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K4 EVALUATION ABSTRACT (do not ezc tmd e p- .-- ---ti spra
The Cooperative Strengthening Project (520-0286) is an institutionaldevelopet initiative with the federated cooperative movement. The purpose isto strengthen the service delivery and mnagement capabilities of participatingorganizations through a combination of technical assistance, training, policyguidance, and the investment of financial resources (i.e., credit andrecapitalization funds). The Project is administered by th? National Federationof Savings and Loan Cooperatives (FE(ACOAC) through a Cooperative Agreement
with USAID/G. The mid-point Evaluation was completed by a 3-person 
 technicalteam fron Development Alternatives, Inc., using project documents, interviewswith Project personnel and cooperative staff, and field visits to participating
organizations. 
The major findings and conclusions are:
 
* The Project represents a significantly different approach to cooperative


development and isin sharp contrast to traditional AID-sponsored
cooperative development activities that focus on either (a)organization and
praotion or (b)production, processing, and narketing technologies.
* inpleentation has been distinguished by imaginative interventions, asuccessful, methodological approach, and a particularly competent project
team of local'and expatriate technicians.
* The project appears to be achieving its objective of bringing about

fundamental changes in the participating federations and cooperatives.
* 
Significant changes inpolicies, interest rates, pricihg, capitalization,

and delinquency-control can be traced to project initiatives. 
The
foundation for sustainable cooperative operations is being created.
• The project's focus on adinistration and financial manageent is

appropriate and essential given the current status of the various
cooperative groups in Guatemala.
* The financial stabilization component has used an innovative approach that
avoids grants and forces participating organizations to "earn" financial 
assistance over a five-year period.
 

The evaluators noted the following lessons:

O It was essential to inplement the'administrative and financial ref orms


before engaging in other program activities to avoid wasting resources;
* Tying disbursements of financial resources to operational performance helps

insure that changes are being internalized;* Initial projections of the inplementation schedule were overly optimistic
for such a caplex institutional developnent program;
* Institutional development program nust also address the economic issues
facing rural cooperatives (i.e., 
limited earnings potential) by developing
profitable menber service program which can generate the income needed to
 ensure long-term sustainable operations; and
* Developing a viable and effective cooperative noveenst requires a long-term
effort and comiitnent. 
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A.I.D. EVALUATION SUMMARY PART If 
J. SUMMARY CF EVA .U ATC&4 FINCNzS3, CCNC.USIONS A)ND RECOMMENDATIONS (Try not to e=Se the 3 p-raes pr:vieie-. 
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Mss:c crr ':e: ORD/'USAID/GUATE-ALA Datthissummarypreare : February 7, 990 

This 'a: e&Ful E-,!La*:cn epz,-. Midterm Evaluation of the Cooperative Streigthening Prowecr 
November, i$5.i
Background Description: The Cooperative Strengthening Project (520-0286) is anUS$11.0 million institutional development khicheffort targets the federatedcooperative movement of Guatemala. The pcrpose is to strengthen the service
delivery and management capabilities c4 participating cooperatives 
 through acombination of technical assistance, training, policy guidance, and theinvestment of financial resources (credit. and recapitalization funds).
goal is to increase rural fandmily inccnes and productivity by providing 

The
 
cooperative rtmnlrs with access to inroved and expanded services through theirorganizations. The Project is administered by the National Federation of
Savings and Loan Cooperatives (FTACOAC) through a Cooperative Agreement 
 with
USAID/G signed on August 26, 1986. FEAACOAC provides overall policy guidance,
manages the Project's financial resources, provides general administrative
support, contracts and procures local services ard commodities, mnitorsparticipant compliance with the terms of the Agreement, and suhtits regularfinancial and progress reports to the USAID Mission. Day-to-day imleventationof Project activities with each of the five participating cooperativefederations (e.g., technical assistance, feasibility analyses, and training) iscarried out through a Project Managetent Office (PMO) organized by the FEKACOAC
and staffed by local and expatriate technical personnel. 
 USAID/G contracted aconsortium of cooperative development organizations led by the World Council ofCredit Unions (WOC.J) to pLovide FENACOAc with advisory assistance in Projectdevelopment and technical support to the participating cooperative federations. 

Guatemala lacks an integrated public and private sector infrastructure toprovide produ( cion support services to the agricultural sector. This is viewed
as one of the primary limitations to increasing agricultural production,
productivity and farm incomes. The Project is one alternative being pursued bythe Mission to increase and improve the intermediation of services to the smallfarmer client group. Currently five (5) federated cooperative system are
working with the Project. They represent approximately 217 base-level
cooperative affiliates and possess a mwership of 130,000 individuals. 

Evaluation Purpose and Methodology: The mid-point Evaluation of the Projectwas conducted by a three-person team from Developtmnt Alternatives, Inc. (DAI)in October/Novarber, 1989. The purpose was to assess progress and to evaluatethe potential for expanding the scope and focus of activities to be supportedwith Project resources. The evaluation tear used USAID/G documentation,interviews with Project personnel and cooperative staff, and field visits incompleting the evaluation. The findings are being used to guide the developlintof the planned FY90 Andnt to the FACOAC Cooperative Agreement. 
Principal Findings md Conclusions: The Evaluation noted that the Projectrepresents a significantly different approach to more traditional AID-sponsoredcooperative development programs. It was compared to an IMF-type program dueto its hard-nosed focus on policy, administration and financial mnagemet t 

/ 
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reform before organizations are providedevaluation concluded access to financial resources. Thethat this approach was both appropriate and effectivegiven the problem facing the cooperative movemnt, and significant improvementin the administation and ma.nagemen.t of participating cooperatives has resulted.Leadership and cooperative staff are aware of the need for fundamtalin the way their cooperatives operate; there change
existsinstitutional a willingness to adoptreforms; strategies for renewed institutional growch have beendeveloped; an entrepreneurial spirit has been introduced;have and concrete actionsbeen taken to improve cooperative services while enhancing earnings.
 

In aggregate terms among the 
five participating federations,has evidenced a 212% increase in cooperative membership, 
the period 1986-89 

capital a 123% growth in shareand savings, and a reduction in outstanding loan delinquency from 52%
to approximately 36%. 
 The most significz,
nt changes in cooperative operations
resulting from the institutional development pvogrmn with the participating
cooperative organizations are summarized as follows:
 
1. Artisans Cooperative Federation (ARTCO) - Management is now focused onproduction and narketing of handicrafts; sales volume has increased from
$36,000 in 1987 to $348,000 in 1989; accounting recordsproject-financed renovations are up to date; andhave improved product quality through theintroduction of dyed yarns which do not bleed. 
2. Federation of Reqional Aqricult,ral Cooperatives (FEAR)controls have - New delinquencybeen introduced; delinquent membersmembership have been purged fromrosters; new, more productive fertilizer blendsintroduced; a new have beenpricing policy includes the capitalization of five percentof credit sales to create reserves for bad debts; and, the Federation has
increased share capital interest from 2 to 10 percent. Finally,agricultural extension program has 

the
had drmntic and positive impact onmeber yields and costs ot production. 

3.Federation ofGuatemlan ricultural Cooeratives (FDBECA)Federation has shifted - Thefran its social orientation and intermediationdonor assistance to a businesslike, profit-making 
of 

relationship with itsaffiliates. Staff was reduced by 50 percent; interest rates aresteadily increased; and beinga debt restructuring proposal has Leen submitted tothe Agricultural Development Bank (BANDESA). 
4. Fede tion of Cooperativesof AltaandBala VeraPaz fM2yP ): A debtresturcturing proposal has been developed and submitted to BANESA; acredit policy has been introduced; strict budgets have been prepared 

new 
32 moner cooperatives; for alland staff has been reduced by 30 percent to controloperating overhemd. 

5. National &raiovnoan oa
of - oertives hCc):WM A newcapitalization policy has been introduced; nurket rates have been adoptedfor both savings and loans; policies have been adopted to lessen the
dependence on external capital and promote domestic savings; 1
reclassified annually, oans arecalculation of loan delinquency is based on sound
banking procedures, and delinquent accountscnamitted have been purged; and it isto the development of a permanent capital base for credit unionsand the federation. 



The Financial Stabilization componentdesigned, and was also found to be well-cnceived,inzlemented, and positive indicators of progress were noted.Stabilization funds totalling $2.3 million have been disbursed to two
federations (FENACOAC and FEcoAR), all six FECOAR cooperative affiliates, andnine of the credit unions affiliated to FE(ACOAC. In particular, the
evaluation concluded that the changes in administrative and operational
practices that have arisen from the stabilization agreements are, for the
moment, more significant than the pure financial inpacts and have far-reaching
potential in four specific areas: 
 inproved capitalization strategies, interest
rate policies, creation of pernnnent institutionalmobilization. Finally, capital anid domestic savingsthe implementation of the stabilization program over afive-year period with annual compliance reviews has increased the liklihood
that the process will be internalized. 
Participating organizations have the
time to learn how to manage credit programs under rigid operating standardswhile the Project retains considerable leverage over the participants during
this process. 

In sumary, implementation of the Project has been characterized byimaginative interventions, an effective methodological approach toinstitutional deVelopment and financial stabilization, and a strong technical
and performance capability in the FENA0OAC Project Manageent Office. 
The
imnediate iL-oject objective of bringing about fundamental change in the
administration and management of participating federations' and cooperatives is
being achieved, and the foundation has been established for furtherinstitutional growth and eventual sustainability. 
Principal Recomendations: The Evaluation recommended a series ofmodifications to the original design to increase effective Project impact,:ensure a 
greater transfer of technology and practical skills, and address the
critical economic issues facing the long-term viability of the participating
organizations:
 

* The Project must shift from the current emphasis on the federations to amore aggressive strategy of working directly with base-level* It must offer cooperatives.a broader range of technical services to more conprehensivelyaddress the needs of non-credit union organizations by identifying andstrengthening commercial, income-generating activities for the agricultural
cooperatives.
* Further efforts should be taken to integrate the technical personnel of theProject Management Office into the participating organizations to ensureskills transfer and continued development after the LOP.* The Project should be less rigid in qualifying organizations for creditaccess; and, additional resources are needed to finance a variety ofcooperative and farmer investments in production, infrastructure, land andon-fam inprovements.* The financial stabilization component should be increased to completestabilization of thethe current Project participants; alternative investnmntstrategies should be persued to permit a greater inrpact of the resources oncooperative production and investment; and the disposition of thestabilization capital should be determined prior to the PACD.
* The PACD and the external technical assistance contract should be extendedthrough the end of the first five-year stabilization cycle (mid-1994) at a

minimum. 



SUMMARY OF EVALUATION FINDINGS, cont. 
 Page 5.1 

Principal Issues: 
 Several issues identified in the Evaluation are linked to
the original design and the time required to ensure that sustainable 
institutional developrent occurs:
 

* 	 On the design side, the Evaluation concluded that the SOP conditions and
 
progress indicators were inadequate; initial projections of the

implementation schedule were overly optimistic; and the time frame and resource levels were insufficient to meet the spirit of the Project

objectives.
 

* 	 On the implementation side, the evaluators felt that the original design did 
not adequately address the fundamental economic issue facing non-financial
cooperatives (i.e., existing business volumes are too low to generate the

income required to sustain effective cooperative services). Although the

Project is succeeding in overcoming many of the initial obstacles to
effective implementation of the institutional development program, the
design did not .include the resources nor the need to address the production,

marketing and processing problems of the small farmer clients and their
 
cooperatives.
 

* 	 Finally, the Evaluation expressed concern that the participating
organizations were overly dependent on the FNACOAC Project Management
Office and not fully internalizing the goals, policies and strategies being

promoted by the Project. 
 Although this unit has demonstrated a very

effective performance capability and the participating organizations have

adopted a series of significant policy and operational changes, the

evaluation recommended a more intensive training effort to ensure follow-on
 
after the LOP.
 

The recommendations included in the Evaluation will be addressed in the plannedFY90 Amendment to the Project. This Amendment will likely extend the PACD;
increase Project funding; and expand the institutional development program toinclude more enphasis on the base-level federation affiliates, as well as the
provision of assistance to independent, non-federated cooperatives. Independent
cooperatives are not currently eligible for assistance through the Project.

addition, the Amendment will increase the Project's capability to lend for 

In
 

medimn and long-term investment; provide additional resources to 	complete thefinancial stabilization program; finance increased training for cooperativemanagers and leaders; and, support expanded activities to address theproduction, processing and marketing problems facing small farmers.
 

In 	closing, the mid-point Evaluation of the Cooperative Strengthening Projecthas confirmed the Mission's belief that the policy framework for effective and
sustainable cooperative development is well developed. 
Phase II of the Project
must now address the complex issues which surround the low profitability of
small farmer agriculture and the long-term capability of Guatemalan

cooperatives to 	work within this difficult environment. 

Lessons Learned:
* 	 Cooperative access to external financial assistance should be linked to 

demonstrated administrative and policy reforms to 	avoid wasting resources.* 	 Tying disbursements of financial resources to operational performance helps 
ensure that changes are being internalized;

* 	 Cooperative institutional development programs must address the economic 
issues facing rural cooperatives (i.e., limited earnings potential) by
developing profitable member service programs if the long-term
sustainability of cooperative operations is to be assurred. 



520-0286 

K. ATTACHMENTS .-(Uist atuachmonts su-mfl PACE6w This Evaluaton Summarye'aluatJon report even If one was aubml'tt1 earlier) MwS *.A:hCOPy of fullM 

Midterm Evaluation of the
 
Cooperative Strengthening
 
Project in Guatemala
 

by Development Alternatives, Inc.
 
(Contract # PDC-53i5-I-27-81


01-.
00)

November 1989
 

L COMMENTS BY WASSION, AID/V OFFICEANO ORWE/RNDEThe DAI evaluation fully met the terms of the Scope of Work included
in the IQC Work Order. 
The Mission reviewed the Evaluation Report in
December, 1989, and again on January 24, 1990, to review the issues
related to the future direction of the Project and to guide
preparation for an Amendment in mid-1990.
 

As a result, the Mission has adopted a strategy for expanding the
Project to: 
(1) include non-federated organizations; (2) ,pace
more
emphasis on the development of the base-level cooperat-v: 
-ffiliates;
(3)provide more assistance to attack the production, n ceting and
processing problem 
of farmers; (4) increase the stabilization
funding; and (5)seek a GOG counterpart for the credit component.
The evaluation has reaffirmed the Mission's decision to merge the
Agri-business cooperatives into the Cooperative Strengthening
Project, and to place much more emphasis on the issues surrounding
the long-term economic viability of the non-financial cooperatives. 
Finally, the Grantee organization (FEMIOAC)Evaluation and concurs with the findings. 

has reviewed the 
The FMCOAC Manager hasdecided to reorganize the Project Management Office to enable it to
provide more assistance to the base-level cooperatives, and
additional steps are planned to improve the transfer of technical
skills to the participating organizations.
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S. Assess the potential for expanding the project to include 
non-federated cooperatives and a new land market financial 
component (including an estimate of the additional 
financial and technical resources required to implement 
those activities).
 

The evaluation team consisted of John H. Mfagill, Team Leader; Eric G.
 
Nelson, Financial Analyst; and Miguel Angel Rivarola, Cooperative
 
Institutions Specialist. Field work for the evaluation was carried out
 
between September 5 and October 17, 1989. During that time the team visited 
all participating federations, a sample of participating cooperatives, a 
number of non-participating federations and cooperAtives, representatives of
 
both federated and non-federated cooperative organizations, and Guatemalan 
government agencies responsible for cooperative development and regulation.
 
The evaluation team also conducted interviews with representatives of the 
cooperative development organizations (CDOs) making up the project
 
consortium, and with staff and officials of other USAID/Guatemala rural
 
development and cooperative projects. In addition, the team conducted a 
thorough review of project documentation, including statistics compiled on
 
the various cooperative organizations participating in the project. 

The team wishes to acknowledge the help and support of the CDOU, Guatemalan 
cooperative federations and cooperatives, USAID/Guatemala staff, and the 
staff of the Project Management Office of the Cooperative Strengthening 
Project. Theisr frank and open appraisal of the project was indispensable 
for gaining an adequate perspective on the project and its accomplishments. 
The conclusions and recommendations contained in the report, however, are 
the sole responsibility of the authors, and do not necessarily reflect the 
opinions of any of these organizations or individuals. 
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The Cooperative Strengthening Project represents a significantly different 
approach to cooperative development. Its focus on improving administrative 
and financial management -- first at the federation level and later in the 
individual cooperatives -- is in sharp contrast to traditional AID-sponsored 
cooperative development activities that focus on either (a) organization and 
promotion o .) production, processing, and marketing technologies. 
Although thi iroject design includes credit funds to support cooperative
 
business ac.Avities, these have not been used to date. The stabilization 
program uses an innovative approach that does not directly grant resources 
to the cooperatives, but forces them to "earn' those resources through a 
five-year implementation period. Finally, although a consortium of 
cooperative development organizations (CDOs) was contracted to provide 
technical assistance for the project, few of the technicians have had either 
cooperative or cooperative development experience. 

A. Major Positive Findings 

1. 	 The project's general focus on administration and financial management 
and its specific efforts to address these areas are appropriate and 
essentials
 

" 	The hard-nosed focus on administration and financial
 
management is both appropriate and valuable, given the
 
current status of the various cooperative groups in Guatemala 
(poorly managed and fiscally troubled). The project has
 
correctly identified and addresses two major constraints to 
the long-term viability of cooperative enterprises that have 
been traditionally overlooked and are frequently the cause of 
failure in cooperative development efforts. It was essential 
to implement the administrative and financial reform before 
engaging in other program activities: without fundamental 
reforms in these areas, a traditional cooperative development 
approach would have been wasted. 

" The stabilization program is well conceived and designed, and 
is beginning to show results. Implementing a stabilization 
program over a five-year period with annual compliance 
reviews appears to increase the likelihood that the process 
will be internalized. Stretching out the stabilization
 
process over several years gives each participating
 
federation and cooperative the time to learn how to manage 
credit programs under rigid operating standards. The current 
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approach to stabilization provides the project with
 
considerable leverage over the participants, and insures the
 
existence of the fund at the end of the project.
 

o 	The focus of the project on institutional development is 
essential and appropriate. Tying disbursements of financial 
resources to performance in this area helps insure that 
changes are being internalized. However, activities to 
institutionalize project values, norms, and approaches -
such as training, organizational development, team-building, 
and strategic planning -- should become more intensive. 

2. 	 The project appears to be achieving its immediate objectives of 
bringing about fundamental changes in the admirs.ctration and financial 
management of participating federations and cooperatives: 

" 	Several federations and cooperatives have initiated
 
significant changes in policies, Interest rates, pricing,
 
capitalization, and delinquency-control procedures. The
 
initiative for those changes can be traced to project
 
initiatives and activities.
 

" 	There is substantial evidence that the project is having a
 
positive and sustainable impact on individual attitudes and
 
practices related to administration and financial management
 
at both the federation level and among member cooperatives.
 
The participants are receptive, interested, and even eager to
 
make the changes identified through the project.
 

" 	The project has had noticeable success in developing and
 
reinforcing an entrepreneurial attitude and orientation in
 
several of the participating institutions.
 

3. 	 The implementation of the project has boon distinguished by
 
imaginative interventions, a methodological approach that has been
 
successful In the short run, and an especially competent project team:
 

e 	The technical interventions of the project (such as the work
 
of the soil agronomist in FCOAR and the agronomist assigned 
to FIDSCOVERA), even though not contemplated in the original 
project design, are proving to be a valuable addition to the 
project. 

" 	Although the style of the project (a Oblue-printO model 
involving externally imposed analysis, planning, and 
implementation) flouts conventional wisdom on the 
effectiveness of development assistance (local participation 
in problem identification, goal setting, and implementation 
in essential for sustainability), this apptoich appears to be 
both suited to and working in this situation -- at least in 
the short run, and at least as far as achieving immediate 
project objectives.
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* 	 There is a strong technical and performance capability in the 
Project Management Office (PHO) team, among both Guatemalan 
and expatriate staff.
 

B. Major Issues or Concerns 

1. 	 The project has endured poorly defined objectives, delays in
 
Implementation and results that have been slow to materialize:
 

" 	The absence of a Project Paper means that objectives -
especially goals, targets, lOPS conditions, and the logical 
relationship between inputs, outputs, and achieving the 
conditions expected at the end of project -- are poorly 
defined. The ODesign Document" is not an adequate substitute 
for a project paper. The lack of a Project Paper has left 
project implementation without AID's position on Important
 
issues and without an adequate set of monitoring indicators.
 

" 	Initial projections of the implementation schedule were 
overly optimistic, given the magnitude of the changes 
required of the participating cooperative groups and the 
number of organizations with which the project had to work. 
Completion of the initial federation diagnoses and the 
development of approved implementation plans was about nine 
months behind original projections. 

e 	 Strict procedures adopted by the project -- including the 
time spent in preparing documents, diagnoses, contracts, and 
work plans -- delayed the start of assistance e forts to both 
the federations and cooperatives. Stabilization and credit 
activities were postponed until progress had been 
demonstrated in institutional reforms. Implementation of the 
stabilization program has been delayed accordingly, with the 
result that only two of the six participating federations and 
15 cooperatives have received stabilization assistance. No 
credit funds have yet been disbursed. 

2. 	 While the project is succeeding in introducing significant changes,
 
three key weaknesses in the current project effort require further 
consideration and actions 

a. Insufficient Time and Resources. The time frame and resource 
level of the project are inadequate to meet the spirit of the 
project objectives. By the scheduled end-of-project, only a 
subset of the project's objectives will have. been reached and 
insufficient time will remain to ensure thi sustainability of 
results in the beneficiary organizations. 
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s 	Developing a viable and effective cooperative movement 
requires a long-term effort and commitment, while this is 
a short-term project. The types of changes contemplated
by the project will require an extended period of time to 
adopt, adapt, and internalize. 

* 	The project has not adequately defined the level of
 
resources required to accomplish its major objectives,
 
including 
 (a) the amount needed for stabilization, (b)

the amount needed for computerization, (c) the amount of
 
credit required. Stabilization funds are inadequate to 
cover existing non-recoverable loans. 

* 	The project team is spread too thin due to the large

number of institutions being supported. Impact at the
 
primary cooperative level is limited since the project has
 
only just begun to work with individual cooperatives. it 
will not have worked with enough base-level cooperatives 
by the end of project to provide a solid foundation for 
the continued growth and expansion of the federated
 
movements. 

b. Lmited Scope. The project as it is currently designed does not 
adequately address the fundamental economic issue facing non
financial cooperatives -- existing business volumes are so low that 
revenues cannot be expected to sustain effective organizations. 
The project also fails to address adequately the policy and 
regulatory environment affecting cooperatives. 

* The project design did not include resources to address
 
production, processing, and marketing problems, and did 
not 
include sufficient resources to help the federations
 
and cooperatives identify and develop business 
opportunities. These are essential if the administrative 
and financial reforms enacted in several sectors
 
(particularly flDRCOVIRA, FUDXCOAG and FICOAR) are to be 
meaningful. 

a 	The project fails to address some of 	the fundamental
 
policy and regulatory issues that are having a negative
impact on cooperative growth and development. The role 
and deficiencies of INACOP and IMICOP have not eon 
addressed, even though the project design recognized the 
importance of improving the government's cooperative 
regulatory environment and provided limited resources for
 
that purpose. Reforming the regulatory environment will 
become even more important in the future, as cooperative 
groups are encouraged by the project to engage in
 
commercial-oriented activities that are-not permitted 
under current legislation.
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c. Sustainability. The project is not paying sufficient attention to
 
the issue of developing a capacity within the cooperative
 
institutions to sustain project activities and benefits beyond the
 
life of the project.
 

0 	.roject Implementers -- the CDOs, P1O, and USAID/Guatemala
 
project management -- are not paying sufficient attention
 
to the long-term implications of the project's approach
 
and style. The project tends to have a top-down approach.
 
Proposed changes are introduced from outside instead of
 
being generated with the active participation of the
 
institution. These and other characteristics of project
 
implementation -- such as the isolation of the PMO and its
 
staff from the organizations they support; the tendency of
 
PMO staff to do things themselves; and the absence of
 
sufficient training and organizational development
 
resources to transfer the concepts, methods, and skills to
 
the recipient organizations -- mitigate against the
 
internalization of project norms and methodologies.
 

* 	As a consequence, the evaluation team is concerned that
 
the results are not being sufficiently internalized to
 
ensure continued implementation of the new programs
 
following the end of the project. The beneficiary
 
organizations tend to view the project as another program
 
that is being given to them rather than as a resource that
 
is helping them to define and implement their own program.
 

C. Major Conclusions
 

The major conclusions of the evaluation can be sumarized as follows:
 

1. 	 The project is significantly different from traditional ccoperative
 
development programs financed by AID.
 

2. 	 What the project is attempting to accomplish is both significant and
 
valuable.
 

3. 	 The project is successfully "-iplishing its immediate objectives, 
and has succeeded in introdu ..significant changes in policies, 
attitudes, management practL,'.. , and financial management. 

4. 	 The project will not, however, accomplish the implied project purpose
 
and other objectives within the currently approved time frame and
 
resource level:
 

a. Will have accomplished only part of the work plan in the
 
federationsi
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b. Will have worked with only a limited number of cooperatives; 
and
 

c. Will not have worked with them long enough to ensure
 
sustainability of results.
 

5. 	 The project does not adequately address some of'the major issues
 
impeding the growth and development of the cooperative organizations.
 

6. 	 There are some internal problems with the project that, if resolved, 
would improve performance. 

7. 	 Zxpanding the project to include the cooperatives portion of the
 
agribusines project and a land sale component will significantly 
increase the level of effort required by project staff. The
 
feasibility of incorporating these components is a function of
 
administrative capacity and resources. 

D. major Recommendations
 

The following recommendations are divided Into frur groups: (1) the two 
major 	recomendations for Improving project LmWlementation and impact, (2)
 
recomendationm relating to improving the Impact of the project as it is
 
currently designed, (3) recommendations related to expanding the scope and
 
purpose of the project, and (4) other recomendations.
 

* General Recomedations
 

Focus 	on Institutionalizing Project Benefits. The project needs to be more
 
concerned with building the capacity of the federations to replicate and
 
continue project activities -- that is, the transfer of technology and
 
practical skills to the federations and the institutionalization of project
 
norms, methods, and procedures. This should encompass three separate 
activities: 
 first, a long-term plan to retain PRO local professionals in 
the cooperative movement once the project terminates; second, greater
emphasis on building institutional capacity in the federations to carry out 
project activities; and third, utilization of a more participatory approach 
to designing and providing technical assistance to the cooperatives. If
 
possible the project should disperse direct technical assistance functions 
into the federations. 

increase Focus on Primary Level Cooperatives. The project needs to shift 
the emphasis of its activities from support of the federations to support of 
base-level cooperatives. In doing so, USAID/Guatemala should eliminate the 
restriction on working with only federated cooperatives to permit the 
project to provide assistance to independent cooperatives that are 
interested in undertaking serious internal reforms and that have a high 
potential for success.
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2. Recommendations for Strengthening the Current Project 

Clarify Project Design. USAID/Guatemala needs to engage in a major design 
clarification. It needs to develop a project paper that clearly describes
 
goal-level and purpose level objectives, and that articulates the major
 
elements of the "developmental hypothesis." In particular, the project 
purpose and end-of-project-status conditions need to be revised and made
 
more specific. The redesign should also focus increased attention on
 
developing business capacity and volumes in the federations and their
 
affiliated cooperatives.
 

Extend the Life of Project. The project activity completion date (PACD) 
should be extended through at least the end of the first five-year 
stabilization cycle for the cooperatives in the program -- 1994. External 
technical assistance and the life of the PMO should also be extended through 
that date. 

Increase Emphasis on Training and Organizational Development. There should 
be a greater emphasis on training, strategic planning, and organizational
 
development, and other transfer-of-technology techniques to reinforce and 
institutionalize the changes that have been introduced by the project. In 
particular, the project needs to place a greater emphasis on using training 
as a means to generate initial consensus and understanding within the 
institutions, develop trained personnel to continue the now tasks, and 
develop managerial skills. Strategic planning and business-opportunity 
identification and planning are two other aspects that need to be stressed 
to insure the long-term sustainability of project-induced changes. 

Develop a Training Plan. The project needs to have an overall training plan 
that coordinates a variety of human resource development activities -
including planning, technical training, managerial development, and problem 
analysis -- for all of the participating federations. Resources to carry 
out the training can come from a variety of sources -- the CDOs, U.S. and 
third-country participant training, and the use of local training 
institutions and programs. 

Increase Stabilization Coponent. Funds allocated to stabilization have 
been exhausted, yet the stabilization problems of the participating 
organizations have not been resolved. An estimated addition of $3 million 
is required to complete stabilization activities. Although the 
stabilization component should be increased, the increase should not be at 
the expense of the credit component. Credit is the only component in the 
current project that directly addresses the issue of increasing business 
volumes in the agricultural cooperatives, and is essential for operating 
viable supply and marketing operations in those cooperatives. 

