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CHAPTER ONE: 
 EXECUTIVE SUMMARY
 

On November 19, 1987, 
 field work was completed on a survey
of institutions belonging to FENACRE, 
 the Bolivian National

Federation of 
 Credit Unions, long important as client and
counterpart 
 institution 
 to USAID/Bolivia. 
 The principal
objectives of 
the survey were to quantify the major 
 activities
and tendencies of Bolivian credit unions 
in the post-inflationary
environment and 
to assess the development potential of 
the system
in order to provide the Mission with 
a firm empirical foundation
on which to base interventions under the Strengthening Financial
Markets Project. A secondary objective was to 
 strengthen apotentially Important counterpart insticution, the Inituto d.e
Capacitacion 
 y Asesoramiento, 
 Departamento 
 de Estudlos
Cooperativos, 
 or INCA - DEC, a self-financing service arm ofCatholic University of 

The 
Bolivia. By involving the INCA - DEC in
the survey, it was hoped 
to strengthen this Department 
 to the
point that 
the Mission's dependence on 
ex-patriot consultants for
future interventions in the credit unions system could 
be re

duced.
 
The survey was 
guided by the findings of preliminary work
funded by the World Bank in 
the Fall of 1986 and 1y the 
 Mi.sion
In the Spring of 1987. 
 According to 
these preliminary studies,
the FENACRE system of credit unions stood at 
an important cross
roads as It 
emerged from the debacle of 
hyperinflation, 
 particularly susceptible, because 
of its weakened, decapitalized state,
to external influences, 
 most notably to the influence 
 of the
powerful incentive structure created by the 
financial markets andcooperative sector Inf-rventions planned by the various -nternational donor organizat. ons. The Bolivian AID Mission, 
 as the
principal donor organization involved with FENACRE during thisperiod of unusual vulnerability, could 
not avoid having a tremendous impact, for better or for worse, on the Bolivian credit
 

union movement.
 
While the preliminary studies 
focused on the 
 Federation,


the focus of the 
present investigation--particularly 
 from the
point of view of the 
field work--are 
the credit unions affiliated
with FENACRE. A three man team from 
 INCA - DEC collected data
 on 
4,750 credit union members from original documents on file 
 in
19 credit 
unions located 
in five distinct geographic regions 
 of
Bolivia. This data 
was entered 
into three computerized databases
and analyzed by the consultant with the 
help of tables gene rated
from these databases by programs written in 
 dBase III. 
 The
results of 
 this analysis generally confirm the findings of the
preliminary investigations concerning both the 
rapid growth and
enormous potential 
 of these cooperative 
 entities reasserting
themselves- as 
financial institutions in the 
relative stability of
the post-hyperinflationary environment.
 
Although the principal focus of the the
field work were
rimary institutions affiliated 
with FENACRE, the principal
ecomirendatlons emerg!ng 
 from this work relate to the umbrella
organization. While 
 the Bolivian credit unions 
are judged to
 

have enormous potential as mobilizers of 
domestic resources and
 
as providers of 
a wide variety of financial services, including

production credit,, the 
umbrella organization has embarked 
on a
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development strategy that could lead to the disintegration of the
credit union system. 
Rather than working with its affiliates, as
a second level institution, FENACRE is following a confused
development strategy that 
 places the Federation on the same
operational level as 
its primary institutions when it acts as a
domestic financial intermediary, 
 while largely by-passing them
when it acts as a second level institution, as intermediary

between international donors and domestic borrowers.
 

In following this confused development strategy, the Federation is responding to an unfortunate 
 but powerful incentive
structure 
created by international donor organizations, most
notably by USAID/Bolivia and the US PL-480 
 Program. As the
Federation follows 
 up on the success of its domestic resources
mobilization project, 
 two things will happen: FENACRE will come
to resemble a commercial bank with dwindling ties to 
its affiliated credit unions, 2) the ability of USAID to affect the devel
opment this potentially very important alternative financial
 
institution will diminish.
 

The final chapter to this report contains a series of
recommendations 
 for USAID/Bolivia which wotild permit the Agency,
at a very low marginal cost, 
 to reverse the negative impact that
its policies are havinig 
on the development of the Bolivian credit
union system. These recommendations call upon USAID to 
reassess
its relationship to 
the Bolivian National Federation of Credit
Unions, giving up the short-sighted approach which views FENACRE
 
as an 
 agent for the distribution ot
of external resources
assistance In favor of 
a long-range plan which acknowledges the
far greater potential the Federation possesses as an independent,
broad-based, 
 privately owned financial institution capable
providing 
the services demanded by Agency's traditional 

of
 
target


population.
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------------------------------------------------------------

Origin and Objectives ,-,f the Intervention:
 

Bac kground:
 

FENACRE, 
the Bolivian National Federatio-,n of Credit Unions,

has been an 
impo,rtant client of USAID/Bolivia since its founding

twenty five years ago. 
 The relative importance of the USAID
 
involvement increased dramatically in 
the middle of the present

decade as a result of 
the severe drought of 1983/84 and the
 
subsequent run-away inflation o:f 1985. 
 During this period, the
 
Federation's netwo:,rk 
of ,-redit unions became an important part of
the Agency's disaster relief effcorts. 
 At the same time, the
income FENACRE earned as an agent 
for the distribution of fertil
izer under the disaster relief prcgram became crucial 
for its own

institutional survival. 
 As the disaster 
relief effort drew tc a 
:lose, FENACRE's role as an administrator of external 
lines of

production '-redit, principally from the US PL-480 
 Program, in
creased both in relative and 
in absolute importan,-e as a source

of income for the Federation. 
 By the end of 1986, net op--ating

income fro:'m credit operations narrowly exceeded -het inccome 
 from

the non-financial, 
 disaster relief activities,* bearing witness
 
to the systems' re-emergen,-e--after the 
twin traumas of drought

and hyper-inflation--as a 
finan,-ial institution.
 

A series o:f preliminary reports on 
FENACRE written by the

consultant 
 in the Spring of 1987** called attention to-, the fact
 
that the Federation, as it reasserted itself as 
 a financial
 
institution, st:,ood at 
an important cross-rcoads, and that the
 
Agency, because ,-,f 
 FENACRE's weakened, de,-apitalized state, was
going to have 
a large say--for better or for worse--in which of
 
several development 
 courses the Federation would take. The
present study was undertaken to given the Agency 
a better empiri
cal fcundation 
on which to base its future interventions in the 
FENACRE system of credit unions.
 

Reported net income 
from credit operati,-ns exceeded report
ed net income from other operations in 
1985, as well. However,
if FENACRE had used 
the same method in 1985 for allocating expen
ses between financ:ial and non-financial coperations that 
it used

in 1986, it would have reported a loss from its credit 
operaticns

in 1985. In 1985 FENACRE reported "Diferen,-ia de C:ambio" 
as an
 expense under "Cost,- de Servici,'s, " whereas in 1996 it was mcre 
appropriately expensed under "Gastos Financieros."
 

** 

"Savings Mcbilization in the Strengthening Financial
 
Markets Project: A 
 Working Paper for USAID-Bolivia," La Paz, 
March, 1987. 

"Some Observations on F'roductic,n Credit and the Use orf 
PL-480 Funds: A Background Repozrt for USAID-Bc-I ivia, " La Faz? 
April 10, 1987. 

"The FENACRE System ,-f Credit 
Lnio:ns: A Strateg.y for Do"noir 
Assistance," La Faz, April 13, 1987. 

3
 



Ob ject i yes: 

Two principal objectives were defined for the present

intervention in the FENACRE system cof credit unions. On the conehand, the survey of a sample cof credit unicns wcould provide
USAID with a firmer empirical basis for interventions in a system,
which, by numer,-,us repcorts, has tremendous potential for pro-mot
ing the eco-,n,-,mic develcopment of B,-,livia. Secondly, by invo,lving
the Ccoperative Studies Department of the Catholic University of 
Bolivia--a self-financing service arm o:f the University dedicated
 
to providing technical assistance tc, the cooperative secttor of
 
Bolivia--it was hcped tco 
strengthen a potentially important 
coun
terpart institution, thereby 
reducing USAID/Bolivia's costly

dependence on o,utside consultants for its future interventions in
 
the credit union system.
 

Timing, Scope and Methodology: 

The data analyzed in this study was collected by a three man 
team from the Cooperative Studies Department of The Cath,-,lic
University of Bolivia between August 7, 1987 and November 19,
fro-m 19 credit unions located in five geographical regions o-fBolivia. This dat a-co lI ect i,-,n team, compcsed cf Li,. Luis
Ocampo, Director of the Department, Jose Argandonia, and Ramcon
Garcia, was supplemented in most locaticns, by a student assis
tant from the Coo,perative Studies Department, and, on occasio-n,
by personnel f'o-m the cocperatives surveyed. Data co:lle,-tion
forms developed by the consultant and field-tested in two co:per
atives prio, r tc the a,-tual survey were used to capture a wide 
range of data on more than 4500 credit union members. This data 
was introduced intco a computerized database and analyzed by the
consultant with the help o:f dBase III programs written by
prcogramming ccnsultant Ms. Maria de Los Angeles Perez, cf La Paz. 

