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AMNDMENT NUMBER,, ONE 

PROJECT AUTHORIZATION-< 

Name 4of Couty -~ ublick 

.~~~n9robilization Naeo 

Projec Number:~ 5107 

Pursuant- toSection 103 of thFoeign Assistance ctf 16,a 
amede,heRualSainsMobilization.,Projec? was'authorizedi,; on August11 1983'. That authorization is-hereby am-ede as followas:-,:' ;~' 

a -Paragraphr 1.~''s, deleted 4in itasentiret, susiue there 

ursan 
toS ' on.,l."3 of~the Foreign As8is tancel Act o1961,4 asamended 'I hereby authorize .the'Rural'Savings .YMobilizati'on'P'roject for teCntral Bank of 'the Dm~ian' 4"'" - .R~bi'(rnee) involving 'planned 'bl.4t~,~ 4~ex' ceed' Nine ,Hundred Fifty Thousa'nd 
s6 

Unitd Sae Dollars
($95,0) i-grant fud ,'444(~9500) infund oeovr -y'4 - date of aiiihor'izat a .3 yar p&'riod rfom, the'~' -''rt iac h freaig x ag and '"' 
local currency

'"",required costs 'for certain goods and. servicesfor 4the 'project as described&in t'h :flown 
paagap.heplnndlife otf 
tepro ject4 4 is. 3.years 1and" 

4months." 
' b.~ Paragraph 2. isdelted4 in it enirt; usttte heeor
 

2 Thei~roject goal is to ip~v~h upyo iaca~4.....44services in the r~'ural areas'4of.;the Dominicuan,purposes o-f 4 ic. ~The-" ',-444,4''',the 4poeta4 't"improves thev.,iab 7ity, and "4.<'I>'4.efficienc ofinan4cial 4instiuions- that now oprteo in""4"'4'4"' "'"'~""'the'4fut '4'e4-may operate"in 
__ ~~1 

.4 the rural aeas, 'and to expand "'4'"'-4'4-- substantially the 'access of 'the ruiral po'pulation ,to'4~~y" '4'4"'4'~'deposits', lo4ans 4a ote 
~.~. 

fi~ca evcs roject"~.' 4444 i~ 44, 4444~ '4activities will 
4 

include 'but 'not. be4 limitedcapiust to, (a),"savings'"zmoiiato 
 e aredotthrougW 44'4~ 4 -the'.>~ 44- .4,~. Agriculture Bank, Ceditand Multi le Serice 
. 

444 "'Cooperatives,'th'eir branches and affiliates; (b)' 4 4"4"'' 

suhisittos ()'h reparation of .reports and'' 4"''"7' . 
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studies related to the operation of financial markets in
 
the Dominican Republic; and (d) the dissemination of the
 
results of the research studies through savings workshops,

seminars and publications to Dominican public and private
 
sector financial institutions and policy makers."
 

Except as amended herein, the authorization remains in full force and
 
effect.
 

Craig G. Buck
 
Acting Director
 

Date
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RURAL SAVINGS MOBILIZATION
 

PROJECT PAPER SUPPLEMENT
 

I. 
 SUMMARY AND RECOMMENDATIONS
 

A. 	 Summary
 

The Rural Savings Mobilization project (517-0i79) was designed

as a pilot project to demonstrate the feasibility of mobilizing voluntary

savings in the rural areas. 
 Since the signing of this project in 1983,
the activity of savings mobilization through the Agricultural Bank has

been very successful and has surpassed the original expected outputs. 
 At
the 
same time, the implementation of the purpose through Credit Unions

has confronted constraints. 
Credit Unions have serious bottlenecks in
their institutional structures, organization and capacity to mobilize
 
savings. Therefore, a project extension has been designed to 

continue, strengthen and complete the success in financial and 

(1)
 

institutional reforms going on 
in the Agricultural Bank; 
and (2) to
further improve the viability and efficiency of the Credit Unions and
 
explore the feasibility of developing other private sector intermediaries
suitable for the rural areas. 
 These purposes are expected to be achieved
 
by various activities which are detailed below.
 

B. 	 Recommendations
 

Based on the analysis carried out 
by the Agricultural and

Rural Development Division, the Central Bank, and the project evaluators,

the Project Committee recommends that the Rural Savings Mobilization
 
project be amended to 
(1) reflect an increase in the amount of LOP grant

funding to 4950,000; (2) reflect a change to broaden the definition of

the 	project; and 
(3) extend the Project Assistance Completion Date to
 
December 31, 1986.
 

II. 	 BACKGROUND
 

A. 	 Project Objectives
 

The stated goal of the Rural Savings Mobilization Project

(AID-517-0179), as authorized in July of 
1983, 	was to "increase
 
agricultural production and incomes of the rural population, particularly

the rural poor by improving the viability of 
the 	financial institutions
 
that 	serve the 
rural 	areas and by expanding the access of the rural
 



--

-V 

r '4 ~ 

77 

Population tdeosit and 'crdi ts ervihs. -* wosbol
 

~r~:to ake-uralfinacial ins titutions more- responsive to rural
development needs;-ii b 'orae"ccs~ -avings a'nd~ei 
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5evces, of the rural populatiTn. tdmnt~~< 

The project was designed as a'pil t'4iaf f o 
the easiiliy ofmoblizing voluntr savings_ 'in -rural-areasDominican Republic,c. ~Additional -objecrives of the were "to -j6or ' 

changes both in,the jnternal financiaj maaemn ofpart

14tItjon gk
andnia 
 poice including
~ interest' rate policies". It,was arge ihat an- euppofof' the~'o-fiancial services in'the rural area requid 0oh~ ruviio o ly 

fia 1aPolicies an reuainsaswl as the strengtheng ofrua
~financial institutions.-J 
 ~- -~
 

