker Savings Bank
 
Savings deposits 6.0
 

Workers Bank
 

Demand deposits - 0.0
 

Savings deposits 5 6.0
 

Indefinite deposits 59000 6.5
 

Fixed time deposits
 

30 to 180 days 500 8.0
 

180 or more days 500 10.0
 

Administrative funds 5s000 8.5
 

Bonds of 5 years or more 100 11.5
 

Mortgage bonds of 10 years or more 100 11.5
 

Institute of Development and Cooperative Credit
 
Securities (Tftulos, Valores) 12.0
 

Source: Banco Central de la Repdblica Dominicana
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Table 4: Outstanding Loans to the Dominican
 
Republic Agricultural Sector by
 
Formal Lenders, 1970-1982
 

(End of Year Balances in Millions of C',rrent Pesos)
 

Dominican Development
 
Agricultural Commercial Development Finance
 

Year Total Banks Banks Fotindation TDECOOP Companies
 

1970 78.4 61.2 15.5 0.4 0.6 0.7 

1971 82.2 62.7 16.2 0.5 0.8 2.0 

1972 85.1 58.7 21.1 0.5 0.9 3.9
 

1973 104.5 64.0 34.5 0.8 1.5 3.7
 

1974 128.9 76.6 46.9 1.5 0.8 3.1
 

1975 166.4 84.7 61.9 1.7 0.8 17.3
 

1976 174.5 90.4 61.9 2.4 1.7 18.1
 

1977 209.3 106.9 73.1 2.3 1.6 26.3
 

1978 239.2 136.3 67.4 2.9 2.3 30.3
 

1979 296.2 175.7 77.1 1.6 2.3 39.5
 

1980 362.4 225.3 89.0 2.2 2.3 43.6
 

1981 393.5 247.5 91.1 1.6 2.3 51.0
 

1982 425.6 249.6 102.3 1.2 2.3 70.2
 

Source: 	 Banco Central, Boletfn Mensual
 

and Depto. Financiero
 

C. Social Soundness Analysis
 

Several aspects of the circulation of savings and credit in the
 
Dominican Republic are relevant to this project. (1) More savings are
 
mobilized in urban centers such as Santo Domingo and Santiago de los
 
Caballeros than in rural centers and the countryside. (2) Access to credit is
 
also greatest in the urban centers. (3) There is a net transfer of capital
 
from rural to urban areas. (4) The poor have less access to credit and savings
 
services of formal financial institutions. The major implication flowing from
 
these facts is that current financial markets penalize rural areas, especially
 
rural poor, because of limited control by rural populations over their savings
 
and because of limited organizational capacity to service their needs. The
 
savings mobilization project is designed to begin to remedy this problem.
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1. Beneficiaries
 

The most immediate beneficiaries of the project will be
 
local savers and borrowers in rural areas. Savers will benefit from
 
increased access to a greater number of alternative institutions in which
 
to deposit their savings. The Agricultural Bank has not previously
 
accepted savings deposits and many cooperatives give priority to
 
marketing and produc'ion activities to the exclusion of savings.
 
Borrowers, includingfarmers, will benefit by access to n greater volume
 
of credit for production and marketing activities. The relatively high
 
demand for high interest credit in the informal market by small farmers
 
and rural poor suggests a need to expand the volume of credit available
 
to them. The participating credit unions and the Agricultural Bank will
 
be strengthened by increased volume of capital and decreasing their
 
operating dependence on external sources of capital. Indirect
 
beneficiaries are the businesses and inhabitants of local communities who
 
enjoy the benefits of multiplier effects of increased flow of capital
 
produced by use of the savings. They are represented by intermediate and
 
final purchasers of increased production, individuals who take jobs
 
created by productive use of increased savings, and other members of the
 
communities, because strengthened financial institutions enhance the
 
development potential of the entire cormnunity.
 

2. Participator Profile
 

There is considerable variation in the socio-economic
 
conditions of future project participants. Esfuerzo de los Pobres,
 
Sabaneta Novillo, and Amor y Paz cooperatives mostly serve small farmers
 
and middle income men and women. San Josd primarily serves urban
 
residents, including around 400 who are temporarily employed in the farm
 
sector, but its clientele includes many small tarmers. Neither the
 
cooperatives nor the bank offices are likely to serve the poorest classes
 
such as day laborers and charcoal producers who lack collateral and exint
 
at a subsistence level. Manngers are conscious of the need to balance
 
service orientation with viable business practices.
 

The biggest losers will probably be in the informal
 
credit markets. Increased savings will make it possible for borrowers to
 
turn less often to money le'iders for capital to carry out essential
 
production activities and .o handle crisis situations such as family
 
illness and death. Similarly iano and ither informal rotating credit
 
and savings activities will tend to disappear. Transfer of capital from
 
these markets to the Agricultural Bank and cooperatives will be hastened
 
by satisfying non-credit needs of members such as game participation and
 
social interaction.
 

Participating institutions are committed to the project.
 
The Central Bank is concerned that up to half of all savings and credit
 
transactions occur in the informal market. It wishes to learn more about
 
this market and eventually to correct distortions which will make it
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possible to transfer this capital 
to the formal market. An indication of

the Central Bank's commitment to the project is its willingness to
 
provide a technician to coordinate the project, and to provide office
 
space and other research inputs.
 

The Agricultural Bank is anxious to 
initiate savings mobilization
 
activities in all of its regional offices and cooperatives have already

undertaken independent savings mobilization campaigns. Rather than lack
 
of commitment, a major problen may be one of orderly organization and
 
phasing of project experimentation, feedback of results and program
 
adjustment.
 

3. Participant Involvement
 

The Central Bank, the Agricultural Bank and FEDOCOOP will
 
be involved in project development, implementation and evaluation.
 
Opportunities for local decision making will he greater for the
 
cooperatives than for the Agricultural Bank. Cooperative members occupy

formal leadership positions. They execute savings and lending policies
 
determined by democratic assemblies of the members. Agricultural Bank
 
branches are more subject to policy decisions made in Santo Domingo.
 

If similar to those used in other Latin American
 
countries such as Peru, savings incentives used in the savings

mobilization campaigns will probably elicit popular support. 
 Higher

interest rates paid on deposits, raffles and lotteries are likely to
all 

capture the fancy of savers. 
 The latter build on local customs. There
 
is greater flexibility for adjusting these incentives to motivate 
savers
 
in the cooperatives. However, with the proper incentives, branch offices
 
of the Agricultural Bank may 
secure more savings because of perceptions
 
that it is a stable, national, and government Financed institution. In
 
some cases, cooperatives will have to overcomde member
 
apprehensions that derive from past cooperative failure and mismanagement.
 

4. Socio - Cultural Feasibility
 

The major obstacles to succesful completion of the
 
project is inadequate administrative and management capacity. Savings

mobilization in Peru and other Latin American countries showed that 
an
 
effective campaign will mobilize considerable savings. A major problem

is efficiently and effectively managing these savings. This requires a
 
tightly defined administrative procedure and considerable management

expertise. 
 The Agricultural Bank has previously concentrated on lending

activities and will need to create a procedure to handle savings

deposits. The project includes cornrierable technical assistance to the
 
Agricultural Bank. In addition, the Bank will be able to borrow
 
adminiitrative technology from the commercial banking sector.
 
Cooperatives vary greatly in their capacity to manage savings.
 
Management capacity should be a major criterion used to select pilot

project participants. With adequate technical assistance, managers
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should be able to handle the increased savings adequately. However, the
 
project must also assure that sufficient technical assistance is provided
 

to FEDOCOOP to increase its capacity to provide adequate technical
 
assistance to other cooperative affiliates prior to their initiation of
 

sizeable savings mobilization campaigns.
 

It will be important to monitor project impact on
 

productive activities of agricultural borrowers and savers. Increased
 
interest rates on savings results in increased interest rates on loans.
 

The latter may raise costs of production. It should be determined
 
whether'increased availability of capital at the new rates from project
 

lending institutions generates significant decreases in use of capital
 
provided by money lenders and other high interest rate sources.
 

Considerable variation exists in the orientation of
 
cooperatives and bank managers towards their clientele. There is a need
 
to balance the desire to serve clientele with the need to maintain
 

financially viable institutions. This is especially true for the
 
cooperatives which experience more direct membership participation in
 
policy and decision making. Interviews with managers of pilot project
 
institutions suggest that they are aware of the need for balance and are
 
committed to protecting member interest by maintaining financially via~ble
 
institutions.
 

5. Project Impact
 

Inadequate management and administrative capacity is the
 
Achilles' heel of the project. It is likely that succesful savings
 
mobilization campaigns by pilot project participant institutions will
 
generate similar activity in other institutions, especially because the
 
Agricultural Bank and FEDOCOOP coordinate other branch affiliates and
 
other savings and credit cooperatives, respectively, and because of the
 
current dearth of capital from other national sources on which they have
 
previously depended. The major danger is that savings mobilization
 
campaigns will spread too rapidly to other institutions. It will be
 
important for the Agricultural Bank and FEDOCOOP to control tie process
 
by requiring that adequate management and administrative procedures be in
 
place prior to permitting campaigns to be carried out by other member
 
institutions. Adequate technical assistance by these national entities
 
to their affiliates will be essential.
 

Techniques uspd to mobilize savings are compatible with
 
existing customs and traditions. Currently, rural inhabitants
 
participate in raffles, lotteries and other games sponsored by the
 
government, local institutions and informal groups such as sanes. The
 
savings mobilization campaign will provide participants with
 
opportunities to satisfy these needs to a greater extent in the formal
 
financial market.
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Benefits will extend beyond the life of the project.
Monitoring and evaluation research will 
improve savings mobilization
 
techniques and efficient 
use of capital in future programs. Capital

generated by campaigns will be rotated to other production activities,

thtis guaranteeing significant development multiplier effects. 
 The
 
Agricultural Bank and FEDOCOOP will 
implement campaigns in other
 
affiliates to 
increase capital available for production activities, and
 
the Central Bank will adjust interest rates and other financial
 
instruments based on 
research findings.
 

6. Ongoing Social Tmpact Assessment
 

Maximization of project impact 
on the public serviced by
the participating cooperatives and Agricultural Bank branches and on
 
national policy will require continuous monitoring of changes 
in the
formal and informal credit markets affected by the project. On-going

research has 
been programmed w.ith the participation of the Economic
 
Studies Division and Finance Departments of the Central Bank, the

Catholic University Madre y Maestra (UCKM) 
 through its Economics and
 
Social Work programs, the Superior Agricultural Institute (ISA) in
 
Santiago, and the Agricultural Secretariat (SEA).
 

Among the topics slated for study are 
initial mapping and
later monitoring of changes in formal and 
informal credit markets in
 
study communities, patterns of participation of rural populations in
financial markets, and studies of local community organizations that can
 
be used as 
liaison between lenders and borrowers and financial
 
intermediaries.
 

Results of this research will e incorporated into credit

policy and programming in several ways. 
 ISA will prepare about six case

studies based 
on the research. 
 They will be used in seminars for
 
Agricultural Bank officials, cooperative employees and other credit
 
personnel. 
 A series of workshops are scheduled to discuss and
 
disseminate research by the project coordinator who will be responsible

for overall coordination of the research and who will report and discuss

research findings with policy making personnel. (See Project 517-0179
 
files for full text.)
 

D. Administrative Analysis
 

An analysis of the administrative aspects of the Rural Savings

Mobilization Project necessitated considering each organization in much

broader terms. Consideration of the status of autonomy, relationships

between institutions, legal ramifications under existing monetary policy,

performance history, prior use 
of resources, level of interest and
 
management capability we-e among the factors considered in the process

for selecting institutions compatible with the intent and aims of the
 
program.
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Because this project contains both demonstration and research/
 

study components, consideration was also directed toward assuring the
 

maintenance of research/study integrity.
 

The economic status of the locale, extent or lack of
 

competition, level of assessed management capability, and relationship to
 

the availability of technical and advisory resources were the major
 

factors considered in the selection of specific sites for carrying out
 
one or both (demonstration and/or research) aspects of the project.
 

1. The Selection Process
 

A number of existing institutions which might eventually
 
participate in a savings mobilization program were identified. However,
 
at this time they are not included because of such factors as location,
 

clientele, legal restrictions, etc. Nevertheless, some of these
 
institutions may be included in the future, if the implementation and
 

research efforts show this to be desirable. These institutions included:
 

a. Commercial Ranks: Because of interest rate
 
controls, high reserve requirements and cost of working with small
 
depositors in rural areas, they have had little involvement with the
 
rural economy.
 

b. Development Finnncieras: Because of urban locations
 
and orientation toward reliance on cheap external resources (provided
 
primarily through FIDE), they were not considered for participation at
 
present. Since these financieras are important in financing large scale
 
agricultural projects, some of them may be incorporated at a later stage.
 

c. Dominican Deveiopment Foundation: May be a
 
candidate for future consideration if legal constraints are removed. At
 

present, FDD is viewed primarily as a social service oriented institution.
 

6. Savings and Loan Associations: They were not
 
included because of orientation to housing, although studies of rural
 
financial markets might reveal other operations by these institutions
 
that might fit the project.
 

e. Small Loan Finance Companies: Possibly could be
 
included if initial studies of informal rural financial markets show the
 
extent of the rural operations and potential for savings mobilization and
 
rural credit.
 

f. Exchange Houses: Possibly could be included after
 
initial studies of informal rural financlal markets show they'have
 

potential for rural savings and credit operations.
 

The institutions selected have some potential to
 
successfully participate in and facilitate the'demonstration, testing,
 
research/study and dissemination components of the proposed rural savings
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mobilization program. The Central Bank, because of its established
 
position and regulatory role, will he the lead counterpart institution
 
for this project and will work with five other agencies selected for
 
their specific capabilities, responsibilities or interest in the
 
project. These other institutions include the Agricultural Bank and the
 
private sector Dominican Federation of Savings and Credit Cooperatives.
 
These institutions would have the primary responsibility for the
 
demonstration/testing phase of the savings mobilization activity. The
 
Catholic University Madre y Maestra, the Superior Agricultural Institute
 
and the Agricultural Secretariat were selected becuise of their ability
 
to undertake primary responsibility for the field research activities.
 
All these institutions are accustomed to receiving technical assistance
 
and training and BARICOLA and FEDOCOOP already have credit and training
 
programs for the rural population. Overall assistance both in the
 
implementation of the savings mobilization effort and research activities
 
will 	ba provided by Ohio State University.
 

2. 	 The Apex Institution - A Focal Point for Coordination:
 
Central Bank
 

The Central Bank, created in 1947 as an autonomous
 
institution, has the objective of promoting and maintaining the most
 
favorable monetary exchange rate and credit conditions for development
 
and stability of the national economy and regulation of the monetary and
 
banking system of the country. The Governor holds the highest position
 
in the Central Bank and presides over the meetings of the Monetary Board
 
(Junta Monetaria). The Central Bank is a highly respected institution
 
with 	a well trained professional staff. Of the twelve Bank departments,
 
the Department of Finance and the Department of Economic Studies have
 
responsibility for implementing or regulating policies that are directly
 
related to the success of the project. Both departments have actively
 
contributed to the data base used in developing the overall
 
implementation plan and project paper and desire further involvement.
 

The rationale for working with the Central Bank as one of
 
the primary implementing agencies lies with the prominent position of the
 
Bank as an intermediary between government institutions and the private
 
financial intermediaries. One of the expected outcomes of the project
 
are reports atid studies that could suggest the beneficial effects to the
 
Dominican Government of the liberalization of interest rates and revision
 
of other financial policies. The Central Bank as a primary link to the
 
Monetary Board is then the appropriate institution in the dissemination
 
of policy related information resulting from the project.
 

3. 	 Demonstration Testing Rural Savings Mobilization
 
Techniques
 

The rationale for working with both FEDOCOOP and
 
BACRICOLA stems from the need to strengthen financial institutions within
 
the Dominican Republic capable of delivering services to the rural poor.
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FEDOCOOP views rural credit unions as potential major
 

vehicles for stimulating rural economic development. BAGRICOLA has the
 

mandate of providing credit facilities to promote the growth and
 

diversification of agricultural production in order to improve the living
 

conditions in the rural areas and thus contributing to economic
 
The role of both institutions should be
development in the 	country. 


to increase their long-term capabilities to address
strengthened so as 

This should be particularly true
the financial needs of the rural poor. 


in areas where no other formal financial institutions are present.
 

However, this should not be carried to such extremes that the value or
 

effect of competition cannot be adequately studied.
 

(I) FEDOCOOP
 

Among the strongest of the cooperative institutions
 

is the Dominican Federation of Savings and Credit Cooperatives
 
(FEDOCOOP), which has been in existence since 1949 (with legal official
 

status since 1953). In 1976 FEDOCOOP had 110 affiliates with a loan
 

portfolio of RD3361,O00, which grew rapidly to RDJ3.85 million in 1981.
 