Disburse Credit Funds. The project needs to begin to disburse credit funds 
to selected federations and cooperatives. In keeping with the general 
philosophy of the project, such disbursements should be contingent upon 
progressiv% fulfillment of administrative and financial obligations. 
Limited credit programs are especially needed for FECOAR and FEDECOVERA. 
FENACOAC should not participate in the credit component of the project. 
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3. Recommendations for an Itzpanded Project xffort 

Irpand Range of Services. The project needs to offer a broader range of
technical services that address more comprehensively the problems and needs
of non-credit union institutions. Although the current focus on
administrative and financial management improvement is necessary to ensureproper application and maintenance of resources, this does not sufficiently

address the long-term issues facing many of the organizations. Current
activities in this area should enter a maintenance and reinforcement phase
in the second half of the project.
 

Focus on Generating Sustainable Business Activities. 
The project should

focus increasingly on generating sustainable business activities in the
federations and their member cooperatives. The non-financial federations
and cooperatives are plagued by low business volumes, which are the result

of a variety of production, processing, and marketing constraints.
Addressing these constraints requires additional resources in the areas ofagricultural technical assistance (which may be met through the employment
of local extensionists), processing, and marketing.
 

Restructure the PHO. The P1O should be restructured to better manage

increased workload and the change in focus on developing the business 

the
 

activities of the agricultural cooperatives. 1 The P1O needs to have 
anadministrative assistant, a section to manage financial resources (credit
and stabilization), 
a section to manage the current institutional

development activities, and a technical division to support agriculturalbusiness development. The core staff of the PHO should, therefore, containtechnical specialists that coordinate technical assistance and other resources for all of the participating cooperative groups. At the same
time, the 
P1O should have another group of technicians that are assigned towork with specific federations; if possible, these technicians should be

assigned to work in the federations rather than in the P1O office.
 

Increase Short-Term Technical assistance Resources. 
 The project design

needs to include short-term consultancies in specialized fields such as
central finance; 
 share insurance; and various production, marketing, andprocessing activities related to the business side of agricultural

cooperatives. This short-term assistance should be provided by the
 
participating oOs.
 

4. Other Recomendations 

Define the Future of the Btabilisation Fund. USAID/uatemala and the PNOneed to define the future of the stabilization and credit funds. This needsto be decided well in advance of the PACD to avoid in-fighting among the 

1This is especially true if the new components discussed in the
following chapter are added to the project. 



9
 

cooperative organizations &nd to '.Aeure that the mechanisms for handling the 
funds are in place before the funds are distributed. 

Make Better Use of Stabilization Funds. The project needs to explore
 
alternative placements and uses for the stabilization funds. At present
 
these funds are unleveraged and are invested In non-development related
 
activities. The project should consider lending these funds to qualified
 
cooperatives, or using the funds as a guarantee to leverage additional
 
stabilization monies from local currency sources. On the other hand, the 
project might also want to consider investing these in dollar-denominated
 
instruments to protect against probable future devaluations.
 

Establish More Ambitious Performance Targets. More demanding targets and
 
standards, especially in terms of growth and expansion of business 
activities, should be exacted from the participating federations. FENACOAC,
 
in particular, should be encouraged to establish aggressive marketing and 
expansion goals -- it has been in a non-growth "consolidation" phase for the
 
past 15 years. The other federations need to be encouraged to expand their
 
market horizons.
 

Improve Performance Monitoring. Project reporting, monitoring, and
 
performance evaluation processes should be revised to focus on 
accomplishments rather than activities performed. 
Staff should be held
 
accountable for achieving objectives 
-- not just doing work. The project's
 
work plans should not be used as rigid documents; they should be flexible
 
enough to accept changes and reprogramming during the year.
 

Define Parameters of the Computer Program. The parameters of the computer
 
program are unclear at this time. 
There is no clear-cut statement of how 
many units are to be installed, how they are to be paid for, or the budget
needed to implement the project. These need to be articulated. Procurement 
and installation need to be accelerated.
 

Improve Project Coordination. Current relations among the CDOs and among 
the expatriate staff members of the PHO are disruptive and need to be 
improved. A team-building approach may be useful in improving the 
effectiveness of the PNO staff. The CDOs themselves need to develop a more 
workable relationship for supporting the project. 

Improve Project Linkages with Other Programs. The project should attempt to 
utilize other available resources, such as Peace Corps volunteers for direct 
work in the cooperatives, the PROEXAG project to resolve issues related to 
international marketing, CZNDZC for local training, and VOCA as a source of 
short-term specialized technical assistance. 
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A. Background
 

1. Origins of the Cooperative Novenent in Quatemala 

Cooperatives have been a legally recognized form of enterprise in Guatemala 
for more than 80 years, as the first cooperative law was promulgated in 
1903. However, it primarily created tax and other advantages for individual 
private enterprises instead of providing a basis for viable cooperative
 
institutions.
 

strengthening cooperatives during the 1960s. 


The popularly elected govern
ments of Ar6valo and Guzman 

TABLE I-1 (1944 to 1954) were more sup
portive of cooperative organiza-

ACTIVE COOPERATIVES IN 1953 tions. A Cooperative Promotion 
BY SECTOR Department was created, and by

1953 a total of 62 cooperatives 
Umiinl innum inuamm inmm-mummmmm m were active in the country.1 

Consumer 25 The governments that followed, 
Credit Union 19 however, were generally neutral, 
Academic 7 if not antagonistic, toward 
Artisans & Others 
Agjriculture 

6 
5 

cooperatives. 

The Alliance for Progress, the 
Total 62 Catholic Church, other 

international missions, and 
U.S. -based cooperative 
development organizations (CDOs) 
directed significant resources 
toward creating and 

Most of this development 
effort focused on rural areas, as cooperatives were viewed as a means of 
channeling essential services and stimulating rural income growth. Access 
to sources of credit became a prime factor in stimulating local 
participation in the newly founded cooperative organizations. 

ICONFZCOOP, "Visualizaci6n del Movimiento Cooperativo: Antecedentes y
 
Perspctivas," June 1989.
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2. USAID/Ouatomla and CDo Support 

USAID/Guatemala began to support cooperative development in the mid-1960u.
 
The Mission provided substantial support to the nascent credit union
 
movement through a technical assistance contract with the Credit Union
 
National Association (CUNA).2 These activities led to a consolidation of
 
independent credit unions and the establishment of a national credit union
 
federation, FENACOAC. A Mission-funded project with Agricultural Coopera
tive Development International (ACDI) led to the establishment of six
 
regional agricultural cooperatives that comprised the Federation of Regional
 
Agricultural Cooperatives, or FECOAR.
 

The Mission continued to support cooperative development during the 1970a
 
and 1980s. Both the Small Farmer Development Project and the Small Farmer
 
Marketing Project, for example, focused on cooperatives as mechanisms for
 
channeling assistance to the rural poor. The rural cooperatives were also
 
used as a mechanism for distributing reconstruction assistance in the
 
aftermath of the 1976 earthquake. The Mission supported an attempt by 
 two
 
of the cooperative federations to create a joint cooperative marketing
 
association.
 

Several recent projects -- notably the Agribusiness, Dairy and Cooperative

Strengthening projects -- highlight the Mission's continued interest in, and
 
commitment to, developing cooperative organizations as a means of improving
 
the income and socio-economic status of Guatemala's rural poor.
 

B. The Present Situation
 

Guatemala has the fourth highest population growth rate in Latin America.
 
Sixty-one percent of Guatemalans live in rural areas, and fifty-eight
 
percent of the labor force is directly employed in the agriculture sector.
 
However, the agricultural sector generates only 25 percent of the gross
domestic product (GDP), reflecting the low productivity of labor in 
agriculture compared to other sectors.3 The gross level of employment has
 
remained relatively constant since 1980, which means that unemployment and 
underemployment rates have risen during the period. 
Real GDP per capita
 
peaked in 1980, and dropped 20 percent before levelling off in 1986. The
 
current level is equivalent to the GDP per capita of 1972. Savings as a
 

CUKR transferred responsibility for its international credit union
 

development contracts to the World Council of Credit Unions (WOCCU) in the
 
early 1980s.
 

3Randy Stringer, "The Structure of Land Markets and Land Use by FECOAR
 
Household Members, Land Tenure Center, University of Wisconsin-Madison,
 
September, 1989.
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percentage of GDP has been cut nearly in half since 1980, averaging between
 
seven and eight percent in 1988.

4
 

The Quetzal wa devalued 150 percent from its fixed par value with the U.S. 
dollar in 1985. Exchange rates have fluctuated between 2.50 and 3.00
 
Quetzales to the U.S. dollar since 1985. Inflation has averaged 20 percent 
per annum from 1985 to 1988, according to National Institute of Statistics'
 
data. Between 1981 and 1985, inflation was 5 percent per annum on the 

5
average. USAID/Guatemala estimates that inflation will be 5.5 percent in1989.
 

Land distribution in Guatemala is highly skewed; less than 3 percent of the 
farms account for 65 percent of the farmland. The Guatoolan highlands, 
which is the most densely populated region in the nation, also has the 
highest concentration of cooperatives. Less tnan 35 prcent of the highland 
farms are large enough6 to feed and employ the average highland family. At 
the sane time, the number of landless rural dwellers (currently estimated to 
exceed 400,000) is increasing.
 

The land situation in the highlands is clearly deteriorating. Between 1964 
and 1979, for example, the number of plots that were inadequate to support a 
peasant family increased from 47 to 66 percent of all farms. In 1964 the 
average "microfarmo had approximately 1 acre. By 1979, as a result of rapid 
population growth and a lack of access to land markets, the average micro
farm size decreased to 0.75 acres. Nevertheless, these highland microfarms

7

produce most of Guatemala's vegetable crops.

1. Structure and Composition of the Cooperative Novemet 

The moot recent statistics on the Guatemalan cooperative movement were 
released by the Confederation of Federated Cooperatives (CONFRCOOP), in 
coordination with the government's National Cooperative Institute (INACOP), 
in late 1988. This report lists 1,008 cooperatives in the country, with the 
highest concentration in the highland departments of Chimaltenango, Quich6, 
Sololl, Quezaltenango, Huehuetenango and San Marcos.3 According to 

4 Victor Su~res, "Analisa ZconomLa del Palo,* ILrAf.ti, September 6, 
1989. 

5 1nltituto de Inveltigaciones Icondmicao y Sociales, Boletin Rcon6mica 
al Dia, USAC (University of San Carlos), Guatemala, August, 1989. 

G'io or more mansanas (about 3.5 acres) are considered to be the 

minimum amount of land necessary to support an average family. 

7Stringer, on.cit,
 

$No recent census has boon conducted of the cooperative sector. Many 
of the registered cooperatives, therefore, may not be viable or functioning 
entities, and the statistics include inactive members. 

.,¢
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CONFICOOP, 360 of these 1008 cooperatives are inactive. At least 10 percent 
of the total reported membership of 218,595 is also considered inactive.9 

The Guatemalan coopera- TABLE 1-2 
tive movement is predom
inantly rural. Au canbe ion inualeAn canCURRENT DISTRIBUTION OF COOPERATIVESbe seen in Table 1-2, IN GUATEMALA 
the largest number of 
registered cooperatives 
(485) is engaged in Cooperative Number of Number of

agriculture. Eventhoiuhmtre enr Sector Cooperatives Members
though most members------------------

belong to credit unions, Credit Union 
 204 128,970

theme are also primarily Agriculture 485 52,483
 
rural institutions. Consumer 137 24,145
 
Only three credit unions Housing 73 8,778
 
are located in Guatemala Production 72 2,186
 
City, and most serve a Transport and 37 2,033
 
predominantly rural me- Special Services 
bership base.
 

Totals 1,008 218,595

Approximately 300 of the
 

active cooperatives in
 
the country are Source: INACOP/CONFICOOP, 1988 
affiliated with one of
 
10 cooperative federa
tions: FENACOAC (credit 
unions), rUCOAR (agri
culture), ARTEXCO (artisan cooperatives), FECCON (consumer cooperatives), 
FIDECOAG (agriculture), FEDECOVERA (agriculture), FEDEPESCA (fisheries), 
FINAcOVI (housing), FECOMERQ (agriculture) and FIDICOCAGUA (agriculture). 
Although this represents only 30 percent of the total number of registered 
cooperatives, these tend to be the larger and stronger cooperatives. 1 0  As a 
result, the federated cooperatives represent nearly 50 percent of the active 
cooperatives, and 72 percent of the total cooperative membership in the 
country. Most of the 360 inactive cooperatives (88 percent), and most of 
the reportedly inactive cooperative members (85 percent), are found in the 
non-federated cooperatives. 

Table 1-3 presents basic statistics for the federated cooperative sector. 
As in the case of the overall movement, however, these statistics are 

93ddie Perdomo, "Estudio Econ6mico para la Creaci6n de una ampresa 
AseguradraO, Cooperative Strengthening Project, June 1989. 

10Sam of the most successful cooperatives, however, such as Cuatro 

Pinos and Xnmaculada Concepc16n, are not affiliated with one of the national 
federations.
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somewhat questionable: the number of viable cooperatives and active members 
is considerably lower.
 

TABLE 1-3
 

CHARACTERISTICS OF FEDERATED COOPERATIVE SYSTEMS
 

Number Number Percent of 
Year Principal of of Total 

Federation Founded Activity Coops Members Members 

FENACOAC 1963 Credit Unions 68 104,061 47.6
 
FECOAR 1973 Agriculture 6 10,456 4.8
 
FECOMERQ 1965 Agriculture 12 9,152 4.2
 
FZDECOCAGUA 1969 Coffee 67 7,837 3.6
 
FEDEcOAG 1968 Agriculture 46 7,697 3.5
 
FZDECCON 1972 Consumer 34 7,208 3.3
 
FEDECOVERA 1976 Coffee 28 5,617 2.6
 
FENACOVI 1977 Housing 20 3,213 1.5
 
ARTEXCO 1976 Artisans 22 1,725 0.8
 
FEDEPESCA 1977 Fishing 3 76 -


Total 306 157,042 71.8
 

Source: INACOP/COOECOOP (1988), and Project Management Office.
 

These federations, in turn, are allied under the aegis of the Confederation
 
of Federated Cooperatives (CONFECOOP), which was founded in 1977. 
CONFECOOP's principal roles have been to serve as a forum for integrating 
the federated cooperative system and for representing the interests of the 
federated cooperative movement before the Guatemalan government. 

Another recently formed organization, the Grand Union of on-Federated 
Cooperatives (GUCONOe), claims to represent the non-federated cooperative 
movement. Independent cooperatives account for only a small minority of all
 
cooperative members, however, and the stronger independent cooperatives 
(such as Cuatro Pinos and Inmaculada Concepc16n) have no affiliation with 
GUCONOFE. GUCONOFE has been active in lobbying the government during recent 
considerations of a proposed now cooperative law that would, among other
 
things, legally recognize GUCONOF3 as an organization parallel to CONFECOOP. 

Two public-sector institutions regulate and supervise the cooperative 
sector. One, the National Institute of Cooperatives (INACOP), was created 
in 1979 to centralize all non-financial public programs related to coopera
tives. INACOP is responsible for promoting and registering cooperatives, 
and for providing advisory assistance and education. The second -- the 
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Inspector General of Cooperatives (INGCOP) -- was created as an independent
 
agency in 1988.11 It is responsible for auditing cooperative organizations. 
During 1988, INGECOP reported having audited more than half of the regis
tered cooperative organizations. Both INACOP and INGECOP are financially 
and technically weak. 

2. Recent Historical Problems 

Three recent historical events have had significant impacts on cooperative@ 
in Guatemala: the reconstruction efforts following the 1976 earthquake, the 
widespread social and political violence of the late 1970. and early 1980s,
and recent public policies design at winning political support. 

Following the devastating earthquake of 1976, cooperatives reduced normal 
operations and concentratid on emergency relief. Both the government and 
international donor agencies used the cooperative movement ax a channel for 
distributing funda and materials for relief and reconstruction to the rural 
sector. In many cases the cooperatives failed to recognize that as loan
 
rather than grant assistance. In other cases they failed to disburse the 
loans carefully or to charge adequately for the services. As a result, 
operating losses and delinquencies increased, and many of the cooperatives 
suffered significant decapitalization. Between 50 and 75 percent of the
 
outstanding bad debt of the federated cooperatives can be traced directly to
 
the reconstruction effort.
 

The political violence in rural Guatemala during the late 1970s and early
1980a seriously damaged the cooperative movement. Countless numbers of top
and middle level managers, as well as mcbers, were killed or forced to flee 
the country. 2conomic activity declined precipitously in the countryside. 
Membership declines caused increased operating losses as the volume of 
operations fell. Delinquency and irrecoverable loans increased as a result 
of the death or migration of members. Social programs initiated to support 
widows and orphans of this epoch were an added drain on limited financial 
resources. By the mid-1980s the cooperative movement was in a state of 
disarray -- its economic base destroyed and its leadership psychologically 
and physically intimidated. 

The recent public policy environment has also created problems for the 
cooperative movement. The public sector agricultuxal development bank, 
BANDISA, a primary source of credit to cooperatives and rural producers, has 
contributed to cooperatives' problems through its inconsistent lending and 
erratic collection. This problem is exacerbated by the government's 
tendency to channel politically expedient, poorly conceived and poorly 
administered BANDESA loans through the cooperatives. Often considered by 
the cooperatives and their members to be gifts rather than loans, coopera
tives are typically in default on these loans, and cooperative members in 
turn are highly delinquent on repaying the same funds. In response to the 
high delinquency in its cooperative loan portfolio, BANDSA has denied 

1lPrior to 1988 INGiOOP functioned as a section of INACOP. 
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further credit to cooperatives that are in arrears on previous loans, and 
has begun to initiate collection efforts. 

3. Current Situation
 

When the Cooperative Strengthening Project was designed in 1985, therefore, 
the cooperative movement in Guatemala was weak and disorganized. Many 
cooperatives had ceased to function as effective institutions. Leadership 
was weak, the capital base of the movements had been seriously eroded, 
membership was stagnant or declining, and there was a serious doubt as to 
whether the movements could regain their role in providing services to the 
rural population. 
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Cooperatives have traditionally been important as mechanisms for channeling
 
credit and services to farmers and rural communities in Guatemala. In many
 
communities, cooperatives represent the only institutions offering high
risk, low-profit services to the rural poor; private enterprises and 
government institutions have had only a limited outreach in much of rural 
Guatemala.
 

By the mid-1980s, when the Cooperative Strengthening Project was designed, 
the Guatemalan cooperative movement had suffered a serious decline. A 
decade of national political violence and high levels of inflation, coupled

with outdated cooperative philosophies and inappropriate management poli
cies, had left the movements financially weak and relatively ineffective.
 
The movement had lost much of its leadership, and was characterized by large
 
financial and membership loases, operating losses, high loan delinquency and
 
decapitalization. With aeclining external donations and increasingly scarce
 
concessionary credit, services to members had been sharply curtailed.
 

The Cooperative Strengthening Project 1a was initiated in 1986 to help 
revitalize several rural-oriented cooperative movements. Past successes in 
Mission-funded cooperative development projects -- notably the FUNACOAC and 
FRCOAR development programs of the 1960s and 1970s, the Small Farmer 
Development Project and the Small Farmer Marketing Projects, and the 
cooperative components of the Agribusiness project -- and the ever-continu
ing difficulty of developing effective service delivery mechanisms through 
public sector program, supported a belief that cooperatives represented a 
potentially viable and effective way to complement inconsistent government 
programs and channel resources to the rural population. USAID/Guatemala 
viewed the project as a relatively high-risk effort, but one that was
 
essential to reestablishing effective service delivery to marginal rural 
populations.
 

A. Target Institutions
 

The Cooperative Strengthening Project works with the *federated" cooperative 
movement of Guatemala; preservation and improvement of the federated 
structure is a key aspect of the project's st.ategy. This focus was 
selected because the federations represent vertically integrated structures, 
economies of scale, representational strength, a relative degree of institu
tional development, and the ability to achieve a multiplier effect beyond
 
the life of the project.
 

12Known in Spanish as the Proyecto Fortalecimiento Cooperativo (PFC). 
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Support of banse-level cooperatives is undertaken in cooperation with the 
federations, emphasizing the involvement of the federations in activities 
with their affiliates. The desired result is that the strengthened federa
tions will be able to better assist and strengthen member cooperatives on an 
ongoing basis. Individual, non-federated cooperatives ake not suppor:ed 
through the project. 

As 	initially planned, the project was to work with only the three strongest
 
federations: FENACOAC, FICOAR, and 7IDZCOCAGUA. 1 3 As implementation of the 
project began, however, CONFECOOP insisted that the project had to be 
available to all its member federations. Only FUNACOVI, the housing 
cooperative federation, and FIDZPESCA, which was inactive, were excluded. 
FRDICOCAGUA later declined to participate after receiving a large donation
 
from the Konrad Adenaur Foundation. Seven federations -- FENACOAC, FECOAR,
 
ARTEXCO, F/DUCOVERA, FKDZCOAG, FIDECCON and FECOMERQ -- entered into the 
project, although FZCOMERQ later withdrew when it was unable (or unwilling)
 
to comply with project standards.
 

B. General Objectives
 

The general objective of the project is to strengthen the service delivery 
and management capabilities of participating cooperative organizations, 
based on the assumption that the cooperative movement offers the best 
mechanim for channeling services and resources to marginal segments of the 
rural population in Guatemala. Access to improved and expanded services 
through the cooperatives is considered to be essential for achieving one of 
USAID/Guatemala's broader objectives, which are to increase rural family 
income and productivity. 

The scope and focus of the project were established in two separate studies 
of the cooperative federations -- one, a study of the needs of the credit 
union federation (FENACOAC) that was carried out in 1985; the second, a 
parallel study of the problems and needs of other cooperative federations. 
These studies indicated a comon set of problems throughout the various 
cooperative sectores
 

" 	High loan delinquency and weak credit administration; 

" 	Low profitability and poor operational and pricing policies; 

" 	Decapitalization due to asset losses, inadequate reserving and 
earnings retention policies, member withdrawals and debt 
amortization;
 

13USAD/uatemala had earlier been instrumental in establishing and
 
strengthening both FENACOAC and FICOAR. 
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" 
High levels of risk in the system due to insufficient levels of
 
retained earnings and reserves relative to member shares and
 
liabilities to third parties;
 

" 
Poorly paid and trained staff and leadership, frequently

employing only the most rudimentary techniques of financial and
 
operational management; and
 

" 
Inadequate external regulation of cooperatives and credit 
unions, often combined with a lack of effective internal 
controls and financial discipline. 

Based on these analyses, USAID/Guatemala approved a project to address three
 
of the primary weaknesses of the cooperative system -- poor and inap
propriate management policies and practices, poor internal capitalization,

and a lack of liquidity. To accomplish this the project provides a combina
tion of technical assistance, training and policy guidance, along with
 
investment credit and recapitalization funds.
 

C. Goals and ObjectLves
 

There is no approved Project Paper for the Cooperative Strengthening Pro
ject. 
As a result, there is no single, consistent and official description

of the project or its objectives. Statements of the project's Goals,

Purposes and Outputs appear in several different documents. 14 Unfortu
nately, these descriptions vary in structure and degree of specificity, and
 
do not provide a consistent description of the project.
 

The following statements of the goals and objectives of the Cooperative

Strengthening Project are reconstructed from the various documents, organ

-15
 ized to fit into a "Logical Framework.

1. Project goal 

The goal of the project is to increase rural incomes and productivity. The
 
PID tentatively identified several goal-level indicators, includings
 

14Relevant project documents include the Project Identification
 
Document,- (PID) dated November 15, 1985; the "Cooperative Strengthening

Project: Design Documentation, Volum 1' prepared by WOCCU in June 1986;
 
and the Cooperative Agreement between USAID/Guatemala and FlNMACAC, dated
 
August 1986.
 

1aThe *Logical Framework- is a planning methoddlogy developed by A.I.D.
 
in the late 1960s and early 1970s. Properly used it is a powerful tool for
 
assessing the internal logic, feasibility and potential impact of a develop
ment project. 

http:documents.14


* Increased equity holdings in the cooperatives; 
" Enhanced security for savings and capital shares; 
" Improved access to farm inputs, marketing opportunities and 

useful information related to production decisions; and 
" 	More defined, orderly and reliable sources of credit for
 

productive purposes.
 

With the possible exception of the first item in the list, however, these
 
are not appropriate indicators of increased income or productivity. If 
anything, they more appropriately indicate improvements in the cooperative
 
institutions themselves -- financial stability, improved services and
 
expanded credit operations -- than an impact on member income and produc
tivity growth.
 

Indicators of goal achievement in other project documents are limited to 
"farm income" and "farm production," and the means for verifying these are 
equally vague and non-implementable. 

2. 	 Project Purpose and Ead-of-Project Status 

The purpose of the project is to develop a viable, efficient and effective 
Guatemalan cooperative movement (including federations and their affiliated 
cooperatives) that is providiny effetive and needed services to rural 
communities and small farmers. This is to be accomplished through • 
strengthening the managerial and service capabilities, and the business 
performance, of selected coriperative federations and their affiliated 
cooperatives. "Viable," "efficient," and "effective" are thus defined as
 
well-managed, financially sound and economically profitable organizations
 
that are providing high-quality, needed services to their members (cooper
atives in the case of the federations and individuals in the case of the
 
cooperatives).
 

In 	 the Logical Framework system, the "Conditions Expected at End of 
Project," or the "End of Project Status" (lOPS), are the conditions that 
indicata that the project purpose has been successfully achieved. Because 
the project purpose is to create well-managed, financially sound and econom
ically profitable organizations that are providing high-quality, needed 
services to their mbers, the SOPS should contain a listing of conditions 
that indicate good management, financial soundness, economic profitability 
and quality service provision. Furthermore, indicator targets should 
specify a planned progression toward accomplishing those conditions, from
 
the original deficient to the final targeted condition, over the life of the 
project. Unfortunately, none of the project documentation -- neither the 
planning and obligating documents nor the current work plans -- contain an 
adequate description of the conditions that signify a successful project. 

16Although listed as a "subgoal" in the PID, this is actually a reword
ing of the project purpose statement in the same document. "Project 
Identification Document," p. 9. 
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" 	A general increase in management efficiency;
 

" 	 New and better trained managers hired; presont managers with 
4
improved skills in accounting, managerial fV ince, marketing, 

personnel, organization; well-trained staff, with a 
professional attitude, managing loan portfolios and capable 
of reviewing and processing loan requests on their financial 
merit; 

" 	overall improvements in financial performance (improved 
financial profitability, fewer delinquent debts, realizable 
accrued interest receivable, increased and improved asset
 
earning base, increased earnings and higher reserves);
 

• 	improved policies on interest paid on savings, interest
 
charged on loans, guarantee requirements and collection 
procedures;
 

" 	Improved federation and cooperative financial operations, 
including better loan placement and collection techniques, 
resulting In more secure loans and lessened delinquency; 

" 	 Credit management, loan placement and collection, auditing, 
employee benefit and promotion, and other policies strength
ened; 

e 	 An effective savings mobilization mechanim in place; and 

aA definite change in external government policies. 

The project design document tends to list non-financial end-of-project
 
indicators in terms of project outputs and inputs ('growth and diversifica
tion areas identified" and 'pilot/other efforts underway to exploit identi
fied opportunities," for example, instead of "increase in non-traditional
 
income as a percentage of total income as indicators of income diversi
fication). The confusion over purpose-, output- and input-level indicators 
in the design documentation obfuscates rather than clarifies the project's 
logic and rationale. 

17 .	 p. 14. 
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3. The Developsetal Eypoethsis 

|
The key "develor-ontal hypothenes seem to be: 

a. If cooperative organizations are delivering high-quality, 
fairly-priced, needed services to their members, then the 
members will be able to lower unit costs of production, have 
higher levels of production and productivity, and be able to 
market their products at a fairer price. If this is the 
case, then rural productivity and income will increase.
 

b. Strengthening the managerial, financial and service capac
ities of the national federations is both essential to, and 
the most efficient way of, improving the management, 
financial stability and quality of services provided by the 
cooperatives. 

The first hypothesis justifies the use of cooperatives as a mechanism for
 
improving rural productivity and income. The second justifies the rationale
 
for the project's working through the national federations.
 

4. Project Inputs 

The project was initially designed as a five-year effort, with a Project
 
Activity Completion Date (PACD) of June 1991. The technical assistance
 
component was programmed as a three-yeaj effort that began in June 1987 and 
is scheduled to terminate in May 1990. Figure 1 shows the distribution of 
project resources by "ajor funding category.
 

Approximately 58 percent ($6 395.0 million) of the total budget is for 
"program-related" expenses.26 This includes $2.5 million for stabilization, 
$2.8 million for credit, and $1.0 million for institutional development. 
Institutional development covered training, capital improvements, subsidies 
and local technical assistance. 

"Project" expenses, required to implement the project, included technical
 
assistance, USAID project management services, and Project Management Office 
expenses. The international technical assistance portion covered the costs
 
of both the technicians and home office support and overhead. 

1 8 1n terms of the A.I.D. s Logical Framework System, the "developmental
 
hypothesiss is the major assumption that tests whether or not achieving the
 
project purpose will, in fact, have an impact on the stated goals.
 

191n the original project design technical assistance-was also sched
uled for five years. The time period and budgeted amount were reduced 
during contract negotiations.
 

20Defined here as funds spent within the beneficiary organizations.
 

http:expenses.26
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USAID/Guatemala contracted

PROJECT RESOURCES the ervicesofaresidentCurrent Budget Estimate project manager for thelife of the project at 
a
 

total cost, including sup
port, of $580,000. Funds 

AID aM1111111ent to operate the Project1,0Intr0atl1ial TA. Management Office 
91,O000 $3represent 8.1 percent of 

the total budget.
 

