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FORWARD

ACCTON TInternational /AITEC, a private non-profit organization
was contracted* by the 0ffice of Urban Development, Development
Support Burcau, Agency for International Develupment to study projects
which assisted the smallest economic activities of the urban poor,
ATTEC was to determine if it were possible to reach tlhese tiny enter-
prises in large numbers and at jow cost. TF jt proved feasible to
assist this sector, projects would be developed with local agencies
and ATD misgions,

AITEC contracted two other non-profit organizations, Partner-
ship for Productivity for Asia and the Development Group for Alterna-
tive Policies for Africa, to carry out the research and project
development phases of this work. In turn, AITEC would direct the
projeet, complete the field work for Latin America and synthesize
the results of the investipation.

The program began with a series of workshops held in early
1979 to aefine the research problem. 1In the spring the research teaws
visited twenty countries to identify projects and carry out their
initial investigations., In the susmer they completed in-depths studies
of the most promising projects.

This volume of case studies was written by Peter I, Fraser

and William R. Tucker of ACCION International /AI'TEC based on the

field work done during 1979, It contains information and project

nnalyses which we hope will be useful ror development practitioners,

* Contract Numbor D5-otr-C-0013, Small Enterprise Approaches to
Fmployment, PISCES Phase 1,
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planners, or funders who want to upgrade cxisting employment
and ircome peneration programs for the poor or to create new
ones.

Questions and inquirica should be directed to ACCION
Tnternational/AITEC, 10-C Mount Auburn Street, Cawbridge,

Massachusetts 02138,

'1SCES Project Director
Asgsocfate Director, AITEC

April 1980
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INTRODUCTION

The Latin American region, as other developing areas, is
confronting a very difficult period of economic and social develop-
ment, There iyg the immediate and urgent need to provide at least
minimum standards of living and economic opportunity to its inha-
bitants, but the barriers to accomplishing this are numerous and
very difficult to overcome,

igh peneral levels of population prowth have pul tremendous
pressure on governments to respond to the growiog needs. During the
period 1960-1977 Latin America's population increased at an avernge
rate of 2.8 per year--higher than the average for the rest of the
developing world of 2.4%. Tn 1960 the region had 200 million inha-
bitants. By 1977 there were 300 million and at current rates of
population growth by 1985 theve will be 400 million people vying
for tha region's resources and services,

In keeping with the general population growth trends, Latin
America is expericncing a higher growth rate in its labor force than
any other major geopraphic region of the warld.

For the region as a whole the rate of growth of the labor (orce
during the seventies was projected to he 15Z for cach five year period.
Between 1970 and 1975 the labor force grew by 12,1 willion; between
1980 and 1985 this figure will jump to 17,2 million. Total labor
force increases in Latin America are projected to be 36 million workers
in the eighties and 46 million in the ninctien.j "In the next twenty
five years there will be a net increase of 100 million workers in

1. . . . . . .
Feonomic and Social Progress in Latin America, Inter-American Development
Bank, 1977 report, p. 4.

2Illid. p. 117,

]Ihid. p=- 121,
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Latin Amcrica.a

During the 1960-1977 period, however, planners were encouraged by un-
surpassed economie growth in beginning to deal with the regional employ-
ment and development needy. Increases in gross domestic product for the

. K
region averaged 5.8% ner year during the period, boasting a rate of
7.3% per year [rom 1968—1974.5

The outlook vas good from a macro-econvmic perspective and the region
consolidated a stronger economic position vis-a-vis the developed nations.
A growing middle class was in evidence and their geneial living standards
had improved.

By 1976, however, the situation worgened. Economic growth rates de-
clined dramatically, linked to the 1973 recession in the developed coun-
tries. HBetween 1976 and 1977 gross national product for the region as a
whole dropped from 5.4%Z to ].72.6

Population and labor force growth continued and the pressures on the
region's governments to provide more employment and other basic services
increased,  But due to declining economic growth, this became increasingly
diflicalt,

Urban centers,which are the focus of our cuncern in these reports, have
been particularly wlfected. Their popuiations have grown at rates higher
than the natural population increases due in large part to migration. Due

to rapid migration from rurzl to urban centers, the spatial structure of

albid. p. 121,
5
Ibid. p. 3.

61bid. p. 5.
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the general population has hecome increasingly urban, By 1977 63% of

the population of Latin America lived in urban areas as compared to 497

in 1960.7 These growth rates far surpass the ability nf.urhnn areas to
provide the jobs, shelter and services required to maintain minimum stan-
dards of living for the poor who comprise the greater part of the increases
in urban population. To address the problem a number of development pro-
gram responses have been forthecoming over the last two decades,

Recognizing the nced to create large numbersa of jobs, large scale
investments in projects which would directly create employment and pro-
vide linkages with other industries piving rise to secondary employment
were made. In order to mobilize internal savings and investmeot within
the region for this purpose subatantinl emphasis was placed on strengthen-
ing financial institutions and creating specialized development financing
organizations.,

Another major strategic choice was to concentrate a great deal of ef-
fort on rural development to provide sufficient opportunities in rural areas

to slow the rate of migration to the cities.

Despite these effores, however, both the serious lack of employment

opporftunities and migration to urban centers peruist,
.

The economic growth of Latin Americahas been unprecedented since 1960.
But no matter low impressive this growth has heen in mauny ways, given the
magnitude of increases in population in general and the labor force in par-

ticular, it is doubtful that curresnt major developmeat strategies will be

capable of sustaining adequate grouth rates, income and employment levels.

Ibid, p. 4.
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It 18 clearly essential then, to immediately asscys and embark
on alternative strategies for generating the necegsary income, jobs,
and concomitantly, f{or providing other necessities such es adequate
shelter, nutrition and health care to improve the standards of living
for the burgeoning ranks of the urban poor,

The Studies

It iy precisely tu the end of gaining insights into alternative
and complementary strategies of dealing with the problems of the
urban poor primarily directed toward income generation and employment
creation in the Latin American region that we set out to study locally
designed and implemented approaches to the problem.

In determining which projects to stuldy in-depth, initial work
vas doue in Peru, Fcuador, Colombia, Panwa, Barbados, Honduras, gnd
El Salvador. Many different organizations were visited in an attempt
to track down projects and get an initial sense of their approaches.
Government. and private commmity development agencies, private banks,
savings and loan cooperatives, private development organizations of
varying political and religious persuasions, aund state development
finance institurions were anong those models surveyed on the first
phase of the sludy.*

Out of this emerged a selection of the projects which were
finally studied in-depth. The selected projects represent very
different approaclies to the problems of urban poverty tirough
varying combinations of credit, management, social assistance, and

skills training.  They nlso represent varying degrees of effectiveness.

*Note: for specific information on programs surveyed during these
initial visits contact ACCION Internaticnal/AITEC.



The initial éhuervations were revealing in all coantries
and many interesting points about programs designed lo assist
the urban poor came up or were corvohorated through visita to
many different orvganizations. There is no doubt that in many
areas of Central and South Awerica small economic activities
provide a major source of income to many families. These acti-
vities are often used, however, to supplement another family wem-
ber's income derived from formal sector employment , which is con-
sidered to be more prestipions than informal business act ivity
apparently due to social rather than striccly economic considera-
tions. In most areas visited small informal businesses vere very
evident being lorated in small street froct shops or on the side-
walks. Additionally, on gite observations in poor neighborhoods
confirmed that these businesses are not confined to more visible
major streets, rather they also abound in poor neighborhoods
throughout the region's major urban centers.

There was a high depree of interest expressed by local project
staffa in finding effective mechanisms for providing assistance to
informal enterprises, To some depree credit and/ov other kinda of
training amd social assistance were heing extended to puor people
everywhere.  But usually these projects reached very limited numbers
of bheneficiaries,

While there are a great number of porgrams snd as many different

approaches to dealing with urban poverty, we have focused our efforts



vi

on those areas of endeavor which attempt to have a direct econumic
impact ou the poor. However, in doing sc we by no means intend to
diminish the importance of the soeial components of programs.

Since eredit has overwhelmingly been identified by informal
seclor entreprencurs ag the major problem facing the growth and
development of informal sector economic activities, heavy emphasis
has been placed on mechanisms for providing credit to these people
as well as business people dealing at slightly higher levels of
bugsiness activity. In doing oo we have attempted to understand more
fully the elements of credit systems, through both their strong points
and shortcomings, which are esdsential to effective and efficient
propgrams from both the donors and recipients points of view, We have
also looked into the role of elements such as techinical assistance
ad gocial services in multi-faceted approaclies to understand how they
may contribute to the increased overall impact of these projects.

Barbados and Panamd demonstrated the least emphasis in jincome
and enployment projects for the urban poor both in the public and
private sectors. One does not sense the same degree of bustling
informal sector entreprencurial actlvity asg in Colombia or El Salva-
dov, for cxample, where poor people have had scramble to make a living.
Contacts in both Panamd and Barbados confirmed that entreprencurial
uetivity does not exist in these countries to the same extent among
the lower-middle and lower classes. Historically, these people
in both countries have preferred to be employees and have had

that option,
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The projects selected and descrlbed in this volume ares

1)

2)

3)

4)

5)

FEDECCREDITO (Federacion de Cajas de crédito)
PRIDECO (Programs Integral de Desarrollo Comunal)

-San Salvador, El Salvador
~Type of Organlzation: CGovernment Spousored Flnance and Community
Development Organizations,
-Program tmphasis: Credit, managewent aseistance, skills training,
health, nutvition, community organizatlon.

FNCS (Federacion Nacional de Cruzada Social)
CIDES (Cooperative Multlactive de Desarrollo Soclal)

- Iiuy,olu’, Colombia
~Type of Organlzatlon: Savings and Loan Cooperative, Catholic lay
affiliation.
~Program Emphasis: Savings, credit, soclal development, human re-
source upgrading.

Banco del Pacfflco

~Guayaquil (maln office), Quito, Ecuador
=Type of organtzation: Private development orlented bank.
~I'rogram Enphasla: Credlt

ASEPADE (Asesores para el Desarrollo)

~Teguclgalpa, Nonduras
=Type of Organizatlon: Private non-proflt organization.
~Program Emphasis: Credlt and soclal asslatance to market vendors.

INEDES (Instltuto Ecuatorlano de Desarcolle Seclal)

-Quito (maln office), Cuenca, Loja, Ecuador.
=Type of Organtzation: Private, political party affiliated housing
agency. Atso assists a few productlon co-
operatives,
~Program Emphasla: lousing, wutual assistance, employment llnkage,
ptuduction cooperatives,
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In Panamd that situation, however, has changed and since
the mid -1970's unemployment has increased to staggering propor-
tions. Even though unemployment rates are soaring in the
country, the poor are apparently not starting their own econo-
mic activities to compensate, possibly because they lack the
skills to go out on their own.

In Barbados, the head of Women's programs for the government
explained that to a large degree the lack of entreprenveurship
amang the poor stems back to the Beitish colonial government which
provided for the well-being of people through the state. The
welfare atate allowed the poor the dubious luxury of knowing
their basic needs vould be covered in any event. For the most
part people apparently did not have to hustle to live at a
minimum level,

In places like Colombia, Ecuador, Honduras and El Salvador
poor people have never been provided much security by the state
and due to a lack of formal sector employment opportunities and
possibly astronger sense of individualism such as in certain
sections of Colombia people have worked at whatever they
could to make a living. For this reason, the projects
studied in-depth were located in these countries where there was
more emphasis on the development of swall economic activities.

Our objective was not to claborate an extensive inventory of
proic_ts working in this field. 1lnstead we gelecced five projects
which seemed te have elements which could give us insights into

rogramming approaches from several perspectives.
f I
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PROJECT REPORT

PROJECT 1DENTITICATION
PRIDECO/ FEDECCREDITO (Programa Integral de Desarrollo Comunat/
Federacion de Cajas de Crédito)
PRINDECO: Av. Cuba y Calle Narfo Gonzdlez 806, Barrio San
Jacinto, San Salvador, El Salvador.
Telephonn: 22-59-08 or 22-59-62
FEDECCREDITO: 25 Av. HNorte y 23 Calle Ponfente,
San Salvador, K1 Salvador,
Telephone: 25-49-22
Directors: Ignacio Actifano A., Executive President, FEDECCREDITO

Lic. Carlos E. Movales, Manager, FEDECCREDITO

Colonal Julio Zepeda A., Director, PRIDECO

Key Contacts: Lic. Obdulio Varela D., Chief, Planning Unit, FEDECCREDITO

Sra. berta de Soza, Chief, Department of Communlty
De- elopment, FEDECCREDITO

Pedro Conzilez, Chief, Social Dlvislon, PRIDECO
Jose Melara, Chief, Development Divlsion, PRIDECO

Fernando Gunzﬁlcz, Ciilef, Department of Cooperatlives
and Credit Assistance, PRIDECO

Rosa Francisca Pefla, Credit Promoter, PRIDECO

Carlos Eduardo Heléﬁduz, Credit Promoter, PRIDECO

Dates of Study: Preliminary: March 30, 31 and April 2, 1979

In-depth: July 16 to August 11, 1979

Regsearched and written by: Peter H. Fraser
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I1. SETTING

eneral Conditions:

El Salvador is a small country with an estimated popula-
tion of 10,526,000.l San Salvador 1s the capital with 700,000
{nhabitants, or 15.4% of the total popu]utlon.2 The country's
urban problems are constantly worseaning, stemming From several
Important factors includling:

1. A hiph natlonal rate of population growth.

2, lack of avatlable agricultural land to employ people
In rural areas.

3. A hlgh rate of rural to wrban migratien,

4. An unstable transitlon procesa for emlgrants From an
agrlcultural to an industrlal and commercial economy.

5. Idgh levels of unemployment and undcremplnyment.3

These factors have combined to form the basls for the
serfous urban poverty whlch exlsts In the city of San Salvador
today.

The urban problems facing San Salvador are slmilar to those
of mauy other rapldly growlng latin American urban areas. There
{s a serious lack of public services to meet the needs of the

rapldly growiug population. Potable water and sewage systems,

adequate housing and jobs all are in short supply.

1
Based on the El Salvador Ministry of Planmning figure of 4.25 million
inhabhitants in 1977 and an averape population growth rate of 3.2% per year.

?Emhnnsy of El Salvador, Washington, D,C., September 1979.

3l
Estudio de Desarrollo Urbano y Regional - El Salvador, Documento #25,
Resumen Ejecutivo, Pape 1.
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Despite these problems migration into the cities continues
unchecked. San Salvador has an annual population growth rate of 4.7X,
well above the nationa'® average of 3.2XZ., The segment of the popula-
tiornn of the city considered to be poor, that is, with family income
of US $175 or less per month, is growing at an even greater pace.
(5.8% per year.) 1In 1976, it was estLimated that 75,000 familiesh, or
51% of all the families in Metropolitan San Salvador were poor.5 13
1987, 131,000 families or 57% of the totel will be in this category..
There will be nearly 800,000 poor people living in the city's 9luma.b

Recent research indicates that of the urban poor:

= 90X have family Incomes of US $120 per month or less.

- 35X have family incomes of US $80 or less per month.

- 10X are unemployed and 20-26% more are underemployud.7

- The majority have no title to the property they live

on and rentcrs are in precarious gituations with re-
spect to tenure.

-  People lack the requirements for gaining access to

even the most lenicent formal credit systems.

The division between prosperous and poor neighborhaods is
striking and invidious comparisons are unavoidable. The poor inhabit

the urban slums (mesones and tugurios) and government housing projects,

aAvernging six people per family.

5Estudio de Desarrollo Urbano y Regional ~ El1 Salvador, Documento #25,
Resumen Ejecutivo, page 2.

6lbid, page 2.

7lbid, page 3. Note: Within the poorest segments of the self-employed

labor force the underemployment figure may be much higher than stated

here due to the inadequacy of employment and low productivity of labor
in the occupations of these people.



(campamentos), where in many cases there are no public services. 1The
downtown slums (tugurios) consist of shacks perched on the sides of
great gullies. My materials available are used for construction --
mud and sticks, cardboard, and scraps of metal shecting -- the for-
tunate cases use cement blocks. FEroded narrow paths wind through

'are

the neighborhoods and are the only weans of passage. '"Mesones’
rundown houses in the city which have become tenements. Many have
up to 10 rooms, each room housing an entire family. The governmment

' were constructed for the homeless following the

built “campamentos’
1965 earthquake. These provide somewhat better housing and services
than the tugurios. The cement alleys which separate the rows of
wooden one or two room houses have open drainage to central sewers.

Electricity, communal water, sanitation facilities and washing tanks

have been installed.

Urban_Informal Sector Enterprines

Any discusgion of the “informal sector™ runs the risk of mis-
interpretation. Many use the term in different ways and the meaning
is often ambiguous. 1The following description will set the stape
for the use of the term "informal sector” throonghout the paper.

The poor neighborhoods fo San Salvador are filled with eco-
nomic activity. It is estimated that 85% of the households are
engaged in tiny buginesses which often provide 50% or more of a
family unit's income. Examples of informal businesses are:

- Carpentry and woodworking shops at home or in the paths

and alleys separating houses using gtrickly wanual
rechniques.
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-~  Cooking (small eating places). A small table wedged
into a tiny room, with a gas or kerosene stove, and
possibly a refrigerator.

- Candy producing on wood fired stoves using large metal
kettles, wooden stirring utenails and cutting boards.

-  Street vending (fruits, vegetables, clothing, lottery
tickets).

- Collecting bottles for resale to Lottling companies in
gsmall carts or burlap bags.

- Shoemaking done in a small shop (usually part of the
house) or at a buoth on the street,

- Laundering at public washbasins or in the home.

- Tailoring and general sewing uging treadle sewing
machines set up in any available space at home.

-~ Retailing (small food stores most common) normally
stocking inventories on shelves in a corner of one
room of the home.

- Selling firewood.

-~  Servicing appliances (radios, etc.).

These businesses are often carried out by women at home assisted
by femule teenagers and children who are not in school. HMen and teen-
age boys tend to seek more prestigious skilled or even unskilled em-
ployment in factories, markets, or other coummercial establisliments.

If men believe that the prohability of gaining employment in
the formal sector is high they wmay f{requently chose to be unemployed
rather than work in the informal sectnr.B Thug, they remain free to

8Sce Win, R. Steel, The Intermediate Sector, Unemployment, and the
Employment-Qutput Conflict, World Bank Staff Working Paper 0301,
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scarch for formal sector employment. The ability to do this, however,
iy dependent on the existence of sufficient family income to support
the job search period. Many people prefer their children to he

formal smector employces because of the prestige and aewblance of
stability of income offered. Formal sector employment, is secn as

the beat way to gain rapid access to a better life.

If enployment in the modern sector cannot be found,with small
investments people can become involved in informal sector income
generating ¢ divities to suppori themselves and thelir households.
Income from informal sector enterprises ia often equivalent to a single
wage In the formal sector but {t 1s generally the frult
of geveral family workers, which must be taken into account in
comparing formal and iaformal sector individual wages. Informal sector
businenses operate below thedr capacity nlacge part due to 1r-k of
capital.  Redundant productivity reduclng activitles such as frequent
purchasesa of materlals and collectlon trips are normal., Since, produc-
tivity in these enterprises {8 low, Indlvidual wages derived from luformal
economlc activities are also low,

Despite low productivity and incomes the more successful
entreprencurs believe that there are benelits te working independently.
Expenses for child care, transportation te and from work, laundry
services, cte. are recognized as being additional costs resulting
from leaving the home to work. Women with children find the shift
schedaules of nodern factories particularly hard to meet.

On the other hand, the formal sector is legally obligated to provide
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fringe benefits such as pension plans and insurance, although these
obligativns are often avoided. Although the empluyee may have help
at howme from other family members, major homemaking and child-reariug
responsibilities stil) rest with the mothers who are most affected by
leaving the lhoma. On the other hand, street vendors say that even
though they leave home to work, they have their own achedule and can
teke the children vith them if necessary.

Factory work is often physically taxing. As a PRIDECO
promoter put it, people "burn out” while they are still young.
When they leave factory work their sole alternative is to work

in the inforwal sector.

The Problems of lnformal Sector Entreprencurs

A. Economic Constraints

Production Discontinuity:

The major problem for the owners of informal sector businesses
1s the lack of capital. This has several consequences for
thelr functiouing. Entrepreneurs often have only enough cash to
buy sufficient raw materials to last a day or tvo. Hhen the inven-
tories run out, production stopa. To replenish inventories and keep
the businesses going owners must make several collection trips a day

<o cancel outstanding debts or borrow capital from money lenders.

Ikor interesting discussions of urban employment patterns, see Guy
Standing, "Urbun Workers snd Patterns of Employment" in Studies of
Urban_Labor Market Belavior in Developing Areas, page J6-48,
International lnstitute for Labour Studies, GCeneva.
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Frequent collections and separate trips to purchase materials require
tinme and buginesses are often forced to shut down their ghops to do
theoe tasks. Thus, due to precarious cash flows, redundant activi-
ties are required, leading to a grest deal of inefficiency and low

productivity in informal sector businesses.

Inability to Extend Credit:

Based on a sample of 483 informal sectour businesses in San
Salvador, three-fouvths gold on a cash basis, and only a quarter
were able to give amall amcunts of credit to business customers and
cnnsumerﬂ.lo By extending credit they can expand their business to
people who are paid weckly or biweekly., Until they are paid, in-
formal sector entvepreneurs are providing credit to others through
their own savings. The more prosperous they are the more savings
they can generate for this purpose. The arrangement is to the

mutual benefit of both producers and consumers.

lonbility to Seek Better Prices

Owuners nust sell their product quickly to get mowey to con-
tinue producing. [If they hold out for better prices, lhey put
off obtainiug cash roceipty which they need to buy raw materiala, and
production stops. Ihey must sell their products at a low profit
morgin in a highly competitive market and hepe to maintain
at lenst a small fixed clientele.

1()Snmple of 483 or 17.77 of the entrepreneurs using small enterprise
credit services of PRIDECO' FEDECCREDITO during the period July 1978
to July 1979, All information wag gathered from program files.
(See annex § 1 for data sheet used.)
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Inability to (btain Quantity Discounts:

Civen the lack of working capital informal sector entrepre-
neurs are seldom sble Lo take advantage of quantity discounts and

their production costs are higher than need be.

Need to Whrain Credit from Money 1. nders:

Without access to banks {nformal sector entrepreneurs must
often resort to small short-term loana from money lenders who charge
Interest rates which are often substantially higher than the regu-
lated (often gubsidized) forma) sector rates of interests. Depending
on the borrowers, money lenders lend on a daily, weekly or monthly
basis. Very small daily loans often command interest rates as high
as 502 per day. Twenty percent per wouth is the goning rate for

larger loans.
B. Social ~vd Technical Constraints
1. Informal sector businesses are locnted in the marginal

communities; theft is often a prohlem.

2, Materials are sometimes spoiled because of lack of good
storage or exposure to sain.

3. The lack of security of land tenure in squatter communities
muokes owners reluctant to make long term investments.

4. Owmers and employees often lack basic production skills
(such as operation of sewing machines, carpentry or cooking).

5. The lack of information on how and where to sell limits
profits.



To set the background for the following project description,
a brief analysis of informal money markets and the issue of

competition and demand vithin the informal sector follows.

Money Lenders:

ltiney lenders have costs, take risks and want to make a
profit as do all financial institutions. The problem with money
lenders is that they normally charge interest rates which deprive
the en&repreneur of virtually all the gains made from the loans.

In apite of this gituation, entrepreneurs have no choice but to
use the informal loans of money lenders as a means to survive,
since cthefr cash flow is so precarious.

Honey lenderd charge what the market will bear. Since credit
is acarce relative to the demand for it, it's price (interest rate)
will be high. Depending on the visk assumed by money lenders and thefr
administrative costs, these facto. tou will be reflected in the
interest rate. The major problem with regaxd to the desirabilicy
of the service and the price which money lenders charge is
whether Lheir revenues from the service are used subsequently for
their oun personal cunsumption, savings, or increased lending.

In 80 far as money lenders make it possible for more small
entrepreneurs to get wocrking capital and increase their productivity
then the secrvice is indeed providing a positive economic function
for the society as a whole. As more money flous to the sector
through this channel competition for the positive rates of return on

investment generated by informal lending may aclually tend to



-10-

force the cust of informal money toward market rates.

The problem

liey in who derives the bonefits of the incrensed productivity.

Thia normally turna out to be the money lender throuph the very high

interest charged.

If increased revenues to money lenders from the kindg of

serviceg which they provide are used f(or their own personal

congumption habita, in opulent living for example, then we

quedtion whether they are providing aervices which benefit

anyone hut themselves.

ft ia not clear that money lenders charge monopolistic rates

of intereast. What is clear is that their rates are very high by

almost any standard. If they arve not monopoly rates, then they do

not reflect contrived scarcity but only scarcity arising from ather

sonrcey, These sources are:

. lImperfections in the capital markets induced by govern-
ment policiea, diveraion of real saving and capital
acrcumilation (rom sectors where rates of retucn are
hipn into other nmectors -- modern show case industry
typically -- where returns are lower and where sub-
sidization increasea the size of the wedge hetween
the two rates amd raises real cost to the informal

aad other squeezed sectors.

2. TIwperfections in the capital markets due to fgnorance
of available sources of capital aupply and cost.

3. Imperfections in the capital marketa because of defec-
tive institutions for enforcing claimg on debtors.

4. It in fact wonev lenders monopolized credit to the
informal sector, this monopoly is tien a (inal source

ol capital market imperfections,

lmperfections in capital markets are in part broupht about

by artificially low interest sot by governments and Interest groups

primarily within the formal asector to stimulate its own growth. These
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low rates benefit thone people who are relatively well off and
who have the traditional guarantees which permit them the access
to credit. Since at this artificially low rate, banks prefer to
nake large, safe loans, the supply of credit to the informal
sector remaing low.

Since lending to the inf9rmul sector is perceived to be
risky as well as costly, both public and private financial institu-
tions will not lend at this leve), therefore, availabi ity of credit
will be low to the informal sector. Those entreprencurs who will
make credit avaitable informally will charge the "famous® high in-
terest rates -- thin is the price of credit, (reflecting scarcity
relative to demand within the informal money warket). This situation
has made it very difficult for emall entrepreneurs to inprove their
busineases through the use of credit. They use credit just to keep
going.  Thelr periodic eredit payments sbsorb almost all increments
in income, negating prowth.

Tt is often postulated that money lenders provide gecurity
to the poor in terms of making ready cash available for emergencies.
The proponents of this view fear that providing an inatitutionalized
alternative (an iu deacribed in the following project review) may
cut people off from the source and have a net negative effect since
formnl credit systems will take longer ta disburse funds and usually
will not be able to deal with emergency situations. However, from
interviews with credit recipients the “Robin Bood" image of the

maney lenders is not felt. Some informal entreprencurs recognize
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that borrowing money from money lenders could get them into serious
Einancial problems through extreme difficulty of pay back given the
extremely high interest. So they prefer not to Lecome involved in
borrowing in this market if they can possibly avoid {t. but at the
some time, since they had insufficient funds to invest they were

unable to improve their businessges.

Lompetition and Demand:

While competition is strong, interviews revealed that entre-
prencurs do not cousider their aector to be over crowded. They are
confident that demand is suffic. ent for their products and that they
could increase sales if they had the capital neceasary to alleviate
their cash flow problems and increase productlon.

The major effect of competition is to exacerbate an already
tough situation. First, entreprencors face a ncller:s market
vhen they try Yo ohtain working capical for production, and second
since entrepreneurs must often sell thelr products for cash in order to
support their household and buy enough inventory to keep producing,
they compete for buyers who will pay jmmediately. Greater
credit will allow them to produce’more and carry larger inventories
if there i3 a positive clastieity of supply of raw materials from
outside the sector.

Entrepreneurs could then continue to produce for several days
providing short periods of supplier credit as well to customers, thus

opening further market possibillties for themselves.
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On the other hand, infarmal sector buyers often simply do
wot have the cash to pay for goods imnediately thua limiting their
inventories. With more cvedit, these entrepreneurs would have more
stock and raw materials ard increase not only their own businesses
but their suppliers businesses as well,

The lack of credit and its consequences - jpef-
ficiently short production runs - typifies small businesses. Entre-
preneurs in the informal sector are convinced that with a little
more leeway in their inventories, more production capability, in-
creased working capital, and time to seek new markets, they will be
able to increase substantially their productivity and incomes.ll

By spending less time, cffort and money on transactions
dictated by lack of cash they realize that they will have more of
all these resources to devate to the production process. Additional
income translates into more demand for the goods of other informal
sector entreprencurs,furtiier opening market posgsibilities and
employment opportunities in the production of food, clothing and
services.

One should emphasize that informal sector enterprises pro-
duce guods and services vital to their own communities. Increasing
availability of credit to the sector thus generates growth and
production of necessities for the muss of urban dwellers.

1 . . o ;

Intervicwees were all credit recipients which may affect the
artitudes expresaed by the sample. It was not a general sample
of all informal sector entrepreneurs.
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By increasing incomes of the poor absolutely and relatively
to the rich, expansion of the informal sector secuv.3 both economic
growth and preater income equality. In this respect it has immedi-
ate and possible long term effects quite opposite to those of invest-
ment in modern sector in “show case" industries. If the latter
gector haa been heavily subsidized, moreover, divertion of inveatment
from the modern to the informnl sector would raise the real rate of
growth of the economy while reducing income inequality.

Arguments at variance with ours postulate static demands for
goods and services of informal sector entrepreneurs. If the sector
is treated as n completely closed economy without any forwurdor
backward linkapes and no price or income effect on demand within the
sector, then this contention would be correct. But only in a
tautological sense.

Interviews with the beneficiaries of the PRIDECO/FEDECCREDITO
credit project as well as general theoretical considerationa indicate
that increases in their productivity and sales, though small on an
individual basin, make a targe impact on their well being. Net sales
for a tortilla maker increased from 18 colones ($7.20) to 22 colones
($8.80) per day, a 22X increase after receiving credit. By the same
token il the sesmstress next door was able to incrense her production
through having increased inventories of materinls (solving the pro-
ductinn discontinuity problema typifying the informal sector) her
time can be uued in the business of producing clothes where she is

pressumably most productive and not diverted into other activities
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such as producing tortillas at home for family consumption. If a
small degree of specialization increases her productivity through
more efficient use of time and materials then her income would rise.
If her increase in income exceeds what ghe pays to the tortilla
maker, plus interest payments, she can Choose to consume more of

the goodu and services of other entreprencurs, invest in her own
business or save in other ways for family emergencies. Part of the
increcased income is always used for consumption -- a new blouse or
food (often candy or soft drinks) -- which contribute to increased
demand for other businesses either inside or cutside the sector.

Some of the increased demand may stimulate agricultural
production by increasing purchases of food or other farm production,
Some may be used for other formal or informal sector products or
services. (Arguments which state that some businesses are automatic-
ally hurt as others prosper thus upsetting some delicate subsistance
balance of competition and demard for informal sector goods and
services are based on u static demand argument which has not been
sliown to be the case.)

In any case income and demand increase throughout the system.
As long as the aupply of raw materials for production and other needed
inventory, such as supplies for stores, keep pace wvith the additional
demand for them, the process will not he inflationary.

If production increases in any one tine of businesa to the
point where demand is not sufficient, informal sector entrepreneurs

normally have the flexibility to shift quickly to other lines within
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n related field. For example, a shoemaker may shift to making
vallets; the tortilla maker can add cheese to her tortillas to
change the nature and quality of her product; and the small store
owner can decrcase stocking plantaing and stock more watermelon
when they are in season.

Informal sector entreprencurs are able to respond quickly
to market conditions wince they are not locked in by large invest-
ments in apecific equipment and inventories while their vork reldom
requires additional formalized training. Not only are they capable
of flexible response to meet market demonds but they are nlso com-
pelled to meet them by the threat of potentinl comsetition that low
harriers Lo entry ensure.

On the whole, the mujor impediment to intreasing the effic-
iency of the informal sector is the lack of working capitol. This

is evidenced by the high cost of borrowing.

Eftects of Income Generation:

Expanding capital in the informal sector by increasing renl
incomes facilitates the absorption of other kinds of long term asris-
tance in akills trajuing, health, wutrition ond banic community
development. As incomes riae, family aavings increase, giving rise
to mini-developiment funds on the family level. These increnses in
income are often used to improve housing, nutrition, health and
education, major arens of any development effort. As a riasc in real

income increases the demand for all gooda, eve.. the goods provided
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through development assistance, become complementary goods. By
raiaing femily income, development agencies can promote better use
of their services hy getting people to use their income increases
for their own improvement. This is where the other facets of an
integrated development scheme can have tremendous effect.

For example, income increases may ve spent on more candy and
soft drinks for thg children, but with a3 nutrition education program
to accompany increased consumption better diets can be promoted.
However, if people do uct believe that they need or can afford to
use the information they are receiving through a wide array of
social programs then the development efforts will fail

Without credit the most pressing cash flow problems of in-
formal sector househulds will persist Jeading to time and production
bottlenecks perpetuating sectorsl ineffiency. Productivity avail ble
for the immediate good of society will be stiffled and lost and
incomes will be held at subsistence levels.

Training, health, nutrition and other community development
components are extremely importanc to the loang term development of
the informal sector, but the entry point for breaking the poverty

eycle is through credit.
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11T, PROJECT DESCRIPTI(H

The government of El Salvador recognizes the magnitude of
the urboan problem it faces and has launched a comprehensive inte-
grated urban development program with the objective of achieving
general improvement in the conditions of the poor.

Through its urban community development program, Prograna
Integral de Desarrollo Comunal (PRIDECO) (Program for Integrated
Community Development), and the Federncidn de Cajas de Crédito
(FEDECCREDITO) (Federation of Credit Agencies), an autonomous or-
ganization with public and private funding, the government is
making a atrong effort to stimulate the growth of informal sector
entrepreneurs Lo increase their incomes and, subsequently, increase

informal sector employment,

Gonls

The goal of the PRIDECO/FEDECCREDITO project is to provide
an institutionalized alternative credit source to the infotmal capi~
tal market (money lenders) in order for informal sector entrepreneurs
tu receive loans, incresse their productivity and generate income
and employment in poor urban communities.

Deneficiaries see the progran in the same way. They believe
that the progrom will enable them to lend a better life with more
opportunities for growth for their businesses ond increased well-beling
for their families.

YEDECCREDITO's past Executive i'resident, a former top bank
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executive in El Salvador, saw informal sector lending as having
tremendous potential to reach very large numhers of peuple effic-
iently. While he recognized that “refinancing” is unpopular with
bankers, he also believes that in the case of lending in the informal
sector, refinancing is a justifiable initial objective.

By refinancing people’s debts in the informal credit market
the project has the immediate impact of increasing personal, busi-
neas, or family income. This is accomplished through direct trans-
fera to entrepreneurs of the difference between the interest paymenta
on FEDECCREDITO loans and those of money lenders.

Lf the project provides effective comperition in the credit
warket, giving large numbers of poor people access to low cost credir,
and with positive rates of return, then money lenders would be
forced to lower their rates to the point where people felt that
their services, including that of providing financial security for
the poor in emergencies, were worth the cost.

The crucial objective for FEDECCREDITO is to provide an
effective, non-collusive alternative credit source to peaple who
othervise would be competing for the relatively small supplies of
credit (compared to the banking system) available through money
lenders,

Once poor people have access to advantageous credit sources,
competition is created with the informal credit sources, either
bringing their rates down or forcing them out of business. The

entrepraneurs can then proceed seriously on entreprencurial and
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personal jmprovement, with hupe anc pride. With the worries of
survival cagsed to at least a amall degree, people will be in a
better position co take advantage of other services provided to
them through health and nutrition education and other community
development programs,

fn addition to the credit function through PRIDECO, other
gnals Include improved health, nutrition, community organization,
and some basic assistance in notions of business administration and

skills training.

PRIDECO
Background
PRIDECO is a multi-faceted urban community development organ-

12 Its primary

jzar!fin founded in 1973 es an uffice of the President.
goals as atated by the pi{rector of Planning are to begin the process
of Integrating very poor urban slum dwellers in San Salvador educa-

tionally, culturally, and economically into soclety. PRIDECO person-

" to opportunity have been closed to the

nel beliceve that the '"doors
poor. State assiatance is nceded to open them,

The planning director believes that excessive philosophiaing
and theorizing about what the nature of poverty is and how to resolve
some of the major problems is wasteful. Uhat needs to be done is to

find the way to quickly provide readily identifiable services to

the communities to the grenteat extent feasible. Resources

12, Janunry 1979 tne name was changed to PRIDECO from OMCOM

(bifcina de Hejoramiento de las Comunidades Marginales) (Of€ice
for the Tmprovement of Marginal Communities).
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will alvayo be short and the ideal situation in elusive. To wait,

theorize, and plan projects too minutely however, is counter-pro-

ductive.

PRIDECO's primary activities include:

1.

2.

community organization;

promotion und organization of cultural and sports
activitieay

infant and maternal nutrition;
health serviceu;
employment aservices;

adminstrative control of government sponsored housing
(campamentos);

8kills training and up-grading; and

promotion ot credit assistance to informal aector
entreprencurs,

Some activities such as kills training are completely carried out

by PRIDECO, but where it cannot provide services directly, it acts

as a facilitator helping to develop interinstitutional linkages.

The next aection on organization and personnel is outlined to

deal with the different projects and sub-sections within PR[[)ECO.13

Since PRIDECO is a oulti-faceted community development organization,

a short description of each division is necessary to give perspective

to the credit project within the cuntext of the overall Program.

PRIDECO does most of the field work in the project and has positive

ties with the community. To understand its credibility it is inter-

esting to have an overview of how it operates.

13. See annex #2 for organization chart.



.22~

Ocganization
The Director of PRIDECO has overall responaibility for its

operation and makes all major programntic and administrative decisions.

Immediately below the Director, a multi-purpose office handles person-
nel, supervisory, and administrative functions and, generally, assists
the Director in renolving problems,

PRIDFCO has four divisions: Adminstration, Planning, Social,

and Devalopment.,

The Administrative Division

The Administrative Division is responsible for accounting and
general financial record keeping. The ten employees in this Division

ace responsible to the Executive Director.

The Planning Division

The Planning Diviasion does the resource planning of PRIDECO
to ensure that the stated gonls nnd objectives are reached. The
Division has a Director, a secretary, and two departments: the Depart-
ment of Research and Programming and the Department of Engineering.

To detect community needs, all offices nre consulted. Promoters
from the other divisions come to ;he Planning Blvision to express
thefr views and concerns about the state of the marginal communities
and to suggest possible corrective measures. Of course, this is an
idenl; few promoters nre really self-starters or idea people. 5till,
the Director of PRIDECO through his Planning Depurtment does seek a

broad base of opinion to determine PRIDECO priorities. ‘The Planning
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Division does seem to seek out the stali's perceptions, and through
community Assemblies, they learn of the community's felt needs.
Political currents in the country aleo help define criticnl
needs and project directions. The Director of Planning stated that
PRIDECO tries to detect these nceds in order to develop a means of

addressing them through project asctivities,

Departwent of Rescarch end Propramming: The plauning process

procedes with a request from PRIDECO's director to provide a service
tu s given sector. The Department studies the situation and develops
a work plan to carry out the project. They then look at what re-
sources (both personnel and economic) are available. Often resvurces
are lsacking in which case planning trics to obtain them from outside
PRIDECO through donations, volunteers, and so forth,

According to the Planning Director, when it comes to vital
necessities such as health, housing, clothes, fooud or employment,
PRIDECO voes not attewpt to prioritize. They attempt to provide
services in all these areaa. ler point is that a single program,
such s nutrition for infants, makes little difference if the families
live in disease ridden couditona. Programs and services must be co-
ordinated and linked if the cycle of poverty is to broken. In this
instance,among other programs, health education, family planning, and
skill training are nceded.

The department is staffed by a project developer and two

assistants.
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The Department of Engineering: This department takes project

plans and designe needed infrantructure such as retention wallas and
community centers. It also determines infrastructural costs. 1t
coordinates with the Research and Planning Department to determine
what other resources nre necessary to carry out the project amd if
they ave available.

The Engineering Department is staffed by a chief, an assia~
tant, u designer, and two techniciana. As an adjunct to the Depart-
ment there is a genernl aervices group consisting of twelve carpenters

and electriciang,

e Social Division

This eubdivisfon includes PRIDECO's numerous seocial programs.
It ig the largest division ~nd hoas a number of different programs
organized ns scparate departments, including: Community Organization,
Youth and Sporta, and Materunal and Iufant Nutritiow.

At the division level, it ia staffed by a director, an assis-
tant, and a secretary. Each department has n director and separate
staff,

Promoters play a vital role in PRIDECO's activitices. First,
they help form representative bodies (aussemblies) as a means of
deteeting community needs and coordinating comnunity activities. An
asgembly elects a Community Director to take charpge of eliciting
community response regarding their felt needs to be brought to

PRIDECH s nttention, He consults with other community lenders in
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charge of coordinating community activities and with the community
discusses projects that may be implemented.

Secondly, the promoters use the asscnblies as a means of
promoting PRIDECO's on-going projects. Promoters work closely with
those comounity leadurs in charge of specific progrums, such as
health zampai,us, Yo sosure the comeunity is avare of and uses
PRIDECO's programs.

Third, they male home visits in order to listen to people's
prohlems and to explain PRIDECO's programs. Each home visit is dme
signed to have u prugraw okjective such as a short chat on housing,
nutrition, or employment. Usually they are able to visit three
fanilies a day for about a half-lour each. As PRIDECO does not
provide pronoters with transportation, mech of their time -- up to
three liours a day -- is spent reaching clients by public transpor-
tation.

Fourth, through their hume visits, they identify potential
conmunity leaders -- those who have an intecest in community improve-
ment and who are willing to ussist in program promwotion and develop-
ment in the community.

Every two or three wecks over a agix month period, promoters
visit those families showing leadership potential. ‘They cover one
objective or discussion topic per visit until they have completed an

entire program covering nutrition, heusing and so on.
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The Department of Youth and Sports stimulates the development
of recveational, educational, and cultural events., ‘They take advan-
tage of youth's cothusiasm to form teams and cultural groups in the
comunities, thus providing a constructive way for young people to
occupy their spare time. The Department is stalfed by a chief, thrcé

promoters, amd o secretary.