B . Activities Desi led < 
-

SFour types),~ activitieswere~ designed in. order to achijeve
:~, theseobjectives:(lmifstitdti na stren~gthenin~g- (2 -avns
 

mo~ilizsto thamags,3 research; and (4) diseminatio.-'I' as"tl-ertodta iprove'mie-nt', of the financial viability o'f the Banco - \-~vApFerola ~and selectedz Cre-it.Unionswas a necessary precfnr2
99~u1 deposit m ffiiz tionf Institultional strengthening efforts~qiired inlude'impoeensindiud 
 and 'Portfolio managementas,

well as adjuitmeti-in-terest-rate Policies.7 Four branches of~. ~ P1lcO Agricola -andA fojr.Crdit: Unions were tentatively selected1 
li~e1*K for- the ~~ S Pt1ot Saving- apags, although it was recognized that "other off ices 77 <ofthseistitutions or 



other Financial intermediariesimay~ be included
later as the~ project progresses". 

- Esalihn research capability in tearea 1ofrua~-- financial ma~rktsi key Dominican institutions was to be achieved,
~'through-"a series ofi'-ethuisof ~ foma nd informal financialmakts rnscin 
ots ainsbhair 

s questions".i This ef'fort would also include 

and financial policythe moioigand evlato
 
-OfLtep 
 aig moiiation activities. Disseminati1on o projecresults 'was to be carried Out through case studiesemnr, oksp,Publications, and pulic discsion involving 1 

key poic m'ke 

C. -Proje~t-Imlementatfoiin-~--

The Central Bank was chose-n as the granteeand the miain
Dominican ,counterpartinstitution 1for this project. 
 A project~ 
 -Coordinator 'of 
fice was estaibished in the Central-Bank .to coordinate,
mntor,:and eva uate pi andctivities, aswell as-serve astieut
responsible,for the1 dis tirsemn 
 of local cur:ency allocations' andl--'techniaal resources provide'under the"Iproject.'. This office, laocatedin he,F'ncial Department of -the Centra'l Banudrteasie 
-te General anage.-akudr, upcs~
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Technical assistance was obtained from the Ohio State
 
University, through an amendment (add-on) to the Cooperative Agreement on
 
Rural Savings for Capital Mobilization between the University and the
 
A.T.D. Science and the Technology Bureau. OSU provided the services of a
 
long-term advisor on rural savings mobilization, who arrived in Santo
 
Domingo in October 1983, on a two-year contract with OSU. The OSU
 
coordinator of the project's technical assistance effort took an active
 
role, and several short-term consultants provided the foreign expertise
 
required.
 

D. Evaluation Report
 

A project evaluation conducted by Charles Blankstein (State
 
University of New York at 
Stony Brook) and Jerry Ladman (Ariona State
 
University) was conducted in October 1984. 
 This report, dated February
 
1985, concluded that:
 

i. Project Implementation is well underway with
 
exceptionally optimistic prospects in the Banco Agricola and research
 
components. Implementation of the Credit Union component reflects a less
 
optimistic picture 
to date. The project has helped to generate a
 
reexamination of financial policy concerns which extend to the nation's
 
financial system as a whole.
 

2. Dominican commitment to the project and performance in
 
its implementation are excellent. 
 Especially noteworthy are the efforts
 
of the Central Bank and the Banco Agricola. The project has achieved
 
considerable success in attracting participation of individual Dominican
 
professionals In 
research, policy dialogue, and operations in financial
 
institutions.
 

3. The project has been exceptionally effective as an
 
instrument of policy dialogue. The combination of public discussion,
 
research by Dominican investigators, and operational innovation by

Dominican Institutions -- all supported and encouraged by flexible
 
technical assistance and financial arrangements -- is a powerful model
 
for assistance.
 

4. The scope and rapidity of development of the Banco
 
Agricola savings mobilization component has clearly outrun the modestly
 
stated objectives of the project design which called for a "pilot" 
or

"experimental" effort. 
 This raises questions about the adequacy of
 
resources available to deal with the institutional consequences of
 
savings mobilization and related operations including management policy,
 
training, physical facilities, information systems and the like.
 

5. Operational problems including the selection of
 
participating Credit Unions, difficulties within FEDOCOOP, and the extent
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Of the work ,requiirec to prepare 'the Cei~Uin~omb4zsvn~ 
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l t i t~h1~~ C r d i l en i he o usre v l u a i o n T h c o p n t c o p n n e s t >~ ~ 
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Nonehelss, it s 2~podlcing,' n-t~resting' if'necessarily mo est resultS?'.:~ 

P -l .I I A tr n gcase can be ~tade' for the propositionl that 1 I~ 

siigs~obliz~i6n~~pmovngtoo,-fast jn the Banco Agri coia * lras an+~'<V I opportunity for significatcag~oO exst lan s ?l 

w.exits
can chnge nd hould be 
I 

-explite~,while,.support~ exists for importantca raediferecd ~ l~ 12 
nt reforms. 4USAID anmk adfin~ determinii' f hs~for erencae 


laccess-tosoundltechnical assistan'ce 
and should Ido so.!_I1
 

>7 . ~Ohio lState University performance in thel- jchabe 
excllet oeral. araSUhasmoblizd a ipressive ftehiaI assistance resources both from it oI~tffh 
 ousd consultants
 

114, -essential factor' in develpn n mpeet.' hspoet h 
pffmry
rcomendaionof the evaluators was 
thatl the Mission should
-LIP awuprurasavings mobilizationproject, and cotneto worko 

Annf ectr r~eori.~ "Se'cond generation" problems . 7consequences obf~T A 
obetves bev~tbaddressed. 