Other items in the 

budget include $50,000
 

Otter programmed to support the 
Stabilization $,000 Confederation of Federated
12,500,000 Initit. D"01. Cooperatives (CONFECOOP),

$1,034,000 and $11,000 for INACOP, 
the government regulatory 
agency for cooperatives. 

Credit$2,|00,000 

Figure 1 

S. lummary 

The absence of adequate and well-defined project documentation led to some

initial problems in organizing the project and determining the scope of its

involvement .with the various movements. The project has, over time,
developed a coherent implementation strategy that attacks the fundamental
 
weakness of the federated cooperative system. Inadequate documentation
 
still, however, hinders understanding of the project (its objectives,

strategies and pace of execution) and has complicated effective monitoring
 
and reporting.
 

D. Sussary Project Description 

The Cooperative Strengthening Project is administered by the National
 
Federation of Savings and Credit Cooperatives (FMACOAC) through a Coopera
tive Agreement with USAID/Guatemala that was signed on August 26, 1986. A
consortium of cooperative deveoMent organizations, led by the World 
Council of Credit Unions (WOCCU) , was contracted in June 1987 to provide
advisory and project implementation assistance to the Guatemalan cooperative
movements. This contract, which was for only three years of the five-year 
project, is scheduled to expire in Nay 1990. 

2 1 Other members of the consortium include Agricultural Cooperative
Development International (ACDI), National Cooperative Businese Association

(NCBA), and the Latin American Confederation of Credit Unions (COLAC). 
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Day-to-day project implementation is carried out by a Project Management 
Office (P14O) that was organized by FENACOAC and is staffed by local and 
expatriate technical personnel. The technical assistance contract provides
 
four long-term expatriate advisors to the PMO. In addition, FENACOAC, with
 
funding provided by the project, contracted six Guatemalan technicians to
 
staff the PMO. The PHO technical personnel work with the federations and
 
their participating affiliates to (a) diagnose key problem areas, (b) pre
pare appropriate development and financial stabilization plans, and (c) help
 
the institution, in implementing the work plane. 

The project has three primary components: institutional development,
 
financial stabilization/recapitalization, and credit. The institutional
 
development component focuses on strengthening the participating institu
tions through training, technical assistance, policy analysis and reform, 
and enhancement uf income-generatLng service programs (such as input supply, 
credit, and marketing of services). The financial stabilization and credit 
components of the project complement, and are tied to, satisfactory perfor
mance in the institutional development ptogram. Financial stabilization 
addresses the movements' capitalization and refinancing needs. The credit 
component helps restore economic activity by providing federations and their 
member cooperatives with needed operating capital. 

1. Institutional Development 

The degree of institutional development varies among the participating 
cooperative federations. The participating institutions face different 
problems and opportunities and differ in their membership bases, geographic 
location, goods and services offered, and modes of operation. This requires 
that the institutional strengthening program be tailored to fit the needs 
and opportunities of each cooperative system. The scope of the interven
tions and the covenants agreed to by each Project participant are specified 
in formal Participation Agreements signed with FINACOAC, monitored and 
evaluated by the Project Management Office, and renegotiated on an annual 
basis.
 

Diagnostic studies identifying the potential viability and key problems of 
the participating institutions are prepared by the PHO technicians with the 
cooperation of the staff of participating federations. The analysis focuses 
on administration, finance, marketing and-past performance as an economic 
enterprise. The dLagnotic is the required first stop of participation. 
Diagnostics of the federations were performed by PHO staff, while diagnos
tics of the cooperative@ are generally performed by federation staff. A 
draft of the diagnoses are presented to management before being presented to 
the board of directors for approval. 

ased on the findings of the diagnostic, an annual work plan is developed 
and submitted to the institutions' Boards of Directors for approval. The 
strategy of the institutional development plan is to improve cooperative 
operations by enhancing efficiency and establishing patterns, policies and 
attitudes that would improve profitability, capitalization, administrative 
discipline, quality of staff and services, credit manag ment and member 
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relations. Institutional development activities have targeted credit policy
and delinquency control, pricing policies, reserve creation policies, human
 
resource capabilities, strategic planning and organizational development,

accounting and computer systems, and extension services. The objective of 
the project is to replace complacent and disillusioned attitudes with an 
entrepreneurial mentality oriented toward growth and improvement of the 
organization. 

2. 	 Financial Stabilization 

The recapitalization/stabilization component focuses on rebuilding the net
worth lost during the last ten years of political violence, economic disrup
tion, natural calamities, and poor decision-making. 'Innovative approaches
to generating paid-in and retained capital and building up reserves are
developed to strengthen cooperative balance sheets. The stabilization 
agreements include specific mandates to modify policies, to cooperate with
 
and participate actively in the project, and to invest resources in
 
strengthening the capital of the institution. 
Compliance is reviewed
 
yearly. Specific objectives for participating institutions include: 

e Expanding the economically beneficial operations of coopera
tives; 

" 	Mobilizing savings deposits and member share capital

contributions; 

s 	Strengthening balance shoots and earnings; 

" 	Restoring member and lender/public confidence in the
 
financial soundness of cooperative institutions;
 

e 	 Establishing and maintaining sound operating standards and 
controls; and 

" 	Forestalling and/or preventing possible intervention or 
liquidation of delinquent cooperatives and credit unions by 
creditors.
 

Participation is restricted to the more viable institutions who have imple
ented P1O-approved plans to resolve their particular economic and financial 

difficulties. Stabilization resources are disbursed as 
"tied capital

contributions': recipients are required to 	adopt sound financial policies
that contribute to the recapitalization process and further stimulate the
 
creation of reserves through retained income.
 

Use of the recapitalization assistance is strictly controlled through

legally binding contracts that specify the covenants and terms of the 
Investment. 
The funds are invested in high-yieldinq financial instruments

(bonds and certificates of deposit) offered by local finance companies.
Interest earned on these investments is assigned to loan loss reserves and 
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permanent undivided reserves accounts to strengthen the capital structure
 

and credit-worthiness of the institution.
 

3. Credit
 

The credit component is the final stage in the Implementation of the Cooper
ative Strengthening Project. By providing federations and cooperatives with
 
an adequate supply of funds for both short and medium-term lending, the
 
project hopes to reactivate their service capability and restore economic
 
activity in rural areas of Guatemala. Although no credit disbursements have 
been made. many of the federations and their member cooperatives are seeking
 
access to the credit component. Credit financing is limited to rural
 
oriented income-generating projects and to participants who are actively
 
participating in the Institutional Development component, are in compliance 
with project audit requirements, and are using operating and financial
 
policies that contribute to the economic viability of the institution.
 
Federations or cooperatives who have demonstrated compliance with these
 
general criteria must also be deemed creditworthy by the P1O, taking into
 
account current financial condition, net earnings, repayment and cash flow
 
capacity, available guarantees, current loan status, credit, delinquency,
 
and capitalization policies and procedures, and quality of the professional
 
staff.
 

3. Comparison with Traditional
 

Cooperative Development Projects
 

This project differs from traditional A.I.D.-financed cooperative develop
ment projects in a number of significant ways. 

First, the Cooperative StrengthenIng Project focuses exclusively (with a
 
couple of minor exceptions) on two aspects of cooperative development that 
are largely ignored in traditional cooperative development approaches:
 
administrative and financial management. Most cooperative development 
projects have focused on (a) the social/democratic basis for the coopera
tive, or (b) the technical aspects of the cooperative's activities (promo
tion, organization, umber education, production techniques, processing, 
input sales and marketing). Management and finance are usually neglected, 
with the result that poorly managed credit programs and non-economic board 
and management decisions cause later problems with high delinquency rates, 
non-profitable business ventures that undermine the financial viability of 
the organizations, an inability to respond to changing conditions, under
capitalization, poor expense/income ratios, and dependency on continued or 
renewed donor support. This is, in fact, precisely the situation facing the
 
cooperative federations covered by this project -- all are weak financially,
 
plagued by delinquencies, stifled by inappropriate management policies, and
 
essentially stagnant institutions.
 

Second, the project team is not staffed by cooperative experts. Only two of 
the nine technical staff members have had any prior experience with design
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ing and implementing cooperative development projects. The use of profes
sionals trained in private sector and banking operations means that the team 
is bringing a "fresh" approach to cooperatives as business organizations, 
and reinforces the entrepreneurial focus of the project. 

Third, the project has adopted a "hard-nosed" approach, insisting on effec
tive policy and management reforms before disbursing financial and technical 
resources, and making the continued flow of those resources de mndent on 
sustained performance. In fact, the project has been quite stingy with its 
disbursement of financial resources. 

Fourth, the stabilization mechanism -- spreading writeoffs over a period of 
five years -- has the benefit of developing a habit of analyzing, classify
ing and writing off delinquent loans. Furthermore, the write-offs are
 
financed by earnings rather than donated capital, so that the habit of
 
generating earnings to cover bad debts is reinforced. Thus, the project has
 
a greater chance of institutionalizing this process than a project that
 
merely covered delinquent loans with a single disbursement.
 



- 22= or - v~a1um 

IMAMS £ccomlX P.OinUm3 MR 
mufE nMI~ 



31
 

4. 	Salary Incentives
 

Salary incentive programs have been planned to help cooperatives retain
 
trained personnel. Low salary levels were making it difficult for the
 
federations and cooperatives to attract and retain personnel. 

5. 	Support to Hire Additional Staff
 

The project has funded staff positions in several of the federations. An 
extensionist was hired to assist with the demonstration plots and soil 
sample testing for PECOAR. The project covers the salary of an accountant 
and supermarket manager for FUDICCON. Project funds support the agronomist 
and credit supervisor for FEDECOVIRA. At the cooperative level the project 
funded an accountant to improve the accounts of the ARTEXCO cooperative,
 
"Ixchel".
 

C. 	 Major Changes in the Cooperative 
Institutions
 

The evaluation team was able to find visible and substantial indications 
that the project is having a positive and sustainable impact on attitudes 
and practices regarding administration and financial management within both 
the federations and the base-level cooperatives. The participants appear
 
to be receptive, interested, and even eager to make the changes identified
 
in the project.
 

The major impacts observed during interviews conducted with managers and 
staff of the various institutions included: 

" There has been a dramatic, positive change in the manager's 
style and approach, with a new focus on production *id 
marketing instead of political 

" The federation is now committed to strengthening the affili
ated cooperatives instead of working with individut, pro
ducers; 

" 	Project-provided motorcycles allow the federation to
 
comunicate with cooperatives and supervise quality;
 

" 	A project-provided telecopier is allowing the federation to 
maintain better contact with its clients -T improving client 
service, creating access to new orders, .nd allowing better 
follow-up on orders; 
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o 	Project-financed renovations and improvement* have allowed 
the federation (and its member cooperatives) to improve the 
quality and consistency of its final products by producing 
high-quality dyed yarns that do not bleed or 	fade; 

o 	rndividual artisan-weavers not affiliated to the federa
tion have now been organized into a cooperative (Ixchel);
 

" 	An accountant provided by the project has brought Coop
 
Ixchel's accounting records up to date;
 

" 	Because of its new entrepreneurial orientation, the federa
tion is exercising much more stringent quality control, which
 
should translate into greater marketability for the members'
 
products.
 

" 	FECOAR has adopted now delinquency controls and has purged
 
delinquent members from its membership rostersl
 

" 	FRCOAR has, with project assistance, developed and presented
 
a debt restructuring plan to BANDESA (in 
 the past the federa
tion had boon content to earn the spread between its low-cost 
delinquent loan from BANDESA and its credit operations with 
its member cooperatives); 

" 	Because of high delinquency rates, the federation is commit
ted to stimulating cash sales instead of providing fertilizer 
on credit to its cooperatives -- FICOAR understands that it 
needs to be a fertilizer vendor rather than a financier of 
fertilizer sales;
 

" 
Because of recent field trials on new fertilizer blends, 
FICOAR now appears to be comnitted to selling new fertilizer 
blends -- something it opposed in the past; 

" 	The federation has changed its pricing policy, and is now 
capitalizing five percent of credit sales to provide reserves 
for bad debts; 

" 	 1500AR now pays 10 percent on share capital, ccaqwared to the 
2 percent it previously paid; and 

" 	Through the project FECOAR has initiated agricultural exten
sion services and fertilizer demonstration plots in an effort 
to help members reduce farm input costs and increase yields 
-- a service that has produced dramatic positive results in 
FICOAR' s member cooperatives. 
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III . P 3U~ flWA~ aIL DYOI 

A. Introduction
 

The objectives of the institutional development component of the project are
 
to improve cooperative operations and to replace complacent and disil

lusioned attitudes with an entrepreneurial mentality oriented towarc growth
 
and improvement of the organization. In operational terms, this means
 
enhancing efficiency and establishing patterns, policies and attitudes that
 
improve profitability, capitalization, administrative discipline, quality of
 
staff and services, credit management and member relations. Institutional 
development activities have targeted credit policy and delinquency control,
 
pricing policies, reserve creation policies, human resource capabilities,
 
strategic planning and organizational development, accounting and computer
 
systems, and extension services.
 

B. Sunmary of Project Activities
 

Institutional development involves a series of activities, including
 
diagnostic studies, the development of work plans, technical assistance,
 
training, support for special technical staff positions and salary incen
tives.
 

1. Diagnostic Studies
 

The first step in the institutional development process involved the 
elaboration of detailed diagnostics on each of the federations. Based on 
the diagnoses the project prepared a workplan and contractual agreement for 
assisting each federation. 

There is a general impression that these activities were significant'.y
 
delayed, but that does not appear to be the case. According to the original
 
cooperative agreement between USAID/Guatemala and FENACOAC, the technical 
assistance team was supposoid to have been contracted within 180 days of the 
signing of the agreement; diagnostic work and annual work plans were to have 
been completed for each cooperative federation within 360 days of the 
signing of the technical assistance contract. That would have put the 
estimated completion date for these activities at February 1988. Although 
contracting the technical assistance was, in fact, delayed three m.nths, the 
diagnostic studies were completed within the original projections.2 2 A 

2 2This appears to be a flaw in the initial project planning, as this 
schedule meant that implementation could not begin until nearly 2 years into 
the 5-year project. 

http:projections.22
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delay was experienced, however, when working agreements with the federations
 
were finally ccipleted in July 1988, approximately 5 months later than
 
originally plaaned.
 

TABLE III-1 
 Diagnostic work at the cooperative
level was carried out by a combina-
DIAGNOSIS COMPLETED 
 tion of federation and PMO staff.
 
Diagnoses have been completed for
 

u=inumamui=mmu==mmin=mnm= 66 of the 204 affiliated coopera-

Number of Number of tives, as can be seen in Table
 
Affiliated Coops
 

Federation Coops Diagnosed
 

2. Technical Assistance
ARTRXCO 22 10FACOAR 
 6 	 The project provides extensive

6 

FEDICCON 
 34 	 - technical assistance to partici-
FZDECOAG 
 46 	 6 
 pating federations and coopera-

FZDECOVZRA 28 28 
 tives. Each technician in the PMO
FENACOAC 
 68 16 is assigned to work in a specific
 

federation, and is required to

Total 204 
 66 	 spend a substantial portion of his
 

time with federation oersonnel.
 
Most of this assistance is related
 
to the identification and reso
lution of problems in areas of
 
management and finance. 
The PMO
does not provide agricultural production, marketing or processing
 

assistance.
 

In a departure from the original design, the project has supported agricultural technical assistance for two of the federations -- FIDECOVERA and
SR. An agronomist is 
 supervising fertilizer demonstration plots for the
F IR cooperatives, supported by an extensionist funded by the project. 
An
 a. 
 omint hired for FZDICOV"RA is helping to improve production technolo
gies in 4 of the 28 F3DECOVlRA cooperatives. 

3. Training 

Three basic types of training are sponsored by the project: (a) PM4-spon
sored seminars and conferences; (b) international and domestic visitationtrips; and (c) on-the-job training provided by project technicians working
with the 	federations. As of September 1989, the project had offered 40seminars: six general seminars, six for both FIDECOVIRA and FPDICOAG,sixteen for FENACOAC, four for FUCOAR, and 1 each for ARTEXCO and FVCOMERQ. 

Vk
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" 	FDECOAG's board has approved a significant change in orien
tation from one of intermediating uocial-oriented donor 
assistance to one of a business-like, profit-making relation
ship with its member cooperatives; 

" 	It has redefined the focus of its service strategy toward
 
providing agricultural services rather than just credit;
 

* 	 It has reduced staff more than 50 percent to control operat
ing costs -- overhead personnel decreased from 26 to 8, while 
extensionists decreased from 9 to 8, indicating the priority 
given to services;
 

e 	 FZDNCOAG has adopted a policy of increasing interest rates in 
gradual increments; 

" 	With project assistance, FUDECOAG has developed and presented 
a debt rescheduling plan to BANDESA; and 

" 	FDICOAG set a goal of establishing at least one income
earning activity -- this year, with contributions from
 
SOCOODVI, it established an agricultural inputs store in the
 
highlands.
 

rIDROOVZRA
 

e 	The federation is more responsive to its members -- they feel 
they have a better access to the federation and that the
 
federation is more interested in their problems; 

e 	 With project assistance the federation has developed and 
presented a repayment plan to BANDESA; 

e 	 There is a now commitment to using budgeting as a financial 
control tool, changing the federation's style from one of 
dishing out credit with no controls to a strict budget
control; budgets have been developed for all mber coopera
tLves; 

* 	 The new budget system has allowed the federation to reduce 
significantly advances to the cooperatives prior to harvest 
-- this should remedy the problem of extending more :- advan
ces than the product was worth; 

a 	The federation has adopted a now credit policy and instituted 
a credit committee, which should have a significant impact on 
reducing delinquency;
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e The federation has initiated experimental coffee renovation 
plots on a pilot basis in four of its member cooperatives. 

" 
FENACOAC has taken major policy decisions in the areas of
 
restructuring capitalization, paying higher interest on

savings, reducing dependency on external capital, mobilizing

internal savings, and raising interest rates on loans.
 

" FINACOAC's decision to reclassify loans annually, purge

accounts and write off bad debt is a significant step for
ward, given its past reluctance to take theme steps; 

" 	PUNACOAC has approved a policy of approaching market interest 
rates for both savings and loans; 

" 
It 	has adopted a policy of developing a permanent capital
base for credit unions and the federation;
 

" 	It has accepted a new method of calculating loan delinquency
based on sound banking procedures; 

9 	It is com tted to engaging in a major savings mobilization
 
effort; and 

o 	FINACOAC is now promoting a concept of basing loan limits on
ability-to-pay rather than on the amount of shares-on
deposit. 

D. 	Impacts Related to General Project Objectives 

Mother way of looking at these accomplishments is in terms of the generalobjectives of the institutional development program --	to generate major
changes in policies, procedures and attitudes in the cooperative institu
tions.
 

1. Policies and Procedures 

As the listing of each federation's specific changes makes apparent, thecooperative movements in 	 Guatemala have adopted some major changes ininternal policies and operating procedures. Among these are: 

" Policy decisions to generate reserves as a source of per
manent institutional capital;
 

e 	Policies to raise interest rates to at 
least near-market

levels for share capital, savings and credits extended by the 
federations and cooperatives; 
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• Now, stringent credit policies to reduce delinquency and loan 
losses;
 

• 	Adoption of new criteria for measuring delinquency; and
 

" 	Revision of pricing policies to cover costs of operations and
 
risk.
 

2. 	 Business-Oriented Approach to Cooperatives 

Most of the cooperative groups have begun to accept the idea that social 
programs must be secondary to the main purpose of operating the cooperative 
as a viable business entity. Some of the examples of changes to a modern, 
business-oriented approach include: 

" FlDZCOAG's board approved a significant change in orientation
 
from one of intermediating social-oriented donor assistance
 
to one of a business-like, profit-making relationship with
 
its member cooperatives; 

" 	There has been a dramatic, positive change in the ARTEXCO 
manager's style and approach, with a new focus on production 
and marketing instead of politics -- the federation is exer
cising much more stringent quality control which should 
translate into greater marketability for the members' pro
ducts; 

" 	FWNACOAC's decision to reclassify loans annually, purge
 
accounts and write off bad debt in a significant step for
ward, given its past reluctance to take these steps;
 

" 	There is a new commitment in FUDECOVERA to using budgeting as
 
a financial control tool, changing the federation's style
 
from one of dishing out credit with no controls to a strict
 
budget control; budgets have been developed for all member
 
cooperative@.
 

3. 	Cost Control 

All of the federation@ have adopted cost-control measures to bring expenses 
in line with income. FIMCOAG, for example, reduced staff mere than 50 
percent to control operating coots. 

4. 	Attitudes
 

The project has begun to awaken an awareness among cooperative leaders that
 
(a) cooperatives are not isolated and that they are influenced by national
 
and regional policies, (b) cooperatives need to attract and hold qualified
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personnel, (c) salary levels are influenced by inflation, competition and
 
the earnings power of the cooperative, and (d) in order to survive, the
 
cooperative will have to provide quality services that its members need and
 
are willinS to pay for. Cooperatives are also beginning to place greater
 
demanda on their federations.
 

5. Sumeary
 

These changes are, indeed, significant. Equally important, many are more 
apparent in the cooperatives than in the federations. This may be because
 
the cooperatives are in direct contact with the members, or because the
 
federations are more entrenched in their ways of operating and providing
 
services and are therefore slower to change.
 

Z. Incentive Systems 

The salary incentive program was first implemented in VUCOAR to address 
problems with salary demands and staff turnover. Under the plan the project 
agreed to provide $11,000 for 1989 as IECOAR approved a 20 to 30 percent
 
general salary increase. FECOAR's administrative controllers were not
 
included in the salary incentive program until after the distribution was 
made and FICOAR found there were unallocated funds still available. 

The incentive program establishes that cooperatives will create reserves
 
from current year surpluses to cover salary incentives for the following
 
year. The project funds salary incentives during at least the first year,
 
but there is no definite time comitment. This policy has two major short
comings. First, incentives are not incorporated into the cost structure of
 
the cooperative and, hence, are not generated in the sale of services. 
Second, the participating cooperatives, and those preparing to enter the 
program, perceive the salary incentives as something that is being given to 
them by the project rather than an internal program the project is helping 
to implement. 

The three FNCOAR administrative controllers interviewed expressed
 
satisfaction with the program. Table 111-2 shows present salaries, salaries 
with incentives, and the managers, perception of competitive salaries in his 
region for three cooperatives visited. It is important to note that 
salaries vary according to the location of the cooperative; accountants are 
paid less in the more rural, le prosperous areas. 

2-Z
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TABLE 111-2 

EFFECT OF SALARY INCENTIVE PROGRAM ON SELECTED
 
FECOAR COOPERATIVES
 

(Amounts in Quotzales)
 

Salary Estimate of
 
Original with Competitive
 

COOPERATIVE Salary Incentive Salary
 

Rey Quiche 550 700 850 
Flor Chimaltenango 725 875 900 
12 do Octubre 900 1,050 1,050 

Controller 
Rey Quiche 250 350 450 
Flor Chimaltenango 330 430 500 
12 do Octubre S00 - 800 

Roy Quiche 230 250 400
 
Flor Chimaltenango 320 400 400
 
12 do Octubre 4S0 - SS0
 
-------------------	 ------- m---------------------------

Source: 	Cooperative Payrolls and interviews with
 
Administrative Controllers
 

It is also important to note that managers have consistently estimated that 
even higher salary levels were required to remain competitive and keep 
valuable employees satisfied. ven though some of this "subjective* esti
mate may be biased, it is interesting to see that all three managers inter
viewed considered their employees underpaid. 

The project is now working on a personnel policy and salary schedule that 
will take into account market values for similar positions and requirements. 
It will be discussed in the following months. It is important that this 
policy takes into account the weakness discussed above. Equally important, 
the program should shift the emphasis in salary incentives from a project
donated activity to an internal policy.
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F. Training 

The project is making substantial progress toward its goal of training 1500 
cooperative personnel. As of September 1989, the project had offered 40 
seminars: 6 general seminars, 6 for both FEDECOVERA and FEDECOAG, 16 for 
FENACOAC, four for FECOAR, and 1 each for ARTEXCO and FECOMERQ. Project 
reports indicate that more than 700 people had received training in these 
seminars during the first two years of the technical assistance effort. The 
project statistics may be misleading, however, because they measure persons
trained in terms of "peruon-courses; that is, a person who has attended 
more than one seminar is counted more than once. 

Tables 111-3 and 111-4 
TABLE 1II-3 summarize PMO trainingstatistics.2 3 Most of 

TRAINING OF FEDERATION PERSONNEL the participants in the 

(person-courses) training programs have 
come from the coopera

mIInmIui i nI===n==mIm=minmm=.======.InIni .a... tive level. Training 
Federation Managers Staff Directors Total at the federation level 

has concentrated mostly 
on staff members, while 

ARTUXCO 6 3 1 10 more than half of the 
FECOAR 9 2 3 14 cooperative partici-
FUDICCON 5 0 0 5 pants have been volun-
FZDZCOAG 9 59 29 97 teers (members of the 
FEDZCOVIRA 5 17 5 27 boards of directors and 
FENACOAC 26 71 20 117 supervisory coauit

.- -tees). The effort to 
include directors of 

Total 60 152 58 270 the cooperatives in the 
training is important 
for achieving broad 

support for project
initiated changes 
within the membership. 

FECOAR and ARTIXO0 have benefitted from a more intensive, longer-term type
of training. Both have project-funded counterparts to expatriate technical 
advisors: ARTUXCO in the area of international marketing and FICOAR in the 
area of soil agronomy. The six FECOAR agricultural extensionists and the 
two FIDECOVERA technicians hired and funded by the project also provide 
continuous on-site training to members. 

23This data is quantitative only; the qualitative aspect of the length
 

and intensity of training is not reflected.
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TABLE 111-4
 

TRAINING OF COOPERATIVE PERSONNEL
 

Federation, and
 
Number of Coops 


ARTEXCO (6) 
FECOAR (6) 
FUDICCON (8) 
FUDZCOAG (15) 
FEDECOVERA (30) 
FUNACOAC (33) 

Total (98) 


(person-courues)
 

Managers Staff Directors Total
 

0 1 27 28
 
18 43 6 67
 
0 0 0 0
 

13 1 39 53
 
0 9 141 150
 

66 64 20 150
 

97 118 233 448 

Although technical assistance has a training aspect to it, training expendi
tures represent only a small part of the total project budget. Since
 
training is, however, important for transferring concepts and technology to
 
the beneficiary organizations, increased emphasis should be placed on
 
training-related activities during the remaining life of the project.
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IV. 3067M nwA,-e VXIAL 0Omamz 

The financial components of the project (financial stabilization and credit) 
are complementary to the institutional development program. They are

designed to strengthen cooperative system operations by addressing the
 
movement's capitalization and refinancing needs, and helping to restore
 
economic 
 activity by providing federations and their member cooperatives

with an adequate supply of funds for both short-term (production) and
 
long-term (investment) loans.
 

A. Btabilization 

The goal of the recapitalization/stabilization component is to rebuild the
 
net worth lost during the last ten years of political violence, economic
 
disruption, natural calamities, and poor decision-making. The purpose is to 
develop innovative approaches to local generation of both paid-in and 
retained capital while stabilizing and strengthening cooperative balance 
sheets. 

During the design of the Cooperative Strengthening Project, preliminary 
financial and institutional analyses of seven federations and a sample of
their affiliated cooperatives were prepared to determine the financial 
situation of the federated cooperative movement. In general, these studies 
indicated that a significant sector of the movement suffers from: 

" 
High loan delinquency and weak credit administration; 

" 	Low profitability and poor operational and pricing policies; 

" 	Decapitalization due to asset losses, inadequate reserving and 
earnings retention policies, member withdrawals and debt amorti
zation; 

e 	 High levels of risk in the system due to insufficient levels of 
retained earnings and reserves relative to member shares and 
liabilities to third parties;
 

" 	Declines in membership and market size; 

" 	 Poorly paid and trained staff and leadership, frequently employ
ing only the most rudimentary techniques of financial and 
operational management; and
 

" Inadequate external regulation of cooperatives and credit unions 
often combined with a lack of effective internal controls and 
financial discipline.
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The Financial Stabilization Component of the project is designed to address
 
financial problems through policy modification, training and investment of 
project resources to rebuild net worth. Specific objectives for those
 
institutions participating in this component include:
 

e Expansion of the economically beneficial operations of coopera
tives (such is lending, input supply, marketing and distribution 
of members' output, and other financial, commercial and produc
tion-oriented services); 

" Increasing the volume of available resources in the cooperative 
system for lending and investment purposes through mobilization 
of personal savings and share purchases by cooperative members; 

" Strengthening the cooperative system's financial condition by 
strengthening balance sheets and earnings; 

" Restoring member depositor/shareholder confidence in the finan
cial soundness of their cooperatives and credit unions; 

" Restoring lender/public confidence in the credit-worthiness of
 
the cooperative system; 

" Establishing and maintaining compliance with minimum operating 
standards and conditions that contribute to the safety and 
soundness of cooperative and credit union operations; and 

" Forestalling and/or preventing possible intervention or liquida
tion of delinquent cooperatives and credit unions by INACOP, 
WANDESA or other creditors while appropriate stabilization 
programs are implementod. 