The bepartwent of Maternal_and Infant Nutrition attempts to

improve the conmunity's understanding of nutrition. In addition tn
its educational programs, it distributes food to poor communilies

thru Caritas, a charitoble Cathelie organization. There is a small
charge Lo beneficiaried to rover costs of the program. PRIDECO has
developed a great deal of credibility through thias program which it
has used in its other programs, such as credlt asaistance. The
Department has 21 employees including the Chief, Becretury,.nnﬂiulnut,
twvo supervisors, 12 instructors, and 4 packers,

The Bevelopment Nvigton 8 comwposed of three departmenta
Crafta and Skills Training, Civie and Social Organization, snd Coop-
crativism and Credit Adsigtance. We will examine this laat department
tnodetail, At the divigional level, it is staffed by a Chief and a
secretmry.,

The Department of Crafts and $kill Traiving trains people in
low or midile level nkills for use in formal sector employment or in
their own economic endeavors. In their shops —- set up in public buil-
dings -- PRIDECO instructors pive short courses in handicrafts. They
aluo provide louper conrses, in sowing, sewing machine operation

(hath Industrial and domestie), and desipn,
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These courses may last up to two years. They are given in 43 Academ-
ies throughout the country. Tlie Department has 28 instructors but

no administrators; it is directed and coordinated by the (hief of

the Department of Cooperativism and Credit Assistance.

The Department of Civie ond s2¢ial Organization has a polit-

ical orientation. According to its Chief, the department's job when
it was set up on May 1, 1979, was tc go to the comnunity to “explain
individual rights to the people aid promote and defend the consgtitu~
tion of the country and the govarnmenc."

Recently, an employment service was added to the Department
to facilitate employment of people from the poor communities in the
formal sector. Even this program is politically oriented; essentially,
the Department vouches to employers that the recommendee is not a
“revolutionary®. ue's impressions, from the Department's Assistant
(hief and other staff, is that this department erjoys little acceptance
by the other segments of the PRIDECO organization. Its newness —- it
was atarted on May 1, 1979 -~ and particular orientation seem to gepar=-
ate it from the rest of PRIDECO. The Deporutment in staffed by a chief,
aseistant, secretary, and six promoters.

The Department of Cooperativism and Credit Assistance does

promotion and the initial paperwork requived for ciedit to informal
sector entrepreneurs. It iy a new deparement, formed at the start of a
collaborative credit effort between PRIDECO ond FEDEGEREDITO. It is

staffed by a chief, fecretary, credit secretary, and six promoters
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(four for the FEDECCREDITO project and two for cooperative development).
The chief of this department is also responsible for detecting
non-cresdlit assistance needs and supervising training functions. He
organizes low level administrative assistance couraes for credit re-
cipients and skills training for all PRIDECO clients. But the courses

are Wot compulsory.

Personnel

There are 147 employees in PRIDECO of which 90 are field pro-
moters vho spead most of their time out of the office. The rest are
upper level directors, division directors, department chiefs, secre-
taries, and planniag, administrative, and general services staff.
Hany of the division directors and department chiefs get to the field

but not on a continuous basis.

Staff Profile -- Directors and (iiefs

‘he Director of PRIDECO, Col. Julio R. Zepeda, 52 jenrs old,
1etired from the army in 1976, e haa 34 yecrs of military experience,
and lie's spent many years managing ‘cormunity oriented organizations
run by the government. For example, from 1974 - 1975, he was president
of FOCO (Tomento Cooperstivo ~- Cooperative Development) -~ currently
called DIDECO -- a povernment rural community development urganization.
e direetor ig named by the President of El Salvador. HNis aalary

i 1,400 calones/mont b ($560),
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The Director of Ayudantfa, Edgardo Velasco is 35 aud has been
at PRIDECO for only a few months. le has worked in private business,
and his last job was at FEDECCREDITO as chief of the computation
depactment. He's an accountant by profession.

By his account, he was one of those instrumental in getting
PRIDECO an s FEDECCREDITO togeth?r in the joint credit program. Be-
cause he worked at FEDECCREDITO, he knew of their interest in urban
informal sector lending. lle is unable to visit the poor communities
often, but has expreassed to me his recognition of the vast preblems
of the city and country as a whole. lle is very patriotic and expres-
ses a fervent belief that El Salvador and its people will be econowmic
and social leaders in Central Anerica. Currently, he is studying
business adwinistration at night. Salary: 900 colones/month ($360).

The Chief of the Social Division, Pedro Conzilez, is 26 years
old. He received his high school diploma in 1974. Since then, he has
workad in urban community development continuously. His last position
was in PRIDECO's Social Division as chief of the Community Organization
Departwent. Salary: 875 colones/month ($350).

The Chief of the Development Divisinp, Jose Melara, is about
38 years old. Ihe personnel vanager knew little about him. Salary:
650 colones/mounth ($260).

The Chief of the Department of Cooperativism and Credit Assis-
tance, Fernando Gonzalez, is 26 years old. He has a high school diploma,
Hie lust pooition was with INSAFOCOOF, a government cooperative develop-

ment organization providing technical and credit assistance in rural
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arcas. Salary: 450 colones/month ($180).

Division chiefs and othev top officials seem to be political
appointees with varying educatioral levels. There's no exact docu-
mentation, but educational levels range from high school diplomas to

some with several graduate degreey,

Lover Level Personnel

Secretaries normally have high school lavel educations. They
are usually young women with one to flve years experience. Salaries
average 400 colones/month ($160) for both department and division
secretaries. The Director's secretary makes 550 colones/month ($220)
basically as a result of her higher position.

Social Division promoters anldom have high school educations;
some have little more than primary schnoling. A few cannot read or
write. lowever, more of the promoters currently being hired by the
Division are high school graduates. The Division Chief feels that he
needs at least high school gradustes to develop a credible social work
program. In contrast, the present programn of primary information
promotion requires lower educational levels.

On the other hand, cooperative and credit assistance promoters
have higher levels of cducation. All four credit promoters for the
collaborative program with FEDECCREDITO have nigh school diplomas, and
are studying at the univeraity icr degreey in indurtrial engineering
(2), chemical engineering (1) and law (1).

PRIDECO promoters are poorly paid, receiving only 25% more than

minimum wage.  Then again, their qualifications ore often little better
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than factory workers. Still, people are happy vo hecome promoters

as joha are ucarce. Salary: 100 colones/month ($140).

Euployment Policies

There are no standard hiring policics nor are there specific
job descriptions or requirementa. fliring practices scem to be hased
on two factors: first, that people are willing to work for the waRes;
second, that they weet with personal favor from the top staff. He-
cauge of tight budget construinte, salary levels are low, especially
at the prumoter level.

Interestingly coough, the low wages have had the effect of
attracting people who are perfectly appropriate to do the work required
f them. 1hia is especially true of credit romoters, university
students working their way through gchiool who work almost with the
aplrit of voluntariom. Thelr poslition Is temporary, and they look
forvard to another career and higher walarles after praduatfon.

While sulary levels could be somevhat higher, high salaries
tend to atiract over qualified people, such as highly trained social
workers and other specialists. In other programs thia author has ob-
served, such over qualified promoters are quickly bored with the day
to day problews of the informal gector. They seck out positions with
highly funded government organizations or prestigious formal sector
eaterpriges.  Mis couses substantial staff turnover and program dig-
continuity. If they do continue with the program, they attempt to
adjust their jobs and actions to fit their personnl professional ob-

jectives and needs. ‘The result in a marked change in prograwm objectiven
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and heneficlarsy groups.

FEmployce levels seem to rellect PRIDECO'as priority areas for
community activitien. The Community Orpanization and Infant and
Mitersal Nutrition Department of the Sccial Divinion and the Depart-
ment of Crafts and Skill Training of the Development Divimion
employ BOX, or 72 of the 90 field workers: i.e. promoters, super-
visora, and instructors.

Other departments have the administrative and supervinory
capacity to expand, hut PRIDECO's slim resources preclude tiring
additional pramoters.  Most slets are assigned to the training, nutri-
tion. and orgmization components. Programs like credit assistance
are held back.  The current director inclines toward what lie considers
the more visihle program areas of nutrition, health, and hougsing. e
seems to be less interested in credit, possibly because of its inter-
institutional nature. Io this regard, PRIDECO feels that despite
having done all the promotion and initial papervork in the credit pro-
pram, it is not petting enough recognition from FEDECCREDITO for its

effortn,

Funding

PRIDECO is an office of the President of El Salvador. Despite
the sceemingly advantageous position, it is poorly funded. The total
wanthly budget wmounts to 70,788 colones/month (528,315.20). The govero-
ment provides Y12 ol the total. General fv s -- that i3 income derived

from its skilla training programs, rent trom government built housing
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HONTHLY BUDGET
(% given by the accountant on August2, 1979)

Colones U.S. Dollars

Adwinistrative Division:#

Covernment 13,805.00 5,522.00

General Funds _2,531.00 1,012.40

Sub-total ' 16,336.00 6,534.40
Development Division:

Covernment 22,135.00 8,854.00

General Hinds 346.00 138.40

Sub-total 22,481.00 8,992.40
Social Division:k#

Government 19,885.00 7,954.00

Ceneral Funds _2,913.00 _1,165.20

Sub-total 22,798.00 9,119.20
Planning Division:

Covernment 8,840.00 3,536.00

Ceneral Funds __333.00 133.20

Sub-total 9,173.00 3,669,120
Sub-total:

Covernment 64,665.00 25,866.00

General Funds 2,449.20

Grand Total 28,115.20

* The costs for the Directors office and Ayudantia are probably
included In the Covernment line for the Administrative Division.

4% Income from the food program ia used to cover the cost of the
program; thus, the total for Ceneral Funds in the Social Divisian
is proportionately higher than the total in the other divisionsa.
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for which it is responaible, fund raising through bingos, games, etc.,
and sales of food rations through the Caritas program ~- accounts for
the remaining 97.

Covernment [unds are used to pay salaries and utilities. There
fs no rent since the offices belong to the government. General [unds
ate used f~r: salaries vhich are not yet on the official roster cof slots
allowed to PRIDECO; light in the acndemias; purchase of office equip-
ment, furniture, tianuportation and supplies; and general office and
vehicle maintenance.  As con be seen, the bulk of the budget goes

tovards salaries; little is spent on overhead and other costs.

Cust _cf Credit Promotion and Administration to PRIDECO

The Department of Cooperativism and Credit Assistance spends
3,500 colones per month ($1,420) on personnel. This includes all
secretarial time for the Division. This i3 out of the total Develop~
ment Division  budget of 22,481 colones per month ($8,992). lence,
running the credit abusorhs only 16X of the total Division budget and
only 32 of PRIDECO's monthly project budget. FEven if one includes the
anlariea of Socisl Division promoters -- who occasionally inform people
fn the comnmities of the credit program -- the program's cost ias low.

Let's soy, for the sake of trying to determine the level of
subsidy, that the Social Division coat for credit promotion is 2,500
colones (§1,000) or about 8 person months. The total costper month to hoth
divisions for promotion then would be 6,050 colones (§2,420). Given

that an average ot 25 golidarity groupstreceive loans ench month, the

Alote: to be explaiacd in detail later.
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promotivn and pre-credit visits cost only 242 colones .($96.80) per
group for first loans.

Assuming a minimum of five loans per group, this means that
the promocion subsidy, not including the programh low overhead costs,
ia espproximately 48.40 colones (519.36 per loan).

How let us look at the other partner in this joint credit

program.

FEDECCRED@
Background:

FEDECCREDITO was founded in 1943, I¢ is a financial inter-
mediary and it ig the coordinating office for the 42 affiliated credit
agencies (Cajas de Crédito) throughout the country which make up the
rural credit aystem, Each Caja is run as an autonomous business and is
legally set up as a cooperative. FEDECCREDITO, however, determines
policy; essentiully, the Cajas arc the channels for rredit and the
local administrator of the lending activity outside the city. FEDECCRE-
DITO directly adwinisters credit within San Salvador.

Since its founding, FEDECCREDITO has been dedicated primarily
to rural lending for very small agricultural activities. FEDECCREDITO's
principal role is to channel credit funda and a small amount of the
administrative and technical assistance relative to the size of the
program to the rural Cajas. Yet since 1943, it has assumed additional
functious to administer urban credit programs ay well

Over the yeara, ir haa also Bained a great deal of experience

in the area of group lending in markets throughout the country,
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In 1952, in the city of Cojutepeque, they developed the credit
group gunrantee mechanism to provide credit to people who lacked
traditional pguarantees and who were dependent on moneylenders.
The program was a success. Since then, they have expanded it
slowly, but steadily. The system, which will be described in de=~
tail later, relies on the credit group and peer pressures as the guar~
anteers of loans. Despite success in this area, until recently,
FEDECCREDITO alleocated few funds for this credit line.
FEDECCREDITO receives funds from outside sources. It then
lends money to the Cajas who onlend it to the final beneficiaries.
Since the Cajas do not have their own loan fuuds, they rely on the
interest differentials allowed by FEDECCREDITO to pav their over-
head and administrative costs. The whole FEDPECCREDITO system cur-~
rently reachesa 70.000 beneficiaries through its credit services.

Inans run from U,$.$20 to U.S5.$25,000 maximum.

Funding:

FEDECCREDITO receives funds from aeveral sources, the most
important being the Ceutraf Reserve Bank which provides about .07
of the total portfolio for all} credit lines. FEDECCREDITO has
agsets of approximately $42 million. As stipulated in the rural
credic law of 1943, the povernment aponsored mortgage bank (Banco
Hipotecario)was the primary funder, while the Central Resecve Bank
took a secondary role providing about 20X of the loan funds. With

the 1976 reform of the Rural Credit System, the Central Reserve Bank
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took over the role of major aystem funder.

Otlier mRourczs of funds are bonds, depusits from government
institutions, sccumulated profite from their lending operations, aad
external borrowing from the World Bank, Inter-American Development
Bank, and ovne U.S. Commercial Bank. There are no private deposita.

Funds given to FEDECCREDITO by the government of El Salvadoer
arce used primarily with the agriculture and live stock development
credit line,

The Incer-American Development Gank supports the rural
community development elfort with o 40-ycar loan of $5 million,
interest just paid at the rate of 1% per year for the firat 10 years
and 2% thereafter. The World Bank has lent $5 million at a 6%

annual rate to support the urban community development efforc.

Lines of Credits:
Currently, FEDECCREDITO of Fers seven credit lines. ‘The

firat three and the last are offered throughout the system. The

vest are offered only in San Salvador. They are as follows:

1. Agriculture and_Livestock Development (Fomento Apropecuario):
Loans far buying seed, fertilizer, pesticides, cattle,
pasture improvements, improvement of indtallations, and so

on. 1t ig by far the wost important credit line historica-

lly.
2. Industrial, Cownercial and Services (Financiamiento e Tndug-

tria, Comercio y Servicios):
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For small non-agricultural enterprises such as small
corner food stoves, repair shops, and artisans.

3. Popular Credit (Crédito Popular):

Small loans in the markets with solidarity group
guarantees,

4, Urban Commupity Development (Desarrollo Comunal Urbano):
The World Bank/FEDFCCREDITO pilot project for lending to
amall husineysses in the marginal urban communities to
the solfdarity groups guarantee procedure.

5. Loana to Public_and Private Fmployees (Préstamos a Emplea-
doa Piiblicos y Privados):

Is funded strictly by GOES general funds and administered
oy FEDECCREDITO.

6. Education Credit (Crédito Educativo EDUCREDITO:

For low income people who lack resources for education.

1. Rural Commupity Develgoment (Desarrollo Comunal Rural):

A new line for rural small enterprise development, It ias
funded by the Inter-American Development Bank and made its
firat loany as of August 17, 1979, It ia experimenting with

the use of credit groups in rural areas.

Orpanizatiou:
FEDECCREDITO's Executive Preaident is appointed by the Presi-
dent of the Republic of El Salvador. e is President of the Board

ol Governors which «onsints of representatives of two Ministries; two
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state banks -- includire the Central Rescrve BRank, and two local
credit agencles. Me is in a powerful policy-muking position
and strongly influences FEGDECCREDITO operations.

Next in hierarchy is the Geueral Munager, who essentially
oversees the various divigions and makes day to day administrative
decisionsy.

There are four diviaions: Planniug, Affiliated Cooperatives,
Finance and Administration. Each division has several departments
under it. 1In turn, lines of credit are assigned to the specific de-
partments. The departments provide administrative support to the
credit lines and in the case of agricultural credit, provide a small

degree of technical esusistance.

Urban Community Development Department:

Siuce our primary interevt is FEDECCREDITO's role in provi-
ding credit to the urban informal sector and its linkage with
PRIDECO, a long eximination of the many divisions and departments
is unnecessary. We will concentrata oaly on those departments and
divisions directly related to the credit project.

Several years ago, the World Bank identified FEDECCREDITO's
system to implement an informal sector credit project in San Salvador’s
slums. This credit project was to be based on a mechanism already
in uge in the market places as a part of FEDECCREDITO's popular credit
program.

To administer the project, FEDECCREDITO created its Department

of Urban Community Development, and in Decomber 1977, it disbursed its
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first proup loaus in the project, There are 16 employecs 1n the
Department led by the Department Chief who has one secretary.

Fuch section has a Section Chief and 6 employees. The department
i divided into two sections, the Credit Sectiou and the Acccunting
and Financial Operation,

The credit Seetion is gtaffed by a Section Chief, two
Pvaluatarg -uho vigit credit applicants in the cummunirius, one
applications rveceiver -who receives applications as they come into
FEDECCREDITO, one Contract Aasistant, and one Secretary -who manages
applicationn and vepisters all loan recipients,

The Operations Section is staffed by a Section Chief, two
Accointing Asgistants, three Loan Collectors --two for groups and
one for jndividaal leans, one office worker --who receives and

accounts for daily coash receipty and sssist in other office functions,

Fersooncl Profile:

The Department Chief has recently been traaferred from another
section of FEDECCREDITO, Previously, she was in the Depactment of
Loans to Public and Private Employees, where she was in charge of
contractya,  She is o Social Worker and is nlso certified to teach
in o primary school, Currently, she studies at nipght and is about to
receive a collepe degree in psycholopy.  She ia in her mid-30's.
Salary:anknown

The Chief of the Credit Scetion is also a Socinl Worker with

# junior collepe level degree --Social Hork ia not yet a university
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degree in El 3alvador. Age: late twenties. Salary: 650 colones
/manth ($260). Also within the Credit Section are two Evaluators.
Both are high-school graduates with twelve years of education. Hoth
took the commercial track. Ages 20-22., Salary: 350 colones/month
($140). They also receive 10 colones per week for transportation.

The Applicationa Receiver ias also a high-school graduate.

He took the academic track. Agé: about 22, Salary: 300 colonen/
month ($120).

The Contract Agsiastant has a high-school degree. Age: about
26. Salary: 400 colonecs/wonth (5160).

All three Secretaries have finished nine years of general
education and three years wecretarial course. All are in their mid-
tventies. MHowever, the departument Secretary carny 500 colones/month
becayse of her higher position in the department. The Section Secretaries
earn 350 colones/month ($140).

The Chief of the Operations Section ia an Accountant with
several years of experience at FEDECCREDITO. He has a  high-school
degree with a commercial track and has completed two years of night
study toward a university degree in Business Administration. Age:
about 28. Salary: 700 colones/month ($240).

The two Accounting Assistants are both high-school graduates.
Roth took the commercial track. Ages: early to mid-twenties. Salary:
400 colones/month ($160).

The all purpose Office Worker ia a high-schuol graduate. He

algo took the commercial track. Age: early twenties. Salary: perhaps,
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100 colones/month ($120).

The three Loan Collectors each have nine years of schooling.
In addition, they must meet the following requirements: 1) own a
vehicle, such as a car or a motor scvoter, 2) provide personal
references, 3) be able to get along with people and 4) want to work
with poor people. Ages: mid-twenties. Basic Salary: 200 colones/
month (580), As a commission, they receive one percent of the funds
they collect each month.

This commission can be quite substantial and leads to a good
Income for the collectors. Collectors assigend to solidarity groups
may earn as mach as 1,000 colones/month. One Loan Collector estimates
that he can cover about two hundred groups & weck (most groups pay on

on a weekly basis ) and collects about 19,000 colones per week ($7,600).

It should be noted that FEDECCREDITO's role as banker in the
project with PRIDECO requires less promotion and more administration.
Tnis is reflected in the staff profile. Only five of the sixteen Urban
Comnunity Development Department employees are field workers. The re-

maining employees have strictly office functions.

Fmoloyment Policies:

FEDECCREDITO has fairly well established employment policies
and seems to hire on a competitive basis; on the other hand, PRIDECO
scems to hire employees on a personal hasis. For example, FEDECCREDITO
uaes vacancy announcementy and job interviews in the selection process,

On the other hand, PRIDECU often seems to hire employees first referred
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to it by ity own staff,

Ag can be acen, salaries are comparable to those of PRIDFCO;
they are low. But, where as PRIDECO promoters and staflf appear to
consider their work temporary, FEDECCREDITO's staff scemed to he quite
profesaional and consider their jobs career positions.

One weak point in both PRIDECO'as and FEDECCREDITO personnel
gydtem seems to be in the area of staff orientation and training.
Neither organization has a formal orier’ation or training program;
rather, cmployees ccceive on-the-job- srientation. Field workers from
both agencies have stated that more formal erientation and training,

however, brief, will make them more effective more quickly.

Cost of lending to FEDECCREDITO;

FEDECCREDITO's personnel costs for the project are 8,060 colones
per month ($3,224) plus an additional 28X for fringe benufitg} totnl
cost --10,316 colones ($4,126). 1t is interesting to note, that mince
Collectors receive 12 of the total they collect each month, they make
as much or more than supervigory sataff. This emphasizes the relative
importance that FEDECCREDITO assipne to collection. The three Gollectors
make a totul of 1,400 colones/month ($1,360) while the remaining eleven
office staff make a total of 4,660 colonea/month ($1,864) plus 28X for
fringe benefita),

Asguming that 502 of the Evaluators time ls spent reviewing
new applications, 30X of the Collectors time i8 apent collecting firat
loans, and 302 of office work is related to processing new loana, then

we can eatlmate that personnel cost for flrst loans total approx{mately
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3,177 colones/month (51,270), As an average of 25 new solidarity
wroups recefve credit each month, the personncl cost to FEDEGCCREDITO
Is roughly estimated at 127 colones per group (50). If each group
hny an average of five members, the cost will be 25 colones per new
loan (10).

Certainly, to obtain ; more accurate cost figure per loan,
one needs to calculate overhead and some versonnel cost outside
the department., Still, the cost trend seems to be very reasonable,
Totalling the estimated PRIDECO nnd FEDECCREDITO personnel cost

per firat loan, we arrive at 73.40 colones per loan (§29.36).

The PRIDECO/FEDECCREDNITO Linkage:

Initially, FEDECCREDTTO's Urban Community Development
Department was reaponaible for all aspects of its informal sector
credit program with the World Bank. They handle promotion, super-
vision, technical assistance, and collection functionsa.

However, it soon became apparent to FEDECCREDITO that its
credibility in and acceptance by the urban marginal communities and
that the program needed reorganizing.

According to PRIDECO, people in the communities have little
confidence in credit institutions since they have been hurt by them
fn the past., Without going into detailed information, past programs
have been inappropriante to the needs of the people in the urban
communities; therefore, any offer of assistance is suspect and gaining

the confidence of the poor is difficult.
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Under these circumstances, FEDECCREDITN's Executive President
felt that it vas necessary to utilize an organization already woiking
in the communities to do a large portion of the promotion for ity Urban
Community Development Project. PRIDECO's multi-faceted programing
--which includes community organization, nutrition, health, and o:her
vell accepted programs~- appears to lave ngncﬂ the coufidence of the
poor by demonstrating its conce;n for and interest in them. PRIDECO'g
proootion for FEDECCKEDITO was to give the project the credibility jr
needed to jurvive,

Thus, PRIDECO was coutacted in 1978 by FEDECCREDITO and agreed
to set up a Department of Handcrafts and Credit Assistance, presently
called the Department of Cooperatives and Credit Assistance. This new
department waa charged with pronotion, suparvision, and technical
ansistance of the project, and in late payments cases with cellection
as well, FEDECCREDITO would account for World Bank funds, verify
applicacfone and collect loan payments. FEDECCREDITO would receive
PRIDECO's services free of charge. In effect, PRIDECO would aubsidize
thia project by about $20 per first Joan.

Since the beginning »f the project in December 1977, 2.736
separate informal sector entreprencurs had received credit. Recause
of the simple efficient mechanism used, a high percentage of benefi-
cinries have received up to four and five short term loaus dering this
period. By August 1279, including repeata, the project had dishursed
6.000 Beparate loans totalling over $1,500,000. Loans from the PRIDECO

/FEDECCREDITO system had been spread out over 37 of the poorest neighbor-~
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hovds in San Salvador; roughly, these neighborhooda have a
population of 20,000 lnhnbltnnts.la
The project has had no problem funding the credit line,
and the Horld Bank {n cousidering another loan to expand the

project further and to re-deslpgn the technical assistance function.

Project Beneficiaries

The heneficlaries come from the slum arens described earlier:
the mesones, tugurios, and campamentos. Over hall of them had 1ived
in thelr nefghborhoods from 6 to 30 years as indicated in Table 1.
Hony of them have been In the same businesses for a long time - some
for as much ns 23 years in the same activity - the norm being three
yeara. Informal sector activities in El Salvador scem to be atable,
and ¢ appears that people atick with their basic businesses for long
perdods.  (In this project, selection criteria required that all
entreprencurs be in business for at lenst one year).

On the inftiative of the author, PRIDECO conducted a survey
of the characteristics of credit project beneficiariea. The results
are as follows:

*
Table 1: Years of Reaidence in Community

Yeara of
Residence Number Percentage
1-2 92 19.0
3-5 97 20.1
6-10 132 27.3
13-30 150 1.1

No_ response 12 2.5

Source: IPRIDECO Credit Project Files.

A
Hote: AJt Tables {n this section are based on a random sample of 483
Credlt Project Benefielaries, 17.72 of beneficinries from July
1978 to July 1979.

4
14 See Amnex 13 tor population information regarding poorest uoighborhoods,
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Aeecording to Tables 2 and 3 It I apparent that most bene-
flclaries are women between 30 and 40 ar over 46 years old.
The Implication {8 that these people are Involved lnklnlnrmnl soctor
busfnesses to provide supplemental Jncome to thelr families
wiile continulng to be able to do the other unrenumerated domestic
activities such as cooking, laundry, cte. expected of them.  In
thede age brackets, a slde buolnasu makes o lot of gense also,
since children of these people will be old enough to provide part=-
time labor to the business, bringing a large part of the famlly
unit [nto the income process.

Younger people, ages 21 - 30, are less lkely to be bencefic-
larles of credlit, but care must be taken not to analyze this
as necessarily meaning that they are not as likely to be jnvolved
tu  Informal sector businesses. It may be true that for workers
between 21 and 30 years old, formal sector jobs are more readily
avallable so that less young people mlght be prone to enter Informal
sector businesses, but by the same token the data does not show
this., [t could very well be that the 21-30 age brackets represent
less beveficiartes than other age groups because these peaple are
primarily employed ag helpers or apprentices In tiese activities.
As such, they do not figure as project beneficlaries since they
have not taken out the loans. With age and experlence, they are
wore apt to becom: entreprencurs, request loans, and figure as
beneficlarfes.

Whlle some young people elect open unemployment rather

than vork i{n the tnformal sector, many of thew, especially women,



are engaged in informni sector nctivitleu,15 despite the low
prestige. llowever, because of the economic and social constraints
ment ioned eariier, they may well be highly underemployed.

Given the genernl nced to increase employment for young people,
a major and growing sepment of the population, an obvious starting
point is to examine the informal sector in which they are most likely
tu be caployed or employable.  The [ollowing tables show demographic

data for this sector:

Table 2: Sex of the Beneficinries

Sex ) Number Percenf@ge
Female 417 86.4
Male 66 13.6
TOTAL 483 100.00

“Souree:  PRIDECO Credit Project Fites. Sce Footrote 410,

Table 3: Age of Beneficinries

N Number Percentape
21-25 45 14.5
26-130 44 14.1
11-15 57 18.3
16-40 53 17.0
41-45 38 12.2
46t 73 23.5
Ho responae 1 o
CTOTAL 111 100. 00

Source:  Same ag ahove.

15, See Mazamdar, Dipak "Annlysis of the bunl labor Market in LEDS,
pp. 18-23, Studies of Urban Labonr Market Behavior in Developing
Areas, cd. Subbiah Kanospan, Int. Inst. Labour Studices, Geneva,
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The alze of houseliolds supported by eredit beneficiarien
varles greatly as we can see {n the followlng tuble. llowever,
as can be scen 52% of the houschiolids were in the four to six member
range.

Table 4: Slze of Household Supported by Beneflelaries

Slze of Number of

Household Benoficiaries Percentapge
1 14 2.9
2 16 7.5
]l 61 12.6
4 86 17.8
5 81 16.4
6 83 17.2
7 61 12.6
8 42 8.7
9 11 2.3
10 + 8 1.6
TOTAL 483 100.00

Source: PRIDECO Credit filesn. See Footnote 210,

Thie data correlates with the age of most of the benefie-
farfes who are women over 30 who would be llkely to have mediunm
alzed famiiles Hving at home, with several other mewmhers away
from home working on thelr own. Sixty six percent of the house-
holds have income in addition to that derived from the famlly
buslness. In most cases, there ls a husband, son or daughter
employed in the fornal sector who send a portlon of thedr salaries

to the family,
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Fifty three pereent of the beneficlaries did business
outside thelr community of restdence., Forty seven percent had
home bhrsed businesses., Intercstingly, almoat 41X of the sample
vere street vendors who arve frequently censidered among the poorest
credit risks because of thefr mobile nature out on the street.

But dn this project, for all intents and purposes, they are stable
within the context of the relationalips they maintain in rheir neighbor-
hooda.  See Table 5 for locatlon Informattion.

To determine the Incomes of the beneficlaries 18 difftcult.
Flgures from Interviews and data from project files tend to be
unreliable.  Beneflclaries often over-estimate lncome from their
cconomle activities and under-estimate thelr expenditures. Nor-
mally, they are not tryfng to mislead the project ataff., Rather,
they are sfmply not used to moking apecific calculations of
their Income and expenses, although they do have a good sense
of where they stand economically. For example, people would state
the amount they expect they can sell or the amovats they have sold
fn the past on a particularly good day rather than actual gross
saled,  As for expenditures, fnformal sector entrepreneurs often omit
conts efther because they have forgotten them or because they do
not connlder them to be fmportant.

Hevertheless, the beneficlarilea’ prosa Income per lhiouse-
hold uppears to cluster between $120 and $140 per month.

This colncides with the urban atudy mentfoned

carlier In which 90Z of the urban poor had
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Location of Business

Loucatfon

Number of Beaeflelaries Percentage
Inside Community of
Resldence:
at howme 227 47.0
Outslde Community of
Realdence: 256 53.0
fixed location 55 1.4
strect vendor 196 40,6
travels outside
San Salvador S 1.0
TOTAL 48y 100,00

Source: PRIDECO Credit Project Flles.

See Footnote 110,
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family fncome of $120 or leas per month. Families would be considered
poor il they lind incomes of less than $175 per month. Thus, project
benel lelarfes are In the vpper 102 of the poor Income bracket and could
be considered among the more succensful informal sector entreprencurs,
This is not at all aurprising since the propram is designed to select
this type of peraon through the solidavity group mechanism described
tater. The nolidarity group selection process requires that members
of groups gelect . each other for inclusion. This means that the best
riska, as perceived by the entrepreneurs themselves, would be selected;
in other worda, the group members themselves would pick the more auccess-
lul entreprencuars for fnclusion fn their proup.

From what [ was able to observe in interviews with the project
beneficiaries, they seemed to be doing as much as they could with their
buginednen, piven their economic constraints, Most intended to continue
and to dmprove upon their business activities thereby increasing theiv
incomes as mch ag posaible, With their increased income, they intended
to upprade their housing, food, and personal appearances, as well as re-
fnveut In the business,

Informal gector entrepreneurs were also cognizant of the needs for
cducation.  There was a recognition of the value of education to the well
being of their children, elther to quatify for better jobs in modern
Indostry or to make thelr buginess activities more profitabte, Nearly all
entreprencury Intended to vse a portion of thetr Increased Income towards
the educotion ot thelr children,

The PRIDECO/FEDECCREDITO project strongly supports the supposition
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that the major problem for lending Institutions hag been the lack of

a good, efficient mechanism for providing credit to the poor. It bas
shown that administrative costs can be kept down while maintaining
excellent rates of repayment (99Z). Contrary to popular beltef, it has
shown that the poot are as eredic-worthy as the more advantapged clasaes
who are tradictionally eligible for credit.

The Solidarity Group: (Grupos Selidarios)

The key to the credit system is the solidarity group guarantee
mechanism, first tried by FEDECCREDLTO in 1952. The idea behind the
solidarity group is that peoplewith exlsting businesses and a need for
credit will join together In a credit group to qualify for ioans. In
turn, the members of the group guarantee that each wemucr will repay his
portion of the loan. For example, Lf one member does not pay his weekly
-amount when SEDECCREDITU eomes to collect, then the rest of the group makes
up the missing amownt, We will discusg the colleetion procedures fu more
detail later. The philasophy of the solfdarity group is that peer pressuret
within the group will be strong enough to get people to wake timely payments

Yach group appolnts one person to be in charge of collecting frorm
the other memhers on a mutually agreed upon schedule.  She is responsihle

for paylng FEDECCREDITO, which normally collects on a weekly basis.
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Each group has between five and ten members. Groups of lesns
than five menbers were considered lesa stable and more prone o
avoid payrment, It is eaasier for three or four people to agree to avold
repavment and defanlt by leaving the community than it is for fiyn
to ten penple to do the same, Althouph not stated by project staff,
it would aeem that having more people in the group nlso spreads the
riak for each member and Lmproves FEDECCREDITO's chancea of collecting
the full amount of the loan, even if aomeone reneges. On the other
hand, it is difficult for the group leader to maintnin internal control
of the group if there are wore than ten membera. Potential collection
difficulties due to the diffuse nature of a larger group might then
increase FEPECCREDITO's risk.

Ideally FEDECCREDITO would like all group members to have
similar family incomes and loan levels. This way, one person would not
become the major risk factor nor could he jeopardize the other members
of the group by defaulting to his benef{t.

As regarda group selection, PRIDECO credit promoters say that
they kave found that it is more efficient -and just an effective- to
allow peaple to select themselvea into groups than to have the project
staflf ¢o it for them. Previously, project staff tried to form proups
using {ndividual, one to unoe nvlr(t(nn process which was time consuming
and ineffective. Since the philosophy is that the group takes respunsi-
bility for the payback of its members, the members must know each other
well, feel ntrong social pressures, and have a sense of responajbility

and commitment to each other for the system to be effective, Since the
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members are ultimately responsible for rhe payback of each individual,
it {3 unlikely they will juvite a poor credit risk to {join the group.

Thig self-selection process has been crucial in keeping costs
down and has undoubtedly influenced payback rates tremendously. The
idea of credit groups is not at all new -~letting the groups form
themselves is.

‘The ground rules for ga{uing aceess to the credit servicea are
spelled out by FRIDECO promoters in their community activities. People
intereated in the credit service are encouraged to seek out other
interested persons to form a group under the conditions stipulated by
PRIDECO. Often groups are promoted by one person who has heard about
the program and who seeks out others. This person motivates them to
take credit, eventhough they may hove never iutended to take advantage
of the gystem. Despite this seemingly risky way of forming o group,
the system does work; late repayment and default  rates are excellent
-=-3.4% and 1X respectively.

Occasionally, someone leave:n the group. As long as all payments
have been made this is not a problem, Someone clee 13 asked to join, While
I am not certain, I do not think that PRIDECO or FEDECCREDLTO conducted
field investigation of the new person or persous as long as the original
group paid back its first loaus promptly. In one instance, a particular-
ly active group leader forwed two completely different grops with her-
sclf as group leader. When her fivst group disbanded because of internal
problems, she recruited sufficient people to form a new group to retain

her acness to credit.
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Since FRIDECO does not form solidarity groups and is limited
in ity promotional wfforts because of time, budget and stalfin3 con-
astrafnte, custs are kep! lov., By way of {llustration, they have only
four promoters in thus very successful project.

One important factor in the succesa of the solidarity groups
is that all credit recipicats realize the bL.mefits of credit and the
necenasity of maintaining o good credit record if they are to receive
additional leans. That everyone knows the conaequences of someone
celue not paying back=that 18 taraishing the credit record for the
other members of the group- ensures that the likelibood of coming up
with one or more defaulters in the group is minlmal,

Groups can be of any size, type of business or individual
levels of fncome; however, as we mentioned enrlier, FEDECCREDITO would
prefer that loans for each member be about the same size.

In some cades, three people who want credit accept two others,
even though they have no husineanes, PRIDECO can normally detect this
during the selection process in their visits to group members homes.
in such cases, the group is denicd credit and told to reorganize,

Group leaders are important an facilitatoras to the collection
process,  Rather than collect from wach loan recipient, FEDECCREDITQ
contacts only the proup leader. Together they do all the calculations
and paper work. FEach group member then pays the group leader the
amount oved, and the proup leader pays FEDECCREDITO. The group leader
reparts informally to other memhers on the loan's progress and posslble

vepayment probhltems,
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In some casges, group leaders have been alle to assume roles
outside the credit function. One case involves a seamstress who in-
creased the size of her business to where she employs a full~time
worker and sells T-shirts on credit to a local store. She seems tn
be well respected in the community for her business sense. She
advises people on other kinds of profitable businesses. She also
advises seamstresses on the adv&utages and drawbacks of various makes
of sewing muchines and she explains low to find the best prices for
materials in the area., In addition, she helps people find buyers
for their products through her network of contacts in the formal

gector,

Credic:

A3 we can dee in the table below, 82.4% of henefiarles first
loans were between $80 and $200 per person. They received fourth and
fifth loans of up to $900 depending on their eredit record. The maxi-
mum total loan to a given group is $4800.

Based on the recommendations of PRIDECO eredit prumoters, the
Community Development Department sta€f at FEDECCREB(TO determines loan
size and frequency of paymenrs. Loan nize and frequency of paymwents are
determined primarily by the type of business or economic activity invol-
ved and its jncome frequency. In this project, loans are repayed on a

daily, weekly, bi weekly or monthly schedule.
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TADLE 6

S12FE GF FIRST LOANS

Amovnt of Firuat Lonos Humber Percentage Amount of Firuat
(in colones) Loansg Gn U4 )

100 1 .2 $ 40 av leus

200 49 10,1 an

300 166 34.4 127

L00 57 11.8 160

500 126 26.1 290

600 8 1.7 Hnn

700 6 1.2 2an

800 28 5.8 mn

900 h] .6 360

1000 22 4.6 Hnn

1500 8 1.7 (U 1]

2000 9 1.8 Bt}

TOTAL 483 100.0%

Sovrce: PRIDECO Credit File. Sece Footnote £10.

Interviewa with credit recinients show that they feel the short
payback perinds and very freauent repsvments heln them ta pav back their
laana repularly and promptly. At mosti tiny businesses produce their
goods and nervices on a daily, even hourly basis, and must receive imme-
diate payment for those poodo and mervices. Aas we discussrd earlier,
they have 1ittle or wo margin to allow credit to thelr customers.

Given these factors, it is only lopical to gear the credit terms to the
incomes and income frequency of the entreprencur. As one recipient pointed
out, thwie is no telling what could happen to her or her business in the

next month, so it is better to start with a minimum and ensily repayable.
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short-term loan. The short-payment {nterval forces her to think about
her loan dally. She knows she must put asgide scme of her revenues
every day, 1f she is to meet the payment tomorrow or at the end of the
week,

Someone who has never had sccess to credit before nceds to be
introduced to the system slowly, He needs to understand that a large
loan, lax payback schedule and Joag grace perfods might do thea more
hara than good 1f it led to poor business plannlng, default, and a
ruined eredit record. The system is inviting trouble 1f {t insists on
lending $2,000 to a person who hag seen, at most, $200 at one time.
Simply put, he 18 unprepared for the credft process on such a scale.

Accustoming beneficlaries to credit 13 an lmportant part of this
program, and thi{s can be done in a short ti{me, As the entrepreneurs
become familiar with credit and their own abilitles, they can increase
thelr loans and lengthen repayment periods. In thie way, they learn how
to control cash flow, and develup the capacity to save for the next
paymunt.16 But for this to occur, the terms of credit wmust be geared
to entrepreneurs time frames and points of reference. As we
have ueen, this may require weekly, even daily repayment of loans.

Loans are made for working capital, tools, and vorkplace {m-
provement. The average credit reciplent stated that part of her first

Josn, and somotimes parts of subsequent loans, {s used for

16
Credit stimulates saviugs by the fnformal sector entrepreneur Lf the
system ls set up properly and {ndeed effectuates payback. Credit s
a lubrfcant for business transactifon, {f 1t enhances efflciencies {n
production and makes Increments {n income, gavings or {nvestment
poselble.
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non-business purposes, such as a new alicet <+ roofing or shoer for

the children; although the averape recipient realizer she must be
nhle to ensure prompt repayment of the loan. Overwhelmingly, however,
people uae their loann for expanding buainens inventories and to in-
creane productlon and 9ales. They are very aware of the real

possibility of increasing fncume and business expansion through the proper

nne of credit.,

Credit Requirementn:
To be ellipgible for a loan, a peraon muat;
--he twenty-one years old or older. Although there is nothing
written in the requirements, there seems to be tacit agreement

bv project ataff that people over sixty are inelligible.

--be a memher of a credit or nolidarity proup. This eliminates
the need for property or possessions an collateral.