A substantial portion of the Federation loan portfolio has been directed
 

to agricultural production and related activities, and it has been
 

effective in providing credit services to small farmers, in particular
 

those who are not served by other formal linancial institutions. In
 

recent years, both individual credit unions and the Federation have been
 
experiencing difficulties in loan recovery. There is an additional
 

problem related to inadequate financial planning and management
 

capabilities within both the Federation and its affiliates. Addressing
 
this problem in the pilot areas is considered an essential part of the
 

implementation program.
 

FEDOCOOP is reorganizing and seeking to improve its
 

ability to attract more qualified staff through a general reduction of
 
services and staff, and higher salaries for more qualified individuals.
 

A U.S. citizen with a master's degree in finance is now finance
 
manager. He previously worked four years for FEDOCOOP as a Peace Corp
 

Volunteer. FEDOCOOP is heavily dependent upon the Peace Corps for
 

provision of consultants and accounting technicians to member
 

cooperatives.
 

The selected credit unions all have relatively
 

strong managers, they were aware of the need to pay and charge real rates
 

of interest. Accounting capability requires improvement since monthly
 

balances and income statements will be required. This will place
 

considerable strain on the accounting capabilities of all four
 

cooperatives.
 

The ability to collect loans in most of the
 

cooperatives has not been demonstrated, since even low delinquency rates
 
are the result of conservative lending practices. Members could borrow
 

only 75 percent to 100 percent of their own shares, or shares ot other
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members who have agreed to secure the loan. These conservative policies
 
are due to the poor rate of loan collection either in their own or other
 
cooperatives.
 

A major part of the technical assistance effort will
 
be directed towards improving methods of delinquency control, collection
 
analysis of delinquent and non-delinquent loans and lending procedures.
 
The importance of developing management and administrative skills at the
 
local credit union level cannot be overstated, and must be an identified
 
component of this project.
 

BArRICOLA(2) 


The Agricultural Bank was created in June of 1945
 
and presently has 31 branches and 53 satellites offices. The bank
 
portfolio grew from RD448 million in 1964 to RD3250 in 1982, while
 
formalized loans went from RD424 million to RI)134 million in the name
 
period. During the years of 1979-82 approved loans averaged RD4159
 
million, of which RD4127 million was disbursed and RD488 million (70%)
 
recuperated. The annual expenses in the same period averaged RDI!5
 
million and the collected interest on loans was RD413.5 mi.llion. The
 
bank, operating with subsidized interest rates and performing a 
combination banking/social welfare role, will not make profitable
 
operations even under the best of circumstances.
 

Recognizing the seriousness of its delinquent
 
portfolio the current BAGRICOLA administration initiated an immediate
 
action to collect on past due debts and improve its liquidity position.
 
A savings mobilization program in a national scale, the adoption of
 
commercial banking criteria and a review of its'interest rate policy are
 
complementary actions included in BAGRICOLA's immediate future plans.
 
Inclusion of Agricultural Bank participation in the pilot demonstration
 
phase of the project will assure that large resource expenditures
 
proposed in the future will be more effectively used.
 

4. Institutional Capabilities of Implementing the
 
Research/Study Phase 

a. Catholic University
 

The Universidad Cat6lica Madre y Maestra (UCMM) is 
widely recognized as a high quality educational institution in the 
Dominican Republic. Founded in 1962 in Santiago de los Caballeros, the 
Dominican Republic's second city, the university has grown stcadily over 
the two decades of its existence. Today it-offers degree programs in 
eighteen fields and technical level programs in twelve others. UCMM also 
partly staffs the management program in agriculture at the Superior 
Agricultural Institute (ISA). The student population now numbers around 
7,000 and among its full-time faculty, numbering over 150, seven percent 
hold doctoral degrees and 61 percent master's degrees. The university 
has been fortunate in the dynamic quality of its leadership, which 
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enables it to attract and hold good faculty and to attract many of the
 

ablest students in the Dominican Republic. The UCMM offers an
 

undergraduate program in economics and business administration at the
 

Santiago campus and a master's degree program in agricultural economics
 

at the Santo Domingo campus. UCMM is ideally suited to carry out field
 

surveys in savings mobilization project areas and to analyze and prepare
 

reports on the field surveys. The library and computer facilities are
 

adequate for these studies.
 

b. Superior Agricultural Institute
 

The Superior Agricultural Institute (ISA) was
 

founded in 1962 by the Development Association, Inc., with funding from
 

AID, the GODR, and private sources. The Association is made up of
 

prominent businessmen, primarily from the Cibao, who have a keen interest
 

in the development of the Dominican Republic. At the time of its
 

founding, there were 12 agricultural specialikts in the country with
 

university degrees, and there were no ngricultural schools at the high
 

chool level offering degree programs. ISA was founded with the
 

objective of overcoming these scarcities. 'Beginning in 1962, it provided
 

a 3-year high school level program in agriculture, and in 1968, the
 

2-year university program in agriculture began. Now there are nine areas,
 

of concentration at the university level as follows:
 

- Agricultural Economics
 

- Irrigation Systems. 
- Horticulture
 

- Agrarian Reform Administration
 
- Forestry
 

- Agricultural Mechanization
 
- Agricultural Education
 
- Food Technology
 

- Agrobusiness Administration
 

Currently, there are some 260 university students
 

and 110 high school students enrolled, and by 1985 ISA expects these
 

numbers to increase to 500 and 200 reepectively, with faculty of 45
 
professors.
 

ISA currently has an AID Project to establish a
 

Center for Administration of Rural Development (CADR) for rural
 
ISA's
development management training based on the case study method. 


agricultural economics staff and CADR, working jointly ith UCMM will
 

focus their efforts on the field research studies and the preparation of
 

case studies on the behavior of informal.financial markets, loan
 

delinquency and recovery, savings mobilization, and liquidity
 

management. This will be a major factor in the successful inI( mentation
 

of the research portion of the project. It would also enable the
 

agricultural faculty to assert a more positive role in the formulation of
 

policies critical to the agricultural sector.
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c. 	 Agricultural Secretariat
 

The Aricultural Secretariat (SEA) has been involved

in substantial field surveys 
in the past. This existing data and the
 
further analysis of it will provide an essential data baseline for
 
evaluating progress in the demonstration areas when coupled with the
 
research/studies planned within the framework of the project.
 

d. 	 Economic Studies and Finance Departments, Central
 
Bank
 

The Central Bank's Economic Studies Department plays

a key role in the research segment of the proiect. The division has
 
in-house capnhilities for corrying out 
research, and is responsible for
 

'the technical review process of all studies that are 
to be presented to

the Monetary Board for consideration. The Finance Department also has
 
data management and research capability that will be used by the project
 
through the Project Coordinator's Office.
 

e. 	 Ohio State University
 

The leading role of Ohio State University in the
 
area 	of rural financial markets is recognized worldwide. 
 Under the
 
USAID/OSU cooperative agreement on Rural Savings Mobilization, as well as
 
this project, and important portion of the-Rural Finance staff time will
 
be devoted 
to the savings campaigns and research activities. These will
 
be undertaken through close interaction between Ohio State and the other
 
participating agencies.
 

(See Project 517-0179 files for full text of
 
Administrative Analysis.)
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V. PROJECT IMPLEMENTATION PLAN
 

The project implementation strategy is to work with public and
 
private sector entities I/ to address the constraints in the program for
 
mobilization of savings in rural 
areas. The project will focus on
 
inducing increased rural participation/investment in formal rural
 
financial institutions.
 

The overall strategy will be carried out through three types of
 
activities:
 

.A. Project Coordination and Management
 
B. Demonstration/Testing
 
C. Research Studies and Evaluation
 

A. Project Coordination and Management
 

The 	Central 
Bank will be the Grantee and the main Dominican
 
counterpart institution for this project. 
 Its 	role will be in part to
 
coordinate, monitor and evaluate the savings mobilization activities. In
 
addition, it will carry out studies of rural 
financial markets, both
 
formal and informal, and it wilt C'onrfdinnte the research activities
 
carried out by the other institutions.. It will also hold workshops and
 
seminars to disseminate the results of botih 
 the savings mobilization
 
activites and the rural financial markets studies 
to financial
 
institutions, as well as to GODR institutions responsible for 
financial
 
market policies. In addition, e final report will synthesize and
 
articulate the results of various project elements 
as an overall
 
assessment of the savings mobilization project.. This report will present
 
a strategv for expanding the program nation-wide. Thus, the studies to
 
be carried out will focus on issues that are 
important for the effective
 
implementation of savings mobilization activities and 
on issues that are
 
significant for improvements in government policies.
 

A project coordinator's office will be established in 
the
 
Central Bank arid will serve as the unit responsible for the disbursement
 
of the monetary (local currency) and technicai resources provided under
 
the bilateral project agreement. The day-to-day administration and
 
management to support the implemeitation plan of the various
 
participatory agencies will be 
under the direct supervision of a
 
Dominican Project Coordinator. This office (established for the life of
 
the 	project) will be 
a unit within the Central Bank and will function
 
under the general auspices of the Central Bank Manager. Support and
 
technical guidance will be provided through a direct 
line association
 
with the Department of Finance :nd Department of Economic Studies.
 

1/ 	See following Administration and Management Profile for project
 
structure and institutional relationships.
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Integration of policy making institutions will be accomplished
 

through the formation of a Rural Savings Mobilization Project Advisory
 

made up of representatives of the
Council (RuSaMAC). This council, 


Central Bank and Technical Secretarint of the Presidency, will provide
 

guidance to the project coordinator in carrying out the aims of the
 

project.
 

The main outputs of the RuSaMAC will be:
 

Timely and direct access by Dominican policy-makers to
1. 

information relative to'monetnry policy, and
 

2. 	 Wider dissemination of information to public and private
 

sector bnnking community.
 

Participating public and private sector institutions
 
will form an
(Agricultural Bank, FEDOCOO', SEA, UCMM, and ISA) 


operational.group that will work in conjunction with the coordination
 

unit for the project. The primary responsibilities of the institutional
 

a well integrated management of the
representatives will 	be to assure 

use of both internal and external resources, and a
project, coordinated 


wide dissemination of the results of the project accomplishments and
 

include sufficient funds to cover
resear.ih findings. The project will 

incidentals for the institutional
travel expenses, lodging and 


in the
representatives to facilitate their participation and support 


Advisory Council and the operational group.
 

The project will also provide the local currency costs for
 

Foreign exchnnge resources will
coordinator and secretarial salaries. 

provide for a long-term l.S. Rural qnving Mohilization and Mnnagement 

Specialist and additional financiail minrkets expertise. Two vehicles and
 
use by the
limited commodities will he provided to the Central Bank for 


Coordinator's Office to facilitate its management and advisory function
 

in the field.
 

B. 	 Demonstration/Testing, Administration and Management
 

The project will begin with the definitive selection and
 
four Agricultural Bank
preparation of possibly four credit unions and 


Branches I/ to begin savings mobilization activities. Studies of rural
 

financial markets, especially informal markets, will be started with the
 

intention of improving tho implementation of the savings mobilization
 

activities and toward adjustments in government policies, especially
 

within the Central Bank.
 

Further analysis, once the project is initiated, may lead to
 

the exclusion or substitution of some of the tentatively selected credit
 
unions and Agricultural Bank branches.
 

I/ See attached map for tentatively selected pilot demonstration sites.
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i. 	 BAcnICOLA
 

The Agricultural Bank has indicated strong interest in
 

for clients, which it currently does not
providing deposit services 

have. The project will provide technical assistance to develop such
 

least four branches. The technical assistance will focus
services in at 

that are positive
on the importance of paying interest rates on deposits 


in real terms and competitive with other financial institutions, and on
 

providing rapid and convenient service for depositors with a minimum of
 

paperwork and other formalities. The technical assistance will also deal
 

with liquidity management to meet possible depositor withdrawls and
 

rates of interest that are adequate
on-lending the deposits captured at 


to cover interest and other costs of mobilizing these deposits. Of the
 

Plata,four Agricultural fank branches tentatively selected, three (Monte 

R(o San Juan, and San .osA de Ias Matas) are located where there is 

currently no other formal financial institution. San Josd de Ocoa has 
institution.competition from a commercial bank and a savings and loan 

The selection provides deposit services in three rural areas where none
 

currently exist, though BAGRICOIA will need to learn to deal with
 

competition from other financial institutions. Promotional campaigns
 

will then be tried based on appropriate publicity, raffles and other
 

prizes for depositors, and incentives for employees to encourage more
 
so
aggressive savings mobilization. Workshops will also be held 


employees at the different branches can exchange information about
 

problems encountered and accomplishments, so that savings mobilization
 

activities can eventually be extended to other branches.
 

In addition to technical assistance, the project will
 

provide some support for office equipment to handle accounting for
 

deposits, and partial financing of the initial.promotional campaigns.
 

2. 	 FEDOCOOP - Credit Unions 

It is anticipated that the preparation of the selected
 

credit unions to implement savings mobilization activities will be a more
 

lengthy process, because these institutions are less developed and have
 

fewer financial and human resources. Three credit unions have been
 

tentatively selected to participate (Snbaneta Novillo, Esfuerzo de Los
 

Pobres, San Jos6 Inc.) that are affiliated with FEDOCOOP and one (Amor y
 

Paz) is not affiliated with FEDOCOOP. The selection criteria were credit
 

unions in rural areas where a majority of the members are engaged in
 

farming, credit unions that have reasonably low loan delinquency, and
 

those not overly committed to activities other than savings and credit,
 

such 	as marketing. The Peace Corps in the Dominican Republic has agreed
 

to collaborate with the project by providing volunteers to work on
 

savings mobilization with selected cooperatives. The volunteers will
 

take on the additional function of training credit union employees in
 

administration and management. In addition, one or two of the new
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volunteers scheduled to arrive within the next 
four months could be
 
specialists in savings mobilization and will work with additional credit
 
unions. A Dominican administration and management specialist will assist
 
FEDOCOOP and be paid through project local currency resources. This
 
specialist, the long-term U.S. advisor, and short-term consultants will
 
address the major problem area - the lack of administrative and
 
management skills within the credit unions and FEI)OCOOP. 

The cooperatives will he introduced to the types of
 
campaigns used elsewhere. Ideas and suggestions from the cooperatives
 
will 	be utilized to assure that the campaigns have considered local
 
conditions to gain the full support of the cooperatives.
 

Subjective feelings about when was the best time to run a 
'campaign in Peru were not generally supported the actual databy on when
 
people added to or withdrew from their savings. Ilowever, within limits
 
i.t appears advisable to allow staff to choose the most effective times to
 
hold campaigns. At a later time the project can seek to demonstrate that
 
campaigns can be used when members have a peak demand for funds as a
 
means of obtaining funds and reducing demand for withdrawls.
 

In general, savings campaigns will contain three elements:
 

1. 	 Immediate small premiums to encourage confidence.
 

2. 	 Raffles of larger prizes with tickets for each unit 
of savings RD31l or R.15. 

3. 	 Direct premiums for large fixed deposits. 

A back-to-school campaign, for example, would offer small
 
packets of school supplies to everyone who became a member of the
 
cooperative and made the minimal savings deposit. Thep-.t costs can run to
 
1.5 percent of the deposit.
 

For cv.ry five pesos deposited tile depositor would
 
receive a raffle ticket for bicycles and other prizrs. Ilese costs can
 
be' controlled, such as one bike for each $20,000 ".obilized. Members who
 
wished to assure that they obtained a bicycle could do so by making fixed
 
deposits. If the wholesale cost of a bicycle was RD380 a member could
 
receive one immcdinLely for a deposit of 41,000 for two years. This
 
repregents about four percent cost.
 

Publicity should use all media available including
 
flyers, posters, radio, and even television.
 



47 

Incentives to employees are important to assure that they
 

fully support mobilizing resources as this will mean an increased work
 

for them. Such incentives should he significant in terms of
load 

existing salaries and be based on n percentage of all funds mobilized
 

beyond a minimal amount. The division of the incentives must be clearly
 

spelled out in advance to be a true incentive rather than a reward for
 

performance.
 

Depending on administrative capabilities a cooperative
 

could run up to three short campaigns per year. Each campaign should be
 

programmed to run two months. Very successful campaigns can he extended
 

for an additional month "by popular demand."
 

itself swamped by the-increased
Should a cooperntive find 


further campaigns will be run until administrative capabilities
funds, no 

are adequate. Loans and collectiong will be carefully monitored to
 

assure that funds are being successfully on-lent. In cooperatives where
 

funds are not being on-lent, savings promotion will be halted and
 

mobilization stopped until sufficient loans can be made.
 

The initial phase of the credit union component of the
 

the credit unions' management and
project will thus focus on 


administrative capacitv. The expertise provided will also assist in the
 

developmmnt of a credit union evaluation and selection process with
 

emphasi 'on adequate control of loan delinquency, potential ability to
 

handle the liquidity management involved in mobilizing and servicing
 

deposits, a willingness to focu.s on savings mobilization as a principal
 

activity and to make the necessary policy adjustments, especially
 

interest rates paid on deposits and charged on loans. Savings
 
soon as
mobilization activities will begin with selectpd credit unions as 


the necessary preparation has been accomplished, but evaluation and
 
long as technical
selection of additional credit unions will continue as 


assistance under the project or Pence Corps volunteers remain available.
 