1. Scope and Status of Financial Stabilization fforts 

At the time of the evaluation, the project was providing stabilization 
assistance to two of the six federations and fifteen 4f the 306 affiliated 
cooperatives. Stabilization funds totalling $2.3 million had been disbursed 
to two federations (FMNACOAC and FNOARR), all six FICOAR cooperatives, and 
nine of the 68 credit nions affiliated wtth FENACOAC. None of the other 
federations have satisfied participation criteria. Funds allocated for 
stabilization in the project have now been exhausted; without additional 
funds or a reprogramming effort the project will be unable to extend 
stabilization assistance to either the remaining federations or additional 
cooperatives. 

As can be seen in Table IV-1, the first disbursement of stabilization funds 
was made in September 1988, a little more than one year after the PHO was 
established. The total obligation of $2.5 million for this component has 
been nearly exhausted, with $1.26 million has been disbursed to FICOAR and 
its affiliates, and $1.1 million to FENACOAC and nine of its affiliates.
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The objectives of the
 
TABLI IV-1 
 financial stabilization
 

agreements signed between 
DISBURSEMENTS OF FINANCIAL the recipients and the PMO 

STABILIZATION FUNDS 
 have focused on:
 

=====================e 
 Creating mechanisms to
 
Date 
 Amount increase reserves
 

Recipient 	 Disbursed ($000) 
 against irrecoverable
 
.........-
-loans;
 

FENACOAC Sept. 88 
 $ 370

FECOAR 	 March 89 370 
 e 	 Redefining the 
6 FICOAR Coops 
 June 89 889 procedures for
 
6 FENACOAC Coops June 89 
 3SO classifying loans as
 
FENACOAC 	 July 89 185 delinquent and

3 FENACOAC Coops Sept. 89 167 
 calculating the reserves 

--- necessary;
Total $2,331 ncsaye 	Recognizing 


as 
losses 
and writing-off as 
assets those loans 
considered irrecoverable 

by 	applying reserves and @hare deposits of 	the debtor. Subsequent
collections of written-off loans are then recognized as
extraordinary gains and assigned to reserves for non-recoverable 
loans? 

" 	Creating mechanisms to strengthen the permanent capital of the
institution, for example by not distributing surpluses to affili
ates; and 

" 	 Increasing interest rates on loans, deposits and shares to be more
competitive with prevailing market rates, in order to mobilize
 
share and savings deposits. 

Specific targets in each of these general areas vary from recipient to
recipient, reflecting the specific conditions and needs of each institution.
 

Although the stabilization program is 	 relatively new, significant changes inthe institutions are already apparent. 
The changes in administrative

practices that have arisen from the stabilization agreements are, for themoment, more significant than the pure financial changes and have far
ranging impacts. The fact that disbursement of stabilization funds is tiedto 	administrative and policy reforms enhances the impact of the project. 

2. 	 Impact on the Participating Cooperative Organizations 

a. 	 Impact on 	FENACOAC as a Federation 

The impact of the stabilization program FINACOAC can be seen in fouron 
specific areas: changes in capitalization policies, changes in interest 
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rate policies, creation of permanent institutional capital, and savings
 
mobilization strategies.
 

Capitalisation Policy
 

The most significant change to date ae a result of the stabilization
 
agreements has been a change in FENACOAC's capitalization policy. Affili
ate@ were previously required to deposit 5 percent of their own member share 
deposits in the federation. These capitalization balances earned a minimal
 
3 percent interest. As of September 1, 1989, however, the federation has
 
reduced the required capitalization deposits to 1 percent of the credit
 
union's net assets. The federation also abandoned its policy of limiting 
loans to credit unions to a fixed multiple of the credit union's share 
balances and in the future will base the loan amount on ability to pay and 
guarantees offered by the affiliate. Since loans to affiliates were 
directly tied to share deposits balances, and since the credit unions 
depended on FENACOAC for significant amounts of external capital, all credit 
unions have share deposits in excess of the 1 percent target. The excess 
funds wore used first to write down the balance of "ffiliate loans; any 
amount in excess of the loan balance was deposited in 1-year certificates of 
deposit, earning more than 11 percent interest. 

As an immediate result of the implementation of this policy change, share 
deposits (which represented 8.7 percent of FENACOAC's assets in August, 
1989) declined 72 percent to 2.6 percent of assets. The application of 
excess funds to delinquent affiliate loans has decreased these loans from 31 
percent of assets to 26 percent of assets, while FINACOAC has "regained" the 
res6 es it had set aside against questionable loans.24 With these changes 
FINACOAC has begun to substitute *institutional capital," in the form of 
undivided reserves derived from earnings, for the rather artificial depen
dency on captive member shares. 

Since shares are generally considered sacred and have traditionally served 
as a captive source of inexpensive capital for credit union federations, 
FrNACOAC's decision to implement these reforms is an especially significant 
accomplishment. It is a major change in capitalization procedures not only 
for Guatemala but also among most Latin American federations. It will force 
FINACOAC to pay competitive rates of interest for affiliates, funds, which 
will stimulate savings and capital available to the institution. Since in 
the future, the major source of working capital will be savings generated 
within the system, the federation will have to move from a rather passive 
and compulsory m, thod of raising funds, to being aggressive, efficient and 
competitive in the financial market. 

2 4 The impacts on the credit unions from these changes have been (a) a 
decreased liability position vis-a-vis the federation, (b) increased future 
liquidity as share deposits are liberated, and (c) increased income from a 
potentially secure and safe investment in the federation. 

http:loans.24
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Interest Rate Revisions
 

Another important policy change resulting from the stabilization program was
 
FENACOAC's decision to increase interest rates on loans to its affiliates
 
froo 9 percent to 11 percent in 1989, with a commitment to review interest 
rates annually and raise rates in accordance with its cost of capital.
 
These changes are significant because they signify a shift away from
 
dependency on cheap, subsidized credit as a source of operating capital.
FENAcOAC's major source of subsidized credit -- a local-currency BID/COLAC
 
loan with a 6 percent interest rate -- will be amortized during the next two
 
years. For the project to have won the agreement of FENACOAC to increase
 
its margin over the concesafior loans currently holds is indication that 
the project has cucceoded '.n %oceleratingand providing impetus for con
tinued changes. 

Creation of Permanent Institutional Capital
 

Within FENACOAC, the direct. impact of the stabilization funds comes from the 
specific assignment of earnings to the permanent capital reserves account of
 
the federation. 2 5 The stabilization funds assigned to the federation have 
an indirect effect of writing down loans; that is, as part of the stabiliza
tion igreement, FZNACOAC revised its capitalization policy to free $498,000 
in share deposits and concurrently reduce delinquent credit union loan 
balances. FINACOAC, in turn, will receive $550,000 in interest from the 
stabilization funds during the next five years to build Its permanent 
reserves. The stabilization funds dedicated to the federation thus have the 
double effect of stabilizing both the federation and the credit unions. 

FNA OAC has also c itted to increasing institutional capital through (a)
 
increasing net income, (b) not distributing dividends, and (c) reducing 
operating costs.
 

Savings Mobilization
 

Although not directly related to the stabilization program, another major
 
objective of the project has been to decrease dependency on external loans
 
by increasing internal savings. 1INACOAC would become a liquidity managerw 
for the affiliated credit union novement rather than a conduit for cheap 
external credit. 

As part of this program, credit unions participating in stabilization 
programs have agreed to deposit excess liquidity in VUNACOAC. The develop
ment of deposit instruments bearing competitive interest rates thus became 
an essential component of this effort. FINACOAC had raised savings deposit 
rates from 4 percent to 8 percent in 1985 (prior to initiating this 

2 5 This differs from use of stabilization funds in the individual credit
 

unions and 1ECOAR, where earnings are assigned to creating reserves to 
enable the writing off of bad loans. 
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project), resulting in a 380 percent increase in savings deposits in one
 
year. FRNACOAC interest rates on savings -- ranging from 11.75 percent to a
 
maximum of 13.5 percent -- have been competitive with the market since 1986.
 

b. Impact on FENACOAC Credit Unions
 

The stabilization program has seven major objectives Athin the credit
 
unions:
 

e Improve delinquency control
 
" Increase volume of productive loans
 
" Increase interest rates
 
" Decrease operating costs
 
" Increase reserves
 
" Improve salaries
 
" Instill habit of annual balance sheet purges
 

Since stabilization funds were only recently disbursed to the nine partici
pating credit unions (6 received funds in June 1989, while 3 did not receive
 
stabilization funds until Septem')er 1989) the program has not had time to 
produce measurable impacts on participants' balance sheets. Nevertheless, 
significant progress has occurred in the area of policy reforms. In the one 
to four months that the nine credit unions have been participating in the
 
financial stabilization program, three have reached the goals for reduction
 
in delinquency. The average level of delinquency is down to 18.7 percent,
 
compared to the goal of 15 percent. At least two credit unions have already
 
reached the goal for mobilization of savings, and five have raised their
 
interest rates on loans to the level required in the stabilization
 
agreement 6 (a procedure which, in most cases, required an amendment of the 
by-laws). At least one non-participating credit union has also raised its 
interest rates, breaking the traditional 12 percent per annum "barrier" on 
loan rates. While the project cannot claim responsibility for all changes 
taking place -- the seeds of such new ideas existed in some of the 
institutions before the project began operating -- the fact that project
 
initiatives have encouraged and facilitated these advances cannot be
 
disputed. 

Non-Rocoverable Loan Write-Of fe 

The major focus of the first year of stabilization activities is on reducing 
the high level of loan delinquency prevalent in the credit unions. C--lit 
unions have examined their loan portfolios to determine which loans ld 
be considered non-recoverable. Existing reserves against bad debts, well 
as savings and shares of the delinquent members, were deducted from tr.. 
outstanding loan amounts and the difference assigned to a new account" for
 
later liquidation. Financial stabilization funds authorized by the project
 

2 6"Metas de Mejoramiento Institucional Contenidas on los Contratos y 
Avances a Agosto de 1989.0 Sincrito N. Cifuentes, F3IAMOAC. 
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are equivalent to the amount awaiting liquidation. The funds are provided
to the credit union as a non-interest bearing loan, which is invested In a
certificate of deposit in the name of the project. Narnings from the
 
certificate of 
deposit are made available to the cooperative over a five
year period to allow the gradual removal of these accounts from the books.

Any collection@ made on loans already written-off are used to create further
 
reserves against bad debt, thus directly increasing the credit union's
 
capital reserves. At the end of this exercise, the credit union will have

replaced its non-recoverable loans with an equivalent amount of stabiliza
tion funds.
 

Although it is too early to measure the impact of these procedures, some
 
noticeable changes have taken place. 
Perhaps the most important is the very

decision to classify and write down unrecoverable loans. There has been

traditional resistance within the federation and affiliates against writing
down non-recoverable loans, with the result that balance sheets list non
viable assets and thus do not accurately reflect the financial position of
 
the institutions. Managers have feared that writing off bad loans would set
 
a precedent that would encourage other members to default on their loans.2 7
 

The availability of stabilization funds was cited by participants as a key

incentive for implementing such a radical policy reform. 
It is also worth
 
noting that at least 
one credit union that is not participating in the
 
project is applying the same system. 

At the same time, however, correct application of loan write-off procedures

should have 
resulted in a reduction in meibership. Given the magnitude of
the write-offs, that reduction should have been quite large. FUNACOAC has

been reluctant to purge membership, because of image and internal political

considerations, and no reductions in membership have been reported. 
Since
 
increases in credit union membership have accounted for nearli all increase

in membership reported as a success indicator for the program 
 , the global

project indicators do not give an accurate picture of the project's impact.
 

Delinquency
 

A second important policy change that has been introduced by the project is 
a new, more fiscally conservative method of calculating delinquency. Credit

unions in Guatemala, and in Latin America in general, have traditionally

calculated delinquency to be only the payments past due. 
The new method
 
counts the entire balance of the loan as being delinquent when any payment

is overdue. This introduces the concept that the entire amount is at risk
 
and encourages the creation of reserves to guard against the potential loss.
 

27neof the participating credit unions, however, reported a dramatic
 
increase in recovery of delinquent loans from members who suddenly felt

compelled to correct their delinquency in the first months following the
 
reclassification.
 

28VW , nforme Tercer Trestro.1989.
 

http:loans.27
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Delinquency control will also be encouraged by purging nn-recoverable loan
 

accounts. The recognition that these are losses instead of viable assets
 

encourages the institution to improve management of its credit portfolio.
 

Accompanying this are improved credit policies that will further reduce the
 

risk of loan losses by screening candidates based on their history and 

ability to pay.
 

According to project reports, delinquency in the sixteen participating
 

credit unions has declined 69 percent since the initial baseline study, and
 

30 percent since the project began.29 These figures are puzzling; the
 

adoption of a new, more stringent definition of delinquency should have
 

resulted in an increase, not decrease, of reported delinquency. Equally
 

important, at year-end 1988, the most recent period for which data on the
 

individual credit unions are available, 10 of the 16 participating credit
 

unions had actually experienced increases in delinquency rates since the
 
3 0
 

beginning of the project.


Savings Mobilization 

The increase in FNACOAC loan interest rates will encourage the credit 

unions to increasingly fund their loan portfolios through internal savings 

mobilization. Interest paid to savers should now be relatively lower than 

the cost of capital borrowed from the federation. Although several of the 

credit unions had, in fact, increased interest rates on savings prior to the 

start of the project, participants have cited the importance of the 

project's support and encouragement in facilitating and encouraging such 

advances. 

Although several of the credit unions participating in the program have been
 

capturing substantial increases in savings deposits in the past few years,
 

others have been unsuccessful in mobilizing savings despite offering in

creased interest rates. A marketing study of credit unions, undertaken
 

recently by the project, has revealed that interest rates alone are not
 

sufficient inducement to capture savings and new members, as some credit
 

unions have discovered. The PHO needs to help FENACOAC and its affiliated
 

credit unions develop an effective savings mobilization strategy during the
 

remaining period of the project.
 

c. impact on FCOAR as a Federation 

Financial stabilization is one component of an overall development strategy 

for FCOAR that includes increasing sales volumes, increasing interest 

rates, creating incentives for cash sales, creating reserves for bad debts, 

writing off bad loans, and increasing productivity. 

291 
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SOVOCUFirst Quarter Report. 1989.
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The financial stabilization program focuses on recovering losses resulting 
from high loan delinquencies and operating losses during the political 
disruptions of the late 1970s and early 1980.. Stabilization funds are 
available to flCOAR and its member cooperatives only after member shares 
have been applied to cover losses. As shown In Table IV-2, FECOAR's losses 
derive from several sources, Including bad debts, inventory lossem, interest 
receivable, other assets louses and accumulated operating losses. 

TABIE IV-2 

COfSOLIDATION OF 	 FECOIS ACCUMULATED LOSSES 
(IN S 000) 

San Justino 
Andres Cuna dot Rey Rufino Ftor 12 do 

Type of Loss Samtamj Swl Quche Barrioe Chimiteca Octubre TOTALS 
.......................... ......... ......... .......... ......... ........
 

INVENTORY 0.1 - 1.9 1.0 3.0 
FERTILIZER LOANS 76.7 21.2 130.8 93.5 97.5 17.8 437.5 
NOUILE LOANS 20.4 20.4 
RECONSTUCTION LOANS 90.7 64.9 110.4 266.0 
INTEREST RECEIVABLIS 73.2 5.4 96.9 104.8 131.8 19.7 431.7 
LOSS OTHER OJRt.ASSTS 0.2 - 47.1 11.1 9.0 67.5 
LOU ICTRA.ASSETS 19.6 - -"19.6 
ACCUN.OPERAT.LOSSIS - - 116.9 9.3 9.4 135.6 
................. ......... ......... ......... .......... ......... ........ 
SU-TOTAL, LOSES 260.5 26.6 477.0 209.4 360.3 47.5 1,381.4 

LESS SHNARES 12.4 10.8 30.2 23.1 38.1 7.5 122.1 
.......................... ......... ......... .......... ......... ........
AMJNT OF STAIILIZATION 248.1 15.8 446.9 186.3 322.2 40.0 1,259.3 

FUDS NEEDED TO COVER 
LOSSES 

STASILIZATION FUNDS 73.0 4.7 131.4 54.8 94.8 11.8 370.4 
DISTRIMUTED
 

.......................... ......... ......... .......... ......... ........ 
UNCOVERED ALANCE 175.1 11.2 315.4 131.5 227.5 28.2 888.9 
STABILIZATION FUNDS 19.70 1.26 35.49 14.79 25.59 3.17 100.00 
DISTRIBUTED AS PERCENT 

OF TOTAL
 
...........................................................................
 

Source: Portfolio Irvmnto'y and other ur-catectible Losses at each cooperative.
Lic. Osmtd OLive - PFC. 

Although the stabilization funds were only disbursed three months ago,
 
progress toward stabilizing FICOAR is clearly evident. Interest from the
 
$1.2 million disbur:ied to stabilize the cooperatives of FECOAR has generated 
$51,300 in reservew to cover loan losses, while the new five percent risk 
premium charged on credit sales has generated $43,400. Co.lection of loans 
already written off as uncollectible has contributed another $8,600 to 
rICOAR 's reserves. 
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d. 	Impact on FECOAR Cooperatives
 

Capitalization
 

The stabilization program is helping FUCOAR's cooperatives increase capital
ization in three different ways:
 

" Credit Risk Premium -- a fixed five percent premium is now 
charged on sales made on credit. This practice was intro
duced by the project to reflect credit risks. Proceeds from 
this price differential are held as reserves against loan 
losses. This policy has already generated $43,400 in reser
ves for the cooperatives in just six months. 

" Retained Operating Surpluses -- the cooperatives have agreed
 
not to distribute any operating surpluses until all accumu
lated losses have been paid. Operating surpluses will be
 
retained to recover operating losses from previous years.
 

" 	Recovery of Delinquent Loans -- collections on loans 
previously classified as non-recoverable are used to create 
reserves against future non-recoverable loans. 

The basic objective is to increase institutional capital, which consists of 
reserves and retained surpluses. This capital does not belong to members 
and cannot be withdrawn. Since shares do not represent a permanent source
 
of 	capital, depending on them increases the vulnerability of the coopera
tive. Building its own institutional capital strengthens the cooperative, 
and allows it to make financial and business decisions from a strong posi
tion. 

Table IV-3, on the following page, shows increases and decreases in shares
 
and in institutional capital since the project started to provide assistance
 
to 	FECOAR's cooperatives. The total increase in eight months of operation 
has been minimal. When the new administrative and financial policies have
 
had more time to take root, the impact will be clearer.
 

The only account that increased significantly during this period was 
reserves, due to the impact of the stabilization program. A net increase of 
$46,000 is a small amount against the total amount of the losses identified 
under the stabilization program. Nevertheless, it is a positive sign that 
the five-year program will actually produce the expected results. 

The decrease in shares is expected as cooperatives apply share deposits 
against corresponding non-recoverable loan balances. Retained earnings show
 
a net decrease of $26,500. Since mot cooperatives close their books at the 
end of December each year, this decrease has not yet, been applied. At that 
time they will have to request authorization from the general assembly to 
apply surpluses to institutional capital. 
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TABLE IV-3 

FECOAR' S COOPERATIVES 
INSTITUTIONAL CAPITALIZATION
 

(s 000)
 

RETAINED 
COOPERATIVE 	 SHARES RESERVES CAPITAL EARNINGS TOTAL 

SAN ANDRES
 
DEC. 1988 87.2 44.0 24.0 4.7 159.9
 
AUG. 1989 84.5 62.7 22.2 0.4 169.8
 

(2.7) 18.8 (1.8) (4.4) 9.9
 

FLOR CHIMALTUCA 
DEC. 1988 116.8 6.0 35.0 (9.1) 148.7 
AUG. 1989 93.6 6.4 35.0 135.0
 

------ -------- -------- ------m
(23.2) 0.3 
 - 9.1 (13.8)
 

JUSTO R. BARRIOS
 
DEC. 1988 99.7 4.3 18.1 4.9 127.0
 
AUG. 1989 86.8 7.4 18.2 - 112.3
 

(12.9) 3.1 0.1 (4.9) (14.7)
 

REY QUICHE
 
DEC. 1988 120.7 2.7 25.3 - 148.7
 
AUG. 1989 103.8 6.2 25.3 - 135.3
 

(16.9) 3.5 	 -	 (13.3)
 

CUNA DEL SOL 
DEC. 1988 244.5 20.7 26.8 14.8 306.8 
AUG. 1989 268.7 38.5 26.8 - 334.1 

24.2 17.8 - (14.8) 27.2
 

12 	 DE OCTUD 
DEC. 198 87.1 50.7 21.6 12.5 171.9
 
AUG. 1989 104.4 53.2 21.6 1.0 180.1
 

17.2 2.5 - (11.5) 8.2 
mmminammi mannmmli unmmmmum *mminmm nmmliu 

TOTAL NET INCREMENT (14.2) 46.0 (1.7) (26.5) 3.6 
-- o---------B---n-e-h-----------------
 -


Source: Cooperative Balance Shoets. Osvaldo Oliva, PFC. 
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Delinquency and Membership Policies
 

FECOAR cooperatives have improved delinquency control during the past few 
years. The norm has become for cooperatives to close the year with zero or 
min_mal delinquency on their "current" loans, those which were issued that 
year. Significant changes in administrative practices date to 1984, when 
the federation placed its own administrative controllers in each cooperative 
to improve management. 

FECOAR and its affiliated cooperatives have experimented with a variety of 
techniques to improve recovery of "non-recoverable" loans. One technique 
was to offer a moratorium on interest payments for delinquent loans. FECOAR 
reimbursed its cooperatives for half of the interest due on any principal 
collected during the moratorium. Another technique involves the organiza
tion of members into small borrower groups.3 1 Loans are only made to indi
viduals who belong to groups that are current in their payments. If one 
member is delinquent on a loan, the members of his group also become ineli
gible for new loans. Peer pressure within the group encourages earlier 
cancellation of delinquencies and, in some cases, groups have lecided to 
assist delinquent members by paying off the loan and restoring the group to 
good-standing. As a result, the cooperatives have kept delinquency under 
much better control. According to PMO statistics, delinquency in the FECOAR 
system had declined from 82.234 percent in 1986 to 55.74 percent in 1989.32 

While many of these key changes pre-date the PFC, the financial stabiliza
tion component of the project has provided a positive mechanism for handling 
historical losses. 

3. Suemary
 

The stabilization program represents an innovative approach to helping 
cooperatives cope with the problems of unrecoverable loans and weak capital
ization. By combininq a program that generates earnings to cover losses 
with a disciplined approach to controlling current delinquency, conducting 
an annual appraisal of the loan portfolio, systematically writing off 
unrecoverable loans and building reserves to cover loan losses, the stabili
zation program should have a long-tw-m, positive impact on participating 
cooperative organizations. 

3 1This technique is also used to control the quality of the membership
 
base by requiring that new members be accepted by an established group. 
This incorporates an ability-to-pay test at the gras-roots level, since the 
aspiring member's peers will not accept him if it appears he will not have 
the capacity to service his debt. 

32WOCCU, Informs Tercer Trimestre. 1989.
 

http:groups.31


52
 

S. Credit Component 

Credit serves as the third and final stage in the cooperative strengthening
 
process. Participating federations and cooperatives can access credit funds
 
when they have successfully complied with institutional development and
 
stabilization conditions. Disbursement of credit funds is based on sound
 
business justification, at competitive market interest rates. The credit
 
program is not intended to be concessionary.
 

No credit funds have been disbursed under the project. Strict credit 
policies, as defined in the Cooperative Agreement and policy guidelines, and 
poor financial and administrative conditions in the federations and coopera
tives have delayed credit disbursements under the project. FEDECOAG, 
FIDECOVERA, and FUDECCON have not been able to meet eligibility criteria.
 
ARTUXCO and MNACOAC do not have an inediate need for credit funds.
 

The only credit disbursement planned to date has been a $1.0 million loan to
 
FECOAR to import fertilizer. These plans did not materialize for a variety
 
of reasons, including:
 

" FECOAR could not price fertilizer competitively because the 
Guatemalan government is engaged in a major politically
motivated subsidy program that has been financed by the 
Italian government; 

e 	 FICOAR cannot compete effectively with a large private 
fertilizer vendor (DISAGRO) that controls 60 percent of the 
local fertilizer market; and 

" 	AID requirements that comodities must be of U.S. origin and 
carried in U.S.-registered ships would raise the price of 
FCOAR fertilizer to non-competitive levels. 

During 1989 for example, the Guatemalan government sold fertilizer at 20 to 
25 percent below market prices. FECOAR's sales declined 50 percent, leaving 
an unsold inventory of approximately 7,500 tons. 3 3 

even though the credit component has not been used to date, it should be 
retained as an iuportant element of project strategy. As the agricultural 
cooperatives progress with their institutional development and stabilization 
programs, they will need financing to provide new or expanded services to 

33The project is funding fertilizer tests in FICOAR cooperatives to 
demonstrate the advantages of less expensive, higher-yielding fertilizer 
mixtures. Successful efforts in this area should identify a potential 
market niche for FUCOAR in specialized blends, as well as increase yields 
for participating farmers. 
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their members.34 The credit component is the only mechanism available to
 
the project to address production, processing and marketing issues, and the
 
only resource available through the project to help the federations generate
 
income. Utilization of the credit component also helps achieve other
 
project goals -- such as compelling cooperatives to pay market rates for
 
funds, promoting rational financial analysis and improving economic perfor
mance.
 

3 4Credit unions, on the other hand, should be able to meet increased
 
capital needs through internal savings mobilization.
 

http:members.34
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V. Z1-in IMAm 

The previous two chapters presented the accomplishments of the Cooperative
Strengthening Project in terms of t.e three major components: institutionaldevelopment, financial stabilization and credit. 
 This chapter discusses theproject's potential long-term developmental impacts, particularly in termsof achieving the project purpose and in assuring the sustainability of
 
project results.
 

To place the discussion in perspective, the evaluation team believes thatthe Cooperative Strengthening Project has correctly identified two keyproblems underlying the weakness of the cooperative movement in Guatemala: a weak financial base and inadequate management. Moreover, the project iseffectively addressing those problems 
-- the changes introduced in the
Guatemalan cooperative system through the project have been both significant
and important. 
 At the same time, however, the evaluation team observed
three weaknesses in the current project effort that deserve further consid
eration and action: 

1. The project's approved time frame and resource level are

insufficient to accomplish the project's stated objectives;
 

2. The project as it is currently designed do,e not adequately
address the business volume problems of the non-financial 
cooperatives, yet these are also significant impediments to

developing a viable and effective cooperative movement; and 

3. The project is not paying sufficient attention to the isrue
of developing a capacity within the cooperative institutions 
to sustain project activities and benefits beyond the life of 
the project.
 

This chapter focuses on these three issues. The discussion is particularly
relevant for two reasons. First, the issues have implications for planningthe remainder of the present project effort. The project is about 60percent completed, and modifications introduced at this time can improve itslong-term impact. Second, USAID/Guatemala is considering an extension andexpansion of the project. Understanding the limitations of the present
effort can lead to an 
 improved design for the follow-on phase. 

A. Prospects for Achieving Project Purpose 
and DOPE Conditions 

The purpose of the Cooperative Strengthening Project is to develop a viable
and effective cooperative movement that is providing high-quality servicesto the rural sector. It is to do this by strengthening a selected group ofcooperative federations and primary cooperatives. The project has made a
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significant contribution to achieving that purpose. The federations and 
cooperatives have instituted important changes in policies, procedures, 
management, capitalization and fiaancial administration. Without these, the 
purpose could not be achieved. 

At the same time, two important constraints -- the time remaining in the 
project and the amount of resources for financial stabilization -- could 
cause the project's impact to fall short of expectations.
 

1. Life-of-Project Constraints
 

The project is considerably behind schedule. At the time of this evaluation 
(September-October, 1989), only six months remained in the technical assis
tance contract and eighteen months until the scheduled project activity 
completion date. Yet, the project has worked with only a limited subset of 
the federated cooperative movement, and has only recently begun to work with 
the primary-level cooperatives. 

The project has fallen behind schedule for a variety of reasons. The 
initial expectations were undoubtedly optimistic. Contracting and initiat
ing the technical assistance took longer than anticipated in the initial 
projections. Also, project resources were spread over a wider number of 
organizations than originally contemplated, with the result that more time 
had to be devoted to carrying out the diagnoses of the various institutions. 

As a result, the project has not yet been able to integrate all aspects of
 
the cooperative strengthening program in all federations. Although all 
federations have signed institutional development agreements, and are 
receiving on-going assistance in this area, only two are participating in 
the stabilization program. The other federations have not met the project's 
criteria -- operating standards and tied capital contributions -- for 
participation in the stabilization program. No federations are, as of this 
time, benefitting from the credit program. 

In addition, the project has only recently begun to work with the primary 
level cooperatives, and then only with a few cooperatives in only three of 
the six federations. Almost all activities through at least June 1989 had 
been focused on the fedurations. Twenty-nine cooperatives are receiving 
assistance through the institutional development activities of the project, 
and only 9 credit unions and the 6 FICOAR cooperatives are participating in35
 
the stabilization program.
 