-~present a personal reference from someone in the community

outnaide the credit proup. The reference need not have previous
hanking experience,

There are no reslrictions or requirementn ar to the type of
businers activitien ansiated. Not are there buniness repistration requi-
rements or other legal roadblocks to ellipibility. Thin reflecta
the program'sa intereat {n the individual, They nre intereated in finding
individualas who are moatly likely to make good use of credit., 1In this
.ronnrd, the credit proup nerven to fdentlfy for PRINDECO those Indlvi-

dualn deemed to be pood credit rinks.
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Interent rates charged by FEDECCREDITO are about 16.4% per yenr
for firat luans and 15X for subsequent loans., The additional 1.52
comnission on firat loans covers initial administrative costo.

FEDECCREDITO determines the Interest charges on the basis of their
costs. Charyes sre in line with commercfal regulated rates fn El Salvador.
FEDECCREDITO hopes to reach a break-even portfolio by next year which will
cover thelr costa, éRIDECO costa ;lll remaln subsidized. The futerest

rate, based on program cost of firast loans is broken down as follows:

World Bank loan (interest FPFDECCREDITO pays) 6.5%
Administrative Costs 2.5%
Reserve Fund of Bad Debts 1.5%
Follow-up and Technical Assistance 4,47

(short courses)

Capital Accumulation and Profits 1.5%

Credit reciplents stated that the interest charged by the project
18 reasonable. The alternative 1s to pay up to 50X per day for small
daily loans or 20X per month for larger, long-term loans from the infur-
mal capital mirket. Notwithstandlng the discussion about the fmper-
fections of the capltal market and the questions ahout the competit{ive
ve. monopollstic nature of money lenders, the fact is, poor people pay
extremely high Interest rates for credit {n the informal market. lron-
fcally, the relatively well off -- who could afford to pay more -- get
lower rates for commerclial, often subsidized, credit through formal credit
systems. In short, the PRIDECO/FEDECCREDITO project lhan glven the poor
a much needed alternative 1n deciding which sources of funds hest serve

them on generally the same interest terms as wealthiler classes.
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Promotion:

Ag explained earlier, FRIDECO has promoters in various programs
vho spend almost all of their time in the communities promoting PRIDECO's
sctivicies,

In terms of credit, promoters from all programs let people know
about the posaibility of forming "solidarity groupa" to receive credir;
hovever, most of the promotion was done by the crddit promoters specifi-
cally asigned to the program at the outset. How that the program has
gained {ts reputation, it i3 almost eantirely self-promoting; most of the
promoters time is spent on the selection process,

Theve is a small amount of promotion done in community meetings
and with individuals on an ad hoc basis. Using some mimeographed hand-
outa, promoters explain the conditions for credit and the requirements
for forming colidnrity groups.17nccnusc of budget restrictions, no posters,
radfo broadcusts, or television commerciab are vsed for moat programs,

The proumoters say that {f the program is good and respousive to
the comounity's felt* needs, there is little need for promotion. Word

of mouth becomes the pest form of advertising.

Selection:

Once a solidarity group formas itself, {t goes to the PRIDECO
off es to begin the procedures for receiving credit. At PRIDECO,
the secretary of the Department of Cooperatives and Credit Assistmce
wigaln explains how the program works and outlines rhe responsibi-

litfes of the proup. At this time, the secretary fills out a simple

" See annexcs 4(a) and 4(H) for sample documents.
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data sheet on each individual in the propesed credit group that inclu-
des each menber's nume, home address, and Lhe amount of loan requested.ln
This form in filed with other pending applications.

In most cases, three or four days later, a credit promoter
visits group members individually to observe them, verify their econo-
mic activities, and further explain the nature of credit, ity effective
use, and repaywent, ln addition, the promoter may inform the members
of other seminarg in training courses designed to provide other forma
of credit and assistance.

lt is during this vieit that the promoters fills out a “solici-
tud de préstamo” (loan applicatioun) in triplicate for cach applicﬂnl.l9
Two copies are for PRIDECO, one for FEDECCREDITO. The application con-
tains questions concerning the applicant's business and family; it in-
cludes questions on family size, sales, business sales, additional in-
come from family members, and general personal data.

Upon returning to PRIDECO, the promoter gives the individual
loan application to the credit secretary who evaluates it. The credit
gecretary and the pepartment Chief then dectde If the anount of the
foan rquested for each fndividual 1s appropriate to her incume level and
type of ecunowic nc;lvlty?n Host loang are approved at the PRIDECO

level; ocassionally, however, there is an obvious problem and the Rroup

1¢ See Annex 05 for aauple data shect,
Ly See Annex 0 for swwle aoplication form,
20

Although the credit secretary and department chief are said to hava
this function, the promoters advice seems to be routinely accepted.
According to the credit promoters, therc are loan amounts which seem
to be best for first, second and third loans etc. regardless uf the
type of enterprise,
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is requegted to drop one of its members or to rethink {ts requesat.

Once a decision 1s reached, the loan application is returned
to the secretary. The group is notified and requested to return to
PRIDECO. On the second visit, the group fills out a fornm applying for
“grupo solidario" status, which, by this time, is a roregone concl'usion.21
PRIDECO then senua a "letter of recommendation” to FEDECCREDLTO, prefer-
ably handcarried by the group lcndergz Here ends PRIDECO's part in
the pre-loan process,

Three or four days later, a FEDECGREDITO evaluator visits each
group member. The evaluator spends a goad smount of time talking
about credit and itas Importance to the future of the applicant’s busi-
ness. He tries to make people keenly aware of their responsibilities
to pay back the loan. We also explains the rewards of having a good
credit record and continned access to equal or {nurensing quantitites
of credit,

While the FEDECCREDITO evaluator is alightly more inaistent on
obtaining accurate data regarding the applicant's buainess than are
PRIDECO staff, the interviews are short and ntill attempt.to get very
general fnformation., At this level there 18 no doubt about the poverty
of the people and their need for ‘asnlatance, Normully, more detafled
fnformation would be used to provide a bastis for determining risk in
credit projects using one-to-one lending and techinical assistance -
mechanlsma.  Obtalning this informatfon Is very time consuming, If
not nosaible,

Indeed, {n thls cnse, the guarantee {a the group. They themselves

See Annex #7 {or nample application for group status,

2 fiee Annex I8 for sample letter of reconmendatfon,
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determine the risk and select members accordingly. 7The information
collected on income levels is wost useful then for having some bhase
line data for future evaluation of project income impact and not as
a determinute of whether or not to make a loan.

PRIDECO and FEDECCKEDITO do secure that data wvhich is readily
obtainable, such as adequacy of housing, diet, health and attitudes
towards consumption and suvingu.l With this data, they could measure
the impact of a project through improved standarda of living.

If the standard of )living increased in the abuve social-econo-
mic terms, after participation in the credit program, it can then be
extrapolated that i1ncomes had improved, Although, it would be difficult
to ascertain precise increments of income improvement, people
could be shown to be hetter off for haviug received credit.

There iy duplicatlon of effort in PRIDECO’s and FEDECCREDITO's
separate visits and they realize thia. lowever, appavently infoimation
from PRIDECO has been innacurate in geveral cases. There may also be
some Inter-inatitutional suspicion at work; perbaps, FEDECCREDITO does
not totally trust PRIDECO's selectlon and so wants to examine each
applicant for ftself.

FEDECCREDITU requests personal references [ror outside the
credit group for each individual loan applicant. References need only
kaow the applicant and do not have to have hank accounts, property or
other norwmal proof of solvency., While FEDECCRLDITO attempts to contact
all references, it is unable to do so Lecause of time and personnel

congtraints, Still, it seems that because credit applicants realize
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thelr vords may be subject scrutiny, they are rarely guilty of gross
misinterpretation in their credit statements.

Once the applications and required paperwork are completed,
they are sent to a FEDECCREDITO qualification committee which rvouti-
nely approves the applications and lonna. This step seems tn be more
a means of maintaining internal communication with other FEDECCREDITO
departments on Urban Community Development line activities than an im-
portant decisinn making step. The committee is made up of people from
other departments and divisions within FEDECCREDITO.

After the qualification committee gives {ts final approval,
the credit file is veturned to the Department of Community Development.,
The paperwork is assembled in a package and sent to the contract
asslatant, lere, collections cards with each individual's name, payment
amount and payment frequency are made out and placed with the other
papers. 2 There are two setn of collection cards; one for the collect
and one for each member of the group.

nce a)l the documents are assembled, a contract is drawn up
stipuluting the group's legal obligations to FEDECCRED[TO?“ This forms
the legal basin for any actien to be taken in case of default,

At thia point, the group is called in to the office. Ouce more,

the contract assistant explaina the pnywent system and payment amounts, ]

We gives collection cardy to the group leader who iLs then responsible

23 See Annex § 9 (u) and 9 (b) for eumple collection cards.

24 Ho sample avallable.
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for their safe keeping. The group proceeds to .e Department Chinf.
After presenting some form of identification, each member receives
Wis check and signs or places his thuub print on the contract. The
checks can then be cashed at a bank.

The entire application process should take about three weeks,
but groups interviwed said {t took anywhere from two weeks to several
wonths for their loans to %o apﬁrovud. My impression is that eveats
move fairly quickly after the group's initial visit to PRIDECY,

Alter the first loan is repaid, approval comes swiftly for
subsequeat loans --usually two days to a weck after application. The
the group has eytablished its credit record with FEDECCREDITO and the
process is simplitied. For all future toans, PRIDECO receives the
applications and eends thew directly to FEDECCREDITO with the recommenda-
tion after checking ity files. FEDECCREDITO then automatically proce-

sieded the loan in the normal vay.

Collection:

The collection system is simple and straightforvard. The
afternoon before collections, the FEDECCREDITO collector determines
a credit route and receives a collection route form from the account ing
staff, 23 He also takes the collection cards for cach individual.

The next day, the collector goes to the group leader to collect

the amount left tor that period, normally a weck; payments are often

25

See Aunex § 10 for sample form,
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caleculated on o detly basis over the week. Occasdonally, the group
teader comes out short, becanse for instance, only four members
patd up on all seven days while one person did not pay bis/her

full share. 1In this case, the collector divides the total delinquent
payment among, all [lve members and subtracts this sum from each
person, thus lowering the paym:nt credited to ench group member
that week., In effect, the rest of the group pays on the spot

for the delinquent member by wot belnp credited for the full

mmount they had pald that week, tf the entire group falls

behfnd one week, it hags all that much more to pay the next week.
The proup s then responslble for inducing the delinquent member

fo pay hia share.

To continue, the collector does all the necessary calculations
nid punches the number of blecks In cach member’s card corresponding
to the numher of days collected. Returnfop to FEDECCREDITO, the
collectlon route form and punched collection card are checked against
money delivered. The collector 1s charged for any deficits no he ia

extremely careful with his calculations, card punchlng and collections.

When groupa fall too far belind, FEDECCREBITO 18 supposed to
notdfy PRIDECO to begtin cullectfon actlon; according to PRIDECO,
however, FEDECUREDITO Liasg been lax In this respect. Hormally
PRIDECO findy out about a payment problem when menbers of the
Kroup come to PRIDECO to complaln about somcone not paylng hls
share,

fn callectton cases fnvolving late payments, PRIDECO
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requires all members of the group to attend a meeting at PRIDECO
with the Chief of the Credlt and Cooperative Asalfstance Department .
All membern must he presenc or the meeting will be re-ucheduled.,
The Department Chiel lstens to the group's problems and warks

out a solutfon with them,

PRIDECO's lega) advisor then prepares a legal document siipul-
atlong that afl woney owed be pafd by the end of the credlt perlod,
and each member 6 required to atgn ft. Although this legal
collectlon document {8 new, the Chief of the Department feeln that
it han been cffective in getting people to pay. PRIDECO has uo
lute payment chargea or fines, but §t warns group members that 1l the
new condftions are not met, it bas legal authority to Ruspend any
aservices group members recelve from them, guch as food rat long, low
cost houslag, or health services.

Since bhad debt and late payment rates ace so low, these threats
have never been lwplemented, and it Is hard to evalute thelr effect.
It would seem, however, that most people respond well because of the
group pressured Inherent in the loan mechanitm and pay back their
ohligations promptly. PRIDECO does not necd to resort to more forceful
pregsaare.

The collectlon aystem 16 quite efficieat and | wan eapeclally
{mpresged with the collector's friendly relatlonship with the
cllents.  Credit reelplents were In no way Intimidated nor did they
#eem to be resentful of the collector. On the contrary, when the
proupd fell short In thelr payments, the collector explained
clearly and amlcably Lhe exact amounts necespary te bring the account

up to date.
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The collector has good reascns for maintaining friendly
relatfonghips with his clients. lle {8 happy with this job, be-
lieves in the positive consequences of the credit program, and ls
encournged to do n good Job given the salary incentive (1X of
total collections). He has just the right skjll level and expectations
for the required task and his basc salary is very low. This may be
in part luck, but I belleve that In large part, the chances of
getting somnone like this for the job are enhanced by wisely

designed employment snd aalary policy in FEDECCREDITO.

Supervision and Follow-up:

PRIDECO was originally given responsibility for supervision
and followv-up. The wvork wvas tea he carried out by the Department
of Hlandicrafrs and Credit Assist:ccs, however, glven the large
amount of credit demand the the pressures on the credit promoters
to do the basic work of initfal iInterviewing of applicatns and filling
out applicatfons fcrms, they are not able to do any scheduled
supervision. If promoters happen to be in the area they might
spontaneously viaslt an entreprencur to see how a loan has been used
and what Improvements have come about or what problems have
arisen. But this supervision is carried out in & very Informal
uay with no specific content.

There are no forms or questionnaires designed to document

impact, although the essential bascline data is available. The only time
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FEDECCREDITO visits the entrepreneurs {s during the evaluator's (nltfal
interviews after applicatfon for credit has been made. FEDECCRER|TO
agsumes no supervisory role and no monitoring of the use of foans or
husinesa progresa 18 dcne.

Technical Asststance and Skills Trafaing:

There is no formal one-to-oune technical or management assistance
glven to luan reciplents. The Program Hanagers belleve that the
usual emphasis and levels of busfness assistance are not applicable
at thias level since needs are so basic. Furthermore, since the number
of cliente 1s so large, 1t is {mperative to reach people more effective~
ly through grouping of some nature. The costs of one-on-one assistance
are high in any project, but In a massive credit prtoject costs could be
enormous primarily because of staffing.

What l{ttle management nsuistnnce there {8 occurn through
{nformal conversations about possible {mprovements {n husiness hetween
the PRIDECO Credft Prowoters and individual credit reclpients. Buat
this process s not planned and {3 at best sporadie,

Baste skills trafning s provided by PRIDECO through groups but
1a not limited to members ot solidarity groups. The credit and
trafning programs are separate.

Tralaing coursen are offered 1n 43 "acadenias" throughout the
lov f{ncome nefghborhoods of San Salvador. Courses cmphaslize sewing
and the use of industrial and domestic Hewing machines, These courses
arc a serfous tralufag effort over two years to traln  people for (ormal

asector employment or for self-employment,
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PRIVECO's Department of Cooperatives and Credit Assistance has
recently done a survey of three thousand people from the poor neizhbor-
hoods to determine their demand for certain skllls.Z6leen ten cholices,
the first orvder of prior{ty vas for seving and seving machine operation,
next on the list was cooking, and fn thivd place was artificisl flower
mok{ng aud arrangement. Intorestingly, people are most concerned
with gatning thom skills which will most directly affect their personal
well-being as well as provide a source of income,

Each of these priority skills are areas which can double for
business activities and ho e Improvement. As a result, rapid up-
gradtng of the general condfttion in which people live is possible.

These skills are given to groups through aliort courses,
the timing of which vwill be set around a sch¢dule which best suits
the people. PRIDECO {s also attempting to give short courses fu
more accessible places so thot wore people can take advantage of them,
They hope to reduce the cost to the people In terms of time traveling
to and from the course and the coat of transportatfon. The partici-
panta will be chacgud a small nomfnal fee of ¢ 3.00 ($1.20) for people
from the poorest nelghborhoods and ¢5.00 ($2.00) to others.

Previously, some short courses were given in atrictly business
related subjects to credit recipfents, The topics included mini-
bookkeeping, sales, and very simple notions of cost analysis. The
trafuers were pald by FEDECCREDITO nsing the 4.4% interest charge
(ace Lreakdowm) for “technical nssistance”. PRIDECO organized the

courygeg,

26
" See Annex €11 for questionnaire.
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Analyals of the program Indicated that this assistance was
not effective and not terrible well recelved. The material waas
presented on too high a plane, even though a strong atteuwpt was
wade by the instructors to keep the subject matter very siumple.
Furthermore, the subject arcas, while accepted by the people as
possibly fmportant on the lung;r term, were not percefved as
major areas of short term need, -efther of rheir buslnesses or for
thelr homes, which are often in the same locatfon.

Upon attending a mini-bookkeeping course for store owners,
the valiant «ffort Ly the lustructor to kee, hia presentation and
adterials on a very low plane come across slightly condescendingly.

Inatructors have a dif{ficult task. Understanding t..+ nced
for using simple terms and keeping on a low level {g one thing.
Actually communicating at:this level is another. Furthermore,
apparently, the materials were really not of much use to the entre-
preneurs at thio stage {n their Jevelopment. Business skiiis training,
chould not be abandoned. 1Initfally, however, other kinds of
asslstance are percelved by the beneficiarfes to be more urgeutly
needed, Once an individual perccived some up-grading of his econumic
well-being this, then , may set the tone ;or other assistance later.

Ta this end, it is very f{nteresting to note that asslstance
18 glven by solidarily group mwmembera themselves to other {nformal
sector entrepreneurs.  Often business aud production skills at a
level appropr!ate to the informal sector, based ou thelr own per-

celved needa, nre right there in the community. These skills could
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perhinps be topped through an organized system of asaistsnce utilizing
community level tralners in conjunction with a few well orlented

assiatance "coordinatora",

In reference to the skill trataing taking place through the
“academias"”, a new skills/credit Iink-up has been :atacted by PRIDECO
tn which graduates from the "academins™ can form solldarity groups
conaiating of 10 members and receive a group loan of up to ¢ 20,000 or
U.S. $8,000 to set up a small worker owmed and managed business
(taller industrial) including the purchase of sewing machlines and
starting fnventory. This {s an interesting approach to starting new
businesaes based on the training program and subsequently the solidsarity
group credit mechaalsm.

In addition, each member has a moral obligation to traln two
other people. 1In this way training impact can be greatly multiplied.

The program falls under the same conditiona and philosophy as
the reat of the PRIDECO/FEDECCREDITO effort and 1is an interesting expan-
alon {nto another mode of asalstance other than working exclusively
with exlsting {ndividual efforts,

But the underlying force is atill the same as in all other
solidurity groups, that _.:ch individual must pull his weight, FEach
worker/owmer 1s pald on a plece-work basis and must pay back his
portion of the loan as In any other solidarity group, The shop is a
facilftator for provisfon of contracts and raw materials purchasesn.
PRIDECO will attempt to facilitate this intermediary servlice more dil{-

gently ju the future.
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There are currently three "talleres {ndustriales”, but to date
the project. has not evolved sufficiently to be able to analyze resules
accurately. There arc start-up problems, for sure, but not any that
can be pointed to as problems with the basic approach.

Tachnical asslstance and skills training are costly and highly
subs{dized program components for most projects. FLUECCREDITO fs
attempting to cover {ts costs through Interest charges, and expects
to reach a breakeven portfollo {n 1980,

Given the questicnable results of one-on-one tochnical
analstance and many kinda of akills training efforts, ft appears to
be more effective to depart  ftrom the program planner's perception
of the "fdeal" In this area and become very pragmatic about what
peuplq will find usetul(by asking them) and then concentrate on
providing the basfcs to as many peuple as possible through "lean
and hungry" programming poaaibly utilizing to the fullest extent low
cost or free recources already existent {n the communitles.

Project limpact:

There are numerous benefits fnltdaliy from the credit project
and secondarily from the grouping wechanism used, which were detected
through viatts to many beneffcfartes. Thelr ow: statements about the
positive qualitative changes fu thefr lives aru especially lutereutfag,

Host beneficial impacts could be antlcipated although some
reveal different ways of understanding the benefits of credit at this

level.
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There are essentinlly two types of impact. One category has to
do wich reducing costs and {ncreasing efficiency and productivity.
The other category is related to the entrepreneur's social and

personal development

1. Ecunomic Impact:

- To allow entreprencurs to expand raw materiala inventorles
and provide more production and marketing flexibility
increasing thefr efflcle;cy and incomes and thefr ability
to ccabat the caunes of production discontinuitles. (See
Probiems section),

- To allow entreprencura to extend smafl amounts of credit
thereby {ncreaning the total number and size of transactiona
that they can make {n turn creating multipliers which in-
crease the decand for the products of many other businesses
both {nside and outside the urban Informal setting.

=~ To allow entreprencurs to take advantage of quantity discounts.

- To Increase the number of jobs and mont importantly the
adequacy of employment {i the {nformal sector meaning that
ay people hccome more productive they will {ncrease thelr
fncomes and as Incomes rise In relstfon to a pre-determined
"'full employment™ wage, thelr level of employment f{ncreancs
by some proportion of one "job" created.

- To Increase family {ncomes tirough refinancing debt to money

lenders. The interest diffcrential between FEDECCREDITO and
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and the money lenders constitute an lwmnediate {ncome

transfer to the entrepreneurs.,

2. Social and Peraonal Developument lupact: .

- To tncreaee informal sector eatrepreneurs ability to save
and fnvest In the Improveaoent of the basic conditions of
11{8e ohrough lmproved . housing, nutrition, clothing, education
or entertaiument which accowpany increased lncome or the
recelipt of a firat loan.

Ehtrepreneurs stated that besldes fnvesting in thelr businesses
they often used increcases {n income and to some extent a portion of
their first loans for a new sheet of roofing or siding for thelr
homes, clothes for their children, schoollooks, or a good meal.

Croup members stated that they kept an eye cn non-productive ex-
penditures using loan money. If too much ia spent on thesc kinda

of purchagses which produce income, 1f at all only after a long time,
the ability te repay the loan would be reduced.

- To stimulate self-esteem and confldence Ln thelir own

whilities to use credit and payback through the credit
proeess, .

Entrepreneurs often underestimate thedr capaclty to use credit
and are Intimidated by {t. This 13 often a consequence of programmers
deaignlng projccts in ways which could be expected to overextend the
aitrepensurs and, indeed do, waking paymeut diffficult 1f no fmpossible.

If thelcredit proceas, however, 18 gearad to the neceds of
the entrepreneurs, they will be in a good poaition to be able to pay

back. Credit amounts and payment {atervalda are set according to the

client's capacity to pay,
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Every effort 13 made bv the credit mechanism to diminish risk.
One way to do this §s to destgn the loan terms to dovetail with
the entrepreneur's financial capacity.

- To foater the development of more community collaborating
through bringing people together in a common effort.

After several groups in one neighborhood had recetved loans,
they begnn to recognize the benefics of collaboration and together
approached the Community Representative Asscmbly., The result was
that they succeeded In getting common sanitation facilities bufle,
Materinls and plans were provided by PRIDECO, Huch of the labor
came from the nefghbors themselves. Bringing people together
{n this way has also atfmulated community hased entrepreneurial
assistance from other credit reciplents having better developed
skills,

l.ast, and probably one of the most {mportant observations on

the project's fmpact {s the fact that beneficlaries have frequently

glven the humanitarian Impact of crédlt ng one of the most Important

benefits to them. They constantly returned to the theme that thelr
lives were more "dew . .agndo” (literally, "unsuffocated”). They
were pleased to hav. - :lly gained access to a viable way to self-
tmprovement personally and economically. They showed pride in thelr
galns, however small, and thelr {ncreased ability to provide an im-
proved quality of 1ife to themselves and thelr families,
Examples

The bustaens cycle of a candy producer is a case in point of
hou credit has {mproved conaltions for an entreprencur and Ia generally

t1Tustrative of how credit can help many entrepreneurs in varied types
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businesses such as sewing, carpentry, shoemaking, commerclal es-
tabliashments (corner stores) and so forth.

The following dxample [s taken from interviews utth an elderly
credit reclplent.

a., Begin production process at 1 a.m.

b. Distribute product to nearby stores on consignment by 7JAM

for payment the same day,

¢. Return home by mid-mornlag after distributlng candy.

d. Commence home related activities (If a female entrepreneur).

¢.  Return to stures by mld-afterncon to begin collection for

candy sold that day.

f. Buy materials for the next day's production durfng early

evenlog with procedes of sales.

g+ HReturn home by 7 or 8PM.

h.  Begln process gguin at 1 a.m.

With o loan a pergon can utilize Wis/her tinme nove productively
and can purchase several days faventory In materials allowing
production snd sales schedules to be much more liveable as well
an more efffclent since tine 18 used more for productive rather than
redundant accdvities such an collection trips vhich shut dowm production,

After crudie:

a, Hegln production process at OAM,

b. Dlstribute product to nearby stores on conslgnment by noon

for payment the next day.
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¢. Return home by mid-afternc: . after distributing candy,
biylng needed materfals for next day, and collecting
from stores on previous days delivery.

d. Commence houschold activities (if a female entrepreneur),

f.e. sewing, cooking, receive children from school,

e. In the evaning, time to devote to other productive activities,

community actlvities, leisure,

f. Beglin proceas agaln at 6AM.

Hith added materfals for production the entrepreneur asald that
she could produce mare and with the help of her sons, sell the increment.
Instead of mnking several trips a day to her buyers, one for distri-
bution and one for collection, she could combine the two into one
trip and furthermore- she did not liave to collect fomediately or
even the same day {n order to continue producing,

Sales fluctuate from day to day. Added {nventories of =materials
permit the entrepeneur to smooth out demand peaks and lows and not lose
sales due to the lack of cash on bad days thus creating a production
bottleneck due to lack of materinl for the next day when sanles may be
good. The entrepreneur fa thus, in a position to be able to produce
sore constantly and accumulate a small amount of finlshed inventory
on slow days whlch can be distributed on peak salk.days, such as
veekends or paydays, Increasing oversll sales and income.

‘n my second visit to the candymnker several months later, she
snld that the business contlnued to do well and that with lncreased

fucome, she has started a mecond business, Once a weck she went to
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a nearby town to buy cheese to sell in her nefghborhuod. This con-
stituted an up-grading of her business into a moce expensive, very
profitable item, which was in high demand. Agafn she apparently
did not have any problewm selling all the cheege she could atbrd to
buy.

But as lwportant in many respects as the Increases In production,
and saley {s the fact that the work schedule of the candywmaker s now
wuch more liveable. Her fnitial reactlon to a question on what credit
had done to help her emphusized that her life 1s now much easler, She
can get sufflcient reat, fnstead of working all night, and she has to
make fewer tiume consuwlng, expensive (transportacion costs) and tiring
sales und collection trips to Lown.

Similar {mpacto are fn eviden:e In "tortilla" making. Credit
enabled a tortilla saker to expand hir faventories of raw materials
and production. She used each of her three loans to buy sufficfent fn-

veatories f firewood and corn for oeveral, days productlon at {ncreased
N

levela rather than buylng on a limited dally basls. lncveased cash on
hand has enabiled her to get quantity discounts of /8.00 ($3.20) per
aack of corn, for example.

Before her flrst loan she sold, #1B/day ($7.80) per day, wow
she selis, /22 ($8.80) per duy. She has now expanded her markee
and s able to sell to a pedlatric hospltal which pays her weekly, Be-
fore recelving credit she would siuply not have had the cash flexibi-
lity to be able to take advantagu of this market. 1In addition, she has

recently opened a savings accouvnt in a cormercial bank something which
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is rarely done by informal sector entreprencurs.

Tortilla makers can up-grade thelr product by making cheese or
meat filled tovtillas called “pypusas”. Hany successful "pupuserias"
began aag small “torrillerfas",

Another example the gains made by entrepreneurs through the
project 18 a suamstress who hegan with a 400 or Us5160 loan and
whe now has been able to Incrense her production thinugh four
loana to enable her among other markets to sell T-shirts by the
duozen to a commerclal retatl eatablishment {n downtown San Salvador.
Hith Increased sales and production she usea more oateriale; with
her {ocreasaf cash avatlability she now can tke advantage of quantity
discounrq on materials,

ler last loan was (or £1,000 or US $400. She has hired a full
time helper to sew the alirts enabling her to spend more time on
sales and cutting the patterns, She atated that before her first loan
with the project,alic 4ad a loan of ¢200 or US $80 at 20% fnterest per
month with a "friend” who did not live In the nefghborhood. Part of

the first loar [rom the projrct went to cancel her previous debt,

21, Must entreprenenrs relnvest {ncome {ncreases proportionately in
larger fnventorles and consumptlon, It s {mpresaive to aee that
poadlbly with tncreased emphasis in this aren, savings mobilizat{ion
as wvell an fnereased Investments In productive activities can
take place almultancously, differing only from savings and loansg
wrogeens in thiet credit fs granted hefore accumulation of savings
haa taken place.

Savings and loans organizatlons and credit unfons normally sarvice
people's credit ueeds after they have reached a minfnum savings level,
Hany of the poorest entreprenenrs therefore, will find ftv difficult

to use credit unlons or simllar assoctations since they use the sav-
tngs neoded to bulld thetr balances for fmumediate {nvestment {o their

bugineuses,
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Before her flrst loan the seamstress stared that she really

did not feel that the business was a success or couyld ifmprove.

She alwgys felt under severe cash flow pressures and always eeked

out enougl just to make ends meet. She now feels rhat she is a

succesas and busluess has lmpruqu markedly as {ndicated by che fact

that she feels leus pressured financtally than before. She em-

phasized that 15 she 41d not gell anything one day, she stil} #Had

enough cash and/or raw materfals in stock to keep on producing. Further-
more she {8 aow able to save very small but adequate amounts for

fanily emergencles.

Small store owners were also able to [ncrease their stocks of
supplies through credit. Often these people stated that Yefore receiving
their loans they had to turn busipess away because of the lack nf invento-
ries. (oe such owner, a solidarity group leader doubled her Aanlea of soft
drinks Aud upon racelving her third!'loan was ¢ble %o actually buy an
old refrigerator with part of the credit. She now is able (v make
popsicles cnd keep small supplies of ice for sales to nelghbors, With
{ncreased {ncome she has been able to obtaln a few pleces of used
turnfture for her sitting room., She was somewhat apologetic for its
conditfor, but obviously rroud of the purchas:.

Future Plaus and Project Replicability

Both FEDECCREDIIU and PVIDECO bel (eve that they can eaolly expand
the credit project (n San Salvador and wousld like to do so, glven ’he
percelved demand for credit rnd success of the program to date. he

major constraint for both agencles curvently 1s thelir staffing levels.



The World Bank 1s considering another loan to FEDECCREDITO
supporcing the project, However, ;lnce technical assistance ias
not been very effective both In terms of its content and numhers
of people reached, before a new contract will be signed further
study of this compounent will be needed.

Furthermore, since PRIDECO functiony only {n the city of
San Salvador, an expansion of the program Into secondary c'ties would
Imply that the program would have to find a way to duplicate PRIDFCO's
rule, either through expanding PRIDECG's area of operaticn to fnclude
areas outside San Salvador, an expanded cole for FEDECCREDITO,
or engaging another fostitution similar to PRIDECO to nssume
PRIDECO's functions elsevhere. In order to make the decisfon the
fasue of the importance of the multi-faceted approach ve, a preogram
strictly focused on credit vould have to be analyzed.

From FEDECCREDITO's point of view the credit program could be
expanded to other urban areas where there are nffiliated credit
agencies (Cajas de Credito). Any expansion however, would incrense thelr
adninfistrative costa due to having to channel credit funds to other
Cajas, but 1t {c not felt that th{n alone would be a doterrent, tou-
ever, {f FEDECCREDII0assumed PRIDECO's current functions the costy to
them wvould Increase, possibly by a sufficient amount to preclude
expanslon or necessitate a larger subsidy to the program.

Given that FEDECCREDITO would experience the same kinds of
credibility problems as ft did In the Initial phases of the current
projdet 1f f{t tried to act alone and given that {t would take time

for FEDECCREDITO to build fts credibility in secondary cities, (it
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has credibility {n rural sreas), these factors imply costs and logis-
tical conaiderations which would have to be resolved by FEDECCREDITO
possibly affecting the speed with which project replication could
take place and might even become a prohibitive factor.

FEDECCREDITO's Chtef of Planuing however, seemed enthusiastic
about expansion possibilities. He felt that the PRIDECO/FEDECCREDITO
project provides an important part of the solution to the mount ing urban
problems in El Salvador.

PROJECT ASSESSMENT SUMMARY

Organication and Work Flow

A great deal of activity is in evidence upon entering PRIDECO'g
unpretentious headquarters in a lower middle class area of San
Salvador. PRIDECO's adminstrative and gupervisoiLy employees scemed
to be very busy and {t appeared not to he strictly "busy work".

Host of the employees are prowmoters and as such were not at PRIDECO,
rather {n the neighborhoods, so the offices were not full of idle
staff,

PRIDECO benefjclarles were canstantly coming and going either
to apply for credit or to attend traloing programs. Must of the
time allotted to the study of PRIDECO was spent with Credit promoters
because of their direct involvement full time on the income and
employment project. ‘These promoters have a high sense of social
responsibility and belleve that thelir work is very {mportant to the

well-being of people L the community.
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However, two of the promoters, both engineering students (indus-
trial and civil), pointed out that their involvement in this program
Was not a career cbjective because the work did not directly relate
to the kinds of skills they vere acquiring in the university. Further-
Wore, ag snother prowoter put it, the salary is so low that no uni-

versity graduate could conaider the Job.

There seems to be a “volunteer” attitude among the credit promo-
ters where there s a high degree of soclal avareneas and comm{ tment
for o short pertod (several years), but seldom are employees in the
Job for s career,

The relations between PRIDFCO and the beneficiaries seem to bhe
good. There 15 a relaxed atcltude about work in the communitics.

FEDECCREDITO's role ig primarily an adwinlistrative one, and the
fleld staff (evaluators and collecturs) as with PRIDECO, are young and
have low levely of training, but are perfectly adequate for the task
to be done. They are Interested in their work and get along well with
the clients,

FEDECCREDITO, in contrast with PRIDECO, has its headquarters in an
upper clans section of the clty lnlthelr own seven story office building
This does not scem to have had a deterrent effect, however, on credit
beneficiaries who must come to FEDECCREDITO for final loan processing.

The PRIDECO/FEDECCREDITO aystem 1s very efficient. Pay scales for
employees (promolers and collectors) are average, and at least from PRI-

DECO's side, overhead {a fow,
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The aystem g not overstalled by any means. Technieal ansist ance,
although [neluded as a cost to FEDECCREDITO (but carrled out by PRIDECO)
does nat appear to be a wmajJor expense due to its very low-level natwie,
One FEDECCREBITO executive believes, however, that a goud propgram of
technical asslstance would make the credit project much more expenslve,
possibly precluding self-sufficlency. While there are councerns at Ffi-
DECCREDITO, World Bank, and PKIDECO that the system s deficlent, 1t
Joes allow many more people to be attended by a glven number of ataff
than more traditional one-to-one credlt and teclmlcal asalstance schemen.

Some further reduction fn project costs may be posaihble, but Lt In
difficult to see where at this point since it is already so lean. [Pro-
bably, as FEDECCREDITO ladicated [t is planning to do, the system will
have to Increase its portfolio thereby lncreaslng revenues at a quicker
pace than costs to hreak even rather than try to effectuate cost savings,

The FEDECCREDITO/PRIDECO project I8 doing a great deal to have very
positive {mpact on many urban poor people. It Is on target with thia
approach to other non-eredit assistance, but has not taken full advan-
tage of its exiasting system to reach many more people through special
tralning and orlentatfon programs,

The eredit impact on individual eatreprencurs wonld be difffcule
to fmprove upun. The major way to increase overall soclo-economle im-
pact would be to impiement the exlsting credit model on a masglve acale
wita modifleations In the technical and manageriai assistmnce delivery

system.

Technicenl Assistance for Further I'roject Devel opment @

There seemy to be very little need for long term outalde asslstance
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Erom international organizations. One area of concern expressed by the

Implementing agencies and the World Bank, however, and which could usge

shott term project deslgn inputs, would be in the technical and socinl

adglstance aspects of the program.

TINARD_A CENERAL ASSISTANCE MODEL

Lessony Learned from FEDECCREDITO/PRIDECO System:

A.

Credit:

1.

Informal sector entrepreneurs con be reached In large numbers
vith very small amounts of credit through very low cost and ef~
fictent means. Through solidarity groups, payback 1s excellent
meaning that interest rates can be reduced reflecting a reduc-
tion of risk to the lender.
Payback rates are very good If credit terms complement the in-
come capacity of the entreprencurs
a. Payments shonld reflect the frequency of income of entre~
Preneurs, that s, thelr achedule of cash receipts. If
payments are too spread out, it s tempting for entrepre-
neurs to fall behind in thelr payments,
Frequent payments on a weekly basis continuoualy remind
entreprencurs of thefr vbligation to pay. If payments
dovetall with their cash receipts there 1s less chance
that the clients will deviate from thefr savings /payment
schedule,
Since cash iy alwiays o preasing problem, to expect infor-
mal sector entreprencurs to find {t casler to make pay~

ments {f paymont frequency is lengthened may have exactly
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the opposite result. Even a month or two between pav-
ments may secm like a very long time to Informal ser-
tor eatrepreneurs making them lax in thelr accumulation
of capltal wvith which to make thelr payment spelling
disaster for thelr ablility to ulrimacely cancel loan

obligations,

Loan amounts should reflect a sum which entrepreneurs

can relate to. If the entrepreneurs cannot relate to

the size of their loan, the problem of payback is exa-
cerbated. loans which are too large within the frame-
vork of the entrepreneur's perception of the quantities
they are dcaling with, may be used inecffectively in large
part due to non-productive expenditures. They may then,
need further "asststance” from the financlal instirution
in spending the money leading to elatorate and coatly pro-
curement systems requlring receipts or other special ar-
counting procedures or even {n-kind purchasing as well

as other technical assistance and training. This in turn
precludes the posaiblility of reaching large numbern of

people.

Clients must be hrought fnto the credit syatem gradually. lnil-

tial loans should be very small and easy to payback as part of

an educational process to develop further awareness of business

procedures and self-confidence in their abilfties to use credit

responaibility and deal with credit institutfons.
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The asststance System from promotion angd selection through

collection muse fuster truae and regpect on the part of the
clients. For this reason, the personnel structere of the

agency f{s extremely important. The kinds of ancillary ger-
vices and People on the ataff dotng the vublic relationg and
field work must pe carefully chusen and have ths right level
Oof skilly pud commitment to the project even If f¢ g4 on “he

short term, meaning chae atafl turnover may be fatrly fLequent.

Credit Broup guarantees through which Participants assume re-
8p albility for tha loans of eaclh Individual member, tremen-
dously reduce staff time and involvement in the whole credfie
process Includtng client selection, loan analysis and collec~
tion Pectlcularly, 1Tnig reduces zoats and Increases the pos-
siblity of reaching many rore cifents per staff member,

The sygtem vorks on the basis of Peer priessures to induce other
Broup merhers tq payback and continually remind each other of

thelr credie obligationg.

Subsequent loang after the f{rat or second shouly increase i
slze xeflectlng Increases tn productlvlty and positive effact

ol previous loanu. At some point, 1deaily, the most successg-
ful entrepreneurs would be encournged by loan geaff to "pradu-
ate” {nto a bigher level ssg type program or aome other gener~
ally more formalized busincys nssistance furinat, Ag the busf-
hesy fmproves, because of need detected through experience, en-
trepreneurs may recognize and trutinlully desire techuical and/or

Wmagement assistance maleing those effores vorthwhile,
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1.

In order for peer presaurés to develop effectively, a self-selec-
tion process should be used whereby groups fom theuselves hf o=
tual consent. Project staff should be an Informational Source

about the avaflability of the service and facilitate the contact

between the clieuts and the {nstitution.

By letting people form thefr own groups glven thelr knuwledpe
of thelr mutual responsibilities, a strong sense of "knowing
what chey are getting into," and personal responsibillty for
their own fate within the group, makes it difficult for them
to shirk responsibility in cases of late payment or default by
blaming project staff fo; selecting group membevs poorly. The
people themaelves make the decision as to whether to rake ad-

vantage of the system.

Hitle there are auxieties on the part of some entreprencurs ahout
the risk they are assuming, they are making the system wovk al-
wost exclusively by themselves, with minimal tnstitutional Inter-

vention.

C. Promotion:

| 8

The promotion task in very poor conmunities is au essentinl step
to developing the credibility of the assistance program. (Unlegs
the {nstitution promoting the project has credibility and does

not pose a "threat," the project must link Into some other orga-
nization, possibly already working in pour neighborhoods, which

has sol{d relationships and already dces have the necessary cre-
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dibilqey,

2, Once the project {a known, trusted, and addressey felg needs,
promotion can be done almogt excluatvely by word—of-mouth, in
terms of leteing people know ahout the service and how to get

more speci{ffe Informatton,

D. Personnel :

1. Promoters, credit evaluators, and collectors need not be highly
trained professionals to €arry out most tasks required {n ap
a9sistance program for fnformal sector entrepreneurs,

a, Ski1ll} levels, traintng, and professional expectations muge
be commensurate with the task to make fleld staff effective
fn thefr work, Otherw{ge frustrations butid up and staff

turnover may be high, Even the goals and objectives of ]

rather than what the organlzation 13 mandated to accomplish
through legtslation or loan ngreements for a specific pro-
Ject purpose,

b. tLower level skills are less costly and Possibly more effec-
tive in accomplishing Ehe goals of the project.

€. MNon-carcer employees such ag college students working thetr
way through schoot may be very effective credit promoters
ond evaluators, They do wot have long-term {nvolvement with
the project, bhut may provide a high degree of commitment on

the short ryn essential to {tgy 8uccessfuyl promotion.

E. Lollectton:

1. The solfdarity &roup mechantam provides through the group leader
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an efficlent way to collect from at least flve clients per col-
lection visit. With a very small staff, a large number of loans

can be col)ected.

A salary {ncentive systen glvea the collectora moure reason to

be efficient {n their collecrions.

A simple control systea makes collectors very careful since they

are charged for any lacking sums.