Jhis,.Prroject PaperSupentolis th betve oproject and the~details of1:he the ~rioje'c't's- achiev'ements, and the new 
ompnnsfor1'the-recommended fcollow-on activifti es.'~'' 114414441 

K I rT1. ACHIEVEMENTS TO DATED 1 I I-
1l4~l 

'4,1 kv34i~II This section, describes ~achievements of th~e institutional) '~~1+ 
 11 2I,1 

steghnnpilot savinlgs campaigns, research, 4and IdisseminationI,- :4-~activities4 ., Thie project played annimportant role in initiatinig and . 4 
- promoting thnking'2aimong senior-level officials of lthe Banic Agricola41Il

t~ aabout the 'need4 for , ad beeisod psit mobilization. The'.4~1lappoinltment o~fl a nwamnsrao nMrh 1984, coincided.with~: 
-'411 K-l4.. 
completion of, the prprtr 
fot and, with his strongsupport ,

catised th'e'Banco Aricola 1to lautichl 'a major saig moiizto 
program. In June, the Monetary Board authorized the jnstitution to 14Ireceive savings and~mdpsts~ad the frs 
~av ngs were deposited.

at the La1 Vega branch on July 2. 

4;I 

, I,1I'44I 
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A. Banco Agricola
 

To date, achievements at the Banco Agricola include:
 

1. Establishment of a deposit mobilization unit, with a
 
full-time staff of five persons, that has effectively participated in the
design, implementation, and monitoring of the savings campaigns.
 

2. As of April 12, 1985, the Banco Agricola had steadily

expanded its deposit mobilization effort to 
21 of its 31 branch offices
throughout the country (opening up the deposit facilities one 
branch at a
time). 
 Total deposits mobilized in nine months amounted to DR4,152,900,

of which about 60 percent constitute term deposits, and 40 percent

savings deposits. 
 At the end of March there were 7,297 savings accounts

and 144 term depositp. 
 The average amount of a savings deposit was $216

(approximately US$70), while the average size of a term deposit was
RD$17,000 (about US45,500). Since project design called for the
 
operation of only four branches, there are no expected targets for
conparison with these actual results. 
 (It was expected that each branch

would mobilize RD$50,000 to RD$100,000 in their first year of

mobil~zation. 
This level has been surpassed by all but two branches,
 
sever 
1 with only a few months of operation.) 

3. Of the total volume of deposits mobilized, the Banco

Agricola has lent RDt2,910,O00 
(about 88 percent of funds available for

lending), by granting over 90 loans in the 
same localities where the
funds were deposited. The Bank is required to maintain a 10 percent

reserve with the Central Bank and has adopted a voluntary reserve of

another 10 percent of each one of the participating branches. 
Loan

recuperation within the project has been 100 percent.
 

4. 
 The Bank has modified its interest-rate policies, raising
rates charged on 
loans and making them more uniform, in an attempt to
 cover 
In a better way financial and administrative costs. 
 The interest
 
rate structure on loans for agricultural production were 
raised and
unified from between 11 and 14 percent to 16 percent. Loans for

marketing were raised from 14 
to 18 percent. Although in the right
direction, these increases may not be sufficient to protect the Bank from
 
present inflation.
 

5. Several organizational changes have improved efficiency
within the Bank. These included the design of 
a new set of forms for

reporting information on deposits and loans, computer programs to
simplify information management, 
a new system of portfolio classification
 
to deal better with default, and more uniform rules 
across borrower
 
classes. 
 The project has introduced two microcomputers at the branch
 
level for data management.
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the second year, further investigating the economic and social dimensions
 
of rural financial markets, the interaction between financial and foreign

exchange markets, financial regulation, and savings mobilization.
 

Dissemination activities have included two major workshops

(Puerto Plata I and II), one institution-wide workshop for the Banco
 
Agricola (Jarabacoa), 
 and several training seminars for the Banco

Agricol 
and the Credit Unions, as well as lectures by OSU experts and
 
participation of project-related scholars in three international
 
conferences. 
 Four issues of a project newsletter have been published.
 

IV. 
 UNMET CHALLENGES AND NEW OPPORTUNITIES
 

As originally designed, the project considered only pilot savings

compaigns in four branches of the Banco Agricola and in four Credit

Unions, in order to demonstrate to the Dominican Government and financial
 
institutions the feasibility of mobilizing voluntary savings in rural
 
areas. There are 
two main reasons for a deposit-mobilization effort: 
 to

offer savers an important service that 
so far had not been available in

the rural areas, and to strengthen and stabilize the financial structure
 
of participating institutions. 
In order to make the provision of these
financial services effective, it was necessary to modify both policies

and procedures as well as institutional structurus. 
In the case of the
Banco Agricola, in particular, it was expected that the project would
 
force the institution to evaluate its own performance from a new

perspective, inducing it to modify its organization and policies. 
 It was

believed that the deposit-mobilization activities would eventually create

imbalances that would necessitate correction, leading to major

institutional changes beyond the project's scope. 
 As expected,

imbalances were faced by Banco Agricola forcing this institution to

adopt, among others, the following actions: 
(a) changes in interest rate

policies; (b) greater emphasis upon training bank personnel; and (c)

greater attention paid to: administrative cost and efficiency issues,

levels of paperwork and information systems, and strategic planning

within the institution.
 

