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SAVINGS NOBILIZATION/LOAN DIVERSIFICATION ASSIGMMENT
THIRD REPORT ON THE BOLIVIAN NUTHALS
PREPARED FOR THE SSL International NG,
Roman Ortega-Cowan, Consyltant
DECEMBER I5TH, 1985

DURATION: NOVENBER 2 - DECEMBER 3 1985,
LOCATION: BOLIVIA, SOUTH ANERICA,

SCOPE OF NORK
[: ASSIST the 12 Wutuals of the Bolivian Savings and Loan System in
the developaent of individual marketing plans including spacifin
targets and timetables.

2: ASSIST the individual Mutuals with employee training in cystomer
service and cross-selling,

}

Develop operating criteria for consymer and *family needs®
related loans; identify specific 1oan demand in the markets of
each mytyal,

4: Review each Mytual’s loan application and approva! mechanism; make
reconmendations specifically .regarding evaluation and approval,
borrover qualification, collatera! and quarantees and collection
procedures,

N
..

ASSIST the Mutual’s staff in the identification of new loan and
savings markets,

WORK ACCOMPLISHED and EDITORIAL NOTES

A visitation program was scheduied. Lic. Jorge Ayllon and Architect An-
tonio Reyes -of CACEN- participated with Robert Boni and the author, Al shops
wvere visited except Mutual Pando Inclement weather and lack of transportation
(accessible by air oniy) prevented us from visiting this unit although severa!
attempts were made,

I+ Warketing plans Fformulated during my previous visit were reviewed.
Oue to continued unstable economic ronditions, management has been relyctant to
implement recommendations discussed in previous working sessions, Nanagement
prudence -in the short-run- could be justified as the country’s econoay is not
settled and is stiil extremely volatile, Monetary stabilization, Heing far frox
reality is threatened by a growing parailel market -which thaoretically should
not exist-,

Wost of the mutuals continue using available newspaper and radio medias. None
have adopted a formal personal call plan; however, at Mutusi Guapay the new
management is completing an overall ambitious marketing pian which inclydes
business ranvassing and solicitation, This is alsn trye at Nytyal E1 Progreso,
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Specific savings, leading targets and timetables -as planned in July "85- were
again discussed, Msnagement’s fallure to adopt and pursue our recosmendations
vas charged to the perception that the market for S3L services and products Is
extrerely soft,

Evpected savings growth levels, interest rate scenarios, competitive posture
and marketing attitudes vere anaiyzed and further discussed with management,
LOAN PORTFOLIO GROWTH vis-a-vis I1quidity vas once again explored. Short term
lending rates and desired spreads were reviewed,

Renewed discussion on market analysis and penetration techniques as weil as
lending portfolio management vere also the subject of ample review. LENDING
targets and timetables -as discussed fn July- were audited. Some of the
largest Institutions continue to engage In speculative Investments, falling to
fulfill their Lender’s role, Emphasis was given to recommending the adoption of
"maintenance o value policies®, These exercises mirrored our July’s efforts,
but ro specific follow-up on our recommendations was observed

HOTE: The -prefiminary- flve year proforma financial plan supported by
USAID, assumes & wmaintenance of value modus operand! as a prerequisite to the
system’s external debt refinancing, CACEN must provide specific performance and
standardized forms on the subject. Maintenance of value could be -1f not prop-
erly structured- detrimental to the system. Oiscussions on this subject were
conducted with Cacen’s President and the Management team -Architects Frias and
Reyes-,

2: Employees are generally wel! trained in customer service technlques,
Shorter cross-training periods werz suggested during my last visit; no changes
have been instituted on the subject. Some managers indicated such change "take
time to plan®. 1t is obvious that Industry leaders are reluctant to evolve,
deferring the adoption of aggressive sales polfcies to the future, when they
feel the economy would be stable and the ngtional markets receptive, This is
3 coafort zone many feel prudent at this time, Concurrently, employees fo!low
the leadership’s example, As expected there are a few exceptlons but as an
Industry, the attitude Is that of ®vait and see and do nothing in between®, but
hope external funds -disaster funds- arrive as planned,

Jlsaster funds -representing a significant Inflow factor In the individual S8L
financial planning- are consistently late in arriving, substantially damaging
our credibility and feeding the awkward scenario In which new projections and
recommendations are not taken serlously enough to motivate a change In the
operational status-quo,

Cross-Selling techniques were tested and specific suggestions given to improve
present ainor flaws,