The spread of savings mobilization activities to additional credit unions
 

will also be promoted by workshops and seminars to demonstrate successful
 

experiences with savings mobilization by the credit unions already
 

participating.
 

In addition to technical assistance, the project will
 

provide financial support for FEDOCOOP to expand its own technical
 

assistance capabilities, hold workihops, and support credit unions to
 

undertake initial promotion-il activities for savings mobilization.
 

FEDOCOOP and participant credit unions will be encouraged to make
 

for annual audits which should be financed out of their
arrangements 

operating funds, as a means of permanently establishing an audit
 

capability.
 

C. Research/Studies and Evaluation 

Several instituitions will participate in the studies of rural 

financial markets (RF~s). Thene studies will focus on field 

investigations of informsl financial markets in the seven rural areas 
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where savings will be mobilized. Studies of .formal financial
 
institutions will also be carried out. The main institutions to be
 
involved in the studies are Central Rank, ISA, IUCKM, SEA and OSU. The
 
activities of each institution are described in greater detail below. A
 
workshop to refine research issues, develop sampling methodology and
 
research proposals will be held before beginning the actual research
 
activities. Ohio State University will assist each institution to
 
prepare and submit its research proposal to the project Coordinator's
 
Office for approval and release of funds for the research activities.
 
Each institution will he responsible not Only for field work but also for 
analysis, report writing and contributions to seminars.
 

I. Central Bank
 

The Central lank will he the Grantee and the main
 
Dominican counterpart for this project. Ile Bank will carry out its own
 
studies of RFMi nr I will coordinate the studies carried out by the other
 
institutions involved in the project. The Bank will conduct a study of 
saving behavior among a sample of depositors in financial institutions
 
and a control group of non- depositors in project areas to determine
 
savings mobilized and preferences toward financial institutions. In
 
addition, the Bank will carry out special studies of formal and inforthal.
 
financial institutions such as commercial banks, finance companies, 
.financial market policy and price policy. The Finance Department and 
Economic Studies Department of the Bank will participate in these
 
studies. These studies will continue throughout the life of the 
project. The project will pay the field costs of the research and the
 
Bank will allocate staff time for the research topics.
 

2. ISA
 

Based on field surveys carried out by ISA and other
 
participating institutions, ISA will develop six case studies which can
 
later be used for training of employees of formal financial institutions
 
serving rural areas. The Center for Administration of Rural Development
 
at ISA ha3 experience in case study preparation and will assume the
 
primary responsibility for writing the cases. The following topics have
 
been tentatively identified for the case studies: loan delinquency and
 
recovery, liquidity management, savings mobilization in banks, savings
 
mobilization in credit unions, merchants and moneylenders, rotating
 
credit societies (sanes), financial costs in relation to total
 
agricultural production costs and opportunity costs of money invested in
 
agriculture.
 

Field surveys of depositors and borrowers will be carried
 
out in four of seven saviags mobilization project areas. The field
 
surveys will be coordinated with,OSU research efforts. The purpose of
 
these surveys is to estimate farmer borrowing costs by type of financial
 
institution, farmer deposits by type of financial institution and the
 
farmer-financial institution relationship. Other issues to be
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to three faculty of the agricultural
defined later will also be studied. tip 

Field
economics department of TSA will participate in the study of RFMs. 


study costs will be paid by the project and faculty time will be donated by
 
in the second
ISA. Two communities will be studied in the first year and two 


year.
 

3. UCMK
 

UCMM will have a major role in the study of informal financial
 

markets in the savi.ngs mobilization project areas. To further define the
 

informal and formal financial institution, as well as the number of users of
 

these institutions and the amounts deposited or borrowed, a baseline study
 
first year in all project areas. A
will be conducted by UCMM during the 


socio-economic profile of participants in formal and informal RFMs classified
 
two of the savings mobilization
by patterns of access to and use of capital in 


A profile of community
,project areas will be completed in the first year. 

seven project nrenas, which may serve as a vehicle to
organizations in all 


promote increased participation in formal rucl financial markets, will be
 
Transaction cosits, the client-financial institution
completed in year two. 


financial intermediation will be studied in
relationship and other aspects of 

four of the seven savings mobilization project areas. Two communities will be
 

faculty member from the economics department
studied each year. At least one 

and possibly one from social work will participate in the research.
 

Substantial interaction with OSU research capabilities is expected. Students
 

at UCK1, ISA, and OSU will participate in the field studies.
 

4. SEA
 

the farm level already
SEA has two national surveys of credit at 


completed but not yet analyzed. Valuable information on sources and uses of
 

credit can be obtained from analysis of this ihformntion. The project will
 

pay the costs of completing this analysis and publication of results during
 

the first year. The agricultural economics and statistics staff at SEA will
 

complete the analysis.
 

5. BAGRICOLA
 

The Agricultural Bank has carried out a sampling of its clients
 

and their loans but not yet analyzed the data. Valuable information on credit
 
can be obtained from
worthiness of clients and repayment of bank loans 


analysis of the existing information on computer tapes.
 

6. OSU
 

The Ohio State University (OSU) has a four-year cooperative
 

"Rural Savings for Capital Mobilization,"
agreement with AID/Washington on 

which began on July 1, 1982. Under this agreement, OSU will provide
 

assistance to the DR savings mobilization project. The contribution from the
 
for two graduate students
cooperative agreement will be faculty time, support 
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and organization of workshops and conferences, building library capacity atthe Central Bank and sharing the experiences learned in other countries with
 
the DR.
 

Since the cooperative agreement calls for work in four
 
countries, it can be expected that up to 1/4 
of the total cooperative

agreement resources (.4300,000 per year) will be allocated to the D.R. project. 

The USAID/DR project funds will be used to provide further
 
technical assistance on savings mobilization through an add-on to the
 
cooperative agreement with OSU. 
 The long-term technical advisor (Rural
Savings Mobilization and Management Specialist) will 
provide assistance to
 
BAGRICOLA and FEI)OCOOP, and will assist 
in the research activities.
 
Additional OSU assistance will focus on trannaction costs (borrower costs nnd
 
lender costs), lender behavior, informal financial markets, group lending, and
 
policies that 
influence the monetary s.yste'm nnd financial activities in

general, policies directed at rural finnciill markets and policies that affect
 
the rates of return that producers in rural areas expect from their
 
investments.
 

D. Project Tmplementntion Scheduhle 

The following schedule provides 
a time frame for the implementation

of major events in the project. 
 This schecule may be modified as the plan of
 
work is developed by the staff in the field.
 



M ISSING PAGE 
NO.____ 
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PROJECT IMPLEMENTATION SCIIEOULE
 

1983 1984 1985
 

1 2 3 4 1 2 34 1 2 3 4
 

Central Bank
 

Research/Studies
 
Savings Behavior 
 X X X X 
Formal Financial
 

Institutions 
 X X 
Market Policy 
 X X X X
 
Price Policy x
 

Seminars 
 X X X
 

ISA
 

Research/Studie-

Loan Delinquency
 
Recovery 
 x x 

Liquidity Management 
 X X 
Savings Mobilizntion-


Bank 
 X X
 
Savings Mobilization -


Credit Union 
 X X 
Merchants -

Moneylenders 
 X X 

Sanes 
 X X 
Farmer Loans 
 x X 

UCMM
 

Research/Studies
 
Financial 'Facility
 

Inventory 
 X X 
Participant Profile 
 x X 
Community Profile x x 
Field Studies -
Intermediaries 
 X X X X 

Seminars 
 X X 
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E. Financial Plan
 

TABLE I 

SUMMARY COST ES?!IMATE AND FINANCIAL PLAN-

Ai) Host Cointry 
USE FX L1C TIC IN-KIND TOTAL
 

Technical Assiqtance
 

Long Term US 105 25 130
 
Short Term US 260 - - 260-
Long Term DR - 95 95
 
Short Term DR 
 - 20 20 
Evaluation 15 - ­- 15
 

Commod it ies
 

Vehicles 36 - ­ - 36 
Equipment 30 - ­ - 30 

Demonst rat ion/Testing
 
Support
 

Savings Campaign 
 - - 60 - 60 
Liquidity Reserve Fund* 
 - - 100 - 100 

•Research/Study Support - - 162 - 162 

Operational/Logistical
 
Support - - 113 
 75 188
 

Dissemination/Seminars - 37 ­- 37 

Personnel Local
 

Institutions ­ - - 50 50 

Contingency 
 27 2 63 17 109
 

TOTAL 473 27 650 142 1,292
 

'1 Summary Cost Estimates do not include resources to be provided under
 
the terms of the ATD/W Cooperative Agreement with Ohio State University.
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TABLE 2 

PROJECTION OF 11OST COuINTRY CoNrRIBUTION 

(RD. 000) 

BANCO HANC() 
AC'i VTTY (FENTRAr A: II :oA'.A FI'l)C(O() !' IIM(4,1 TSA S.*A TOTAl. 

Technical Aqqiqtnnco 
(In-country Procurement) 

DR Project Coordinator 48 - - 48 

(24 pm) 
DR Coordinator Secretary 17 .- - 17 

(24 pm) 
DR Management Specialist - - 30 .- 30 
DR Short Term T.A. - 20 - - 20. 

Demonstration/Test ing 
Support 

Savings Campaigns - 30 30 - - 60 
Liquidity Reserve Fuind - 50 50 - - 100 

Research/Study Support 63 - - 42 42 15 162 

General Project/ 
Logistic Stipport 33 30 25 10 10 5 113 

Dissemination/Seminars 30 - - 7 - - 37 

Contingency 29 8 14 5 5 2 63 

TOTAL 220 138 149 64 57 22 650 
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TABLE 3 

PROJECTION OF TN-KINn CONTRIBUTION 

(RDI 000) 

Ac'rI VI TY 

1. Operntional and 
Lori.tical.Support 

2. Personnel-Local 
Institutions 

3. Contingency 

I'IlIlli-'"'~tI 'IOll 
BANC:O lHAN(l{) 

CENTRAI. A('1 O;I l A 

20 30 

15 15 

10 3 

.EA 

5 

5 

1 

PRI VATE SEIC'i'IR 

FEDOCO0 P OTHERS 

10 10 

10 5 

2 1 

TOTAL, 

75 

50 

17 

TOTAL 45 48 1l 22 16 142 



Projection of Expenlitures by Fiscal Year
 

SOURCE 

1. Technical Assistance 

FY 83 
AuR. 1. 1963 - Se.t. 30, 1983 

HOs 
AID IN-'CIN" COUTRy TOTAL 

Oct. 

AID 

1. 1984 

IN-KI. 

FY 8. 
Sept. 30, 1985 

HOST 
COU.NTRY TOTAL 

FY85 
Oct. 1, 1985- Jan. 31. 1986 

IOST 
AID IN-KIND COUNTRYCOUNTRY TOTALTOTAL 

a) Lone-Term 59 - 6 65 59 - 103 12 - 45 57 
b) ShorZ-Term 120 -" 4 124 120 - 8 128 20 - 8 28 
c) Evaluation - - - 15 - - 15 - -

2. Cornodities 

a) Vehicles 36 - - 36 ...... 

b) Equipment 29 - - 29 1 - 1 ..... 

3. Others 

a) Savings Canpaign ... 
- - 30 30 - - 30 30 

b) Licuid Reserve Fund - - 50 so - - 50 50 - - -
c) Research/Studies - - 15 is - - 80 80 - 67 67 

d) Operational andL.);istic Support 15 10 25 30 50 80 - 30 53 83 

e) Dissemination/
Seminars -- - - - 20 20 - - 17 17 

f) Personnel Local
Institutions - 10 - 10 - 20 - 20 - 20 - 20 

4. Contingency 6 5 13 24 11 8 25 44 12 4 25 41 

TOTAL 250 30 98 378 206 58 307 571 44 54 245 343 
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F. Procurement Schedule
 

AID is funding the procuirement of a long-term technical
 

advisor, short-term consultant services, evnluation personnel, two
 

vehicles and a limited quantity of office machines and supplies essential
 

for undertaking the pilot savings mobilization programs, research
 

enumeration and analyses. Consmables will he procured only in instances
 
where such items are additional to the normal ongoing operations of the
 

participating institutions. Procurement of U.S. origin advisory,
 
consultant and evaluation personnel will be done through the normal PIO/T
 
procu-ement process. The vehicles (I.S. origin) will he procured by the
 

Central Bank in accordance with AID and GODR procurement regulations.
 
U.S. funded equipment and supplieR will he procured locally by the
 
Central Bank, except where U.S. assisted procurement is advantageous
 
because of time or cost.
 

1. Technical Personnel
 

a. Dominican RSM Coordinator's Office
 

The RSM project coordinator position will be a
 
temporary position established by the Central Bank to serve during the
 
life of the project. Local currency (RD148,000) is programmed to meet
 
salary costs.
 

A bilingual secretary for the Coordinator's Office
 
wilt be hired by the Central Bank in the Dominican Republic. Local
 
currency (RDP17,000) is programmed to meet salary costs.
 

b. FEDOCOOP
 

An Administration and.Management Specialist will be
 
hired for a two-year period to assist credit union staff develop savings
 
and loan portfolio administration and managemcnt capabilities. Local
 
currency (RD45t,000 per year) is programmed.
 

c. Long-Term U.S. Technical Advisor
 

The services of a Rural Savings Mobilization and
 
Management Advisor will be procured for 24 months through the ongoing
 
AID/W - Ohio State University Cooperative Agreement (936 - 5313), Rural
 
Savings for Capital Mobilization Services. This will require an addition
 
of P105,000 to the Cooperative Agreement over a two-year period.
 
USAID/DR will retain funds (425,000) to meet locally incurred support
 
costs, i.e. housing, education, R&R, local per diem and logistical
 
support. The Grantee will provide office space, work related logistical
 

support and project related in-country travel. The selection of this
 
advisor will be done with the joint approval and concurrence of the
 

Grantee and USAID/DR.
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d. Short-Term Consultant Services 

Approximately 29 person-months of technical
 
assistance will be provided to the project over a two-year period through
 
the AID/W Ohio State University cooperative agreement. Potential areas
 
of technical assistance are:
 

Short-Term Technical Assintance
 

Subject Matter Area Year 1 Year 2 

Monetary and financial policy 2 pm 1 pm 
Rural financial market policy 2 pm I pm
 
Macro and micro savings behavior 2 pm 2 pin
 
Transaction costq of borrowers, depo.,itors
 

and lenders 2 pm 1 pm 
Group lending 2 pm I pm 
Lender behavior and financial management 2 pm I pm 
Informal financial market 2 pm 2 pm 
Rate of return in agriculture 2 pm 1 pm 
Financial Manapement 2 pm 1 pm 

These services will be procured through an additional input 
of ,251,000 to the AID/W - Ohio State Cooperative Agreement. Local support 
(i.e. office space, secretarial requirements, access to in-country travel)
 
will be provided by the Grantee and participating institutions.
 

2. Participant Training
 

Participant training may he provded under the AID/GODR 
Agricultural Training Project presently being developed. RD38,500 per year 
has been reserved for local travel and per diem for three OS graduate 
students for three months each in support of field studies to be undertaken by 
UCMM and ISA under the Central Bank's research hllocation of host country
 
funds. Payment will be made through the Central Bank.
 

Support for two Dominican students per year working toward
 
degrees in rural savings at OSU will also be provided by the centrally funded
 
ATD/OSU cooperative agreement. This will have a cost of 140,000 over a two­
year period.
 

3. Commodities
 

a. Vehicle
 

Two all-purpose type vehicles (i.e. carryalf, station wagon)
 
will be procured for the project in support of the rural savings mobilization
 
activities. Procurement will facilitate the utilization of technical and
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support services provided under the project through the Coordinator's
Office of the Central Bank. Foreign exchange ($36,000) has been reserved
 
for this purchase. 

b. Support Equipment and Supplies
 

Thirty-thousand dollars (430,000) of foreign
exchange is programmed in the project 
to finance additional equipment

i.e. savings account machines, software and consumables required to carry
out rural savings mobilization in the four Agricultural Bank branches andfour credit unions. The identification of specific requirements will be 
made during the formulation c' the first year's detailed operational

plan. Procurement will he carried 
out by the Central Bank except where
 
U.S. assisted procurement is advantageous because of time or cost.
 

4. Evaluation
 

Fifteen-thouand dollars (415,000) of project funds will

be provided to fund the external evaluation scheduled for month twenty of
 
the project. 
 ATD will procure these 4ervices under its standard
 
procurement procedures.
 

C. Monitoring/Reportinp :ind Evaluation 

Evaluation is an essential component of this project and will

be a continuing process involving GODR implementing institutions,

USATD/DR project management staff, long-term and short-term technical
 
consultant staff and an independent external evaluation team. 
 A
 
continuous evaluation process is considered essential, because the
demonstration/testing phase will he 
somewhat experimental in nature. An
 
analysis of the results and their causes 
on an ongoing basis will be
 
needed to make rational adjustments to implementation plans within the
pilot areas, and will gerve 
to develop local staff capabilities in
 
administration and management. 
 While the researnh plan is problem

specific, modifications may woll be required cnc: 
the mobilization
 
process becomes operational 
in the pilot areas. The requirement of a

scheduled quarterly report by all participating institutions (national

and 
local levels) will help expand the capabilities for planning,

administration and analysis of the 
Project Coordinator and the
 
Operational Group Staff. 