The names of the 19 credit unions included in this survey, 
as well as the dates they were visited by the Catholic University 
team, are presented in the table on the following page. 
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SCHEDULE OF DATA COLLECTION VISITS TO THE COOPERATIVES SURVEYED
 

Date(s) ,,f Visit (:1987:) Name :o,_-,er atiyeof Regi-n 

August 7, Sept. 22 Huayna, Ltda. La Paz 

September 18, 19 
 Santisima Tri,idad 
 La Paz 

August 31, Sept. 2 Santiagc, de Munaypata La Paz 

September 9, 10 El Alto, Ltda. La Paz
 

September 15, 17 
 San Gerardo Ltda. 
 Oruro
 

September 16 
 Via y Obras, Ltda. Orurc,
 

September 17 Pauloz VI, Ltda. Orur,
 

September 18 
 Eucaliptus, Ltda. 
 Orur.rc
 

September 28, 29 
 San Roque, Ltda. Sucre
 

Sept. 30, Oct. 1 
 Magisteri, Rural 
 Sucre
 

October 1, 2 
 San Miguel Sucre
 

Octo,ber 13, 14 
 Santa Ana de Cala C:ala Cc-:habamba
 

October 15, 16 Hospi,-i,, Ltda. Cc habamba
 

Oct,-,ber 19, 20 
 San Jose de Punata Co-chabamba
 

October 21, 22 
 Crist,-, Rey, Lida. !ochabamba
 

No,vember 9 - 11 
 Jesus Nazaren, Ltda. Santa Cruz
 

November 12, 13 
 San Luis Ltda. Santa Cruz
 

No,vember 16, 17 
 Inmaculada C:oncepcio-n Santa Cruz
 

November 18, 19 
 San Martin de Porres Santa Cruz
 

Note: 
 This schedule of visits includes actual data
collecting by the full Catho-lic University team. 
It d'-,es not
 
include reconnaissance visits made during by
July Luis 
Ocampc, to approximately 30 c,-,coperatives in La Paz, Oruro,
Cochabamba, Suczre and Santa C:ruz, as part of the selection
 

pr c ess.
 



The Structure of the Data Basr.:
 

Form I: The Individual Ledger Cards 

The most important sCurce of data for this study were the
 
3,563 
 randomly selected individual ledger cards surveyed by 
 the
 
team in the field. The infcormaticn that may be fcound 
cn these
 
cards typically includes sex, 
 date of birth, o:ccupatio:'n, date of
 
entry into the ciooperative, 
 as well as a co,:mplete record o:'f all
 
the individual's financial transactions with the 
credit union,

such as payment of shares, deposits and withdrawals, dates and
 
amounts cf lcans, with notati:ns 
for rate of interest and term,
loan payments, with principal and interest payments noted sepa
rately, fines fc'r late payments, as well as interest and dividend
 
credits :,n 
 savings and shares. Data Collection Form I, sh:lwn in

Appendix A 
to this report, was used to '-apture up t,- 23 separate 
pieces of infolrmation from each '-ard. In those instances where
the ledger cards did not contain all the desired informati-'n, the
 
team attempted to, supplement what was available 
from this source
by consulting other documents available in 
the credit union, such
 
as 
the member's '-,riginal membership applicaticn fcrm.
 

In addition to the maximum cf 23 
 separate piec-es of

information that could be collected from each ledger card on Form
1, ancther 20 constructed variables 
were defined and calculated.
 
For example, age was calculated by 
the :omputer by subtracting

the member's date of birth 
frcm the date o:f the team's visit tc,

the cooperative; 
 the loan payment was calculated by dividing the
 
am,-,unt 
o:f the loan by term; leverage was defined 
to be the amount
 
oif the lo an divided by the sum of the member's savings plus

shares at 
the time of the 1,an, and so fcrth. 

The twenty three primary cr data variables tcgether with the 
twenty 'c'nstructed variables define the structure of the data
 
base derived from Form 1. 
 The definitions of all c-,nstructed

variables, 
and the formulas used to c',nstruct them, are shown in
 
Appendix B.
 

F';rm 2: Current Loan Files 

Another important source 
of data was a randcom sample of 
current loan files 
from the 20 credit unions surveyed. Such
 
files typically 
 include bo,th the original lcan application fc,'rm
 
as well as a 
record of the loan committee's decisio:'n 
and subse
qLent transacticns. 
 These files thus prcvide a wealth of bio
graphical infcrmatio,n on the bcrr,-,wer, such as date of birth,

occupation, inccome, stated of
use loan, types of guarantee of
fered, number 
and status of previous l ans with the c'operative,
z
and so forth, as well as a 
re:cord ,o'f his performance in repaying

hi- loan. Form 2, als,-, sho,wn in Appendix A, was used 
t. capture
p t. a maximum of 22 separate pieces cf information from this 
,ourCe. Where ne,-essary., the team cross referred to the bo,rro,'w

ers individual ledcger cards for informatio n that was nc-t avvail 

..I! 2 in his loan file. 
,-As. wi.th Form 1 a number of c:,nstru::ted variables were also

d- ined and calculated. F-or example, the waiting time, 
i n days,
between the the original loan application and lcan disbursement,
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refereed to as "Espera" in the database, was cal,-ulated by sub
trac:ting the date of disbursement from date of the loan applica
tion. 
 This variable was used to ,-onstruct one of the most inter
esting ,-,f the many tables used to analyze the data colle:ted in 
this survey. (See the tables on pages 39 and 40, below.) Other
constructed variables based on F,-,rm 2 include: "Pesadez, " defined 
as the ratico cof the monthly loan payment t,-, stated monthly in'ome; "Aproba-ion," defined as the raticl o:if the loan amiount
applied for and the loan amount approved; and "Demora, " ' defined 
as the waiting time between the date :,f the last payment on a
previous loan and the date of the current loan disbursement. This 
last variable was designed ti: help detect patterns of loan re
finan,-ing am:ing the c:redit unions.
 

Complete definitions 
 :if all the iconstructed variables
defined on 
the primary variables of Form 2 are 
given in Appendix
 
B. tc, this repo,rt. 

Data Collei:tion Forms 3 & 4: 

Whereas Fo,rms 1 and 2 were used to colle,-t data an individ
ual c-redit union members, Forms 3 and 4 were designed to capture
institutional data from m:nthly, quarterly and annual reports.
Forms 3 and 4 are also shown in Appendix A, while a summary of 
the data c:,lle::ted :ii these forms is given in Appendix C. 

Meth''dol ogical Difficulties and Limitations of the Study 

Ideally, a survey is based on a randomly selected sample ofthe pop...at ion under investigation. The randomness o:f the
seleition process is required to increase the probability that 
the sample is representative of the whcile, as well as t:, permit

the use 
:,f the powerful tools of statistical inferenc-e. It is
important to, note, therefore, that a degree of non-randomness was 
introduced into both the selection of the c operatives included
in this survey as well as into the drawing of the samples from 
pre-selected populaticns cf credit union members. 

Non-Rand:,mness in the Selectioln cf Institutions 

As a result of the hyper-inflation of 1985, many :reditunions were completely decapitalized and ceased to function at a
meaningful level. A decisicn was made, therefore, at the outset 
cf this study, to nct waste Fro.jec:t resources visiting inoribund
credit unio.s, but rather to: survey only institutio ns that were 
o,perating at a reasonable level. The rationale behind this de
cision resides in the fact that a ma.jcor goal of the study was to
disc,-,ver the pctential cf the credit urlion system in B,--,livia.
It was felt that the potential of the movement could be betterassessed bvb t idyng more o:r less healthy instituti,-,ns rather 
t han m,.:r i t,'d o'ne.-

A 'r ami narv selection o:' appr j ,4.i r e ::,n ab 1 yf ,'.im-._ t.'. ,v 
healthy", in;5 titutic,'- '.'aE made in June with the help of1 ,r-ENACFRper :,nnail. An effort was made to inc.: -. b,- th laorge arid ma ll, 
as well as urban and rural credit unions fro-m five major ge,
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graphic- regions of Bolivia. 
 In July, as a result :,f field trips

that toc:: him to sco'me thirty institutions, Li,-. Luis 
Ocamp,
reduced the list 
cof forty to twenty five, nineteen ,of which were
 
ultimately included 
in the present study.
 

Nozn-Randomness in the Selection o:f Ledger Cards
 

Even the relatively healthy :redit 
unions that were selected
 
for inclusiozan in this survey are, by and large, 
mere remnants ,-of

their fcrmer selves. A well-run c-redit union, su:h 
as Santisima
 
Trinidad, of La i-az, 
 that before the period of hyper-inflation

c:ounted some 13, 000 individuals among its membership, might be
working with approximately 2,000 more or less a:tive members at
the present time. 
 Recognizing the decimatiion of their member
ship, most institutions have taken the initiative of physically

separating the individual 
ledger c:ards of their 
ina,-tive members
 
from those members judged, 
 by various criteria, tc: be active.

Furthermoire, approximately one 
third cof the :cooperatives, no-,tably

in Santa Cruz, which were among the last visited by the Catho,lic

University team, 
 have gone the additicnal step o-,f separating the

ledger c-ards :f members with 
loans from the sub-p-pulation :'f
 
ac-t ive members..
 

This organizi n of the population int,-o distinc-t, 
 physically

separate sub-populations made the 
task of selecting a random
 
samplE somewhat difficult. In the usual 
case, where the ac:tive
 
minority have been separated frcom the inactive 
 majo:,rity, the
 
standard method ,-,f selec-ting the sample 
on the basis of a rando:m
number list proved very time-c:nsuming, because of the fat- that
 
most :f 
the random numbers within the bcoundaries ,-,f the popul a-
tion size co,rrespond to numbers o:f 
members on the inactive list.
 