By 
now it has been shown that rural savings do exist and that
 
financial institutions can attract them, 
even under adverse economic
 
circumstances. 
 On the other hand, the project has shown that rural

deposit mobilization is not 
as easy for the institution as originally

believed, particularly once it has been expanded beyond the pilot stage.
Serious "second generation" problems have to be 
faced, and new
 
institutional dilemmas about strategy and organization ar,a created by

the 
success of the effort must be solved. As originally designed the
 
small dimensions of the pilot savings campaigns were expected to create

problems that would be manageable and contained. This learning period

would then lead to a follow-on, full scale project.
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PROJECT OUTCOMES AS OF APRIL 30, 	1985
 

AND 	EXPECTED OUTCOMES AS OF DECEMBER 31, 1986
 

April, 1985 December, 	1986
 

INSTITUTIONAL STRENGTHENING
 

Banco Agricola:
 

A. 	Savings mobilization unit Established Consolidated
 

- (Staff) 5 8
 

B. 	Upgrading of computing
 
department Initiated Completed
 

- Staff trained 
 3
 

C. 	New software:
 
Being installed Fully operational
- Loan portfolio 


- Deposits Being designed Installed &
 
operational
 

- Financial management 	 - Designed & operating
 
2 At least 8
- Branch microcomputers 


D. 	Bank transaction costs Being studied Substantially reduced
 

E. 	Interest-rate structure Revised Further revised to
 
approach compet
itive levels
 

F. 	Staff training:
 
3
- Managerial 	 

- Intermediate 31 62
 

- Workshops 3 9
 

G. 	Portfolio management:
 
- New form and data
 

Being designed Fully operational
handling 

- New client classification Being introduced Fully operational
 

Being studied Fully operational
- Delinquency control 


H. 	Programming New organization Fully integrated
 
Institutionalized
- Research 	 Informal 
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April, 1985 
 December, 1986
 

Credit Unions:
 

A. 	Technicians trained 
 3 
 4
 

B. 	Technical support 
 Nonexistent 
 Created
 

C. 	Credit Unions reorganized 4 5
 

II. 
 SAVINGS CAMPAIGNS
 

Banco Agricola:
 

A. 	Branches mobilizing

deposits 
 21 of 31 
 31 of 31
 

E. 	Deposits (RDt million) 
 4 
 10
 
- Deposits (No. of 
accounts) 
 4,000 
 7,000
 

C. 	 Loaiis (RD$ million) 
83 

D. 
Credit Union deposits 150,000 
 300,000
 

E. 	Existing private

institutions 
 None 
 Increasing interest
 

in rural savings
 
activities
 

F. 
New 	rural institutions 
 None 
 Identified
 

TIT. 
 RESEARCH AND DISSEMINATION
 

A. 	Studies completed 
 6 
 18
 

B. 	Studies in progress 8 
 -


C. 	OSU research output 
 3 
 8
 

D. 	Rural finance unit at

Central Bank 
 Informal 
 Institutionalized
 

E. 	Research at Banco
 
Agricola 
 Informal 
 Institutionalized
 



April, 1985 
 December, 1986
 

F. 
Research at universities 3 
 3
 

G. Monographs 
 3 
 3
 

H. All-participant workshops 5
3 


I. Institution or subject 
-
specific seminars 
 4 
 10
 



VI. V PROPOSE REVISION 

A . Objectives 

~Teprjc evaluators concluided~that "there is a superficial~~~
 
oambiguitythe fairly conventional statement of rural denvelopmen
etweenn 

4, . p o t. . . ..~~-objectives andA the ambitious, risky, and poentially very significantW~.
 
~financial poiyadisiuinlrfr objectives set out as :,
 
elaborations o -rexplanations
of the primary goal andsubgoal stements 

r< p.8) Although "ambi~dity ntega n ups ttmnshv o 
causeany aar confusion", it is desirable to articulate better the 
prcte~ anpur e t ,ntegaadpros ttmnshv o 

S-* The ~project's m ain objective is timrvthsupyof
 
Financil. services i it of Dominican Republic . US
erural:areas the 

and the GODR assumedthtscfin
 
production-pad improve wealth distributio In parti6lar,,the project
 

a' t andi ttyefficiency of financial
 
inttu on hat iOper i thne rural!ares, induce others hts
 

f*r have beend the a and (2) identfif -new
 
for r 1con m rder
 

IYidndhe Saccess ofnthe rural ro'thpopulatioerta t to depsitaccounts,e 0s) no a t
-tui nal inacia,'frms sueital 	 6 

qtegte th ano Ag-r~Tcla, and 4a'few,,'rura1l CrdtUin smr 
Som~plete adeftvefnanca-nemdais hog a~consolidation' 

ofep ~ zat fon andre a ttfites;" (2), to incr 'as6e 
~~4 .understanding~ Dominicans, about 4the~fuinctin of rfinanfal7-'--' 'among 