The reporting and evaluation process as outlined above will
 
enable the GODR Central Bank and Monetary Board in particular, to

understand early the ramifications of an enlarged program and any

monetary policy modification needed.
 

1. Quarterly and Annual Reports 

Quarterly reports 
for each of the first three quarter's

of the calendar year and an annual report at the close of the fourth
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quarter will be prepared by all institutions and their sub-units
 
participating in this project. These reports will be submitted to the
 

Office of the Pro.ject Coordinator, Central Bank within thirty calendar
 
days 	of the close of the of the quarter. The accepted language for
 

preparation of the reports will be Spanish. Copies of all reports will
 
be distributed by the Project Coordinator's Office to all members of the
 

Rural Savings Advisory Council in the Operational Group, with an
 

additional copy submitted to USAID. Distribution of reports to
 

institutional sub-units, i.e. branch banks, credit unions, and research
 
teams will bc the responsibilitv of the appropriate institutionjl
 

representative serving as the permanent member on the Operational Group.
 

a. Credit 1nions and RAGRI.CUA Branehes 

Quarterly and annual reports by the four
 
Agricultural Bank branches and the four credit unions under FEDOCOOP
 
should address, inter alia:
 

(1) 	New accounts opened
 
(2) 	Total new funds mobilized
 
(3) 	Actual balances of savings
 
(4) 	Loans made during reporting period
 
(5) 	Delinquency on all loans
 
(6) 	Delinquency on new loans i.e. loans made since
 

start of mobilizntion program
 
(7) 	Type and cost of savings campaigns during the
 

reporting period
 
(8) 	Discussion of problems
 

(9) 	Solution of problems
 

The exact format will be determined in consultation
 
with the support members of the Operational Group.
 

b. 	 Research Institutions
 

The institutions (UCMM, ISA, SEA, Central Bank)
 
implementing the research segment of the project will, in addition to the
 
quarterly and annual report, submit ten copies of the final research
 

papers to the Office of the Project Coordinator. The quarterly reports
 
and annual reports related to research will be prepared in a manner to be
 

research/study specific and address, inter alia:
 

(1) 	Title of Research Activity (ies)
 
(2) 	Objectives
 
(3) 	Description
 
(4) 	Accomplishments i.e.
 

(a) 	Questionaires developed
 
(b) 	Interviews completed
 
c) Status of data tabulation
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(d) Reports published
 
(e) Presentation made
 

(5) Plans for next quarter
 
(6) Problems encountered
 
(7) P.rposed solutions to problems
 

2. Consultant Reportq
 

Each short-term consultant must provide USAID and the GODR with
a report (in English) which outlines their objectives, findings, conclusions

and recommendations prior 
to 
their departure from the Dominican Republic.
 

3. Technical Advisor Reporting
 

The long-term technical advisor will provide the AID Project
Manager with an implementation status 
report on a monthly basis. This report

will address inter alia;
 

(1) Status of irplem.entation
 
(2) Problem identification
 
(3) Problem .solution
 
(4) Accompliqhments
 
(5) Activity projection for upcoming month
 

A final report will he submitted 
to AID and the GODR upon
completion of the contract 
and'will include:
 

(1) Technical analyses
 
(2) Adminiktrative and management analyses
 
(3) Progress evaluation
 
(4) Recommendations
 

4. Comprehensive Evaltation
 

The project will by. 
evaluated upon the completion of a full
calendar year's work in the implementation of the pilot rural savings
mobilization demonstration/tentinq segment. 
 It is estimated that this
evaluation would 
take place about twenty months from the date of signing of
the project agreement. An external evaluation team will he made available and
financed under funds (estimated at 115,000) reserved from the U.S. 
foreign
exchange component provided to 
the project through AID. Both the
demonscration/testing and research segments of the project will be evaluated
at this time. Participants in this evaluation procens 
will include
representation from AID/W, USAID/DR and Ohio State University, in addition to
GODR representatives. 
 The specific technical requirements and specific scope

of work of the external team will be determined by AID and the GODR four
months prior to implementation of the 
formal evaluation.
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Initial Environmcntal Exainiiit-inn: Ti,, Initial IvironmllKntal Examination 
for the projeCt, recommending a Categorical exclmu;ion dhterninatiotl waS 
signed by the Regional Einvironenztal Advisor. Your concurrence is required. 

Justification to Conr!;.s: The Project was included in the FMY84 
Coilge. iS.onal ]'rv.;eCnt ation. An Advice of 'rogram clange will need to be 
forwarded to Coitgress reflecting the chan.c in fi :cal year funds. Al so a 
relqucnt for ;cditLiouial grant funding of $75,000 for FY 83 will be scnt to 
AILD/W. 

Am ho.ri 1y: As per Redtelegarion to ti, Field No. 2 dated April 18, 1982, 
t•i,,' Ni !sion 1)J urc1lor j., ait.hori-ed to ipprovv 1'I):; not in excess of 
$.50)(,000 .;. tIil, appr'oVal Iih .tiiut )1ijoz of ILAG li'al.U 

.ecmmin datinti: ThaL yot sign ltil attached P'roject dcnt:aificat.oti ocli)oillinl 
)ee:,)et ap~l)roV~il; he a;aVJln0!; Mujh il:ia'.it ion PiD andi that. you collcurtu lhlrol 
with the recominir ,aLion for ;i i(,,al. iv, ,ievi iroimieltal det itinat ilon by 
Li;gniuig the. li.Li;iL l nirni'ii L ;il IEn;iiti Itl ivon, 

Enclosure: a/s
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Oltw: 

%\ -,,:W-.hccI.
 

SANTO DOMINGO. R. D. 

(ANO LiE LA 1lEFOrESTACION. 

1441 	 18 AGO. 1983 

Sefior
 
Philip 	R. Schawb 
Director Agercia para el
 
Desarrollo Internacional (AID) 
SU DESPACIJO. 

Ref. 	 Proyccto do Movilizaci6n
 
do Ahorros Rurales.
 

Distinguido sefior Director:
 

En rclaci6n con el asunto do referencia y t6mando cn consi­
deraci6n los csfucrzos que (sa Agencia ha venido desarro ­
llando 	 en lo qic re:;[)vct;I a la ejecuci6n del proyecto des­
tinado 	a la miovilizaci6n, de ahorros-ruralcs; hemos conside­
rado pertinente iniciar los tranmites correspondientes, me­
diante 	esta comunicaci6n, a fin do obtener una donaci6n do
 
esa Agencia por 0$500,000.00 que sirva do complemento a los
 
RD$650,OO0.00 que han sido aportados por cl Gobierno Domini­
cano, con el prop6;ito do financiar la ejecuci6n del proyec­
to indicado.
 

El proyecto para movilizaci6n del ahorro rural estd disefiado 
para demostrar Ia fictibilidad del incremento do las opera'­
ciones de cr6dito a trav6s do instituciones financieras for­
males en el pais. 

.CTION8 El Banco Central ha sido elegido coma la instituci6n coordi­
-w 17, CK nadora del proyecto, participando ademfs las siguientes ins­

DAiTE0IDjJ'I tituciones: cl Bunco Agricola, la FedCraci6n Dominicana de 
•9 Cooperativas de Ahorro y Cr6dito y Servicios NWiltiples, Sc­

.I_ cretarla de ts;tado do Agriiculturn, Universidad Cat6lica Ma­
dre y Maes;tra, ln:;titLio Sti;Uerlor do Agricultura y Secreta­
riado Thcnico dc la Pre:idencia. 

iil - --
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http:RD$650,OO0.00
http:0$500,000.00
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Estas instituciones participan on el proyecto piloto que 
se comenta, on raz6n do que juegan un papel determinante 
en las actividades do moviJizaci6n de ahorros, investiga
ci6n, an,i:;ir; y diseminaci6n do L informaci6n que gone 
rarS el.proyucto. 

Mucho agradecerlamos sus geo;tiones on procura do agili­
zar ]a culminaci6ri do los pasos que permitan concertar, 
en el menor tiempo posible, el convenio do donaci6n men­
cionado.
 

En espera de sus noticias, queda do usted con mis mayo­
res sentimientos do colaboraci6n y estima. 

Muy atentamcnte, 

Bernardo V.,ga
 
Goberniador. 
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F1 l l | WI AI(A )( N il t ~l(..A N A , 

SANTO DOMINGO. D. N. 

"ARO DE LA IEI"OInSTACION" 

Soior ~~Phillip R. Schwab n i"1u. u:1
Dilector Ageincia para cl Desarrollo
 
111 tc' ruizici on 1 (AI D)
€L)S I1I!:,1'ACI]O. 

~(*I.°'ltoyc'cto df- An -tcLtci a 'r'6c­
nI)ca/l)iJiGLico Sobre Mer­
cados Financioros. " 

Di:stinguido sncir Director: 

Como es du ntu conocii (,nto, este Secretariadodo la Preside(ncia ha jnIciadco acci ones 
Tcnico 

(!ncaminadas a dotar]on recursos corre5)lr(1iL.lIt( do 
s ap royccto de rufcrencia, porsuma equivalente unaa RD$650.0 ril pe!;os en adici6n a la donaci6nque, por US$500.0 mil, se gostiona ante 0sa Agencia. 

La consecuci6n ido los
mil, podrIn 

fondos iniciales por RD$250.0so decducir di mnont.()
RD$ 5.0 asignado al Baqrfcola pormilonen, pertcn(.ci vnte!; a) proyecto "2"inanciamientoPVCquc(iLzo; Product aores Aq7,c-Ic.;-, ,Ip I 'L-480, anioCon resplecto a enta Fi scal 1982.acci()n, y i euefnta". con la anuencia deentidad bancaria esapor Io que:cnttmos esta modificaci6non coordinaci6n, para,efectuar los aju;tes ccJrrespondientes on la pro­gramaci6n original quo constituye el 
anexo B del Acuerdo mencio-­
nado. 

En relaci6n a 
los $400.0 mil restantes, serfa factible
T" N, gnarlo del monto quo corresponde al Bagrfcola del PL-480, aiio
i;cal .983, dado que es la instituci6n rectora del'ctor aqropecuario cr6dito aly, )rici ;,im(.tv, el diagn6sticoi--Ir,, Ql proyecto, vendr4i a que so re­a bezuoticiar en sumo grado los servicios[uc ptesta esa entidad de financiamiento agr.fcola.
 

http:pertcn(.ci
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Carta a:
 
Sr. Philip Ii.Schwab
 

Lot, rccursos quc aqui se iiidican, ser~ri entrccjados
al Banco Contra 1, on SU Cal i dald tie coorcid j fdor of i cia 1 para
l~a ejecuci 6n dul proy'ecto. 1:1 uomunlcai--ell difrifrj da a c*s'a 
ent~idad baric-;ri a, hInmo.- dt.- ifI(io I 'ialidt...; x.1scos lilt; full­
ciones quLie ebur~i 1] uI r a cabo0 (A) L-1,1111 I i iki Ull to Za S;U papo
do coordinaci6n. 

Muclio agrocdecorin nobr ell lo (11,o'.11!; cti ci .tr' 
rcspocta a las mo.d if Cicii(:.; !;m quri d. y (1cXI1j.oinidal- pur

*cste Scocrc tan ado T(-cni co de l a Prce!; idonclia con el ptop6si to 
do garantizar l~a marcha y ejecuci~n del i-eforido proyecto. 

Muy-at clilt aliuenteo 

Ing.. Ra rLWr1~vr 10P 
Sccictari.o '16 rico del1 YlIrusidcncia. 

MAG &>Z I % 
JLMM/rnrnm 

6/: 
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5C (1) COUNTRY CHECKLIST
 

Listed below are, first, statutory criteria applicable generally to FAA funds,
 
and criteria applicable to individual fund sources: Development Assistance
 
and Economic Support Fund.
 

A. GENERAL CRITERIA FOR COUNTRY ELIGIBILITY 

1. 	 FAA Sec. 481. Has it been
 
determined that the govern- No
 
ment of the recipient country
 
has failed to take adequate
 
steps to ptevent narcotic drugs
 
ane other controlled substances
 
(as defined by the
 
Comprehensive Drug Abuse
 
Prevention and Control Act of
 
1970) produced or processed, in
 
whole or in part, in such
 
country, or transported through
 
such country, from being sold
 
illegally within the
 
jurisdiction of such cxntry to
 
U.S. 	 Government personnel or 
their dependents, or from
 
entering the U.S. unlawfully?
 

2. 	 FAA Sec. 620 (c). If
 
assistance is to a government, 
is the government liable as No ' 

debtor or unconditional 
guarantor on any debt to a U.S.
 
citizen for goods or services
 
furnished or ordered where (a)
 
such a citizen has exhausted
 
available legal remedies and
 
(b) the debt is not denied or 
contested by such government?
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3. 	 FAA Sec. 620(e)(1). If 

assistance is to a govern­
ment, has it (including 
government agencies or sub-

divisions) taken any action
 
which has the effect of 
nationalizing, expropriating,
 
or otherwise seizing ownership
 
or control of property of U.S. 
citizens or entities
 
beneficially owned by them 
without taking steps to 
discharge its obligations 
toward such citizens or 
entities?
 

4. 	 FAA Sec. 532 (c), 620 (a), 620 
"(f), 620D; FY 1982 Appropriation 
Act Secs. 512 and 513. Is 
recipienL cc JnLry a o),nmunist 
country? Will assistance be 
provided to Angola, Cambodia, 
Cuba, Laos, Vietnam, Syria, 
Libya, Iraq, or South Yemen? 
Will assistance be provided to 
Afghanistan or Mozambique 
without a waiver? 

5. 	 ISDCA of 1981 Secs. 724, 727 
and 730. For specific 
restrictions on assistance to
 
Nicaragua, see Sec. 724 of the 
ISDCA of 1981. For specific 
restrictions on assistance to 
El Salvador, see Secs. 727 and 
730 of the ISDCA of 1981. 

6. 	 FAA Sec. 620(j). ILs the 
country permitted, or failed to 
take adequate measures to 
prevent, the damage or 
destruction, by mob action, of 
U.S. 	 property? 

7. 	 FAA Sec. 620 (1). Has the 
country failed to enter into an 

agreement with OPIC?
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No
 

No 

N/A 

No
 

No
 

1/
 



8. FAA Sec. 620(o); Fishermen's 

Protective Act of 1967, as 
amended, Sec. 5. (a) Has the 
country seized, or imposed any 
penalty or sanction against, 
any U.S. fishing activities in 
international waters? N/A 

(b) If so, has any deduction 
required by Fishermen's 
Protective Act been made? 

9. FAA Sec. 620 (q); FY 1982 
Appropriation Act Sec. 517. 
a) Has the government of the No 

recipient country been in 
default for more than six 
months on interest or principal 
of any AID loan to the 
country? (b) IHas the country
been in default for more than 
one year on interest or No 
principal on any U.S. loan 
under a progrnm for which the 
appropriation bill appropriates 
fund s? 

10. FAA Sec. 620(s). If 
contemplated assistance is 
development loan or from 
Economic Support Fund, has the N/A 
Administrator taken into 
account the amount of foreign 
exchange or other resources 
which the country has spent on 
military equipment? (Ret erenc e 
may be made to the an ual 
"Taking into Consideration" 
memo: "Yes, taken into account 
by the Administrator at time of 
approval of Agency OYB." This 
approval by the Atministrator 
of the Operational Year Budget 
can be the basis for an 
affirmative answer during the 
fiscal year unless significant 
changes in circumstances occur.) 
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11. FAA Sec. 620(t). 'Has the 
country severed diplomatic 
relations with the United 
States? If so, have they 
been resumed and have new 
bilateral assistance 
agreements been negotiated 
and entered into since such 
resumption? No 

12. FAA Sec. 620(u). What is 
the payment status of the 
country's U.N. obligations? Current 
If the country is in 
arrears, were such 
arrearages taken into 
account by the AID 
Administrator in determining 
the current AID Operational 
Year Budget? (lRoference may 
be made to the "axin% into 
Consideration memo.) 

13. FAA Sec. 620A; FY 1982 
Appropriation Act St.c. 520. 
Has the country aided or No 
abetted, by granting 
sanctuary from prosecution 
to, any individual or group 
which has committed an act 
of international terrorism? 
Has the country aided or No 
abetted, by granting 
sanctuary from prosecution 
to, any individual or group 
which has committed a war 
crime? 