L] L] L] L] ]
3t Ve have developed, assisted by Cacen’s economlst, Hr, George Ayllon,
an operating criterla for consumer and "famiiy need® lending. Concurrently, the

market 1oan demand fdentification has been fully discussed at Individual Mutua)
lavel,
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Management and staff gre, with few exceptions, scholastically adequate and with
sufficient paraliel experience 1in the residential lending field to further
develop our recoamendations into a sound consumer lending apparatys, auch of
which vas discussed and plenned during my July visit, Motwithstanding, at
Industry and Regulator’s level, Boards and Management tesms have failed to
pursue most of our recommendations, offering the excuse of unstabie markets not
receptive co our services. The products and services cosmittee -accountable at
Cacen’s level- operated a few weeks and then ceased to exist, Ragulations have
not been updated to promote the sales orfented profile the Industry should
adopt. Weakness or absence of specific operational regulatory perforaance
ratios -and enforcement thereof- continue to play a negative role in planning
the ideal evolutionary behavior of the Systea. CACEM’s influeace could -and
ayst- be substantiaily improved in this area,

In July (85) to heip Mutuals identify specific "family need® and “consuser®
loan demand at each market place, mini-surveys were conducted, which positively
verified the presence of adequate consumer markets -at national levels- in the
"fanily need” plus "commercial® spectrums as vell, With four exceptions -Santa
Cruz, Tarija, Oruro and Sucre- no individual Institutiona! effort has been
evercised to penetrate these markets or at least to commence personnel training
anc customer conditioning in preparation and anticipation of reaping benefits
from potentiais identified, vhen economic stability is achieved.

4: Customer’s Loan application process was reviewed during my last visit
and found it adequate. Stresalining document preparation had been suggested.
discussions on this subject were again conducted encouraging the use of pre-
printed forms,

As ve recommend short tera lending, not all managers are resdy to assuse the
inherent risk management responsibitity, Hanagers, Presidents and Board of
Oirectors were again encouraged to further delegate lending powers, Brief
analysis of risk management were conducted.

Borrowers evaluation loan approval process continue to be too restricted, The
screening-lending exercise continues to be the province of Managers, Board of
Oirectors and some lending officers -with limited authority-, Customer
repayment ability verification is veak and usually underwritten by the manager,
based on his personal knowledge of the appiicant’s socioeconoalc status, This
further 1imits the MWutual’s lending scope potential, Kuch discussion plus
specific recommendations were given on this subject.

ODocument preparation (Mortgage processing) continues to be awkward, wastefy!
and NUST be streasiined as vecommended previously -July °85-, This subject Is
of a universal nature, CACEN should assume responsibility and standerdize this
item for the entire systes, addressing simultaneously the "maintenance of value
requiresent” as a mortgage and note covenant.

Collateral analysis and guarantees are properly asddressed when processing a
loan application. Title indentation or mortgaging of collateral fis performed
satisfactorily, In Bolivia real estate mortgsging -Noman Code Legal structure-
is cumbersome and time consuming, therefore discouraged in short term consymer
lending,

Collection procedures cont!nue to be well enforced. Loans In arrears are
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prosptly addressed. Delinquency ratio is low. The iegal recovery systea is very
slow, therefore the system relays heavily on personal contact co!lections,

5: ldentification of new savings and lending market potentials and brief
instructions as to how capture said marksts was, once again, evercised. Howaver
this practice appears NOT SUFFICIENT TO REALIZE AND DEL{VER EXPECTED GOALS.
The system lacks the basic discipline of know-hou to AGGRESSIVE marketing,
Some individuals within the Institutions instinctively identify market opport-
ynity potentials but as an industry there is EXTREME COMPLACENCE; absence of
active leadership prevents the needed breakthrough to actuslize our goals,
This flaw is remediable, there exist the need of strong LOCAL invo!vement in
this area, -enters CACEN-. Consulting and working out a nlgn at each
individual Mutual is not sufficient to realize attainable prograseed goals, It
appears that once the consultant is not present, enthusiasm diminishes and
plans are deferred or not carried out. Cacen has falled to provide continyity
to our efforts as their representative has not traveled to provide essential
time at each Mutual to ensure compliance with recomsended mode of operations,
continuity in training and performance accountabllity,

A systeawide orchestrated marketing/advertising program with CACEN’s fyll
participaticn would enhance our efforts but It is imperative to provide ON SITE
DIRECT SUPERVISION AND CONTINUED DIRECTION -at each Mutual level- if our plans
are to be carried out at each wmarket piace. The systes is permeated vith an
aura of defeat that must be overcose,

CAUTION: -re: The systea’s external debt refinancing exercise under USAID's
consideration,
Karket ability to support savings/lending growth leveis stated.