3Sane of the problems, of course, is that the project purpose does not 
(in either the PID or the Project Design Document) establish any targets on 
the number of cooperatives the project should work with. Thus, there is no 
standard against which to judge project performance. 

xv 
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TABLE V-i 

IMPLEMENTATION AT COOPERATIVE LEVEL 

Number Participating
 
Number of Number of
Affiliated Coops Institution Financial


Federation Coops Diagnosed Development Stabilization 

ARTEXCO 22 
 10 5 
 -
FECOAR 
 6 6 6 
 6
 
FEDECCON 34 . -
FEDECOAG 46 
 6 -
FEDECOVERA 28 28 4 -FENACOAC 68 16 14 9 

Total 204 
 66 29 15
 

Little time remains in the project to initiate work with a broader number ofprimary level cooperatives. Even less time remains to successfully introduce the rather massive changes required by the project, or to solidify andreinforce any changes that might be introduced. External technical assistance is scheduled to end in 6 months. As the Chief of Party observed, "By1990, we will not have been able to reach all of the cooperatives we should
have, and we will not have been with them long enough to prevent back
sliding. -36
 There hasn't been enough time to internalize the values.


2. Resource Constraints 

The project also does not have enough financial resources to complete the
financial stabilization program. All of the originally scheduled financialstabilization resources have been committed, yet the program is only working

with two of the six federations and only 15 primary level cooperatives.
Even if all credit component funds were shifted to stabilization, the
project would fall about $1.2 million short of the estimated need forstabilization funds. With total estimated need ofa approximately $6.5million, just among cooperatives that have been analyzed, it is obvious thatthe amount of resources available is insufficient to accomplish the pro
Ject's objectives, at least as they are currently appliad. 

36interview on September 22. 
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TABLE V-2 

ESTIMATES OF TOTAL NEEDS FOR STABILIZATION FUNDS 
($ 000) 

Estimated Need for Stabilization Funds 

Federation Federations Cooperatives Total
 

ARTEXCO - 36 36 
FECOAR 370 889 1,259 

-FNDECCON - -
F3DECOAG 790 n.a. 790
 
FEDECOVERA 720 540 1,260
 
FENACOAC 900 2,250 3,150
 

Total $2,780 $3,715 $6,495
 

Notes Totals for FEDECOAG cooperatives have not been
 
estimated. 

3. Suasry
 

The original project design provided for a five-year technical assistance
 
effort to match the five-year life of project. That was reduced to three 
years in the process of negotiating and contracting the technical assis

tance. The original project design also underestimated the amount of 
stabilization funds needed to address the problems of the participating 
cooperative organizations. These two shortcomings threaten to reduce the 
beneficial impact of the project. 

USAID/Guatemala should, at a minimum, consider (a) extending external
 
technical assistance services to the project through at least the schedule 

project activity completion date (June 1991), and (b) increasing the amount 
of funds available for stabilization. These extensions should be predicated 
on refined output and purpose-level targets that specify working with a 
larger number of primary level societies. 
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5. Additional 8upport for Non-Financial Cooperatives 

An designed and, for the most part, Implemented, the Cooperative Strengthen
ing Project has three components: institutional development, financial 
stabilization and credit. The project was designed to address a specific
 
net of managerial and financial problems, and did not contemplate agricul
tural or other business--oriented technical assistance.
 

In fact, the production, processing and marketing problems in at least two 
of the federations (FEDICOAG and FIDECOVZRA) are so critical that they would 
seem to undermine any positive benefits that can be achieved in the areas of
 
management and finance. The project has produced noticeable changes in both 
of these federations, and both have expressed a comitment to sustaining 
project-initiated activities. 
The economic base of both federations is so 
weak, however, that it does not appear they will be able to sustain the 
changes. ARTEXCO and FECOAR face similar, though less severe, production 
and marketing problems that are not being adequately addressed by the 
project.
 

In at least two cases (FICOAR and FIDECOVERA) the project has expanded 
beyond the constraints of the original project design to offer agricultural

technical assistance. An agronomist is directing fertilizer field trials in
 
FECOAR cooperatives in the hopes of encouraging farmers to shift to more
 
effective and loss costly fertilizer blends. The project has also hired an 
agronomist to work with the FEDECOVERA coffee cooperatives in an attempt to 
rehabilitate coffee fields and increase productivity. In both cases the new 
service has been popular and considered a success. 

The Cooperative Strengthening Project was designed to address a specific set
 
of problems; those did not include improving production, processing,
 
marketing or other technical aspects of the cooperatives' business. In
 
fact, basic business viability is assumed to be a precondition of project

assistance. In several cases this assumption is flawed.37  In FEDSCOVERA,
 
for example, the cooperatives are producing an average of less than 300 
pounds of dried coffee bwjan per manzana (approximately 1.7 acres) compared 
to a national average of more than 3,000 pounds per manzana. Unless this 
problem is addressed, the federation and its cooperatives will never have 
sufficient earning power to become effective rural service agents. 
FDZCOVIRA also needs access to credit to finance the harvest and build 
member confidence. Finally, the federation needs to consider and develop 
other business activities to serve and help its cooperatives. 

Likewise, FIDECOAG lacks a solid business relationship with its member 
cooperatives. It has traditionally functioned as a conduit for external 

371t is important to note that the less viable organizations were added 
to the project during negotiations, and were not really included In the
 
initial design. The project team originally wanted to work only with the 
strongest of the cooperatives in each federation, in order to build a 
critical base of viable cooperative supporting each federation. 

http:flawed.37
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donations. Its member cooperatives were, in the establishment of the
 
federations, exempted from paying any entrance fees or annual dues. The
 
value of any services it might be able to provide is not immediately
 
apparent. Unless it is able to generate business income, the other changes
 
introduced by the project will be difficult to sustain.
 

At least two of the other federations -- FECOAR and ARTEXCO -- need assis
tance that cannot be adequately provided through the present project.
 
ARTEXCO needs help in marketing -- identifying new markets, establishing new
 
contacts, how to handle export orders and get paid. It should be tied in
 
with the GREMIAL, or other similar export-oriented organizations, and
 
receiving assistance from a project or service similar to PROIXAG. FECOAR
 
needs additional assistance in long-term strategic planning and business
 
planning, as well as continued assistance in agricultural production and
 
marketing.
 

In summary, while the Cooperative Strengthening Project addresses a signi
ficant set of problems for all of the cooperative groups, it is not designed
 
(and was not intended) to address some of the major problems facing the non
financial cooperatives. This is not an integrated rural development project
 
and, perhaps, should not try to be. The project's present focus on streng
thening financial and administrative management is both appxopriate and
 
important, and needs to be continued. However, the business viability
 
issues facing at least two of the federations are so overwhelming that
 
providing further project assistance in financial and administrative
 
management would probably be wasted. USAID/Guatemala should explore ways to
 
address the broader business needs of the cooperative institutions assisted
 
by the project -- either through adding agricultural technical assistance
 

3 8
resources to this project or through other projects or sources.
 

C. Prospects for Sustainabi.Lity
 

The issue of sustainability is necessarily a major concern for development
 
projects. Seldom are the immediate results of a project sufficient to
 
justify the activityF "development- has occurred only if the project has
 
created an on-going capacity to continue and even expand on the initiatives
 
generated by the project. A.I.D.'s concern with sustainability stems from
 
the reality of its own past experiences -- sustainability has proved to be
 
particularly elusive and difficult to attain, even in otherwise successful
 
projects.
 

A discussion of sustainability is neceiarily subjective, and therefore 
controversial. It is a projection of what is likely to be, based le on 
the merits of the particular project than on the accumulated experience of 
the development community. That experience consistently emphasizes the need 
to be concerned with the issue of sustainability: sustainable results tend 

38These could be A.I.D.-funded projects, such as PROZXAG or the new
 
coffee project, or non-A.I.D. activities, such as Peace Corps or the IDB.
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to 	be the exception rather than the rule in development efforts -- espec
ially institution-building efforts. That experience also provides a
 
relatively broad and well-studied body of knowledge about the problems of
 
.ustainability that can be used to analyze current project efforts.
 

It 	Is Important to keep in mind that sustainability is a matter of degree
 
rather than simple "yen" or "no." In any project there are some initiatives
 
that will be sustained and others that will not be. 
To 	raise questions of
 
sustainability, therefore, is not condemn a project, but to identify
 
potential weaknesses that, if addressed by those implementing it, can
 
increase the project's potential long-term benefits.
 

The issue of sustainability in the case of the Cooperative Strengthening

Project is particularly complex. The project is ambitious in its objectives

of initiating profoundly significant changes in the Guatemalan cooperative
 
movement in a relatively short period of time. The evaluation team looked
 
for indicators of sustainability in terms of:
 

" 	Understanding and commitment to implementing the specific 
changes introduced by the project; 

• 	Commitment and ability to absorb recurrent costs into the
 
organization's operating budget;
 

" 	Internalization of the project's activities in on-going
 
federation programs; and
 

" 	Indications that federation and cooperative managers are, in
 
fact, adopting an entrepreneurial approach to their opera
tions.
 

1. Commitment to Sustaining Specific Changes 

The changes that have been initiated by the participating federations and
 
their member cooperatives are, indeed, major chmiges. Moreover, many are
 
irreversible. Once a credit union abandons interest-free share capital as
 
its major source of funds and begins to pay interest on deposits, for
 
example, it is almost impossible to reverse that decision.
 

The federations and cooperatives studied for this evaluation seem to be
 
genuinely committed to the reforms they are implementing. They appear to 
understand the logic of the reforms, recognize the benefits, and are likely 
to continue to implement most of them after the project has ended. Perhaps
the strongest Oevidence- of this coamitment could be found in interview 
responses: the fact that managers and staff frequently stated that the
 
changes were something they had already identified as necessary, but had not
 
had the resources to implement, indicates a positive identification with
 
program objectives and methods.
 

At the same time, there are some unresolved issues of sustainability that 
are of sufficient concern to warrant continued monitoring and attention by 
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both USAID/Guatemala and the project team. For example, FEDECOAG and
 
FIDECOVERA, for all their good intentions, appear unlikely to be able to
 
sustain the activities without a fundamental strengthening of their finan
cial position -- they simply do not have the resources to implement the
 

changes effectively, regardless of their interest in doing so.
 

2. ComLtment to Absorb Recurrent Costs
 

At least two of the activities of the project have long-term budget ica
tions for the participating federations and cooperatives. The salarl
 
incentive program is intended to increase salary levels to help the organi
zations retain staff, while the program to provide salaries for specific
 
positions is intended to help the organizations hire needed staff. The
 
sustainability of these programs depends on both a commitment on the part of
 
the organization and the resources to fund them.
 

It was clear from the evaluation interviews that the federations and cooper
atives view these two programs as donations from the outside, not as a
 
program that they are being helped to develop for themselves. Managers and
 
board members interviewed in the various organizations recognized the value
 
and need for both the increased staff and the higher salaries. They did
 
not, however, refer to these two programs as their own initiatives, which
 
the project was assisting, but as initiatives of the Cooperative
 
Strengthening Project. As one of the federation managers said, "When
 
project funding ends we would try to got some other donor to support the
 
positions. If we couldn't find funding we would probably not be able to
 
keep them." At least two of the federations lack a sufficient resource base
 
to sustain salary increases or additional positions. When project funds
 
end, therefore, there is a strong possibility that these two initiatives
 
will also end.
 

An alternative to the current salary incentive plan would have been to
 
provide technical assistance to help the federations and cooperatives
 
develop and adopt official salary incentive plans. The project could then
 
assist in impl mnting those plans by providing a limited subsidy over a
 
defined period of time, with a definite plan and schedule for phasing the
 
new salary levels into the regular operations of the federation or coopera
tive. Also, the procedure for institutionalizing the incentive program 
- building reserves this year to pay a bonus next year -- does not seem to
 
be as effective a solution as planning a performance bonus to be paid from
 
this year's profit margins.
 

The funding of specific technicians or staff positions within the federa
tions does not seem to be planned in the context of sustainability. There
 

39An even better approach is not to subsidize salaries program, but to
 

tie some other form of assistance to implementation of a salary incentive
 
program by the organization. Thus, credit funds -- which could generate the
 
income needed to pay for the salary increases -- could be released upon
 
adoption of increased salaries by the board.
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are, at best, only vague plans as to whether or not, or how, the coopera
tives and federations are to continue employing these persons after project
 
funds end. While some of these may not need to be long-term positions -
they are only needed to get something done or set something in place -- it
 
does not appear that those criteria were used to not up the program.
 
Project plans do not indicate an optimal staffing pattern for each organiza
tion, and do not contain a strategy for reaching and financing those staf
fing levels. An alternative would have been to have the federation or
 
cooperative create the position officially, and develop a plan for diminish
ing subsidies that would assure the continuation of the position after EOPS.
 

3. Internalization of the Program 

it is difficult to assess the degree to which project concepts have been
 
internalized by the project beneficiaries. To several of the PMO staff
 
members it is apparent that the federations are participating in the project
 
primarily because of the potential for funding -- stabilization funds,
 
credit and limited comodities. They have accepted the reforms as necessary
 
conditions for obtaining funding, but it is not clear that they really
 
believe in those reforms. As one observed, "The changes that the project
 
has attempted to initiate are not comfortable to them. These reuire 
changes and a style of action different from what they wanted.04 

In both the first and second quarters of 1989 the PHO reported continued 
resistance to some of the concepts:
 

The P1O continues to suffer from the reluctance of federation
 
management and administration to accept concepts presented . . .
 
(due to the] heavy emphasis placed on politically satisfying all
 
parties involved in the decision-making process, thus avoiding
 
conflict or having to make a difficult decision, regardless of
 
the benefit the change will bring to the institution.4 1
 

Interviews with federation managers and staff gave, in many cases, an
 
impression that they tend to view the project as something being done "form
 
them rather than an effort to help them implement their own programs.
 

Developing sustainability and local capacity is probably the most difficult 
challenge facing any development project. To a great extent, the concerns 
voiced here about sustainability are a reflection of the limited time-frame 
of the project. Given the short time-frame (at least the technical assis
tance component), the project will not have worked with either the federa
tions or the cooperatives long enough to have reinforced the concepts and
 
techniques of implementing the changes.
 

40 Staff interviews, September 17-22.
 

4 1Proyecto Fortalecimiento Cooperativo, Reoorte de Actividades del 
Primer Trimestre de 1989, p. 9. 

http:institution.41
http:wanted.04
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The Cooperative Strengthening Project has had to focus on achieving results 
in a relatively short time frame. In the remaining period of the project, 
and in the event of an extension, the project focus should shift Increas
ingly toward internalizing concepts and building a local capacity to ensure 
the sustainability of project-initiated changes. Some actions and activ
ities may, indeed, be short-term, required only during the life of the 
project itself. Others, however, appear to be long term. Project documen
tation and work plans do not clearly distinguish between them, giving the
 
uneasy impression that continuance iz hoped for rather than planned.
 

At the same time, there are (as will be discussed in Part Three of this
 
report) issues concerning the approach and style of the project that l .-e
 
direct implications for the long-term sustainability of project-initia-ed
 
activities.
 

4. 	Impact on Orientation and Commitment of the Participating Institutions
 

Although the project has succeeded in bringing about major changes in the 
federations and participating cooperatives in terms of policy reform, 
management practices, financial controls and basic attitudes, there Is still 
a problem in instilling a modern, entrepreneurial approach to cooperative 
management. They have accepted and are implementing the changes recommended 
by the project, but there does not seem to be a fundamental commitment to 
overall growth and improvement beyond the parameters of the project; they 
appear satisfied with current levels of membership, current operations, 
current practices and current volumes. As examples: 

" 	FINACOAC has been in a "consolidation" phase during the past
 
15 years. During that time the movement has stagnated: no
 
new credit unions have been formed, and membership has
 
declined relative to the population. Yet there is no indica
tion that the federation is becoming more committed to
 
promoting the growth and development of the credit union
 
system.
 

" 	FICOAR has had six member cooperatives since it was formed; 
it has grown neither in scope or number of members. The 
manager only works part-time for the federation. It offers 
only one service, and has shown little interest in exploring 
new product lines or services. Federation management has 
said it would be willing to promote a new cooperative, if 
mom donor would finance it. 

" 	 FUCOAR's management has recently instructed its administra

tive controllers to stop selling fertilizer this year. The 
federation still has about 150,000 sacks of fertilizer in its 
warehouses. Rather than sell the fertilizer this year, 
FZCOAR has decided to suspend sales so it will have enough 
fertilizer to met next year's demand without importing new 
quantities of fertilizer. Quality considerations aside, it 
would seem in the best economic and financial interest of the 
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federation and its cooperatives to keep on selling as much as 
they can and buy whatever is needed on the local market next 
year. 

* 
FEDECOVERA has indicated it will only keep project-paid
 
personnel on staff if they can get some "outside donor" to
 
donate funds once project funding ends.
 

" 	FDCOVZRA has not made any attempt to introduce new services 
that would meet a wider range of their members' needs. 

" 	FZNACOAC has not used the stabilization program to encourage 
participating credit unions to purge inactive members from 
the membership rosters. 

" 	PENACOAC has also expressed a reservation about supporting 
the savings mobilization program because it "might not be 
able to manage the excess liquidity." 

These isolated examples indicate that much still needs to be accomplished to 
develop a modern, entrepreneurial oriented leadership in the cooperative
 
federations. These are changes that can only be accomplished over an
 
extended period of time.
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V1. gaa 

The project appears likely to achieve its basic objet-tive of bringing about
 
the fundamental internal policy and management changes essential to the
 

operation of successful cooperative business enterprises. Participating
 
federation and cooperative leaders have accepted the basic changes recom
mended by the project, and are implementing them. Among the major policy
 
and management decisions that have been adopted are:
 

" 	Adoption of market rate interest rates on loans;
 

e 	 Adoption of building reserves as a means of capitalizing the 
institutions; 

" 	Adoption of new, stringent credit policies and delinquency
 
controls;
 

s 	Adoption of essential business-oriented approaches to manag

ing and operating the institutions;
 

" 	Decision to write off uncollectible loans and purge member
ship rosters; and
 

" 	A commitment within the credit union movement to promote
 
savings mobilization at competitive interest rates, with a
 
corresponding reduction in dependency on low-cost external
 
capital.
 

These are significant changes in the context of traditional cooperative
 
operations in Guatemala. Many, if not most, of these changes are uni
directional: once the basic decisions to adopt the changes are made it is
 
difficult or impossible to reverse them.
 

In addition to the changes witnessed in the specific cooperative organiza
tions, there is a much more reliable and standardized set of information now
 
about the federated cooperatives -- their condition, problems, strengths and
 
weaknesses -- than existed before the project. Partially as a result of the
 
improved data, cooperative leaders now have a better understanding of the
 
nature and magnitude of the problems facing them. There is a willingness to
 
adopt tough corrective actions that would not have existed without the
 
project.
 

At the same time, however, within the remaining time-frame and resources of
 
the project it appears unlikely that the project will achieve the project
 

purpose of restoring a "viable, efficient and effective Guatemalan coopera
tive movement." In particular, the project appears likely to fall short in
 
that:
 

-
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" 	It will have worked with only a limited subset of the indiv
idual cooperatives -- few of the affiliated cooperatives in
 
the participating federations will have received institu
tional development assistance, and even fewer wkll have
 
participated in stabilization efforts;
 

" 	The project will not have had the time to sufficiently
 
institutionalize the changes that have been introduced;
 

" 	The project does not sufficiently address the fundamental
 
economic weakness of the non-financial cooperative move
ments -- specifically a weak economic base and low agricul
tural production levels -- that must be addressed if the
 
institutions are to become economically viable entities; and 

" 	It is not clear that the project is effectively transferring 
to the federations the skills, technology and understanding 
necessary to sustain the activities and reforms that have 
been initiated. 

The project needs to place an increased emphasis on ensuring the sustain
ability of project benefits during the remaining life of the project.
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1359u3 AFFV3CI F'BCI3 SCC2M AND ZIWA 

The reason for conducting a mid-term evaluation is to improve the impact and 
benefits of a project intervention. Such evaluations often appear overly
 
negative because, by design, they must focus on identifying issues and
 
potential problems.
 

Part Three of this report discusses a number of issues that appear to affect
 
the impact and sustainability of the Cooperative Strengthening Project.
 
Some of these are major; some minor. They are presented to help project
 
management develop strategies to improve the project's impact during the
 
remaining life of project. These are grouped into three major categories:
 
(a) design issues, (b) institutional and structural issues, and (c) mple
mentation issues.
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VII. FRAUXICT Iin X3 

A. Project Design and Focus 

Understanding the origins and evolution of the project are important for 
assessing the adequacy of the project design. The Cooperative Strengthening 
Project was originally proposed as a credit union development project. As 
early as 1982 FINACOAC approached USAID/Guatemala about the possibility of 
developing a project to support the revitalization of the credit union 
movement. In early 1985 the Mission funded an analysis of FENACOAC and the 
credit union system. Based on this analysis, WOCCU presented a preliminary 
proposal for a credit-union strengthening project. 

Because USAID/Guatemala was interested in supporting both agricultural 
cooperatives and credit unions, and did not wish to manage two separate 
projects, the project desin contained both elements. As a result, the 
Mission funded a second prs-design study, conducted by NCSA, that covered 
the non-financial cooperative sectors. WOCCU was selected to lead the team 
that actually developed the project design document. Three of the four 
members of that design team were either associated with the credit union 
movement or had previous credit union experience. Only one team member had 
worked previously with agricultural cooperatives. 

The initial project design limited, at least initially, the scope of the 
Cooperative Strengthening Project to working with only two or three federa
tions -- FENACOAC (credit unions), FICOAR (regional agricultural coopera
tives) and FEDECOCAGUA (a federation of coffee cooperatives). When the 
project was initiated, however, members of the Confederation of Federated 
Cooperatives (CONFECOOP) insisted that all member federations should be able 

to participate. The scope of the project was subsequently expanded to 
include a wide range of other cooperative groups, including artisan, fishing 
and consumer cooperatives, as well as additional agricultural cooperative 
groups. Equally important, CONFICOOP insisted that all federations had to 
be able to participate from the beginning -- the project could not begin 
working with just one or two federations with the intention of expanding 
services to the others at a later date. 

The project design process had a number of implications for the current
 

scope and nature of the project:
 

e 	 Throughout the design process, the basic approach of the 
initial credit union analysis and proposal (focusing on 
managent, policies and finance) did not ct.ange -- this is 
still essentially a credit union project being applied to a
 
variety of non-financial cooperatives;
 

e 	 Seven of the nine members of the technical team have experi
ence i finance or administration -- only one has direct 
prior experience with agricultural cooperatives;
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" 	While a focus on management and finance addressee the major
 
issues facing credit unions, it does not address some of the
 
major issues facing other types of cooperatives; and
 

" 	 The indicators used to plan the project and monitor progress
 
are primarily related to credit union performance -- those 
few that are not give a distinct impression of having been
 
grafted on.
 

The project design process did, in the opinion of the evaluation team,
 
correctly identify basic management and financial problems as the core
 
constraints that had to be resolved before any other form of intervention
 
could be effective, even among the non-financial cooperatives. As a result,
 
the project does address a significant developmental problem impeding the
 
development of cooperatives as effective organizations serving the rural 
population of Guatemala. The design did not, however, contemplate the 
importance of other constraints -- especially the low business volumes and 
weak economic base of the agricultural cooperatives -- and did not provide a 
framework for including resources to address those issues. 

The project has recognized this limitation. In one instance it funded 
agricultural research, soils testing, field demonstration plots and exten
sion agents to help fMCOAR. In another it funded an agronomist to help a 
limited group of rZDUCOV3RA cooperatives rehabilitate coffee plantings and
 
improve production methods. A more comprehensive effort to include agricul
tural technical services -- either within the parameters of the project 
itself or through ties to other assistance efforts and sources -- needs to 
be incorporated in the project. 

B. 	 Project Purpose and Logical rramework 

The design process did not culminate in the creation of a Project Paper.
This means that objectives -- especinlly goals, targets, ZOPS conditions and 
the logical relationship between inpits, outputs and achieving conditions 
expected at the end of the project -- are poorly defined. The project is 
being implemented, therefore, without an explicit statement of USAID/Guate
mala's position on important issues.
 

Iqually important, there is no approved logical framework. The logical 
framework provided in the Project Identification Document (PID) is sparse, 
while the design document ignored the structure of the logical framework in 
favor of an unstructured listing that intermingles goal, purpose, output and 
activity descriptions. The problem is more than cosmetic. The haphazard 
listing of *indicators" obfuscates the logic of the project design, and 
focuses attention on individual outputs and activities instead of on goals 
and targets. 
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As a result, the project seems to lack a long-term vision -- a clear state
ment of what each federation is supposed to "look like" 4 2 when the project
 
is successfully concluded. Current statemwnts of project purpose and end of
 
project status do not contain a clear description of a successfully com
pleted project, and it is not possible to measure when the purpose has been
 
achieved.
 

The Project Purpose should be revised to state something like:
 

Create a viable, dynamic and effective rural cooperative move
ment in Guatemala, consisting of: 

a. Five financially sound, well-managed and adequately capital
ized cooperative federations (ARTEXCO, FECOAR, FEDECOAG, 
FEDECOVERA and FENACOAC), with a sufficient income from 
business operations to cover operating expenses, pay adequate 
salaries and provide a full range of high-quality services to 
their member cooperatives. 

b. 	 A core group of well-managed, financially sound and adequate
ly capitalized cooperatives, consisting of all 6 FECOAR 
cooperatives, 26 of the 59 registered credit unions, 15 of 
the 28 FZDECOVERA cooperatives, etc. 

c. A well-defined plan, sufficient resources, iapability and 
commitment within each of the federations to continue stabil
ization, institutioaal development and technical assistance 
efforts in support of its member cooperatives. 

Such a project purpose statement clearly articulates the three main objec
tives of the program: (a) to develop the federations as effective service 
institutions, (b) to develop a core group of well-functioning cooperatives 
to demonstrate the benefits of the proposed changes and to provide a solid 
economic and financial basis for the federations, and (c) to create an on
going, sustain'ble capacity within the federations to continue the efforts 
initiated under the project. 

Specific indicators designed to define, measure and show progress toward the 
achievement of these conditions would need to be developed for each partici
pating federation and cooperative. These should contain descriptions of the 
specific services each organization should be providing, optimal staff 
levels, optimal expenditure levels, and approximate income levels that would 

signify a successful intervention. Furthermore, they should specify inter
mediate targets that could be used to measure progress toward achievement in 
each instance. 

4 2 1n terms of size, budget, levels of business volumes, income, level 
of performance, services, staffing, operating ratios, performance ratios, 
and other indicators that describe the desired end product of a successful 
project intervention in each organization. 
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C. Rationale of Federation Approach
 

A key aspect of the Cooperative Strengthening Project is its focus on
 
strengthening cooperative federations as necessary intermediaries for 
strengthening local cooperatives. Activities supporting individual coopera
tives are undertaken by agreement with the respective federation. Contact 
and communication between the cooperative and the project pass through the
 
federation.
 

The rationale for such an approach is based on the fact that 
(a) the 
federatad aystem represents nearly 75 percent of cooperative members in the 
country, (b) it is posible to reach a larger proportion of the cooperative 
system with limited pr:e'.t resources, and (c) the federations represent 
vertically integrated ba -:tures that have on-going relationships with the 
individual cooperatives. Changes instituted at the federation level, 
therefore, have the poteLtial of reaching a significant portion of the 
cooperative system and, if integrated into the federations' on-going 
programs, will continue to benefit the cooperative movement beyond the 
scheduled end of the projevt,. The latter is important, because it means 
that a successful prolect has a chance of being replicated, and the benefits 
extending beyond the confinev of the limited number of organizations helped 
directly by the project. 

The Cooperative Strengthening Project has, in fact, gained important econo
mies of scale by working through the extension and monitoring services of
 
the federations. A total of 66 cooperatives have been diagnosed for
 
assistance through the project, either by the federations or by the project 
team working with federation personnel. The project is currently providing
institutional support assistance to 6 federations and 29 of their affiliated 
cooperatives; a subset of 15 of those cooperatives has also entered into
 
finai.ial stabilization agreements. It is highly unlikely that the project
 
could have reached such a large number of cooperatives in such a short 
period of time with its current level of resources if it had been working 
with individual cooperatives.
 

The major shortcoming of the federation approach appears to be precisely in 
the assumption that the federated system provides a mechanism for continuing 
project-initiatives beyond the end of the project. In the first place, the 
project is not well positioned to transfer its technology and skills to the 
federations, something that must occur to justify the rationale of working 
through the federations. The project has created a highly skilled group of 
professionals well acquainted with the problems facing the cooperative 
movement -- the Guatemalan mebers of the PMO. There has not been a com
parable creation of capabilities within the federations, however, and the 
project is not, in the opinion of the evaluation team, devoting sufficient 
attention to the issue of transferring these skills to the federations. The 
thrust of the PMO has been to "get the work accomplished": developing and 
supporting a capability in the federations to carry out many of the project 
activities has not been the course of action because to do so would cause 
unacceptable delays in project implementation.
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Related to this, it is important to consider the implications of the origins
 

of the Guatemalan cooperative federations. Several of the federations
 
participating in the project were formed by the government -- independent of
 
their member cooperatives, or with the idea of a membership base as an
 
afterthought. Other federations were sponsored by international donor
 
agencies as a mechanism for supporting the development of independent
 
cooperatives. In no case was a federation formed in response to a spon
taneous demand for services from base-level cooperative organizations.