14. FAA Sec. 666. Does the 
country object, on the basis No 
of race, religion, national 
origin or sex, to the 
presence of any officer or 
employee of the U.S. who is 
present in such country to 
carry out economic 
development programs under 

FAA? 
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15. FAA Sec. 669, 670. Has the 
country, after August 
delivered or received 

3, 1977, 
nuclear 

enrichment or reprocessing 
equipment, materials, or 
technology, without specified 
arrangements on safeguards? No 
Has it transferred a nuclear 
explosive device to a 
non-nuclear weapon state, or if 
such a state, either received 
or detonated a nuclear 
explosive device, after August 
3, 1977? (FAA Sec. 620E 
permits a special waiver of 
Sec. 669 for Pakistan.) 

16. ISDCA of 1981 Sec. 720. Was 
the country represented at the 
Meeting of Ministers 
Affairs and Heads of 

* 9f Foreign 

Delegations of the Non-Aligned 
Countries to the 36th Qineral 
Session of 
of the U.N. 

the 
of 

General Assembly 
Sept. 25 and 28, 

1981, atid failed to 
disassociate itself from the 
cominunique issued? If so, has 
the President taken it in'.o 
account? (Reference may be 
made to the Taking into 
Consideration memo.) 

9. 

17. ISDCA of 1981 Sec. 721. See 
N/A 

special reqiirements for 
assistance to Haiti. 
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B. FUNDING SOURCE CRITERIA FOR COUNTRY 
ELIGIBILITY 

1. Development Assistance Country 
Criteria. 
a. FAA Sec. 116. Has the 
Department of State determined 
that this government has 
engaged in a consistent pattern No 
of gross violations of 
internationally recognized 
human rights? If so, can it be 
demonstrated that contemplated 
assistance will directly 
benefit the needy? 

2. Economic Support Fund Country 
Cr i t e - ia 
a. FAA Sec. 50211. Has it been 
determined that the country has 
engaged in a consistent pattern 
of gross violations of No 
internationally recognized 
human fights? If si, has the 
country made such significant 
improvements in its human 
rights record that furnishing 
such assistance is in the 
national interest? 

b. JSDCA of 1981, Sec, 725 (b). 
If ESF is to be furnished to 
Argentina, has the President 
certified that (1) the 
Government of Argentina has 

N/A .' 

made significant progress in 
human rights; and (2) such 
assistance is in the national 
interests of the U.S.? 

c. ISDCA of 1981, Sec. 726 (b). 
If ESF assistance is to be 
furnished to Chile, has the 
President certified that (1) 
the Government of Chile has 

made significant progress in 
human rights; (2) it is in the 

N/A 

national interest of the U.S.; 
and (3) the Government of Chile 
is not aiding international 
terrorism and has taken steps 
to bring to justice those 
indicated in connection with 
the murder of Orlando Letelier? 
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5C(2) - PROJECT ChECKLIST 

Listed below are statutory criteria applicable generally to projects. This
 

section is divided into two parts. Part A. includes criteria applicable to
 

all projects. Part B. applies to project funded from specific sources only:
 

B.1. 	 applies to all projects funded with Development Assistance Funds, B.2. 
applies to projects funded with Development Assistance Loans, and B.3. applies
 

to projects funded from ESP. 

CROSS REFERENCES:
 
IS COUNTRY CIIECKLIST UP TO DATE? 

HAS STANDARD ITEM CHECKLIST BEEN REVIEWED 


A. GENERAL CRITERIA FOR PROJECT 

1. 	 FY 82 Appropriation Act Sec. 
523; FAA Sec. 634A; Sec. 653(b). 

(a) 	Describe how authorizing 

and appropriations Unnmnittees 
of Senate and Ihouse have been 
or will be notified concerning 
the project; (b) is assistance 

within (Operational Year
 
Budget) country or 
international orgarization 
allocation reported to Congress
 
(or not more than $l million 
over 	that amount)?
 

2. 	 FAA Sec. 611(a)(1). Prior to 
obligation in excess of 
$100,000, will there be (a) 
engineering, financial, other 
plans necessary to carry out 
the assistance and (b) a 
reasonably firm estimate of the 
cost 	to the U.S. of the
 
assistance?
 

3. 	 FAA Sec. 611(a)(2). If further 
legislative action is required 
within recipient country, what 
is basis for reasonable 

expectation that such action 

will be completed in time to
 
permit orderly accomplishment 
of purpose of the assistance? 

Yes.
 
FOR THIS PROJECT? Yes. 

(a) 	Project was included in FY 84
 
Congressional Presentation. A
 
Congressional Notification for FY 1983
 
funding will be. forwarded to Congress
 
prior to obligation of funds.
 

Yes 

Project needs to be ratified by the
 
Dominican Congress. Timely approval by 
the Congress has been the form. No 
delays in ratification are expected. 
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4. 	 FAA Sec. 611 (b); FY 1982 
Appropriation Act Sec. 501. If 
for water or water-related land 
resource construction, has 
project met the standards and 
criteria as set forth in the
 
Principles and Standards for
 
Planning Water and Related Land 
Resources daced October 25, 
1973? (See AID Handbook 3 for 
new guidelines.) 

5. 	 FAA Sec. 611(e). If project is
 
capital assistance (e.g., 
construction), and all U.S.
 
assistance for it will exceed 

$1 million, has Mission 
Director certified and Regional 
Assistant Administrator taken 
into consideration the 
country's capability 
effectively to maintain and 
utilize the project? 

6. 	 FAA Sec. 209. Is project
 
susceptible of execution as 
part 	 of regional or 
multilateral project? If so 

.Why is project not so 
executed? Information and 
conclusion whether assistance 
will 	encourage regional
 
development programs.
 

7. 	 FAA Sec. 601(a). Information
 
and conclusions whether project 
will encourage efforts of the 
country to: (a) increase the 

flow of international trade; 

(b) foster private initiative 

and competition; (c) encourage 

development and use of
 
cooperatives, credit unions,
 
and savings and loan
 
associations; (d) discourage
 
monopolistic practices; (e)
 
improve technical efficiency of
 
industry, agriculture and
 
commerce; and (f) strengthen
 
free labor unions.
 

N/A
 

N/A
 

No
 

7(c) is applicable and a major thrust
 
of the project. Plan and background
 
provided in Project Paper documentation
 
and implementation plan and schedule.
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8. 	 FAA Sec. 601 (b). Information
 
and conclusion on how project 
will 	encourage U.S. private 

trade and investment abroad and
 
encourage private U.S.
 
participation in foreign
 
assistance programs (including
 
use of pr- ate trade channels 
and the services of U.S.
 
private enterprise). 

9. 	 FAA Sec. '12(b); Sec. 636(h);
 
FY 1982 Appropriation Act Sec. 

508. I--scribe steps taken to 
assure that, to Lhe maximum 
extent possible, the country is 
contributing local currencies 
to meet the cost of contractual 
and other services, and foreign 
currencies owned by the U.S. 
are utilized in lieu of dollars. 

10. 	 FAA Sec. 612(d). Does the U.S. 
own excess foreign currency of 
the country and, if so, what 
arrangements havu been made for 
its release?
 

11. 	 FAA Sec. 601(e). Will the 
project utilize competitive 
selection procedures for the 
awarding of contracts, except 
where applicable procurement 
rules allow otherwise? 

12. 	 FY 1982 Appropriation Act Sec.
 
522. If assistance is for the 
production of any commodity for 
export, is the commodity likely 
to be in surplus on world 
markets at the time the 

resulting productive capacity
 
becomes operative, and is such
 
assistance likely to cause
 
substantial injury to U.S.
 
producers of the same, similar, 
or competing commodity?
 

N/A
 

GODR participation in planning and 
developing rroject Paper and 
identification of host country LX 
contribution and support requirements. 

No 

Yes
 

Yes. 

N/A
 

-7,
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13. FAA 118(c) and d). 
Does the project comply with 
the environmental procedures 
set forth in AID Regulation N/A 
16? Does the project or 
program take into consideration 
the problem of the destruction 
of tropical forests. 

14. FAA 121(d). If a Sahel 
project, has a determination 
been made that the host N/A 
government has an adequate 
system for accounting for and 
controlling receipt and 
expenditure of project funds 
(dollars or local currency 
generated therefrom)? 
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B. FUNDING CRITERIA FOR PROJECT
 

1. 	 Development Assistance Project
 
Criteria
 

a. FAA Sec. 102(b); S-c. II; 
 (a) Project will provide the rural

113; 281 (a). EAtent to which 
 population access to conveniently

activity will (a) effectively placed banking windows where they can
involve the poor in 
 become a contributor to the development

development, by extending 
 process, receive an equitable return on
 
access 
to economy at local accumulated savings, and increase their

level, increasing 
 capability to-receive and manage credit.
 
labor-intensive production and.
 
the use of appropriate 
technology, spreading 
investment out from cities to
 
small towns and rural areas, 
and insuring wide participation 
of the poor in the benefits of
 
development on a sustnined 
basis, using the appropriate
U.S. 	 institutions; (b) help (b) General Cooperative Credit Unionsdevelop coope ratives, will 	be included in the institutions
 
especially by technical as-
 selected to test and demon3trate the
sistance, to assist rural and 
 mobilization of rural savings.
 
urban poor to help themselves 
toward better life, and other­
wise encourage democratic
 
private and local governmental

institutions; (c) support the (c) Project efforts will encourage

self-help efforts of developing indiVidual participation, increase
countries; (d) promote the 	 private capital flow 	back into the

participation of women in the development process within the local 
national economies of rural sector.
 
developinr countries and the
 
improvement of women's status; 
 (d) 	 Participation of women isand (e) utilize and encourage expected. 
Studies will be designed to

regional cooperation by ascertain wether special programs are

developing countries? 
 required to encourage women's 

participation. 

(e) 	Prior experience of other
 
countries were a factor initiating andb. FAA Sec. 103. 103A 104 developing rhe project. 
 Information
 

105, 106. Does the project fit 
 will 	continue to be exchanged.

the criteria for the type of 
funds (functional account) 
 Yes
 
being used?
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c. FAA Sec. 107. Is 
appropriate emphasis on use of Yes 
appropriate technology? 
(relatively smaller, 
cost-saving, labor-using 
technologies that are generally 
most appropriate for the small 
farms, small businesses, and 
small incomes of the poor)? 

d. FAA Sec. 110(a). Will the 
recipient country provide at Host country will provide at least 25% 
least 25% of tihe co.sits of the of project costs. 
program, project, or activity 
with respect to which the 
assistance is to be furnished 
(or is the latter cost-sharing 
requirement been waived for 
"relatively least­
developed" country)? 

e. FAA Sec. 110(b). Will 
grant capital assistance be No. 
disbursed for project over more 
than 3 years? If so, has 
justification satisfactory to 
Congress been made, and efforts 
for other financing, or is the 
recipi-.nt country "relaLivly 
leas t--eeve loped?" (M.O. 1232.1 
defined a capital project as 
"the construction, expansion, 
equipping or alteration of a 
physical facility or facilities 
financed by All) dollar 
assistance of not less than 
$100,000, including related 
advisory, managerial and 
training services, and not 
undertaken as part of a project 
of a predominantly technical 
assistance character. 
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f. FAA Sec. 122(b). Does the 

activity give reasonable Yes 
promise of contributing to the 

development of economic 

resources, or to the increase 

of productive capacities and 
self-sustaining economic growth? 

g. FAA Sec. 281(b). Describe 

extent to which program 
recognizes the particular Project supports development of both 
needs, desires, and capacities administrative and technical personnel 
of th people of the country; through OJT, seminars and direct 

utilizes the country's participation in study and testing 

intellectual resources to moden. Campaigns carried out within 

encourage institutional the pilot areas will serve to educate 
developirnt; and supports civil the local popolace on the management of 

education and ttaining in their personal financial resources. 

skills required for effective 
participation in governmental 
processes essential to 
self-government. 

2. Development Assistance Project 
Criteria (Loans Only) 

a. FAA Sec. 122(b). N/A 

Information and conclusion on 

capacity of the country to 
repay the loan, at a reasonable 
rate of interest. 

b, FAA Sec. 620(d). If "N/A 
assistance is for any 
productive enterprise which 
will compete with U.S. 

enterprises, is there an 
agreement by the recipient 
country to prevent eKport to 
the U.S. of more than 20% of 
the enterprise's annual 

production during the life of 
the loan? 
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3. Economic Support 
Project Criteria 

Fund 

a. FAA Sec. 531(a). Will this 
assistance promote economic or 
political stability? To the 
extent possible, does it 
reflect the policy directions 
of section 102? 

Yes 

b. FAA Sec. 531 (c). Will 
assistance under this chapter 
be used for 'liliLary, or 
paramilitary activities? 

No 

c. FAA Sec. 534. Will ESP 
funds be used to finance the 
construction of the operation 
or maintenance of, or the 
supplying of fuel for, a 
nuclear fac lity? If so, has 
the President certified that 
such use of funds is 
indispensable to 
nonproliferation objectives. 

N/A 

d. FAA Scz. 609. If 
commoditir- are to be granted 
so that sale proceeds will 
accrue to the recipient 
country, have Special Account 
(counterpart) arrangements be 
made? 

N/A 
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5C(3) - STANDARD ITEM CHECKLIST 

Listed below are the statutory items which normally will be covered
 
routinely in those provisions of an assistance agreement dealing with its
 
implementation, or covered in the agreement by imposing limits on certain
 
uses of funds.
 

These items are arranged under the general headings of (A) Procurement,
 
(B) Construction, and (C) Other Restrictions.
 

A. Procurement
 

1. 	 FAA Sec. 602. Are there
 
arrangements to permit U.S. 
small businese to participate Yes
 
equitably in the furnishing of
 

comndities and services
 
financed?
 

2. 	 FAA Sec. 604(a). Will all
 
procurenint he lrom the U.S. Ye's
 
except as otherwinie determined
 
by the President or under
 
delegation from him?
 

3. 	 FAA SEc. 604(d). If the
 

cooperating country
 
discriminates against marine N/A
 
insurance companies authorized
 
to do business in the U.S.,
 
will corimodiLtiu be insured in
 
the United States against
 
marine risk with such a company?
 

4. 	 FAA Sec. 604(!, ISIX2A of 1980
 
SEc. 705(a). If ol lahore
 
procurement of a;,,riculttral
 
commodity or product is to be N/A
 
financed, ini the re provision
 
again.st nuch procnrerient when
 
the domeutic pric of atuch
 
commodity i4S 1ss thani parity?
 
(Exception where comud i Ly
 
financed could not reanonably
 
be procured in U.S.)
 

http:again.st
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5. 	 FAA Sec. 6 04(g). Will 


construction or engBineering 
services be procured from firms 
of countries otherwise eligible 
under Code 941, but which have
 
attained a competitive
 
capability in international
 
markets in one of these areas?
 

6. 	 FAA Sec. 603. Is the shipping 
excluded from compliance with 
requirement in section 901(b) 
of ile Merchant Marine Act of 
1936, as amended, that at least 
50 per centum of the gross
 
tonnage of commodities 
(computed separately for dry 
bulk carriers, dry cargo 
liners, and tankers) financed 
shall be transported on 
privately owned U.S. flag 
commercial vessels to the 
extent that such vessels are 
available at fair and 
reasonable rates?
 

7. 	 FAA Sec. 621. If technical 
assistance is financed, will 
such assistance be furnished by 
private enterprise on a 
contract basis to the fullest 
extent practicable? If the 
facilities of other Federal 
agencies will be utilized, are 
they particularly suitable, not 
competitive with private 

enterprise, and made available 
without undue interference with 
domestic programs? 

8. International Air Transport. 
Fair Competitive Practices Act, 
1974. If air transportation of 
persons or property is financed 
on grant basis, will U.S. 
carriers be used to the extent 
such service is available? 

Page 	 16 of 16 

N/A
 

No
 

Yes 

Yes
 

Yes
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9. FY 1982 Appropriation Act Sec.
 

504. If the U.S. Government is 

a party to a contract for 

procurement, does the contract 

contain a provision authorizing
 

termination of such contract 
for the convenience of the 
United States?
 

B. Construction
 

1. 	 FAA Sec. 601 (d). If capital 

(e.g., construction) project, 
will U.S. engineering and 
professional services to be
 

used?
 

2. 	 FAA Sec. 611(c). If contracts 
for construction are to be 

finance(], will they be let on a 
competitive basis to maximum 
extent practicable? 

3. 	 FAA Sec. 602(k). If for 
construction of productive 
enterpris;e, will aggrkegate 
value of assistance to be
 

furnished by the U.S. not 
exceed WI00 million (except for 
productive enterprises in Egypt
 

that 	were described in the CP)? 

C. Other RentricLions
 

1. 	 FAA Sec. 122(b). If 

development loan, i.9 interest
 

rate at least 2% per annum 
during grace period and at 
least 3% per annum thereafter?
 

2. 	 FAA Sec. 301(d). If fund is 
established solely by U.S. 
contributions and administed by 

an international orgtanization, 
does Comptroller General have
 

audit rights?
 

Yes
 

N/A 

N/A 

N/A 

NIA
 

N/A
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3. FAA Sec. 620(h). Do 
arrangements exist to insure 
that Uaited States foreign aid Yes 
is not used in a manner which, 
contrary to the best interests 
of the United States, promotes 
or assists the foreign aid 
projects or activities of the 
Communit-bloc countries? 