As contributor to the overali proforms five year financial plan for the systen,
1 cautioned that unless renewed dedication and personal professional cosaitment
is pledged and delivered by the Industry’s leadership, it wili be difficuit to
realize programeed goafs,

EDITORIAL OBSERVATIANS:

The system continues to understate its TRUE net worth. Savings reserves are NOT
funded nor its accruing ifability reflected in financial statements,

Nutusls continue to be refyctant to liquidate Investments -or dollar reserves-
to fund short term lending programs; non-earning assets are cautiously regarded
8s 8 "HEDGE AGAINST INFLATION®, This occurs to the extent of many Nutuals
dangerously practicing a dependence on savings Inflows to satisfy
operational-administrative overheads. Larger Nutuals -La Paz and l.a Primers-
contizue to fnvest most all their liquidity in the bullding speculative market,
maintaining a strong posture as land developers and housing projects Investors
and negligible lending operetors within the systea.

CACEN’s fallure to address af)ing Nutuals continues to be of concern to me.
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The Industry needs a revival, Nost institutions are insolvers and the Systea’s
working force -in my opinion- Is not motivated nor fully dedicated to Institut-
lonal recovery, thereforz it is a no-competing force in the market place. As
presently structured, this Is a complacent, quasi ineffective group -mainly
small bureaucracies- existing on the expectution of external -foreign, mainly
USATOD’s- cash inflows while missing the opportunity of income generation from
its own market place.

Notwithstanding, this negative behavioral characteristic, while threatening the
sttainsble recovery of the (Industry, is, in most instances reversible. Less
than six years ayo, The Bolivian A 8 P (S § L) Wutual System was recognized as
the "mode!" housing provider in Latin America, Its feadership -in most cases-
fs stil) on board; perhaps it Is time to reviev this ares and suggest changes
a3 deesed prudent.

The recent Bolivian economic rollercoaster has created a most pecullar condit-
lon for the Country’s working class; it has truly devastated worker’s trusts,
believes and hopes the economy |s capabie of recovery, that financial stability
would be resused and that national confidence in the free enterprise wil} again
be a reality. Against this scenario, the financial Institution vorking force
has literally surrendered. In Sucre -Nutual La Plata- a labor conflict is baing
arbitrated by Unlon and the Department of Labor. Further unrest fs passible,

Salaries -particularly In the S8 L systen- have falled to grow and follow
hyperinflationary trends. This condition accounts for the observed trait which
finds the S & L esployee vorking -for other employer(s) or doing business for
themselves- supplesenting their income from sources other than the Mytuals,
vhile hoping -but not really working 1001~ for the recovery of the system

To the detriment of expected operatfonal performance, the majority of the
Nutuals staff and officers are engaged in such activities. Additionally, at
Board’s and high office levels there exists conflicts of Interests which
directly interfere with the ability of Institutions to competitively operate In
their respective markets, These known practices are controllsble -with fair
compensation policies, stringent work ethics accountabiiity and other methods.-

Our testing the market place -in early July ‘05- indicated that (while the
official rate of exchange was: one US dollar = $575,000, vis-a-vis a paraile!
sarket of one US doifar = §b 1.4 MN) consumable Joods and services were being
priced on speculative expectations that the paralle! market would have climbed
to: one US doiiar = $b2,5 NN, reacting to an anticipated official rate hike of:
one US dollar = gb INN by the end of August.

Ouring this visit -Mov, ‘05- consumer good prices had held up as Indexed In
early July ‘85 -as explained above- and further increased by 15§ to 351.

The officlal rate -Nov, 30, “85- has grown to: one US doilar = $b 1,39MN vig-g-
vis 3 parallel market of: one US doliar = §b 1.8 NN, Thus, the paralie! market
has faifen 281 short of reaching the one US dofiar = $b 2.5 WM forecastad by
serchants in July ‘85. (Forecasts were obtained by us from merchants canvassed
and interviewed in early July; they vere rationalizing their price increases.