4 3
 

As a result, the federations tend to have a life of their own, independent 
of their members. Most rely on external donations to cover operating
 
expenses. Some function primarily as funnels to solicit and distribute
 
donations or political favors. Only a few had, prior to this project,
 
defined their role to be one of providing a broad range of development
oriented services to their affiliated cooperatives. The idea of business
oriented cooperatives collaborating and pooling resources to provide ser
vices through a secondary service organization is not even allowed under
 
Guatemalan law. It is not surprising, therefore, that these organizations
 
have for years failed to function in an assertive and entrepreneurial
 
fashion, striving to meet the needs of their constituents and attract new
 
members by offering improved and competitive services.
 

In trying to address these deficiencies the project is faced with the
 
challenge of re-creating the federations as significantly different enti
ties. The objective is to create organizations that are efficiently offer
ing business services to their constituents, and thereby strengtbening them.
 
The project has had significant success instilling this novel concept of
 
mentrepreneurialismo within some of the federations and has faced resistance
 
within others.
 

The magnitude of this problem can be soon in what seem to be almost insur
mountable inertia and complacency on the part of the management in s-,yeral 
of the federations. Few have generated any new ventures, initiated new 
services, or promoted new cooperatives in the ten to twenty years their 
managers have been in power. FUNACOAC has not spawned a new credit union, 
despite opportunities, in some 15 years, while FECOAR, is still provit. .'ng 
the same single service it offered 15 years ago. People who hay !*$n doing 
something the same way for 20 years and still "getting by" (and is. che case 
of FECOAR, having to manage only a few hours a week), will be resistant to 
change even with the best of incentives. In order to encourage self-gener
ated change within the institutions, the project must create a sense of 
adissatisfaction" with the status quo, a sense that things shou:' be better, 
or instill an accountability into the system that progrequ is essential to 
maintaining one's employment. This is a massive undertcing.
 

There is always a tendenicy in a project such as thi- to by-pass the local 
institution -- in this case the federations -- and work directly with the 
base-level cooperatives. Frustration over the slow pace of progress and the 

43Zven FENACOAC, the credit union federation was stimulated more by 
outside influences than by autonomous member interest. 

http:organizations.43
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seemingly unchangeable bureaucracy and the need to pr-:duce visible results 
support this approach.
 

In this 
case the argument can be made that working with individual coopera
tives that are most committed to change and growth would produce a larger

number of well-managed and progressive ccoperatives that would someday

demand and extract from the federations those reforms and effective services

the project is attempting to engender. 
This would challenge the federa
tions, sense of complacency by recognizing that viable and prosperous

cooperatives can flourish without being 
federated and by explicitly under
scoring the fact that the federations are operating in a competitive
environment. In addition, by working with individual cooperatives -- some
of which are non-federated -- the project would be able to choose to work
with the most viable institutions where the greatest impact reachingin 
rural producers can be achieved.
 

Such an approach, however, would only be able to reach a limited number of
cooperative organizations within the budget and time constraints of theproject, and would not succeed in creating an on-going process that would
result in expanded benefits to a wider number of cooperatives than those
 
that can be directly reached by the project.
 

In summary, working through the federations appears to offer the best
prospects for reaching the largest number of cooperatives with available

project resources and for institutionalizing a process of change that will
continue after the project is terminated. The changes that must 
occurthe federations, however, are profound. It 

in 
is unreasonable to expect that

they will occur quickly, or easily. As will be described in subsequent
chapters, both additional resources and a revised project focus are neces
sary to assure that the changes occur.
 

D. Time Norison of the Proja
 

The time horizon of the project is unrealistic. Institution-building

requires a long-term effort, certainly longer than the three years of
technJcal assistance and five-year life of project. 
This project design

exemplifies A.I.D.'s tendency to underestimate the time needed to create
 
sustainable institutions.4 4
 

Due to a delayed start and iwtenquate resources, only a subset of the
 
Project's objectives will hav% 
 wjn reached by the scheduled end-of-project.

In addition, there will have been insufficient time to insure the sustaina
bility of results in the beneficiary organizations.
 

4 4 John H. Kagill, Cooperatives in Develoement: a Review Based on theExperiences of U.S. Cooperative Develo--nt Organizations. pp. 38-39. 

http:institutions.44
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The stabilization program is a five year endeavor that was initiated only a
 
year ago. There will be little time to insure the correct management of the
 
funds and appreciate its full impact. Credit has not yet been disbursed.
 
Financial and administrative policies and practices have not been thoroughly
 
internalized.
 

The Cooperative Strengthening Project, as it is now designed and imple
mented, should be viewed as a first phase in a longer-term commitment to
 
strengthening the cooperative movement in Guatemala. The PACD should be
 
extended until 1994 to at least allow for the first round of stabilization
 
funds to be re-cycled. Additional technical and financial resources should
 
be added to the project to ensure achievement of project goal and purpose.
 

3. The Role of Government 

Cooperatives operate within the context of local laws and regulations.
 
According to the PMO, there are several major problems that, unless cor
ricted, 0 . . . will destabilize the entire system."45 These include:
 

" 	 Poor External Supervision. The regulatory fiscal agency of 
the Government (INGECOP) is extremely weak and inconsistent 
in the quality and frequency of its fiscal audits of the 
cooperatives. In addition, adequate measures of performance 
for determining the acceptability of institutional policies 
and practices do not exist.
 

" 	Lack of Legal Authority to Force Compliance. Due to an 
inadequate cooperative law, INGICOP is currently powerless to 
force compliance with audit findings. This absence of legal 
authority has perpetuated the existence of inept, inefficient 
and, in many cases, bankrupt cooperative institutions. 

Cooperative Otheory" guiding the Guatemalan government's policy toward 
cooperatives is based on a bizarre mixture of comunist rhetoric, Catholic 
welfarism and ignorance of successful cooperative experiences. The result 
has been a government orientation toward cooperatives that discourages their 
growth as economic entities. Among the policies that openly discourage such 
development are:
 

9 	 INACOP believes that positive not margins achieved in one 
cooperative should be taken away from it and given to cooper
atives that had negative margins, and has attempted to do so 
in 	the past;
 

4SProyecto FortalecLmiento Cooprativo (PVC), "Documento Rntregado a 
los Representantes de WOCCU durante su Visits al Proyecto,O June 27, 1989, 
p. 	 4. 

cv 
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• 	 noDZCOVERA was 
informed by INGECOP inspectors that it could
 
not charge more than it had paid for supplies it was selling
 
to its member cooperatives;
 

e 	Cooperatives are not allowed to own or operate business
 ventures, or to engage in joint business ventures with other
 
cooparstives or private enterprises;
 

e Both INGECOP and INACOP have opposed increasing interest
 
rates to match local market rates; and
 

* 
INACOP openly advocates that cooperatives should be social
entities first and business entities second.
 

Although the original project design allocated $11,000 for assistance to
INACOP and INGECOP, these funds have not been utilized. If government

policy toward cooperatives is 
so important to the long-term success of this
project, failure to include resources and activities to influence government
policy is a short-coming in the project 
-- especially now that the government is undertaking a major revision of the cooperative law. 
While it is
difficult for a foreign institution (as the P1O would be clearly perceived)
to 	influence local legislation and regulation, other A.I.D.-financed cooperative development projects have attempted to deal with the issue of developing an awareness among policy makers of the need for and characteristics of
effective cooperative legislation and regulation. Sponsoring a limited
number of study trips, conferences, seminars and specific skill training for
INACOP and INGECOP personnel during the remaining life of the project could
be a non-threatening means of educating appropriate government officials
about the effective role of government institutions in supervising cooperative organizations and for developing a comitment to appropriate reform of
 
government policies.
 

F. Suary
 

The project design process led to a project that focused on improving
administrative and financial management in the cooperative organizations.This was both appropriate and necessary; the participating cooperativeinstitutions all had serious problems in these areas. Strengthening federations as an approach to developing the cooperatives also appears to be an
appropriate strategy, as 
it enables the project to reach a larger number of
cooperatives with limited resources and offers prospects for continuing

project activities after the end of project.
 

Project design did not, however, adequately contemplate the business and
economic problems facing the non-financial cooperatives. 
These need to beaddressed, either through this project or through complementary efforts.
Likewise, project design did not adequately address the legal and regulatory
environment facing the Guatemalan cooperative movement. If 	 this is, infact, an important constraint to the success and growth of cooperative
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business institutions, some attempt should be made to improve that environ
ment.
 

The time horizon of the project is too short. Institution-building is a
 
long-term effort.
 

Finally, the project design does not provide an adequate description of the
 
project purpose and end-of-project status conditions. As a result, there is
 
not an adequate basis for judging the significance of project objectives or
 
success in achieving those objectives.
 



-- 
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VZ1Z. IrNSTZITTZOIAL AND SRUCTURAL ISSUIs 

A. The Project Management Office 

The Cooperative Strengthening Project in implemente" by a Project Management

Office (PMO). This in a temporary organization, designed to exist only for
 
the life of the project.4 6 Ten professionals -- four expatriates and six
Guatemalans -- staff the organization, with an additional five Guatemalan 
support staff. Although ostensibly a dependency of FENACOAC, the PMO 
operates as an independent organization, with FINACOAC acting as a pass
through for USAID/Guatemala financing and management. 

Original project design planned for the establishment of two separate bodies

the PMO and a separate Funds Management Unit (FMU). The PMO was to


provide technical assistance and training to the beneficiary organizations,

while the FMU was to manage stabilization and credit funds through a trust
 
arrangement. 
This was considered unwieldy and impractical, leading to a
 
decision early in the project to merge the two functions under the PMO.
 

The P1O in a common form of project implementation structure for A.I.D.
 
projects. 
As Honadle and VanSant point out, a PMO is recognized as an 
• . . task-oriented organizational mechanism with a high potential for =
getting jobs done. Furthermore, it represents a temporary organization

that can be used to stimulate change without imposing a new permanent

bureaucratic burden on the beneficiaries 
-- when the project is finished the

PMO is dismantled. As a result, the P1O has become the dominant mechanism 
for implementing rural development projects in A.I.D. 4 7 

Because of this extensive experience, there is a substantial body of evalua
tive literature about the effectiveness of implementing projects through

project management units. It is 
important to understand the general conclu
sions of the development literature to understand the implications of the
 
present structure for the project's long-term impact. 48
 

46It is not clear if, in this case, "life-of-project- means through the
 
PACD (1991) or only through the life of the external technical assistance
 
contract (1990).
 

47These observations were drawn from a comprehensive review of the 
experiences of 241 A.I.D.-financed integrated rural development projects in 
Asia, Africa, Latin America and the Caribbean conducted by Development

Alternatives, Inc., 
and Research Triangle Institute between 1978 and 1984.
 
George Honadle and Jerry VanSant, Imolementation for Sustainability:
 
Lessons from Intearated Rural Develomnet, pp.12-13.
 

48These points are developed in greater detail in the Honadle and
 
VanSant study. IJd. pp. 12-15 and 24.
 

http:impact.48
http:project.46
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There are numerous benefits to a PMO approach; this approach: 

* 	reduces political interference and bureaucratic red tape;
 

* 	 offers more attractive salary schedules, so that it can 
attract higher quality personnel; 

o 	in not a threat to career interest of institutional 

personnel;
 

is 	 able to bypass onerous financial management systems; 

e 	 provides the donor institution with greater financial con
trol; and 

e 	 is effective in delivering goods and services. 

But, if there are numerous advantages to implementing a project through a 
PMO, there are equally imfrtant disadvantages. The PHO approach to project 
implementation generally: 9 

o 	is unable to pick up recurrent costs, and is therefore unable 
to develop a sustainable activity; 

e 	 does not build capacity in permanent local institutions; and 

e 	 competes with permanent institutions for scarce staff resour
ces by offering highly paid temporary non-career positions. 

The PMO is an implementation approach that has proved to be highly effective 
for generating immediate results, but seldom succeeds in building local 

As Honadle and VanSant observed:
50 

capacity to carry on. 


. counterparts are recruited away from a permanent organiza
tion, placed in a temporary and vulnerable one, and then expec
ted to digest knowledge from the TA experts. By the time this 
knowledge transfer has taken place, however, the PHU (Project 
Management Unit) is planning to disband and the counterparts are 
set adrift. Thus, permanent institutions have been drained and 
local technicians or managers have been abandoned. . . . (there 
is) limited capacity building . . . [and the approach) inhibits 
sustained service delivery and limits the potential impact of 
the project.
 

In retrospect, the decision to develop a separate PHO was probably unavoid
able. The project planning group examined the possibility of working with 
various governmental and parastatal organizations (particularly BANDISA, 

491bd.4
 

5O1bd., p. 40. 
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INACOP, 
INGZCOP and the Ministry of Agriculture) and found each of theme

wanting. The Confederation of Federated Cooperatives (CONFlCOOP) might have
 
been a logical place to "locate" the project team, but is prevented by law

and regulation from engaging in technical assistance or other service
 
activities.5 1 
 The decision of CONFECOOP members to authorize FENACOAC an
the project administrator was accompanied by a reservation about having one
of the beneficiaries decide resource allocations for the others. 
Thus, the
 
present PMO location as an entity sponsored by, but independent of FENACOAC
 
control, was probably necessary.
 

At the same time, this independence is the principal cause of the concerns
 
voiced elsewhere in this report that:
 

9 the project team is doing too much of the work itself rather
 
than acting as advisors to help the federations plan, develop

and implement project activities;
 

e 
project methods, norms, and activities are not being institu
tionalized sufficiently in the various federations; and
 

e 
there is a real danger that the major skilled resource
 
developed by the project 
-- the Guatemalan professional staff
 
working in the P1O --
will be lost to the cooperative move
ment at the end of the project.
 

The project needs to be aware of these potential problems, and to counteract

these tendencies through the adoption of implementation techniques that
 
stress the development of a capacity -- including the necessary skills and

technologies -- within the participating federations.
 

a. Organi ational Structure of the PM
 

The PMO was originally organized to provide a team approach to providing

assistance to the cooperative movement. The expatriate team was selected to
 represent functionally distinct skills 
-- training and institutional development, agricultural cooperative development, finance credit -and unions
with the idea that all would work with each participating federation. A
Guatemalan counterpart was assigned with each of the
to work four expatriate 
advisors.
 

This arrangment proved difficult to implement. The federations were 
confused about the role of the advisors; it was difficult to coordinate workwith the federations as no individual had a lead role; and the need to work
with an expanding number of federations spread the team too thin. As a 
result, the PHO was reorganized to assign one technician primary respon
sibility f'vr each federation. This benefitted both the federations, which 

5 lInterview with Rodolfo Orosco Vel&zquez, general manager of 
CONFECOOP.
 

http:activities.51
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could report directly to just one technician, and the project, where respon
sibility for contact and progress at each federation was now more clearly
 
defined.
 

The new structure has, however, greatly increased the span of authority and
 
administrative burden on the Chief of Party as director of the program. The
 
organization now has only two levels, with 10 professionals reporting
 
directly to the director (see Figure 2). As a result, the director's time 
is increasingly occupied with administrative and supervisory duties to the
 
detriment of his technical assistance activities. While this is manageable 
in a small program, any plans to increase the scope or activities of the
 
Cooperative Strengthening Project will have to resolve this problem.
 

Current PMO Organization 

Alloxce ~P~~IF"MF:1O4 IF4COV644a
 

-Figure 2 

Assigning individual technicians to each federation has had another conse
quence. As originally designed, the team approach would have brought a 
variety of skills and approaches to address the problems of each federation. 

Segmentation tended to limit the range of services available to each
 
federation. For example, the Staff Development Specialist is assigned to
 
FEDECOAG, and thus spends virtually all of his time with that one federa
tion. This technician's proven strengths are in the areas of training and
 
facilitation of group processes. The result is that FEDECOAG has apparently 
received high quality assistance in the areas of organizational restructur
ing, strategic planning and policy reform, but has received less attention 
in the areas of finance, marketing and business development. Although there 
may be a need for effective personnel training and motivation in the other 
federations and cooperatives, the division of labor within the P1O and the 
fact that only one of the staff members has previous experience in this
 
field limits the amount of training assistance available to the other
 
organizations.
 

Any expansion of the Cooperative Strengthening Project will require some 
form of reorganization of the office itself -- mainly to resolve the span of 
control problem. Although it was undoubtedly necessary to adopt the current 
organizational structure, the concept of a team approach that could address 
a broad spectrum of issues relating to each federation was an innovative and 
positive objective. To the extent possible, the project should consider 
reestablishing at least some aspects of the team approach. 

I 
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C. FMIICOAC's Role as Graintee/deneficiary 

Under the terms of the Cooperative Agreement signed between USAID/Guatemala

and FENACOAC, FENACOAC acts an administrator and temporary grantee of
 
Cooperative Strengthening Project financial resources. 
 FENACOAC receives a 
fee for its administrative support, which consists of 'accounting, operating
and financial record-keeping and reporting, internal control, security of 
funds management, and occasional technical orientation. -52 

FENACOAC acts as a disbursing agent for the project's grants and as credit
 
agent for the project's debt financing. All legal documentation (such as 
stabilization contracts, loan contracts, contracting and firing of technical 
personnel, issuance of project checks, reports) is signed by FENACOAC's 
manager, who acts as administrator for the pruject. FENACOAC manages the 
trust fund and is also one of the beneficiaries of the fund and the project.
Major policy and administrative decisions are generally taken by a troika 
consisting of the A.D project manager, the contractor chief of party and the 
project adainintrator. 

FENACOAC Lo not, however, involved in day-to-day operations, as these are

delegated to the PMO. 
The PMO manages project resources in accordance with

the Cooperative Agreement guidelines, performs loan monitoring and debt
 
collection in collaboration with FNNACOAC, and relates to FINACOAC as 
both
 
project administrator and as one of the participant federations.
 

There in a potential conflict of interest with FENACOAC acting as both
 
beneficiary and administrator. 
 It is not feasible for FUNACOAC's manager to

effectively and entirely segregate functions. Sensitive project information
available to the administrator is also available to FINACOAC, the partici
pant. FENACOAC's manager had expressed complaints 
 that FZNACOAC had 
received a smaller amount of stabilization funds than FECOAR. 
Access to the
 
information supporting this claim was available to the administrator; other
 
federations do 
not have access to such information. In general, other

federations are uncomfortable with FENACOAC's 
 role as depository of project 
funds.
 

This poetent-al conflict of interest could be eliminated completely by

removing FENACOAC from the project as beneficiary, or by identifying another
 
administrator/grantee of prnject resources. 
An intermediate solution would
 
be to clearly separate the functions and responsibilities of FENACOAC's
 
manager from those of the project administrator.
 

While the potential for additional complications exists, there have appar
ently been no unresolved lasues or real problems to date. 
 FINACOAC is 
treating its role as project administrator as a pass-through arrangement.
While this may not be the ideal arrangement, it may be the best possible
solution under the circumstances. 

52 AID/FNACOAC Cooperative greement No. 520-086-A-00-6329-00, 

Attachment 2, page 7. 
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D. Management Structure 

Management of the Cooperative Strongthening Project is divided among 
FENACOAC (the grantee), the CDO consortium (as contractor) and USAID/Guate
mala. FENACOAC administers the project on behalf of-the Guatemalan coopera
tive movement. In theory this means it reviews and approves plans, budgets 
and expenditures under the grant project, and administers the technical 
assistance contract. In practice, FUNACOAC exercises little programming 
control or authority over the project. 

The consortium -- consisting of WOCCU, ACDI, NCBA and COLAC -- is respon
sible for implementing the project, in accordance with the terms of refer
ence of the approved contract. WOCCU is the prime contractor in the 
consortium, and theoretically has direct project management responsibility 
and auzhority. It is represented in Guatemala by the Chief of Party of the 
technical assistance team. Because of funding and other limitations,
 
however, neither WOCCU nor the consortium is actively engaged in managing 
the project. Only WOCCU has funding approved for project backstopping. 
Disagreements between the USAID/Guatemala project manager and WOC=U back
stopping officer over the approach to project implementation have led to a 
reduction in WOCCU's direct management responsibility. 

For all practical purposes, project management is exerted by the USAID/Guat
emala project manager, who takes an active role in reviewing progress, 
planning strategies, and overseeing the operations of the project. 

The complex management situation -- especially the disagreements between 
USAID and WOCCU -- places the project director in a difficult position. He 
in hired by and must report to WICCU, but is managed on a daily basis by the 
USAID/Guatemala project manager, who does not concur with VOCCU program 
directions. This is a problem that needs to be resolved, or at least 
minimized.
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Ixfl~mIWass 

A. Project Approach and style
 

To assess the implications of the approach and style of the Cooperative

Strengthening Project for building an on-going capacity to 
implement project

reforms, it is useful to have a perspective on different approaches to
 
technical assistance. Honadle and VanSant described a typology of four
 
different project approaches used commonly to implement A.I.D.-financed
 
development project --
the "performer," "substitute," "teacher," and

"mobilizerm models. Of particular relevance to the current project are the
 
"performer," "teacher" and "mobilizer" models.
 

The "performer" model is described as a project in which:53
 

a temporary team or individual performs a specified set of
 
technical tasks and then leaves. 
. . . the emphasis is on a 
product resulting from the activity . . . on correct diagnosis
and technically sound recommendations . . . (and] on time, cost 
and adherence to design specifications. . . . a high priority on 
technical competence. 

This can be contrasted with the "teacher" approach --
 in which tha techni
cian is an advisor rather than an implementer, and success is defined in
 
terms of the transfer of skills to a local counterpart. The "mobilizer"

model, like the "teacher model," is intended primarily to help an organiza
tion increase its capacity to perform needed functions. 54  In the mobilizer
 
approach priority is given to the process of enhancing local skills and

capabilities and motivating others to act. 
 In the "teacher" and "mobilizer"
models, success is measured as much by the ability of the counterpart
organizations to carry out the work as by the actual completion of the work
 
itself. 
 As the authors point out, "Most long-term TA personnel claim to
 
follow [these] models, but few do."55
 

The Cooperatve Strengthening project strongly tends toward the "performer"
end of the spectrum, in which the technical assistance team performs the
work, and building a local institutional capability to sustain activities is 
only a secondary consideration. The focus of the Cooperative Strengthening

Project is strictly on completing the work --
carrying out the diagnoses,

making good recoeuandations, securing policy and other changes, and disburs
ing funds. PMO staff carried out the diagnoses of the federations, analyzed
the results, and drafted the action plans. 
PNO activities have also tended
to by-pass the federations in developing action plans and strategies for
 

530p, 
 pp. 36 and 38.
 

z41bid., 
 pp. 37-39
 

S51bid., 
p. 38.
 

http:functions.54
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supporting the primary level cooperatives. Partially because of A.I.D. 
pressures, the project places a high mphasis on meeting deadlines and
 
demonstrating progress.
 

Neither project documentation nor project reporting place a high priority on 
expanding the capability of the local federations, or on the transfer of 
activities to the federations and their member cooperatives. In fact, a 
common complaint is that "If we had to wait for the federations to get 
around to doing this the project would be even more behind schedule tha. it 
is." As Honadle and VanSant point out, however, a performer-oriented 
project tends to " . . . block local capacity building and perpetuates 
dependency. .56 

5. Local Participation in Decision-making 

Participation has long been recognized as important to project success. 
Projects in which the beneficiaries have participated actively in identify
ing the problems and developing solutions have been uniform f more success
ful over the long run than those in which beneficiaries play a passive role. 

Project implementation has been decidedly non-participatory. During the 
initial implementation stages, USAID/Guatemala and the project team estab
lished and dictated the terms and conditions of participation in the pro
gram. The diagnosis methodology was designed by the PMO and implemented by 
project technical personnel. Federations and cooperatives provided informa
tion to the analysis teams, and were later given the opportunity to review 
conclusions and proposed action plans. This does not, however, constitute 
effective participation in the problem analysis and planning processes. 

During the project planning period potential participants had little room 
for maneuvering or dissent, and several organizations (notab>. FIDECOCAG'.A 
and FZCOMERQ) are not participating because they could not agree with P..
determined practices and policies. Zven today there is a strong tendency in 
the P1O to tell the federations what they need to do rather than help the
 
federations work through the problems and arrive at their own decisions. 
Such an approach is obviously more time consuming and risky, but A.I.D.
 
experience has generally found this approach to be more effective.
 

The P1O is not paying sufficient attention to the long term negative impli
cations of this approach. Interviews with managers and boards of the 
various federations suggested that there is a tendency to view the project 
as something external to the organization. The absence of direct participa
tion in project analysis, planning and decision-making has produced a 
pronounced "we-they" perception among the institutions. Project personnel 
need to be aware of this, because it adversely impacts prospects for sus
tainability. The project should be more concerned with transferring skills 
and technologies to the participants so that results would be sufficiently 

56 . p. 38. 
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internalized to ensure continuation of activities and the new mentality
 
following the end of the project.
 

C. Linear Implementation Schedule
 

The project is being implemented in a straight linear fashion: the diagnoses must be completed before institutional development assistance will be
provided; institutional development assistance must have produced the
required impact before stabilization funds will be provided; and the stabilization program must have succeeded before the cooperative is eligible to
receive credit funds. The process has slowed down implementation of the

project, with the result that no cooperatives have yet received credit
 
funds.
 

The PMO argues that this process is essential to assuring the proper and

effective use of credit resources, and to reduce the risk of bad debt

losses. 
 While this is undoubtedly true, it is not clear that the develop
mental intent of the Cooperative Strengthening Project is best served by

such a conservative approach to the use of project resources. 
The evaluation team recommends that the project adopt a 
more flexible approach to

implementation; it is preferable to accept some risk and bring all of the

elements of the project into action than to concentrate solely on avoiding
 
any losses.
 

D. Consortium Approach - Role and Use of CDOs
 

The consortium arrangement -- consisting of a team comprised of four cooperative development organizations -- proposed to bring together a wide range

of knowledge and skills in credit unions and cooperatives. In theory, this
approach was expected to provide a complementary pool of resources that
could support project implementation. Individual technicians would 
 receive
backstopping from institutions with a variety of cooperative experiences. 

In practice, this arrangement has not contributed positively to project
implementation. Widespread dissatisfaction and infighting among consortium
members has had a negative impact on the project team and on project imple
mentation. The CDOs, with the exception of WOCCU, have not provided project
management, technical backstopping or short-term technical assistance to the 
project. 

Part of the problem is due to funding decisions reached during contract 
negotiations. A.I.D.Is contracting officer reduced the level of fundingavailable for project backstopping. Only WOCCU retained project support
funds; the other CDOs received only limited overhead funds. W.thout funds,the CDOs could undertake project support activities only at their own 
expense.
 

http:A.I.D.Is


Neither did the project provide for short-term technical assistance that
 
could be used to support the long-term technicians with specialized assis
tance. The limited short-term resources have been used to conduct a study
 
of insurance, provide assistance on capitalization and savings mobilization,
 
and conduct a limited number of seminars. Short-term technical assistance
 
would have been especially valuable for training, marketing, strategic
 
planning, and specialized agricultural activities.
 

Perhaps even more important, with strong USAID management of the project,
 
there was little opportunity or need for home office backstopping, at least
 
from the USAID'v perspective. Most of the project management functions -
including oversight of plans and implementation -- have been assumed by the
 
USAID/Guatemala project manager. The role relegated to the CDO9 in this
 
arrangement has been less one of managing the project and more one of
 
providing a project team.
 

As a consequence of these three factors, the CDOs, with the exception of 
WOCCU, have had little role in project design, planning and implementation. 
This has led to considerable frustration, which has had a negative impact on 
project performance. The CDOs are theoretically accountable for project 
performance, but have little voice in major decisions affecting the strate
gies or implementation of the project. 

a. Effectiveness of PHO Staff
 

Two characteristics of the PHO staff mark the non-traditional approach of
 
this project: (a) only one has prior experience in implementing a develop
ment assistance project, and (b) only two had ever worked for a cooperative
 
organization before. This project has assembled a group of technicians who
 
are oriented toward private-sector business operations. This approach is
 
consistent with the major intent of the project to help cooperatives evolve
 
from social-oriented institutions into viable business entities. 

In general, the project staff has proven itself to be very competent and has
 
been well received within the cooperative institutions. With only a few
 
exceptions, the beneficiary organizations rated the quality of technical
 
assistance highly. The technical and practical skills of the Guatemalan
 
members of the team were rated especially highly by both recipient organiza
tion personnel and other members of the PO.
 

Personal and professional conflicts among the expatriate professional staff
 
-- reflecting strong individual personalities and different approaches to
 

cooperative development -- have prevented the PHO staff from functioning
 

effectively as a team. Comunication among the expatriate staff is minimal,
 
and the resulting division has had a negative impact on the local staff as
 
well. This situation needs to be resolved.
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F. Resource and Timing Issues 

The amount, allocation and adequacy of resources in frequently a major
constraint to project success. In the case of the Cooperative Strengthening
Project, project resources have been a major constraint in terms of (a) thestabilization program (b) the time-horizon of the ptoject, and (c) the fact 
that the project has not made use of available credit resources.
 

1. Amount and Allocation of Resources
 

The project has been characterized by a slow rate of disbursement of funds

and a large pipeline, that was reduced in 1989 with the disbursement of thestabilization funds. Project expenditures, as well as total amounts commit
ted, are summarized 
in Table IX-1. 