4. Will arrangements preclude use 
of financing: 

a. FAA Sec. 104(f); FY 1982 
Apropriation Act Sec. 525: 
(l) To pay tor pertonnance of 
abortions as a method of family 
planning or to motivate or 
coerce persons to practice Yes 
abortions; (2) to pay for 
performance of involuntary 
sterilization as method of 
family planning, or to coerce 
or provide financial incentive 
to any person to undergo 
sterilization; (3) to pay for 
any bionedical research which 
relates, in whole or part, to 
methods or the performancq of 
abortions or involuntary 
sterilizations as a means of 
family planning; (4) to lobby 
for abort ion? 

b. FAA Sec. 620(g). To 
compensate owners for Yes 
expropriated nationalized 
property? 

c. FAA Sec. 660. To provide 
training or advice or provide Yes 
any financial support for 
police, prisons, or other law 
enforcement forces, except for 
narcotics programs? 

d. FAA Sec. 662. For CIA 
activities? Yes 
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e. FAA Sec. 636(i). For 
purchase, sale, long-term 
lease, exchange or guaranty 
the sale of motor vehicles 

of Yes 

manufactured outside U.S., 
unless a waiver is obtained? 

f. FY 1982 Appropriation Act, 
Sec. 503. To pay pensions, 
annuities, retirement pay, or 
adjusted service compensation 
for military personnel? 

Yes 

g. FY 1982 Appropriation Act, 
Sec. 505. To pay U.N. 
assessments, arrearages or dues? 

Yes 

h. FY 1982 Appropriation Act, 
Sec. 506. To carry out 
provisions of FAA ;oction 
209(d) (Transfer of FAA funds 
to multilateral organizations 
for lending)? 

Yes 

i. FY 1982 Appropriation Act, 
Sec. 510. To finance the 
export of nuclear equipment, 
fuel, or technology or to train 
foreign nationals in nuclear 
fields? 

Yes 

5. FY 1982 Appropriation Act, 
511. Will assistance be 

Sec. 

provided for the purpose of 
aiding the e!fforts of the 
government of such country to 
repress the legitimate rights 
of the population of such 
country contrary to the 
Universal Declaration of Human 
Rights? 

No 

6. FY 1982 Appropriation Art, Sec. 
515. To be used for publicity 
or propaganda purposes within 
U.S. not authorized by Congress? 

No 
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INITIAL ENVIRONMENTAL EXAMINATION 

Project Location Dominican Republic
 

Project Title Savings Mobilization
 

Funding $500,000 Grant
 

Life of Project a Two years, FY-1983/FY-1985
 

IEE Prepred by a 	 James J. Talbot, Ph. D 
Regional Environmental 
Mannemen t 
Special ist/Caribb'ean 

Sb11.1aYqC 	 Date 

Eitvironmental Action Reconimcnded 	 Categorical Exclu&ion
 
9 

Concurrence: 	 Philip A. Schwab, Director USAID/DR
 

Signature 	 Date
 

Full text of lEE attached to PID and Project Files.
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INST ITUTIONAL/F INANC IAL 'ANALYSIS 

BANCO AGRICOLA 

TABLE OF CONTEN"is 

BACKGROUND ANALYSIS - Project Purpose and the interest rate question 
A) Purpose 

Objectives of the AID Project 
- Effects 
- Secondary Purpose 

B) The Rate of Interest, Inflation, and the Cost of Money 

C) Interest Rates and the Hnnco Ajgrf,:.ola 

1I BANCO AGRICOLA 

A) Histor, 

B) Organization and Staffing 

C) Rationale for Using BAGRICOLA in the AID Project 

D) Financial Analysis of the Bank 

III PROJECT IMPLEWNTATION AT BANCO AGRICOLA 

IV SUMMARY AND CONCLUSIONS 
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INSTITUTIONAL/FINANCIAL ANALYSIS 

BANCO AGRICOLA DE LA REPUBLICA DOMINICANA
 

RURAL SAVINGS MOBILIZATION PROJECT 

I. BACKGROUND ANALYSIS - PROJECT PURPOSE AND THE INTEREST RATE QUESTION 

A) 	 Purpose
 

As quoted from the Project Paper the purpose of the project is to 
demonstrate the feasibility of mobilizing voluntary savings in rural areas. 
In addition to the well known macro-economic benefits of savings mobilization, 
as a key ingredient to the stimulation of investment and economic growth, it 
is worthwhile to consider some of the specific potential benefits of rural 
savings mobilization in the Dominican Republic, and of thesome short and long 
term AID objectives in promoting this project. 

In this case, a primary objective of the project is to provide an 
investment alternative to the rural citizen such that. 

i) 	 Idle savings balances can be returned to the economic 
mainstream and to through the banking whileput work system
providing rural savers with a positive real rate of return on 
their savings. Idle savings can be identified as currency
(M-l) which, in effect, is out of circulation and is simply 
'being held (hidden) by the rural individual as a form of 
savings. (Interviews with rural ranch managers of BAGRICOLA 
reveal that these idle balances may be substantial in sone
 
areas 3f the Country). 

ii) 	 Rural savings currently invested in physical assets which may 
not be yielding adequate real rates of -eturn in relation to 
the risk of holding those physical assets can be converted 
into financial assets such that the rural saver may achieve a 
better balance bccween risk and return together with improved 
liquidity of the investment. 

In the context of this project it can be concluded that some of the 
immediate macro-economic effects of the project will be the following: 

i). 	 To improve economic/monetary efficiency in rural financial 
markets.
 

0 
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theidle savings are re-invested into 
ii) To the extent that 

pursue goods and services,monetary mainstream, to once again 
all effective increase in money

be a once and forthere will 
sz.vings mobilized 

supply equivalent to the magnitude of idle 
circulation) times 

(currency out of circulation put back into 
rtsezve requirement.of the bankingthe multiplier effect 

Since the savings will be mobilized in the agricultural credit
 

least a portion of the
 
unions and in the agricultural bank, at 


will initially be re-directed into agri­
increased resources 

In the long run, however, due to the 
cultural credit. 


will be to simply increasethe effectfungibility of money, 

credit in the economy as a whole.
 

attractive

that rural savers shift from less 


iii) To the extent 
 no
there will be
preferred financial assets
physical assets to 
 one
 
monetary or inflationary effect since increased demand for 


demand for another.
of asset is offset by decreasedtype 

the AID Rural Savings Mobilization Project:
Further objectives of 

above mentioned objectives of the project there 
In addition to the 

rural savings mobilization. 
is another key objective to be achieved through 

long term, a major change in 
is to bring about, over the

This objective that interest
 
monetary policy regarding the regulation 

of interest rates, such 


as set by the. market forces of
the price of moneyrates adequately reflect 

supply and demand. 

The Real Rate of Interest, Inflation, and 
the Cost of Money


B. 


are not governed by market 
rates in the iomninican RepublicInterest 

by the Monetary Board.and establishedare manipulatedforces, but rather, 
and influential individuals,group of learned


The Monetary Board is a 

moneypolicy on monetary matters such as 

appoiinted by the President to set 
The members'elated issues. 

supply, foreign exchange and balance of payment 
they represent

Board are chosen, among other criteria, because 
of the Monetary to this project is 

the economy. Of particular importance
different sectors of board have asthe monetary

none of the current members of 
the fact that 

fact, it is cleardepositor and saver. In that 
constituency the individual utilizemany different sectors which 

is varied only in thatrepresentation andthat savers
This is not unusual, in 
on the Board.credit are represented 
lobbies in any country, however, the 

rarely have effectivedepositors toon the Monetary Board
that there is a built in bias

implication is clear the 
to the "productive" sectors of the economy at 

provide cheaper credit be 
saver. In effect, the tendency of the Monetary Board will 

expense of the those 
to subsidize the borrower by keeping rates below 

to force the saver 
a result of financial 

set at market clearing levels as
which would be 

intermediation. 

((1
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This is not a new problem. In ago fact it was only three or four yearsthat the creation of the money market funds in the United Statesprovided a vehicle finallyfor the U.S. depositor to achieve 
a real rate of
on interest
his savings. It will take a major effort of persuasion
to influence changes 

on the part of AIDin the area of interest rates for savers in the Dominican 
Republic.
 

Official figures for inflation indicate thaC
price levels the rate of increase in
in the Dominican Republic has 
 been comparatively moderate
relative to that of other developing countries. During the lateprice increases contributed 
7 0's the oilto higher rates of inflation whereasworldwide recession the 1981-82and the recent low commodity export pricesDominican exports have obtained fortended to produce relatively moderate levelsinflation for the oflast two years. Unofficial estimates of the real, rate ofinflation tend to support the official figures published by the Central -ank. 

OFFICIAL ESTIMAT1, S OF INFLATION 
(Source. Central Bank) 

1978-79 

9.2%

1979-80 

16.8%


1980-81 

7.5%
1981-1982 
9.6%
 

Based on an estimated inflation rate of approximatelyassumption that depositors in the 
9%, and thesystem would require a real rate 6f returnof 3-4% over the deposit rate, it would appear reasonable to exp ectcompetitive forces would establish a savings 

that 
rate of approximately 12% p.a.
 

Since the 
reserve requirement on savings for banks is fully 30%, the
cost to the financial institutions of a time deposit or saving account wouldtranslate into a marginal cost of funds of 17 - 18.5% p.a. Ifoperate under the above cost 
a bank were tostructure its lending rate would have to be apercentage points higher fewthan 17 - 18.5% p.a. in order to cover administrative

costs, reserve for bad debts and profit.
 

It is apparent from examining

place in the 

the pricing structure currently inD.R. that only the commercial banks are capable of achieving therequired yields 
to cover inflation 
plus costs. Financieras survive in the
system largely as a result of utilizing subsidized funds made available by theCentral Bank through its FIDE program. 

Because 
of the above considerations

force the effective the project design attempts torate of interest which the 
 financial 
 institutions
participating in the rural savings mobilization program pay to their depositorshigh enough so as to provide 
savers with a positive rate of 
return on their
 

.1,
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savings, As meationed above, this rate would necessarily be equivalent to 

approximately 12% p.a. under the present circumstances. 

C. Interest Rates and Banco Agricola
 

At BAGRICOLA this must be accomplished, at the outset, through 

payment to the saver of the maximum allowable interest rate under the law 6% 
deponits) plus the payment, through promotionalfor savings and 10% for time 

etc., magnitude as toincentives such as gifts, lotteries, prizes, of such a 
real rate of return on savings. Since a minimum desirableapproach a positive 

rate of return approximates 12%, then the additional benefits paid to the 

rural saver should be sufficient to make up the difference between the 

interest rate paid and 12% p.a.
 

Example:
 

Maximum interest payable on time deposits 10%
 

2%Additional payment through gifts, etc. 

12%
Effective rate of interest received 


The Marginal Cost of Funds 

the case of the BAGRICOLA the reserve requirement will, in allIn 
the overall cost of funds oflikelihood, be set at 10%. This will bring 

BAGRICOLA to 13.33%. 

Marginal Cost Effective rate of interest paid 0 12% - 13.33 
I-reserve requirement .9 

that the Central Bank will agree to pay interest on theIn the event 
reserve requirement, the overall cost to BACRICOLA will be slightly lower at:
 

Marginal Cost - (Effective rate of interest paid)-(reserve req. x i rate) - 13% 

( I-reserve requirement ) (approx.) 

The Lending Rate 

Given the derivation of BAGRICOLA's marginal cost of funds from the 

savings mobilized, it can be deduced that in order to insure long term 
lending rates must be sufficiently above the
profitability of the program, the 


marginal cost of funds so as to cover overhead expenses and reserve for bad 
This additional margin
debts associated with the funds mobilized and re-lent. 


is difficult to determine. However, if we refer to Appendix I (Financial
 
we can observe that historically total overhead
Performance of BAGRICOLA) 


expense has been approximately 4 1/2% as compared to total assets of the bank.
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On an incremental basis iL,- appears to be safe to assume that a margin of 
approximately one third to one half of the overall margin should be sufficient 
to cover the incr(mental costs of mobilizing and re-lending savings. 
Therefore it can be assumed that a 2% spread over the marginal cost of funds 

should be minimum for the bank to avoid losses. However, the project provides
 
for investigations which will indicate the level at which lending rates must
 
be set for BAGRICOLA to become a profitable institution.
 

Marginal cost of funds 13%
 

Lending spread 	 2%
 

BAGRICOLA 	Lending Rate 15%
 

By law, BAGRICOLA is permitted to charge up to 12% p.a. on loans. 
It is also permitted to charge commissions for loan administration of 2% and 
it currently charges a 1% commission for loan processing. In addition, the 
law, would permit BAGRICOLA to charge one or two additional points in 
conuuiissions if required to offset increases in financial costs. As a result, 
it appears that it is feasible for 13AGRICOLA to make the program functional in 
spite of the artificial interest rate distortions provided by current monetary 
policy.
 

Sumnary of Break-even Dynamics 

BACRICOLA 	 loan interest received 12% 

Commissions charged 3% 

15%
 

Interest paid to rural savers 10%
 

Additional paymewnts, gifts,
 
promotions, etc. 2%
 

Cost of reserve requirement 1%
 
Marginal cost of funds 13%
 

Overhead allocation 	 2%
 

Total Cost 	 15%
 

Once the program has been implemented, the research activity should
 
be designed to provide evidence to demonstrate to the monetary authorities
 

that:
 

i) 	It is feasible to permit payment of a positive real rate of
 

interest to depositors;
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ii) that it is possible to lend to rural farmers at market rates
 
of interest; and finally that 

iii) allowing the market to set interest rateo through the inter­
action of the forces of supply and demand will improve
 
efficiency of the money markets and provide for far reaching 
ma:ro economic benefits to the nation as a whole as well as
 
benefits to rural savers and borrowers.
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INCREMENTAL TWO YEAR PROJECTIONS 

BAGRICOLA PILOT PROGRAM 

(RD$ O00'S) 

7;1/83 - 6/30/84 7/1/84 - 6/30/85 
BALANCE PROFIT BALANCE PROFIT 

SHEET RATE & LOSS SHEET RATE & WOSS 

Cash (Reserve Requirement) 150 - - 500 -­

Loans/Interest 1350 12% 162 4500 12% 540 

/Admin. Commission 2% 27 - 2% 90 
/Process. Commission 1% 13.5 - 1% 45 

Total Loans/Gross Revenue
 
from Funds 1350 15% 202.5 4500 15% 675
 

Savings Deposits/Interest 1000 6% 60 3000 6% 180 

Time Deposits/Interest 500 10% 50 2000 10% 200 

/Other Payments, Prizes, etc - - 70 - - 220 

Total Savings Mobilized/ 
/Total Funds Expense 1500 12% 180 5000 12% 600 

Net Revenue from Funds - 22.5 - - 75 

Incremental Staff Expense - - 20 - - 27 
Amortiz. of Cap. Expenditures - - 5 - - 5 
Incremental Stationary - - 1 - - I 
Incremental Overhead -- '4 - - 6 

Miscellaneous (10%) - - 3 - - 4 

Total Incremental Exp. - - (33) - - (43) 

USAID GRANT (Commodity 25* - -

procurement) 
Local Currency (Demonstration/ 
operating expenses) - -30 - - 30 

Contribution to inc loan 19.5 62 
loss reserve at 1.4% of 
loans (Net Profit) 

* See breakdown overleaf 

(Note: Annual financial statements are presented in a format such that profit and 
loss items are presented oppos-Lte the balance sheet items that generate revenue or 
expense. The center column (RATE) shows the percentage relationship between the
 

P&L item and the balance sheet item.)
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PROJECT CONTRIBUTION TO START UP EXPENSES
 

BAGRICOLA PILOT PROJECT
 

Local Currency 

a) Demonstration RD$10,O00.O0 

Branch remodeling RD$ 4,000.00 

Initial Training Expenses RD$ 3,000.00 

Forms/Printing RD$ 1,000.00 

Miscellaneous/other RD$ 2,000.00 

b) Operating expenses (1st year) RD$20,000.O0
 

TOTAL 
 RD$30,000.00
 

Foreign Currency
 

(USAID GRAN'r) 

Vehicle $18,000.00
 

Equipment 7,000.Q0
 

TOTAL 25,000.00 

The foreign currency expenses can be amortized over a 5 year period at $5,000 
per year. Amortization expense to be included in incremental expense analysis 
(see two year projections).
 

http:25,000.00
http:7,000.Q0
http:18,000.00
http:RD$30,000.00
http:RD$20,000.O0
http:2,000.00
http:1,000.00
http:3,000.00
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II. THE BANCO AGRICOLA 

A. Historical Background. BACRICOLA was formed under law No. 908 on
 
June 1, 1945. The original name of the institution wan Banco Agrfcola e
 
Hipotecario. As name implies, the development activities of the bank
 
originally included supporting the growth of the housing industry. This
 
function has been taken over during the last ten years by the private sector
 
mortgage banks and the savings and loan institutions. BAGRICOLA's mortgage
 
portfolio has been reduced to insignificant levels at this time.
 