~ r~'4markets, leading to major policy reforms that .would facilitt'e financ ial1
 
progress in t rural areaand pomote the p netaono e
 
countryside by new financial intermediaries. --


In summary, t pjets main objective is redefined as 

I. 	 improve 4the 
Dominican Republic . Asociated projecj are: 

1ao To 	 supply of financial srieinthe rural~KI~~ 

-	 a. QTo,,improve the viability and efficiency ofiaci'al~~... ,
sinstitution tha now operate, or ifn the' future may~ 4~ 

operate, in the ruralu areas, 

b. To substantially expand the access of the rural
 
4 population to deposits,5 loans, and other financia 

'6'A 

4 #4-111 
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2. Outputs to achieve the project purpose include:
 

a. 
 A consolidation of the deposit-mobilization
 
activities already initiated by the Banco Agricola

and four Credit Unions (La Vega, Santa Lucia, San
 
Jos9, and Vallejuelo), beyond the pilot effort;
 

b. 	 To improve the financial management of the Banco
 
Agricola and the four Credit Unions, through changes

in structure, procedures, and policies, and staff
 
training, to make them more viable, less dependent
 
intermediaries;
 

c. 
 To assist FUNDEJUR (the Foundation for the Rural
 
Youth) in its efforts to initiate
 
deposit-mobilization activities;
 

d. 	 To explore the feasibility of developing

private-sector intermediaries 
(rural banks) suitable
 
for the rural areas; and
 

e. 
 To promote major financial policy reforms that would
 
facilitate financial progress in the rural areas as
 
well 	as in urban areas.
 

B. 	 Project Activities
 

The project will continue with efforts in all four of its
 
major areas of action:
 

1. 	 Institutional strengthening and financial management;

2. 	 Deposit mobilization;
 
3. 	 Research; and
 
4. 	 Dissemination and policy dialogue.
 

These areas will be grouped in the following activities based
 on past achievements. Deposit mobilization will now be efficiently

carried beyond the pilot stage, while emphasis will shift from research
 
to dissemination and training.
 

1. Institutional Strengthening and Financial Management
 

a. 	 Banco Agricola
 

Within the Banco Agricola, the following areas will
 
require special attention:
 



--

- -

- --

.Develop, install, aand 1 inetune a modern-and 
complete -information and-data-management syst'em:' Adeficienten
a d
 
nobsolete information systemlhas been a major bottlseckflor more

portolio 'managementandsfortheexpannsionof the deposit
 
Smobilization effort. Tresent d'psi ativities have already overloaded
'the syste'm to -the point 'of bradw.Tedsg fanwdt 
management systemwill be comet ewithin''a fewmonths and the system 
will be installed a fully "operationalaieforeathe endftd ofte 

routers wil introducedi.nproject. Microc abe .'everalbranches and 
linked to the mai system Relevianatesoftw' for finn1cial management 
willy be adapted ordvlpd optrsafwill be trained, to allo 
for e thernew system
 

'.oChangeothe' structure 
nstitutional "cultu e: fo deal withits new responsibilities and 

internalized policy and procedure changesotheBanc Agrcola ust revise 
its organization. Emphasis willbeoulaced o information management, 

naee organizationa and-the 

Uesearch~ and Orog ammning,, and human reouc deelpmnt
 
Decentrliation and improvemets' n dc nakng t tn
.
 
manager level will b'e crucirl. To overome resistance and break the 
~ln1iSetblish'ed habits, traininig arnd motivation,-as 4ell as' the deig 
of-~oce wilbotroesflebla wiot bd promoted. 

Chng asset maaeet nodrt rtc 
t integ ity: 'of 4deposits..and. to make mobilization profitable, the Banco 

Aricol'a mustrimprove-its'asset managmet '~Nwflexible but safe '

ending'cit'eria wilt b' determined. eservg a iqu managementne.i'ea~-~--,-'~~'- Urese be P li'dies'icitio Willibe encourag r"f3risk~~" 
d liquidty-management..ti 


M have, to be revised. ' 


on'4>-~ : ' ' Some of the constraints imposed,.by the 
Ionetar7 Board's resolutions w1i 

V4;''.~~ ~ -"4' Achieve Increased cos efficiency: Thefud---" 

obtained4 through deposits from- the public rare more- expensive' tha th
bak'trdtoalsuc of finance.% To make deposit Mobilization -'4<4Nie,beipoe. Pro om=rurtnd, fnoere
profitable,' thBanc6'Agrcla must reduce its "operating costs. ' Th' { 

projectI will measure vario'us dimenions f trasactin cos: Th 
'administrative closts of mbilizingdeposits, lending costs within te7 
bank,,and' non-interest costs imposednn borroerssandrs. 

k~'Sources 
 ofxesot ilb id~ified, 'cost-reduction innovation
 
'introduced,-
 and 'procedures s'mplified.'.The ,project wi'll also','idei tfy


detnrihats',of loan' delinqecy,and'.Aesigji new measures' to cont'rol
default. Finally, the p'roject will pooe fur'her neest-rt
 
ad s tmente' to al'ow the bak to. cover its costs an 'pr'tect thie 

..nstitution 'from inflatibon. These adjus meI.t i 're 1tfro 

4'' 

contin uotisresea-rc eoisand ~dialogue. with-the, top~management levels., 
Snt inued3research ~w'itin, the LBank W'ill be diece t~ esevy

adsrct re,of the.admin'I tati've costs. scusGssons withe p 

4 4; 

AK 

-

<
 

, 

http:imposed,.by
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management levels and Board of Directors will focus on the margin

requirements to cover administrative costs within the Bank.
 