A search in the populati,-on ,-,f 
 ac-tive members for a membership

number corresponding tc, the rando,
m number would lead toi,an 
active
 
member only once in approximately eight ten tries.
to 


Because of the costliness of selecting a 
truly rand,-,m sample

of active credit union members, an alternative meth,-,d of drawing

the sample was used. 
 This alternative method, while it 
dots not

prcoduce a truly random sample, does prcduce a sample with the
 
characteristics of a randomly selected sample. 
 Using a formula
 
fr,-,m inferential statistics, 
 the size of a randomly drawn sample

needed to insure 
 a 95% ccnfidence level was 
 computed. The

number cf active members was then divided by this number 
to yield

the number n. Finally, beginning with 
a ledger card selected at
 
random frcm the first 
n :ards, every nth ,-ard was 
sele,:te6.*
 

In several ccoo,peratives, 
 where the working ':cnditicns were

favo-,rable, or 
where the personnel were particularly helpful, 
the
 
team in thS 
f eld cpted to colllect samples larger than the mini
mum amnl1e siz.e given by ;,his fcormula.
 

A --tatement by Li,:. 
 Luis Ocampo, giving the methcdol ogy used
to select the sample 
for Form I is presented as Appendi: F V:1 
this repo,rt. 

3
 



This prc":edure provides an acceptable methcod 
of solving the
 
sample selection problem 
 presented by the separation cf the

ledger cards into tw2 :lasses according to various criteria ofactivity, but it does not solve the problem enco,untered in thcose
 
cccoperatives where further subdivision of the population 
led tc,

the separaticon 
 cf the ledger cards cf members with loans frcm
 
the sub-populaticon cf active members. 
 In such cases it is necessary to select every nth ledger 
card frcm the sub-pcopulation cof
 
members with loans as 
well, and add these ,cards to the sample to
 
be examined.
 

Unfortunately, althcugh the 
 case had been discussed at
 
length by the consultant in the abstract, no instances of the
ledger cards 
cf members with loans being separated frcm the
 
ledger cards cof 
the general pcpulation cf active credit union

members were enccuntered until the study was 
well underway, and 
the team frcom Cathclic University was wor king o:n its cown. When
the team did encounter this case, nctably in three large cocpera
tives in Santa Cruz, 
and in two, in La Paz, it neglected to follcw

the indicated procedure fcor 
sample selection, ccllecting instead
 
a sample from the population cf active members without 
loans.
 

The raticnal cffered by the team for 
this departure from 
accepted procedure, which c.ome tc, the consultant's attantion only
after data co,llecticon was complete, was that they felt they were
 
already collecting ample data con 
 lcans from a seoarate sample of
active lcan files, on Form 2. 
 The fact remains, hc',wever, that 
the database based 
on Fcorm 1, which seeks information about the

membership of credit unions in oeneral is strongly biased in the
direction 
of active members with2ut loans, due to the fact that 
individual ledger cards of members with loans were systematically
 
excluded from 
 the sample in five of the nineteen credit unicns

surveyed. Fcr this reaso,
n, many o:f the statistics presented in

the Tables in Appendix D tc this report must 
be interpreted with
 
caut ion.
 

It should be pointed ',out 
 that this unintended introduction
 
of a systematic bias into ',one 
 of the three databases created by

this survey does nct 
render the database useless. 
 In fact,

certain impo:rtant conclusio,ns supported by this 
 study can be
 
stated a fortiori be'cause 
of this bias. Furthermore, it is
 
impcrtant 
to rote that the cother twc databases, based on Forms 2,


and 4, are not affected by the bias present
3 in the sample
 
selection for Form 1.
 

Other C1cnstraints con the Conduct of this Study:
 

The Lack cf Anticipated Computing P,:wer:
 

The present study was designed arcund 
the low ccost comput ing

p:wer o:f the newest perscnal computers. It was determined during

the design phase 'zf this study that 


to rOla,::e 


two PC's would be n. eded to 
i nsure an even 'w'o:r f o,:w, at 1east ,one'of whizh, beause of the 
S02 of the dat.abase beincr -,eatmd , wo'ul d need .n internal dis 
The plan was 
 the two PC:'s in th e Co:,peratiye Studie...Department of the Cazh:,lic Liniversity, as part of the instittUtion 
bi ding component of the study, where they WCLLld be available 

'-Lfd' whe t0i" O 
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for any fcillw-up studies undertaken by the Strengthening Finan
cial Markets Projec:t. However, fo,'r reasons that the consultant 
did not foresee or understand, these ccmputers were not made 
available. Instead, work progressed, albeit somewhat haltingly, 
on a ,-omputer belonging to the Bolivian programming cornsultant 
hired by the project, on a laptop computer provided by the con
sultant, and, after August 17, on a personal ,:cmputer rented 
l ocal ly. 

This make-shift arrangement was not ideal. On the one hand,
the two computers provided by the cnsultants were not always
available. They were, in fact, never left at the Co,-perative
Studies Department, at the disposal cof the people actually con
du,-ting the study. Secondly, limitations o:f two of the machines
caused time-,consuming logistics problems. The computer belonging 
to- the Bclivian programming consultant, located at her place of
business, was used by her secretary for data entry, but, becrause 
it did not have a drive with sufficient capac:ity for the data 
generated by this study, it could not be used to run prcgrams.
The rented computer, on the other hand, while it did have a drive 
that ,could ,contain all the data and the programs,- did nc't have a 
central processing unit powerful enough to run the prorgrams in a 
reaso,nable amount of time. 
 Running the program for just one of 
the sco-res of tables planed for this study cn the rented machine, 
f''r eWamp1e, took more than three h,-,urs. Because o:f the slowness 
of the rented maczhine, the programming consultant requested thatshe be allo, wed tco move it to r, her ho:'me, where it ccould run pro 

grams at night. Given the time constraints under which the team 
was working, it was impo-,ssible to deny this request, despite the 
fa'ct that such an arrangement made the team unhealthily dependent 
on an outside ccntractor criginally apportioned a relatively 
minor role in the study. 

Of more import, perhaps, than the physical handicap placed cn 
the study by the lack of the -omputers around which it was de
signed was the impact this lack had on ralethe mo, of the members 
cf the Catholic University team. As more and mo:re responsibility
shi fted to, the outside person who contrcll1ed the ccmputers, the 
Catholic University team members felt themselves reduced to the 
status ,-,f hired data collectors with dwindling interest in the 
final pro,duct of the research effort. 

This displacement c-,f responsibility away from the Catholic 
University team tcward private consultants caused by the lack o-f 
the perso:,nal ,-omputers alsc severely compro mised the second ob
jective of this intervention--an cbjective that otherwise was
 
easily within reach.
 

Confusion on Availability of Funding fcr this Study: 

A further constraint on the smooth development of this study 
was presented by the persistent confusion as to the availability

,F funds to carry it out. At several points scheduled field work 

. in.:rr'upted because ,-of la,-k of fund:-. One week of fi:e1d 
ork , : u a f i nanc ed by the :ath. : 1ic n i ver i t v t eam o t ofut 1 

the proceeds of their fir.st hono-rarium, on the assurance--, given
them by the consultant that the funding difficulties were being 

11
 



resolved. This confusicn caused the director of the :cperative
Studies Department to, make o-ther ,cmmitments for the Fall, furth
er ccnstraining the team's ability to, adhere to the ,-,riginal time 
table o:f field wcork ,-,nce the funding difficulties were res,-,lved. 

As a result of the delays stemming both dire,-tly and indi
recztly fr,-om the confusio-n surrounding funding, the final field 
work was not completed until Friday, November 20, the day befozre 
the co-nsultant, because of prior commitments of his own, had t,-,
leave the country. Resp,-,nsibility for final data entry and the 
running ,-,f the programs tc, generate the tables designed by the 
consul tant thus devolved to the Bolivian corputing -,onsultant,
wh,-,, in turn, was dependent on the Catholic University team foz'r 
support and ivput. The Tables shown in Appendices D and E, con 
whi,-h the c-onsultant planned t,-, base the major p,-,rtion ,-,f his 
appraisal cof the FENACRE system, did n,-,t arrive at his ,zffice in 
Illinois until the afternoon of Wednesday, December 16, that is, 
not until the beginning ,-,f the holiday season



CHAPTER THREE: THE CONCEPTUAL FRAMEWORK:
 

The Supply of and Demand fcr Financial Services:
 

The Demand fcr Deposit Facilities
 

An important fact that continues tc, be ignored by the major
ity ,-,f development practitioners, who o,nly in re,-ent years have
 
begun tc appreciate the importance o:f 
 financial market devel,-,p
ment in overall development strategy, 
 is that the financial
 
service most 
 in demand on the part of the marginalized popula
ti,-,ns that make up the bulk cf an underdevelcped economy, is nt 
credit, but rather savings facilities. Recent studies in sever
al 7 -rian contexts have demconstrated that marginalized 
 gro,ups

are willing t,-, pay 
a high price tc, individuals or instituti,-,ns

that provide reliable deposit facilities, and that many 
 are 
willing to ho,ld financial assets, in the form ,o'f claims on in
fo:,rmal financial instituti,_-ns, with term structures far in excess 
o:f the term stru,-ture cf 
the assets Of formal financial institu
tions. Villagers in Zaire, example, were
fozr fcund willing to
 
accept negative real 
rates of interest on their savings depo-sits

in -redit unicns ,_-n 
the order of 40% per annum, whi 1? coz ffee and 
cacao farmers in C:amerocn were fcound ho,lding financial claims on
infcrmal institutions ,with an average term of more than five 
years.