Collection visite can and should be nmade to the groups rather
than having them come to the institucfon. First, it 1s nafer

for the group leader not to have to leave howe with the payments.
Since robberies could occur repayment 18 more certain and better
control on late payments can be kept. The opportunity cosats in
termws of the use of time, and the alternatives are high not count-
ing the costs cf transportation which could advecsely effect the
incidence of late payment since the probability of a group lea-
der missing a payment would be greater. While there is no con-
crete evideuce, it 1s also probably cheuaper to do the collections
in the fleld imuwedlately rather than having to chase people down
later. And, finally, ft glves the financial fnstitution the op-
portunity to get out to the communities cheaply and efficiently,
while {ncreasing their credibility, 1f the collectlons are done

properly.

Croups should not be expected to pay the total accumlulated amount
by a delinquent group or members on the final payment of a loan.
This puts excessive burden on the group. Desplte a high sease

Jf group respoasibility, full payment at the tall nnd of the loan
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may sliply be Imposatble. Thus, in the spirit of the vay the
whole system ig oriented, which fg to make payments ag simple
and least burdensome A8 possfble, the collection system makes
automatic and fumedtate trangfers te the account of the delin-
quent member or members from tie amounts actually collected
from the rest of the group. This {smedintely makes the timely
members absorh any fadividual late payments, with jimediate
resulting pressure for the delinquent member(s) to pav up.
Through this ayatem, each member by way of the Rroup leader

and the punched collection cards, knows exactly how far behind
(or ahead, possibly) the Rroup {3 at each payment interval. [t
is, then, an internal problem for the group to determine who is

not paytng, how to fnduce payment, and square accounts,

F.o Technical and Managerfal Assistance:

Techutcal andg managerial assfstance Projects in general are of-
ten launched {mmediately upon provisfon of credit Lo .entrepre-
NeUrs or as a pre-condition to credit. This is done {n an ef-
fort to assfar entrepreneurs in waking more productive use of
eredit as well as ¢o Attempt to diminish the risk of business

fatlure and default,

However, the result {s that clients often accept this nssistance
and “bear with " §n order to qualify for credit, but very sel-
don use ft. Uncf} they specifically percefve the importance of
non-credtt assfstunce to them, the short term {mpacts of credit
take precedence. Credit {s often the only assistance sought by

entreprenears at the outset,
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2. The timing of technical or managerial assistance must agree
with the client's stage of awareness of his nced for extra
training. 1The need for credit and other types of assistance
probably will not dovetafl. Credit will be an overriding
priority to clieunts at early stages in their awareness of
need. As their awareness evolves the project can then fontro-
duce the appropriate follgw-up components. This would require
& means to detecting the entreprencurs stage of awarencas and

promotion of the services.

3. Hembers of groups wit'. more highly developed skills can pro-
vide informal technical and managerial assistance to thelr
colleagues In such areas as production, purchasing and mag-
keting. This kind of collaboration can happen because the
group members are not required tu be In the same business
whlch otherwise might make them cautious about glving too
much competive Iinformatlon. However, even 1f several shoe-
makers are in the group it is in their mutual best Interest to
collaborate. To the extent that knowledge 1s shared among

the group, the risk of default by members 1a diminished.

4. 1Initial assistance to {nformal cntrepreneurs should cover
skills of immediate use {un improving famlly quality of life--
cooking, nutrltion, sewing, flower-maklng for home deconration,

as well as provide sources of fncome.

Solidarity Groups for Technical and Managerial Assicstance:

As solidarlty groups evolve In the loan process, efficient pro-
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oot fon of very slmple techntcal and managaerial assfstance _oyld be
done, agq Broups approach FEDECCRED!TO/PRIDECO regarding Second, third,
or fourth loany, promotion could pe inftfated 1n the normat on-going
credit process at the offfce. Thig vould congtgt 9imply of letting
beople knou whae asslstance {g available to them folloved by discus-
alony of percetved needs for assistance vithin the aolldurlty group,

e nexe step would he to experiment with the continued use of
self-aelectfon for technfcal and managerin| assistance through Broupsg,
Thuse groups Interested iy recelving further assistance could enrol]
on the condttfon that the wvhole group signs up,

Through fnternal processes {n the Broup, individual members could
help thelr colleagueg understand the need for additional skills, Tnig
could lead to large numberg of people asking for non-credft asgistance
becavye of thelr {ncreased undurstandlng uf the importance of certain
types of 29s3istance to thelr dpecific needs. Simple notlons about rec-
ord kﬂcplng or production may {n thig vay be used by more people, re-
sulting in Breater benefits f assistance to more people,

IE groups could hot completely 8gree on extra aasistance, they
could re-form themselves fneo those consisting of {nterested members

("techulcal asslutance" groups)and thoge which are not ready for fyr-
ther nagfatance, Wigh certaln incentfves to stimulate the Process such
a3 higher fntercst to Broups nut using ass{gtance to "pay" for those who
do, Uty process could pousibly fncrease the coverage as well aq effec-
tiveness of "on-ered{t asstutance.

What seems moge imporeant fa that the centcr—perlphery clientele
rulnllunnhlp Prevalent {n moge projects dealing uwith the poor would be

dimintshed through continvance of the self-seleetion idea and the use



-96-

of "technical” resources often readtly avallable fn the poor neighbor-
hoods. The system would use community {dent{fled "fnstructors” with
well-oriented asstgtance "coordinacors” from the agency primarily to

gulde efforts {n a Praoductive wav.,

G. General:
1. The grouplug system is a process with many Intec-related parts.

. The success of the system and potential for future development
are not predicated on any one of ¢he elements. The group credii
idea feself iy rothing new. 1t §s 32 years old {n EI Salvador,
and it hay been lndupenduntly used {n wany countries. What mokes
the whole FEDECCREDITO/PRIDECO Bystew unique is that ft indlcates
a clear understanding of the economic capacities and priorities
of {nformal sector entrepreneurs, Lhe dtructuring of the credit
groups themscelves, the uses of peer pressure, and the collection
pProcedure based on all of the above, which, when tied together {n-

to a slngle mechandsm, makeg a very effective model.

2, Furthermore, the solidarity groups can be used as an intermediary
atep to all sorts of collaborative effores among people. With
good ataff orientatfon, some groups could give rise to forual
cooperatives, to worker managed enterprises, or to general community
improvement projects. The process gives people the opportunity to
decide what the benefics of collaboratfon are, and then, what types
of jolint effores, If any, are wmost lmportant to them. Once agaln
the people make thelr own chuice, based on thefr experiences, not

on what someone else has decided is best for them,
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ORGANIGRAMA GEL PROGRAMA INTEGRAL DE ODESARROLLO CCMUNAL, PRIDECO
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1A% COMUNIDACES MARGINA-
Thi A TRAVES D LCS PROGRA-
MAs NE SMmUCHM,

ii ATFICION COMP.TRO M

La Oficina do Mejoram.ento de lag Comunidades M:rginales 0.i.c.o.M.,
unido a 1la Federacién de Cajas de Crédito, cutamag proporcionando préstanca a
todos aquellos pequeilos comerclantes que residan en las distintas Comunidedes

en Deanrrollo,

Actunlmente gse han benefleiedo 10.000 fumilias de grupos aolidarios,

hablendose distribuido mhs de DO5 UILLCNES Y MEDIO DE COLONES.

Eato ¢s solamente el prinoipio de este prograna, del cual desuvamoy -

formes parte de la siguiente manera :
+~ Tu grupo solidorio se ccmpondrd de cinco a diez miembroa, los cuales debard
de realdir en la misma cometided con sus negncica ya establezidos dentrn o-

fuern de la miana.
647 1367%
«~ El interés a pagar es del 2% ‘tnual o sea el ¥ mensual.

+~ Se llama grupu solldarlo Porue todoo los integrantes del mismo son respen-

sables de la deuda colectiva,

Eatoa gon los requisttos fvndapentales para que puedas obtene. tu prQ
tamo y al mismo tiempo to fuoildtameyg. aocgorrnionto técnloo para el ‘buen fungi

namiento de tu negocio,

Apresurate a formar tu grupo, para mayor informsaclén te esparamos de-
lunes a vliemes de 8:00 a.m. n 4:00 p.m., en nuestrps oficinas sltuadas en v

Cuba y Calle Dario Gouzflez N0.806, Barrio San Jacinto.

DIVISION DFSARROLLO ECONOLICO
0.M.C.0. M,
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LA OFICINA PROGRALIA INTECRAL DE DESARROLLO COiuNAL
(PRIDECO}

Por medio de 1a Presente uota hneg conatar que el Sr. (a)

€8 el representgnte del grupo solidario
de la camunidad el gual esti caug
tituido por miembros que forman el gxupo golidurio. Permi
tibndome aaf Presentar ante usted, para que sean incluidog en el pronra;
ma de créditog del Departamento de Desarrollo Conmal, do 1a Pederacitm

de Cujas de Crédito.

Atentnmente,

JOSE ANTONIO MELARA
Jefe de Divinién qe Desarrollo

San Salvador, de de 197
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. IXDEMCION DE_CAIAS DE cREDITO

——————— LD PR CIRVITO

SIPARTANENTO DE DESARROLLO CaURAL

LiquidaciBe éa Cobros

correspondiente ol dfa

Re. y Rowbte dal Cobrador

l:u’ ) .(( Cﬁ\'\»("
Cliach'on. Caede

ssaxe sl comprobente ¥o._

Crupo No, Crupa Ne,
e ‘ l-vip

1-e/r 1-v/y

-v/p v/

v/r s-v/r

3-v/v s-v/p

s-v/r_, $-vip

1 -v/r

s-v/r 2-v/p

v/ 9-v/r
1o-v/p 10-v/p

Total...... Iy Total..so.... 8

Crupo Mo, Crupe Ko.
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1-v/p 1-v/r

»v/r >v/r

~/p -v/p

3-v/p 3-v/p

$-v/e_ ~v/r
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l1o-v/p * to-v/p

Total,....... [ Total.........¢.
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e-v/r é-v/r

1-v/r 1-v/p
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1. SETTING

Colombin {s a large economleally and culturally diverse
country located on the northwestern tip of South Amertea, With
over 24 millfon {nhableants (t Is one of the most populous coun-
tries {n the regfon.

Bogotd {s the capital with an estimated 5.1 miltllon fn-
habfitants. The average annual population growth rate of the city
wag 6.5% hetween 1975-1980.  This outstrips even Sao Paulo's
exceptional rate of population growth of 5.7% between 1950 and
19()0.l

According to the Urban 11 study, a major cause of Rogota's
population _rowth Is beavy rural to urban migrat fon represent bug
462 of the fncrease,  Another cause of srowth is the high bireh
rate eavsed in part by the In-migration of large nombers of
young people in thelr prime reproductive years. Today ehildren
under 19 years old .comprise 19% of the population and young adults
between 15 and 34 years old represent another 3172 of the popu-
Iation,

With this demographiic scenario It fg clear that there will
be tremendous pressure on planners to generate unprecedent ed
numbers of Jobs and levels of Income In the comlng decadon,

1

All census data In this sectlon of the paper.taken from the
"Projections” section of the Urban 11 study of Bogota completed
in 1972,
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Projects to lower the birth rate, reduce the rate of in-
migration, atimulate out-migration, and create cmployment in
madern industry, are important companents of an integrated urban
developuent program.  But it i also imperative to agsist low
tncome people who support themselves through theiy self-initiated
cueonmmie activil ies.

The sumbers of people who could be more productively em-
ployed in their awn tiny businesses is very large, In 1970, a
survey af households done by the Colombian National Statiastics
Department (DANE) showed that 432 of the population belonged to
the lower lower and lower classes,  Of these people 382 of the
lower class and 122 of the lower lower strata are independently
cmployed ag small artesans, salespeople, and providers of per-
sonal and domestic uurviccu.z Included in theae catepories are
shoemakers, small gtorve owners, atrect vendors, shoeshine hoys,
(L] 38

They are not assisted both hecause the economic impurtance
ol these businesses ia poorly understood and the cost of assig-
Ling them through the most connion means hasg proven to be too high
and 0ot very succeussfol,

The Govermment of Colombia hag attempted to increase em-
ployment opporcanities through expanding modern industry while
at the same time keeping inflation under control, but the task
ol keeping up with employment needs g very difficult. More
formal sector jobs are available, but job creation is not keeping

ZCurluu Castille, Vida Urbang y Urbanigimo, Bibllotecn Basica

Colombiana, lnstituto Colombiano de Cultura, 1977, table 22,2
p. 254,
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Vg wiith demand, Furthermore, current Inflatfon has cont Inually
outstripped wage levels; the {ncomes of the lower and widdle clanses
have decreased (n real terms,

Under these conditons many people must flnd secondary
employment, live In extended famtl{es where fncomes are pooled,
or det up {nformal cconomlc activities to make ends meet,

Predictions eatlmate that In 1980 over three-forths of
Bogotd's familles will have monthily fncomes of leas than US $120
on conatant 1970 U-_'rl'm.:l Rent or mortgage payments alone can
easlly run halfl this amount. To provide adequate fodd, clothing,
and educatton for an average famlly of six would be nearly fp-
posglble,

Given the inadequacy of formal sector employment coupled
with wage erosion by inflation, a rapid increase in fawily based
income generating cconomic activities is inevitahle,

The alternative to either formal or informal sector work
is wnemployment which requires financing through personal or

: . , R . 4
family saviags during the "job search” period.
B [ R

3 -
"Projections”" Urhan 11 study, Bogota, 1972 p. 129,

4. . . . . R X
For information on the job search model sce Studies of Urban

Labour Market Behavior i,"2£!¢lQEEULJXQEEP Ed. Subbiah

Kannapan; "Analysis of the Dual Labour Markets in LDC'a" by
Dipak Mazumdar, London Schowol of Economics; World Bank, pp. 18-23,
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Few people have this vption thus the "job wearch® period
muat be Tinanced somehow, Possibly through informal sector buni-
neas activities,

Thede informal sector businesasen are ofren thought to be
very tranditory and ungtable, While specific data is not avaji-
able on Colombion-Bogota in particular-, it uwcems that informal
businesses are more stable than ig normally presumed, Observa-
tion strongly shows [hat they provide income to very large num-
hery of poor prople representing a largely mtapped productive

resouree if piven the opportunity to develop,

Credit_to tnfory Sector Entreprencurs

Deupite the desperate need for programs which provide
credit and other non-credit gevvices to urban, informal gector
eeonomic activities, there are none spongored by the government
oA vational Tevel.  Colombian programming has been directed
At comprehensive credit and management agsistance, typically for
Small Seale Entevprigses of 5-30 employees., The few partially
elfective projects dealing at the irformal gector level are
pPrivate non-profijc social efforey usually locally based, and work
with only a few clients,

Credit is a primary need of informal gector bugineases
that desire to inerease their productivity and incomes. But at
this level, accesn to credit in very difficult if not impossible,
The government has made provisioos for "popular credit" lines

through commercial banks intending to deal with the problem of
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credit availability to very small, micro-businesses. The popular
credit lines provide for maximum loans of Ps$50,000 (US51200) at
20% to 22% intereut per year. llowever, the regulations imposed
by the vanks such as bank references, minimum fixed incowmes

of the clients, tux declaraiions, property ownership, and Chamber
of Commerce r:gistrations are major rvoadblocks to gualifyiapg for
credit,

Under these citcumstances it is virtually impossible for
poor people to obtain credit since the requirements arce far too
restrictive. 18 is not preferential interest (interest which
is two Lo four percent lower than on other commercial lines)
which will open credit to the poor. The need is for efficiant
approaches to diminish risk and reduce the adwministrative costs
of small loans which will make eredit to the informal sector
viable.

Given the problems associated with obtaining bank eredit,
many businessmen use supplier credit which is available from
the larger distributors. Through interviews with businessmen
it is evident that not having to combat the barage of regulations
makes paying slightly higher prices for their inventories (essen-
tially interest on the purchase) worth the price,

Post-dated checks are the normal form of payment of supplier
eredit.

While guarantees such as property ownership may be required,
distributors are eager to provide credit in order to sell more.

Tu general, restrictions are lax. They make quick judgements
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o the buginess and deljver the supplies inmediately, Once the
client's reputation is catablished the amount of credit in fncrenyed,
No other assistance ju provided in marketing or production,

One tairly prosperous storeowner observed that another
major qervice of the distributors besides supplier credit was the
delivery ot poods vight to the atore., 1This saved time since he
vird able 1o redace (e frequency of trips to town, Throuph the
distribntors he was able to buy larger quantities than he could
have otherwvine, and he could buy geveral lines in the gsame trang-
action, reducing the number of radundant activities, These
savings were, dapparentty, greater than the cont of credit to
the rullcpruﬂvnu.5

Denpite the benefits of supplier credit, one very gmall
storcowner was concerned, however, with the prices charged by
supplivrs (i.e,, reflecting aervice and interest charges) and
felt that alternative sources of eredit alltowing her waxin
savings on the price of Boods wonld be the mogt beneflicial,
Apparently her volume of sales was not sufficient to justify
additional costy to her to buy through uupplicru.b

An alternative to the distributors and banks nre the

money Tewders,  Repardless of the size of the business, people

5Scu annex f1 lor Caue Study,
O, . . .
"Ent reprencurs cannot acticolate exactly how high the cost is,
bat know that they can pet supplies more cheaply from other
sources.  They know that the higher price to them is related
to the credit they are receiving,
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stated that the going rate "en la calle” (street lending) is 3%
per month or 36% per year (which is very low by Latin American
standards).

Given that the inflatjon rate in Colowbia is between
25X aud 30% per year, the profit to the money lenders is rea-~
sonable. The official Colombian commercial i~terest rates fluc-
tuate between 20%-26% dependiug on the credit line and purpose
of credit. Still credit from banks is more attractive than from
money lenders, but precisely since the return to banks is 80
low, (if not negative), the supply of credit through banks ia
severely Limited, and barriers to eligibility remain high,

Since the return to banks is so low, they continue to
adhere to their stringent guarantee requirements, There is no
incentive for banks to lend under these conditions, especially
to the poor, who are considered to be high credit risks,

Recognizing the problema of credit availability, govern-
ment aud private programs have heen implemented to institution-
alize credit with the objective of easing guarautee requirements
and interest. llowever, government sponsored programs arve complex
including costly techunical assistance schemes and in the final
analysis assist small, but fairly well established businesses
relative to informal sector activities. Even at this level,
since their technical assistance has been quite incffective
given its cost and credit payback haa been mediocre, a conclusion
often reached by experts upon analyZing these programs is that

very small businesses cannot use the services offered,
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Small loans to individua) clients are costly to adminigter
requiring a high degree of subsidy and since Payback rates are
mediocre jt jg assumed that more technical assintance jg needed
to improve the businesses go they will be abte to pay back the
loans, Furlhurmnrc, larger loans are piven o busineasses due
to the high cout of making very gmall loany, necesuituting increased
teclmical assintance, further incrensing costs, and go forth,

An attitude ean very easily develop under these circum-
stances thm very small businesyey are imposgible to a8sist from
A cost and technical viewpaoint,

.

While there are no Projects which .- could detect in
Colombia that contained all (he elements of ag effective projeet,
that s, to ausgiuy through eredit, manageriag assigtance, ang
other gocial componenty rhe Improvement angd upgrading of many
informal sector hHHiHUHHuH, there are severyt amall private pro-
jects whieh Attempt to work with very poor people jn community
development, nutrition, health, which have added savings and loan
components,  Fogq ey Farents Plan and the Federacidgn Nacional
de Cruzada Soejal are two guch programs which have get up savingy
and Toan conperatives ay o way of mobilizing savings and pro-~
viding credit services to people without resorting to the nor-
wal conmereial channelg,

Given that the savings and loan mechanjsm ig essentinlly
the same in bogy Programs, it wag decided to study the Cooperat jve

Multinctiva de Desarrol 1 Social (CIDES) of the Federacign Nacional
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de Cruzada Social since iLs guarantees through solidarity groups
sad payroll plana provide further information on the merits and
problems of different guarantee mechanisms as well as the appro-
priateness of the savings and loan gystem to reach informal sector

enterprises,

IIT. PROJECT DESCRIPTION
Background

The Federacién Nacional do Cruzada Social (FNCS) was founded
3 years ago b, a Catholic lay group (Laicos) which, after the
"Bugotnzo" of April 9, 1948 and the assassinarion of President
Gaitan (a populist politician), decided that there had Lo be more
participation by private citizen's sroups in the social develop-
ment and welfare of the poor.

During the first twenty years the program was primarily
a small, mocial welfare organization. Its major functions were
to distribute food, clotiing, and medicine free of chiarge in the
poor commumities of Hogota. The organization was staffed by
volunteers, usually from the upper clagy,

Cruzada or FNCS (as the name is abbreviated) has grown
and currently has 11 regional offices supervised by a National
Director in Bogota.

Given ita growth and broader perception of it's role,
about 8 years ago Cruzada hegan to realize that the social wel-
fare components were sinply not enough to have any very fnr-

reaching impact on the poor or their lives. Much more wils necded
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in the way of general education and the docial and woral upgrading
of people,

Cruzadu hay evolved over the lagst 8 wearg into a program
vhich is based on providing services to ay miny people as poggi-
ble charging very low prices, ¢ has gotten away from welfare
including distribut jon of clothes, food and wedicine, Ag Cruzada
found out, becanse of its limited size and resourcey it could
ot reach very many people under jtg welfare orientation, Thoge
that it did reach did not rececive any substantive Asgigtance jn
terms ol personal jzed long term educationat, cultural, and gocial
improvement. Ay a resvlt, Crozada decided to shife to a more
developmental orientation touching on mony areas of socio~economic
coneern,

The multi-taceted Programming approach adopted by Cruzada
is congistent vith what are congidered to he Colombia's most
important development needs,

Cruzada lag attempted to address the needs of ita clientele
by maintaining a comprehenajve development effore on a gmall scale

within jes Mhilosophical and teonomic constraines,

Yrogram Areas
= Education a) The Social Promotion Center was designed
to provide short tourses once a week for g month in
arcas requested by Cruzada's clients, Thege courses
include handcrafiy, sewing, simple business methods,

sex education, and human relations., Aq) courses are



-107-

given at Cruzada offices in an upper middle class area
of downtown Bogotd. Part time teachers are hired and/or
Cruzada volunteera are uged to give the courses.,  All
scheduling and course content is coordinated by Lhe
staff Social Worker. This component is a highest pri-
ority for FNCS staflf because of its focus on improving
people as "complete beiugs.”  Through courses it is
hoped that people’u interest in their own well heing
will be stimulated and will lend to their nsing the ser-
vices oftered more diligently,

b) Centro de La fnmaculada is a school providing in-
atruction through the 10th grade for 400 low incone
girls. The Board of Directors is made up of FNCS Staff
with exception of the school’s Director who in a Catholie
nun.  The sehool s houvsed in a Cruzada building., All
teachers are paid Ly the District of Bogotd. Each
atudent pays Ps$200 (US $4.75) per month,

¢)  Hogar Materno e Infantil is a home and day care
center for unwed mothers and their children. Currently
there are 30 wothers and 80 children. The goal is to
provide a place for mothers to live with their children
while also enabling them to work, There are two teacliers
for the 80 children divided into two age groups., ‘Ten
Cruzada volunteers help with recreational activities.

The home itself is directed by nuns.
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- Health A health program was begun several yeunrs ago
working in Cruzada subsidized community health centers.
llowever, due to the lack of responge by the poor neipgh-
borhoods and the undevutilization of affiliated doctor's
time, and lack of volunteer doctory, it wan decided to
centralize these activities to wet up o health unit at
the FNCS oftices,

Even though it is not ay convenient for gome
clients, the system seems to be working better., The
medical unit provides services in keneral medicine,
denisitry, awmd has a bacterjology taboratory, The unit
is starfed by several aaid doctors who often have offices
outgide the center, but which work in the center part

time out of a gense of social responsibilicy,

= Housiog In conjunction witl SERVIVIENDA, a Jesuit
founded and operated pre-fabrieated housing foundat jon,
FNCS, through its saviuga and loan cooperative iy pro-
viding accens to low cogt housing through a apecial

. . ? . . .

gavings and eredit plan, Additional income for CIDES
is gewervated through thiy compontent based on |,) manage-
mevt of a revolving fund from Miserior and 2.) a per-

centage on house nales.

1500 annex 05,
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- Recreation This is not an ongoing program, but FNCS
has gome expericnce in thig area through periodic short

term projects.

nomic  Ten years ago a savings and loan cooperarive,

not under Cruzada's auspices, was started called Cooper-
ativa de Accion Social (CAS).  1ts objective was to pro-
vide nceess to credit through savings mobilization to
people who could not quality for credit in the normal
system. Several of the current FHCS ataff worked with
that cooperative, bue to internal philosophical probilems
with regard to the couvperative's responsibilitien to

its members, CAS was asked to leave FNCS and FNCS as

an organization withdrew support. A new cooperative
called Cooperativa Hultiactiva de Desarrollo Sacial
(CIDES) was set up under the auspices of SERVIVIENDA,
and FNCS and forty individuals, It took a year and

a half to get official approval by the Superintendent

of Cooperatives, a government of fice, but in March 1977

CIDES became official,

The Savings and Loan System: Cooperativa Multinctiva de Desarrollo

Sucial
As n result of the above internal philosophical dif-
ferences between FNCS members and the mianagement of CAS (Coopera~

tiva de Accion Social), CIDES was established,
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These differences arnge becaune of CAS's policy to in-
vest a large amount of jug funds in outside inventments which
were more protitable rathey than making loans available to mem-
bers whieh did not pay pood intevest,  CAS objectives over the
yeava ahitted more towvard increasing income and providing larger,
longer term credit. The curvent director of CIDES (who is aluo
the Hational Direetor ob FNCS) and another FNCY hboard member who
is an advisor te CIney now, lelt stvongly that CAS was Loo eager
to mitke the highest return on ita woney rather than previding
gervicen to the clienty through loans, haman development Programs
and cducat ion, They felt chat the social and philosophical
bitse of CAS au it was originally stated had been eroded by the
director and several influential membery, Many elforts were
mitde Lo arrive at an amiable resolution of the problem, but after
o time this seemed not to be a viable solution,

Instead of continning to attempt to change policies
or the leaders at CAS e was decided that FNCS would atart ite
oWl conperat jve,

Given the experience wich CAS, it wasa decided that
CIDES had to be structured to avoid the possibility chat any
one person's orientat jon would dominate and overpover the
thilosophical base of the arganization. ‘The founders and current
Board ot Directory, therefore, inclule two iunlilutiuuu, FNCS
ind SERVIVIENDA, 1y iy hoped that by having thege institurions
ag Board members, the social aervice orientatjon of the organi-

zation will have strong {ndacitutional hacking and continuity
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despite changes of iundividuals over time.

The cooperative began to operate almost immediately
with ex-members of CAS in FNCS installations, but not with legal
sanction. Provisiors in Colombian cooperative law, however,
make it possible for cooperatives to operate conditionally with-
out an approved registry from the Superintendency of Cooperatives,
Initial operations were difficult because of guverument inaction.
Potential members were wary of joiniug the cooperative until it
was lopally registered and approved.

According to FNCS's advisor ta CIDES, this is the govern~
ment's way of discouraging socially oriented cooperatives, es-
pecially those working with poor prople. Potential membecs wonder
why the cooperative is not being approved leading to a lack of
confidence in the atability of the cooperative and the safety
of their savings. Il registration at the Superintendent
of Cooperative's office iy stalled long enough, the cooperative
could dissolve by the time it is finally approved.

There is a general feeling at CIDES that government is against
socially oriented cooperatives perse and that government policy

is not desiguned to assist small buginesses.

CIDES Goals and Social Emphasis:

Savings and loan cooperatives are based on mobilizing
savings, creating a loan fund, and lending bsck to clients at
favorable rates of interest and on easier te,ms, Often the

systems make it possible for people who do no- qualify for other
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cidit programy o pool thejr resources for the benefit of the
Broup,  The cooperatjve i3 often the only institution which no-
bilizey the resources of low income people which, in turn, pro-
vides services to them,

CIDES ig o exception po thia, but in addition emphagizesn
its cconomie function iy only valid to he extent that indiyij-
dunly remain (he central focuys of (he cooperative, Tle goal
tor CIDES iy for individuals (o improve themselvey Personally
and economically, Individuily aye encouraged to come to FNCS
meetings, short cournes, and participate in savings contesty
and group activities designed to "promote” the whole gelf,

The fmportance of the saving function ig stresged by
CIDES and iy an important part of reaching thig goal. It gseems
ta be viewed philuuuphicnlly as a test of the coop member'sg
character,  The entire foundacjon of CIbEs provides a good
ceonamic service whieh will attrace people to the system which
ecan then, jn turn, he used to bromote all other FNCS activitiey
Lo membery,

CIDES believes g limited growth ig membership to the
end of breaking even cconomically gpg providing hotter HCrvices
to ity memhery, Under no circomstances wijl it sacrifice human
development o tooperative gize, The directors are convinced
that prowth muse take place and have set CIDES up to legally
enable it to torm branchey throughout Colombia, but the proceay

mst be measured ang not deviate from the overriding emphanis
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on individual moral and spiritual development.,

GIDES Hewbership:

CIDES views one of its functions to bring people of dif-
ferent backgrounds and ways of life together to foster under-
standing and community.

Coop membership currently numbers nearly 1,000, and
cuts across social barricra attending lower and middle-class
clients.

It wan caleulated by CIDES ataff that 102 of the member-
ship was sclf-employed and had their own businensecs which they
attended full time, or were FNCS volunteers nmd sraff.

But the major source of membership (1 90%) is from the
ranks of company employees, who are not independent entrepreneurs

and who ace generally lower class,

~ Yormal Sector Employces When CIDES was founded, the

directors decided thay really did not know much about
the market for the cooperative's services. A survey
was done to determine what types of people did not have
access to credit, what they did for a living, and how
to best reach them.

The survey showed that a very large proportion of
factory workers and other types of empioyces normally
had no access to credii., In a few cases, company savings
plana provided a means for workers to geL consumer credit,

but even so, the company plans did not provide any of the
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human development, services CIDES feely are egsentinl,

Sinee there seemed to be g larpe potential mem-
berahip there, a promotion plan wag designed whereby
companien were contacted and asked if they would pe-
mit CIDES to promote their cooperat ive anon company
employees,

By doing pPromot joy thtough companien the coopera-
tive iy able (o reach larger numberg of potential mem-
bera with the very small gtaff of volunteers and part
time help, Hﬁuunliully the tompany employeesn make up
the "group” through which Promotion is done in the ab-
sence of community organizations or other Brouping
arranpements,

Due to thiyg promot jon technique, Crney has a
large memberahip of Company workera, Ag this program
hasg evolved, friendy and relativeg of members have
also become aware of the cooperative by vord of mouth
or theough the FNeg health wnie or othe affiliated
nervices, ang have joined the caoperative,

This has hag negative reprecussiong, however,
gince factory workery and members promoted by word of
mouth o not necessarily live ipn the game arens,

Thus ¢1ngsg? membership g spread over much of metro-
politan Bogoea. This wakes {t impossible for staff
to do field work with the membhers and has made » cen-
tralization of CIDES/ENCS functions at the offices

impcrnlivo, which iy a-concern to the Divector,


http:collra.ve

114~

Overvhelmingly, CIDES members are from pourer
clasgen, but by the same token are not destitute. By
desjgn, CIDES members must at least be employed and be
able and willing to save which immediately in itself
defines the members as for the most part being toward

the top of the poor income bracket.

Sell Employed Fntrepreneurs About 102 of CIDES members
own their own small businesses which are full Cime in-
come gencerating activities, amd this is the proup this
study tried to focus on.  Clients who have uaed CIDES loana
for thelr Lusiness activiries specifically are quit-
well organized and managed.  They ave several notehes
higher than the typical informal sector businesses which
are chavacterized by extremely little mechanization,

very low productivity, difficulty in obtaining sufficient
inventorics, incfficient use of time through frequent

and redundant acrivities, and lack of access to formal
credit,

The businesses visited were vun by fairly arti-
culate people with medium levels of education., In only
one cage could the business be classified ag belonging
to the informal sector,

These entrepreneurs know their work well, normally
having worked previously as employees for somecone else in
the same line of business., This was the case apecifically

with a locksmith (preduction/retail business) a baker
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(production/retail), a tailor (production subcontractor
for large garment company) and a small neighborhood
store nwner,

The smallest entrepreneurs (a marker lady, a
seamstress, and g shoemaker) despiie a valiant attempt
on the part of Project seaff and the irterviewer were
impossible to locate. Unfortunately, these enterprigey
would have given more {nsight into informal economic
activities and the impace of CIDES productive credijt

at this level,

Besides the above categories, a number of CIDES members
had part time businessea ac home in addicion to their factory
employment to nagige with family income,

One seamstress worked all day in a large factory., Given
her ability in sewing, ghoe decided to open a smal) stop at
home.  Wieh cooperative loany she wag able to obtain a treddle
sewing wmachine aud raw material inventories,

Despite the face thav CiIneg esgtimates a Jow percentage
ol loaus to informal sector businegg activities, given the econ-
vimic setting in which CIDES uperates and the facr that miny mem-
bers are company employees, it may well be chat 4 surprisingly
Litge wimber of CIDES loans actually ave being used for part
time businesg activitijes,

This offers, pechaps, another large area of high demand

vhich is seldom tapped in productijve credit project- 1t may
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be that many CIDES members listed as employees have other income
generating actlvities and actually use their loans or part of them,
(claspified as consumption credit) for part time businesses, such
a8 a weekend furniture repair shop, a corner stand heside o

atadiun to roast corn or meat, or a small neighborhood foodstore

or kiosk selling beer and basic foodntuffs.n

Organization

CIDES is legally an autonomous savings and loan cooperative
under the auspices of Cruzada Social. The Diveetor of Cruzada is
the Manager of CIDES and the CIDES advigor is also a member of the
Board of Directors of Cruzada. Each of these people puta in half
time at CIDES, Some of this time is dedicated ro Cruzada
programs in general, although it iy difficult to clearly aeparate
the two,

The programs and directions of CIDES are, according to
the director, primarily designed and developed by himself, the
Cruzada advisor to CIDES, and another person on the Cruzada

coondinating committee,

This phenomenon was alse found in El Satlvador by the National
Director of Savings and Loan Cooperatives, Loan classification
is not often accurate. Many "consumption' loans are aplit with
part of the credit being used for purchases of raw materials for
part time businesses or stocking the small corner atore, e
felt that close examination would reveal a preater productive
nature of cooperative lending activity,
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Besides theye three "prime movers" there gre four fy])
time staff 4 CIDES who work excluuivuly in the office, g recep-
tlnniut/unuhivr, & credit nsﬂintnnt, an account ing nuuiﬂtnnt.

and g mesgenger, who gige has gome account jng reupunsibility.9

ELQJEEE*ASLiXiELEE’ CIDES iy an integral Part of the
FNCS approach o assistance (g the poor iy Hogota, but
does not actually pyy any of the social s¢rvicen directly.
CIDES offerg these Previously described services to
membery ag part of a package nvailable through jcg
affiliagion wvith FNCs,

Anyone cyn use FNCS vices gince it ia not g
membeluhip uruunizntion. as ias Cipes, Chargesn to CIDES
members apg their fnmilion. hnwever. are lower op free
of charge than to the non affiliaceqd user of gervjcegq,
Instead of Paying Pysq0 (UH$I.45) to the healen unit,
cooperative memhorg ray Ps$40, Similar]y people who gre
ot memhers of CIDES mugt bay FNCS Ps$400 (USSQ.SO)
for ghore courses, while CIDES membery with over Pa$l200
(USSZH.SO) of savings in the CO0p may attend the courgeq
free of charge,

CIDES functiong are:

1, to provide jtg members wich o gavingg mechan jgm

and accesg (o credit on easier termg than vith

the formal banking 8ystem,
————

9Sce annex #g3 and 4 for specific staff functjong and pergonne]
profiles,
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2, to encourage personal improvement through
short courses and social atmosphere at FNCS.

3. to lacilitate access of itg members to
other government or private services not

. . 10
provided by the cooperative,

Promotion: Promotion of the cooperative {or the purpose
of getting new members iy aceomplished in large part by
word-of-mouth. The cooperative does have brochures
explaining its programs, but these are usually given
to prospective members after they have come to the
office for the firnt time. More formalized promotion in
companies is algo done by Fanuy Carcia, the CIDES advisor
who makes periodic company visitas to explain CIDES and
the advantages of their fiystem to company management,
Upon management's approval Fanny then attempts to promote
CIDES with the workers. With this type of promotion,
CIDES hopes to be able to attract at least 30 new mem-
bers per company at a rate of one company per month,
However, on the average, only 20 members per month have
been joining.

Since CIDES must reach 1,500 wenbera to become
self sufficient, it isg tiking several initintives to

bring more members into the cooperative., Through its

owhile CIDES provides a facilitator role to menmbers to help them
identify services which the cooperative cannot supply, it wishes
to be as autonomous as possible with ag few links, eapecially to
fiuvernment as possible,
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management of a revolving fund for SERVIVIENDA, one of
its co-founders, not only does CIDES receive interest
{ncome, but also all SERVIVIENDA clients (who are very
poor) who wish to buy housing through the CIDES/SERVIVIENDA
revolving fund plan must become members of CIDES. This
plan, then, will automatically “promote” about 300 neow
members in 1980,

Thisg plus its company promotion and simply word-
of-mouth promotion will enable CIDFS to reach its goals

for self-sufficiency within a year.

Membership Requirementa: In order to belong to CIDES members:

1. Must be 18 years old.
2. Must not be affiliaced wvith another savings
and loan coopcrative.ll
3. Must not be an invalid -~ must be able to work,
4, Must demonstrate interest jin becoming a member.
5. Must pay an initial fnscription fee of Ps$50
(US$1.20) and deposic Ps$70 (US$1.45) in a
savings contributions account and at least
P3560/month thereafter the accumulation of which
serves as the basis for his credit limit later.
———
lIThis is in part due to competition, but primarily to avoid members

having too many obiligations to different sources, thereby diminishing
the risk to CIDES in terms of the credit function,
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While interest and deasire are atated to be important
parts of the selection process, the most important re-
quisites are to have paid the inscription fees, met the
age level, and be employed. All inacriptions are done at
the CIDES office with each prospective member individually.

Once a person fullills the ahove prerequisites
he then can become o "heginning member" (socio de inicia).
This invalves filling out & Tarjeta de lngreuo.l2 a8 simple
data sheet with personal information, the type of business
or work, the amount of income and the amount to be con-
tributed monthly to the loan fund (aportaciones). The
receptionist/cashier fills out a control cnrdll which in
vged to record savings aud contributions.

There are two types of accounts that can be opened.
One is a repular 12X savings account (deposito de termine
fijo)lgnd the other is a contributions account (apartaciones)
which doen not accrue interest.

The member has free access to his savings account
(deposito de termino fijo) after a fixed time limit, but

not to his contributions (aportaciones). This is hecause

2 -

See annex ! 6 Jor sample card.
3

See annex f 7 for sample sheet.

4
See annex & B for anmple card.
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the cooperative depends on the contribut jong accounts for
the development ang Rrowth of its loan lund and ¢hig
cannot be deploted through withdrawals, The loan fund
constitutey the funds availapje to members for credit
purposes, Thig Account can only be drawy upon at the
time a member deciden to leave the cooperative,

The amount of , member'g contributionsg to this
account (nportncionen) eventually determineg the limit
of that member'g credie, usually three times the amount
of his contributions, Thiy syatem makes ft posaible for
the cooperative to secure at lenst 337 of any loan,

The minimum contribution per member ias Ps$)200
(Us$28) belore he can be elipible for credit, And
the growth of this fund muse be conatant dcmonntrnting
a4 suatained Propensity to save, The peraon must nlao
have been a member for at lenat two moaths in order to

qualify for credic,

Credit:  Moge People join CIpES to Ret loans on better
ternsg compared to banka, atores, distributorg and money
lenders, CIDES charpes itg menbersn the extremely Jow
interest or 12 per year on the unpaid balance of tie
loan calculateqd monthly. There jg no doubt ag to the

advantage of thisg credit, which ia Aubgidized by all the
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cooperative members to those who bormu.ls
During the first nine wonths of 1979, 205 loans
were granted which broke down in the following manner:
TABLE HNo. 116
Number Toral Amount Average Amount/lLoan
65 $Ps 637,900 ($15,010) $Ps 9,813.85 ($231)
27 $Ps 167,700 (5 3,945) $Ps 6,211,311 ($146)

66 $Ps1,404,500 (533,047) $Ps21,280.30 (5500)

21 $Pa 133,000 ($ 3,130) $Ps 6,333,313 (5150)

26 $Pa 578,500 (513,612) $Ps22,250.00 (5524)

A3 can be seen, overall loan amounts are very
small. With highly negative real rates of return on
the loans, CIDES simply caunot afford to support a large
staff énd spend a great deal of time on promotion, su-
pefvision, and loan analysis,

While the average loan to small businesses was
US$524, some loans were as small as P3$9,000 (Us$212),
in one case to a "tarjetaria® - a woman who ran a smal)
card stand on a seasonal basis - Christmas, Faster,

and Mother's Dﬂy.l7

———— — e

5
Colombia’s inflation rate is approximately 25X per year.

l6See annex 19 for CIDES lending history from its [ormation
in March 1977 to the preseat.