- Develop new instruments for deposit

mobilization: 
 The Dominican financial system is experiencing significant

changes in regulation and increased competition from non-regulated

intermediaries. 
 In order to expand its mobilization of deposits, the

Banco Agricola must improve its competitiveness. The project will
 
continue to monitor the evolution of the market for deposits, and explore

ways for the Banco Agricola to compete more effectively. Once the
 
presently conducted internal evaluation is concluded, the Banco Agricola

will continue with the expansion of the system to operate deposit
 
facilities in all of its 31 branches.
 

b. Credit Unions
 

With respect to the Credit Unions, three major

questions must be addressed in the following months:
 

- Find a new institutional base (second-level

mechanism): Technical Assistance component directed towards the Credit
 
Unions is now being financed and managed directly from the Project

Coordinating Office in the Central Bank given the bankruptcy of
 
FEDOCOOP. This is not 
a viable long term solution, therefore, it has
 
become necessary to find a stable institutional home for the Credit Union
 
technical assistance and training component, a step required in order to

replicate this model of mobilization. 
 At the time of this Project Paper

Supplement there are several options (the Central Bank, the Banco
 
Agricola, IDECOOP, or a new arrangement with a restructured FEDOCOOP).

The training of Dominicans to provide this technical assistance and
 
training will continue, but without such an 
institutional base, this
 
human capital will be lost.
 

- Establish a Financial Link: 
 The project's

emergency fund has helped with liquidity management. This arrangement,

however, is transitory and a permanent lender-of-last-resort and deposit

insurance mechanism must be found for the Credit Unions.
 

-
 Consolidate deposit mobilization and

organizational reforms of the Credit Unions: 
 Deposit mobilization
 
activities of the four participating Credit Unions are fragile and
 
vulnerable. Rather than starting operations with new Credit Unions, the

project will concentrate its efforts on consolidating and monitoring the
 
activities of the present four participants. Lessons learned will be
 
disseminated in the hope that the model that is developed will be
 
replicated by others, without direct project involvement.
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- Assist FUNDEJUR in its deposit mobilization
 
activities: The project will provide assistance to FUNDEJUR in its
 
efforts to mobilize domestic deposits at a pilot level.
 

2. Research and Dissemination
 

Additional applied research that is relevant to policy 
will continue under the project. It is expected that, before the end of 
the project, teams of Dominican researchers on rural financial markets
 
will be available at the Central Bank, or the Banco Agricola, and at
 
least at one or two universities. Tle set of second-year research
 
projects will be completed by September, 1985, and discussed at a major
 
workshop. At that time, a new set of projects will be designed for the 
third year, to be carried out by the most successful among Dominican
 
researchers, with the'assistance of OSU staff and other advisors. 
Finphasis will be given to joint research efforts. In order to assure
 
quality of the research work, timely completion of studies and more 
Linrrtant provide on-the-job training to junior Dominican researchers,
 
aVvisors and locals will bear the responsibility of conducting applied
 
icsarch from its conception until its completion. Studies will focus on: 

- Transactions costs (at the depositor, mobilization, 
lending, and borrower levels); 

Deposit mobilization strategies and implementation
 
problems; 

- Market structure, financial regulation, and the
 
impact of financial policies.
 

A specific research issue, to be explored, is the
 
feasibility of establishing new institutional forms (e.g. private local
 
banks) in the rural areas, or of transforming existing non-regulated
 
institutions into more complete Intermediaries. Tihe legal framework for
 
the operation of such institutions will be explored. Research about
 
informal and non-regulated institutions may suggest feasible
 
transformations. Deposit mobilization efforts by other existing
 
institutions such as Agrarian Reform groups will also be explored. Sex
 
disaggregated data to reflect participation of women will be taken into
 
cousideration wherever feasible.
 

On the basis of actual results from the deposit
 
mobilization campaigns and research findings, it has now become possible
 
to intensify dissemination activities. In addition to two more major
 
workshops involving all project participants (Fall of 1985 and Fall of
 
1986), the project will sponsor two or three institution-wide workshops
 
within the Banco Agricola, as well as several seminars, lectures, and
 
training activities for specific groups. Additional case studies will be
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developed by ISA. Publication of research results will be 
a major

dissemination activity. These publications will include the best among
Dominican studies as well as more general OSU contributions. At least
 
three to four monographs will be published, in addition to numerous
 
pamphlets and the periodic newsletter.
 

3. Training
 

Training activities will be essential for the 
success of
the deposit mobilization efforts and other institutional reforms at Banco
 
Agricola. This will include at 
least the following:
 

a. Short-term training of key bank officials at centers
with internationally recognized programs in bank management, such as
INCAE in Costa Rica or the Citibank Training Center in Puerto Rico.
 

b. 
 Workshops for team building, strategic planning, and
other human resource development within Banco Agricola and selected
 
Credit Unions.
 

c. Short-term courses, seminars, and other specific
skill development activities for the personnel of both the central office

and branches of Banco Agricola and the Credit Unions, involving local
 
banking experts and international consultants,
 

C. Expected Outputs
 

As 
shown in the Outputs Chart, by the end of the project, all
31 branches of the Banco Agricola and at 
least four Credit Unions will be

actively mobilizing deposits in the rural areas. 
 Savings mobilization at

the Banco Agricola will have increased to DR$lO,000,O00, of which about
DR$8,000,O00 will be 
loaned out, with less than a 10 percent default
 
rate. The provision of deposit services 
to about 7,000 depositors would
 
have reduced their transactions costs of maintaining liquid 
reserves.
 
Deposit mobilization by the Credit Unions will have added about
DR1300,000 
to their loanable funds, while loan delinquency will have been
 
reduced below 10 percent.
 