A recent study cf infcrmal financial arrangements finan:ed
 
by the same Project that ccommissioned this study has unc',overed a 
similar pattern in Bo,livia. According to a study o:f the 
ubiquitous "-otating savings and credit 
soc ieties in this country

ccnducted by Dale Adams and Marie L. 
 C:anavesi de Sahc,nero, less 
than one percent of the interviewed participants responded that 
they conside',ed the Pasanaku to be a so,urce of credit. (Adams
 
and Canavesi de Sahoner,:,, p. 30 Those societies, far frcm being

credit o,riented, are, 
 rather, a social invention fo,r providing
 
the participants with a motivaticon 
for saving cut cf current
 
inco,me, as well 
 as a means for hol di ng tnei r accumulating
savings. Partic:ipation in these so:cieties is wide spread, even 
tho::,ugh there may be 
 a charge for managing the fund which
 
according to case studies repcrted by Adams 
and Canavesi de

Sahonero, may 
 reach twenty to' thirty percent within the short
 
life of the institution. (See Adams and Canavesi de 
 Sahcnero,
 
pp. 41-42.)


It shculd be pointed out that the demand for savings facili
ties and savings instruments with desirable coaracteristics is
 
nct limited to, marginalized populations: 
 After nine TDY's in

Bc livia the consultant is beginning to believe thot there are no 
middle ,class Bolivian families without a :hecking or savings
acciunt outside the country. Middle class Bol ivians use the 
depo:,sit facilities prozvided by fcreign financial institutions, 
not'because. th yield these.n instruments is higher, nor be'cause 
the f:.cilities located be-,ond their nationl.:i boun adri.E are in
herent ly m:r,' c,:,nvehi,2nt, but rather be::ause the depi s:.it facili
ti::s prvided Io al1y do not ha:v- ,:ertain ,--haracter sti,--.- de
m.anded by 13:1 i vi an savers. 
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As research findings accumulate, it 
is becoming increasingly

clear that if developing :ountries were 
able to provide adequate

deposit facilities for their populations, pr:,viding the 
 ,-,ther
 
financial service would be mu,-h 
less of a problem.
 

The Demand for Credit 

While development practitioners, ,_over the years, have given
mu,-h more attention to, t,-, the alleged credit needs of the margin
alized 
 pcpulati ns f economically 
 less developed countries,

there has been remarkably little attention paid 
to the types of

credit actually demanded by these ppulations. 
 Recent investi
gatiosns 
 into in formal financzial markets in develcping countries 
have shown that Third World consumers ,-,f financial services have
just as marked preferen,-es in their demand for credit as they d,-,

in their demand fcor dep,-,sit fa,-ilities. While, other things
being equal, savers prefer a 
high rate of interest on savings tc,
 
a lo:'w rate, and borrowers prefer 
a low rate of interest on loans
 
to a high rate, it is becoming :lear that 
the cateris paribus

assumption rarely holds. 
 Just as savers may be observed prefer
ring low yielding foreign 
financial instruments to: high yielding
domestic ones, b,-,rrowers may be observed preferring the high

interest rate l-cans available in the informal sectcr 
to the low

interest rate credit available through 
formal channels.
 

In neither case is it legitimate to ccinciude that 
the con
sumers ,-,f these financial services 
are irrational. In the case
cf cbserved saver preference for low-yielding foreign financial
 
instruments, it 
 is clear that other considerations, such as

safety and liquidity, overwhelm the yield advantage 
of local
 
instruments. 
 A similar explanation lies behind 
 the observedvigor of informal credit markets in developing countries: These
 
markets thrive, despite sharply higher 
lcoan rates,&') because the
financial servic they 
offer has desirable ,-haraczteristics that
 
coverwhelm, in many situaticns, 
the price advantage cf f,-,rmal
 
credit.
 

It is interesting tc ncote that in the older development
literature, the high loan 
rates in inzformal credit markets were
attributed to the moncpol y po,wer of the l--cal money lender.
Recent field workI: in 
the area or informal credit markets has
 
rn"-aled this view to 
be unfounded armchair thecrizing. Infformal

credit markt. appear to be very :ompetLtive. If monopo:ly.power 
exists! i. t urely o:n the part of the commercial banks, Wh,"e
it . . - o .hl1 loan and :':si t rates down. r,",. the -rn fi. 
,f pref 'erredborro.wers. 
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The outstanding characteristic that distinguishes informal
credit frcm credit avai lable thro-ugh formal fi nanc: i al
institutions is the remarkable speed of the service in the
infformal sector . The speed of service available in this sector 
reflects two fundamental eco:nomi: realities, one con the demand
side of the transactio-n, and one on the supply side. On the 
demand side, borrowers simply insist on good service fo:'r the 
price they are coffering to pay.* 

On the supply side, the agent of the informal credit market
is able tc, respond quickly to a loan applicant because of his 
independent status. He has full discretio n in the use of the
funds at his disposal., and may decide on the spot whether to make 
the loan or not. 

The implications these observations ho ld 
for the development
 
of financial institutio:ns and systems capable of supplying 
 the
 
services actually demanded 
 by bo,rrowers are clear: 
 Only

independent institutions, whose independence is guaranteed 
 by

the fact that they control their own resources, are able to
 
respond to the real-world credit demands of 
potential borrowers.

Fcr fcrmal financial institutions, independence is guaranteed by
their ability to mobilize deposits from the public. For fo.rmal
financial institutions, the abilit-y to pro,vid:c a high level of
ervice n the credit side is thus linkn!ed , by a very. hrt c-hain, 

to their ability to proc'vi de a hi g h level of dep,_osi t servi c e. 

The Development of Financial Systems: 

While finan,-ial institutions and finan,-ial systems are very
:omplex social ,-,rganisms, involving c:herent c-ontractual rela
tionships with large numbers cof individuals, suppcorted, over 
time, by the carefully nurtured implicit convictio-n that, on the
wh,-,le, these . ntracts will be hcon,-,red and enf-r-ed, it is possi
ble tc, outline the main characteristi,_-s cf successful financial 
systems and financial institutions in a few simple sentences. 

This fact became very clear to: the ccnsu].tant while con
ducting studies o:f informal financial arrangements in Bolivia in
the Fa.l ::f 1986 and again in the summer cof 1987. On both 
,cc.2'._sin. he imperscnated a ",apitali st w"i th d,', i rs to 1end in 

th loc,a market. The impersonation was di ffi,--ult to Mep up?
however, because of the drive on the part of he borroweru t,
close the deal. They had thoir papers in order, and t.vpia.xl-, 

f' - _, '.,-. r ity in the form of d.:-v,-N::. d rea]. state . ,w t-, .p
•- .i-ed .- lc:.ui on! .... order of three to-: :,, tini the;.....
 
-, ,-,te.. .-- ted thei r loan now, or : thuI ate's:, torr .
 wan 
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Suc:essful Financial 
Instituti,-,ns are 
Demand Driven:
 

Financial institutions are in 
the business of providing

services fcor which there is 
an effective demand, that is, serv
ices for 
which pecople are willing to: pay. The man in the street

is no,'t accusto,'med to thinking that he pays the bank to manage his

savings, but in fact, 
he does. Successful financial 
institutions 
charge for all their services, in:luding the service of managing
their depcsitors mcney. In general, the fee or commissicn they

charge 
 for managing finan:ial 
savings is the difference, cor

spread, between what 
 they remit to the saver 
in the fcorm cof
 
interest payments, and what 
they earn cn investments made with
 
these savings.
 

. icient financial institutions working 
 in a competitive

envircnment, reduce the charge tc 
savers for the service of

managing their money to the minimum, so-
that the spread needed tc,
 
cover their coperating expenses and 
return to capital is less than

the real return on their investments--that is, 
 savers receive a

p',sitive real return on 
their savings invested i-n the financial
 
institution--which 
creates the illusion that there is 
no charge
f or the service cf managing savings. Less efficient 
institutions, or institut icns wo-r king in 
a less competitive

envirc,'nment, 
 charge mo,re fcr their services, even tc the po,
int
that savers are o:ffered a negative real 
return o:n their depcsits.

This is the situatio,n that is observed in many 
 less devel,-,ped

ccuntries, 
where the true nature of the relationship between the
 
suppliers and 
 consumers of financial services is m,-,re
 
transparent.
 

Su'c,-essful Institutions Serve More Savers than 
Bo-rr,-,wers:
 

The relative prepcmnderance of savers over bcrrowers among

the clientele cf successful financial 
instituticns is a direct
 
consequence cof 
the fact, c:n the cne hand, that successful finan
cial institutions are demand-driven, 
 and, cn the cther: of the

f.at that, at 
any given time when prices are set to, reflect the
real cost of providing financial services, 
 there are many mecre
 
individuals demanding depcsit 
fa::ilities than individuals demand
ing credit. If this were nct sc, 
 the strategy upcon which 
 suc
cessful financial institutions are built--the pooling 
cf re
scurces 
 and the term-transfcrmaticn cf depcsits to:, 
 permit theextending of a relatively small number 
of l,-cnger-term credits-
wo,uld not wcrk. 

If a financial instituticon were to attempt to develop using
a different strategy, say the strategy of providing a relatively
large number of short 
term lcoans to the general pcpulation, it 
wo-ul(d 
 scon find that, because of the spread requir'-d to coveroperating 'xpenses, it cculd noit ,compete with ins-titutions using

the proven strategy in the pri:ing of its 
 savings management

servce: 
 That is to say, an institut on at tempting to develop
us-ing the alternative strateg,, w,-,uld not be very' _'uczeE't-.ful at 
caipturin' Fu'nds fr' m ..he pubi c
 

An i r'z 1; t t i,.on 11l,wing cu:: h
f o:'l a 
, ev..lo n t r ,cotu:ld]'',-,,1

,of C,:,u ,e, attempt t,-, c'mpete in the pricing :,f it savingsmanagement Ezervi,:-e by accepting negative2
a rate ',f return o'n its
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capital, that is, by decapital izing i tsel f, perhaps while 
attempting t,-, find large depositors not overly sensitive to the 
liquidity or long-term security of their sav.ins.. This, of 
c,-,urse, 
 is the strategy adozpted by many development banks. The
 
main draw-back 
 to this strat.: y, from a development po int of

view, is that the dependency ,-reated by the existence 
 ,zof the
 
large depositors 
prevents such an institution from offering the
 
type or quality cof 
service actually demanded by the pcopulation it
 
was designed t,-, serve.
 