17 A . .
For more complete descriptions of ocher businesses assisted
see annexes #1 and 2.
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CIDES uses n very nimple credit process making
it posaible for people to receive their loans quickly,
CIDES ataff doea not vinit loan vecipients nor do they
do direct verification of loan uye,

Thia is partiy because they do not have the
stalf for this kind of activity, but also because ic
in oot really needed in CIDES' estimation. The reason
for loan analysiy iy narmally to diminish risk and en-
hance payback, hut CIDES has uo problem in this regard,
There have been some late payments, but never any de-
faults,

Furthermore, the gpuarantee mechanisms which
CIDES uses not ouly cover a large part of any risk of
leading, but also enable members access to credit where

they would normatly he inelfigible,

Eﬂﬂ[ﬂﬂtoe Plang:  There are three typea of puaranteesy
used by CIDES including the traditional personal co-
signer.  Two, however, are particularly intereating
since they eliminate the bulk of the elements of other
plans which normally rely on traditional property, fixed
income, personal co-gigners for proof of solvency, etc.

and replece those with alements vhich the members of

CIDES can most readily provide,
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1. Payroll Deductions (Libranza) for Einpleados

de Planilla" (Payroll Employees)

Companien often agree that provision of
credit nmervicea are fmportant and necensary yol
there miy be no plan for employees.  CIDES, cthrough
its company promotion then tries to market the
“payrotl deductions" plan to the company managers.
1 the company agrees to the gcheme it assumes the
responsibility of guaranteeing the loan and of
administering the payrotl deductions frow the
salaries of company employees who are CIDES men-
bers and whio have borrowed from the cooperative,

Upon receiving a statement for the current
pay period from CIDES showing the employees name,
account number, savings, principal, interest and
running loan lm]:mce18 the company prepares a
payrolt form'9 including normal deductions required
by law plus a column (#9 of annex #11) which is

the total amount of deductions for the company

for sample form,

for sample form,
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(in agreement with CIDES annex 210), This column,
when added up for 4] employee members of CIDES,
gives the amount of the check which the conpany
should sead to CIDHS.ZU
There is no risk involved to either the
company of CIDES in this cage since the loans
are covered by 1,) the employeed income (pay-~
roll) and 2.) severence pay which can be held
by the company should an employee quit or be
fired,
About 250 members or 25% are under thia plan,
While some companies are anxious to have
CIDES provide ity aervices to employees, there
are cases in which managers do not want the bother
of dealing with payroll deducetfons.  oOr they
may simply lack the time or formal payroll syntems
to be able to implement the payroll plan, In
these casea, company employees join CIDES as
wauld any other person withour the payroll de-

ductions gervice.

2, In addition to company employees which com-

prise the bulk of cInks membership, approximately

It o interesting to note that through this plan not only are
loany efficiently collected but also obligated savings are
deducted and nent to ClhES automatically,



-126-

102 run their own businesses. Those CIDES members
who are compuny employees not under the payroll
deductions plan and those who are indepeudent
buginesamen or informal sector entreprencurs

are grouped into the "empleado suelto' or "loone
employee" category. These members may choose
between two guarantee formats, They are:

I. A Personal Guarautee vhereby cosigners
who can guarantee solvency assume iia-
bility for the unsecured portion of
the loan., (The traditional gystem).

and:

2, The "fianza solidaria" which is a group
gusrantee system under which groups
collectively asgume Linbility for the
ungecured portion of che wenbers'lonns
without any traditionally required

proof of solvency.

Fianza Soli ia (Solidarity Guarantee): This

group guarantee mechanism is of primary interest
in the report since its organization in the CIDES
context will be useful in the analysia of this

type of puarantee system in general.
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The flanza golidaria ysed by CIDES was de-
signed by Fanny Garcia, Alvaro Perilla of the
FNCS staff and two lawyers nine years ago. They
recognized that the veople they were most intent
on reaching through the tooperative (CAS at that
time) were not able to put up the normal property
or financial guarantees required and for thig
reason set out to develop a mechaniam appropriate
to the needs of the target clienta. The basis
for the fisnza solidaria ia that given a clear
wnderstanding of the collective nature of the
Bronp puarantee, people will form into groups
for the mutuat benefit of the members,  The peer
Pressure within the Rroup =y well as jta lopal
dtatus will ensure that any member wili pay off
hiv Loan otherwise the Broup members are held
respongible collectively for loan repayment,
Furthermore, until the deliquent member paya,
the other ~embers will not be eligible for cred{t
further creating pressure to pay. Groups may
be formed by:

I. People who know each other from their

work (puusibly in the same factory)
and who liave specifically joined CIDES

with the idea of forming a credit group;
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2. People who know each other from the
sawe neighborhood or a group of friends
from disperse neighborhoods; and

3. Fomilies,

The members of the groups select themselves
on the hasis of who they feel are trustworthy
and will be good rinks,

Thus peev pressures will be astonger than in
the case where groups ave “formed" by project
staff. According to a project gtaff member,
clients recognize *he {wplications of the faet
that they have developed the group themaelves and
will be less inclined to renege on that resgpongi-
bility by blaming project staff for internal
group problems resulting from someone not paying
hia debt,

Groups are formed by five peuple.2| All
members must come to CIDES to sign a legal document
which iy then registered with the Colombian National
Tax Offico.zz(ClDES, deals with the tax office
directly and group members are required to deal

only with CIDES.)

CIDES han tried many group sizes. According to Fauny Garcia this
in the group size which has proved easiest to work with., It is
small enough to be able to constitute cagily yet large enough to
cover CIDES risk through the collective gaviogs of the members.

2
See annex 012 for sample,
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This document states the names of che members
of the group, the conditions wder which the Rroup
is legally hound ant the maxiown 1imig of credit
available to (he Broup as a vhole a4 determined
by their collect jve contribut ions to the toan
fund.  Eael time o member changes or drops out
of the proup or requests a change in the Limit of
credit to the Broup, a new docuaent must he drawn
op and repintered, Slight costgy are incurred
in thig process which are defrayed cullcct!vely
by chMHegnmw

Ouce each Broup is formed, there is no ge-
quired further contact between al the group
members.,  Thig seems to he primarily becanse the
“fianza solidaria" iy only perceived by Cinks
A8 A guarantee mechanisgm and not as a poggible
forum through which to provide additional services
of FNCS such a8 human relations, commumity devel-
opment, busineay management , nutrition, and
healeh pPropgrams among many others. |[n thig,

CIDES and FNCS may be losing a powerful develop-

ment tool,
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Application for Credit: All loan applications are

submitted individually to CIDES regardless of the type
of guarauntee program. The forms used are identical and
include all pertinent data including cn-signers.ZJ

The only difference is that when a member of a "fianza
solidaria" (credit group) applies for credit his co-
signer, another member of the same group, instead of
providing personal solvency, commits the group to back-
ing the loan as agreed when the group was legally con-
stituted.24 .

In the case of "empleados de planilla" who are
oun the payroll deductions plan the co-signer is a pre-
viously designated company official who approves the
amount of credit on the basis of the employee's salary
and accumulated severance pay as well as his savings
at CIDES.

Once applications have been submitted with the
co-signers signatures, the credit assistant reviews
the application and makes recommendations for changes.
Regarding the amount of the loan if there is a discre-

pancy with the applicaats accumulated savings, for

23

See annex f13 for sample document.

24
It must also be pointed vut that blocks 2 and 3 (Finca Raiz)
and (Garantias) on the reverse side of the application are
rarely used. Mommally the company (payroll deductions plan)
or one member of a "fianza solidaria® simply gigns the Fiador
or Cosigners block without any details,
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example, the necessary changes will he made, The credit
asgistant then subnits the application to the Credit
Committee for (ina) Approval. Uepending on the amount,
loans are usually made for one year with monthly pav-
menty,

The Credit Conmittee, which ig compoged of co-
operative members, meets once 4 week to review and ap=-
Prove or reject loans on the banig ot the financial
condition of the cooperative,

After Credit Committee approval, the applicant
alone is asked to sign a pagaré (loan contract) with
CIDES which states the Amount, jutereat rate and other
termd of the loan and conatitutes a legal ob .igation
for the applicant and hig gunruntorn.25 This doecument

is registered with the Colombian National Tax office,

Collection: lLoans are normally paid once a month de-
rending on the size and purpose of the loan. Payments
are made by the members at CIDES, CIDES does not have
field coliectors since they believe that the members
must adgume the responsibility to take the time and ef-
fort to live up to their obligations as part of the pro-

cess of developing individual character,

————

25
See annex {14 for sample document,



~-132-

At the cooperative the receptionist/cashier
fills in a credit control cnrd26 to vecord loan pay-
ment and gives the member a receipt.

This system of collection necessitates perindic
trips to CLIDES by members possibly inducing them to
take advautage of courses and health services offered,

Late payments have not been a problem representing
only about 5% of Lhe number of loans uuLntnnding.ZB
Most members are punctual in their payments. Since
interest is calculated on the basis of the unpaid bal-
ance, there is an important incentive [or peaple to
cancel their loans as quickly as possible.

CIDES appears to take the attitude that late
payment cases should be treated leniently, since there
may be very good reasons for delinquency. 1n these
cages the credit assistant contacts the member to find
out the cauges of his lareneas, at which time these
reasons are related to the Credit Committee which makes

a decision on whether or not to approve an extension.

2('See annex f15 €or sample card.
27
See annex 016 for sample.

8
I do not know what percentage of the portfolio this figure
represgents,
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Where extensiong are not varranted, after a week
a panalty of 121 of the missed payment ig charged.

To date there have been no unrecoverable loans,
but in such a cage provisions are that the cage would
be turned over for legal Processing and specific col-
lection procedurea woyld begin. Algo 4 fine of 102 of
the {ntitial loan balance would be charged,

In sum, CIDES {g indeed providing a credit ser-
vice to people who wou) otherwige have difficulty
qualifying, 7The tooperative {g also ip a very en-
viable position in that ia hag largely covered its
risk in the design of jtg credit plang through very
gimple procedures,

In the firgt place a third of any loan it makeg
is automatically secyred by the regulation that only
three times tie amount of savings he granted to any
individual loan applicant. Ang second, depending on the
guacantee format the total unsecured portion of the
loan is covered 1.) by payroll deductiong or, by ex-
tension, severence pay if the person leavesg work;

2.) bya cosigner, or 3,) by the collective savingg
af the group in the case of the "fiunza solidar(a."29

The cooperat fve collects memberg! money into
a savings pool, restricts the number of people who can

———

29
See annex f17 for control record of loan from "fianza golidaria,"
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use the pool by minimum savings requirements as a pre-
requisite to receiving credit, and iends back to the
owners of the money (the borrowers) at an advantageous
rate of interest compared to banks, stores, suppliers,
or money lenders. It furthermore invests other fixed
time deposits of the members in high yield accounts
goining an interest differential, which can be used to
increase loan or guarantee funds depending on the type
of account invested in. The major trial for the co-
operative is to continue to not only increase member-
ship and the loan fund, but also to continue to pro-
vide the social services essential to maintaining CIDES®

philosaphical outlook.

Funding: CIDES' income is from interest generated by
loans to the members, interest from loans to large
corporations and deposits in banks. Recently CIDES
has agreed to collaborate in SERVIVIENDA's effort to
increase the sales of low cost homes in poor neigh-
borhoods. CIDES receives income for their referral
services, management of a revolving fund for SERVIVIENDA,
and as a commission for houses sold.

Net income through all these sources reached
P85358,000 (115$8,420) from January to Septcmber 1979,
Expenditures for salaries, frinpe benefits, pavroll
deductions for social welfare tax, maintenance, utili-
ties, training courses, transportation, etc. totaled

$348, 400,
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This apparent Surplus income wug quickly dig-
dipated, however, gince part of net income way intereat
trom o bank to CIDES. This muney by law had to he put
into 4 reserve fund to cover coop lusses and gg such
wds not available (o CINDES,  So income at the digposat
of the coop was P3526,000 leas (currespunding tuv that
type of intercst income) or Ps5332,000 (US$7,810),

Even though balancing the budget wag 4 major
reason for CIpks Linking up with SERVIVIENDA on the
housing program, there is stjll g deficie,

CIDES received during the firye nine months
of 1979 Pu$146,000 {US$3,435) from the SERVIVIENDA
Project which also requirey housing clienty to be-
come cooperative members, Without thigy sum, 41 of
CIBES income through September, thejr financial situation
would have been disastrouy,

In addition to SERVIVIENDA cullnburation, PACT
(Private Agenciey Colluborating Together) a consortium
of private, hon-governmencal, non=-profit development
organizat jong Provided a grant of Ps$500,000 (US$12,000)
over three years to help pay salaries, fringe beneficg,
and other miscellancous cosey in the field of audio-
visual aids, transpovtation, and the like. From March
1978 through May 1979 PACT had Hubsidized CIDES dalaries
and benefity by P33392, 000 (US$Y,224) or 78Z of the

totnl subsidy.



-136~

During the last two years, CIDES has gradually
absorbed more responsibility for its payroll and now
1s paying the full salary of the four permanent full
time CIDES employees and the SERVIVIENDA project so-
cful worker. PACT still subsidizes the director's and
assessor's salaries.

CIDES management recognized that they must break-
even by the end of 1980 when the PACT subsidy stops
and they are making str'des toward that end. The
director is confident that they can attract 30 new
members per month for the next year which vould give
CIDES sufficient membership and sufficient loan and

term deposit funds to break even.

Project Impact of CIDES on Mcmbers:

Economic: general
!, lowvers the cost of credit to members by:

a) replacing higher cost "street loans”
or sunplier credit.

b) providing loans at interest with negative
rates of return (internal cross-subsi-
dization of interest by cooperative
members) below other commercial and in-
formal sources.

c) calculating interest monthly on the un-

puid balance.



Econonic:

l.

Social:

l.

2.
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Mobilizes savings of the members:

a) requires people to save on a pre-de-
termined schedule small fixed minimum
amounts. Credit is then granted jin

multiples of their savings levels,

entreprencurial: g addition to the above:

Loans for productive purposes allow entre-
preneurs to incrense thejr productivicy by
enabling them to srock aufficient inventories
of rav materials to:
a) increase the lengeh of production runs,
b) reduce frequent redundant business ac~
tivities necesitated by lack of cash,
Credit helps reduce the costs of production
th ough making it pogaible to obtain quan-

tity diacounts,

Through FNCS, CIDES:

Lovera the cogt of healceh care to members,
Increases members' gkills through very
basic skills training at very low cost,
Builds a sense of community and a deeper
underscanding of the members' socio-econ-
omic problems through various training

activitiey.
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IV.  PROJECT ASSESSMENT

There is no doubt that the lay Catholics (Laicos) who
run FNCS and CIDES are highly comaitted to addressing social
needs as they see them. HBoth volunteers and staflf are highly
motivated and are dravn from a unique hody of talent - usually
middle and upper class professionals - who have made a very
special personal commitment to improving the economic and social
lot of poor people tiirough the FNCS/CIDES program. This assures
close philosophical compatibility and at least a minimum level
of social commitment on the part of the people involved.

Relations betwnen CIDES staff and cooperative members
are cordial. More importaat there seems to be a genuine in-
tereat on the part of staff in the members. This could be the
case because:

1. all personnel at FNCS/CIDES are also members of

the cooperative and are personally interested in its

functaoning and,

2.) there is aften a stvong similarity between the

backgrounds of the staff and newer CIDES members posg-

sibly fostering a sense of identity and empathy.

CIDES and FNCS are not providing training and social
aervices in a vacuum. The Colombian Family Welfare and Social
Security Institutes both offer free health and social services.
The Natjonal Vocational Training Institute provides excellent

skills training opportunities.
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Even g0, the difficuley of obtaining thege public ser-
vices iy tremendous, Long lines, hours of waiting and impersonal
Hature typify publijc health clinics,

CIDES and FNCS fill g amall pare of the void between
the limited supply of public services relative o demand for them
vith the fundumencal difference that FNCS and CIDES are capable,
because of their size and orientation, to personalize to a large
exteat all their services and continually monitor the needg and
desirey of members. This is 3 greae advaatage to being small.
Bit CIDES will have to be innovutive‘adnpting ity present design
if it vishes to have any significancly large socio-economic
impacet in Bogoia,

At CIDES the roytine work is dane diligently, The
accounting tasks are well defined apd the vork flow ig smooth,

The atmosphere ig relaxed. There appears to be a greac
deal of mytual respect between employees., There ig an obvious
respect for the hierarchy, but not in the gense of "bosses" ang
“subservienys," To a large degree the respect shown, for ex-
aaple, to the director and advisor has jtg roots in the kind

of peonle they are rather than the position they hold,

Future Plany

CIDES will continue to solidify its economic base in
Bogata during the aext year as its subsidieg vind down. Thig
will mean increasing membership by 500 which the director says
will aot be a problen since the housing program (SERVIVIENDA)

alone will Provide at least 320 nev members, In addition
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the "company" promotion, which the direcenr feela is fairly

ensy, will provide at lerst 20 members per succesaful promotinn,
If nine companies arc propoted in addition to the houding program
then CIDES will reach its goal, When the Bogotd branch reachea
4,000 members, it would p:obably open another brauch in the
southern part of the city. The director is certain that the co-
operative could adminiater 10,000 members, if the objectives

were strictly economic,

lle reiterated however, that while growth ia neceasary,
CIDES will alwnya measure it in terms of both the economics and
personal gerviced for members, CIDES members are proud that they
are not atrictly numbers on an acoount or loan balance.

CIDES s very wary of the possibility of depersonalization
of the cooperative through wnlimited growth, They will not per-
mit the cooperative to become a financial "octopus” and loge
gight of its predominantly social obhjective.

For this reason, the by-lawa of CIDES were written to
allow CIDES to set uwp many branches throughout Colombia, under
CIDES'name. Each cooperative would maintain a size which waa large
enough to be viable economically, yet small enough to continue
to give the kind of personal aervices to its members it feels
are imperative.

CIDES Bogotd would maintain centrnlized control of the
directions, growth, and philosophy of each branch cooperative.

CIDES Bogotd also secs itself providing other support services
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to the branches in dccounting, and human development coursesy,

There are fourteen branches of the FNCS throughout
Colombia, eight of which could set up CIDES branches, To do
this CIDES Bogotd would have to rely on contlnued subsidiegy
on the sheit run to fortify jtg accounting and other back~up
services, They are very clear, hovever, in their refusal to
receive government funding., They ingist on independence and
will not risk government interfervence,

Currently the second CIDES Cooperative, still in em-
tryonic form, is being formed in the city of Manizales. [t
will be a long time, however, until it becones functional since
it must firse get a membership base and aufficient savings ac-
cumulated for the loan fund to become operational,

CIDES' director recognizes that the impact of che co-
operative is limited by the absenge of sufficient staff to do
field work., MNe believes that CIDES should have much more direct
contace vith members on their own "turf." But the problem {s
not lack of recognition or desire rather that the custs to the
eoonperative would be prohibitiye on a one-to-one basis.

In this context, final discussion with the director
dealt vith the possibility of CIpDES increasing its impuct {in
the fomediate future by ctakiag advaatage of the grouping mech-
anism of the “fianza solidaria" which already exists. lostead
of using the groups strictly as guarantces they could be usged

in any number of Ways to provide skillg training, social
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conciouanesn, management assistance, and so forth,

Project Replicability

FNCS ie running a socially oriented program which has
recognized the economic needs of the beneficiaries. CIDES was
formed out of the pragmatic recognition within the social con-
text that savings mobilization and credit were two ingredients
desperately needed by workers and their families. These options
were not accesgible to the great number of people in need, thus
CIDES came into being.

The cooperative is predicated on a savings and loan for-
mat and in this context the project iy replicable. But CIDES,
being part of a broader context within FNCS utilizey training and
health services which are not directly related to the cooperative.
CIDES does not pay for the extra sarvices - either FNCS or the
individual participants do - but the services arc offaered as
part of a CIDES package.

This kind of package would be difficult to replicate
in other savings and loan cooperatives unless they were also
linked to another organization which could help defray the costs
of the aozial programming.

A major reason why FNCS can implement its social pro-
gramming iy that it utilizes a large amount of volunteer assis-
tance in program management and support. Volunteerism can be
replicated, but it is such an unsure part of the project design

that to design volunteer management and support into a project
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vould be risky, In general, for the purposes of project dosign,
the use of volunteers should be contemplated but not assumed,
Furthermore, since the moving forces behind the program
are committed ‘v social Programs as memberg of g Catholic lay
organization (Laicos), they exude a social attitude and dedication
to these goals, upon which FNCS and CIDES are predicated, which
is not genernlly replicable unless similar organizations are
identified ag the lmplementlng agencies. These qualities should
undoubtedly he strongly Jupported, stimulated and encouraged
by program design and the pProject managers. This {5 surely an
extremely valuable component of any program, but replicable
Programs should be designed around the mcst common programatic
denominators and not those which are least assured, such ag re-

lying on volunteer ataffing levels to cut personnel costs,

l.essons Learned:
~atng Learned

1. Credic:

- Credit attracts people to other services of
FNCS,
- Credit saves people time through reduced frequency

of redundant activities. (See annex 1 for short
discussion of supplier credit,)

=~ Consumer loans for appliances are most often
subject to late payments,

- llousing loans are the beat since renta usually
convert to house payments and people know their

investment js appreciating. They will never
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put that into jeopardy by defaulting.

2. Promotion:

- Promotiocn through companies is an interesting
and successful way to recruit credit union mem-
bers. Ian licu of other community organizations
or grouping mechanisms, this form of "group
prumotion” has the potential not only to reach
the consumer market, but also many company em-
ployees who may have part-time businesses in
order to make ends meet.

From a cost atandpoint, it is an efficient
eyatem of promoting potential cooperative members
despite their disperse geographical locacion.
The system is based on initial demand stidies

for CIDES' services.

3. Social Services and Loan Supervision:

- The disperse geographical location of members
makes field work of any kind impossible for the
cooperative. From personal experience, the time
and cost of such visits is absolutely prohibitive,
Some use of the “fianza solidaria" grouping
mechanism stipulating that members of a particular
group must live within a given area (two or three
contiguous neighborhoods, for instance) would
encourage more intra-group relationships and make

possible more CIDES/FNCS field work with more clients.
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Host of the kinds of social mervices which FNCS
provides could easily be done in the neighborhoods
enabling FNCS to reach more of its currenc members
directly as wvell as promote more members.

If social servicos were provided through groups,

it may also be possible to do at least minimum

loan supervision at the same time with several
mubers with no appreciable increase in coats,
Because of overherd and person. :l costs, l.ealth
services should be provided at a central location.
Good promot fon of the services possibly through
ueighborhood meetings based - the "fianza
solidaria" would stimulate in.reased ugsage of the
services.

Logistically it iy very difficult for CIDES to
mafntain contact with members, except through

the mail. Given its' promotion techniques pri-
marily through vord-nf-mouth and companies, mem-
berhsip will be disperse. To denl with this problem
as it uffects social and credit services one sug~
gestion would be to stimulate sectional associations
of members throughout Bogota which would organize
themselves into service groups again based possibly
on the "flanza solidaria.” They could draw on
CIDES personnel to come to the meetings to provide

short courses, skills training and credit supervision
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requested. This kind of systew could be promoted

by using "Laico" or FNCS members at the community

level,

A small cooperative such as CIDES will have

problems defraying the costs of essential health

eéervices given by the cooperative, In order to
avoid excessive subsidies FNCS/CIDES have pursued
the following course of action:

1. FNCS installs essential equipment and small
tools aud supplies ne:ded by the service.

2. Doctors, dentists, nurses, and lab technicians
are hired as private contractors who provide
contractually arranged services at very reason-
able pre-established prices to members.

J. The proceeds of the visits are split between
the contractors and FNCS.

4. The sponsoring organization offers the services
to their members providing the base clientele
for the medical staff's business.

5. Further clientele are offered health services
through inter-organizational agreementa with
other small groups which, alone, cannot make
the services available,

6. Services are also open to the public at lower
prices than normal commercial rates but about

double those of members.
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This system: 1.) gives good business to young medical
professionala who are establishing themsclves, 2) pro-
vides low cost services to FNCS/CiDES members, and 3.)
does this under contractual arrangement which avoids

high subsidization of the projece, The subaidy to the
profesnionals is in the interest payments on any large
equipment which needed to be bought - especially the

dental chair and X-Ray machine,

4. Guarantees:

-- Arrangements with employees to make payroll
deductions from members’ paychecks pruovideg a very
safe guarantna, Seversnce pay as well as ip-

dividual Bavings may be yged as back up collateral,

The "fianza solidaria" Broup mechaniam aq organized and

uged in CIDEs points up several facts,

- Groups should be self-forming in order to maximize
the eense of teaponuibilfty amcng the peers. The
CI1DES advisar pointed out that vhen staff "formg"
the groups, the risL of default increases. This
{3 because there is not a strong sense of respon-
gibility ip the group for jits own formation and
its own decisions on the relfability of the members,
Thus it ig ensler for group members to blame pProject
staff for pPoor decisions on who is or {g not a
reliable candidate for inclusion in a "fianza

solidaria,"
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Further peer commitment for the loan and intnrest
in the credit process could be fosteged by more
involvement of all the members in the applicstion
and approval process. Curreatly, only one group
member in addition to the applicant need know of
the loan applied for. No one e¢lse has a chance
to question the size or purpose of the credit.
In order to encourage fuller use of the “fianza
solidaria" tool, it would be useful to require
all group wembers to be prenent fer the final
approval of the loans or if this is cumbersome
possibly o signature from each member would suffice.
Currently it is perfectly conceivable that three
of the five members know nothing of the loan they
are '"guaranteeing."

Uinder the current aystem there is no attempt
to use the “fianza solidaria" for expanded social
purposea. This would provide a good opportunity

to bring people together for any numbbr of purposes.

Collection:

CIDES boasts 1002 payback with no gupervision,
technical, wansgerial assistance, or collection
mechanisma. Three loans are late in paying back
out of over 250 l-:ans outstanding.

Interest calculated monthly on the unpaid balance
encourages people to be punctual, if not even

alead of schedule on their payments.
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Financirg:

Negative real intereat charged plus intevrest pay-
menes on the unpaid balance calculated on 4 monthly
basis are very advantageous credijc terms for the
memberg - especially those who are wall establighed,
But this wil} eventually require thar the cooperacive
seek outgide 8ources of income through management

of another organization's revolving fund or interegt
earniag income from high yield lnventments.

Without outside Sources of incoun gmal] gavings and
loan cooperatijves with an aim to working at the very
bottom of the socio-economic scale will have to

be extremely conacious of coats. Since Providing
amall doses of credit for poor people ig subatnntinlly
more expensive than making larger loans to the middle
clasg, savings and Jloan cooperatives which have started
very poor tend to allow their membership to drife
socially upward, The vpper echelons of the lover
class and the middle clags have greater propenaitieg
to save and loan funhs can grow more rapidly, Large
loans can be made to wvealthier People at given rates
of overhead thus redicing marginal costg, This
phenomenon hag been acen ac CIDES to some degree

and in other credit unions fn Peru, Ecuador and E1

Salvador,
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7. Finally, and perhaps particularly relevent to organi~
xations with strong social motivations, it {s important
to sssure the continuity of goals and objectives by
creating lapersonal iostitutionsl ties with other similar
organizations through their inclusion (aa organizations -
not individuale who happen to work in thess organizations)
on the board of directors. Undoubtadly organications re-
flect the peraonalitiec and objectives of the people
runaing them. Hopefully thesa will be consistent with
the purposes snd wotivations of the organizstions them-
sslvas.

The lesson from CIDES ia that it is good to create
inatitutional checks on individuals which do not cramp
their creativity, but which do ensure vnat fundamental
changes in the goals, objectives and methods of organizations
are done knowingly with balanced perspective from outside.
Otherwise, the fundamental nature of organizations can
purposefully or inudvertantly be changed by a patticular

individual or group's whim.
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Annex f1 Cage Study

Nuighhorhoodnggore

Don Campo Ardila, with two other members 6[ hias family
bought a row houge eleven years ago in a low cagt highly gub-
sidized houning Project in souch Bogotd. Ypon teaving a salarjed
position ag administrator of a Bogotd pawn shop, he decided in
Mareh 1978 o start a amall Brocery store in hig home to serve
neighborhood needs, e gellg wvide variety of productg 8uch ag
vegetableg, pPotatoes, yuca Rrainy (rice, beans), e8gs, soap, paper
produces, candy and liquors,

The household js made up of Campo'sg mother, sister,
brother—iu-luw. and two gmall ¢hildren, Botj the sister ang
brother-in-lay are factory cmployees, one chily studies in pri-
mary school, the other child 1s taken care of at home by Campo's
mother who nlternntely does the housework ang ninds the store
when Campo is op an errand,

The business ig Campo’s and gs such the {ncomes from
the store and hig relatives are kept geparate, Instead of pay-
ing "rent" for the store space, Cu;po helps support the house-
hold by Providing some foondsg such as tomatoes, potatoes, and
ether vegetables as wall ag gp equal share of " mortgage
(rcflcc(ing no rent for the store) and utilitics, The sister
aad hrother-{n-1gy buy eggps, bread, rice and beans (high cost

items) From Campo who jg Apparently careful not to decapitalize



his business through home comsumption of inventories and wovking
capital,

He began the business with Pu$20,000 (US$470) borrowved
from a "friead" at 51 interest per wonth and some small accumu-
lated savings. Since Campo and his family jointly own the place
of buaeiness, he had no additional expenses, such as rent, beyond
and equal share of mortgage payments, The loon, then, was used
entirely for initial inventory,

Campo decided to start his store because 1.) he owned
the locale and 2.) because of the high turnover of basic food-
stulls and household consumer products. Even if the businens
proved not to be profitable, he would not lose anything on rerts
or improvements to the locale and he could recoup at least the
full cost of inventory with relative euse. Wis loss at wvorse
would be several months intereat payment on the "street loan"
and foregone income [rom hie previous job. So the risk to Campo
was relacively omall and the barriers to entry were mininal.

Ag ir turned out the business was n success. The major
concern at the outset was to be able to supply the store with
sufficient [nventorica. The Pa$20,000 and initial capital partly
took care of the problem. But more was needed to increase in-
ventories and ease the perenial cash flow problem «f young small
businesses. Since he owned the place of business, Campo was
immedintely able to get asupplier credit from distributors fop

those non-perishable products with lower turnover such as paper

N
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products and S0aps, These suppliers deliver orders directly to

the store, the charge being Included in their lisc prices, whicl
are glightly higher than in other outlets. Cash payments were made
for soft drinks, milk, egps, beer, vegetables, beans, cheesc,

acd snusages,

Campo estimates that he spends 5% of rs$500 (US$12) more on
thePs$10.000 (US$235) worth of supplies he purchases monthly from the
distributorlthun by shopping around ln‘the central markets or
other atorey in center city where lige prices may be lover, Byt
he believes thag between the time he vould have to spend avay from
the atore doing errandg, transportation costs, and meals in town,
he would ensily spend Ps$500, It vas well woreh f¢ to him to pay
Ps$5N0 to the distributor in return for his gervices and not have
to leave the atore and cope with the problems of deliveries and
credit, The addicional Ps$500 over list prices which Campo pays
oh credit is {nterest, Hovever, at 5% the cost of this credit
is equal to or even higher tha, . astreet loang,

When nsked about the possivility of quantity discounts
Campo's reply vas unexpected. |je r;cognlzed that in large quan-
titieg commodity pricus normally fall. Byt in some cases, such
as for rice, sugar, and beans to &et quantity discounts one also
has to buy in bulk. Given the choice he prefers to buy these

————

ll’aymunts are made on the whole balance by 30 day post-dated check.
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commodities at higher prices. llis point was that packaging in-
dividual portions at the store was a time consuming pain in the
neck and purchasing packsging materials was a cost to be taken
into consideration when assessing the benefits of quant ity pur-
chases. On the other hand, there are gome productd, such as
soup rice, which only cowme in bulk and must be packaged at the
astore,

Furthermore, government price and standarda ingpectors
frequently check store pricing and wcighta.z Mistakes can spell
gerious problems such as the revocation of licenses. Store own-
ers are not liable for pre-packaged products if weights are not
accurate, although any problems ultimately find their way back
to the individual stores in the form of negative consumer reaction
«f such problems are detected no matter who is to blame.

Last, Campo did not buy some (expensive) itema such as

beans in large quantities despite the discounta, since turnover

2Othcr government regulations which Campo Ardila had to comply with:

1. Pay yearly industry and commerce tax of Ps$800 (USS19) to
Chamber of Commerce for license.

2. Meet minimum fire standards.

J.  Meet minimum health standards.

4. Pay trash collection fee: (Trash collection is a big prob-
Yem for small businesses, especially neighborhood stores
which produce a large amount of trash which if uncollected
becomes 4 big problem between the store owner and the
neighboarhood,

o
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vag only medium and he waa wary of tying too much capital up {n
slow moving inventory,

Coampo wan not a CIDES member at the time be began hin
buainess, Wiy sister, through her company, had joined and with
four company colleagues had formed a "fianzn solidaria." Campo
learned of croks through her and joined.

e intergrated with a “finnza solidaria” and took out
his (irst loan from CIDES for Pa§ 20,000 (US$410). Upon
fully paying thia loan he immediatly took out a asecond for
1's$30,000 (USS106). Hoth Lloans were uned for incrcnning
inventories of fage moving items,

Campo is now contemplnting taking out a third loan which
he will use for increaning ntocks of alover moving products auch

ng covkies, canned goods, and liquor.

Impact of Credit

flefore hia Firat CInes loan, Compo'a groas sales wvere
hetween Pa$60, 000 (US$1,412) ang Pa$80,000 (US$1,882) per month,
e now grosses salea of Pa§120,000 (USS2,824) /month. his profit
rate has remained ag approximately 202 of gales,

Credit has enabled Campo to increase hig inventories
and sales, Furthermore, it has mode {¢ possible for him to
pay cash for inveniories thus avoiding the higher interest charges
of supplier credit relative to the very low cost intereat

OX/month on the wpaid balaace) which CIDES charges,

) S5
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Carment Factory: COSMO.JEAN

Carmenza Olurte was a achiool teacher who decided that she
could not afford to continue in her profession. Timoledn Trujille,
her neighbor, had a sumall tailoring shop with two aewing machines
for home uase. Businens was mediocre.

Carmenza and Timoledn decided to pool their resources
and begin a more industrialized garment factory. Timoledn aup-
plied "knowhow," equipment, aud work tables. Caimenza aupplied
P8950,000 (US$1,176) capital. The business opened in a rented
location,

Carmenzn is a CIDES member and through the cooperative
received a Pa$28,000(U$5659) losn, With Pu$22,00) (1SS S518)
of her own savings she fulfilled her obligation,

The first step for the new company wag to buy two high
speed industrial sewing machines. The cost of the rachines wag
Ps$80,000(us$ 1,882); Pu$40,000 (US5$941) was required au a down
payment. Carmenz'a capital was used in large part for this
purpone.

The business functions on a "piece work" contract with
one wholesale garment manufacturer to produce dreswes.  Thia
large firm consumesn COSMUJEAN'® entire production and gupplies
all raw materials which are pre-cut. COSMOJEAN simply sews

the pieces together,
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With the four sewing machines (two old domestjc and two
new industrial wodela), 3 ceamtresses and Timoledn ns supervisnr
COSHOJEAN prodaces a maximum of 450 dresses every 20 days.l They
receive Ps$50 (USS1.18) for ~ach dreas giving them gross revenue
of Pa$22,500 (US$529) per month.

Each worker receives a salary of Ps$3,500 (US$82) plua
Ps$280 (USS6. 60) apiece for transportation. Thigs leaves Paslt, 160
(US$26)) to make payments on debt, pay rent and pay both Car-
menza and Timoledn., While they were hesitant to rive figures,
they specifically said that the businesa is juat pnying fts ex-
pPenses and a little aalary to Carmenza and Timoledn.

With the equipment and personnel they have, COSMO.JEAN
is currently rreducing at maximum capacity. Timoledn belfeves
that there vould be no marketing p- .blems with increased pro-
duction since apparently the wholesnler wifl be able to consume
any increases by COSMOJEAN Ia the near future. Thus the major
constraint in Timoledn's belief fa the lack of production capacity,

Timoledn believes that vith more industrial sewing

machinen and more highly skilled operators the company could
—

1

Hhile I am not positive, it appears that COSMO.JEAN works a five
day work week, thus 20 (vork) days is what is meant here, {,e.,
they produced 450 dresses a month,

WA\



=iii-

greatly increase production, productivity and income. COSMOJEAN
would like to become more independent and not rely exclusively
on one market. To do this they will need to buy a cutting
mackine and they are simply not in a financial position to do

80 yet.

While Caimenza is learning the professgion, her contri-
bution haa been capitul. She ﬁlnns to take over responsibifity
for adainjetration and sales.

Carmenza is a member of a “"fianza solidaria,” the group
guarantee mechanism used by CIDES. She had a constant reliation-
oliip with anly one of the four membera. The others she sees
sporadically at social gatherings with [riends. Despite the
sparge contact amoag group members, Carmenza said that in ad-
dition to obtaining credit, groups have acsisted the individueal
businessca of the colleagues by referring clients to them. They
are also capable of providing informal technical and mandgerial
assistance utilizing the expertis= existing amony the group.
Given their collective experience ar a "fianze soiidzria,”
Carmenza's group hai also assisted, albeit pasagively, in the

formation of other credit groups.
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Annex 3

Staff Functjons
- The Receptionist/Cashier 1s rerpongible for:

L. Receiving prospective new members and explaining
CIDES Programs, entruance requiremenis and the linkages with all}
other FNCS social programs,

2, Collecting savings deposite, loan payments, and
other chargen for legal papeis, taxes, and life insurance not
inciuded in interest charges on loang,

). Making receipts for all cash transactions and cashiera
checks in the csae of payments to clients.

4. Making up the cash movement sheet for the day for
the accounting anmistant,

5. Doiug references for clients for commercial credit.

6. Answvering questionns from loan guarantors regarding

loan applications,

- The Credit Assistant ia responsible for:

1. Receiving the loan application directly from the
applicant,

2. Checking to make aure data on application agrees
with data in the offjfce.

3. Checking the loan amount applied for and recenciling
this with best payment mchedule according to clientele's capability
to pay.

L. Verifying type of credit guarantee,

5. Verifying that member's ravings - the btaais for the

lonan amount - have been Increasing consintently to avoid last
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minute inflation of savings in order to increase the Lloan.
6. .Making sure that all documents are signel properly.
7. Preparing the loan contract to be signed by the
client.
8. Recelving from the cashier all payment receipts
and checka for which should be credited to client's account.

9. Following up on late payments,

- The Accounting Assistant is responsible for:

I. Coordinating and supervising the CIDES office em-

2. Reconciling all accounts to be sure they agree,
3. Making deposits.
4. Signing checks.

5. Cerrying the General Leuger.

- The Messenger is responsible for:
1. Doing all errands for the office most of which are
related to the official approval of documents at the National
Tax Office,

2. Haking daily entries accounting for members savinpa,

In addition to the above employees, CIDES alao hired
an accountunt several hours a week to review and approve all
accounting transactions. And, through the joint housing project
with SERVIVIENDA a wocial worker has been hired to help train

Cruzada volunteers for sociai work in the poor communities and
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Annex 14

Staff Profile:
FNUS Input:

CIDES Manager and FNCS National Director: Alvaro Perilla
is an architect by profession and has a private office in Bogoti.
He has been very active in FNCS activities over the last 20 years.
As Director and CIDES Manager, he spends over half his time dur-
ing the week in these activitiea, often spending weekends in hia

private work. As all members of FNCS, he has wmade a personal

commitment to himself and the Catholic Church to work with the poor.

He receives a very swmall stipend of Ps$9,000/month or (US$212)
through a PACT, Inc. (Private Agencies Collahorating Together)

subsidy for his work with CIDES,

CIDES Advisor: Fanny Garcia is originally from a rural
area outside of Bogotd and for the last 18 years has been involved
in many FNCS activities in Bogotd. She has worked for the last
16 vears in cooperatives and social projects in poor neighborhoods.
She has a part-time job as a shipping supervisor for a publishing
company in the morning to supplement a Ps$3,000 per month stipend,
(US§70), for her part-time work at CIDES which is covered by a
PACT, Inc. subsidy. As Alvaro Perilla, she is a member of FNCS
and has taken on a morally binding personal commitment to work

in social development of the poor.

Normally FNCS members are strictly voluntary without

remuneration for their services, but in the case of Alvaro and
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Fanny, they put so much of their time into the project that a
small nuhaidy is needed especially in Fanny's case, to makn
enda meet, and just barely at that.

FNCS reliea on the extraordinary personal commitment of
Alvaro and Fanny. 1f one had no knowledge of their actunl ip-
lationship to FNCS and CIDES one would aee Alvaro and Fanny nan
hard working, dedicated, full-time employeea. They both reem
to think of CIDES aa their principal commitment, even though
they are volunteers.

Fanny does not have independent income from which to

Aupport her FNCS involvement,

Full Time CIDES Employeen:
Receptionist/Cashier: Nelly Perilla de Largo came to
CIDES {n November, 1977 nine montha nfter ft had been formed.
An uncle, one of the cooperative's founding members, and small
independent businessman recommended her for the job. Before
coming tu CIDES she worked with a travel agency aa a secretary
for 6 montha, in a handcrafta retail store AA a Balempermon and
manager (5 years), and in a l;rgc international hote! for one
year. She has studied through the third year of normal school
(equivalent of 10th Rrade of high nchool) then atudied at a
commercial institute where she got Recretarial, retail, office

nyatems, and further arithmetic training. Salary: Pa$4,000 or

18594 a month.

\¥
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Hessenger: Luis Linnrea came to CIDES in March, 1979
when Jorpe Barrern tonk over the Credit Asaintant job, Salary:

ra$3,580 or US$85 a montn.

lLart-Time CIDES Employees:

Social Worker: Lucrecia Cnstaiio hng a university depree
in nocial vork and came to CIDES vhen the bollahorative housing
project with SERVIVIENDA began. Her objective im to design a
socinl ansi=tance and awnreneas development program which com-
plements the housing program and Flcs educational gonln, Salary:

Pas4,060 or US$94 a month, half time.

Accountant: Salary: Pa$4,000 or US$94 a month,

(Part-time) meveranl houra per week,

\b=
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Accounting Assistanc: Gabrieling Fuentes cones from
4 small farm ip the department, of Boyacd, north of Bogotf. Dpespite
her fathers' wishes, ghe finally lefr home at age |] to study
with a Catholic Nun's group, The order wvorked closely with 4
worker's Cooperative, now a very large financial institution ip
Colombia, the Caja Social de Ah?rros, and it wvag through the
Caja that Gabrieling later learned banic accounting ag a cashier,
She atudied formally through the equivalent of |l grade iu high
school, She lived, Studied, and worked at the Caja'sg installations
superviged by nune, in an atmosphere similar to g convent., No
salary wag paid for her work while she wag living at the Caja,
Gabrielina has been manager of two branches of the Caja in the
department of doyacd, ghe came to CIDES when ft was founded

in 1977, Salary: Pa$5,500 or Us$130 a month,

Credit Assistanc: Jorge Barrera hag been with CIDES
since August, 1977 wich no previous experience. e began ag the
mesaenger, but ag the Cooperative grew he weg given more respon-
sibilities in the accounting area saking daily Payment entrieg
on the Credit Control forms taken from the Cash Peceipts, which
are paassed to hip from the Receutionist/cashier.