A thriving Bolivian parallel merket is a measure of econoaic Instabiiity, In
the past, the “cambistas” or free-lance biackmarket money exchangers opersted

Page 5 of 9



in one specific area of town or city; in the case of La Paz, Camacho street was
"the” place of action. Now -since the latest presidentiai election, August '85-
the proliferation of "cambistas® is alarmingly noticesble. Money exchange
activities are observed in aii major arteries of cities and towns.

The attached profile reflects the basic problem of the Boiivian economy. It is
obvious that industrisl production and productivity is facking. Areas vorthy of
exploitation and capable of significant financial contribution are not serving
the economy. See "additional data.®

In 1985 -January through October- of 208 working days, the industry worked 168,
However, other working sectors worked even less. Labor disputes and strikes
accounted for this statistic, Undisturbed by this scenario, Cacen worked nora-
ally.

Obviously consumer’s ability to save continues to deteriorate. Borrowers repay-
sent capacity shrinks as the cost of living soars. Aggravating this condition,
saiarfes have been -temporarily- frozen, literaily depressing the fanily’'s
microeconomy to unreasonable !zvels, further compressing the already limited
Bollvian living standard and raising the level of national unrest.

The nev Government is committed to correct these economic deficiencies.

The foregoing scenario -presented and defended by industry Leaders- iends cred-
ence to management’s insistence that markets are soft, not confortabie with our
services, reluctant and institutionally out of reach.

There are also the views .rom Independent observers. RE:The Wall Street Journal
October 25, 85 “The Americas® by Julio H. Cole -copy attached-. The proverbial
IF, on market order and democracy compatibl!ity in the region is just about the
degree of credibility placed upon Bolivia’s ability to economic recovery,

Aithough the above is informative when perspectively used, its argueent |s
insufficlent to negate the existence, however selective of market opportunities
for savings and loan products in Bolivla.

There is a market for Savings; Mutusl La Primera is a good example, It has
captured the lion’s share of the short teram savings certificate market; they
followed our -Jan/Feb "85- recommendations on the subject. This Mutual howvever,
does not place these funds in short tera loans but in real estate developaent
investaents.

There is a market for short term consumer lending. This potential has not been
tapped.  The universal cry is for USAIO’s heip in order to fund lending
programs; savings growth -as its vehicle- is not an issue. The Industry
conceptually equates HAVING LOANABLE FUNDS to generating deposits, instead of
the other way around. The exception a-e MNutuals La Prisera and in recent veeks,
Nutual €1 Progreso. It therefore follnws that, unless funding Is provided
by external sources -sainly USAID- Managegent’s position is that of defeat.

This is a reality In our challenge.
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COMCLUS{OM:0ur priority cliallenge as consultants shoyld be the Industry’s lead-
ership motivation to bring about philosophical changes and modus operandi evol-
utlon, Although scholastically generally weli equipped, the Industry -in ay
opinion- Is not capable of change from within, Its leadership -through recent
experiences- have learned to "take it easy®, too easy perhaps. Planning for an
uncertain future is not a presccupation at leadership leveis. Wanagement loss
of trust in the economy lessens their ability to recognize present opportunity
and visble markets thus falling to overcome the existing inertis. Personal
productivity effort Is not generally channeled, piedged or dedicated to the
recovery of the Industry; as there Is no perceived challenge nor revard for
potential achlievers, employees attitudes mirror Nanagement’s.

Above challenge can only be met by restrycturing the system. From the Reguiator
~CACEN- on down to each operational phase at individual Nutual level. With
full -on site- participation by Intermediate term consultants in the Savings
and Loan operational fleld, coordinating efforts with a Financlal Analyst and
an experienced S & L accountant,

Ve should note that Mr, George Aylion -Cacen’s Economlst- resigned. Cacen’s
President Indicated the position was not going to be Filled. In my opinion, the
the vacancy must be Iamediately filled with an equally capable candidate.

SPECIFIC RECONRENDATIONS :

1) A tesa of three -USAID’s/USL Inti,- Consultants in Operationa!, Financial
Analysis and Accounting fields to evaluate, recommend and INPLEWENT structura)
changes for the system at large.

3) Follow-through with tne formstion of a training traveling
sanagement team -with Cacen's managerial level personnel-
to implesent structural and operationa) modifications at Mytual’s
level,

b) A product-services development and Inplementations comaittee to be
fully operational. (Nived membership, Cacen-Mutuals personnel.)

¢) The Economist’s vacancy at Cacen to be fllled‘llledlately.

2) Cacen Management to adopt guidelines encouraging lending authority delegat-
fon, portfollo diversification and dynamic activity on the foilowing areas.