Su,-,-essful Finan,-ial 
Systems Are Vertically Integrated:
 

The verticzal structure suc: .fesaful fi.,.ncial systems,
erected cn a broad base 
 of smaller, depoz,sit-managing, retail 
outlets, is conditicned by the underlying pattern of demand fo,r
financial services that corresponds to, the relative prices at 
which these services can be prcovided. This strLcture is analc
gcus 
 to the elaborate mathematical structures described by fra,
tual geometry in the sense that it may be ,bIervid repeated at

all levels within the system, even 
at the level of individual
 
institutions 
which have grown oeyond a certain a-a. The lIcal
bank cr credit union .. hich ,zopens agenczies and drive-up facilities
 
in the. suburbs cr a market or .
near shoppin , enI provi des an
example of the relentlessness of this tendenc: y towc,'ard vertical 
in tegratzion and the ubiquitousness of thisI -t-utre built ,on a
 

g
depzsit-ac -eptin base.
 
Within such a strucztLre there tends toi 
 be inet flozw of 

resources 
 from the smaller, retail ,-,utlet. for financzial serv
ices, toward the central office or institut ion. Although this
observed tendency for resources to flow verti:ally through a well 
functio,ning financial system from smaller muru units to larg
er, centralized institutions has been 
a cause of :oncern for some
devel:,pment pra:titioners, 
who fear that the Faniial system
wcrks to the detriment of rural areas, w4hich be:ome net expo,rters 
cof savings, 
 there can be little doubt 
that under this arrange
ment---whic h obta 
ns in oil develcped market eccn-mies--the
 
smaller, retail outlets 
 in an integrated t_...- are able to
 
provide a 
higher level .and bro.ader range of finanial services t,:

their clientele 
than they wo:ul d under conditi n: of complete
 
aut ar ky.


The central entities in an integrated system, i.n turn, are

:learly better off because of 
their 
relat ions hip with the smaller
:,utlets, be:ause 
 of the fact that the lower leve! institutions
 
represent an important 
source of loanable fund-. 
 For this rea
son, the central organizations are 
willing to make l,:ng-term
capital investments in the retail ,:utlet-, and 
con,:rn themselves 
in general with their efficiency, health and well.-being. 

The re:iprccal relationship between the indi vidual un-its in 
an integ._.rated finarc,ial -stem describes Ihe-dy'' m whereby,,,the
 
system grws._ The smaller , d.p it acce n. ni' prcovi de the
 
rin ipal 
s urce ,f fu ds for th-- i-iLr 1- ,e in i uti::,n . Thu
i 'in n"H, thelevel i"it'-v-..in.. 
 nr nmr. 

of,.volunt-ary-savings. In a development , o.!,:"tO ,
t h '.:se so-,v,,i_.
 
inc lude techni ,al . ras a
i_t a,'ce 
 well . nr radit nal 
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services such as deposit facilities, correspondent services, and
 
lines of credit.
 

The Rol-e of 
Credit Unions and Credit Unicon Systems:
 

Credit uni c,ns, once the darlings of development

pra,-titioners, have lost much of their 
luster since the heyday of
 
their founding by Peace the
:orps Volunteers and Missionaries in 

mid-sixties and early seventies. Because, the Third
in World
 
context, there is typically no overseeing body with the authority

and/or rescources tco intervene and liquidate credit
bankrupt 

unions, the financial landscape of many developing :ountries is
 
now littered with the moribund remnants cf once prcomi sing

organizations, institutionalized microcosms cof 
the under-devel
opment syndrome that afflicts much cf 
the Third Wo,rld. Credit 
unions with negative net worth continue to, limp along at a very

lcw level o:f activity, compromising the al1-impo,rtant image cf 
these alternative financial institutions, and o,'bscuring the 
enormous potential that continues to reside in the model.
 

The importance of credit 
unions to economic develcopment lies 
in their manifest abilit,--,-bserv.b]e in a g:reat many histori:c
devel!opment c,-ntexts--to supply financial servi ces, to the bro ad 
segment of the pcopulation without access to, more traditional
 
fo,'rmal financial institutions, and the potential they 
 have tc,
 
grow in this under-expl:,i ted environment to po,wer ful
 
instituti:,ns. Some of financial
the largest institutions in the

world, including the Banque de Credit Agricc-le, in France, and 
the Raabe Bank of the Netherlands, began as federations of credit
 
uni ons. These world c_-lass ',organizatio':'ns, which now lend billic,ns 
of dollars to, gocvernments and blue-chip ,-cmpanies, ,o'we their 
soectacular su::ccss tc their strategy of offering depcosit facil i
•ties to, individuals too poor or toz:o insignificant to attra't the 
attention of mcre established institutions. The -,isionary organ
izers of these institutions saw in the conservatism of the Fren:h 
peasantry, and the legendar y thriftiness of the Dutch jcurneymen,
the so-lid fcundations :,n which huge 
financial instituti:'ns c-,uld
 
be built.
 

Other huge institutio',ns, such as the Bank o:f owe
America,

their success to an essentially similar development strategy.

Ban!:: cof America grew by ,-'pening its doors to:' people who did 
 n':ot
 
feel very :omfortable in f','rmal 
 financial institutions. The
 
important point no,'te these
to here is that when people came 
through Bank of Ameri,-a's dc"rs, it was, by and large, with money
in their pockets, tc' copen savings acc,-,unts. 

Given the potential that federations ::,fcredit unicns have
demonstrated in some contexts to 
grow intco powerful financial
 
institutions, it is important to examine the :onditions that may
 
prevent them from reaching their potential. 
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Limitations cof the Original Credit Uni,-,n 
Model
 

As the name implies, credit unions were 
formed for the
 
purpose o:f extending credit 
to its members. The orig:inators o:f
the c:redit unio,n movement in 19th Century Germany, wh,_- were very
much interested in the economic development of their--at that
 
time--relatively underdeveloped ,zcountry, 
saw their social inven
ti,-,n as a means of extending low c:ost 
credit to a segment o:f the

populatio-n that was generally ex,-luded 
frcom f,-,rmal finan,-ial
 
insti rut ions.
 

The beauty cof the original credit uni,-,n mo,del lies in the
 
fact that it allows 
tiny financial institutions, staffed by
volunteers 
with little cr no experience in the management 
 of
 
money, t,- ex.tend ,-redit to 
its members at no risk to, the institu
ti,-,n. Credit 
unions whi,-h adhere t,-, the original model have no 
bad Ioans ,-,n their bc,,-,ks, and never e'.perien,:e liquidity problems. 
 This remarkable a,-hievement is made pcssible by the faczt
 
that ,-redit unions, whi,-h, a,cording to the original m',odel, 
 w:rk
only with share capital paid in by their members, make loans that 
are 100':% Quaranteed by the shares cf other membirs who, ::-sign
the loan. If a member can no,t find co,-signers wi1.1ing to pledge
their shares as co,:llateral fcir his loan, the l:can is ni,'t granted.in the case o:f default con the part ,f bo,rr,-,wer, the lzan is 
written off against that portion ,-.of
the credit u ion's- capital
belonging to:
, the ,co-signers. 
The capital ,--f the institution as a
 
whole is never compro-mised. 
 The only way a credit union member 
,can lo ose mconey invested 
in a ,credit union run stricztly according

to 
 the original model is by co-signing for a lcan that goes bad.
 
Furtherm,-,re, since :o-signers, themselves, 
are ncot eligible for

credit until the 1can for which they have ::-signed has been

repaid, and 
 since shargs can not be withdrawn from the credit
 
uni:,n without timely not ice, 
 the institution can not experience
 
liquidity problems.
 

While the original credit union nodel 
is a remarkable inven
tion, it has 
-evere limitatio,'ns as a finan:ial institution. On

the cone hand, sinc -hares in 
a -crdit union, because of their
 
por liquidity and 
low yield are not very attractive sayingsinstruments, these 
 institutiozcns 
ternd to, attract pecople who are
 
1l,,oking for 1cans, rather than pecple whco 
are simply l:'c,king for

deposit facilities for their savings. 
 Thus, while the institu
ticon, itself, does not e'perience liquidity problems, there tends
 
to be an unsatisfied cr e':es-
 demand for credit on 
the part of
 
members 
 of credit unions run ac::rding tco the o,'riginal model.