As the work loag increased, the Credit Assiatant position
was created in May, 1979, Qe 8ot the job, Salary: Ps$3,800 or

US$90 a wonth,
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1. THE SETTING
e L 1IN

Ecuedor {4 a country of 7,715,000 pecple, 56% of whom live and

vork in the rural Areas.  Annual populatinn grovth {e 3,31 (1962-1974)
and {nflation is fn the low teens, "he exploaive growth of the citlel
and the Rrowing poverty of the agricultural sector characterize the
pattern of Ecuadorian development {n the past decade”,

So atates a atudy prepared by the Industrial Chamber of Pichincha
(Ecuador) which analyzed the socio-econordc situation of Ecuadur.
Agricultural production grew at a X rate from 1972 ¢o 1977, nlowing ¢t
1.4% and 2.81 in 1977 and 1978, This co-pares unfavorably with the
high population growth experienced during the aame period of time., 1

contrast, the manufacturing gector Rrev at a 12X annual rate during

these yeara. It in clear that ehin imbalance helped to cause a mianiv
demographic shift ap people left the farm in search of higher paying
Jobm in the cley,

The name Atudy detected five primary causes for the deterforation

of the rural sector:

1) "polftical prices" on certaln agricultural products which
have not taken into consideration rising costs of pro-
duction. The declining Prof{ts represent a subsidy from
the rural to the urban sectory

2) deficfent channela of dlatrlbutlon. cuusing low prices for
the producer ang high prices for the conaumer

3} the lack of a development Program to i{ncrease the pro-

ductivity of the country's farms;
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4) the lack of basic services gnd social infrastructure in
the rural sector. (In 1977, 82X of the urban populatfon
in Ecuador had access to drinking water and 63X had sew-
age facilities. 1In the rural areas during the same year,
the corresponding figures were 13% and 112), and

5) the eratic application of the Agrarfan Reform, part of

which has resulted in n'serloua problem of subsistence
minifundios.

Ecuador's development has focused on rapid industrialization: the
o1l revenues stemming from the country's geographical good fortune
and its participation in OPEC hastened this developoent to the deteri-
ment of the traditional sector. After a decade of these octivities,
the country suffers from a stagnant agricultural base and swollen
cities.

Guayaquil and Quito are the two major Ecuadorian citiea awl as
such attract large numbers of migrants from the outlying rural areas.
However, these cities are quite different in thefr mnifestations of
the social problems created by thie migratfon: Guayaquil is located
on the Delta of Guayas rlver, a lot, low-lying srea in Southwestern
Ecundor. Migrants have established marginal neighborhoods in the
periphery of the city along the rivers and backwaters, conatructing
makeshift homes on stflts over the water. In Quito, however, }ocated
high in the Andes wountains, people often find living quarterw In
large coomunal houses. Fourteen families averaging five membera each
are ofLen torced by their economic situatlion to live in one room per

familys living conditions sre poor and the use of water and saunfitatfion
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facilitien s communal. One of the results of thig housing problem
is that the poverty of marginal People 1s somewhat pore visible in
Guayaquil than in Quito.

The migration mentjoned ahove {g clearly detectable #n the small
productive shops that abound {n Quito and in Guayaquil. Dvring a
recent study {n Quito, it wng found that 457 of these "mlcrn-bunlnenu-
reople" came from rural arens surrounding the city. The entrepreneurg
who migrate initinlly tend to necure jobs ap laborers, hecome
speclalized {n a gki]] and then decide to set up their own shops,
motivated efther by a desire to earn more or simply to work Indepen-
dently., The importance of these shops insofar ag the econouic healeh
of the country ia concerned {g clear: 1in 1977, small and micro-
businenges contributed an estimated 30X to the Crosa National Product
of Ecuador and, more significantly, generated in the manme year 253,000
new johs representing 76% of the total number of johs created in the
manufacturing gector,

The following study describes the Banco del Pacifico - a private
bank which lends money to very small preductive shops #o that the owners

may produce more, earn more and generate now jobas.

I11. Project Description

A.  The Organlzation

The Rance del Pacifico ig N private bank with an operational
philosophy gpenred towardas development, Breaking with the traditional
banking utructure fn Ecundor, In which owneram direct the banka' funde
to relatively rinklenn creditors - primarily very large national and

international enterprines - the Banco del Pacifico hap a broad-baged
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ownership and secks less traditional ciients for its banking scrvicea,
An example of thla philosophy 1a the willingness to open very small
savings accounts, an actlon which Increases operational costs but which
attracra new savers into the commerclal banking comuwinity. Since Ita
founding seven years ago, the Banco del Pacifico han grown to become
the second largest private bank in Ecuador and expects to head the
list {u another tirece years.

A more dramatic example of the Bank's operat lonal philosophy - and
the focal point of the current study - Involvea the Bank’n responne (o
the government's requirement that 20X of the value of avatlable lpnan
funds held by the private commercial banks be carmitked for develop-
mental purposea. The banks have the cholce of buying government howda
at 6% {nterest for the correspondlur, value or managing the aame amount
themselves, enabling thenm to charge 92 lnterest for the develnpment
loans.*  Host bauks have decided . > buy the goveinment bonds so that
they may concentrate on thelr reguliar business: the few banks which
manage the funds themeelves find falrly Lurge "smalt buslnessnes" which
qualify for these funds. The Bawco del Pacifico, in contrast, han
agresslvely responded by sc ‘iog up a Deoartment of Conamity bevelop-
ment which is responsible for locating micro-businesses and for ofteving
them loans r that they may grow, Since the initiatli.n of the hepari-
ment's asctivitles, the Banco del Paclf{co has conutantly malutalned Its
developnent loan portfollo over and above the 20X requircd by the

goverament.

———————
x

At the time of the atudy, Interest rutes pald into savinga accountr
were 6 per year and commerlcal bank loans were 12% per year, Since
that time, commercial bank loans have Jumped to 1aX.
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The Banco del Pacifico became {nvolved 1n popular credit several
years ago after learning of the UNO Project in Recife, Brazil (Untino
Nordestino do Pequenan Organizacoen) which had been set up by ACCION
International/AITEC 1n 1971.  The Brazilian methodology waa greatly
aimpiified and implemented by the BRank, inftially {n Guaynquil and
later in Quito., The Dank 18 primarily intercated in making aredit
availabie to peaple for thelr extremely amnll businessed. The
objectiven of the Program are to {ncrease pernonnl fncome of the
buainesn owners and to create new jobn,

In Guayaquil, the Department of Community Development 1g headed
by an economint and han [{ve univernity atudents who work part-time
with {ndividual businecanen. 1In Quito, the Department of Community
Development 1a headed by a roclologint and conatats of four part~time
univeraity students who are the promotera. Alno, other Bank personnel
ansiat in the handling of the papervork which results from the approval

of loans,

B. The Beneficiaries
1. Description of Micro-businernes

Since the mlcro-buslnonn'progrnm operates within the official
auldeiines of the Filnancial Funda Mechantiam of the government, only
those businenses favolved vith the tranaformation of raw materinls into
final products can be connfdered an roanible beneficiaries. An far as
the size parameters are concerned, the owner muat work either alone or
«{th a miximum of five araiatantn. The fixed capital of these shops
may reach US $2,000.00, with monthly Anles as high ao US $1,200 for
the larger busincanen. The most prevalent types of shops work in

carpentry, shoe production and clothing. According to a recent RUrvey


http:2,000.00

-156-

of 40 micro-businesses carried out in Quito, these producers average
18 years of work experience, work an average of 11 hours a day nud
have started their own shopo primarily due to the dual deafre to work
independently and to earn wmore money,

Micro-businesses tend to integrate Luemecives Into the eronomic
life of their neighborhood, selling thelr products lucally as much ag
possible and hiring from the imatediate vicinity., The primary cconomfe
benefits of thesge shops 18 thelr capacity to expand quickly after an
influx of capital, resulting in iigher earning for the owner and the
creation of new joba, (Several years of experlence working with wicro-
businesses in Brazil, Ecuador and Colombia demonatrate hat one job
can be created for every US $1,000.00 loaned io these shopa. This (&
a emall fraction of the fixed inveatment needed to create a Job n
large businesscs.)

The followlug are exawples of the types of micro-bustnesses
assisted in Ecuador:

1) a shoemaker, Hving 4n a large, old multifamily building,

who has only a bench, some row materials and some tools;

2) an upholaterer, vorking with his wife, who haa a little
shop with one sewiny machine in their two room aparcment;

3) an older lady, making decorations for homes and gifts such
aa cloth flowers, vho lives with her daﬁghtcr in a re-
latively nice home;

4) another shoemaker with a very small rented shop opening
onto the street, who has one older man ao an asaistant,

lle {8 knowledgeable of hlg weekly expenditures for
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materiale and 14 Preparing to expand hie burinens vith a
nevly bougtt necond-hand sewing machine, paid for by a
Bank loan. ip clienta are hia neighbora;

5) a voodworker operating by himself, who hnd recefved n‘lonn
from the Bank at the encourngement of hig vife, has purchaged
vood nnd toois with the o.oney and hag subnequcntly increancd
his income. He hopes to Ret a aecond loan and eventually
take on ap Apprentice;

6) a family of taflors, who divided their living quartera with
A cloth {n order to create a tiny work Area, who have twp
meving machines and eventually want to buy a thirg since
they are not able to handle all the work their neighbors
gfve them;

7) a shoemaker who g vorking with hig son {n a relatively large
but thoroughly disorganized shop.

2. Problems of Hicro~businenpen

The most Preaning problem g the lack of capital to atart a
businens. A makeahife shop muat be buflt, machinery st he bought
and, probably mog: difffcule ;[ all, electricity must be fnotalled,
If an fndividuag is able to overcome these barrf{ers and establish hig
or her buainens, there st{1} ex{st many obatacles to growth;

a) poor vorking cond{tions uhich reduce e((lclency. In addition
to the lack of adequate work opace, light and organ{zat{on,
the shop muat algo 8uare {tn areqa vith the 1iving aren of

the family;
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b) high rotation of perscanel, prabably due in part to the

c)

d)

e)

f)

poor working conditions. Also, once the lnborers become
proficfent in thetr task, they tend to miprate or nearch

for higher paying jobs;

dependency relationshipa for marketing the [inlshed

goods. The use of marketing intermediarien, (0 many canes
street vendors, fa of;en the only practical alteruative for
these businesses for uelling their gooda. Furthermore,

1f the micro-producer deals directly with a buyer, it ia
frequently the case that he or she algo recelves the needed
raw materfals from the same buyer. This dependency reducen
profits: while ft fa possible to cover costs anl matntaln
equipment, {t 18 difficult to save or to reluvest, which {s
easent{al for growth;

as a result of the fnability to refuvent, the producer finds
him or hersel€ with old and fnefficient machinery which often
breaks down, While {acreaaslng production costs, theae
machines decrease production capacity and affect quality,
thereby reducing income from sales;

due to a lack of necessary machinery, the micro-busineanperuan
must often contract third parties to complete the produce lon
process, causing an increade in costs and a disruption la the
work flow;

the lack of reasonably priced credit, which {a consldered v

the Bank to be the biggest problem of the mlcro-entreprencurng
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g8) the time consuming search for rav materfala vhich must be
purchased in gmal}) quant{tien with cash at no discount;

h) the waft for buyers to pay their bills once a pale has been
made, caueing a continunl cagh~flow problem;

1) the fact that the owvner in reaponsthle for accomplighing
everything him or hermelf, Although moat often trained ag
manual laborers, micro-entrepreneurn auat plan production
levels, contract worlerna, purchage rav wmateriala, constant]y
secure vorking capital, etc. Although a 10-hour vworkday fg
common among thene busineanmen and women, they often lack
basic understanding of how to organize themaelves and thefr
huslnesnen;

J) lmited exporure to baaic education and brondenlng culturnl
experiences, Since the majority of the micro-entrepreneurs
have but a grade-achoovl education and live {n marginal neighbo
hoods, a degree of timidity tends to develop. Thig puts them
At a disadvantage when dealing with becter educated and more
rophint{cated businesamen; and

k) inflation. Due to the poor bargaining position of the micro-
producers, raw mnter}nl and larbor coats tend to riase fanter
than an Acceptable fncrenme in the salen price of the fi{nliahed
product. 1If a solution {8 not found, the producer will earn

less and less for the time invested in the buainess until it

18 no longer feanible to cont {nue,
J. Credit Avallnhlllty
Due to the difficultfes mentioned above, most nicro-burinesney fuli

in the firat two years of ex{atence. Nevertheless, pome do succeed.

,
\4>
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For example, the mlcro-businessmen and women in Ecundor do have aceens

to some lines of credit:

a)

b)

c)

d)

e)

£)

commercial stores selling household goodn, such as re-
frigerators, stoves, etc. Theae stores have an aprreasive
valea strategy providing llberal ecedit although at high in-

tereat rated. The {mportance of thig {8 that the owner of n

shop can get a good credit reference f debta are consiclent lounly

cancelled;

sellers of machinery also sell on credit, but debta must he
cancelled in 12 months. The monthly payments are often (oo
high for the wmicro-producer;

buainesgses can sometimes sell thelr recelvables for a dincount
of 5% or more;

cellers of raw materials will sometimes offer a line of credit
to 8 produ-er they have known for a long time. There nre no
interest charges but payment must be made In 30 days. A pro-
blem here {8 that the seller decides what materlals are to be
purchaned, generally choosing inferior quallty materfala that
have been gelllng poorlyy

woney lenders are readily avallable who charge 10X a wonth or
more for their money; and

the Developmant Bank of Ecuador has a line of credit, hut the
paperwork often requirea hiring an expediter who will handle
the red-tape for a steep price. Because of thia the Develop-

ment Bank is often not considered as a viable alternative.

\ .\\0
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C. The PBanco del Pacifico Program

Directors of micro-buninenn Programs ngree that loans play a vit,
role {n the expansion of thene enterprisen. Moat of thepe directors
also feel that one or more complementary Aervicen are called for, en-
abling the entreprencur to learn how beot to handle the lean. There
are four genernl arcan of businenn-related assistance that are often {
corporated into micro-buriness programneg

1) Management Asaistance: connultanta give advice to business-
men and wvomen on a one-to-one basig, Since micro-tLusiness
problems are not as complex aa thoae of larger corporations
univeraity Atudents, and even highechool gradunten, can he
trained to pruvide this service;

2) Moanagerinl Education: groupa of mlcro-buulnennpeople meet
to discuns topica in businesa adminfetration in a clansroom
aituation and vith an lnntructor;

3} Technical Assintance: an expert 1s called in to provide a
apecific service, such as designing a better way or making o
chair or utilizing raw oateriale; and

4) Technical Training: the enployer and/or employee participate
in a workshop which will tench them a certain ski{ll, much ag
making a mold on a 1athe.

An {nteresting anpect of the Banco del Pnclilco prograom {5 that

none of these types of asn{otance have been incorporated fnto the progr

methodology. The entire emphasis 1a on quickly asaiating the micro-
entrepreneur with credit, A micro-businensman or " ymAan can obtain a
2-year loan for the purchase of rnuv materinla, a J-year loan for the i

purchase of machinery, or a 5 year loan for the conntruction of lnstnll-‘

o\
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Construction loans have A grace perfod equal Lo the (ime

that the conatruction takes.,  Annual fnterest rates are 9% and pay-

ments come due every six monthy.

Thin 18 hcw the project works n Cuayaquil:

1)

2)

3)

4)

5)

6)

7

Detection:  the ity ta divided tnto gectors and the
promotecys speak with each mlero-bualness. There in ne

mads promotion since - the Bank does not have the capaciry

to process all of the applicatlons which would result;
Inftial Viailt: Once a business has been detected n
questionnalre ls completed to fiud out basic Information
about the busincays (glde 1} of Annex 1);

Loan Proposal: If there s Interest, a loan proposal is
completed (annex 1, side 2), enabling the Bank to approxi -
mate cash flows and loan limita;

Inspection: a promoter, with more experfence, visita the
business to check on Information (such as mwachinery owned,
etc,) that was included in the credit proposal;

Loan Approval: a savings account in the Bank {a opened with
the funda from the loan;

Supcrvlsluq: the businens 1u vialted by the promotern once
every three or four months;

Collectionn: businessmen with late Payments outatanding are

——

viaited on a regular basls.

In Quito, a someuhat different syntenm la used:

1)

Init{al Visfit: the entreprencur viaits the Bank, having

heard of the program usually chrough acqualntances. There

18 no census;

=
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J)

4)

5)

6)

7)

8)
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Visit to the Buaineng: o promoter meets with the entreprency
—————2"\¢ huainesg;

at the ahop o explain the Bank's requirements for approving
a foan and (o get to know the peraon better in hig or her wor]
environment ;

Inveatment Plan: once the bueineasman or woman takea the

neceasary papers to the Bank, the same questionnn{re (annex 1)

1n completed on both aides, During this viaft, the promoter

Esgggmlc Anh{xgiﬁ: the promoter calculates the max {mum
amount that the pernoy fhould recelve using the flgures
obtained during the last viaft to the nhop. Ertimates are
made for future malen and profien,

Verif{cation: once the economic analysis haa been Prepared
and the referencen checked, the Director of the program
visfts the businers to verlfy the information ang to diacusan
the inventment plan;

li?ﬂllﬂﬂliﬂlﬂl’ A memorandum {s pansed to the Bank'sp general
manager recommending that the loan be approved, the Necensary
PApers are Prepared, «the check in written and a savings
fAccount {qg opened;

EEEES!&ﬁiQﬂ’ an in Cuayaquil, irrﬂnulnﬁ viaite are made to
the shopa once the loan has been approved. There i no natrict
schedule for viaitn;

Collectloq: businenrmen with late pnymcnta-outntnndlng are

viaited on a regular hagig,
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In both cases, the process takes an average ol only 0 daya when
Bank operations are rusning smoothly. There are times, however, when
the Bank suffers from s generalized short~term Haquidity problem,
forcing all new loans to be temporarily delayed with added cophants
placed on collecting late payments. This nffects the small credit
program as well.

As a result of this almple.methodology, the coat per businens
attended {a very low. A amall part-time staff can rapidly process
each loan request, leaving the recipient with the responaibility to
pay off the debt on his own, without much supervision; this ar the
rigk, however, of a higher probability of loan faflures due to the lneck
of the supervision aund the management assietance. The Bank has ex-
perimented with several mechanisms to reduce these ripka:

1) Selection: The Bank has developed general guidelines for

the selection of micro-business=s that will receive loana.
In additfon to the limits on nize previouslty mentfoned, the
individual cannot have an existing checking account in any
bank, aince it {s assumed that people with such aceountn are
already in a position to secure loans; the shop must be
organized and have a "working environment”; the products
must be of aceeptable quality; and the needs, frustratlons
and hopea of the {ndividual must be diseussed with rhe pro-
moter In the shop {tself {u order to form an Idea of the
micro-entrepreneur as a responslble {ndividual.

In additien to these general guldelines, the followlug three

steps represent apecific requirements of the Bank:
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a) documentation: the potential 1oan recipient 18 given a
1ist of the minfmal requirementn for receiving a loan
during the inft{al visita of the promoter to the shop,
These requirements are (1) an invoice showing the Ynlue
of the goods which are to be purchaned, (11) two written
peraonal references, and (111) two written commercial
references, 1¢ the businessman or woman cannot obtain
- thege documents, he or she 1in inefigible for the loan;
b) & positive credit hiatory: the Bank determines the degree
to which the busineanperson Accepts financial obligations
by calling the potential client's landlurd, stores vhere
he or she has purchased goods on credit and other buninenses
with which he or she operates; and
c) a molvent co-aipner: this ig determined by requiring a
written statement from the co-signer's bank informing the
Banco del Pacifico of the management of the co-signer’s
account. The pank recognizes thia lagt requirement as
being the most difficult to fulfill, but {nsiats that
loans should only be given to businenses with good re-
ferencen.
Controls over Loan Use: in aimilar programs micro-entrepreneurs
have spent loan money on housing, achoniing and consumer {tems
rather than on the expansion of their businesnes ap planned,
Stnce such use of the loan tncreases the bad-debt riapk, the
Bank rarely rives unrestricted credit to micro-bunlnennen, at
least for the firat loan, The Bank has implemented the following

saleguarda:
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a) the firat loan 45 small, US$1,500.00 dollara 18 the maxi-
oum, with the limit being removed or made less rigid nn
the recipient pays back the loan on time or ahead of ache-
dule;

b) 1n CGuayaquil, part of the loan 18 deposited in the client's
newly opened savings account. When the client returnn with
cancelled involces proving the correct fnvestment of the
money deposited, the balance of the Joan {8 signed aver;

c) in Oulito, checks are often made out to the suppliers of
the goods that the client intends to buy. If the loaw is
to be used for paying workera, the money fs depeafted 1o

the savings account.

In both cities, the new savings accounts play an fwportant
role in educating the clients in bankiong practices. Sloee
the opening of checking accounts ia deliberately poutpeoned,
the entreprencur must enter the Bank to deposit or withdiaw
funds, causing him or her to become gradually scenstomed 1o
the environuent. A person who does not feel wncomfortable
about entering the Bank is prOJably‘lcss likely to defanlt.
An added advantage of the savings accounts is that ft .is d1f-
ficult to overdraw: 1t is much essier to write a bad check;

3. Strict Collection Procedures: once the client receives a loan, it

16 treated as any other loan of the Bank; there i{s a clear under-
standing that the bank ia ecrious about collecting late payments.

The following represents a list of the most important changes that

have occurred in the methodology of the program in Quito. All chauges

reflect attempt to improve and accclerate the loan process:

) I’

19
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2)

3)

4)
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the explanation of the program during the initial visit to the
shop has been modified. The promoter discusnes with the bustneas-
person a series of consecutive loans instead of one loan. Thisg
ia (a) to enceurage the businesaperson to extend his or lher time
horizon far beyond what he or ahe has become accustomed to, and
(b) tu in.rense the probabilisy of muccesaful repayment on the
loan. If the Individunl knows that he or she will continue to
recelve lonne if care fg taken with hig obligations, chances are
the percentape of late paymentn will decrense;

at first, only the "Entreviaen" aide of the questionnnire in
Annex 1 used to be completed during the initial visit with the
entrepreneur, the iden being that the "Solicitud" nide would be
completed when the solicitor went to the Bank. The problem was
that the businessmen did not go to the Bank. Therefore, both
siden of the questionnaire are now filled out at the anme time.
Once the busainesapernon talks about what he or ahe would do with
2 lean, he {s more linble to follow through with the idea;

the quentionnafre in Minex 1 18 no longer completed during the
initial viait to the shop, The busineanperson 1s told that two
vritten personal refcrenc;n and tvo written commerci{nl referencen
must be taken to the Rank. The questionnnire {g completed only
vhen theae papers are secured. Thig modification ensures that
the program works only with those individuals who are truly in-
tereated in the loans; and

the promoters do an economic analysis of the shop and dinscussn
the {nvestment plan uith the owner. Thin reflects an {ntereat

on the part of the Promoters to become more involved in provid-
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ing some form of management asslslance Lo the {oan reciplentn,

D. Results

late payments on ocutstanding loans are approximately 7% of the toilal
loan portfolio for micro-businesses; control over thils lfne of credit has
been successful, Over US$1.000.000.00 doliars have been loancd to over
900 business owners during the more than three years that the PO mg
in Cuaynqullvnud Quito have Leen functioning. Many have already recedved
a second loan,

A atudy was carrled out to determine the effect that the loanna have
had on the micro-businessea. The conclualons are especinlly futevent ing
due to the nature of the Bank's programs; i.e. lack of any coaplement avy
services. ‘

A primary reason for the growing international tutereat in slcro-
businesses is thelr supposed capacity ro generate jobs and Incieass fami-
ly income at low cost aus they change from Informal shops to amall, or-
ganized businesses. Therefore, it s useful to compare the resultn of
the Banco del Pacifico's program in terwa of emplovment gencration amd
income gains with those of another micro-business program that does of fer
tvo complementary services to the buainesspeople: management asalntance
and appropriate education in business adminlstration. Such a propram
exiate {o Cal!l Cofombia.*

Providing extra services will Inevitably increase operatfonal ex-
penses, but additional costs are Justified {f the benefits are propor-

tionately greater. A sumple of 73 businesses in Guayaquil and 40 fn Quic

* DESAP of the Carva)al Foundation (Program for the Pevelopment of Small

Busineanes)

o,

/z/@k\
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all of which had received loans Irom the Bank, was taken to determine
the number of Jobs that had bern created and the fncrease in pPernonal
incoma. The data from Ecuador were compared with 68 micro-buainesnen
that had received loana through the program in Calf.

CQPARATIVE, RESULTS*

Quito Cuayaquil LCald

No. of Businesang LD 7134n GRAAS
Average No. of Workers before lonan 2.0 2,) 3.1
Avernge No. of Workers after Loan 2,35 2.7 4.4

I I creane {n No. of Workers 17.52 20X 427

Real Net locrense {n No. of Workera 14.0 31 9) new jo

Average Loan Value Us$1,087 US$1,200  uss$1,450

A1t 1n not the purpose of this amalynin to determine which of the two
Aystems mentioned {n better; such a deterrination {a haipered by 8everal
tosortant variables: cultural ldeonyncrncleu, the avallability of cre-
dit (DESAP, for example, did not have nccenn to a ready line of credit
in fen mecond year of operations), favorable or unfavorable macro-eco-
nomic conditions, past experience on the part of the recipients with
other lending Programs, etc. It {a the opinion of the author that both
BYRtems are valid an! effective.

** Random &ampie taken from a total univerne of 900 buafineages aneisted by
the Bank in Quito and in Guaynquil,

*A% Total number of businessen aseinted by DESAP.

As expected, the DESAP program in Cali generates more employment
per businesn Asaisted than the Banco del Pacifico's programe in Quito
and Guayaquil, llovever, the Bank'a programa have quulated considerably
wore microbuninessen than the DESAP Program, generating in the process
an ertimated 375 new Jobs, four times more thia the DESAP program, As
far ns ralsing {ncomen {s concerned, the data from Quito indicate that
family tncomen have increaned from US$50 to US$139, In Cali, the cor-

responding [lpurea can be estimated from #nles f{guren: average salern

have fancreaned from US$1,078 to Uss2,076, Asauming conservatively that

) L@'T’
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102 of this iIncrease translates {nto tncome gains for the owner, there
is a gain of US$100 prr business asuisted, which differs little from the

Quito reaults.

The Banco del Pacifico has spent a total of approximntely US$125,000

in operational expenses for {ts two programn in Quito and Guayaquil, Since

an estimated 375 nev jobs have been created, it is calculated that the
inveatment per new job {s about U55§330. The corrcnpohdlng figure fram the
DESAP progrom ghiould incorporste projections for the coming year (1980),;
since an Inter-American Development Bank loan will provide needed fundn
(U5$500.000) so that the program can proceus loans. Operational costs

of DESAP will be about US$B0.000 per year; it 18 expected that 200 micro-
businesses will recefve loans, management assiatance and appropriate edu-
cation per year, generating cmployment at the same rate as In the past,
Therefore, it 16 projected that 275 new jobs will be crented each year

at an investment of U5$293 per job.* The virtual equality of theae in-
ventment figures indicates that micro-bumsinesaes do, In fact, accomplich
social gaine {n terms of employment generation and {ncreased personnl in-

comes at a low cost,

E. Funding

The operational expenses of the Department of Community Development
are covered internally with Bank funds. Although the university rtudents
are not considered as Bank employees, they receive a monthly stipend of

about US$150.00. Monthly costs are approximately US$2.500.00.

e Bank has loaned approximately US551,000.000.00 to micro-businessmen,

At the 92 yearly funterest on the loans, incame is US$90.000.00, 15530.000.60

* This result ia based on projections assuming an aggressive expmnaion of

the DESAP program and, therefore, {t should not be considered to be con-

clusive at thie point in time.

/&1/}
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more than what the Bank would be recelving had 1t fnvested the same
anount of money in the goverament bonds at 6. ‘Mhis income covers the
yearly uperational costs of the Bepartment of Community Development.
The cost to the Bauk 18 (he resl {ous of purchasting power of the loaned
mouey doe to the 122 Inflution rate. However, this loss would have oc-
curred with the goverument bonds as well, Iy effect, the program has

reachied o breakeven pofnt as far as corts are concerned,

Foo Fature Mans

Thee Banco del Paclffco {s one of the few private sector f[inanclal
organizationn engaged In a popular lending projéul and {t {a the only
private commerctal bank with such a project that wag vigited in Latin
Awerdca. 1t fa satlsfled vith s favolvement and 14 committed to con-
llmdm;v“hlhepnmnm.

Glven the Bank's taterest in the project, CENAPIA (Centro Nacfonal
de Prowoclon de 1q Pequena Industria y Artesania), the World Bank and the
Bunco del Pacltleo are colong to channel Us$1S million Into the program
with the objective of Increasing project coverage.

CENAPTA il provide needed courdes to the micro-entreprencurs.

Such edocat fon would represeat an {mportant complement to the Bank's lne
ul eredit; whereas a rapld {ine of credlt miy solve the short-term needa
of mlero-bustnesses In general, coursea tn buslness administration are
neaeiary Lo enconrage long-term growth and efffcfency. The micro-entre-
prencars alieady knos how to produce, since many have learned thefr trade
a o workers {u other bustnessen, but rarely does one find a micro-buslness
ouner who has already Implemented adminlatrattve controla. As a result,
avallable resources are not maxImized: finventories are larger than ne-

censuy, the turnover on recelvables 1y too slow, machinery fs allowed to

L \
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lie idle, etc. The sum of these weparnte adminietrative inefficienclen
causes a shortage of readily available working capital, consequently
promoting the belief that a loan {n nceded, Furthermore, when a lomn
{s actually requested, micro-businesspeople tend to concentrate more
on gecuring a specific aum of wmoney (gencerally more than 1a real y needed)
instead of definfung a speclfic project firat and then calculatiag how
much money should be requested to finance that specific growth projeet.
It is for these reasons that effective and appropriate courses in busi-
ness administration should be offered to the owners of these businessen
tn complement their skills in production.

Finally, the Banco del Pacifico will coordinate the constructfon of
a micro-induatrial park and coumercial center involving 50.000 locales.
This {8 the mnjor thrust of the loan and represents an i{nteresting ex-
periment In micro-business development. Since a serious problem of these
entreprencurs {s {asufflicient space for their shep, the r1esultn of this
effort will be meaningful in terms of c¢ffective strategles for promoting

long-term micro-business devalopment,

p—i—
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IV. PROJECT ASSESSHENT

The Rank has {mplemented o flexible and inexpensive line of credit
tor micro-businesscs., It has decided to forego evaluations of results
and other futernal control mechanisms to reduce coats. The fact that the
busluesspeople only pay thefr quotas twice 8 year translates into a di-
rect savings for the Bank fn termy of paperwork and manpower. As ig na-
tural for a bank, their primary ccntrol mechaniam is the list of late
payments,

The people Involved In the project ave highly motivated, a charac~
teristlc of atl the good projecta that were observed., Yet a liighly qual-
1fied expert fu small businesses is not required to direct the program;
Ie 18 sfmple enough to be staffed with non-experts and part-time univer-
sty students. This ias important 1in considering the replicability of
this pruject,

Ay Important consideration for loan programs is that there is a
certatn "nerionsness” when fovolved with a private bank. In this scnse,
programg tnvolved with lending money to micro-husinesses should etrive
to develop an fmage of a bank, treating the loan recipients as reaponai-
ble tudividuale with certain binding and contractual obligationa. The
velatfonship with the micro-entrepreneurs ias both businesslike and cour-
teous In the Bunco del Pacifico programs. Control over late pavments
s strict and ifnsistent, removing any paternalism from project {mple-
mentation,  This is vieal f psychological growth s to occur within
the fndtvidual, which should be one of the offshoots of a succeasful
loun program,  ‘Mhe fodividual eventually becomes lesa timid and more
self-confident,

An fnteresting lesaon that can bhe learned from the Bank's program
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is that micro-entreprencurs con successfully handle loans with payments
due every six months. The Bank made its decisfou on payback echedules
with an eye on {nternal consideration. Traditional thought han held
that since micro-producers at this level of business activity arve not
accustomed to saving or the planning beyond the coming weeks, a Ligquidity
problem would result every six months as they were forced to halt pro-
duction to secure funds to fulf{ll their obligations with the Rank. ‘The
Banco del Pacifico has apparently proven that these {ndividuvals are ca-
pable of a sufficlent degree of financinl planning and that monthly or
quarterly paybeck schedules are not necessary. This differs from the
poorer PISCES population, with which more regular payments are recommended,
As far as this pnorer population is concerned, it in apparent that
the finﬁnclnl needs of micro-businesses are greater than the more peneral
PISCES target group: average loan values for these shopr are USS1.000
fonstead of US$100.  lierefore, it could be argued that micro-business
owners are "too wealthy" and should not he considered an potenrinl he-
neficiaries of a PISCES project. 1If future beneficlarfen are to be de-
fined in terms of loan vslues, there can be no counter-argument to
the above criticlsm. If, however, the focus of the PLSCES experiment
ia defined in broader terws, for example the economic and socinl devel-
opment of the urban poor, micro-businesses may not only bhe included but
could eventually come to play an important role in the glohal effort.
Employment generstion and increasing fam’'y incomes muat have n
high priority in urban development progrema. Community progress wil)
never occur without a sufficlent amcunt of work and money for the indl-

viduals within that community,
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Programs whieh provide very small loans wicth little management
trafnfog und which concentrate canplementary efforts on community devel-
opnent tasks may set the atage for more Huccessful entreprencurs to ‘'gra-
duate” luto programs such as the Banco del Pactflco and DESAP projects
once thelr level) of bus{ness and avarencss of apectific business needs
are more developad,

In conclution, 1t may be advisable to think of the PISCES popula-
tlon au thooe urban vorkers who are too small, poor and poverless to
be reached by the Breat wajority of exlsting government and private pro-
srams,  The type and amount of ansistance may vary according to the level
uof PISCES population consfdered, hovever, micro-businenscs clearly fi¢

fute this broader category,
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Name and Address of Project:
Asesores para el Desarrollo (ASEPADE)
Edificlo la Armerfa, 2ud floor; Barrio Abajo
Tegucigalpa, Nonduran

Telephone: 22-7120
Name of ASEPADE Director: Juan Ramon Martinez

Other key people Interviewed at ASEPADE:
- Celina Kaway Castillo

- Nora Midence de Martinez (Director of the market pro-
Ject)

~ Belinda Calvaz de Midence (Formerly In charye of mar-
ket loanu)

= Enrique Midence (currently fn charge of markat Joans)

-~ Narda Melendez F. (Un charge of education)

Other key people Interviewed:

- at Catholic Relief Servicen:
~Thomas Mullienrn ~ Director
~Carole Antoricich - Assfstant

- at the Hondur{an Federation of Savings and Loan Coop-
cratives:
~Aualdo Castitlo Guiza - General Manaper

-~ at the Savinga and loan Cooperative of the 3an isldro

market :
~Solomon Tauves - Manager

Pates interviews held: April 4-6 and Sept. 5-14, 1979

Researched and written by: William R, Tucker
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IT. THME SETTING

Honduras, with approximately 70% of {ta 3,000,000 inhabitants v~
ing in rural areas, depends Lo a great extent on its agricultural pro-
duction. Although this sector comstitutes only 32% of GNP, {t providesn
jobs to 60X of the economically active population and generates 65% of
the country's exports, of which coffee, bananas and meat are the primary
products. A brief overview of the econmmy {8 presented in Amex 1.

Although the current government has had a certain ifigree of success
with agrarian reform, there la still a high level of iural-to-urban mi-
gration: the two princtpal cities of llonduras, Tepuclgalpa and San Pe-
dro Sula, have experienced an Increcase in population of 73% and 86%, re-
aspectively, between 1950 and 1974, In addition to the {nevitable un-
employment (for the country as a whole it Is estimated at Y%, but cal-
culated at 37.5% {f under-employed farm workers are Included), prices
have been rising, especiaily for foodstuffs:
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The economlc situation may deterforate further gince {t {8 esti-~
mated that 1o 1983, a full 38% of the country's projected 4,000,000 in-
habtuunts wil] be city dwellers, Yet with the cities growing so rapidly,
why do the women who seil frufta and vegetnhles in their market srallg
unanfmously agree that sales are lesn than those of a year ago?

e answer g conpiex, since the price elasticity of foodstuffs
must be Jow, Hevertheless, a significant varfable wust be the fact
that although the general opinfon 1s that Honduras s o wenlthier coun-
try than tive years ugo, taere is a recognlzed problem of income dis-
tributfon wiileh puts most of the money In too few hands.  Many Hondur-
g tecl that they have less purchasing powver than before. As rela-
tive {ncomey decrease, they may be auffering a lovering in the nuctri-
tional quatity of their meals as they opt for Jess costly {tems. my
decrease fn the purchase of frults and vegetubles detrimentally affects
the morket women, who already find themselves on the fringes of subsis-
tence Hving,

ASEFPADE (Asesores para el Desarrollo - Conzultants for Development)
Is an orgunization whieh ig currently working with frufe and vegeiable
vendurs in three of Teguclgalra's seven markets. The rest of thig docu-
ment will explore progrum goals, methodologles and results, and will
attempt to portray the socloeconomic situntion of the market women them-

selvey,
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I11. PROJECT DESCRIPTION

A,

The Organization

ASEPADE, a private non-profit organization, inftiated activitien

in Moy of 1977 with the following five objectlven:

1)

2)

3)

4)

5)

to contrlbute to the national development process by galnlng ar
understanding of problems that may interfere with the application
of public or private sector developmeutal inftintives;

to contribute to the de.elopment of Honduran profesalonals with-
in the field of development in an attempt to lessen the depen-
dency on fnternational human resources;

to offer services of advising, fnvestigation and educntion to
governmental and prlvate agencles which may require thew;

to support the growth of grass-roots organizations throneh tech-
nical nsﬁlntnnccé and

to serve as an fnformatfon bank of soclal works bedng carried

out in the country through the use of publications.

Although the organization has recelved aeveral small contracta for

apeciflc studies and speclal educational courses Lhe primary effort to

date hns been expended on the market women's program.

The global objective of this project Is to fmprove the soclo-eco-

nomic situation of the market vendors. There are three mechanlans

through which 1t 1a hoped thie objective will be achieved:

1)

2)

a loan fund which will liberate the vendors from exploitative

money lenders;

courses which will attempt to educate the vendors in social an

well as economic matters; and
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3) the creatton of g cooperative of market vendors so that they
may eventually control the loan fund and organize the courses
thengselvey,

To Inftiate the project, ASYPADE carrfed out a preliminary study
of the market vendors In November of 1977 to determine thelr needs,  On
the basls of (his study, a donation for US$7.575 was requested from Ca-
tholfe Relfef Services, which way aubsequently approved. This donation
provided fonds for (1) a loan fund - US$1.250 ~; (2) fnitial fnstallation
expenses - US525 -5 and (3) salarles for one year -~ U§$6.300 -, 1The
project began In September of 1974 with one soctal worker responsible

v

for the educatlonal napects of the program, one loun adminiutrator, one

decountant worklng one quarter—time and one project working half-t{me.

B, the Markers

Teguedgulpa, the capital of lHonduras, currently has eight marketa,
seven of which are for retallera (San Isldro, las Americaa, Colon, San
Pablo, El Kennedy, Mamechepa and San Miguel) and one for wholesalern
(K1 Mayoreve)., The Municipallty of Tegucigalpa 1s congtructing two new
vartkets (E1 Melen and ElL Alvarez), plamuing the expansion of the whole-
sulees® warket, and the privately owned market (lLas Americas) 1s cur-
rently fucveasing its capacity. ‘There are approximetely 2.500 atalls
of all types In these markets ad the current coustruction will create
A additional 3,000 stalls,  Most of these are planned to be occupled
by the 690 vendors who I1legally occupy Colon park and the estimated
1.100 vendors uho currently sell on the streets,

Although It 1a clear that the importance of these markets g grow-
fng, there may be some doubt ag to the efflcacy of expanding the whole~

salers' warket, Some trucks carrylng produce from the countryslde by~
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pase the wholesalers' market and drive directly to the retatlers' mar-
ket. Thie benefits some vendors since they are able to purchase the
fruits and vegetables directly from the driver at lower pricea then
from the wholesalers, but in larger quantitica than before and on a
cash basis. However, the disadvantage Is that the veduced nunmber of
trucks arriving at the wholesalers' market provides an opportunity for
the monopolization of a product by one or a smull group of wholesalers
allowing higher sales prices to be charged to the market women who
wust continue to shop at the wholesale market, since they do not have
su{ficient working capital to buy directly from the trucka, This ac-
tivity is apparently much more pronounced in San Pedro Sula than o
Tegucigalpa. The expansion of the wholesalers' market would {nclule
prohibiting trucks from driving directly to the retallcrs' mavkets.
All produce would be dirccted to E]l Mayorero, thercby theoretically
providing a sufifctent amount of competition among the cruckers to
eliminate profiteering. At least In the casce of Tegucigalpa, it is
possible that the good intention behind the plan would actually chuse
higher costs for the vendors since there would no lonper be a way to
eliminate one link In the long disiributional chain and possibilities
of price collusion arony the wholesalers would be more pronounced.

The followlng are normal components of the distribution chinin for
frults and vegetubles,

1) a buyer in the country purchases the produce from many swall

farmers;
2) a truck owmer buys the prouuce from this person and drives ft

to the Mayorero market;
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3) u vholessler buys from the truck owmer and delivers the pro-

duce to the Lan Americas market ;

4) the frult and vegetable vendors with stalls buy from the

wholesals rs; and

5) the street vendors buy from the vendors at the fixed stalis.