The original capital of the bank was RD42,003,000 of which 500,000 
was initially paid in. Subsequent growth over the years has increased paid in 
capital as of December 31, 1982 to RD50,OUOUOO0. Other government 
contributions to capital have increased total capital and reserves to 
$143,760,988. During the bank's 38 year history, the emphasis has been almost 
exclusively in providing agricultural credit to the small rural fanner. Total 
assets have increased to RD$318,038,555. Bectiuse of the development nature of 
the batik, BAGRICOLA has had chronic loan administration and collection 
problems throughout its history. Unfortunately, there is a generally
 
fatalistic feeling among private and public sector institutions that a poor
 
credit portfolio and high loan losses are inevitable attributes of the Bank.
 

BAGRIGOLA has grown to 31 branches and 53 satelite offices located
 
primarily in the rural areas of the country. Over 1600 employees serve the 
bank throughout this nationwide network.
 

B. Organization and Staffing. (See Apendix II - Table of Organization) 

The bank's operations pre regionally divided into eight geographic 
areas. In addition, staff support is provided from the main office in Santo 
Domingo. Because of its development role in the economy, the allocation of 
credit is subject to a complex planning process which is coordinated in Santo 
Domingo by the Planning Office (Oficina de Programnaci6n). A major loan 
recovery effort is now underway and is being coord'inated by a Suspense depart­
ment (Departamnento de Recuperaci6n). The organizational structure appears to 
be well designed given current bank operations. 

C) Rationale for using BAGRICOLA in the AID Project 

Banco Agricola is potentially an ideal candidate for participation 
in a rural savings mobilization program. The extensive network of branches 
and satelite offices throughout the country provide an ideal vehicle for 
penetrating the rural savings market. Not only are these branches fully
staffed and prepared to mobilize savings with a relatively small incremental 
cost outlay, but the agricultural focus of the bank insures that BAGRICOLA 
will concentrate on the target market of the rural farmer. 
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At this moment BAGRICOLA's managiment is committed to go ahead with 
the implementation of a rural savings mobilization pilot program as a means of
 
preparing for a nationwide savings mobilization campaign. This campaign is 
aimed at alleviating a growing liquidity problem at the Bank which is the 
result of the reluctance on the part of the Central Government to continue to 
provide budgetary allocations of funds until such a time as credit portfolio 
management is substantially improved. BAGRICOLA's degree of commitment to this
 
project is such that one of AID's maior challenges during project implementa­
tion will be to find arguments and provide sufficient incentives to modify,
influence and adapt the BACRICOIA program to one which will accomplish the 
micro and macro-economic objectives of the AID rural savings mobilization 
project. 

A major constraint in working with BAGRICOLA on this project is the 
bureaucratic nature of the institution. Due to its size, and its governmental 
nature as a development bank, it will not be easy to influence major policy 
changes. Additionally, there is a pervasive feeling among government officials 
both within and outside of BAGRICOLA, that it is an appropriate role for the 
Bank to provide subsidized credit to sub-standard borrowers. It will be diffi­
cult to sell the idea that a more appropriate role for the Bank, as a develop­
ment institution, is to provide credit support, at market rates, to qualified 
borrowers who have the potential to be economically and efficiently productive.
 

D) Financial Analysis of BAGRICOLA 

A review of the past three years financial performance of the Banco 
*Agrfcola presents a dismal picture (refer to Appendix I - Financial Performance 
of BAGRICOLA). 

If one applies commonl'y used criteria for financial analysis of a 
private bank AGIICOLA's financial health can be classified as poor.
 

Liquidity: Normal measures of liquidity such as loan/deposit ratios 
are irrelevant since RAGRICOLA does riot capture deposits at this time. 
However, inasmuch as the CentrPl Government is no longer funding the Bank's 
loan growth needs and since new loan demand exceeds loan collections 
substantially, it can be concluded that liquidity is poor. 

Asset Quality: BAGRICOLA's financial statement as of 12/31/82 shows 
a breakdown of its credit portfolio as follows. 

(Amounts in RD000,000's) 

Current Loans (not yet matured) 

Loans Past due more than 20 days 

Loans Past due more than 1 year 

Loans in .- gal action 

$25.3 M 

37.8 M 

$186.1 

12.7 H 

74% 

Total Problem Loans $ 65.8 26% 

TOTAL LOANS $251.9 100%
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In addition, Appendix III (Portfolio Analysis) shows that out of

the portfolio considered current there is a substantial number of loans where 
payments are seriously in default and which, in all probability, will end up,after maturity of loans, part the loanthe as of problem portfolio. If the 
portfolio is adjusted to reflect these loans, the result 
is the following;
 

Current Loans 
 $171.7 68%
 

Problem Loans 
 $ 80.2 32%
 

$251.9 100% 

Finally, there is a substantial item in the bank's balance sheet 
under accounts receivable of t68.7M which is the restlt of transfering manysmall unrecoverable loans under the Agrarian Reform Program and an IDB loan
 
program, out of the loan portfolio. 
 In classifying these unrecoverable loans
 
as accounts receivable BAGRICOLA is awaiting eventual 
 reimbursement from the

Central Government for these losses. Adju;tment of the credit portfolio 
 fo
 
this item yields the following breakdown;
 

Total Portfolio 
 $251.9
 
Plus: Accounts Receivable 
 68.7 

$320.6 100% 

Problem Loans $ 80.2 
Plus: Accounts Receivable 
 68.7
 

$148.9 46.4% 
Current Portfolio 53.6%
 

The conclusion is that asset quality by any measure is poor. Theproportion of the portfolio which can be classified as problem loans is
 
extremely high. It is not possible, 
 given the scope ot this study, toestimate what adjustment should be 
made to loan loss reserves, but it should
 
be substantial. Whatever adjustments are made would have to be charged to 
bank capital which would greatly affect solvency of the Bank.
 

Profitability. Profitability is marginal 
at best. Over the last

three years profitability has fluctuated between 0.11% and 0.36% of total 
assets. A typical figure for a healthy, private bank, would be approxi­
mately 1%.. 
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Conclusions: 

an unhealthy situation. However, it
 
Financially, BAGRICOLA 	presents 


Central Government
in mind that the Bank is wholly owned by the

should be kept 
long run, is unlikely. Whether or not 

and therefore bankruptcy, in the 	 the 

is 	 'to BAGRICOLA by the Central 
account receivable 	 reimbursedunproductive 
to a great extent, a political decision.
Government is, 


of the above
result
to be dealt with as a

The biggest concern 


is that of the protection of the depositors savings. Given the 
analysis 	 that

record in managing its 	portfolio it appears unlikely
Bank's poor track 

As a result,
will be a sudden improvement in credit administration.

there 
will have to be placed 	 on the implicit government backing that 

strong reliance 
as a wholly owned government bank.
 BAGRICOLA will receive due to its nature 


The bank has recognized the seriousness of its delinquent portfolio
 
an 	 action 

and the current BAGRICOLA administration has initiated immediate 
part this program the. adoption of 

program to collect on past due debts. As of 
Bank'simplemented and a review of the 

connercial banking criteria will be 
rate policy is underway.overall interest 

III. SPECIFIC PROJECT 1MPLEME.NTATION CONSIDERATIONS 

with the conceptis 	 enthusiasticTop management at BAGRICOLA extremely 
they have selected the 	 following four branches 

of mobilizing rural savings and 

to participate in the pilot project.
 

(w/o banking competitors)
Monte Plata 


San Josd de las Matas 	 (w/o banking competitors - with Co-op 

compet iton) 

San Josd de Ocoa 	 (subject to competition from Banco Popular 

and Nacional de'Ahorros y Pr6stamos) 

(w/o banking competitors)
Rio San Juan 


that the pilot project 	will be underway by July 1, 1983. 
It is expected 

In order to manage the project at Banco Agricola a coordinating office has 

been established under 	the responsibility of Ana Maria Roque-Baez, a BAGRICOLA
 

several years of branch service with
banking includesofficer whose carreer 

Additionally, Lic. Juan 
Chase Manhattan Bank's Dominican Republic network. 

had experience with legal and administrative aspects
Antonio Pardilla, who has 
of banking services has 	also been assigned to 

the implementation team.
 

This team reports to the Administrator of the bank (chief executive), 
with Lic. Ram6n Aquino

is expected that activities will be coordinatedbut it 
who is in charge of Planning (Oficina de Programaci6n). 
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The personnel department is currently developing a training program 

which will prepare key branch personnel for the savings mobilization 

campaign. It is expected that 6 to 8 individuals in each branch, to include 

tellers, auditors and branch managers will need training and orientation in 

operating procedures and in savings mobilization techniques (marketing).
 

have been designedAn operations manual is being written and passbooks 

to be ready for use by the target date of July 1, 1983. Lic. Rafael Vargas, 

the public relations director for BAGRICOLA will develop a publicity campaign 
from theto be implemented once the operational anags have been eliminated 

system. Lotteries, prizes, coupon programs, etc. will be utilized as incenti­

ves where deemed appropriate. It will be important for the project's long term
 
BAGRICOLA.consultant to coordinate closely his/her efforts with the staff at 

At the present time the managers of BAGRICOLA operate on a goals program 

with their supervisors. Some of the important areas where goals are set for 

the managers are the following: 

(1) 	Loan recovery 

(2) 	No. of loans processed in relation to the annual branch 

budget 

(3) 	Adherence to "tile loan program" which is prepared at the 

branch each year and is adjusted and approved by management 

and the "Oficina de Programaci6n". 

(4) 	The expense budget

I 

It is anticipated that incentives will be designed around the savings 

program also. Savings goals should be set for the managers in terms of both 

numbers of accounts established and RDW amounts mobilized. 

Finally, a control system should be implmeltited to monitor the cost of 

that generated 	 mobilization
the 	funds mobilized so money from the savings 


effort is lent out at market rates of interest such that a positive spread 

over the marginal cost of funds is achieved. 

IV. SUIIMARY AND CONCLUSIONS 

It is apparent that it is quite feasible to mobilize savings in the rural
 

areas of the Dominican Republic through branches of BAGRICOLA while maintaining 

a minimum level of profitability. In spite of the portfolio problems at the 

bank the governmental nature of the institution will provide sufficient 

security to the saver to induce effective savings mobilization on an on-going 

bauis. The relationship of the AID project and the overall savings mobiliza­

tion goals of BAGRICOLA must be continually coordinated and kept clearly in 

focus during project implementation so that project objectives in the area of 

interest rate policy and long range financial viability of the program are not
 

forgotten.
 



APPENDIX I 

FINANCIAL PERFORMANCE OF BAGRICOLA 


(RD$ 000'S) 

1980 

BALANCE PROFIT 


SHEET LATE & LOSS 

Cash; Own Funds 2,365 0.85 20 

Funds in Trust 2,815 - -

Total Loans 225,653 - -
Less: Prov. for Bad Debts (17,055) - -

Net Loans 208,591 6.75 14,087 


Due from Governmeat 16,046 - -

Other A/C Receivable 2,577 - -

Inventory 4 - -

Other Real Estate Owned 824 - -

Investments - - 25 

Propert y & Equipmt 2,718 N/A -

Other Assets 638 N/A 1661 


TOTAL ASSETS 236,585 6.68 15793 

Deposits .522 - -
A/C Payable 3,404 - -

Short Term Debt 87,235 - . -
Plus; Funds Managed in Trust 41,606 - -

Total Short Tern Funding 128,841 2.32 2992 

Long Term Debt 7,603 2.56 195 
Deferred Income 3,735 - -

TOTAL LIABILITIES 144,607 - -

Paid in Capital 50,000 - -
Paid in Surplus 27,080 - -
Reserves 4,060 - -
Special Funds 10,833 - -

Total Capital & Reserves 91,978 - -

Total Liabilities & Capital 236,585 1.35 3,187 


Other Non-Funds Income & 
(Expenses) Net - - (89) 
(Overhead) - - (12 259)

Total Non Funds Exp. 236,585 (5.22) 
Net Profit 236,585 0.11 258 


(Note: Annual financial statements are presented in a format 
such that profit and loss items are presented opposite the 
balance sheet ite=s that generate revenue or expense. The 
center colucn (RATE) shows the percentage relationship 
between the P&L item and the balance sheet item.) 

1961 1982 
BALA.NCE PROFIT BkLANCE PROFIT 

SHEET RATE & LOSS SH-lET RATE & LOSS 
1,932 - 2 4,027 - ­
2,777 - - 5,256 - ­

248,365 - - 251,915 - ­
116,825) - - (17,696) - ­
231,5-U 6.85 15,856 234,219 7.69 18,001
 

58,673 - - 68,752 - ­

1,749 - - 1,532 0.07 1 
4 - - 4 ­

826 - - 908 ­

- - 12 - - 13 

2,750 N/A - 2,751 N/A ­

1,762 N/A. 538 590 N/A 475
 

302,023 5.43 16,408 318,039 5.81 18,489
 

656 - - 140 - ­
4,381 -" - 4,323 - ­

106,487 - - 108,918 
4, " - - 49,426­

152,133 2.41 3,663 158,344 2.38 3,766 

6,726 2.60 175 5,850 2.67 156 
4,577 - - 5,364 - ­

168,879 - - 174,278 - ­

50,000 - - 50,000 - ­
68,184 - - 77,657 - ­
3,869 - - 4,951 - ­

11,091 - - 11,154 - ­
133,144 - - 143,761 - ­

302,023 1.17 3,538 318,039 1.23 3,922
 

- - 26 - - (13) 
- - (12,43) - (13,410)

302,023 (4.14) ) 318,039 (4.22) 13,423 
302,023 0.02 62 5'8,039 0.36 1,144
 

M r 
-
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FINANCTAL AND INSTTTUJTIONA, ANALYSIS OF
 
FEDOCOOP AND CREDIT UNIONS
 

A. FEDOCOOP
 

A conventional financial analysis of FEDOCOOP is not possible due
 

to inadequate information of a reliable nature. For example a loss of
 

RD468,791.0l was reported for the year ended 31 Dec. 1982. However, the
 

audit report cast doubt on the inclusion of RD418,753.30 from the
 

earnings of the Finca La Cnbuya saying they are not supported by
 

accounting entries. The previous manager of the "Finca" has been fired
 

and the implication is that no profit was made.
 

All interest income reported from 1976 through 1981 is on an 

accrual basis. This would he meaningful only if the Federation did not 

continue to report accrued income on delinquent loans or if they made 

corresponding charges to delinquent loan reserves. This was not and is 

not being done. Reported earnings are meaningless in light of the fact 

that almost 60% of the loan portfolio is delinquent meaning that the 

income accrued never has been fully received nor is it ever likely to be
 

due to the unrecoverable nature of the delinquency.
 

Not only will the income not be earned but principal losses will
 

amount to RD42,354,858 if none of the delinquent loans are collected. If
 

half the preoently delinquent loans are collected losses will still
 

exceed RD$ 1,000,000. The management of FEDOCPOP did not demonstrate
 

great confidence as to the ability of FEDOCOOP to collect on these loans.
 

FEDOCOOP in turn is delinquent on all or almost all of its
 

borrowings of approximately RD14,000,000. Fortunately only about
 

RD400,000 of this amount is in foreign currency.
 

FEDOCOOP is presently discussing with its principal lender, COLAC,
 

the restructuring of its debt and is looking for extension of repayment
 

for an additional ten years at reduced interest rates. Even though sale
 

of the FEDOCOOP building was mentioned as a possible source of repayment
 

for RD$700,0O0 of the debt it is not known whether COLAC would insist on
 

such a sale or whether members would approve of the sale in the absence
 

of actual foreclosure. FEDOCOOP does not view its own existing loan
 

Portfolio as the major source of funds for repayment of.borrowings from
 

COLAC. Rather, it sees a need for new financing which would be invested
 

in specific agricultural or agro-industrial projects which would provide
 

the source of income to repay both new and old borrowings. At any rate,
 

financing of such new projects is not assured and even if all projects
 

were to be financed, profits are not assured, even though detailed
 

feasability studies indicate that the proposed activities may be
 

profitable.
 

http:RD418,753.30
http:RD468,791.0l
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In spite of all the evidence that FEDOCOOP is insolvent and unable
 

to meet its debts to COLAC, it should be clear that it is not likely that
 

COLAC will force FEDOCOOP into bankruptcy. It is not even certain that
 

COLAC will refuse to provide additional financing.
 

In all probability FEDOCOOP will be unable to provide significant
 

counterpart to this project and should not be encournged to do so since
 

promised funding is very apt not to be available when required. Rather,
 
FEDOCOOP should be viewed as an institution which can provide needed
 

insurance services and eventual difusion of the results of this project
 
to its affiliated members. The project will strengthen FEDOCOOP to the
 

extent that it is encouraged to chnrge real rates of interest to its 
borrowers. Technical assistance should be provided to FEDOCOOP 

especially in the areas af management, decision making and in the area of 
delinquency control and collection methods. 

B. Selected Cooperatives
 

Four cooperatives were selected in analysis. Analysis is based on 

unaudited financial statements for the last two years, in three cases. 