TABLE IX-lWhile more than 60 
percent of the
 
project's life has 
 PROJECT EXPENDITURES THROUGH 9/30/89

elapsed, les than 
 (in US $ 000) 
half of the committed
 
funds have been spent

to date. More Total Expensesthan Budget Category Budget* to Date 
85 percent of these -- -e-o-y- - - --- -------
expenditures have
 
been for the
 
international International T.A. 3,124 1,492

technical assistance A.I.D. 
 Project Management Sa 442 
team, the USAID
 
(PASA) project
 
manager, and the Project Management Office 891 308
 
stabilization funds. Program Expenses

Expenditures in other 
 Stabilization 
 2,500 2,336

areas have ben rela- Credit 2,800 
 -tively low. Expendi- COMCOOP Support 5 tures for the support INACOP Support 11 
of the PHO represent nt. Development 1,034 167
 
only one-third of the
 
total committed
 
amount, although the Subtotal, Program 6,395 2,508

unit has completed GRAND TOTAL 
 $10,990 $4,750 
more than half of its
currently scheduled * With the exception of $812,000 for 
in the area of inti- international technical assistance, all 
tutional development budgeted funds have been obligated.
 

have been moving even 
more slowly. Only 16 
percent of the total amount obligated and comitted for support of the 
cooperative institutions has been spent.
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Table IX-2 snt-arIzes the distribution of project resources among the 
current participants. With the exception of FENACOAC and FEDECCON, techni
cal assistance days in 1989 were evenly divided among the cooperative 
groups. FENACOAC had two technicians assigned to it, while FEDECCON failed 
to comply with pro-conditions for project assistance. FECOAR and FENACOAC 
roughly share 65 percent of the institutional development funds spent to 
date.
 

TAILE IX-2
 

ACTUAL DISTRIBUTION OF PROJECT RESOURCES
 
(as of 9/30/89)
 

FEDERATION 

Project Resources ANTEXCO FECOAR FEDECCON FEDECOAG FEDECOVERA FENACOAC Total 
................... ........ ...... .. e.... ........ ......e.... ........ .......
 

Technical Aslstnce Oavi 

Psrson-dsys (1969 only) 1" 2" 29 177 252 437 1,283 
Percent of Total 11 19 2 14 20 34 100 

FwHrn (IM S ODD) 

Institutional Oeveloment 
Technical Assistance 35.5 6.1 .4 12.4 54.4 
Training .4 1.4 '..0 .7 39.1 45.7 
Op. & Salary Subsidies 13.7 7.1 3.4 8.1 .2 32.4 
Capital Imrovesants 10.5 10.4 10.8 31.8 

....... °....... ....... ....... °... .. ....... °.....
 

Subtotal 24.6 54.4 3.4 10.1 20.0 51.7 16.2 

Stabilization funds 1,259.3 1,072.0 2,331.3 

Total Fu ilng 24,6 1,313.6 3.4 10.1 20.0 1,123.7 2,495,5
 

....... ...... .... ....... ...... ....... .... ... ... .... ... ... .... ... ... .... ... ... 

/
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Similarly, ARTEXCO, FECOAR, FEDECOAG and FRD3COVURA have received a propor
tionately larger share of institutional development support during the life 
of the project (see Figure 4).
 

Technical assistance represents the largest item of institutional de'elop
ment expenditures (33 percent), while training represents 28 percent,

subsidies 20 percent, and capital improvements 17 percent. Stabilization
funds have been disbursed only to FECOAR and FENACOAC, with FECOAR receiving
54 percent of the total. FENACOAC alone received 86 percent of the training
expenditures, due largely to the fact that it benefitted from several
 
project-funded study excursions to Puerto Rico and the U.S. Overall, FECOARhas received 53 percent of project funds disbursed and FENACOAC 45 percent;
the remaining 2 percent is shared by 4 federations. 

Although FENACOAC and FECOAR have received most of the project's resources,
the smaller movements have benefitted at least proportionately to their

size. In particular, the project has dedicated a proportionately larger

share of its time and institutional development resources to the smaller
 
cooperative movements. If total membership is taken as the base, for

example, ARTEXCO, FECOAR, FEDZCOAG and FEDECOVERA have received a dispropor
tionately larger share of technical assistance. FENACOAC, with nearly 80 
percent of the affiliated cooperative members, has received less than 40
 
percent of the available technical assistance. (See Figure 3.)
 

TECHNICAL ASSISTANCE FINANCIAL ASSISTANCE(Tecnnian Days) (Instdutional Development Funds Only) 

ow caftPu Cn0 

. 

IO4,
 

AIROM PIC01PNCOMP--46.11 FIKM 

A8 NIII 2l *INlS 'gpl lh3Cin __ ,&LI 

Figure 3 Figure 4 

2. Length of Project 

The other major resource shortage in the project is the length of time forthe international technical assistance. Although originally planned as a 
five-year technical assistance program, the level of effort was reduced to
three years in contract negotiations. This is inadequate to accomplish the 

http:PNCOMP--46.11
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project purpose. As a reiult, the current project should be viewed as the 
first phase in a longer-term commitment to strengthening the cooperative 
movement in Guatemala. 

3. Adequacy of Resources 

The question of the adequacy of project resources involves two separate
 
issues: the amount of resources available and the length of time resources
 
are available.
 

The amount of stabilization funds is inadequate to achieve the objectives of 
the project, at least as presently programmed and used. Funds originally 
programmed have .already been exhausted, yet the program has only begun to 
address the needs of FENACOAC and FECOAR (see Table IX-3). Stabilization 
funds were recently increased $1.0 milli.on by shifting funds from the credit 
program. Even this will not be sufficio~nt to stabilize all six participat
ing federations and their member cooperatives. The PMO estimates that it 
will take $6.5 million to stabilize the federations and their affiliates 
(without considering the stabilization needs of the FEDECOAG cooperatives, 
or of the smaller 42 credit unions that comprise only 20 percent of the 
capital of the FENACOAC system). This assumes however that the project 
would and should provide all of the stabilization funds required by the 
remaining federations. 

TAKE IX-3 

PNO ESTIMATES OF TOTAL NEEDS FOR STAIILIZATION FUNOS 

Federation Level Cooperative Level 
...........................................
 
Estimted IAnmt Estimted maimln Total Total 

Fedes tan Need* oiaursed Needs iaburad Need 0isbursed 
....................... ......... ......... ....... .........
 

ARTEX- 36 36FECOAR 370 370 889 889 1,259 1,259 
FEDEOCCON 
FEDECOAG 790 - n.a. n.a. 790 
FEDlCOVJUA 72 540 1,260 
FENACOAC 900 555 2,250 517 3,150 1,072 

Totat S2,730 6 925 93,715 1,406 $6,4" 52,331 
............................................................. 

http:milli.on
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There are several alternatives for increasing the scope of the stabilization
 
program. One alternative, at least in theory, would be to provide the

federations and cooperatives with greater income earning-capacity by
investing time and resources in production and marketing needs. 
As income
 
grows, the institution would be able to retire its bad debts with funds of

its own, perhaps in a matching arrangement with project stabilization funds.
 

4. Length of Project
 

The other major resource shortage in the project is the length of time for
the international technical assistance. 
Although originally planned as 
a
five-year technical assistance program, the level of effort was reduced to
three years in contract negotiations. 
This is inadequate to accomplish the
project purpose. As a result, the current project should be viewed as
first phase in a longer-term commitment to strengthening the cooperative 
the 

movement in Guatemala. 

3. Adequacy of Resources 

The question of the adequacy of project resources involves two separate
issues: 
 the amount of resources available and the length of time resources
 
are available. 

The amount of stabilization funds is inadequate to achieve the objectives ofthe project, at least as presently programned and used. Funds originally
programmed have already been exhausted, yet the program has only begun toaddress the needs of FENACOAC and FICOAR (see Table IX-3). Stabilizationfunds were recently increased $1.0 million by shifting funds from the credit 
program. Even this will not be sufficient to stabilize all six participating federations and their member cooperatives. The PMO estimates 
that it
will take $6.5 million to stabilize the federations and their affiliates

(without considering the stabilization needs of the FEDECOAG cooperatives,

or of the smaller 42 credit unions that comprise only 20 percent of the
capital of the FENACOAC system). This assumes however that the project

would and should provide all of the stabilization funds required by the
 
remaining federations.
 

There are several alternatives for increasing the scope of the stabilization 
program. One alternative, at least in theory, would be to provide the
federations and cooperatives with greater income earning-capacity by
investing time and resources in production and marketing needs. As incom*
 grows, the institution would be able to retire its bad debts with funds ofits own, perhaps in a matching arrangement with project stabilization funds.
 

Another alternative would be to establish an annuity fund, with the capital
exhausted over the life of the investment. This could increase the coverage
of the available funds more than 40 percent. 
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Finally, the PMO should consider other alternatives, such as providing
 
matching funds for cooperatives that are collecting debt that has previously
 
been classified as unrecoverable. This would both increase the potential 
coverage of existing stabilization funds and encourage the cooperatives to
 
engage in more effective collection practices.
 

0. Possibilities for Merging the
 
Credit and Stabilization Funds 

Because stabilization funds were exhausted in 1989, it has been proposed 
that the credit and stabilization funds be merged to increase the amount of 
stabilization funds available. The credit component, with its stringent 
policies, generally serves as the third stop in the project for participants 
who have successfully participated in the stabilization and institutional 
development components. The implicit assumption in merging the two funds is 
that credit will not be needed to the extent project designers anticipated, 
and that funds for the "pre-requisite" stabilization component would take 
priority. Already, $1.0 million has been reprogrammed from credit to 
stabilization. 

Credit is the only mechanism available under the project that is specifi
cally well-suited to addressing the production, processing and marketing
 
needs of agricultural and artisan cooperatives. For those organizations
 
that will not be using stabilization support, credit will remain a strong 
incentive to participate in the project and introduce the much needed 
financial and administrative changes. Credit will be an important source of 
capital to assist the federations in launching new services, and is needed 
to increase the business volumes of the non-financial cooperatives. The PMO 
should begin to make loan funds available to credit-worthy cooperatives. 

Another alternative the PMO should consider would be to use stabilization 
funds to finance cooperative business activities instead of limiting the use 
of those funds to purchasing "safe" certificates of deposit " local finance 
companies. While this would undoubtedly increase risk and reauce overall 
yield, investing these funds in loans to the cooperative movement provides 
resources to support the growth of the movement. 

R. Future of the stabilization Funds 

The fact that the stabilization funds will remain intact at the end of the 
project is an issue the project needs to address. At the present time there 
is no plan for the application or disbursement of these funds. This could 
create potential problems or conflicts7 expectations have been raised among 
the participants that this money will be shared among them. At the same 
time, there is concern that the funds would be turned over to FINACOAC. 

The possibility of creating a permanent stabilization fund for the coopera
tive movement at the end of the project has also been discussed. Such a 
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fund would sustain itself by charging cooperatves insurance premiums to
 
cover administration costs and potantial losses. 
Three factors would be
required for such a fund to survive: economic viability of the coopera
tives; adequate internal controls and discipline; and effective supervision.
As mentioned earlier in this evaluation, the Cooperative Screngthening
Project has addressed the second requirement -- creating internal controls 
and discipline. The other two have not been addressed, and are still
problems. A feasibility study should be conducted prior to any decision to 
create a permanent stabilization fund. 

The project should, however, make a definite decision on the future of the

funds far in advance of the project activities completion date.
 

1. Relevancy of Performance Indicators
 

The indicators used to monitor and report project performance do not convey
an adequate description of project impact. Reporting focuses primarily on

activities carried out, not on the impact of these activities on the

accomplishment of the project purpose or goal targets. The global indica
tors currently used are misdirected and misleading. The poor quality of the 
indicators is demons,:rated by the fact that the project does not even report
on 6 of the 11 global indicators. Among the major problems in the use of 
project indicators are: 

" 
Using average 1983-1985 data as the baseline is misleading.

The project team was not in place until 1987, and project
assistance to the federations did not begin until the diag
nostic studies were completed in 1988. Using 1983-85 data as 
the base exaggerates project accomplishments. For example,
savings have grown 3,245 percent since the 1983-1985 period,
but only 123 percent since the diagnostic studies were 
completed. 
Most growth took place before the project began.
 

" Reporting average data is also misleading. For example,
growth in savings and capital are reported as overall growth 
rates, which are heavily skewed by FINACOC's performance,
instead of as a percent of participants reaching the speci
fied goal of 50 percent increases. Although the reports
indicate the goal has been achieved, very few of the organi
zations have met those targets. Likewise, average delin
quency rate declines appeared to meet or exceed targets, but 
10 of the 16 participating credit unions had actually exper
ienced increases in delinquency during the project.
 

" 	Other indicators are unrelated to project impact, although
they are being reported as if they were. Membership goals 
were exceeded even before the project began to work with 
primary-level cooperatives. The growth obviously could not 
be attributed to the project. 
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Some of the performance indicators appear to be logically Incomplete or 
inconsistent. For example, the project established targets of reducing 

operating costs and reducing costs as a percentage of total asset2 for most 
of the federations. This appears to be an incomplete measure because 
federations can have large amounts of assets with little income, and small 
asset levels with much income. It also appears inconsistent with basic 
project objectives. There should be an underlying comitment to increasing 
expenses, not necessarily decreasing them -- the cooperative groups need to 
employ more qualified professionals and provide more services, both of which 
imply increasing costs. It seems that several different measures are needed 
to get at what this single indicator is supposed to measure: 

1. Self-sufficiency expense/income
 
2. Efficiency expense/assets
 
3. Productivity income/assets
 
4. Improvement increases in both income and expenses
 

The basic indicators used to measure and report on project success need to
 
be reviewed and revised.
 

J. Reducing the Scope of the Project 

At the present time the resources of the PM0 are overextended. Stabiliza
tion funds are completely obligated. The staff is beginning to hava diffi
culty in meetings its workplan objeotives. Many activities of the project
 
are behind schedule.
 

While it is tempting to recoammend limiting the scope of the project, that
 
does not seem to be a practical solution under the circumstances. Once
 
project activities are initiated with a federation, termination of project
 
support must be considered a serious problem.
 

There is, however, ample justification to exclude FEDECCON from further 
project activities. Federation management has little ambition to expand the 
movement. The federation has little, if any, contact with its "members." 
The major consumer cooperatives are located in urban areas and are dedicated 
primarily to importing consumer goods. The rural cooperatives are small and 
ineffectual and, even if successful, would have an insignificant impact on 
either rural income or production. 

FENACOAC, FECOAR, FIDECOAQ and FZDUCOVURA should definitely be retained in 
the project. Of the agricultural federations FUDZCOAG has demonstrated the 
greatest interest in the program, even though it has severe internal prob
lems and would require considerable help. FUDECOVERA has a significant 
potential to raise income among its members, if the right mix of technical 
and financial assistance is provided. FENACOAC should be also be retained 
in the program although assistance should be focused on the primary-level 
credit unions. In particular, FUNACOAC should not participate in the credit 
component of the project, as it has the capability of generating sufficient 
internal resources to meet credit demand. FECOAR also has a strong rural 
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base and a relatively complacent federation managment. Again, assistance
 
ghould be focused pt-imerily on the base-level cooperatives.
 

ARTEXCO represents a more complicated situation. The PHO, with its focus on
 
finance and administration, has little to offer ARTEXCO. The project's
 
rural focus on agricultural cooperatives does not really match ARTEXCO's
 
needs for expert technical assistance in export marketing of artisan handi
crafts. Assistance to ARTEXCO should be limited to the central components
 
of the project -- management and financial assistance, but the project
 
should look for other sources of assistance for ARTEXCO to meet its market
ing needs.
 

While the program should eventually consider working with FECOMERQ and
 
FEDECOCAGUA, in the short run resources should be focused on the participat
ing federations.
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1. FWIAS Or0 PaLXCT
 

A policy document delineating all project policies, consistent with the
 

project description in Attachment 2 of the Cooperative Agreement between AID
 

and FENACOAC, was prepared by the PMO. While any comment on the adequacy of
 
the policy framework is necessarily subjective, theme appear to provide a
 

solid basis for implementing the project. They reflect a stringent, hard
nosed approach to cooperative development and, for the most part, are
 

thorough, well-organized and comprehensively presented. They appear to be
 
somewhat more restrictAve than those described in the PID and in the Design
 
Documentation of the Cooperative Strengthening Project prepared by the
 
WoCCU, especially in the use of stabilization and credit funds.
 

General Policies
 

The General Policies (which are, in fact, also procedures) state that all 

the activities carried out under the project will be oriented towards a 
series of outputs that are compatible with project philosophy. The emphasis 
is on financial and administrative Improvement; economic development and 
business potential are addressed in only two of eleven areas of improvement. 

Institutional Development ?olicies
 

This group of policies are especially well conceived and presented, and form
 
a comprehensive, understandable set of policies that are consistent with the
 
project's goals and purpose. Four minor issues should be reviewed and
 
addressed, however. First, it would probably be preferable to fund salary
 
subsidies out of current operating income rather than creating reserves in
 
one year to fund benefits in the following. Second, although the personnel
 
hired with project funds are ostensibly federation employees, it was not
 
clear in the evaluation interviews that the federations were, in fact, 

committed to retaining them once project funding terminated. One manager, 

for example, indicated that the persons would be retained "if Konrad Adenaur 

or some other donor would provide funding to continue their salaries." 

Third, the policies also require an evaluation of trainees and of the ways 

in which they are applying their newly acquired skills in their respective 
organizations; P1O and cooperative personnel could not recall any such 

evaluations. Finally, although providing equipment and goods on consignment 
is a good concept, it may be a difficult one to apply in practice. In cases 

of non-compliance, withdrawal of equipment and goods may become especially 

difficult, as it would cause relations between the project and the federa

tion to deteriorate. 

Financial Stabilization Policies
 

The financial stabilization policies are detailed and thorough, although
 
they also tend to mix policies and procedures. The policies provide an
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Sumary
 

In summary, the policy framework appears to provide a sound basis for
 
implementing the project. We recommend that "policies" be separated from
 
"procedures" in the document; the basic policy section should be short and
 
concise, while the procedures section can retain the specificity required to
 
administer the program. The project should also consider revising the
 
manual to explain ambiguous terms such as "adequate," "effective," "min
imal," and "continuously."
 

(
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ZU. -= V= or - POJu1 

The Cooperative Strengthening Project was initLatedin August, 1986. 
Technical assistance for the project began almost a year later, in July 
1987. At the time of this evaluation (September - October, 1989), three 
years of the five-year implementation period and 27 of the 36 months of 
technical assistance scheduled for the project had elapsed. The project, 
therefore, was between 60 and 75 percent completed at the time of the 
evaluation. 

The purpose of the evaluation was to assess progress toward achieving the
 
project's major objectives and to recommend ways to improve its impact, both
 
for the period remaining in the current authorized project and for a
 
contemplated revision or extqnsion.
 

A. Summary of Major Findings and Conclusions 

The evaluation has concluded that:
 

1. The project has correctly identified a major set of problems
 
facing the federated cooperative system in Guatemala at the
 
present time: (a) inappropriate management policies and
 
practices, and (b) weak financial stability. Without
 
addressing these two fundamental problems, any effort to
 
revitalize the cooperative movement would probably not
 
succeed. What the project is designed to accomplish,
 
therefore, is both significant and valuable.
 

2. The project is showing significant progress toward
 
accomplishing those objectives. The changes initiated by the
 
participating federations and cooperatives have been
 
profound, major and, in most cases, irreversible. The major
 
decisions adopted by all of the participating federations and
 
cooperatives -- to restructure the capitalization of the 
federations and cooperatives, to adopt firm credit and 
delinquency control procedures, to engage in market-oriented 
economically self-sustaining activities, to operate as 
private sector business enterprises instead of social welfare 
agencies, and (in the case of credit unions) to mobilize 
local savings instead of depending on external capital -- are 
perhaps the most significant changes that have occurred in 
the Guatemalan cooperative movement in the past 20 years. 
Moreover, there is sufficient reason to believe that these 
changes are institutionalized and will be sustained beyond 
the scheduled end of the project. Thus, the project appears 
to be making a significant, positive contributions to the 
strengthening of the cooperative movement in the country. 
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3. AS presently designed57 , however, the project will fall short
 
of accomplishing the implied project purpose of establishing
 
a viable, effective and efficient cooperative system:
 

a. it will have worked with only a small number of
 
primary-level cooperatives; 

b. it will not have worked with these institutions for a 
long enough period of time to ensure sustainability; 
and 

c. it is not designed to address several problem@
 
(particularly production, marketing and expansion of
 
business opportunities) that limit prospects for
 
achieving "effectiveness, efficiency and viability in
 
several of the participating institutions.
 

4. In addition, the evaluation team is concerned that the
 
project is not paying sufficient attention to developing a
 
capacity within the federations to extend the concepts of the
 
project to their remaining members (those not directly

assisted through project resources) or to address those
 
problems that are not within the scope of the present
 
project.
 

5. Finally, there are some px.oblems -- resource levels and
 
timing, project coordination, focus and style -- that need to
 
be addressed to improve performance and impact.
 

In summary, the evaluation concludes that the project has been successful in
 
addressing two major issues limiting the growth and development of the
 
federated cooperative system in Guatemala. Although actual impact will be
 
limited by the fact that the remaining time and resources in the project are
 
insufficient to reach a larger number of primary-level cooperatives, the
 
project will have made a significant, and positive contribution to
 
developing a modern, business-oriented cooperative movement in the country.

Even if no further resources were to be provided to the project, therefore,

it is the evaluation team's conclusion that the existing project will be a
 
success. It will have established an essential foundation, without which
 
major advancement in the rural cooperative sector could not take place.
 

57In terms of the scheduled life-of-project, scheduled completion of
 
technical assistance activities, and other resources.
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B. Options for the Future
 

In 	considering the future of the Cooperative Strengthening Project, the
 
Mission needs to resolve two basic questions:
 

* 	Should the current project be adjusted -- in terms of
 
resources, focus or implementation style -- to better meet
 
project objectives?
 

9 	Should the project be expanded to cover other activities -
such as land sales through cooperatives and assistance to
 
non-federated cooperatives?
 

While there are no definitive answers to these questions, the decision 
should be made on the basis of the intended purpose of the project and its 
relationship to the Mission's long-term goals in the rural sector. The 
achievements of the current project are significant, and are justifiable in 
and of themselves. If the Mission wishes to merely solidify these gains and 
extend the scope of the project to !.ncorporate a larger number of primary
level cooperatives, the achieveran..s and impact would be no lees 
significant. 

In 	the opinion of the evaluation team, however, the Cooperative
 
Strengthening Project, as it is currently designed and implemented, should
 
best be viewed as establishing a foundation for a more sustained and
 
comprehensive cooperative development program. It represents a necessary
 
basis for that develo~pment, but is not, in-and-of-itself, sufficient.
 

C. Options to Modify the Existing Project 

The current project needs to be modified to meet its stated purpose of
 
institutionalizing basic managerial and financial reforms in the federated
 
cooperative system, and of developing a "viable, effective, and efficient"
 
cooperative system- There appear to be two major alternatives to modifying
 
the existing Cooperative Strengthening Project. At a minimum, the resource
 
level and implementation period should be increased to allow the project to
 
complete work with an acceptable segment of the federated cooperative
 

movement. This would complete the present effort of initiating basic 
management and financial changes in the participating federations and a core 
group of cooperatives, and permit sufficient time to reinforce the 
institutionalization of the changes in those institutions. The second is to 
expand the scope of the project to deal with development issues that are not 
addressed by the current project. This would allow the project to continue 
the present effort at instituting managerial and financial improvements, but 
would add an emphasis on helping several of the federations -- notably 
FUDECOVERA, FKDECOAG and FECOAR -- develop a sound economic base that can 
sustain the organizations. 



-- 
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1. Option to Complete Current Activities
 

If 	the Mission wishes to complete the focus of the current project effort
that is, bring about specxfic management and financial changes in a core 
group of cooperative federations and individual cooperatives -- then 'he 
project should not be redesigned. Instead: 

" 
The Project Purpose (and End of Project Status) need to be
 
revised to specify more clearly the scope of the project

that is, the number of institutions that are to be affected
 
and the precise changes expected in each during the course of
 
the project;
 

" 	Resources should be increased to extend the technical
 
assistance team through the end of project and to provide

sufficient stabilization funds to meet the needs of the
 
selected core groups of cooperatives (part of the increase in
 
stabilization funds should come from a reprogramming of funds
 
currently earmarked for the credit component, as credit is
 
not really needed to achieve the current objectives);
 

" 	The implementation "style" of the project should be modified,
from the current role of the PMO as project executor to a
 
more participatory style with the PMO acting primarily in an
 
advisory capacity; and
 

" Finally, USAID/Guatemala would need to provide for an on
going monitoring function (probably in the Mission itself) to
 
assure appropriate use of the stabilization funds after the
 
end of the project.
 

Such an approach would permit the project to reinforce the internalization
 
of the basic changes introduced in the federations and to initiate changes

in a core group of individual cooperatives.
 

Whtle this would satisfy the current objectives of the project, it would
 
not, in the opinion of the evaluation team, constitute a *successful"

project. 
In particular, while financial stabilization and improved

management procedures represent a necessary precondition to developing

cooperatives as effective rural service organizations, they are not a

sufficient response to the problems facing several of the cooperative

groups. 
More is needed. Moreover, the evaluation team is concerned about
the ability of several of the federations to (a) sustain the improvements

initiated by the project, and (b) extend the project to a larger subset of
 
their mmber cooperatives. 
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2. Option to Expand the $Cope and Purpose of the Project 

If the Mission Is interested in developing a "viable, effective, and
 
efficient" cooperative movement in Guatemala -- one that is providing
 
effective service delivery to rural peasants -- then the current scope and
 
objectives of the project are insufficient. To meet these objectives, the
 
project should be redesigned to place a greater emphasis on
 
institutionalizing the processes initiated by the project team and on
 
addtensing the underlying business development needs of the non-credit union
 
cooperatives. This implies an increased emphasis on production, processing,
 
marketing, input supplies and other income-generating service activities, as
 
well as an extended time frame.
 

In 	particular, the Mission should:
 

" 	Revise the Project Purpose to clearly include viability and
 
sustainability as major objectives;
 

" 	 Extend the planned PACD through at least the end of the first 
five-year stabilization cycle for the cooperatives in the 
program in 19941 

* 	Extend external technical assistance through the new PACD;
 

e 	 Plan funding for the PMO through the new PACD; 

" 	Increase the level of international technical assistance to 
include services in production, marketing, processing; and 

" 	Modify the implementation "style" of the project, from the 
current role of the P3O as project executor to a more 
participatory style with the PMO acting primarily in an 
advisory capacity. 

Such an expansion of the basic purpose of the project would significantly
 
enhance the sustainabillity of project benefits. The extended time-frame and 
technical assistance effort would permit the project to work with a larger
 
number of cooperatives and would provide an adequate base for reinforcing 
and institutionalizing the changes introduced by the project. In addition, 
at least two of the federations -- FEDECOVERA and FEDECOAG -- are unlikely 
to be able to sustain project-initiated changes due to the lack of an 
adequate economic base; regardless of how committed the institutions are to 
the changes, they lack resources to implement them. FECOAR also needs 
assistance in developing a rational business strategy to complement 
improvements in administration and financial management. 
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3. Sumary 

Potential madiffic:: .ion 
of the current project involve extenglons of tLe,
 
additional relources, and an added technical assistance component to cover
 
agricultural production, processing, marketing and business development
activities. The implications of these alternatives are presented in Table
 
XI-1, below.
 

TABLE XI-1
 

IMPLICATIONS OF DECISIONS ON EXTENDING PROJECT
 
OR EXPANDING SCOPE OF SERVICES
3
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EXTENDED LIFE Of PROJECT 
 EXPAND SCOPE AND RESOURCES OF THE PROJECT
 

.................................................... 

.......... ..........
 

No y 
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 --................... 
 .................. 
 ...............
 

Stabilization wilL not have bee car-
 Would allow extension of stabiLization

tied out in aLL of the federatiors. progiam to remaining federations. 

Limited penetration in term of number Would permit initiating activities to
of cooperative perticipeting. address major business volum am

Would rzt have ddreseed major businee revanue constraints of non-credit
No volum and reue problem of the union cooperatives

non-credit union cooperatives; Would not permit sufficient time to
0Oueetionable sustainabiLity of reeults. imteunt new business initiatives 
0 , Limited penetration in ternm of number 

of cooperative participating.
"° Questionable sustainability of results.
 

Would give present Inltlativcs a chance Would reach a "core" group of coopera
to become institutionalized. tives in each federation. 

Would allow extension of institutions( Would improve chances for achieving susdevoteloant and stabilization ser- tateable results.
vices to a scorem group of coopers- Would allow the project to have an imtivee in eech federation, pact on the major business and reve-Yes Would moprove probability of achieving uJe problms of the non-agricultural
sustainable restts for existing cooperatives.
activities. Is required if agribusiness cooperatives

Would not he addressed major bsminem ore to be supported by the project.
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D. Adding Additional Components
 

USAID/Guatemala is currently assessing the feasibility of incorporating two
 
additional activities in the Cooperative Strengthening Project. One of
 
these is the provision of technical and financial support services to a
 
limited number of independent cooperatives that are currently receiving
 
assistance through the Mission's Agribusiness project, which is scheduled to
 
end during the first quarter of 1990. The second is a program to finance
 
land sales for members of participating cooperatives.
 