Consumers buy from clither the vendors with fixed stalls or from
those {n the streccs.

There are however, several alternaclves to the above flow of gnods:

1) vendors with amoney, time and contacts have purchased directly

from the small! farmers, his, however, 13 rare.

2) as meatfoned earller, some trucks by-poas the Mayorero market.

To take aldvantage of lower prices, a vendor must have ennugh
money to buy in larger quantities and must be villing to arrive
at the market at 3:00 .a.a. and watt for the trucks to arrive,
The surplus preduce they buy fs re-sold to other vendorn, mean-
ing that the vendor herself beccuwes a wholesaler as well as a
recalier,

A Elna! polnt about the channels of distribution is that the whole-
salers who sell to the vendors tn the worning are willing to finance -
at a codt - the pourchase of vegetables wntll tiat afternvon to give the
vendors o chance to sell them. ‘here 18 no real ria" {nvolved for the
wholesaler sfonee the women who buy on credit have been buying cvery day
for neverual yoars.

Within the eatire macket environment, there exists a clear economic
hierarchy, Lhe wenlthiest being those selling clothing and shoes. Fol-
lowing these come the vendors of meat, then poultry and egga, then grains

ond finally the vendors of fruits and vepetaliles, Thin final category
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can be divided into three sub-categoriea: those who have fixed and
legal stalls, those with fixed but illegal stalls (the Colon market)
and those who {llegally sell on the streets, This last group repre-
sento the poorest of all.

Money lendr rs operate throughout the markets, They supposcdly
have officlal cards authorizing thefr activities but who apparently
do not maintain the stated waximum Interest rates and who therefove
have no legal recourse {f a loan recipient does not pay. The rela-
tionshipu between the money lenders and the vendors are complex, since
the vendor cannot do business without sufficient working capital, yet
many realize that the {nterest rates are too high. MNevertheless, In
the case of an emergency, or simply to buy school supplies, the money
lender {s avallable with ready cash.

The lenders walk through the markets, some every afternoon aand
others less regul.rly, collecting from the vendors and looking for
new customers. The loans are generally for 20 to 30 days, with in-
terest rates as high as 20%Z per loan. The loan is paild back on a
daily basis and o new loan {s recelved once the previous one has been
fully cancelled. 1If for any reason a vendor cannot make the full dally
payment, no fine is collected fmmedlately. All“ough ASEPADE believes
that the money lenders collect late {nterest payments at thcfcnd of
each lending period if there have been delays, the vendors who were
asked did not agree. However, since the money lenders maintain all
records, it is possible that the vendors do not realize that they pay
late-payment fines. What is fmportant {n that no fine 1s charged on
the day that a vendor cannot fulfill his or her financial obligation,

Finally, no collateral Is demanded by the lenders when dealing with
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people vequiring greater swounts of money.

A further source of funds, at least for the vendora at the Sui Isidro
market, 18 the Saviogs and Loan cooperative. At present, there are ap-
proximately 390 active members, mostly owners of larger stalls gelling
shoes and clothing., The loan lmit is US$hH, 000 for six months at a 2%
per month futerest rate.  (Commercial Interest rates are 1,32 per month,)
Loany to members are o tunction of the savings deposfted {n the coopera-
tive,

Although at feast one participant fu the ASEPADE program also re-

cedves loans from the cooperative, which must be repatd on a dafly basis,
most loans have monthly payments due to the larger amounts of money.,
The recuperstion rate on the loans has been very slow fn the past and
there 1o a certaln degree of mistrust of the oooperative, erpecially
atter a fire In the market supposedly burned all of the money of the
menbers,

There s yet another source of funds for the members of the Sarn
tsfdro market, and that {s the Asgociatfon of Vendora, (Similar organi-
zutlons tn the other morkets are called “Fatronatos".) All but 40 ven-
dorts ave active wembers of the Association, which has an elected pres{-
deat, vice-president, treasurer and a collector, US$0.50 is cliarged
each month for the trensury, of which 10% goes to the collector. The
objective of the Associatlion in simply to work for the good of the af-
filfates. I i~ market needs repairing, for example, the president
talks to the corresponding authoritiea. Financial assistance ia pro-
vided for cmergencies such as the death of a vendor: money i{s provided

for the funeral. There are three assemblies each year, during which
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the market {8 closed. The vitality of the Asoclation 18 u good indica-
tor of the possibility of success in achieving the goal of a cooperative
within the ASEPADE program since it s clear that the vendora can orpa-

nize themselves {f they understand the benefits of dolng wo.

C. The Beneficiaries

The ASEPADE program Inftiated activities {n the Colon, Las Amer{can
and San Isidro markets. In these three markets there {s a total of 1,524
vendors of all types, 455 of which are vendors of frults and vegetables,
The program selected 50 from theae 455 and the first loan was approved in
September of 1978, A soclo-economic study was done, which sheds some Hght
on these initinl beneficiarics:

Age

652 of the women are between 36 and 55 years old, which demcustrates
that there are few young vendors (5% less than 25 years old). This (s
probably due to the fact that (1) it is a hereditary oceupation sinre In
the majority of cases the mothers were also vendors, and (2) the market
environment tends to he hostile towards younger vendors.

Schooling

392 of ‘e vendors never went to school and as such are illiterate.
This is sign. . ant in that it affects the design of appropriate educa-
tlonnl materlals.

Famlly Situation

192 of the women are legally married and another 50X are fnvolved in
what might be conaldered comnon law marringe; 29% are single mothers and

2% aore widows. Although there appears to be n low itncldence of women com-
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pletely on their oun, the reality 1s that in che majority of cases the man
leaving the woman with the responsibility of mafutalning tne houschold,
682 of the women have more than three children. 29X have more than six.

Houg ing

66X of the vendors do not pay rent, which means that they either
Hve with relatives or {n a house that has been temporarily lent to them.
Few own houses.  68Z of the houses in whieh they five have clectricity,
532 have drinking water and only 29X of the houses have sanitary services.
There {1y an average of seven people {n each house, which is high given
the size of the houses,

Hurk

74X have worked as vendors for more than five yearas; 50X for more
than ten.  The following brief examples outline an Hvernge day, every
day of the week, ot two market women:

Franclsca starts preparfong food at 3:00 1o the morning for a
group of people who pay her US$85 a month for the service. She
finlahes at 5:00 and quickly cleans the house before leaving for
the market, arriving there at 6:00. She buys rhe produce she plans
Lo siell that day and arrives at her stall by 6:30, paying the per-
son who carrled the fruits and vegetables for her. She will leave
the market between 3:00 and 4:00 that afternoon. Once she arrives
at home, she apends two more hours cooking for the group, finishing
at 6:00,  Bewween 6:00 and 9:00, she hnndwashéﬂ and lrons clothes
for the family. Somctlmes, to bring in a little more money, she
will make clothen,

osa Candida gets up at 2:00 a.m, and organizes the meals for

her famdly., She arrives at the market by 3:30 to take advantage
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of the lower prices available from the trucks bypassing the whote-
salers' market. By 6:30 every morning, she delivers a large order
of frults and vegetables to the Soclal Security Inatftute, where
they will pay her the same afternoon. She returnn to the market by
7:00 to buy produce for her astall, where she will stay until 6:00
p.m,
Other women will arrive at the markat by 7:00 and stay ti11 5:00,
but 1t {8 clear that thelr reaponsibilities make harsh demands on their

time and encrgy.

D.  The Economic Characteristics of the Stalls

It ls extremely difficult to fully grasp the dafiy flow of canh through

the market stalls due to the fact that the vendors maintain no written re-
cords, there Is a confusing blend of cas! and credit purchases on thelr
part and they can occasionally be somewhat reluctant to fully share thelr
knowledge of financial deallngs with outsiders over an extended perfod of
time, Nevertheless, an asttempt was made to understand in better detall
the nature of the business of selling frults and vegetables In the warket
places,

A slmple questionnalre was prepared (Annex 2), which was finplement ed
over a perlod of 15 days to a group of 9 market vendors selected at ran-
dom from the ASEPADE list of beneficiaries. The objective was to ascer-
tain dafly sales and expenditures in an attempt to determiue the true -
nancial situation of the participanta.

Problems of accuracy naturally arese glven that all of the fuforma-
tion was collected, albelit on a daily basis, from the memories of the

vendors, Dally sales, for example, were calculated Ly counting the cash-
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on-hand at the end of cvery futerview. adding up all expenses for the
day, lncludlng purchases, and subtractlug the cash-on-hand frem the
previoun day.* ‘therefore an omntsfon In expenditures would deflate
Lthe saleon tigure.  Hevertheless, the study was useful not for providing
precise data conceruing the cash {lows of the vendors, but rather for
the Insight that was pained and certaln trends that were uncovered.
Approximately 852 of all outflow 14 for business related expeuses,
the remafnder belog utilized for consumption, medical charges, clothing,
dchool ftems, ete,  Of the tutal business related expenses for the 9
vendors (U855, 123,00 for 15 days), only US$25.00 (0.5%) relate to in-
terest payments lor loans recelved.  Consequently, it Is apparent that
towertug the fulerest rates charged to the vendors by the woney lenders
will ot signdficantly Increase avallable working cupital. In fact,
according to the study, it would be surpristing 1f the wor. v actually
notlced the ehange sinece the money lender rates would still only re-
present 22 of thedir total expendltures If they were to continue bor-
rowing money from them., 1t also seems possible that statements re-
pordiag the excesusive explaftatfon of the money lenders may be extreme
as far a8 these market vendors are concerned.** However, the point
ahould be made that glven the total estlmated living expenses of the
the vendors (U§$148/month, {ncluding US$62,00 for housing), a decrease

in Interest costs from 20X to 5% per loan translates directly into a

Abatly Sales = Cash-or-hand + Total Expenditures - Yesterday's Cash-On-lland

AThls polot {s made cantfously. A major part of the damage done by the
moneylenders may be In the area of collectlon of gunrantees (which are

often the deeds to houses) In the case of default. Interest rates would

he less fwportant, More study 15 needed on thelr activities before re-
moval of censure i8 contemplated,
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102 increase in disposable income. Therefore, although 1t {8 clear that
benefits do result from lover {nterest rates, care must be taken fn draw-
ing the conclusion that a credit program whose only objective Is to

glve an Intercst break aloune will significantly benefit, tinanclally,

the market vendors of Teguelgnlpa.

Since 66% of the working caplital nceds of the vendore is used for
the purchase of foodatuffs, substantianl economic benefits can acerue If
the purchnse prices can be lowered: a 2% decreanc In the prices that
the vendors wust pay for the fruits and vegetables would cause a slightly
better improvement {n disposable fncomes, on the average, than the reduc-
tion of interest rates; a 10X decrcase in the purchase price would cause
;néhmgg‘to rige 59%1% 1t 18 for this reasgon that ASEPADE's efforts to-
wards creating a cooperative are so important: 1if the vendors were to
purchase the foodstuffs together in larger quantitles, some discounts
should result., A certain amount of educatlion would also be required
here since vendors with loans occaslonally continue to buy the produce
on credft, which raises thelr costs.

A final point concerning the economic charancteristics of the stalls
pertalns to the time of the vendors, which 18 abundant durlng the day aa
they walt for buyers. An effort should be wade to teach the vendors se-
condary activities that they could do during the day: many vendors men-
tioned sewing as an alternative. Since selling fruits and vegetables is
a passive anctivity, the women could actively use their time waking clothes

for eventual sale ur personal usc. Once agaln, thiso could be an {mportant

*Current disposable {ncomes average US$148/month. Current expenditures
foodstuffs average US§875/month. A 10X decrease in expenditures ($R7.50)
ralses incomes to U5%235.50/month.
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function of the couperative, Reducing costs 15 often a good etrategy
for Increasing protius; branching into other remunerated activities and
markets 1 another and, in this caae, ¢robably more effective strategy
for bringlog about an {mprovement in the economic condltions of the be-

neficluries,

E. Project Activities
1) Program Development
ASEPADE started the pProject in the following manner:
a) Initial Inventory - the three markets of San Iaidro, Colon

and Las Americas were visited and an Inventory of existing

stulls was made.

b) Initfal Explanation of Project - each fruit and vegetahle
vendor was approached and glven an explanation of the fugy(e
program. Although there was a certaln degree of nuspicion
at firat, this was overcome as project poals were detailed.

¢) Motivation - further individual tnterviews were held and a
pretminary questionnatire was completed which collected ba-
slc data (name, address, number of children, llteracy, etc.).
A general meeting took place during which the future program
was described in greater detaf) to the group,

These [irst three stages tnok one person onc month to complete.

d) Sclection - 1t was projected that availuble Funds would be
adequate for 50 women who would each receive a loan of Us$25,
Therefore, a selection of final beneflciaries was made using

the fellowing criteria:
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1) low income;
11) have a fixed stall (the government is trylng to remove
the strect vendors);
111) be a seller of frults and vegetables (which represcnts
the poorest of the murket);
iv) live in the capital;
v) have an identification card;
vi) preferably be en unwed mother;
viil) have worked In the warket for at least one year; and

vill) at least 50Z should be literate (due to the ohjertive

of developing a self-run organlzation).
Gnce the 50 beneficiaries were selected, s loan document was
slgned by each one and the revolving credit fund was put into opera-
tion,
Since ASEPADE now has more thaun a year's worth of experfence with
the vendors, the following process Is used to select new beneflciaries:
a) Initlal Contact - very little effort needs to be spent on
promotiun since ASEPADE 1a known in the markets and the ven-
Jdors make the first contact.

b) Recommendations - current beneficlarlen are asked whether or
not they feel the new candidate should be allowed to enter
Into the program.

¢) Investigatlon - if the recommendations are positive, the
new candidate 1o asked to complete a questionnaire (Annex 3),
the data on which will be studied during the selectian.

d) Selection - the selection 1s less rigid than it was at the
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start of the program. Vendors of grains may now be ip-
cluded, an address within Tegucigalpa 18 no longer a re-
quirement, a vendor need not occupy a stall for o full
year before bring admitted, and the 50% literacy require-
ment has been walved since too many women would be re-
Jected.  ASEPADE feels that there are alrcady enough 1i-
terale women in the program who would be capable of run-
ning a cooperative. Finally, priority 1a given to those
vendors working witl, money lenders.
The ubove selection process takes approximately three days,
after vhich the applicant receives her first lean,
2)  Program Mechanlsms
a) The lLoan Fund- lonns of US$25 were provided to the initial
50 benefictaries. The payback period was ten days at 21
(a8 compared to 20% charaged by the money lenders for 20
to 30 days). Collections are made on a daily basis (in-
cluding Saturdays and Sundays}, with payments being noted

on a card that the vendor keeps and the corresponding card

that the ASEPADE collector maintains. Once a loan is repaid,

the vendor automatically receives a new loan the following
day.
The table on the following page presents the flow of funds

since the start of the program.

The declining number of approved loans and beneficiaries is

die to a prohlem of 1iquidity of the loan fund: 1t was quick-

ly fuund that $25 did not gsatisfy the needs of the vendora,

P
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Approved Bene- Amount Anount

Loans ficlaries Loaned Collected
92 50 US$2.950 Us$2.041
72 50 2,962 2,886
60 41 3.480 2.674
58 39 2,817 2,809
46 37 2.615 2,244
55 k1 3.137 2.937
40 as 2,350 2.518
41 39 2,850 2.874
13 51 4.537 4. 384
83 54 5.789 5.8%9
68 55 5.450 5.318

forcing them to request additional funds frow the moncy
lenders. loans were made to the better-paying vendors,
further tightening the liquidity of the proj~ct. Exncof~
bating the problem {8 the fact that December is a time of
high sales since Chriatwas shoppers buy more expenslve
frult (pears, grapes and apples). The women need larger
loans in order to purchase these fruits. To partially
alleviate this problem, ASEPADE (1) lent US$1.000 ta the Yonn
fund (of which $500 has been rcpatd);(2)elimqutod all women
who were not as prompt in their payments (taking, for ex-
ample, 25 days inotead of 20), thus allowing higher, more
effective loans to be approved to the remaining women; and

(3) ratsed, following the approval of the beneficiaries,

the interest rate from 2X to 5X per loan in order to in-
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crease the loan fund at a faster rate. As of August 31,
1979, US$1,650.07 have been coilected in interest, more

than doubling the fuitf;l Joan fund, As a resuvlt, there

is greater flexibllity in the approval of loans,

The courrent loan guldeldnes are as follows: the firat_threc
loans to a new ben:ficiary are for US$25 for ten days each,
If the reciplent repays the loans withont excessive delay,
she recelves three loans of US$50 for 15 days, followed by
three loans of US$75 for 15 or 20 days until she reaches the
loan cefling (currently US$150 for 20 days). Again, these
guldelines since the need for flexibility is recognized,
Neverthelesa, the payback perfod is ser nt 20 days to en-
sure that loan reciplents utilize the money as working
capltal {nstead of for aome purpose outside of their busi-
nheds activity,

A second source of loans based on savings {8 belng initiated
through the ASEPADE program. The program beneficiaries are
belng encouraged to save a nominal aum on a daily basis in
two savingy plans: one plan disburaes the savinga at Christ-
mag, a time when the women need extra money not only for
their stalls but alao for their families, and another allow-
ing loans to be granted with a maximum value of twice the
total amount saved by the individual In that plan., These
loans need not be used as working capltal for the stalln.

The savings program began in September, 1979 and no loans
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have been granted so far under this system.

Finally, ASEPADE has begun to experiment with different

types of working capital loans: to provide a sufficlent
amount of funds to one vendor who wished to expand her stall,
a 30-day loan of US5100 was granted which would be pald

back in one {natallment at the end of the Joan period. The

experiment was successful,

Educational Courses

ASEPADE believes that an effective strategy for Improving
the quality of 1life of the vendors must Include appropriate
educactonal courses with the dual objective of (1) teaching
them how to increase thelr income from the atalls, nnd (2)
informing them of the advantages of cooperation, thus pre-
paring thew for the future cooperative.

The initial mechanism for glving the courses Involved group
meetiogs with all 50 beneficlaries. Six-hour courses deallng
with project fuformation, human relations and sales, proper
handling of frults and vegetables, etc. were given. Techni-
cnl assistance was provided by the Famlly Welfare Instltute
of londuras whenever necded.

Given the difficulties of educating large groups of people
with 1lttle previous schooling experienée, [t waus decided

to work with smaller groups of vendors for cach course, thus
Increasing effectiveness as well as costs,

A further educational mechanism i8 a bulletln printed each
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month by ASEPADE for the market women (Annex 4). Interest
hiag been so high thate ASEPADE muut print extra bulletina

for thoese people who do not yet participate in the program,

Illiterate beneficiaries ask thelr neighbors to read their
eopy vut loud., 1: fg4 through this bulietin that ASEPADE
hopes to further educate the vendors in such areas as ny-

tritfon, heolth and cooperativism,

ASEPADE {8 mware of the difficultien in providing courses

to the market women, Attention spar, intereat, ability to
be nway from thelr atalls and simply being tired are impor-
tant factors alfecting succesn. Approprinte matertals also
represent o problem since outafde experts vho teach certain
arcan often de not fully comprehend the economic situation
of the listeners and who therefore suggest inappropriate wo-
lutions to thelr problems. Nevertheless, ASEPADE {s confi~-
deat that relevant educational materials can be combined
with an effective presentation to produce courses that will

benefft the market women.

The Formation of g Cooperative

Since creating an autonomous orgnnizntl;n is an important goal
of ASEPADE, they fnvolve the women {n the decision making pro-
cess to a great extent, A commlttee of four beneficiaries

lina been formed, uhich ig redgponsible for suggesting {mprove-
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ments in thc program and {nforming the remaining vendors
of pew cefforts to be discussed with the entire group,
The f{dea of the savings plans, for example, come from
one of the vendors during a committee meeting. Since a
seat on the committee {8 n temporary one, all the women

will have an opportunity to serve.

Some of the educational courses emphasize the practical
benefits of cooperation: the course on fam{ly budgeting,
for example, w{ll encourage the vendors to prepare thelr
own lunches inatead of buying them made at the markets.

A group of fuur or five women would share a small stove.
Savings would resulr, thereby providlng an effective de-
moustration of the benefits of worklng together. Other
possibilities include pooling funds each worning, enabhling
produce to be purchused In larger quantitles at discount
prices. 1t {s through such practical demonatrations, in
conjuns.tion with more generalfzed !vsuons each month In
the bulletin and during courses, that ASEPADE plans to

promote ant eventually develop a cooperative.

F. Future Plans

ASEPADE plans to i{ncrease the nunmber of benefiefaries i(n Teguel-
galpa from 50 to 100, eimultanecusly expinding into the Kennedy and
San Pablo markets. A two-year Jonatlon of approximately US$50,000 is
being aolicited from the Inter-American Foundatfon, which, {f approved,

will provide the necessary funds to finance the expansion. In additfon

. ,%7&3
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to lmplementing the same loan procedures as are currently used, the
following educatfonal areas will be taught:
1) the work of the vendors: analyels of how their work 18 atrue-
tured and how to improve fts management;
2} humnu snd soctal development:  human digntey, motivation, welf-
evaluatfon, search for nltcrnntlvcn;
1) home econumfcs:  family budgeting, dlﬂtr!bullon, nutrition,
health, hyglene, preparation and conservation of foodstuffs;
and
4) organizations; cooperntives, unions, other formg of associn-
tionsg,
Sinee (1) the levels of {1literacy 1imito che effectivencas of work-
Jng in large groupa, (2) pertfodic and 8istemat{c meetings are difficult
to vrgantlze glven the type of work {nvolved, and (3) the type of educa-
tiou congfdered by ASEPADE to be moat needed (1.e, cost control, snles,
fnvestment strategies) calls for individual asaistance, educational me-
thodologles will be modified, Additfonnl mocin) promoters will be hired
who wil) bhe responsible for working with 20 ¢35 25 vendors, hoth 1n groups
dutlug courses as well ng individually,
Finally, the number of beneficiaricsn recelving loans will increase to
150 durtng the second year of the posaible IAF funded expangion, and a
pre-cooperative of the vendors will be formed. 1t {a projected that in
three years the program wil] be self-suntatning with a legally recognized
and fully funct foning cooperative,
As far ag replicating the program in other areas of Honduras, ASEPADE

eventoally hopes to set up & program {n San Iedro Sula and perhaps other

P
/2/1)
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cities. As a prerequisite of replication, however, s study of local con-
ditions must be carried out to determine those special characteristics

of a reglon that would have an effect on the project, For example, 1t was
mentioned earlier {n this document that Intermediarics in San Pedro Sula
played a much more prominent role In setting excesalvely high pricen for
produce: a program {n that city might concefvably concentrate more on
searching for alternatives within the distribution chaunnels as a mecha-

nism for fmproving the econvmic situation of the vendors.

IV,  ORGANIZATIOHAL ASSESSMENT

Horkflow

The staff of two are busy, but efficlency could be {mproved. The
accounting system, for example, has a substantinl degree of double work:
ane sugpestion mode will save the person In charge of loans 40% of his
time per week without affecting system reliability. Such duplication
can be expensive.
Sense of Commitment

Very high. Pay s low and the hours are very long, including
Saturdays and 3 hours on Sunday for the loan collector. Also commit-
ment must be present {n order to enter the markets every day., In-
cldentally, the one change of staflf was by management declgion aince
she was belng too paternalistic towards the vendora., This has been the
only turnover, A

begree of Autonomy

The most {mportant decisfon that 18 mnde 18 whether a new woman
should be admitted Into the program. Although the director looks at

the questionnaire, the social promoter makes the decislon,
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The promoter and loan coordinator have the equivalent of a high
school educatfon with a specialized fleld of atudy. The promoter ia a
a black uwu-wed mother and the loan coordInator s a white 28-year old
gemi-uccountant.  Glven the atmplicity of the tasks to be carried out on
a dally basty tt {8 clear that such a program does not require high
akiil levels for staff or a very great competeuncy in a technlenl fleld.
Empathy

There 18 good rapport between the promoter and the vendora., The
loan collector s new and has not developed much of a rapport with the

beneflctarvies,

the main weaknesa of the ASEPADE program, however, lles in ita
educatfonal {nftatfves. They apparently don't take their own advice
about Iatening to the vendors aince the Idear that come from them do
not mesh with the pre-concefved notions of what should be taught.
Although health, personal hygiene, nutrition, ete, are important and
Heceduary topfes to be taupht, afrer talking with the vendora 1 came
te the conclusfon that thoge topica dealing with the economice of the
stilly are both Inappropriate and unwanted, First, the businesa aspects
ot the stalla do not really lend themselves to sclentif{c management
Procedures: ooy semi-atructured accounting aystem, for example, I8
polntiess becanse the women will never do {t; furthermore, they already
vontiol thelr accounts with thelr apron pockets, as explained in the
text. But the main argument agnlnst such courses {s the fact that the
vendots never mentton them when asked what they would like to learn:

cooking, wewing, f[lower arvangements. They want to learn these things
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in order to have an additfonal source of income.*  Impioving the
management of the stalls will fncrease thelr incomes only marginally
unless they atart eelling to restaurants (an ASE"ADE fden). The

vendora are looking for sccondary nctivities se alternatives and

T ASEPADE appears not to be responding. Given the nﬁdunl of non-hrodurtlvv
time the vendors have avallable as they waft for customers, stimulating
secondary activities appears to be a viable way to generate additional
fncomes, pousibly having eubstantfol impact on their earnlogs.

Project Resultu:

The training courses which are so important to ASEPADE haven't
really changed anything., After 12 months, one would expect that the
stalls of the beneficlaries would be better organized and have a unlecer
presentation than the others, but this {8 not the case, Honey han,
however, been saved due to the lower {nterest rates on the Joans, Sowe
of the women must be participating in the program precisely because of
the lower rates, rather than for other more "social" motivation, and
ASEPADE accepts this. Finally, the formatlon of cooperative will most
likely present serious organizational difficulties since the idea was
inttially ralsed by ASEPADE. 1f anything haos been lenrned_nhout coop~
erntivena, 1f 1t is totally created and managed by individuals outside
the cooperative ft has already taken the flrat step towards eventual
failure, While ASEPADE iu attempting to provide practical demonstrations
of the benefits of cooperation in order to stimulate fnterest in the co-
operative, this may not he enough. HMost of the women are happy with the
program and put up with the occasional meetings (17 out of 55 particionted
*

This finding cofncldes with those of the training survey done in San
Salvador by PRIDECO/FEDECCREDITO, See report in this volume.

1 \\$!
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In the last one)., Hut when I asked one woman who had been with the pro-
Jeet since the begtaning 1 she was venlthier than a year ago, she sutd,
quite silmply, “No"., She may have remafned at the same level due to
ASEPADE's original polley of rroviding loans ol equal amounts of $25,
How, however, new guidel 1y es perfodically Increase the loan amount &

and payback  period elving more possibtlities for businens expansion,

Lessons Leavuned:

Lessons can be learned from the ASEPADE experience about cffective
strategles for Inftiating this type of program, as well as mistakes
which should be nvolded: They are:
fredie
Lo Supplier eredit 1o made avallable to the vendors through wholesalers
on the basls ol tryae developed over yenrs of dealing togethnar. Repay-
ment 4s not a problem, "Appralsal based" credit mechanisms are in evi-
dene in varytng lorms {n several different programs described (n the la-
ta Awerican cake studles an well ng several of the Asla cases. Personal
velotdomshdps and Las{e trust between cllents and creditors cn be utf-
lzed suceeasfully by credit programs dealing with very poor people who
tack normally aceepted collateral,

2. Working caplial loans are Important tn order for vendors to reduce
thelr costy by decressing Interest payments. lowvever, greater cost re-
ductions can be obtalned through poolling capital by the vendors In some
forw ol proup- pousibly a buyers cooperative--nllowing vendors 1o geo
quanitity discomts or by-passing wholesalers aud other expensive aup~

plier eredit sources
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J. Credit which 18 providing sufficlient benefita to the enlreprencur
will become nelf-promoting eventually having the effect of reducing
agency cogts for thla service or enabling the agency to expand {ts
coverage.

4. Very rapld analyslis of dteang to the very poor can be done quickly
and procesuslop need not be a lengthy task nor expensive to adminiater.
5. Repayment of loans to veadors (and by extenslon to luformal sector
entreprencure In general) Inlfially shonld be calculated on a dally (or
other short term) basls reflectlng the frequency of fncome of the ven-

dors go that they will know exactly how much must be saved on the short

term In ovder to pay of f the loans puntually.

Savings Mobilizatlon for Low Income People

Thirough credlt programs once people have cash flexlbitity and nre
not as gtrapped just to make dally purchases for thelr bualuens. or
food, they gseem to be prone to entering navings and loan programs.  (uce
they can see the way clear to save a small portion of their earnlngs they
will be more willing to llsten to {deas such as formalized savinpgs based

credlt.

Trainlog

1. Market vendors may prefer other types of educatlon rather than ma-
nagement or adminlatrative tralning since often thelr principal deslres
are to learn other skilla as complementn thelr vending activities which
will generate additional Income,

2. Traloing for largely tiliterate people should be done in small groups.

If large groups nre used many people will not asaimilate the materials.
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Personnel

Statf does not have to be made up of

out the dally tunctiong of the organizac

baule level of competency compiled with

Interest In (he Ltask to be done.

Mistakes

Mlstakes which con be made {n ¢hig

Project gtaff Iuclude:

1

a paternalistic attltude;

2) too much confidence in the vendo

3) rlorfty on the

a feellny of aup,

4) the creatfon of “igh expectation

wolng to colve al) of thelr prob

Strategies

Key stratepgles For working with the

fiportant prel ntnary study, can all be

tity Lo tnclude ¢he heneficlaries 1n the

day ene 8o that titey may develop the 1ds

thew, 1 thig fy achleved, the same ben

apetat lonal strategles which will have t

santzatlon'y polut of view, It fa a phil

to needs ag constantly deflned by the be

A comprehensive program would algo

vendors branch of Into other cconomle a

tertatned concernlng the global efficacy

gelect group of yendors tn a rel atlvely

highly trained peaple to carry
fon. What 1a most needed ip a

a good level of committment and

tyre of program according to

rs;

part of the progrum Btaff;
a, since the Freject 1s not
lems,

vendores, outside of the all-
focused Into one: the neces-
dectaion making process from
4 that the project belongs to
eficlariee wi]] dictate Lhose
he mosat Succesis,  From the or-
osophy of actively responding
neficlarleg,

Include strategley to help the
ctivitieu. A doubt mugt be en-
of providing asgistance to a

amall market: benefits for some

>



-204~

may caufe damage to others. An example i8 a epecial loan glven tu a be-
neficiary enabling her to buy a certain vegetable in larger quantittes,
later reselling it to other vendors and, finally, to the pubiie, [Iun ef-
fect, ashe has climinated, for herself, one link in the distributienal
chaln since she has become an fintermediary. This should fncrease her
income, but if we assume that the total level of sales of that vegetable
in that market is relatively constant over time, her Increased purchases
could cause decreased purchases of another vendor who had previously
placed herself in the position of an Intermediary. The global benefit
would be zero.

Although such negative fmpacts have not been detected, they represent
a potential problem for the design of future programs. Tt is for this
reason that secondary economic activitics should be emphanized 1in such
programs of market vendors: time i8 plentiful, and any substantinl iu-
crease {n Lncome of one group in the marketplace due te favorable lend-
ing programs could conceivably cause dctrimental results to other groups
within the some marketplace. The fact that sales are stapnant in Tepu-
cigalpa is8 a further argument for branching into other nctivities.

Excessive concentration on the business of buying and selling

foodgtuffs may be inappropriate if increasing disposable locomes s a
project objective. No matter how efficiently the vendors lcarn to run

their business, they will still have pienty of usable time on thelr hands,

In conclusjon, the project is a good one which could be replicnted.
Major adaptation would Involve gearing the educntion program move directly
towards the well-thoughtout desires of the beneficiaries, and a rethinking
of the coopcerative idea, which has very good motives and is an interesting
poseibllity, but which deserves a preat deal of care in effective imple-

mentation,
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ANNEX 3
ASESORLS PARA EL DESARROLLO

GUIA DE INVESTIGACION

ASEPADE

NOMBRE +

MLRCADO:

PUESTO:

. Tiempo de vendea en el mercado

al
b)
o)
)

L.

L.

. Taabaja con prestamistaa,

S< No

o Que cantidad de dinero {nviente dianiamente en compra de producto,

- Cuanto gana us ted dianiamente en tas ventas,

Que cantidad e prestan
L.

L.

A que interds Le prostan

Cuanto paga de neditos dianiamente.

L.
L'.

Plazo para pagan
IS dina e

20 das _ .
25 dlas e

I mes ~

0 mfs

eapecd fique

L.

- Que cantidad de dinero necesita para tLrabajan,

NN
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X

1.

8.

9.

.0.

2/

Ha pensado defen de thabajarn con prestamistas.
a) Motivoa

Le gusfania ingresar a nuediro Proyecto

S No.

Razén .
Estanla dispucste a asi{stin a reuniones y cursod.
No Si

Razén

A que hona podila asdstin,

A que hora te gustanda que Le cobraran,

FECHA DE 1A ENTREVISTA,

INVESTTGADOR,

xof.

.

oy

~
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Editoriol

ESTIMADAS AMIGAS:

El 26 de septiembre cumplimos el primer afio
de haber iniciado con ustedes, nuestro pro-
yecto de "Préstamos para Vendedoras del Her
cado”. -

Gracias a la participacibn decidida de uste
des y al apoyo financiero de Catholic Relief
Services, podemos decir que estamos juntac
trabajando en este Proyecto que sin duda ven
drd a mejorar las condiciones de vida de to-
das las que participan en é1.

Un afo después, vale la pena recordar que
uno de los principales objetivos dcl Proyec
to es "crear un sistema de préstamos que
las libere de los prestamistas". Este obje
tivo y los otrus que tiene el Proyecto, fini
camente podemos liograrlo con la participa-
cibn efectiva de cada una de ustedes.

Nos queda mucho pur hacer y mucho que apren
der, todo ésto solo scrd posible con el de-
seo, la voluntad, la cooperacién y el compa
fierismo de todas ustedes,

Este otro afio que iniciamos en este momento,
requiere el esfuerzo de cada una de nosotras.
Esperamos contar con su valiosa colaboracién
ya que sin elld, cl proyecto no tendra éxito,
ni razbn de existir.

q;v
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11. PROJECT DESCRIPTION

A. The Organization

INEDES was founded in 1964 as a gervice to help "popular groups" and
worker movements integrate themselves more fully inte the socio-ecunomic
mainstream of Ecuador. 1Tt is a private and partially political foundation
which proroses to:

1) promote systematic studies which apply Christian principles to the
process of development and organize, with the same objective,
work groups and educational courses;

2) train professionais in the formulation of demonstrative, intepral
models which will have a multiplier effect in social ns well
as economic terms; and

3) offer solutions to national problems through the execution and

assistance of apecific development projects,

The Dépnrlment of Urban Promotion (DPU) {f INEDLS is responmible for
promoting the epecific development projects and as such, was the focus of the
present study.

The DPU concentrates on the promotion of popular organizations, the
mosgt common form of which is the cooperative. INEDES concludes that there
are two primary rensons for choosing this type of organization:

1) socially, the member are involved in the decision-making processes

and are therefore responsible for their own success or failure,
as well as the fact that non-economic moblems can be solved by
people working together; and

2) economically, people pooling their resources can accomplish more

than if they choose i continue independently, especially in

/l/k/l//
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the cage of housing cooperat jves, Furthermore, in the cage of
productijon cooperatives, the workers own the capital stock of
the enterprise: ownership sharing models benefit the worker

since his capital Rrows if the business develops successfully,

The DU views participation, mutual help and self-run management as
being the key elements in the achievement of elliciency and stability
ina commumity organization, Participation is vital since it involves
the beneficiaties in the definition of thejr problems and true hecessgities,
as well ay the determination of objectives, methodologies, ete. The
mechanism of mutual help incorparates each member in the formation of
the organization and in collective actions, be they land preparation for
the construction of houses or the participation in a course. Finally,
self-management implics the ability of the organization to choone, manage,
organize and evaluate those projects which will benefit the community,

The history of the DPY, however, demonstrates that problems with
wethodologies may arise even if the above three elements are incorporated
into the aver-all strategy. 1In 1971, the Department was created under the
name of the Secretariat of Urban Services (SSII). At this time, INED.S
decided not o concentrate on housing cooperat jves since they tended to
dissolve once their objective had heen accompiished. Sinco INEDES pre-
ferred programs with a higher degree of continuity, the SSU focused its
efforts on production Rroups. Eight existing Rroups were selected (2 lottery
sellarg! Rroups, 3 brick production Aroups, 1 craft group, an:. 1 food
cooperative).  The number of membersin these Bruops varied between 6
and 15, The principal mechanism for asgigting the organizations wag

in the form of sofy loans, paid in advance of anv concrete investment


http:ac.ieveme.it
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plans and in the spirit of "good faith." Contractual relationships

were not formed,

It is necessary to emphasize the approach used by the SSU with
the beneficiaries: the image created was one of an institution, with
certain political objectives, that wanted to “help." The loan reci-

pieats gradually disappeared and U$$50.000 were lost.

INEDES decided that a move businesslike image was preferable when
operating with credit mechanisma. It is important to develop among
the clients that repayment be expected and will be enforced. Also,
when working with money, contractual relationships are better than

acting under good faith,

The second stage of the DI's development started in 1974, during
wh .ch the S5U was terminated and the Ecuatorian Center for lirban
Services (CESU) was created. Although CESU was initiated by INEDES,
it operated independently. Several key elements in the methodolopy

of the SSU were changed in an attempt to improve regsults:

1) larger production groups were relected;

2) a more formal relatfonship with the beneficiaries was
eatablished; and

3) business mechanisme were utilized to determine project

feaaibility before loans were provided.

During this period, offices in Loja, Cuenca and Riobamba were

set up. Viable production groups were located through the Eenadorian
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Center for Classiat Organizations (CEDOC), a political entity which
promotes cooperative development . Courses on Cooperativiam and start-up
loans were provided by CESU o Beven cooperatives inftially, A total
of US$B0,000 wasg lent to these organizations the majority of which was

uubuuquunlly repafd.

Although o higher degree of Buccess was achfeved with CESU thap
with the SSU, problems developed. CEpOC vas 8till actively invelved
with the groups ft had formed, and an ideological diapute with CEDOC
seriously affecged the cooperatives, consequently disrupting CESy's
programs, Furthermore, cEsy wus apparently unable to locate additional
viable production Broups willing to accept technfcal asslatance and
educat!on along wirh the loans as 4 requirement of CEsy support. Sipce
CESU would not provide funds withoyt the complementary services, ap
fupasy wag reached. It {g g¢ this point in 197¢ that the Department of

Urban Promotion (bPU) was establighed,

Glven the paucity of appropriate production Broups to work with,
the DPU decided to form {te own groups, Due to the difficulties of
notfvat ing People to produce communally, {t decided to form housing
cooperatives as o €frgt dtep, aince the lack of adequate housing wag
the decpest fele need of the projected beneficiaries, Cooperatives
vould be formed, individual's savings would be chnnnéled into one
fund, land would eventually be bought, the members would work together
preparfug the land thereby experiencing the practical benefitg of cooper-

atfon, and shope would pe created to provide tement blocks, tubes, doors

1

[y
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etc. for the construction. These ahops would serve the triple purpose
of (1) reducing construction costg, since the members themselves

would work there; (2) provide stable employment for the underemployed;
and (3) develop the basis for wore formal production groups once the

construction of the houses was completed.

Although the DPU sti1l works with *hree production groups frow
the CESU era, primary ewphasis is placed on the housing programs as
wechanisms for generating employment through the development of new
product fon groups. Arca offices are currently operating in Loja aund
Cuenca/Azogues In the south, and Quito, which also covers lbarra, in

the north,

A general description of the steps in the bIU wethodology follows
ag well as a review of the current situation in each area, Involving

in some cases, both housing cooperatives and older production groups.

B. The Programs

1) The Housing Cooperatives

To Inltiate a cooperative, & apecific sector (e.g. people
who work in the markets, municipality workers, etc.) or particular
geograpiilc area is selected and a study 18 carried out using the
questionmafre shown In Annex 1. 1n addition to collecting base
data about the target group, the objective of the study {8 to
personally explain the idea of creating a housing cooperative and

to Invite the lantereste, people to a general meeting.
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The general meeting 15 uaed to explain in greater detail the
purpote of forming the cooperative, describe the steps through
which the members will pass before recelving a house, and 1ist
the advantages that participation in the cooperative can offer,
the primary one belng housing at reduced cost due to buying large
blocka of land instead of amall parcels, and member participation
in land preparation and construction fn production groups,

1f interest {s generated, a pre-cooperative s formed during
which provisfonal dlrectors are elected and the 8pecific steps
through which a liousing cooperative must pass are explained. The
[irst actiun fnvolves the initial capitalization of the cooperativa:
the amount to be provided by each member ig decided by the Aasermbly
{tself, Appropriate monthly payments are also decided on to com-
plete the savings plan. It is explained to the members that a high
level of savings will enable them to purchase the neceasary land for
the construction in a shorter perlod of time,

The following atep Involves the legalization of the cooperative
with the corresponding public {nstitutions, Official directors are
elected as are the necessary cormittees. Monthly meetings are held
to inform the members about the level of savings, as well as to main-
taln motivation and cohesion within the group.