For this reason, as a means :,f ':apturing more resources tco permit

an 
 expanded credit operation, credit unions that grow beyond acertain size typically cffer a range cf deposit services that are 
mcre attra::t i vet, net savers, such as pass bco:: .cav.'n s untsi a:: 
and ti.me deposit's. On':e they take t hisstep, however, credit 
uni ons' alandon the sa feguar',dE- buiil t i no the ,: ri ginal model . ,An
institution that in. engaged -
 in lending funds borrowed from it!s 
members, or frocm the Lpublic .t larg, ra,:. the ,-ap ,f thf-e
 
instit-ttn as a Whl e t ;i ., and crens. th door o a ho.t of 

'm ',.
li 'ii r nr..iemenI pr':,:i.. - t 
-ws u' ,,nn' 'to t oi gi' a... 
 ..........
facilities, -depsei,_,as is n c.. fr omt ,. 


s a redepp ...s , b e.ome , in e . n'.e, unit banks, susce'p ible to
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the same problems andbanks 4n recurring crises that characterized
the days prior to regulation and deposit insurance. unit
 

External Constraints and Obstacles
 

Perhaps more important as an explanation o:f the disappoint
ing perfforman:e 
 cof credit unions in the developing world are
 
external constraints and :bstacles that have nothing 
to dc, with
 
the sufficiency or adequacy :f the model. 
 Since credit unions 
that expl:,de the original, share-based lending m:del by cffering
savings deposit facilities are essentially following a line :,f
develo,pment pioneered by commercial banks in the nineteenth and
 
early twentieth centuries, the mechanisms, and the strategy needed
 
to insure their safety are rather 
 well understo:,d. Deposit

accepting institutions, because 
of the :rucial impcrtance o:f
 
maintaining depcsit:r confidence in the instituticons, must apply
 
more stringent guidelines in 
the making and c:ollecting of lcans
 
than share or capital based lending instituticns. Deposit ac
cepting institutions 
must alsc, mal.::e pr,:,visi,'ng for handling

swings in liquidity that 
are unknown to capital based lending

institutions. 
 In general, deposit accepting institutions must
 
be more fully integrated into the financial system than 
 share
 
based credit unions, which 
can be operated effectively as stand
alone institutiona.
 

In response to the needs of 
their affiliates for assistance
 
with liquidity management, federatio,ns cf credit unions in many

histcorical co'nte,:ts have evolved into second 
 level financial
 
institutions, accepting deposits 
from the primary institutins,
 
while providing them with guaranteed lines of ':redit and ','ther
 
services the retail 
outlets need to 
be able to,manage deposits

effe'-tively. This process has led, as 
was noted above, tc, the
 
:reatio n of 
 soe cf the largest finan::ial institutions in the
 
wir ld.
 

A ma.jor -bsta-le t,-' 
the parallel development cf anal,-,g,:,us

financial institutions in the Third Wo'rld 
is presented by the
 
intarnati':nal donor organizations, 
whi,ch , in their guest fcor
 
instituti,,ns ,p-'e 
 of managing thei c.redit programs, have
scught 'out fdptiors of credit uni,-,ns in the early stages c-,f
transition into sLi:essful finan:ial institutions. Federat i :,ns
of credit unions, which, if left to their own, would have evolved 
into strong financial institutions serving large numbers of sav
ers and smaller numbers of bcrrowers, have been -educed, by the 
availability o:f ine:pensive foreign wv.-i-..ngs, into becoming weak 
institutions poorly serving relativey large numbers cf bcr
rcowers and a relatively small numbers ,of savers. By this pr:.-
Coss, in the place of strong instiF.itticn ,--able.,-f meeting the 
real-world credit needs cf their c:n.tittuent s, wal., to,'p hea.vy,

bureaucrat i: instituti:ns dedicated 
to the nmanagement of subsi
dies ,,v' e been created. By thi s pro',e-s, .at the national .e el,

in the place ,f the independec ,: g$uara_i.ntoe ed by 
 d'-,mesti,- res',-LIr,-e 
mob i li z.ation deperdancy one, ro-,_rrrcour-cs and f,orein avi.ngs
has beer; fos:,eter e.d. , 

The..n "- .. this tO -f'- .f i s o ical,r i -i n fo K.2... pr z ne- st, in that, once n ain, hi s tor appe.ar _ aed to,a. p 

repeat te]f. The .g the
data ,athered by urvey,' of I', .redit 



uni ons affii ate d with FENACRE shows a system undergoing e'0pio
sive growtl.h, based on deposit mo,bilization at the gras rcots 
level. The data suggests, furthermore, that FEAi-., has the 
p::tential to become one of the largnest -and m:st pow,.,erful finan
cial institution in B,-ol ivia, benefiting hundred.s of thousands of 
families currently with,-,ut access to the services provided by

formal financial institut ions.. 
 If this pcotential is to be
 
rea:hed, the Federation must 
c:me to, ,view its future as ,cloely

bound up 
with the gr:,wth and viability of its primary affiliates,
 
parti,-ularly 
 with their ability to,mobilize v:luntary savingsfrom the public-. The Federation must c:,me to view its affi l
iates as its primary source of 1canable funds., fi-,r o,nly then will
it pro=vide them with the services they need t,-, prosper and grow 
as the deposit a,:::epting institutions they have all beo:,ne.
Interviews with representatives of -R -FE AC-E, hcowever, suggest that
 
the Federation has been ,--,-n fused by 
the availability cf low ::st 
funds from international don,-,rs, n:,tably the US PL 480 Program,

into per,-eiving 
 its rcle not as. a provider of servi:es to its
 
primary affiliates, but rather as a provider ,-,f servi-e t,-,

international doncr organizations. 
 Because of the in centive
 
stru,-ture created by internati,-,nal dcnors, most n,::tably by the

United States Agency for In ternatiornal Deve.:,pment and tse PL t()
 

rogr-m, .. _.... 'p.i.nrg for .. s:hor t si ghted dr'vel opment st.r.t-gy contrary to the ;prov en one adopted by suc:
,:,-essfu..l firarcia.
 
institutions. Rather 
than basing its development on the pr,-,v
en, demand driven, market oriented strategy o,-f 
 providing serv
ices, through its affiliates, to large numbers of savers,

Federation is preparing to manage a subsidy fcor 

the
 
a larre number of
 

borrowers. Instead of 
focusing 
its attention on the legitimate

needs o:f its affiliates for te:hni:al 
assistance and for 
 s~is
tance with liquidity management, FENACRE is squandering it,-.sarc e resou r c es provi di ng .ervi ces tc prodLIc t ion c ,opce r at i ve-s 
tarneted by international donors for assi stan:e. Instead of
adopting the l-,ng-range strateg',, that would transfform it into a 
strocng institutioncr,-apa:,le of providing all 
the financia serv
i :2s demanded by su:h pr cd.t on. c::perativ :- int-he future, The 
Federat ion is opt ing fo-r the oti'-cj. 

and dependenc:e.
 

It is a sad if familiar story: The incentive structLre 
create-d by the internatioc,nal organizati,-,n will leave the dc mestQi
financial institution weaker and 

short s ig hted s!-r , f weak:ns:: 

less able tci provide services tci 
the target pcopul.ation than it wculd have been in the t',otal ab
sence of the intervention.
 



CHAPTER FOUR: FENACRE
 

The Rebirth of a Financial Institution: An Overview 

As was pointed oeut in CHAPTER TWO, as a result ,-,f the na
tional crisis initiated by the sever_ dro-ught ,_-f 1983/84.
FENACRE, by end 1985, had becomethe ,_-f totally dependent on the
income it earned frcom the distribution fertilizer,-,f under
USAID's disaster relief efforts fcr its institutional survival.
Although FENACRE is a federation o:f finan,-ial institutions, it
found itself heavily inv,-,lved during this peric,d of national
turmo'il in n:n-financial a,-tivitie .. In this r2pect, the Fade
ration paralleled a ,-,_-urse taken by the ma.jo-rity ,-,f its affil-
iated ,-redit unions, whi,_-h, thr,_-,ugh rapid ,'pans.r.i of dry-n their 

g,:ds departments, became important suppliers of 
basi: commodi
ties to their members By the end of 1986, ho'wever, the Fadera
tion had begun to reassert itself as a financial institution-
again paralleling the :,-,urse taken by its affiliates that sur
vived the hyperinflati,-,n. Ac:cording to the Federation'- Annual

Rep:rt for that year, net 
inc:me from financal services narr:,wly 
e eded net in:ome from n:,n-finan,-ial ser'vices-- .1,.505 million 
cld Blivian Pesos as oppo-sed to 75,715 mi lion fc;" ,-n-ran: ia 
ser-vices.
 

By the end of the third quarter of 1997, the last date for

which data on the Federation was available, FENACRE's re-emerg
ence as a finan:ial institution w:uld appear to bhs ,-m,--,rpete.
Ac:cordinq t-._ the Cconso:lidated Balance of Septeb:_er 30, 1987,
69.45% of the Federations in,:cme (Bs.1,365,71S.d ,of a toctal of 
Bs. 1,966,615.56) was derived from financial mer'.'ices. Of even 
more significance than the gross figures, however, are those fcor 
net inc::me. Ac, rding to the c:ns,:lidated balance for the Feder
ation's Financial Servi:es Department (Oar','.ne"s_ for October 
1, tis i department had total in':cme fo'r t he first ten months o-f1937 equal t,-, 160% of total expenes. (Total income ,o-f

Bs. 1,517,563.93 and total expenses ,-,f Bs. 04,007.S9, for a 
surplus -,f Bs. 569,556.24. 

The significance of the emergence o'f the Finan:ial Servic-es
DiVi = as n impcort.ant s'::urce o. f net revenue is underlined by
the fact that the Federati:,n as a whole will pro,bably cl:se its
bo::ks f::,r 1987 with a deficit. The Consoilidated Balance fo-r the
Federationc as a who,-le as ,-,f September 30, 1987, sh,-,ws "p~-ses
ex-eeding in:ome by 7.52%. (In:ome ,_-f Bs. 1,966,615.56 versus 
expenses o:f Bs. 2,114,562.99.) 