1. Working with Non-Federated Cooperatives
 

The major arguments in favor of including work with non-federated
 
cooperatives in this project are that (a) those particular cooperatives need
 
continued assistance in production, processing and marketing after the
 
planned conclusion of the present Agribusiness project, and (b) the
 
cooperatives especially need assistance in terms of administrative and
 
financial management reforms. These assumptions will be reviewed in detail
 
during a separate evaluation of the cooperative portion of the Mission'.
 
Agribusiness project that will be carried out in November 1989.
 

The major arguments against including this in the Cooperative Strengthening
 
Project are:
 

" At the present time the staff and financial resources of the 
Cooperative Strengthening Project are overextended, so that 
the addition of other cooperatives would further dilute the 
efforts of the project; and 

" The Cooperative Strengthening Project, as it is currently 
designed, is not able to provide technical assistance in 
areas of primary concern to the particular cooperatives -
that is, agricultural production and marketing. 

It is too early to make a concrete recommendation about whether or not to 
provide assistance to the non-federated cooperatives through this project; 
the forthcoming evaluation of the agribusiness project will focus 
specifically on that question. It would not be feasible to incorporate 
assistance to the independent cooperatives, however, without adding 
resources to the project. 

2, Land ComponeLt
 

As pointed out in the 01988 Land Market Concept Paper," access to and 
ownership of cultivable land is highly skewed in Guatemala, and is a 

. . . cause of rural poverty, a constraint to agricultural production and 
development, and a source of social friction." Although previous attempts 
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at land reform have been 0 . . . ineffective in alleviating the problems and
 
have resulted in violence and social polarization,* USAID/Guatemala in being
 
encouraged to expand several recent initiatives that have shown promise.
 

In particular, USAID/Guatemala is interested in implementing a portion of an 
expanded Land Markets strategy through the Cooperative Strengthening 
Project. Cooperatives in Guatemala have a broad geographicai base and are 
virtually the only formal-sector Institutio'h accessible to most small 
farmers and land-poor campesinos. 

The feasibility of incorporating a Land Sale cradit component in the 
Cooperative Strengthening Project hinges more on administrative capacity
 
(resources/capacity) than on technical feasibility.
 

Feasibility
 

Several things indicate that it would be feasible to finance at least modest
 
amounts of private land purchases through the cooperative system. First,
 
there is a high demand for land purchase among members of several of the
 
cooperative federations -- particularly the credit unions and the 
agricultural cooperatives affiliated to FRCOAR and FEDZCOAG. Second, 
private land sale transactions are occurring, some of which involve members
 
of rural cooperatives. The evaluation team found numerous examples of 
groups that had actually purchased land in private sales, and others that
 
were aware of private land sale opportunities and were interested in 
obtaining financing to pursue the purchase. Third, a substantial portion of
 
current rural *production" loans is apparently used by cooperative members 
to finance rental payments on lands used for farming, although the exact
 
figures are unknown becauce loan purposes are not detailed. Fourth, the 
rural cooperatives have had experience in making and recovering loans; even
 
though the past record is somewhat spotty, the current project is focused on
 
correcting past deficiencies in delinquency control. Finally, the poor
 
credit record of the cooperatives notwithstanding, there is a wide body of
 
experience that indicates poor farmers will pay off loans for land.
 

Implementing a land sale program through the rural cooperatives would have 
one advantage over USAID/Guatemala's current effort through the Penny 
Foundation. Although it is widely argued that rural peasants will sacrifice 
to make land payments, the Penny Foundation is experiencing a problem with 
delinquencies because farmers lack production credit and other assistance 
that allow the to earn enough to amortize the loans. Members of federated 
rural cooperatives already are involved in a structure that supports 
production credit, technical assistance and marketing structures that could, 
if judiciously applied, decrease the default risk inherent in such programs. 

Finally, there are a few very strong cooperatives that could manage such a 
program, and it would provide them a powerful service to offer to their 
members. A land sale program would also give the Project additional 
leverage over the cooperatives -- $f they perform well in terms of 
controlling delinquency, adjusting and applying credit policies and taking 
strong measures to recapitalize the institutions, the project could advance 
monies for land purchase. 

K4>
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Issues
 

Several issues need to be addressed in determining the form of land sale
 

program that should be implemented through the cooperative system.
 

First, the PMO is already overextended. It is falling behind on its current
 
obligations for lack of personnel and other resources. Furthermore, this
 
evaluation is recomending that its current program be expanded to include
 
technical and other services. It would not be able to undertake a land sale
 
activity without increasing resources -- staff and logistical. Adding the
 
land effort would further dilute management focus on the cooperative
 
strengthening program.
 

Second, implementing a land purchase credit program would require a major
 
shift from relatively small, short-term, production-oriented credit to
 
larger, long-term loans. Such a shift greatly increases the degree of risk
 
(liquidity, portfolio and asset) associated with the portfolio.
 

Third, any land program would need to have assessors, a fund 
managers/disbursement officer, and maybe some extensionists. It is not 
obvious where these persons should be located. The PHO is a temporary 
office, whereas land purchases is a long-term process. The individual 
cooperatives could not shoulder the financial costs of the personnel. At 
any rate, placing a staff complement in individual cooperative offices would 
probably not be an efficient use of resources. Even placing the technicians 
in the federations would tend to duplicate personnel and might not be 
efficient if the lines of credit are relatively small. The focus of any 
effort must be to keep the program small and non-bureaucratic. 

Fourth, any amounts that could be channeled through the system would solve 
only a small part of the problem. As the "1988 Land Market Concept Paper" 
pointed out, the effect of $10.0 million invested to date in the Penny 
Foundation Project on ". . . land distribution, environmental degradation and 
social polarization is minimal." Preliminary estimates indicate that the 
amount of funds that might be channeled through the cooperatives would be 
much smaller, resulting in a relatively minor impact affecting only a small 
segment of the membership of the organizations. 

Resource Implications
 

Although detailed studies of land demand and availability have not been
 
conducted, preliminary results from two separate studies appear to indicate
 
that potential demand greatly exceeds any level of resources that might be
 
provided through the project. The number of staff and amount of other
 
resources required are dependent on the size of the project to be financed.
 

An alternative might be for A.I.D. to fund a central land sale office that
 
provides the technical support services, with the program administering only
 
a loan portfolio.
 

0 
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Sumoary 

While there is obviously a strong demand for land purchase among members of
tne various cooperative groups, there are a number of issues that need tu be
resolved before such a program could be successful. At the same time it
must be recognized that the current project 
is overextended, and unlikely to
achieve its major objectives in the absence of a major increase in program
activities. Initiating a land sale component would appear to dilute the
focus of the project and further reduce the chance of achieving the project
 
purpose.
 

If 	the land sale component is added to the project:
 

" 
It should be developed gradually. The Mission should

complete reviews of the Penny Foundation project and study

the Costa Rica experience with a land bank program before 
embarking on any major activity through this project.
 

" 
The project should discourage cooperatives from getting
involved in land "development" schemes. It should support
only private individual or group purchases. 

" 	Any major land sale program should have formsome of guaranty
or 	stabilization mechanism to protect the cooperatives from 
excessive risk.
 

" 	Any major land sale program should have a rediscount 
mechanim to protect participating cooperatives from 
liquidity problems.
 

" 
One way to initiate activities might be to have several very
strong credit unions come up with a list of the names of,
 
say, ten people who want to buy land and could be counted on
to 	repay a long-term loan for land. Initial loans would be 
limited to that group. 

" 	The PHO does not have the resources to handle the land

valuation, surveying, 
 legal aspects of land transactions,
rural development and project management functions 5 8 
associated with a land sale program. Any program that wouldbe 	 implemented through the federations would probably have to
depend on another entity for these services. 

i1988 Land Markets Concept Paper., p. 22.
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The major drive to incorporate the "Agribusiness" cooperatives and a land
 
sale component appears to result from A.I.D.'s traditional tendencies to:
 
(a) abandon project efforts before they have time to be successful; (b) add
 
components to existing projects because it is easier to get a project
 
amendment than it is to get a new project designed and approved; and (c)
 
attempt to reduce the management burden by expanding the number of
 
activities under a single project. While there are undeniable pressures
 
aupporting these tendencies, they do not necessarily lead to good project
 
design, effective project implementation, or success.
 

The PMO is overcomitted at this time. Its first priority should be to 
expand the project to address more comprehensively the business activities
 
necessary to strengthen the viability of the participating federations and
 
cooperatives. Only if this can be assured should the program expand to 
other areas. Additional resources would be required to implement either
 
activity.
 

2. Future Structure of the PHO 

As mentioned in Chapter VIII, the current structure of the PMO was dictated 
by the need to work from the beginning of the project with a large number of 
cooperative organizations. In addition, there was a coordination problem in 
that there was no single contact with each of the federations. The "team" 
approach, with all technicians working in specialized areas with each 
federation, had to be replaced with individual assignments to specific 
federations. Even though these assignments have been somewhat flexible, and 
have changed over time, there are two major draw-backs to this approach: 

" 	The technical assistance team was selected to represent a
 
wide range of skills -- assigning individual team members to
 
work with specific federations means that the full range of
 
skills represented by the team is not available to all
 
federations; and
 

" 	 The span of control for the project director is too great for 
effective management. 

The evaluation team believes that the concept of a team approach -- bringing 
a variety of skills to each federation -- is a valuable one that should not 
be lost. The problems of coordinating contacts within the federations can 
be resolved by effective team management techniques. Finally, if the 
project is to be expanded, to incorporate either a new element dealing with 
technical services to the non-financial cooperatives or new activities 

involving non-federated cooperatives and land sales, the issue of effective 
span of control must be resolved. 

We recomnend a new structure for the P1O, based at least in concept on a 
matrix management approach. The PMO would have one set of technicians who 

\lIA 
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were technical specialists --
in finance, training, institutional
 
development (including strategic business planning), 
and technical
 
agricultural services. These technicians would be available to work with
 
all of the federations. Another set of technicians would be assigned to

work directly with specific federations. If at all possible they should be
 
located, at least for 
a major portion of their time, in the federation
 
offices.
 

The federation-specific technicians would have a dual role in the
 
federations. 
On the one hand, they would be responsible for monitoring

federation compliance with the institutional development and stabilization
 
agreements. On the other, they would be responsible for helping the
 
federations develop and implement annual action plans. The technician would 
be responsible for coordinating and scheduling all PHO support to the
federation, which would include planning for training, strategic planning, 
technical and financial assistance.
 

The function-specific technicians would serve as a general resource to the
 
federations. They would be responsible 
 for assisting the federation
specific technicians in developing those sections of the annual work plans

that relate 
to their functional specialty. They would either provide
specialized assistance directly to the federations, or would be responsible
for identifying and coordinating short-term resources to meet plan 
objectives. 

The federation-specific technicians would report to the function-specific
technicians in a matrix relationship; that is, each would have multiple
super-visors and equal access to each functional specialist. This 
relationship can be seen in Figure 5 on the preceding page. The purpose of
such a structure is to ensure that each federation receives a full range of
services according to its needs, while maintaining a specific contact 
relationship with the PMO. 
The matrix relationship provides the flexibility

and dynamism necessary within the organization which a traditional linear
 
heirarchy could not. 
 It also serves to reduce the director's span of 
control, with function-specific technicians reporting to him on 
participants' progress in their specific field.
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UUMEARY DESCRIPTION OF TI
 
COOPRATXVZ STRUNOTHZNNG PROJECT1
 

I. Background 

The Cooperative Strengthening Project is a complex institutional development 
effort that targets the federated cooperative movement of Guatemala. The 
purpose is to strengthen the service delivery and management capabilities of 
participating cooperative organizations through a combination of technical 
assistance, training, policy guidance, and the investment of financial
 
resources (credit and recapitalization funds). The goal is to Lncrease 
rural far.-'.ly incomes and productivity by providing cooperative members with 
access tc, improved and expanded services through their organizations. The 
Project has three primary components: institutional development, financial 
stabilization and recapitalization, and credit.
 

The Project is administered by the National Federation of Savings and Loan
 
Cooperatives (FENACOAC) through a Cooperative Agreement with USAID Guatemala 
signed on August 26, 1986. FENACOAC provides overall policy guidance, 
manages the Project's financial resources, provides general administrative 
support, contracts and procures local services and comodities, monitors 
participant compliance with the terms of the Agreement, and submits regular 
financial and progress reports to the USAID Mission. 

Day-to-day implementation of Project activities with each of the six 
participating cooperative federations (such as technical assistance, 
feasibility analyses, and training) is affected through a Project Management 
Office (PMO) organized by the FENACOAC and staffed by local and expatriate 
technical personnel. 

In June, 1987, USAID/G contracted a consortium of cooperative development 
organizations led by the World Council of Credit Unions (WOCCU) to provide 
FUNACOAC with advisory assistance in Project development. Four expatriate 
advisors are currently attached to the PHO under this technical assistance 
contract. In addition, four Guatemalan technicians are working with the PMO 
in providing technical support to the participating cooperative federations.
 

linformation extracted from USAID/Guatemala documents. 

http:far.-'.ly
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II. The Institutional Development
 
Component
 

The institutional development component is an ongoing activity that includes
 
a series of events and activities designed to strengthen the participating

institutions through training, technical assistance, policy analysis and
 
reform, and enhancement of income-generating service programs (such as input
 
supply, credit and marketing of services). The scope of the interventions
 
and the covenants agreed to by each Project participant are specified in
 
formal Participation Agreements signed with FENACOAC, monitored and
 
evaluated by the Project Management Office, and renegotiated on an annual
 
basis.
 

The degree of institutional development varies among the participating

cooperative federations. Their problems and opportunities are different, as
 
are the nature of their businesses, membership, geographic location, goods,

services and interpretations of the cooperative technique. This has both
 
complicated the work and required that the institutional strengthening
 
program be tailored to fit the needs and opportunities of each cooperative
 
system.
 

A. Institutional Assessment
 

The initial activity with any cooperative or federation is an assessment of
 
the actual or potential viability of the participating cooperatives to
 
identify the markets in which they operate. The initial assessment
 
estimates the potential for growth and expansion and develops parameters of
 
profitability needed to establish the potential for sustainability of the
 
enterprise from its own operations and as part of a federated system. 

These diagnostic studies are prepared jointly by the PMO technicians and the
 
staff of interested federations and their affiliates. The potential 
viability of the enterprise is closely examined and attempts are made to 
identify key problems and areas of opportunity, including suggestions for 
priority actions. Completion of this process comprises the first step of 
project participation 

3. Problem Identification 

The second step of the institutional development process is to identify and
 
develop a plan to resolve the princi.il problems or constraints that inhibit
 
the cooperatives from realizing their potential and satisfying the service
 
needs of their member-owners.
 

Once the diagnostic process is complete, concurrence between the federations 
and the PMO is sought on the major problems, issues, and remedial measures 
that must be taken. Boards of Directors must ratify or approve an outline 

http:princi.il
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of the development program, and agreements on cost-sharing and authority for 
actions are negotiated and obtained prior to initiation of activities. 

C. Developuent Strategy
 

The development strategy is designed to improve cooperative operations 
through efficiency and the establishment of patterns, policies and attitudes 
directed at such survival characteristics as profitability, capitalization,
 
administrative discipline, staff improvement and member relations.
 
Preference is given to cooperative services that produce regular income, and 
which neither compete directly with the government nor depend heavily on
 
public or other subsidies. Although not all-Inclusive, services supporting
 
agriculture, artisanry, cottage and small enterprise, commerce, trades and
 
professions are preferred.
 

D. Promotion and Training 

The major purposes of promotion and training activities carried out by the
 
PMO are to instill a growth mentality and eliminate attitudes of
 
disillusionment, fatalism, withdrawal and defeatism that have characterized
 
rural Guatemalan cooperatives in recent years. The objective is to change
 
or modify these attitudes; promote ideas such as growth, expansion,
 
diversification and promotion of membership; and train the leadership and
 
management staff in the operation of cooperatives as business enterprises.
 

R. Federated System Development 

Preservation and improvement of the federated cooperative movement has been
 

an important element of the Project implementation strategy. The Project
 
only works the with base-level cooperatives through the federated structure,
 
to ensure the widest impact and support of the institutional davelopmnt
 

program. All actions with base-level cooperatives are undertaken by 
agreement with their parent federations, and programs that include
 
activities with both federations and their affiliates are emphasized. 

111. The Financial Components 

The financial components of the Project (financial stabilization and credit)
 
are complementary to the institutional development program. They are 
designed to strengthen cooperative system operations by addressing the 
movement's capitalization and refinancing needs, and helping to restore
 

economic activity by providing federations and their member cooperatives 
with an adequate supply of funds for both short-term (production) and 
long-term (investment) loans.
 

// 
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A. Recapitalisation and Financial Stabilization 

The goal of the recapitalization/stabilization component is to rebuild the
 
net worth lost during the last ten years of political violence, economic
 
disruption, natural calamities, and poor decision-making. The purpose is to

develop innovative approaches to local generation of both paid-in and
retained, capital while stabilizing and strengthening cooperative balance
 
sheets.
 

During the design of the Cooperative Strengthening Project, preliminary

financial and institutional analyses of seven national cooperative and
credit union federations and a sample of their affiliates were prepared to
determine the financial situation of the federated cooperative movement.

general, these studies indicated that a significant sector of the movement

In
 

suffers from:
 

• 	High loan delinquency and weak credit administration;
 

• 	Low profitability and poor operational and pricing policievy
 

• 	Decapitalization due to asset losses, inadequate reserving and
 
earnings retention policies, member withdrawals and debt
 
amortization;
 

e 
High levels of risk in the system due to insufficient levels of
 
retained earnings and reserves relative to member shares and
 
liabilities to third parties;
 

• 	 Declines in membership and market size; 

• 
Poorly paid and trained staff and leadership, frequently

employing only the most rudimentary techniques of financial and
operational management; and 

e Inadequate external regulation of cooperatives and credit unions
oftencombined with a lack of effective internal controls and
 
financial discipline.
 

The Recapitalization/Financial Stabilization Component is designed to

address the financial problems through policy modification, training and the

investment of project resources to rebuild net worth. The specific
objectives for those institutions participating in the component include:
 

o 	Expansion of the economically beneficial operations of

cooperatives (such as lending, input supply, marketing and
 
distribution of members' output, and other financial, commercial
 
and production-oriented services);
 

e 
Increasing the volume of available resources in the cooperative

system for lending and investment purposes through mobilization
 
of personal savings and share purchases by cooperative members;
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" 	Strengthening the cooperative system's financial condition by
 
strengthening balance sheets and earnings;
 

" 	Restoring member depositor/shareholder confidence in the
 
financial soundness of their cooperatives and credit unions;
 

" 	Restoring lender/public confidence in the credit-worthiness of
 
the cooperative system;
 

" 	ustablishing and maintaining compliance with minimum operating 
standards and conditions that contribute to the safety and 
soundness of cooperative and c:cudit union operations; and
 

" 	Forestalling and/or preventing possible intervention or
 
liquidation of delinquent cooperatives and credit unions by
 
INACOP, BANDESA or other creditors while appropriate
 
stabilization programs are being implemented. 

Participation in the Recapitalization/Financial Stabilization component of
 
the project is to be open to all cooperatives, credit unions and federations
 
that agree to met specific eligibility criteria and to implement 
operational policies appropriate to resolving their particular economic and 
financial difficulties. Eligibility criteria include:
 

" 	Demonstrated economic potential and financial viability during 
initial diagnostic study; 

" 	PMO-approved stabilization and recovery plan (including, but not 
limited to, annual operating plans and budgets and reserve 
formation and surplus distribution plans); 

" 	Acceptable delinquency control system and collections
 

procedures;
 

• 	 Approved management; 

e 	 Acceptance of external audit, inspection, supervision and 
reporting requirments established by the Project Management 
Office to verify both compliance with the stabilization plan and 
general performance; 

o 	Impl,;.entation of realistic pricing policies designed to cover 
all operating, reserve formation and capital costs; 

F
Fidelity bonding;
 

e 	 Imolementation of sound investment, credit and asset/liability 
management policies and procedures; 
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" Participation in on-going federation services (insurance, 
bonding, accounting systems, print shop, supplies, fertilizer 
sales, marketing, etc.); 

" Participation in all PMO and federation supported institutional 
development programs (management training, specialized courses, 
adoption of recommended management practices, etc.) in 
accordance with the specific development needs identified in the 
diagnostic study; 

" Actively seek growth, development and expansion opportunities; 

" Enter into agreements with other credit institutions to monitor 
and, if necessary, prevent multiple loans to members which might
negatively affect their repayment capacity;
 

• 	Enter into non-disturbance agreements with creditors to 
restructure external debt and prevent foreclosure and 
liquidation actions; and 

" 	Implement an appropriate capitalization system and reserve 
discipline to assure adequate capital growth in balance with 
asset and liability growth.
 

PMO technical personnel work closely with each federation and its interested 
affiliates to undertake a financial and institutional analysis of their 
operations, diagnose key problem areas, and prepare an appropriate
development and financial stabilization plan. Although the PMO has the 
final authority in determining compliance with the development plan, the
 
commitment of participating institutions to resolving their own operating
problems, applying appropriate financial disciplines and generating local
 
capital is key to the component's success.
 

Once an organization has qualified for stabilization assistance, financial 
resources are disbursed as *tied capital contributions." Use of the 
recapitalization assistance is strictly controlled through legally binding
 
contracts that specify the covenants and terms of the investment.
 
Recipients of this assistance are required to invest the resources in 
high-yielding financial instruments (such as bonds and certificates of 
deposit) offered by local finance companies. The interest earned on these 
investments is then channeled to the permanent reserve accounts oZ the 
participants, thus generating new capital to restore the par value of 
membership shares and the depleted reserves. Simultaneously with the 
injection of the Project's financial resources, the recipients are required 
to adopt sound financial policies that contribute to the recapitalization 
process and that further stimulate the creation of reserves through retained 
income. 
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B. 	 Credit 

The credit component is the final stage in the implementation of the 
Cooperative Strengthening Project. The objective is to restore economic 
activity in rural areas of Guatemala by prov 4.iing federations and their 
member cooperatives with an adequate supply o. funds for both short and 
medium-term lending. The purpose is to reactivate the service capability of 
federations and member cooperatives while assuring the use of effective 
credit analysis and loan administration procedures. 

The restoration of economic activity in the rural areas of Guatemala by 
reactivating the service capability of federations and member cooperatives 
is closely linked to their ability to effectively mobilize, invest and 
recover financial resources. The PMO is providing guidance to participating 
organizations in all aspects of credit policy design, financial statement 
analysis, budget and cash flow preparation, and repayment capacity analysis 
as the means of improving their financial management skills and eventual 
credit-worthiness. This has been a slow process, but progress is being 
made. Although no credit disbursements have been made, many of the 
federations and their member cooperatives are seeking access to the credit 
component. Qualification for such access is determined by compliance with 
the following criteria: 

" 	Federation affiliation (if a cooperative borrower);
 

" 	 Rural membership orientation (outside Guatemala City); 

" 	Uniform application of membership dues and capitalization
 
requirements;
 

" 	Credit financing limited to income-generating projects such as
 
agricultural production, marketing, small enterprise, artisanry,
 
etc.;
 

" 	Existence of bonding programs for all types of contingencies; 

" 	Possession of PMO-approvd internal and external audit programs;
 

" 	Adoption and use of operating and financial policies that
 
contribute to the economic viability of the institution; and,
 

" 	 Active participation in the Institutional Development component 
of the project as determined necessary by the initial diagnostic 
assessment. 

When a federation or cooperative affiliate has demonstrated compliance with 
these general criteria, a more in-depth review of the institution's 
strengths and weaknesses is conducted by the PMO technical personnel to 
determine the credit-worthiness of the applicant for receiving new funds. 
The key areas analyzed include: 



A-8 

* 	Current financial condition;
 

" 	Net earnings and repayment capacity;
 

* Cash flow capacity;
 

* 
Collateral guarantees available, such as mortgages, chattels,
 
and personal signature guarantees;
 

* Current loan programs, terms and conditions;
 

urrent credit-oriented policies and procedures;
 

* 	 Capitalization policies; 

* 	 Delinquency control policies and procedures associated with the 
reporting, monitoring, and resolution of problems; 

o 
Current status of loans in foreclosure and/or liquidation and
 
estimated loan losses; and
 

* 
Quality and preparation of the professional staff.
 

/
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DULE OF WORK 

Cooperative Strengthening Project Evaluation
 

September 4-16 	 o First team member arrived
 
e Team leader arrived
 
e Clarification of project objectives
 
e Review of background documentation
 
e Preliminary development of study methodology and
 

plan 

September 18- e Completion of study design 
22 e Interviews with USAID/G Staff 

o 	Interviews with PMO staff
 
* Interviews with FENACOAC in its role as grantee and
 
project administrator
 

e 	Courtesy visits to Federations to explain purpose, 
specify data request, schedule visits and 
appointments
 

September 23 * Team review of progress, summary of findings to 
date, modification of design and survey instruments. 

September 25- * Third team member arrived 
29 e Interviews conducted in federations located in 

Guatemala City 
e Visits and appointments with select cooperatives 

arranged 

September 30 0 Team review of progress to date, summary of 
findings, and needed modifications to design and 
data collection instruments
 

October 2-6 	 * Interviews conducted in individual cooperatives 
* Interviews conducted in federations located outside 

of Guatemla City 
e 	 Interviews conducted in non-participating 

cooperatives and federations 
* 	 Federation and cooperative data compiled 

October 7 	 9 Teem review of findings and conclusions 
e Specification of writing assignments 

October 9-12 	 e Outstanding data collection and analysis completed 
e Draft preliminary report prepared 

October 13 	 e Debriefing with PMO in the morning 
e Debriefing with Mission in the afternoon 
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October 14-17 * Preliminary report finalized and printed 
e Evaluation team departed Guatemala 

October 25 * Miseion/PMO comments on preliminary report submitted 

November 15 e Final Report produced and copies delivered to
 
USAID/Guatemala.
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GLOSSARY 

ACDI --	 Agricultural Cooperative Development International 

A.I.D. --	 U.S. Agency for International Development 

ARTEXCO 	 -- Federacion do Cooperativas do Produccion Artesanal
 
(Federation of Artisan Cooperatives)
 

BANDESA -- Banco do Desarrollo Agricola (National Agricultural
 
Development Bank)
 

BANVI -- Banco do la Vivienda (National Housing Bank)
 

CDO -- Cooperative Development Organization
 

CENDEC --
 Central de Rstudios Cooperativos
 

COLAC 	 Confederacion Lationamericana do Cooperativas de Ahorro y

Credito (Latin American Credit Union Confederation)
 

CONFECOOP 	 Confederacion do Federaciones do Cooperativas Confederation 
of Cooperative Federations) 

CU --	 Credit Union 

CUNA --	 Credit Union National Association (of the U.S.A.) 

soPS --	 ""nd of Project Status": the conditions that signal that
 
the purpose of a project has been achieved
 

FECOAR 	 Federacion do Cooperativas Agricolas Regionales (Federation 
of Regional Agricultural Cooperatives) 

FECOMERQ 	 Federacion do Cooperativas para Mercadeo y Servicios Varios 
"El Quetzal" (Federation of Agricultural Marketing and 
Service Cooperatives) 

FIDECCON 	 Federacion Guatemalteca do Cooperativas do Consume 
(Federation of Consumer Cooperatives of Guatemala) 

FUDECOAG 	 Federacion do Cooperativas Agricolaa do Guatemala 
(Federation of Agricultural Cooperatives of Guatemala) 

FsDECOCAGUA Federacion do Cooperativas do Cafe do Guatemala (Coffee 
Cooperatives Federation of Guatemala)
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FEDECOVERA -- Federacion do Cooperativas do las Verapaces (Federation of 
Cooperatives of the Verapaz Region) 

FEDEPESCA -- Federacion do Cooperativas do Pesqueras del Pacifico 
(Federation of Fishing Cooperatives) 

FENACOAC -- Federacion Nacional do Cooperativas do Ahorro y Credito, 
(National Credit Union Federation of Guatemala) 

FENACOVI -- Federacion NacLonal do Cooperativas do Vivienda y Sorviclos 

Varios (National Federation of Housing Cooperatives) 

FIASA -- Financiera Industrial y Agricola, S.A. (a local, private 

finance company) 

FMU -- Funds Management Unit 

INACOP -- Instituto Nacional de Cooperativas (National Cooperative 
Institute) 

INGECOP -- Inspector General do Cooperativas (Government regulatory 

agency for cooperatives) 

INTA -- Instituto Nacional do Transformaci6n Agraria 

NCBA -- National Cooperative Busineas Association (formerly the 
Cooperative League of the USA, CLUSA) 

PFC -- Proyecto FortalecLmiento 
Strengthening Project) 

Cooperative (Cooperative 

PID -- Project Identification Document (an internal A.I.D. 

document) 

PMO -- Project Management Office 

pP -- Project Paper (an internal A.I.D. document) 

PVO -- Private Voluntary Agency 

SOCODIVI -- Sociedad de Cooperacion pars el Desarrollo Internacional (a 

Canadian development agency) 

USAID -- Country-level office of the U.S. Agency for International 

Development; also called a Mission 

WOCCU -- World Council of Credit Unions 