After a number of years of saving (dcpendlng on the level of
monthly deposits and, consequently, on the relative poverty of the
menbers) a tract of land is purchased. 1f the land has not been

developed, the cooperative organizes the work, with technical as-
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silstance from INEDES, that can be done by the members working to-
gether on weekends, The land must Fivet bo ieveled, atreets marked
and the area divided Into Individual jots. Sevape syutems, elec—
tricity and water are then brought in. At this stage, shopa for
producing the cement tubes and blocks are started, thus providing
work for underemployed members ns well as reducing materlal costs
for the conatruction. (Cement blocks produced by the production

groups will be 40X cheaper.) Woodworklng shops are added to pro-

vide doors, window-frames, stalreases, etc. for the houses. Floally,

the construction beging,

Once the houses are completed, a raffle is held to determine who
will occupy which house. From the beginning, nu one knows which
lot will eventually belong tu him. *

Finally a community center is butlt tu hold cooperative weetings
80 that other problems that can beat be solved by working together
can be dlucussed. As was previously mentioned, the hPU's gtrategy
for creating the housing cooperative 1s to form coheslve Broups Ho
that other problems, specifically under and unemployment, can bhe
solved. ‘The * ~t that the members have houses lg sceondary, #o the
community center Ia vieal to maintaln continulty. It is at thls

polnt also that the shops are Inltially set up to holster the con-

struction and begln to operate na independent economic entlties with-

in a cooperative {ramework.

it ig obvious that the longest perlod of time orcurs during the

*5ce Annex 2 for a discussion of the houses.

1,
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savings stage. Approximately two months elapge between the infi-
tial contact with the projected beneficiaries and the naming of
the directors. From that point on, years pass before the coopera-

tive has enough money to purchase land.

Avca Situations:

The city of Loja, in the south of Ecuador, with fts 350,000
inhabitants, has an estimated 300 jobs {n the induatrial sector:
the city lives off of commercial activities. INEDES has operated
in Loja since 1975 and has had the following experiences with fivé
housfag covperatives, all Initiated tn 1975:

a) The “Clodoveo Jaramillo of loia" Cooperative run hv a
priest, was formed with the help of INEDES and eventunlly
lucluded a total of 800 members, varylag in profession from
hlgh school fnstructors to doormen. 1NEDES organized occa-
slowal courses on cooperativism and provided contacts and
usxfatance for the legalization processes. 1In 1978, the
cooperative decided to buy land. INEDES objected to the
purchase since there was Insufficient land for all the mem-
bers: the purchase was made anyway and 200 of the pooreadt
members, alopg with the DPU in loja, broke contact with the
cooperative.

b) The "lo Inmaculada” Cooperative run by n.nun. was formed
with the help of INEDES and eventually included a total of
400 menbers, primarily market vendor:. At the nun's sugpes-
tian, the cooperative decided In 1977 to buy land. The DPU

opposed the ldea since the land was far from the city in a

3

A
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hilly area, making construction more difflicult, The cooperative
persisted, the DPU broke contacts, and the purchase was executed
in 1978, 1The coovperative currently wants to work with INELES
ouce wore, primarily for the contacts the DPU has with the new
regional director of the Ecuadorian fiousing Bank. INELES fs

villing to help.

The following three cooperatives will combine resources to buy a

large tract of land currently beling developed by the Munlcipalitv:

c)

d)

e)

It

tives

The "1a Zarza" Cooperative atarted when the DPU in loja heard
of the local government's plans to develop a larpe tract of land.
The approximately 15 familles that lived on the land at that
point in time were contacted by INEDES and encouraged to form
che cooperative. 1In about three months time, a toral of 180
members were participating Ln the savings program, mostly street
vendors. Monthly savings etarted at 0556.00 were later lucreased
to US$8.00. Current savings amount to US$44,000,00.

The "Yaguarzongo" Cooperative was formed by market vendors with
bDPU asalstance. Tue savings rate is the same as that for the
above cooperative, with the total balance curreatly US$35,000
(since this cooperative started after the Cooperatlve Ln Zarza).

The fiual cooperative formed with DPU assistance {s called the
"United Front of Municipal YWorkers and Employees'. ‘There are
70 members and the savings rate {s the same as the above two

cooperatives. To date, they have saved a total of USS28,000.

is the DPU's plan to incrense total savings at the three coopera-

Bo that they will be In a position to buy the entire tract of land

/L’\
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once the Municipality has finished developing 1t, Unfortunately, al-
though the old wunicipal government was 1w favor of the INEDES plan,
nothing was made officinl. The new administration wante to sell the
land {n parcels to the highest dbidder orce the infrastructure 18 in
place, effectively removing the cooperatives as potential buyers.
INEDES plane to oppose this strategy and cven mentiona the possibi~
iity of forced setzure. 1t {8 unlikely, however, that events will
reach this stage since INEDES hog n key contact with the nevly elected
goverament :  the current Vice-President hag worked in the Department
of Investigations of INEDES for the past several ycars. It i8 rea-
Sonable to assume that a more pacific solution to the problem in Loja

wil) be found.

The city of Cuenea {is larger than loj«, with a greater concen-
tration of {ndustry and also a university. The DPU works with the
tollowing cormunity organizations:

a)  FUNCIPIC (Program of Popular Housing of the Church of Cuenca),
which 8 involved tn the program of the San Vicente de Paul Cop-
ference, the objective of which 18 to promote popular liousing.
INEDES 1a currently organizing the construction of 39 houses for
an equal nunber of families that 1ive in a single, delapidated
house in the center of the city. Entire families live 1in small
rooms. Money from the church has been used to purchase land
and build new houses for those people, (The photograrh accom-
panying this document portrays the houses being built. Each
structure consfsty of two 1iving units and {s the principal de-

aign of INEDES.)

/1;\\\\
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The houses are being bullt by outside labor and 1t 1a esti-
mated that the final purchase price will be USS$5,600, an appa-
rently low price but actually quite high. Half of the people
will not be able to afford the US$56.00 mounthly payment, so
subnidica will have to be found. 1t ia hoped that wealthy
individuals will be able to be located who will finance the
difference between what the occupant csn pay and the real month-
ly payment. A further difficulty with this program is that the
people do not want to move from their present location: they
pay no rent and they are close to thelr work places, i.e. the
streets of the ceuter of the clty. They have not actually par-
ticipated in the program to any great extent, the drive coming
Erom INEDES and the members of the San Vicente de Paul Confer-
ence, who own the run~down house in the center of the eity.

The Cooperative Ribera de Tomebamba was formed in 1975 with
the help of INEDES. There are currently 158 members, with a
maximum capacity of 200, ‘lhere used to be a greater number of
members, but the cooperative, in Juue of 1979, decided to capi-
talize at a faster rate and called for a lump-sum payment of
US$200.00 from each member. 30% of the members were unable to
make the payment and dropped out of the cooperative. In Septem-
ber of 1979, land at a favorable price became avallable and the
cooperative declded to buy, Unfortunately, a second "extraor-
dinary" payment of US$200.00 was required, forcing still more of
the poorest members out of the cooperative. Individuals who

wigh to join the cooperative at this time must deposit the two
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extraordinary payments ns an entrance fce. The purchased
land coat US$160,000; US$48,000 was the initial depos!t,
with L.§32,000 coming due In December of this year (1979);
US$80,000 will be due in Decembher of 1980, Consatructlon
should begln In 1981. FUNVIPIC wil] tinance, at favorable
interest rates (7% vs. the conmereial [2X), the difference
between what the cooperative needs to pay (s obligations
and what can be saved by fts members. INEDES has provided
asslstance In organizing the cooperatives, gave an B-hour
course to 50 members on cooperativiam In March of 1979, rad
1g also In charge of collecting the monthly payments by the
memhers,

The Nlousing Cooperative of Chacabamba 1s located in Azo-
gues, o town thirty minutes outatde of Cuenca. There are cur-
rently 60 members, of which 40 are active and who will be the
lmnedtate beneficiaries of housea,  Each member deposite
US$8.00/month fn the cooperative, which Is little more than
a symbollc gesture 2lven the outslde help the cooperative has
recelved.  Promoctdn Humana has provided machinery to make
cement blocks and a very soit loan of approximately US$14,000.00
for hutlding vorkshops at the constructlon alte; MISERIOR of
Germany will donate about US$16,000.00 for buying tools; the
Church will donate the land for the shops and will sell itg
land to the cooperative for bullding the houses (although
work on the land has already begun, no price has heen set);

a tractor was borrowed from the local government to level the
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land for the houses. 1The members of this cooperative are
poorer than thone of other cooperntives assiated by INEDES

in Cuenca: several are micro-businessmen, many weave hats
for a living, some are widows with children. The president
and manager of the cooperative are both businestmen (shoe-
maker and carpenter) and see the possibilfty of uging their
houges 83 guarantees to secure working capital loans. Work
is currently undervay to bufld the workshops that will pro-
vide cement tubes and blocks, doors, windowframes, stalrcasen,
etc. for the conatruction. Once the houses are completed, ft
18 expected that the Church will purchase all of the produc-

tion from the workshops for future construction projecta.

The final housing cooperative with contacts with INEDES 1s lo-
cated In lbarra in the north of Ecuador and is called the "July 127
Cooperative. It has been 1in existence for two and a half years,
has approximately 300 members, has recently purchased land for
US$100,000.00 at a very favorable price, and 18 preparing to set
up the cement-block workshop as a prelude to the construction.

The contractual relationship that INEDES maintains with dlcne
cooperctives 18 exemplified in the agreement found In Annex 3, which
stipulates payments to be made by the Cooperative "July 12" to the
DPU for servicer performed. In this particular case, INEDES is
charging US$12,000.00 for negotiating the purchase of the land,

planning the construction and orgmmizing 1its completion.


http:IJS$12,000.00
http:US$100,000.00

~218~

2) The Production Cooperatives

As mentfoned earlfer, the Department of Urban Promotfon also

works with three productfon cooperatives, two in loja

Cuenca. Although these organizations were not formed

and one in

by INEDES,

the DPU enteted fnto contict with them to provide certaln technical

asslstance and courses to strengthen the cooperative eplirit,

The largest and most successful cooperative {a called CIACO

(Industrial Complex of Cooperative Assoclation - Complejo Industrial

de Asoclact6y Cooperativa), which produces high quallty furniture

for offfees and homes. The work of INEDES with CIACO can be broken

down Into the following categories:
a) promotfonal activities, conglating of courses

tivism and human relatlons#;

about coopera-

b) teehnieal education, coordinated through the Ecuadoriap Ser-

vice of Professional Education (SECAP), which

involved the use

of wood-vorking experts to improve the quality of the furniture;

¢) direct technical ass{stance by INEDES personnel in the areas

of accounting and financla) planning; and

d) fluancial assistance. US$S$40,000.00 was secured through the

Cooperative Bank In 1978, US$120,000.00 was donated by the

Inter-American Foundation three years ago, and INEDES itself

Tent US$12,000.00 to the members of the cooperative to help

* The lstory and Origlons of Cooperativism; The Principles and Goals of

Cooperatlvism; Ways of Organlzing and Runnlng Cooperatives; Information
about the Legal Aspects of Cooperatives; Information Concerning the

Righte und batles of the Members of Cooperatives.
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capitalize the organization,*#*

1t should be mentloned that CIACO was about to fold before re-
celving these funds: quality was poor, members were leaving the co-
cperative to work in the competing, privately owned furniture fae-
tory, there was no working capftnl and few markets. e of the prin-
cipal problems was that the cooperat!ve was befug manaped as a social
ent{ty as opposed to an economic enterprise with social ends. The
organizatlonal structure was strengthened with the Influx of capfital
and the cooperative started to grow. At the start of the process,
there were 30 members and 70 non-member workers; there are currently

67 members and 97 non-member workers and markets are expanding.

The production cooperatives fn Loja are much smaller than CIACO,
The Industrial Tallor Cooperative of Loja (CICOL) has been In exia-
tence for fourteen years. ‘The current manager has been with the coop-
erative for flve years, which Is the longest of any of the present mem-
bers. INEDES started working with the cooperative in 1975 when 1t had
18 members.  INEDES pave courses on cooperativism, orpanized and he-
came responsible for the accomting and helped secure loans for the
cooperative through the Ecuadorfan Development Bank (USSIR,000.00 fn
1977 and I8 currently trying to get a second loan for almost UsSS10, 000
for two ycars at 10%). A major problem of the cooperative was that

people would becom: members, learn the Job and then leave, efther to

**The loan wan made directly to the members so that the balance sheet
of the cooperative would show only the {ncrease in capltal, therehy
fmproving the debt to equity ratlo, enabling the cooperative to se-
cure larger loans for working capltal.
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work Jndcpendcnlly or as employecs of others. INEDES has contracted
a specfalist for the cooperative to {mprove quality and increase 8ales
throughout Ecuador. There are currently 16 members of the cooperative

The second production cooperative 1s called the San Jose Coopera-
tive and 16 made up of 16 carpenters., When INEDES began vorking with
the otganization, there were problems with the quality of the furpi-
ture, so INEDES contracted on a short~term basis a specialist to train
the members. Also, courses on cooperativism were given. INEDES plans
v utlng thin cooperative for providing some of the doors, window-
frames and stalreases for the houstng programs {n lojfa. According to
the manager of the cooperative, the main problem of the enterprige
now i the Jack of vworking capfeal for buying wood and additional ma-
chinery, INEDES, to date, has no plans to provide financial assistance
to the cooperative,

It fa worthungle discussing that whiila INEDES 1g not a financi{al
fotermediary per se, {t d;eﬂ occasfonally lend funds under the tit]e
of start-up loans (creditos de arranque).  These fundg can be used
for elther Inftiating new busincsnuu, such as the workshops for the
housin pPrograms, or for Inftiating expansion programa. Since none
of the housing cooperatives has yet reached the stage where the work-
shopy are functiontng, a1l funds under thig activity have becn chan-
neled fnto existing organizations, These funds were bpreviously men-
tloned fn the case of CIACO; the two production Cooperalives in Loja
have also recelved loans from INEDES (US$12,000.00 each). The pry
hopes to obtagy funds for the atart-up loan faciliey not only for

the workshops which should be coming on-atream during the next 12-18
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months {n several areas, but also for financlog the start-up costs
of Popular Supply Centers (CAPS), which will be discussed under “Fu--

ture Plans®,

C. The Beneficinrfes

Two soclo-economic studies, all carried out by the regfonal office

in Cuenca, provide an overall view of the beneficlaries of the 1NEDES pro-

grams:

1) The FUNVIPIC program will benefit 39 out of a group ol 54 families.
Although 15 families have removed themselvea from the program (come
purchased other houses), all data referring to the beneficlaries are
based on a population total of 54. The average famlly size of thiy
particular group is six people, rangfng from month-old babies to peo-
ple over 73 ycara old. Of the total sample (314 people), 124 (397%)
are students and 38 (122) are young children. The remaining people
are employed as follows:

Domesitfc Help 40 12.72

Private Employees 37 11.8%

Small Buslnesas and llandicralts 52 16.6%

Public Fmployees 9 2.92
Teachers 8 2.5X
hay wage carncrs 6 1,92
TOTAL 152 48,47

Average income {8 approximately US$116/month (minlmum wages
US$120/month). Ho rent s pald other than US$2.00/month for elec-
tricity; the use of water, bathrooms, electrlcity and washstands

fs collective; the house they share 1o fallfng down. (See Annax 4)
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2) The cooperative CIACO has promoted the creation of a housing
pre-cooperative for 21 nf i¢g membera, and a socio~-economic analyais
of these beneflclartes sheds fome light on the overall sltuation

of the other workers. There I8 a total of 95 people affected by
this project, 55 of whi-~h have sone economic activity (18 are stu-

dents) ;

Members of CIACO 21
Domestie Nelpers 14
Private Employees 7
Manuul Laborers 4
Miscellaneous 9

Average family fucome la US$224/month, of which 802 1in earned
by the CIACO members. 16 of the 21 families live in rented rooms
with collective use of bathrooms, water and electricity. The hene-
flclaries wenld be able ro pay an average of US$30,00/month for thefr

own lioustup.,  (See Annex 5)

D, Funding

The Departeent of Urban Promotion matntafne reglonsl offices in Cuenca
sud Loja, with the head office located n Quito, The organizational arrange-
rent of the replonal offices 1s detafled in Annex 6.  Eueh regional office
spends USS1, 600/moneh, including salaries, rent and niscellaneous expenses,
Payments to outside consultants approximate USSZB,OOO/yenr. Expenaes {n-
creane 202 per year, wich the Intest total expenses reaching US$90,000.00.
INEDES eventually wanta to have g total of six reglonal offices throughout

Fenador and projects an annuval budget of US$175,000 once all are function-

8


http:US$90,000.00

-223-

ing, hopefully by the end of 1980.

Income for the DPU has come prlmarily from the beneficiaries (251)
and from MISERIOR of Germany (75%), donations from which commenced in
1974, ‘There are no fixed rates as fnr as charges to the heneficiarien
are concerned;  a atudy Is carried out to determine local rates charped
by the profensionals of the area and a discount fs glven due to the no-
clal nature of the project. 1In addition to yearly donatlons by HISERIOR,
the organization "Bread for the World" has donated US$95,000.00,

. Future flnancing plans include the creation of a {inancial fnstltu-
tion whose profits will be utilized for fundlng development programs of
the DPU. Start-up capital will be ralsed locally and a return will bhe
expected by the Inveatora. The bank will operate in a competitive man-
ner, and the profits that are expected to be earned wlil, hopefully, be

sufficient to liberate INEDES from the necessity of requesting donations

from fnternational organlzatlons on a yearly basis.

E. FJLure Plang

In addition to expanding ite offices Into other reglons of the country,
the Department of Urban Promotion of INEDES has plans to develop Popular
Supply Centers (Centros de Abasteclmiento Popular - CAPS) 1n slx citles
which will lesaen the costs of such necessities as fuodstuffs, clathes,
achool materials, as well as certain Industrial raw materials by purchns-
ing the goods directly from the producers and selling them to the final
congumer.  Start-up Joans will be required to finance the inftial fnven-
torles, but it {s expected that the CAPS wil! be self-financing once estn-

blished.
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Secondly, INEDES has a certatp degrio of interest 1n Promoting {ngd{-
vidual bualnesupeople who have nat integrated themselves fnto cooperative
vVentures,  Since INFDES readily recognizes the difficulties of organizing
effective conunid ty enterprisen, {¢ g open to the possibility of efther
lncnrpulnllnu Into the bpy of Promoting a new ang Stparate foundation (which

I8 wore Hkely), which will work with these Independent entrepreneurs,

F.  Lessons Learned

1) Cooperative houafug projects may not have the intended long term
effect of penerating  sustained collaboration or conperntive effort
In other business or soclally related areas. INEDES houaing coopera-
tives In the early 1970'y tended to dissolve once the houses were de-
Hvered to the clients deaptre efforts to develop a 8trong client
particlpntton through mutual assistance and self~run management schemes,
The attempr to use the housing tooperatives for other foclal and eco-
nomie ends fg an exteemely worthwhi)e objective, but often very diff{-
cult to manage and a very slow process,

2)  Employment generation goals are diffiecult to reach through the
housing cooperative vehfcle. Production Broups to provlide needed
construction materfals, window, and door framea, for lnstnnce, take

8 great deal of time o bring into operation, sipce they are tni-
tltally totally dependent on the beginning of housing conatruction

for their markets, They nlso seem to require substantial outside
subsidles for Brart-up, ‘fhig type of project does not affect in-
comes nor employment for many penple, especlally on the short term,
Other projects show that when production units are Set up to supply

an assured market they often simply can not compete on the outside
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as is often planned when that market dries up.

3) Since particlpant flnanced housing projects take a0 long to get
off the ground, many of the puorest people must leave the coopera-
tive. This {3 often because the costs of land and construction dur
ing the inftlal savings perlod of two or three years escalate to a
degree that the cooperative under its savings schedules even glven
thelr cost projections way not be able to buy the land much less
congtruct the housfug vnits withont requiring additional large pay-

ments from the menbers to complete the fund.

4) Housing projects have a tendency to try to relocate the poor
from center city to more peripheral locations. (s is often poll-
tically motivated.) Bot great care wust be taken before relocation
plans are {mplemented. While real concern may be for f{mproving the
housing conditions of the poor, relocation Is often not a popular
Idea with the Informal sector entrepreneurs or center ciry employees,
since the couts Lo them Increase dramatically from having addl:jonal
trangportation, food, and ocher costs Incurred by belng long dls-
tanced from thelr workplaces.

As seen {n other cases often cooperative housing projects In-
corporate plans for small enterprise development in thelr overal)
objectives. Housing designs may even include workspace for rmall
busiresses. But relocatlon may change the uholé buginess ecology
of these small economic activitlies. People find themmselves at
large distances from their suppliers and markets which can put
these small entreprencurs {n an even more precarious cconnmic sl-

tuation than before,
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5) The production tooperatlives mentioned in this study tend to

be ldeulnglcu]]y orfented toward 4 specific politica) group. Pro-
Jects which rely on politfen) alllances may be Iy danger of momen-

tary collapse due to shifeing poldtical currents and changes 1y
politlecal Teadershtp, especlally wil regard to educational asglg--
tance, cooperativiesm, and oy forth. In the case where ope organi-
zatlon forms cooperatives and another glvea credir ang technical
assistanece, It gy fmportant to Ye fure that there are po serious

tnder the surfgyee philosophical oy {deological polnts of coutentfon
with segard to the hon=cred{t asslatance, Othervige the project fis

In danger of folding due 1o tdeological disputes.  Those invariably
mOst hurt In gl Process arve the cooperative members,

6)  Any organizatfon, whether soclolly or economically oriented nust
Portray a stricg ezonomle positlon with regard to repayment 1f 1t 14

Lo run a noccesyfyl credft project and wishes to be aure that clients
understand that (e money lent s a loan and not a grane, Soft loans
provided to production, service Cooperatives, and fn general to any
Individual or organizarton, strictly on "good falth" and with 1o invest-
ment cerireria or contractual oarrangements between the parties, isg Hkely
to fall, 1HEDES created an fmage in the carly 1970's of an organiza-
tion with good Intentfone whieh vanted to "help", put along with that
image ¢ apparently gave the fwpression that 1t wog nhot going to ingist
on loan repayment., The result, as could he expected, was that g large
sum of money wngy lost,

1) Floally, aa money gets tighter from Internattonal donurs, small
privite projecrs will have to begin to think more sbout ways of fip-
anelng chefy operations through fncome earning funds. Heavy subsidies

tmply cannot be relted on to support economie development activities
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in the magnitude needed to have any substantianl impact. (There
18 currently a tendency in other credit projects to begin to charge
wore compc.itive interest rates on loans in an effort to become wure

self-sufficient.)

1. CONCLUSIONS

INEDES 1e first and foremost an orgaonization dedicated to the pro-
motion of popular organlzations. Since much of the new government®’s poli-
tical platform was based on the further development of these production
groups, and since the new Vice-President of the country, and hisn economice
advlsor, were both INEDES employees before assuming political office, It
can be assumed that the current direction of INEDES will continue even
more aggresaively than before.

The primary objective of the Department of Urban Promotfon within
INEDES 18 employment generation. ‘Ihe principal mechanism it has chosen
to utilize In order to achieve its objective is the formation of housing
cooperatives, the solidification of the members through a lengthy savianps
program and through courses on cooperativism, and finally the creatfon of
production groups which will supply bullding materials during the conatruc-
tion of the houses and which will then sell in the open marketplace once
the construction 18 completed. The housing cooperatives with which INEDES
currently works were all formed in 1975 and have yet to reach the stage
where new jobs have been created in the production groups. More fmpour-
tantly, It has yet to be proven that the production groups will be com-
petitive, viable enterprises once the construction for the housing coope-

rative ceases. 1t should not he forgotten that INEDES stopped working with
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housing cooperatives in 1971 due to the fact that the groups dissolved
once thelr objective - i.e., housting - wag achieved,

Nevertheless, INEDES ig committed to improving the conditions of ti.=
vast marginal population of Ecuador through the use of cooperative associa-
tions, It believes that the integration of individuals 1pn comnunity efforts
18 the only effective means for people to obtaln the neceasary economic and
political leverage to Improve their standard of living. Although the
housing cooperat lven fmply long delays in the achievement of objectives,
unce they are finally reached, the beneficiaries have the abllity to make
real advauces, The DPY ig sware of the pitfalls {n this type of effort.
Modificatlons of strategles will be made unt{} the most effective methods

of achleving project goals are found.






ANNEX 2

HOUSING DESIGNS

The INFDES design for housing has aix distince levels within the

overall plan for he houge;

Level 1:

Level 2:

Level 33

Level 4;

Level 5:

the basic house, with a kltchen—d(nlng area, bath, one
bedroom and the wvalls 1o place for g second-story bed-
room directly over the downstatrs bedroom. The house
plan un the following Page details the outline of the
basic destpn. The kltchen-dlnlng area is one-story and

the hedroom side of the house 15 two atory,

the second atory bedroom is equipped with a floor for
habltation, Sipce the walls are already fn place, no

further constructinn 18 required.

the aingle story living room aren 1g added.

the remaining two story bedroom anrea (g conslructed,

the upper floor of the new bedroom nrea is floored in,
The photopraph accompany ing this document alowa two
level 5 houses being completed. Duplexes are hullt to
lower construct fon costs: the two story wall is shared

by both houses



Annex 2 continued:

Level 6:  (not shiowm on the plan) a workshop is bullt alongsisde

the livingroom area,

Although the area divector Iu Cuenca belfevea that any plan under
level 5 does not solve the full housing problems of the people, the natlonal
divector of the DPU feels that the best strategy Is to bulld, with cutside
labor, and deliver the houses at level 1, This reduces the economic
pressurces on the new inhabitauts by giving them a wmuch less expensive
house, and enables them to expand thelr living quarters through thefr own

efforts and ar thelr own rate,

)

~

)






Aunex 3 continuedt
I" E INSTITUTO ECUATORIANO PARA EL DESANAOLLO SOCIAL
a

OF ICINAS

wmto  ecuanna

2.

isido 1o cantidsd de 4 93.210.10 eoso

sorfs y Kestliossa eorrespaondientee & ls prisern

SUAjTA.~ BwiDES deolars haver ¢
FUILIVY

e Lse seolonse cjue 1RADBY resiizard, cegin lo seordsdn en ot -
pr nte csonvenio, se efsatusrda con ol aporte és )s Ceopere-
fivs y wwo spoclcu 3 stespre mudlaalse scolonas 9nnhjeniee de -
tul aspars yue elgniliguen WA pruceen de aprendizajs parn jue
1s Cooperviiva pueda sulo,eatlonures.

lurs vunstunc.a fhrman lus perlee an fuutrd ecjplus.

s >N\
Mafeo Andraaw Flofea—

eudorv Feile €,

PoRSIOKNI L N Lk CLOrY DIR’ DEL DXFART S ZBYY
BATIVA DK VIV :hbd *12 ACTuP Unnana 03
be JULIL® Ywipsy

Miltos Tedar
GENENTE DE LA CUODILNATIVA
pE YIVILXCA °12 DE JULlO®



LNNEX & \CUENCA)

PROGRAMA DR YIVIRNDA POPULAR DR Li IOLXSIA DR CURRCA
(roxviric).

A. MOECTO CONFRRENCIA AAN VICERTE DR PAUL,

AREULYADO DR LS JNYESTIOACIONXS BOCIO BCONOMICAS, REALIZLDAS
CON KL ORUPO BELK? (CIARICE DX 148 CaBAT eLOMXZe Y SLINae,

FECHA DE INYRATIOLCIOM Znero/78 a Hayo/79
INTEOTIOACTON CUANTITAY.1 Enero a Marxo/78

RBYPORSANTLIDALS INRDES- CURNCA,
INVELT I0ACTOH: Vederico Mufiozr Y,
Marfa Rarsalloe P,
JEKFR DR AKKAr Dr, Alejandro Corrsl B,

DIRXCCION RJKCOTIVA Arq., Teudoro Pefia C,
INSTITUC. JHOHOTORAS o YUNVIPIC, IXXDR8, CONFERENCLA BAN YICxy

IX DX PaOl ,
PaBLACIOY ] S4 familias,
TIPO DR ANALIBIS ! Conformaoién soolal y snondeica de fan)

l1ae que han reaibido benefiofo de la -
Confersncia Ban Vicents de Padl, y par-
tioipan en FUNVIPIC,

P INALIDAD ] Inforasc!én del Archivo atistente,
Toxar decisiones para ol finansfamfento.

1. IDRXTIFICACION DR Log BENEFICIARIOM

1.1 K1 Proyeatos

31 Proyecto Coaferemia Oan Yicante de Padl rurto integrag
%9 48l Prograwa de Yivienda Popular de la h enin de Cueno
84, nediante ¢l asesoraniento del Instituto Kouatortano ra
re o1 Desarrollo Aoatnl (INEDEK), ha integrado s 5% fan{ =~
Ydas de es0ns0s reocursos soonbajcos, de 1as cuales se ds -
wusstra en el Cuudro sigutantet

ALCARCRS Ho, de
(Marxo/76-Junta/79) FAKILIAB
= Adquirirén su propta vivisndad 39

= Ruvieron 1a oportunidad de ahg
rrar en la Casa Lépes Yy sdqui-
rir vivienda eon sus propios -
esfuersog?

= Anafsnos afdn sujetos de befef,

= Retiradoss

JRFX8 DE PAMILIA BENKFICIADuGI L)

[-.2 ¥ 1
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1.2 Peblastla bensfietsdal

R1 Proyesto benfieia a Y% familiss segfn la Informaeidan
do las fiochas Boalo-saonbuioas, 4e las cusles 156 gcrln
aap son hogbres y 16% mujeres, dando wn total de 320

perscans.
raslacIOn ¥o, PARBOMAS 1
Houbres 196 h8.7%
Mujeres 164 51,29
TOTALY j20 100,00

1.3 Bstado Civil de les Jefes &s femtlial

Cagados! 32 ¥9.26%

Bolterost 7 12.96%

Yiudos ¢ 10 18,524

Divareiadoal 1 1.85%

Separados! b 7.418

n 100, 0of

1.4 Ratado Civil del total de las personas qus son benefiola-
das)
R8T, CIVIL No. PRRBONAB £

Cassdoes 73 22,82
Bolteros! 226 70,62
Viudos 13 14 b.17
Divorciadoss 2 0,02
Beparadoatn 1 1.56
TOTALL J20 99.99

1.5 Migraoibnl

De las 5% familias encuostadass

8810 o1 15% son nativos del Cantén Cuenony el 54 son .
rocedentes de los Cantonss de la Provisnola del Aavay
Gualaoso, Bigalg, Faute, Nabba, X1 Valle, Oirén, Bafios

Ofa) § ¥y o) 29,428 de otras Provinoiss fales oouot Ca
ry Ouayaquil y Ambeto.
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PROCKDENCIA TOTAL [
FAMILIAS

De las Farroquias ur

hapas de Cuencal 8 14,81

De los Cantanes del-

Asuayr 29 53.70

De otras Provinalam 17 I1.h9
TOTALEG) 0 100,00

2. DATO8 POBIACIONALRS:

e s e > e

2.1

2.2

Total de fanilias bensfisfadast [

Total de Taulliss que afin partiaipant )9

Total de parsorass 320
HBowbres) 156 Y8, 75%
Muferest 164 ¥1,25%

Belscoidn gor Orupo de Bdcdess

Y- 1, Yy I, X 4
0 - ¢ 3 41 12)
g ok 9,5 56, %32
-1 15,3 66 1.02
1% -2y 2105 oL
25 - 30 27,5 ] 495
1 -3¢ 3,5 18 603
BTN BN
Ly . 5% 5175 16 824’
55 - 60 575 1 %7,
61 - €6 63,5 9 §71,5
67 - 72 69,5 2 139
73 - uis - 5 365
3120 9,543




3. ORADDN DR IRGYRUCCION

ol

6;0 TOTAL £
ANO

3.1 PRIMARTA 14 29 25 11 6 197 LAk
3.2 9ECUNDARIA 2? 25 1 7 21 9 309
"}e BUPEBRIZ L3 3 12 03).7
!j ANTALYADKT (B 18 0%.62
3.5 RO KITUDIAN 3§ 10,
3.6 Crhoa 1 1 00.6)
320 100.00
Y, ACTIVIDAD XCOXONICAS
4,1 Ooupaefla habituals
ACTIVIDAD CASTIDAD £
.Quehaceras Domdsticoe ‘00/ IQE 12,74
(Eapleado Privado 3?7 11 “'”D
Enpleado Fdblioo 7, 2 2.9
» Carpinteros 7. 2 J"‘o’
gornnluroc 1?.'; 1 ', ;'_o
+ Joyeros -3
Profescres 8. %f -3.35
* Manualidades 187 s e 5013
+ Pequelios Negoulantes ;e./, ¥} —— 410
Estudiantes 126/ 3P - 49
+ Macdnloos (no profesionales) 2 b — 0
+ Paluqueroe 1 y ony
No trabajen {nifice) 38/ 11, 11.10
wosy  9f.99  99.08
sUcnEg $
b,2 IRONRS0 157.01) 100, 00
h.3 RQNRX30 106,140 67,60
ho b 8ALDO 50.873 J2.40
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5. DATO8 BOORK LL YIVIRNDA

5.1 Poraa de tenenoia de la viviendas

Da un éohl de 39 faniliasj 27 viven en 1n Casa Lépes y 12
on la Caas Lira, ambag ds propledad 4s lx Conferancia an=
Vicente de Padl, en oxlidad de usuarios #in reconocer &
rrisndo alguno, Cuda familia esth cospuesta de 5.93 porsg
nas y ocupan en un prowadio de 2 maetror cundrados.

Lu forma de uso de agua, lur, We, y lavabos s soleotivo,
Cada familia poses & mta. cuadrados de sspacio Qua ocupai-
coao aocina y 1l aetros como dorzitario, y 9 metros para-
sala-comedor y/o dormitorios,

Por le lut abonan 50 suores mensuales cadm uguarto:™

. L(.'\ :)



ANMNEX § (CUENCA)

INFORME DEL X8TUDIO BOCIO-ECONONICO

EEREECEROEOR NN ENCACNNERA N - adAREEC

DE Li PRRCOOPRBATIVA °LO8 ALDERS,

A NCREERCERAACENCE NN N AR RS

(Proyscto).
ELABORACYON:t YNEDRA-CURFCA

REOPQNBABLEY Br, Faderico Mufioz V.

Br, Jurn Danegas.

1, IDKRYIFICACI(R:

1.1

1.2

1.}

IDENTIFICACION ENTITATIVAY

K1 Qrupo que sonforma ls Procooperativa de Yivienda *Loe
inden®, son trabajadores de CIACO (Complejo Industrial -
de Anoolnciones Coouperativas), Lon trabajsdores, chora-
misnbros de la Precooperativa, son socios astivos de CIg
CO, y trabajadares direotos.

En primera instancia se gonforman 4e 21 rociosf el ovpo-
mAximo dard capacidad pars 25 sooios, segfin un esbogo de
anteproysato annlixado en el terreno que se utilisard en
bensficio de loo trabajadores ds CIACO.

EB8TALO CIVILY

1 3% Eruyooto benoflolard a 95 perscaas, o ¢sa 21 families
de los que 11 son ca<ados y 10 solteros, oses se benofi-
elarian el 52.38f de personas que tienen responsabilidad
do hogar famillar y el 47,628 a personas solteros son -
aargns familiaren.

PROCKDENCIAM

Los Integrantss & la Precoopsrativa de Vivienda *loa in-
des? procoden de las provincias vecinas, de los oantones
de la 3~ ~rt-2ta del Axuay y de la oiuded de Cnenca, en un
respaot: oxntaje de 29%, 298 y h2%.

2. DATOS POBLACYONALEH:

. meswscesceacseenese

2.1

QENERALY
De las 95 personas 47 son houbres y 48 son wujerest

De 21 sooios 10 sca hombres y 3 mujsresf estoe eon un pro
medio de vida de 29 afios.



1Ly - yd 1, I, onox b

0-6 03 22 6¢ 0,232
7-12 09,5 09 76 0.0

13 -8 15,5 08 124 0.084
19 - 24 21,5 16 34 0,168
25 - 30 27,5 12 330 0,126
31 -~ 3¢ 33,5 09 301,5 0.095
7-5% 39’5 01 19,5 0.010
'3~ 48 5s 03 136,58 0.031
L9 . 5, 51,5 03 15%,5 0.031
55 - 60 375 11 632,5 0.116
61 - 73 67,5 2 135,0 0.021

95 2.339,5 0.998

i, 0
& 1 2339,50 A
LI T

2.3 BSYADO CIVILs
De 95 individuos 36 s casados, 57 solteros, 2 vindos
3. GRADO DE INETRUCCT QM

3.1 K1 cundio siguianto representa el Orado de Instruscidy dal tg
tal de Parscnas que serdn beneficiados del Prograwa de Viviep
d:; ¢uyos datos han sido raceptados en los estudios socio-ecg
nlatecos,

L 20 o o o 6° roral g
Allo afto Iu:}o Ao AEO afle

3.1 TIICETA 4 1 1 2 1 25 37 00,33
3.2 BECUNDARI Y 6 k 3 1 5 23 4,21
3.& BOPRRI0OR 3 - 1 - 2 2 8.42
3.%  ANALFABETOS - - - - - - 6  6.31
3.5 N0 X8TUDIAX 20 21,05
3.6 otom cy c, 1 1,05

11 ? 9 5 % 32 95 100.00

-\



3.2 KRLACION BOCIO / NO, DR MIXMBROS:

21 euadro lil’ulon!l duuuirc que 1 goaio estd u-gu.l!o de
2-1.nbruk o 6 de Y1 6 do hi de 3 do %) 2 de 61 de 71 ¥
1 de 10, Bata distrivaeiln debe tomerse en euenta pars la-
planificasiba de los servieics bdsfeca de as viviendas.

Relsoibn No, de No, de wiowbroa No.de seeioe
Socios por socolos, o, de mien
bros per soaio

1 1 2 ]
2 ] 3 10
3 6 4 2
b L} 5 15
] 2 6 12
6 2 7 b
7 1 10 10

21 9%

95

—— 1,52

21
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. ¥e ACTIVIDAD ECOMOMICAS

4.1 Be entiende ciupacstn babitual para efestos de nuestro es-

tudfo, aquelles actividad que enoausar
canssousnaia los fntegrantes direstos
§rama manifiestan Jo siguientas

a or ingreso, en =
o $0direstoe 1 Pro

ACTIVIDADES TOTAL

N
Dt = &

Quehacenes Deméstioos
Profesores

Kupleados socios de CIiCO
Bupleados en Kup, partieulares
Qarfiteros (

Katudiantea

dotividades manualen
Agricultores

Paniffoador

7apatero

-

Total da loa que tinen aet. eooca.
No tnbnjm, gsneralmante nifioe.

ol b st

Ny

76.84
23,16

TOTAL OKNERAL 95

100,00

k.2 RLACIat THIHES08-BORRB08 FAMILIARES)

k.2.1 INGRXS08 MANBUALXG

PROYEDIO £

Ingrescs 21 soaios on
CIACO, 8/94,318
Ingresos de mienbros
familiares, 23.14%0

¥.491,33  80.30
1,101,991  19.70

TOTAL IMOERSO FAM,  “YI57550 T 5.593, 5% 156,50

4.2.2 xoREEg NEESUALRS
Total Oastos ~99.211

W.724,33 B4 .46

k.2.3 giLpo HENBUAL 18.249

868,50 15,54

5. SCBRK LA VIVIEMDAs

Rl e
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5.1 CARARTRHISTICAS DR Li VIVIEADAs

Poseen cana arrendada 21 1008
VYiven sh casa o villa 02 52
Depurtamento 2 .gZ
Cuartos de iaquilinato 16 76.19
Hadlagua 1 4,77

5.2 DUVRRFICIR DE LiS VIVIENDAS (RN M2)

TIred n TOTAL

B n-16 5
17 - 24 3
25 - 30 0
3l - 3C 3
e? - 42 3
3 - 48 b
ho- ¥ 1

A 55 = pda [

5.3 Un porcentaje de 875 estdn Xotados de nervicios bhsicosl
agua, luz, Wo, lavender!ns, la forma de uso es general -
mente ooleotivo (98.905), sue eorresponde al nfmero que-
viven en cuartos ds 1nqu111mto.

IKYORMES GRIEilALESS

1. las ofertas para el pago por la vivienda sont

80C106 Bstan dispuenton s pagar o
una pensualilod ded 3 o~
1 B/ 200 /,n f- Lt
1 300 00 M [
1 00 00 ,.J'f‘ it (‘.\.’
10 g0 s.o00 £ e (7
1 00 600 lf o /‘. i
2 ZOO 1.400 ! '
2 00 1.600 ¢ °
1 1.000 1.000 (¢
1 1.500 1.500 a/
1 2.000 2.000
2 16.000
16,000 = 262
— oo
2f— 1 ]
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762 Bueres serfe un ﬂ-muo 1desl para el pago por las vi -

viendas, pussto que mayoria se oocacentran wn aperte deolg
rado de 500 sucres,

-} ()\



| SECRETARY

ANNEX 6

REGIONAL OFFICES

l AREA D]RECTORl

ACCOUNTANT

(S

l TECHNICIAN ! T ! PROMOTER l

Area Director:

Technician:

[}
[OUTSTDE_CONSULTANTS]

Responsible for offlce aduwinistration and finances.
Hore lmwportantly, maintaine contacts with key indi-
viduala {n the area in order to secure funds for pro-
Jects, emooth passage of requests from assisted proups,
etc. Therefore, must be {nfluential (n the aren to a
certain degree, Salary {s U$$320 per mouth, ubhlich I8
low for the pcople involved. Although the director

of the DPU belleves the work {8 full-tfme, In reality

it weems to be somewhat less than that.

Responsible for coordinating the construction of the
houses and the purchase of the building waterials.
Although the responsibilities are falrly high, a recently
graduated architect da.pbrfectly adequate for the task,
Salary levels are approximately US$200 per month. The
work is scheduled to be full-time, but In reality this is

doubtful.



Annex 6 contlnyed:

Accountant :

Promoter:

Responsible for handling the accounts of the off}ce as
well ag those of the cooperatives with which the regfonal
oflice has contact, All expenditures, charges for agsis-
tance, savings deposita, etc. are handled tn the regional
offfce, The Accountant, who enrng US$180 per month,
handles the hooks of the productfon couperatives in thefr

own offices,

Responsibie for Implement ing anciological studies of
potential beneficiaries (deslgnlng materialag, tabulating
data), Preparing proposals for new projects, promot {ng

the new cooperatives, glving courges on cooperativiam and
providing technical assintance to the organization 1n

such things as accounting and finance. College graduates
ave hired, with a salary level of USS$150 per month, Agatn,

vork 1g slated ag full~time.

<)
~..
~