The strong shcowing cf the Financial Services Department is
due largely to the suc:ess cf the Savings Mo'bilization Pr,,ject
(The P'MA), begun in late 1985 with a small amount ,::,f ti,:hni ,:a!
assistance supplied USAID/Bc'I ivia. ughby Altho, this prgram,
until r ec- .nt 1ly, has been coperated at only :,ne lc.ati:', theR:E- .NA headqcuarters in Cochabamba, and still a'count-s fo-,r .,s
than 1 % of the Feder at io-ns loan itp:,r t fcli,-,, a-:,-, un t a for 
slightly more than one half of the gro-,ss inc:ome geni , :t.t d ".,,


n an J. S r.i s ,epar and - r .-. ,.,
D t ment, ii ght 1 .s- :.n 
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Table 4-1: Financial 
Income and Financial Expenses

As of October 31, 1937 

(In US Dollars) 

Income ( Expenses (%) Net Income (R%) 

Loans, PMA 279,619 43.0 189,712 
 61.5 80,907 24.3
 

Depo-sits, Banks 62,930 9.7 N(i 
 62,930 19.0
 

Managed Credit 307,086 
 46.3 11e,913 38.5 188,173 56.7 

TOTALS: 649,635 100.0 308 625 100. 0 332, 0'01 100.0 

Sour:e: Hand-written ncotes pr:,vided by Mr. Celiar Lcopez
 

Note: Altho-ugh the infcrmaticn supplied in the above
shcould be cnsidered broadly indicative of the general 
table
 
rela

ticnships, it shculd be interpreted with scome cauticon, due to
 
the fact that 
it is ncot taken directly from "audited state
ments.
 

the net income, as may be seen 
from the accompanying t..ble sup
plied by the Department's General Manager, Mr. L. Celiar Lopez.


(It will be ncted here that, 
 in his reports of April 10 and 
April 12 for USAID/Bolivia, the consultant called attenticnthe growing impcrtance ,c, income 

to 
from this procgram, and predicted


that 
the PMA would be:ome the mcst important source cf inco,
me for

the Federation by the beginning of 
1.988.)


Expenses in 
the above table refer tc finan,-ial co:--ts only, and
do not capture all expenses related t: the pro,'vision of the

ser,,i,:es which generate the income listed in 
the first column cf
figures. The manaqement infcormaticn system currently used 
 by

FENACRE is nct adequate tc, permit a detailed analysis cf expen
ses. Many e:,xpenses 
incurred by the Federation are asscciat edwgith departments cr activities that cene*.rate,, lit tle or no inc me,but which support, in varying degrees; the credit activities
 
that generate the major pcortio n of the Federations income.
Since the PMA credit activities are directed 
at the public which 
dc,es not directly benefit frcm the other servic-es prcvided byFENACRE, it seems 
reasonable to conc:,1!ude that mcost cf the expen
ses 
 incurred by the no,-,n-income producing departments 
 should be
charged against 
the external credit lines targeting the cccpera
tive secto,r. 
 Since FENACRE is currently operating with a deficit, it appears that the inccome 
it generates from its dealings

with the public are beingi 
used to subsidize the cooerative
 

Vew.ing this same iss .e 
frcm arother n:::int o'f view, irsteadof reta.iring- e.arnifngs 
to re, italize itself after t e4-'., ---
i _. ,-n prod .ed by hyperinf].ation, in ma-...ing e t'rna .- of
 

credi ? ..r .. i iisv..'-i ng e.:n in gs fr m::,nit 'n e" 
s.e, . '-nding, private--s.ctor oriented dep-artment to,."ub. i.the m.re papr-laden, bu.rea.::ratic w-rk of international d,=,n-.rs.
 

http:d,=,n-.rs


The 
 FENACRE Staff and Dire,-torate do noit appear t,-, have an
adequate understanding 'rf the extent 
to which they are .ubsidiz
ing internati,-,nal d,_n,-,rs, mi-,st nortably USAID, nor 
the tremend,-u.

future that c,-,uld be theirs 
were they tc, foll,-,w the '-curse indi
cated by their natural strengths and the comparative ecconomic

advantage that credit unions in 
the B:,livian ,context enjoy o,ver
 
other finan,:ial institutions. 
 They appear blinded by the illu
sio-n ,-,f plentiful external resour,-es t,-, the tremendoius potential

they possess as a d,-,mestic, se,-,-,nd level 
 finan,-ial intermediary.

This ptential may be quantified using figures foir average
savings balance f'-,r credit union members in Third W',orld. A'cord
ing t'-' 
figures recently released by the W',orld Coiuncil -,f Credit 
Unio',ns in Madison, Wis':nsin, at the end 'rf !986 the average

credit union member in 
devel,:ping ,:,:,untries had savings depcosited

in his institutio,n approximately equal in value to 
$340.. 00. The
devel,:ping c:,untries ccontributing t,-, this average figure in'clude
 
many from Africa and parts 'f Asia where per ,-apita income is as
low ,or l=,wer 
than in Bolivia. If FENACF:RE were, once again, to' 
represent the 200 institutions that crmprised the Federation
befrre the period orf hyperinflatio:n, and if earh ,redit uniron, on
 
average, crunted 
 2,500 active members whi"' maintained savings

balances equal to the 1936 average f-or ,rredit Ltniorn mnembers in
 
developing ,ountries, 
 the system woruld ,cntrol d:.i-. crf 170
million dcrollars. This figure sh,-,uld be compared with the ten or
 
twenty million in external credit that 
the system might be ,-alled
 
upcron to manage.
 

It shiould be printed out that, in the abo.,e table, 
 mrst orf
 
the inc,-,me frorm banks sh,-,uld 
be counted with the 24.2% 
 ,_rf net
 
inc,-.me generated from dirmestically mrobilized resoLtres when 
 fig
uring the cr-,ntributirn 
made by the PMA t- FENACRE's b,_-ttom line,

due to the 
fact that that FENACRE maintains large ilterest 
 earn
ing dep,-,sits in commercial banks as part of the rser.es it must
 
have tr bar up the dep,:,sits fr,'rim the public. 

The PMA: Serving No:n-Members: 

Altho-ugh FENACRE is a second level 
institution, wh,-,lly owned
 
by a fluctuating number 
or-f primary affiliates, its highly 
surcessful savings morbilization pr,-,ject, the PMA, is based 'rn direct
 
dealings with the publirc. 
 The crnsiderable sucress of 
 this
USAID-spirnsored eff,-,rt shoriuld be judged against the far-t that 
this program is 
leading the Federation in a direrti,:rn contrary tn
the lorng-term interests of its affiliates and crntrary to 
its ,r'wn
instituti,:rnal comparative advantage. 
 Ideally, the Federatiorn
 
sh,:,uld emerge as a secnd level 
finanrial instituticon, providing
 
a variety ,:of servi,-es to- its affiliated primary i -nstitutio ns.The PMA, however, places FENACRE o-n the same ,rperati,-'nal level as

the cr--dit uni,-,ns, and hence in direct 
r"c-ompetitiorn with them. 
Instead of f,,stering the 'ertica] integratiorn orf the credit uniorn 
sy-tel, the PMA may lead to its disint egrati,-n.
 

...
.tr e theathat the pr e . o f di :,integr-ati,::yr h'ave' alr .n
'' .-. r--,v''en as. the- sy tes-.---en i. .nnig t-o.-[p .. .it:1
toget....h.r ater t disaster o-f hyperinflati,-rn--was. enc-unt ered in 

-ochabamba at o-ne of the mos'.t '-u-ccessful f::,f
the- credi ,.tnio'rns 

2 t 

http:inc,-.me


in::1luded in the survey. At the time of the visit by the Catho
lic University team to this credit union, Hospi:io was :elebrat
ir>. the recent opening of the first ,-,f a planned series 
of .ranch
oi ic-s. in a neighboring towns. Upon ,-,pening a branch office, the 
main office of the credit unio n will gradually take c'n some of
the characteristics cf a second-level institution. If the pro
cess of integration--so important t,-, a finan,-ial system based on 
deposit mobilization--were to prc eed along natural developmental
lines, this downward reach of the credit unicn toward expanded

ties with the public, through a system of branch offices, would 
be complimented by a corresponding upward reach, tcward closer
ties with the institution on the ne',t level, that is with the

Federaton. Howe..r, instead of strengthening its ties with
FENACRE, Hospicio is considering severing them, principally, it 
appears, because of dissatisfaction with the Federation's cur
rent pclicy of dealing directly with the public.

H,:spicio's readiness to consider severing ties with the
Federaticn is spurred ncot only by its frustration with the Feder
ation's descent, via itsthe PMA, into direct ccmpetition with 
primary institutions, but ai,:,s 5y the perceptin that ample 
resources may be available through Central Bank rediscount lines,
notably the various credit lines supplied by USAID and the US PL
480 Progr...m. With the hope cf eventually being able to adminis
ter ines of c:redit, Hospicic, has begun the paper work,.., necessary 
to qualify as an ICI, cr Intermediate Credit Institution. 

This in a particularly distressing develcopment. Within the 
past two years this exemplary credit union has risen frcm the
rubble left by hyperinflaticon, purchased and refurbished a mis
sion sc:hcol, begun a very pcpular health maintenance organiza
tion, extended millions o'f dollars cf credit, paid out hundreds 
of thcusands of dollars of interest tc depcsitors, remodeled itsbuilding in the :enter :,f I:c.chabamba, placed tens of tnousands o-f
dollars cn deposit with FENACRE--all on the basis 2f a p2oigc ,2cf
aq2re2siye dmest i, resour::e mobili zatio n Now, partly because
 
cf what it perceives tc be unfair competition for depcsits on the
part of its umbrella organization, 
 and partly as a response to
 
the lure Of easy money from the ::entral g,-,vernment and interna
ticnal dono,rs, Hc,spicic, is wavering in the course that has
 
brought it sc much success to' date. 
 Once again the natural 
course of development cof a potentially extremely important domes
tic financial instituti,,n has been di.rupted by the well-intend
ed but po,orly :onceived intervention of an internaticonal donor. 