The Banco Agricola will have introduced major organization and

policy changes in the areas of information management, microcomputers,

asset and liquidity management, cost efficiency, deposit mobilization,

and human resource development. 
 A viable second level institutional
 
home, for the future provision of technical assistance to the Credit

Unions, will have been established. The feasibility of promoting private

rural banks will have been determined.
 

Two major workshops will have been held, to discuss results
from at 
least twelve research projects completed by Dominicans, and four
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research projects completed by OSU. 
 About eight other seminars and

workshops will have been conducted for specific groups. 
 Three monographs

and other studies will have been published. A major synthesis of

research finding and lessons learned will be written by OSU staff.
 

D. Local Inputs
 

Given the many institutions that participate in the project,

and the variety of activities to be undertaken, a coordinating unit, to

disburse local currency and oversee performance, continues to be

required. The coordinator's office at tile Central Bank has provided

these services adequately. 
 Its location within the Financial Department

has been crucial for the savings campaigns, providing the Banco Agricola

and the participant Credit Unions with expedient access to 
the regulatory

and procedural issues of deposit mobilization. The Central Bank
 
officials may shift its present location if 
the need arises.
 

One or two of the technicians trained by the project will be

retained, to continue their work with the 
participating Credit Unions.

At the Banco Agricola, a major project input will be continuation of the

design and installation of new computing services. 
Local banking experts

will be hired for several of the training and dissemination activities.
 

In order to finance local inputs, additional PL-480 funding
through December 1986, is required. In-kind local contributions will be

extended to cover the new period of the project.
 

E. Technical Assistance
 

The project evaluators, the Dominican authorities, and the
Mission consider the technical assistance provided by OSU to be very

effective. 
The extension of the completion date to December 31, 
1986

will require a new add-on to the S & T Cooperative Agreement, In order
 
to secure OSU's services. 
This will make possible the extension of the

resident advisor until October 1986, (and access 
to his services through

December 1986).
 

The OSU coordinator will continue to manage technical

assisLance services and will participate in several of the research and

policy dialogue activities. He will make at 
least eight more trips to
the Dominican Republic (July, September, November of 1985, January,

March, June, September, and December of 1986). 
 He will concentrate his

efforts on financial policy reforms at the Central Bank level.
 

OSU will arrange on-going short-term advice to the Banco

Agricola, designing the bank's new financial strategy and dealing with
 
questions of portfolio management and default prevention, and in the
development of a data management system. 
 Other OSU short-termers will
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advise the Banco Agricola on organizational and human resource
development questions. 
 This will require a total of six more trips 
to
the Dominican Republic, while associated consultants, with banking
experts, will make another eight trips. 
OSU will provide on-going
short-term advice for research, requiring five trips.
 

F. 
 Revised Implementation and Financial Plan
 

In addition to extending the project assistance completion
date to 
December 31, 1986, in order to responsibly complete and
consolidate major project components and 
to resolve the unexpected needs
created by the success of the deposit mobilization activities at 
the
Banco Agricola, this project will require additional funds.
 

Additional funding required is estimated at 
US1450,000 for
technical assistance, commodities, and international training. 
 In
addition, US$20,000 will be prcvided in FY 1986 under the S&T Cooperative
Agreement with Ohio State University. 
 The GODR contribution will be
increased by RDt550,000. 
 The detailed breakdown is given in the table on
the following page.
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RURAL SAVINGS MOBILIZATION
 

REVISED PROJECT BUDGET
 

AID FUNDS (US$ 0000)
 

Additional
 
Original Required
 

FX FX Total
 

Technical Assistance 
- Long-Term US (14 m/m) 130 90 220 
- Short-Term US 260 300 560 
- Evaluation 15 10 25 

405 400 805 

Training 40 40 

Comodities 
- Equipment 
- Vehicles 

30 
36 

10 
-

40 
36 

Contingency 29 - 29 

Total 500 450 950 

GODR CONTRIBUTION (RD$ 000)
 

Original Additional Total
 

- Savings Campaign 60 30 
 90 
- Liquidity Reserve Fund 100 - 100 
- Research Study Support 162 100 262 
- Dissemination/Seminars 37 130 167 
- Operations, Logistics, Personnel 353 220 * 573 
- Contingency 80 70 

Total 792 550 1,342
 

• The breakdown of additional funding will be:
 

- Central Bank 4Ii0,000
 
- BAGRICOLA 150,000
 
- Credit Unions $60,000
 

150 
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Asunto: 	 Borrador final dcl documento suplementario para la extensi6n del Proyccto do Movi.izaci6n do Ahorros Rurales (Donaci6n A.I.D. No.517-0179-. 

hIsti1,do scijor Buck: 

Mc es grato reforirino a su co1Iunicaci6n del 23 do juliopasado, 	 con relaci6n al. documento citado enpara extender hasta dicieinbrc 	 cl asunto,
de 1986 	 el- Proyecto de Mov ilizac i 6 n dc Ahorros Rural.cs. 

liiit6rmiiinos gcnera les, estamos 	 de acuordo con lo indicado oin cLI ,en IcialdO documICIto , do conformidad con to quoya s ha d iscutido y ncgociado a ostc rospecto con cl. Dr.l:Cl.i x Sintana, Gorento [nterino d estc Banco Central, ycon funcionarios del )epartamento Financicero do Csta 	 ins-
I i t uc i( 	 . 

il;ICC'liOqS 	 USO dIC ]a oportunidad para sal udarle con scntiinicntos 	de consideracinl y ostima. 