8) Nutual Presidents to be accountabie for timely implementation.

b) Gusiness cai! prograas to be designed and utiiized pursuing savings
and lending opportunity markets as discussed during our visits,

¢) Cross-Selliny techniques should contin.ed to be used. Nanagers to
be responsible for the maintenance of such mode of operation,

d) A telephone/mai! caspalgn compaign myst be tried to activate the
doraent/inactive savings portfolic. Board of Directors must take
an active rofe on this subject and hold =anagement responsible for
perforsance and results,
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e) Regulations and guidelines on dormant-inactive savings portfollos
interest payments should be revieved.

f) These dormant-inactive portfolios must be consolidated -as prev-
fously recommended-.

3) WUTUALS WUST REPORT THE ACTUAL MARKET VALUE OF THEIR INVESTMENT PORTFO'.[0S .
AND ALL OTHER ASSETS. Where no competent appraisals are possible, the value
should be deternined by competent personnel and be subject to verification by
Cacen’s Auditor. -Some drogress vas observed In this area during Nov.,’85- but
additional emphasis 13 suggested.

4) Cacen should review its "mortgagee® position and control over assets owned
by Mutuals, Plant faciiities, bulldings and equipment plus real estate
investeents should actually be legally indented in favor of Cacen, (by recorded
instrument; regulatory right to invade is not sufficient in this environment)
as security for present and future advances.

5)  Concurrently, CACEN SHOULD :

a) Revise -ENFORCE- regulatory provisions on einisum Nutual's perfora-
ance standards, addressing specific ratios on )iquidity to savings,
savings to loan portfolios, investments to net worth etc; limiting-
discouraging-penalizing excessive specuiative finvesting practices
in housing projects, land developing and similar activity should be
the tenor of such regulatory profile. Promoting and also rewarding
short tera consumer lending should be considered.

b) WITH PRIORITY ADORESS ATLING AND FAILING MUTUALS AND ACT 0N THIS
ACCRUING LIABILITY, After adjusting each Nutua!‘s true net worth,
those technically collapsed Mutuals should be closed.

) ERADICATE MANAGERTAL INEFFICIENCIES. Obvious exsmples :
Manutata, Tarija, Paitit! and Potosi.

d) PURSUE TNOPERATIVE BOARDS and CHALLENGE THEM TO AN -accountable-
OPERATIONAL EVOLUTION, Obvious examples: Paititi snd Manutata.

e) Schedule and offer the Mutuals seminars -to include !ine eaployees-
on risk sanagesent, market identification techniques and tending
portfolio diversification, to maintain the Mutual’s Interest and
somentum on subjects planned with this author,

f) Stresmline mortgege processing documentation by standardizing forms
and unifore interpretation of lending powers. Most Nytuals CONTINUE
T0 REQUEST clear Instructions-guidelines to lending povers existing
under Ninisterial Resoiytion 1432,

THIS RECONNENOATION WAS ADVANCED W JULY, At this time, It shoyld
include specific guidelines addressing "maintenance of valye®.

) Addressed the reguistory 8% savings portfolio reserve fund.
CACEN’S AUDITOR to report all exceptions to the Board of Directors

for Final disposition, Paysent, nor accruing of this reserve {tea
CONTIWES TO BE Inadequately accounted for systemwide,
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The Savings 8% reoslatory reserve provision could be lowered should
it be deeced exc’ ssive, However, prudent leve! reserves NUST BE
ENFORCED. Cacen’s and each Mutual financial statements should
reflect its 1iability position on the subject.

h) Institution’s agencies sust be cost analyzed and justified their
existence purely on profitability. Agencies not profitable should
be closed.

i) Cacen’s income fee structure should be updated to refiect flexible
uniforaity within the system while Insuring sdequate Income levels
capable of supporting much needed operational know-how, on site
support at Individual Mutual level,

Additional recommendations wil) be in order after the systea’s behavioral patt-
ern is adjusted as recomsended above,
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OTHER DATA

attachment to USL Intl. Report dated 15 Dec. ‘85

3 copies of Consultant’s working sheets.



R.Ortega-Cowan, Consultant’s worksheet
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R.0Ortega-Cowan, Consultant’s worksheet

BREAKDOWN OF [NDUSTRIES AND OTHER PRODUCING ESTABLISMENTS

BOLIVIAPPARTPIOIPATION PORCENTOAL DE ESTABLECIMIENTOS
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R.Ortega-Cowan, Consultant’s worksheet