Three of the four cooperatives selected have been in ex istence from five 

to seven years while the fourth has been in existence considerably lohger.
 

1. Sahaneta Novillo of Santiago Rodriguez.
 

As the table on page 10 of this annex indicates there was no
 

significant growth in shares, deposits or loans from June 1981 to June
 

1982. Loans increased by 12% and borrowing from FEI)OCOOP rose from
 

RD33,097 to RD191,808 an increase of 177%. This borrowing was channeled
 

into additional loans (RD18,965) and a building (RDI24,122).
 

2. Esfuerzo De Los Pobren, Villa Riva
 

Loans increased 58% in 1981 and 32% in 1982. This growth in
 

loane was made possible by a corresponding growth in shares of 67% in
 
1981 and 23% in 1982.
 

Delinquent loans as of February 1982 totaled RD3 60,801. Of
 

this amount RDt5l,968 is guaranteed by member shares, so the risk of
 

actual loss is minor.
 

Borrowing from FEDOCOOP has increased greatly both in constant
 

and relative terms rising from RD418,804 in 1980 to RD$201,820 in 1982,
 

almost an II fold increase. These borrowings have been primarily
 

utilized to finance marketing advances -nd increases in fixed assets.
 
Advances rose from RD29,075 in 1981 to RD1152,849 in 1982, an increase
 

of 425%. Fixed assets rose from RD413,376 to RD$74,287 during the same
 

period.
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rose 163% from RD120,305 in 1980 to
Gross income from loans 


RD453,382 in 1982. Net income as reported has no meaning since
 

included to permit calculation of the true
inventories of crops are not 


cost of goods sold. All sales are actual sales while stated cost of
 

the true cost of goods
goods represents the cost of crops purchased, not 


sold. This is a serious deficiency in accounting practices and a first
 

this situation.
priority would be to correct 


Expenses of credit operations have increased 113% from
 

Salaries account for RD 13,086 of the
RD022,676 to RD148,241 in 1982. 


total increase of RD425,565.
 

Interest expenses for marketing operations have risen from
 

RD41,316 in 1980 to RD3t7,093 in 1981.
 

San Jos , Inc., of San JosA de Ins Matas.
3. 


not able to provide financial information
This cooperative was 


for more than the year ended 31 January 1982 due to the fact that our
 

visit wan made during the night after office hours. In spite of the
 

that of other years, one
impossibility of comparing this information to 


can conclude that this cooperative is among the strongest, having
 

fixed deposits
mobilized RD1203,231 in savings deposits, RD4129,761 in 


and RD1468,351 in shares. This cooperative has limited non-credit union
 
It paid a
operations consisting of the sale of white goods to members. 


shares and pays up to 8% on fixed deposits.
4% dividend on 


The manager stated that delinquency was around 5% of the loan
 

portfolio hut no delinquency report was available. It should be noted
 

that typically estimates of delinquency levels not based on actual
 

true delinquency.
calculations most often understate the 


This credit union has no external debt. The most recent
 
in New York
information indicates that 424 members out of 1600 live 


City. They have shares of RD3254,418. 167 of these members have
 

RD4209,358 in deposits and 97 have loans of RD$322,829. The significant
 

in this cooperative provides an
involvement of New York residents 

It will however make measuring of
opportunity to research such inflows. 


the impact of savings campaigns more difficult since promotional efforts
 

will not be directed towards these members.
 

4. Amor y Paz of Las Matas, Cotui.
 

This cooperative is not affiliated but FEDOCOOP has indicated
 

its willingness to provide services to this cooperative. The *
 

cooperative's direct involvement with agriculture may overshadow its
 

mobilization and lending activities.
 

The cooperative provides land preparation services as well as
 

marketing services. Its accounts payable are RD180,819 and its loans to
 

members RD97,903 in 1982 are up 53% from 1981.
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Shares.are only RD30,196 which represents a 98% increase over
 
the last year. In addition loans payable are 669% of shares, making this
 
cooperative extremely highly leveraged.
 

For the year ended January 31, 1982 the cooperatives earned
 
RD139,094 on sales of RD41,596,913. In the most current year earnings
 
apparently rose to RD498,764. This estimate of earning is based on the
 
acco-antant's trial balance which was the only record available.
 

This cooperative is charging only 11% to 12% on loans and
 
management states that its profit is earned through marketing of the
 
crops so financed. Vie project would seek to modify this concept prior
 
to proceeding with savings mobilization.
 

Liquid assets total RD4412,674 and are 2.01 times accounts
 
payable. In addition, borrowers funds are backed by fixed assets of
 
R) 199,100.
 

This cooperative's almost exclusive involvement with small
 
commercial farmers makes it an interesting participant in the savings 
mobilization program, in that lending operations will he mainly to 

farmers. 

(See Annex I for the complete breakdown of the available
 

financial information on the four selected cooperatives.)
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CUMULATIVE COOPERATIVE FINANCIAL BUDGET AND CASH FLOW
 

SOURCE AND UTILIZATION OF FUNDS
 

3rd mo 6th mo 12th mo 


A) Source
 

0 70,000 250,000
I. Savings 

0 75,000 200,000
2. Fixed Deposits 


3. AID Cont. to Reserv 0 7,250 22,500 

i / 
 0 6,509 60,598
4. Income on Net Loans!


5. Income on Reserves!
/ 0 326 3,038 


Total 159,085 536,136 


B) Use
 

1. Loans 0 130,500 405,000 

a. Less looses 
on loans!2 /  0 (6,525) (20,250) 

b. Net Loans 0 123,975 .384,750 

2. Interest Expense 3
/ 0 2,738 24,750 

3. Admin. Expense4 / 0 1,450 13,500 

4. Liq. Reserve 
5. Promotion Expens. 5 . 

0, 
0 

21,750 
4,350 

67,500 
13,500 

Total6/ 160,788 524,250 


18th mo 24th mo
 

450,000 800,000
 

350,000 350,000
 
40,000 50,000
 

179,550 361,344
 
9,000 18,112
 

1,028,550 1,579,456
 

720,000 1,035,000
 

(36,000) (51,750)
 

684,000 983,250
 
73,125 139,125
 

40,000 80,500
 

120,000 172,500
 
241j0 34,500
 

977,125 1,461,625
 

l/ Estimate with a 3-month lag, loans earning 21% and liquid reserves 6% 

2/ 5% on gross loans 

3/ Estimated with a 3-month lag on savings (earning 6%) and fixed deposits 

(earning 9%) 

4/ 4% on savings and fixed deposits 

5/ 3% of total savings 

6/ Total does not include (1.a) and (l.b) which are provided as additional 

information. 

NOTE: Difference betwen source and use ts provided by or uses in other 

cooperative activities. 
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C. Institutional analysis
 

FEDOCOOP was selected as a participant in the program basically due
 
to its present role vis A vis its member cooperatives. While FEDOCOOP
 
has become progressively weaker both financially and in its ability to
 
provide services to its members, it still provides specific services such
 
as bonding insurance, and life insurance. In addition the Federation
 
provides both general consulting service and accounting advisors. The
 
provision of these services depends on the receipt of Peace Corp
 
assistance. Of the five general consultants four are Peace Corp advisors.
 

The Federation suffers from a severe liquidity constraint as 
indicated in the financial analysis. This ill iquid situation is the 
result of high loan delinquency (59.82%) and relatively low interest 

-charges so that even the loan portfolio does not produce sufficient 
income to cover costs and generate surplus funds for the provision of 
services. The Federation has sought to improve its situation through
 
more vigorous loan collection efforts, including legal foreclosure and
 
reduction of expenses. For example, per diem allowances have been
 
reduced by 50% and non-profitable services, such as a nationwide
 
collection department and an auditing department, have been eliminated.
 
The use of local lawyers is more efficient both in terms of results and
 
cost. While a team of auditors specialized in credit union accounting
 
provides certain advantages over local auditors, it is difficult for this
 
type of service to recover costs. Audits are not mandatory and thus
 
credit unions can choose Lo avoid any cost by not being audited, or by
 
requesting an audit from IDECOOP, which may be unable to provide one, or
 
by opting for the least costly audit available locally, regardless of the
 
quality.
 

FEDOCOOP is no longer viewed by many of its members as a source of
 
loans. Its present debt structure could impede the quantity of
 
additional new debt by international lenders. 1lowever the receipt of
 
grants for services or on-lending remains a possible source of funds.
 
FEDOCOOP is seeking additional loans from COLAC of around US32,000,000,
 
but these funds are earmarked for agricultural projects of the federation
 
which will not necessarily involve sub-lending to member cooperatives for
 
relending to individual members.
 

In spite of these constraints FEDOCOOP has been choosen to
 
participate as it is perceived by its members to be the legitimate second
 
level cooperative institution of which they are participating members.
 

Its capability to provide education to its members was recently
 
enhanced by a grant of $48,000 from Canada.
 

In February a new financial manager with experience as an
 
accounting supervisor, financial analyst and general comptroller in
 
various states was named. This manager, Michael K. Ryan holds a master's
 
degree and hau worked with the federation from 1974 - 1978 as a planner
 

and financial analyst.
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As mentioned previously, FEDOCOOP provides comprehensive 
bonding
 

insurance which is of considerable importance to the project 
since it
 

In addition it provides

contemplates signifcant mobilization of funds. 


on savings up to RD2,000.
loans up to RD$l0,O00 and
life insurance on 

to the death of member borrowers
 The first will reduce delinquency due 


while the second will provide an additional incentive 
for savings.
 

that it provides

The bigest advantage of working with FEDOCOOP 

is 

to be learned through
 

an effective means of dissemination of the lessons 


to savings promotion and in the need to use
 
this project both in regards 


on savings and loans.
 
more realistic interest rates 


I. Interest Rate Policies
 

The credit unions working capital is derived from three
 

fixed time deposits.
shares, savings accounts, and
sources: 


shares to a maximum of 5%, which
 The law limits earnings on 


of earnings from which all provisions for reserves
 
can be paid only out 


Of the four cooperatives under consideration as
 have been deducted. 

paid a dividend of 4% on shares, the
 

potential participants only oue has 


other credit unions had losses or insufficient earnings to permit any
 

payment.
 

The credit unions in general do not pay interest on savings
 

The motive for having a savings account is only that of being

accounts. 


a future occasion when
 able to assure the availability of funds saved evi 


count toward establishing borrowing
 

cooperatives either in absolute terms or relative to shares, except in
 

they are needed. Savings also do not 

ratios. 

As a result, total savings are not significant in most of the 

San Josd, Inc.
 
a new service. Interest
Fixed time deposits nre, in general, 


longer.
from 6% for three months to 9% for one year or 
rates run 


2. Interest Rate Charges
 

are 1% a month on
 Rates on loans secured by one's own shares 


the declining balance.
 

even when guaranteed by
Rates on loans exceeding one's shares, 


1 1/2% on the declining balance or 18%
 
the shares of other members, are 


to he nrade out of funds originating
per year. These loans are assumed 


outside of the credit union and thus represent more 
costly resources.
 

\\
 



ANNEX G
 
Page 8 of 10
 

Special loans representing salary advances can bear charges
 
ranging from 1 1/2% to 6% per month. In the latter case 2% is
 
redistributed to the borrower in the form of a deposit to a savings
 
account.
 

Since loans secured by a member's own shares are the most
 
significant type of loans, the cooperatives are grossing only slightly
 
over one percent per month on loans.
 

Earnings either do not cover cost or exceed operating cost
 
only insignificantly. Not only does this result in minimal or no
 
dividends on shares but it means the cooperatives do not build up
 
meaningful reserves which are by law calculated on net earnings.
 

Rates charged are not adequate to cover even moderate losses
 
due to had loans and the actual losses on nmall loans by cooperatives in
 
the D.R. have not been moderate.
 

Inflation even at present estimated rates of between eight to
 

ten percent per year obviously reduce real earnings or increase reported
 
losses.
 

3. 	 listory of Financial Operntions and Types of Financial
 

Services Offered.
 

The cooperatives chosen have been operating for less than
 
seven years, except for one which has beeen operating considerably longer.
 

Members must purchase shares which by law can receive a
 
maximum dividend of 5% per year. Dividends can'only be paid out of
 
earnings; if there are no earnings there can be no dividends and, in
 
fact, only San Josd, Inc., paid a 4% dividend.
 

Savings accounts are offered but it is not custom to provide
 
interest on these accounts. It is considered a service to allow members
 
a place to save other than in their own homes.
 

Fixed deposits have begun to be offered at all the
 
cooperatives except for Amor y Paz but were insignificant at all except
 
San Jos4, Inc. Rates at San Josd ranged from 6 to 8 percent depending on
 
the size of the deposit.
 

Loans of three types are offered by all the cooperatives.
 
Loans secured by ones own shares are made at 12%. The interest is
 
calculated on the outstanding loan balances.
 

Loans not secured by one's own shares are considered loans
 
made from other resources and bear an 18% rate.
 

Advances against salary checks are made at rates of up to six
 
percent per month of which a portion is returned to the members savings
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not yet clearly understood why the cooperatives are so
account. It is 


willing to charge so much for these short-term very secure loans. It is
 

per month for
believed that since loan sharks charge a minimum of 20% 


this same service even six percent appears to be a reasonable charge.
 

Lonns are often related to the amount of one's shares. Amor y 

Paz lent only 75% of a members' shares for rmn-crop loans, while San JosA 

lent ten times one's shares. The norm was 100% of one's shares. Amounts 

over 100% were permitted but must be secured by shares of other members. 

The 10 to I ratio in San Jos6, Inc. applied to loans secured by 

mortgages. Except for San JosA, Inc. loans were generally small, ranging 

for less than 4100 to under .2,000. 

Amor y Paz, in addition to loans on shares, serves to channel
 

BARICOLA funds to farmers at either the same rate charged by the bank or 

'one percent higher. The ,,anager and president disagreed as to which was 

the case while we were present.
 

4, Staffinp 

The organization of FEDOCOOP and its staffing levels were not
 

studied in detail. Diqctissionn were held with the Manager, Assistant 

Manager, the Finance Manager and the Loan Analyst. To reduce expenses 

the collection service for cooperatives was eliminated. Local collection 

efforts were believed to be more economical and efficient. The same was
 

true of the audit service.
 

Staff has been reduced to cut expenditures and or permit
 

paying more adequate salaries to remaining staff.
 

The Peace Corps is presently providing various volunteers to
 

work with FEDOCOOP as advisors to credit unions or as accounting
 

technicians.
 

The project will provide funding for the short-term advisor(s)
 

attached to FEDOCOOP. The project does not depend on more than the
 

existing minimal level of services that FEDOCOOP can provide. 

The four participating credit unions all have full-time
 

manager-bookeepers or access to accounting services and sufficient
 

additional staff to meet the needs of initial savings promotion efforts.
 

Esfuerzo de Los Pobres has 7 treasurers who receive payment for expenses
 

but not salaries. They are responsible for collections from members on
 

shares and loans.
 

Mobilization of savings will require more attention to
 

financial analysis and controls. Collection efforts must be intensified
 

as funds are on lent. Incrementa. administrative costs have been
 

estimated at four percent. This is a high percentage and should permit
 

contracting of sufficient competent personnel and the purchase of all
 

equipment required.
 



COMPARATIVE INYFOiLAIO 

Esfuerzo de Los Pobres Amor v Paz San Jose Inc. Sabaneta Novilo80 81 82 81 82 31 Jun 32 30 Jun 81 30 Jun 82 

Loans to Members 265,783 466,467 647.098 64,115 97,903 730,655 151,690 i'0,655 
Delinquent Loans ? ? 60,801 ? ? ? (1) ? 37.200* 
Share Capital 241,925 403,885 500.247 15,271 30.195 468,350 132.755 130.479 
Savings Accounts 6,417 3,543 34,226 %A NA 203,230 12,147 13,642
Fixed Time Deposits - 600 950 HA NA 129,761 506 .716 
Loans Payable 18,804 95,260 201,820 171,674 232,471 - 33,097 91,808
Members ? ? ? ? ? 1,600 ? 1,343 (1)
Dividend on Shares 52 est. -0- -0- -0- -0- 41 -0- -0-
Rate on Savings -0- -0- -0- ?U NA -0- -0- -0-
Rates on Fixed Deposits NA ? 6.-9. NA NA 8: 5i 6? 
Total Reserves 508 8,332 9,429 -'0- 10,973 (1) 13,697 5,111 4,440 
Earnings 23,306 3,305 (20,001) 23,823 137,857- 21,481 136 .(3,440) 
Accounts Receivable 

for Services - - - 176,839 183,819 - &,383 8,081 
Accounts Payable - - - 250,230 205,173 7,475 - _ 
Inventories ? ? ? 55,005 115,842 6,579 -
Fixed Assets 15,430 43,394 74,2S3 154,332 195,353 15,422 7,.95 31,143 

(1) Funded reserves (1) Ngr stated * As of Sept 82 
shown as assets they did not 

exceed 5Z of (1) As of Feb 83 
BSased on trial loans 
balance 