Mluy a tonltallonlto, 

dor;( 

NMI'/I)C/sm 
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PROJECT DESL'GN SUMMARY 
 Life of Project:
WCTTAL F~a"MWORK 
 From 
 : FY 1983 to FY 1986
ject Title & Number. Rural Savings Mobilization: 517-0179 t-3'
EN0ED) 
 Total U.S. Funding:
Date Prepared $95-0: July, 1985
 

rative Sutmuary 

'Measures of Goal Achievement 
 ,Means of Verification 
 iLmportant Assumptions
) Program or Sector Goal:e "-- To stimulate !.)1.3)
t 1.2)
luction and improve income distribution by 1)--F-he-Go	 !1.4) For Achieving Goal
!Significant increased contribution
vative approaches to rural savings and 	 ;Published data and reports 
 ! g
!by the rural sector to GOP and 	 :
it. 	 by Central Bank and other
increased income for rural poor. 
_ 	 ;government agencies.;uo.:_as: !mobilization are 
supportive


•land
To improve viability of rural 	 adequately improved.
financial
c . : ~ o g . . . ~ s :Ub:itutions 
so they can be responsive to 	 ) Ove r all s o cio-e c onomi c
 conditions do not 
deteriorate
 
il development needs. 	 •furter.
 

further.
To expand access of rural poor to
igs and credit services.
 

Project Purposes: 

2.2) End of Proiect Status-
To improve the supply of financial 	 .2.3)

Indicators that Purposes Have 	 '2.4) For AchievingPurposes:
a) Participating credit
ices in the rural areas
blic. of the Dominican Been Achieved: a) Savings opportunities
 

07)ET !union records:
to increase the understanding among 	
stence of 36 viable : - BAGRICOLA and partici-

draw resources out of un!financial offices providing savings . 
productive uses resulting innicans about the functioning of financial pating branches records;!and credit services to the rural 	
!credit availability to more
 

- Central Bank and !productive uses.
,s. 
 poor in the D.R. 
 Superintendent of Banks'
; b) Additional applied research 	 ! (b) Improved access to
records.
carried out 	 savings and credit will
on Dominican financial 
 b) Joint BAGRICOLA/Central
:markets. lead to implement savings
!Bank/USAID evaluations. 
 ;mobilization programs.

c) Visits to participant ; 
c) Other institutions than
!credit unions and BAGRICOLA 
 ;those participanting are
!branches. 


!willing to implement savings
! d) Interviews of partici-
 :mobilization programs.

!pant credit union members
 
!and BAGRICOLA clients.
 



3.1) Outouts:
a) To 
consolidate the deposit-mobilizarion

activities aLready initiated by the BAGRICOLA
and four credit unions. 

b) To improve the 
financial management


of the BAGRICOLA and the four credit unions,

through changes in structure, procedures, and
policies, and staff trai:ning, to make them 

more viable, less dependent intermediaries. 

c) To assist FUNDEJUR (the Foundatina for
the Rural Youth) in its efforts to initiate 


deposit-mobilization activities. 

d) To explore the feasibility o' developing


private-sector intermediaries 
(rural banks) 

suitable for the rural areas. 


e) To promote major financial policy reforms

that would facilitate financial progress

in the rural areas as well as 
in urban areas. 


4.1) 


a) Technical Assistance. 

I) - Long Term (38 p/). 

2) - Short Term (49 p/).


b) Co.r ities. 

c) Training. 


d) Evaluation.

e) Other Expenses. 

f) Contingencies. 


3.2) Magntude of Outputs:
a) 31 BAGCPICOLA branches and five ;3.3)! a) BAGRICOLA records. !3.4) For Achieving Outputs
a) PiArticipant credit unic
:rural credit unions providing ; 
b) Records of participant
;deposit facilities. !and BAGRICOLA receptive to
;credit unions, BAGRICOLA !implementation cf appropriat
b) At least 4 technicians in

'credit unions trained and a base 

branches, Central Bank, ISA, !incentives for savings mobil
;UCMM, and Superintendent of
for central technical support !zation, and to assistance in
!Banks.

;created. 'institutional change.
c) Progress evaluations
; c) At least one Dominican b) Savings mobilization
;of participant institution. ;programs
;technician in each of the 

are successful.
 
d) Published reports.
;participating institutions 
 e) Mid-term evaluation.
;monitoring and evaluating savings 
 f) Monitoring reports.
;performance of 
these institutions. 
 g) Seminar reports and
; d) Additional savings 
 followup plans.


;generated (RDS7,300,000) and lent
 
;with less than 10% 
default rate.
; e) "Adequate" reserves 
(about

;10% of additional savings)
 
!generated to cover possible with-
 .
 
!drawals.
 

f) 26 studies and 3 monographs

!completed and published on
 
!Dominican financial markets.
 

g) Five all-participant workshops

!and 10 institution -or subject!specific seminars carried out.
 

4.2) 

a) 

AID 
(1 000) 

I) 
(1) 220 

GODR 
(RDt 000) 

LC 

-

!4.3) 
- USAID accounting records. 
.- Audit reports. 

'BAGRICOLA 

:4.4) For Providing Inputs:
a) USAID funds available on 

;a timely basis.b) Credit unions and 
institutional 

;-capacities and financial 
(2) 560 -

;viability are adequate 
b) 
c) 

76 
40 

-
" 

for project implementa
tion. 

• 

d)
e) 
f) 

Total 

25 
-

29 

950 

-
1,192 

150 

1,342 

. 

. 

c) Willingness of partici

!pant credit unions, and:BAGRICOLA branches to under
stake appropriate measures. 
' d) Appropriate technical 

!assistance and commodities 
;are available on a timely
basis. 