A se,:cnd curi:us aspect cf the PMA operaticn, which serves 
tc underline the extent tc, which the Federation is being led, by
the success of the PMA, away from its rightful role as a second
level financial institution based cn the depcsit-mobilizing capa
bilities of its affiliates, c:,nerns the structure ::f assets and
liabilities. In general, as wa: n-,ted in the intrcductoary
chapter, deposit ac:epting frinan::ial intermediaries usually arv?
 
many more saver: than boarro',wers. Altho'g:h c:omplete figures 'er,. 

nc t a .. :,]..oug.... . ............. tVl thr
. ,"... h t'he PMA, 1 
o'.e: n7 2n uLnu u.all hi h n:mbr- :,f L:r,:,,ers c::mpared wit. 

com.
.MA 
 . r_Frorm a ra v sall I.number - rat.her large dl lardencminated t ime dep:sit tENAC: E uses. these unds serv a 

- .. ' m . ,' , % ,? : e .' , u l t , -2,'5, .,, . . 



relatively largie number of small bo-rrcowers according tc, a pi:,cy
referred to by Federati,-on officials as the "demcratization ofcredit." Until recently FENACRE made 90-day signature loans for 
up tc, a maximum of US$2,C.00. As a result of experimentation with 
borr,ower demand, the term o:f these unsecured loans was doubled to120 days, while the maximum amo,'unt approved withcut a real guar
antee was reduced by half, from $2,000 to $1,000.

This slight modification of the c,riginal "demccratic" cred
it pclicy allcows the Federation to, enjoy a slight savings in its

transactio,ns 
costs while serving an appro,ximately equal number of 
borrowers. It also points up FENACRE's continued emphasis onretail financial activities, which is not the prcoper domain cof
Federation cf financial 

a 
institutions, bu.t rather cf its affili-

at es.
 

External Credit Lines: Serving N:n-Affiliates: 

As of October 30, 1097, FENACRE's bokcl::s sho'wed a total cfBs.17,481,214.41 in refinanced lcans. Although the figures a
vailable to the ccnsultant did not give suffici ent detail tc,
permit an exact breakdcown, it is clear from conversations with
FENACRE staff members that the Lulk cf this ,-redit was extended 
tc the so: called "integrated co'operatives, " whi,-h are not finan
cial institutions, and which, thereffore, are not affiliated withthis Federation o:f Credit Unions. The fa:t that FENACRE is 
being led by the :conditionalities placed on the external creditlines to, work with non-affiliated institutions and production 
groups ::,mpcunds the feeling evo,'ked by the su':cess o'f the PMA
that the Federation, instead o:f helping its .ffiliates reassert 
themselves as financial instituticons after the destructio:n
wrought by hyperinflation, is cmpeting with them. 

The FMA Compared with External Credit Lines: 

The superior service that a financial institution is able t-,

provide when it enjoys the independence derived from its ability

to mobilize its own resour:es 
may be seen by contrasting the
servic:e FENACRE is able to provide within the PMA compared with

the service it prc'vides to the end user 
of credit thrcugh the

varicus external 
 lines under its administraticn. 
According to the General Manager of FENACRE's Oper,:i one Depart
merit, the average loan made with PMA funds requires less than
thirty days to pro,-ess, fr,-,m the time cf initial application tc
the disbursement of funds. These loans currently bear a rate ofinterest of 2.5% per month, and a term of 180 days. The Agri
cultural Production Loans, by contrast, typically arT placed atthe disposal of the end usLer two t-o three m:nths after the begin
ning_ ,'of planting season, that is, long after thT point where theymight have-n influence on productio'n. Agricultural pr,-'duction
lans from these sources frequently are used t:i repay credit 
ob t ained in t he informal sector , reportedly at the rat: of 10.. 

When it f:.,. monthn' of high rates frocm the informal n.- . ir-:?-' -. _e.- in-, with the 1clwer rates avai able on the- i nt -rn out i.o-, a " 
lines, the ./r_ ge finan:ial ::st ,-of ser'vic- to the borrowerthe -', 
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.- probably greater than the ::,st of credit made with iocally 
nob ii ed r eSOLrcL-z. 

FENAC-:E'S Strategy for Development: 

FENACRE's long-term co,'mparative advantage, as a federation
of credit unions, is as a second 'r third level financial insti
tution based on do:mestic deposit mobilization. As was pcinted
out in the introducto-ry chapter, deposit accepting institutio-ns
 
require 
 a much higher degree o:f integration into' the financial
•_stem than does the o'riginal stand-alone, share-based credit
uniin. Furthermore, because these institutio,ns may reach a vast

market usually neglected by co: mmercial banks in Third 
World
 
environments, 
the grcwth potential for an integrated system C:'f

deposit-accepting credit 
 unions is very great. To reach its
 
potential, FENACRE must 
assert itself as a second-level financial
institutions supplying the services demanded by its affiliates.
 

This general prerequisite may be tho,
ught o-f as having two
 

,PEREQUISITES TO THE ATTAINMENT OF FENACRE'S POTENTIAL 

a) 
 After the period o'f service as a distributor of fertil
izer, the Federation must reassert itself as a financial 
inst i tuticn. 

b) 	 Upon regaining credibility as a financial instituticon,
 
FENA:RE must begin to 
evo,lve in a direction dictated by
its comparative advantage within the larger context of 
the Bolivian credi t ulio':n m,-vement, that is, as a second
level financial institution providing services to its 
deposit-accepting affiliates. 

While 	FENACRE, as the income 
figures displ.ayed in the above
 
Table ,--1,sarlv indicate, has 
largely achieved the first of these
object i ves, considerable con fusi on remains at the Federatin 
headquarters in Cochabamba conc err-ing the attairnment cf the second. On the one hand, the :-L.ccess :f the 'MA as a generator of 
net income is causing the Federation, particularly the FENAr:REstaff, to press for the expansion :,f this program to other popu
lation centers, notably Santa Cruz and La Paz. If the PMA enco,unters the same success in these cities that it has enjoyed in
C:-:habamba, this program--which, it will be recalled, places theFederation on the same oper ational level as itsz member s--may
emerge as a major source of fric:tion between the FENACRE and
its affiliates. Secondly, while FENACF:E cfficials speak of the
Federation be:oming a second-level financial institutti on, which 
they momtime.-. refer to as a c:ooperati.t 4 ' . bank, and me-imes as
,-inan, 	iera," they 	 d::, not ha''e a vision of a vertical ly integ -.-.',I . n t. ' 'ti 	 E . *:I i n ba n: d on '::: c. r ,-su:,Lr,: ce ,:: i1 i zat :i.o-i 
"he p- of, its affiliates. 

on 
Instead, they spook c f bh Fedora

in comi".m an 'intermediary ',etw'een external do-n:r ,rgani. z-a
the coopeand .ins '-, r a ive se:t:r in gereral. On: plan, w0hi::h is

still in the formati ve stages, foresees th;e creati':'n of a finance 

"2:7
 



c,-,mpany that w'-,uld be 51% owned by FENACRE and 4'" 5y interna
tional do,n,-,r corganizations, perhaps USAID.
 

FENAI:FRE 
 appears to- be foz, ll cwing a confused and decidedly
second-best development strategy, t hat refl.one -ts t. powerful
influen:e o:f the incentive structure created by the international 
dono, r ----:mmunity. When FENACRE c fficials speak o'f dcmestic re
scource mcbilization, they are building cn their PMA e".perience,
which leaves the Federation at the level of a primary financial
institution, in direct ccntact with the public. When they speak 
of FENACRE as a second-level financial institution, they fo-,rget
about dcomestic rescurce mobilizaticn and fcus, instead, on their 
role as broker, tc, the :ooperative sect:,r, of the f:r'eign savings
available thrcough international donors. In Mo-th insta.nces, the 
Federaticn is being maneuvered onto a col li si-n cour.. with its 
affiliates. 

Out-cmpeting Its Affiliates fcr Deposits 

Because of its image as a naticnal institution that: enjoys
the suppcrt cf the international community. F",-P. !.- able tc,
cut-compete its affiliates for deposits frcm the publi:. In 
Cochabamba, for example, H,spicio--whiclh beg . ,-p,: it mobi1
ization ,:ampaign at approx,,imately t.h same time that the Feedera
tion began the FMA, but with no- technical assit;nc2 'ram LSAID-
is f-r::ed to pay apprc',imately 50% more than. its umbrella.rani
zation for otherwise similar depov'its: While FENACR is able t,-,
mobilize substantial rescurc-es l,--cally by paying 20D% per annum cn
dcl1ar depcosits, that is, just twoz, percent-g pcint -. ver what 
ccommercial banks are paying, Hcspicio in currently, p i',lrg upwards
from 3C% per annum on its dollar don,-,minated time dep,:its. 

C:cmpeting With, Rather than Co:mplimenting itz Affiliates 

The competi t i ,-,n frcom FENAC:RE in the area of deposit
 
mc,bilizaticn 
 wou ld not hurt the credit unicns if the F-derati-n 
were inc i ned t' reinvest a substantial portion cf he funds 
c-aptured from the public in 1 cans to i ts a f f ili at es. Suc.h a
p,:,1icy, by 1,cwering the ,-,-,st ,-,f funds to the c-red it uni.onE, wo,-uld

rient the primary institutions toward the umbrella crganizati,-,n,
and, consequently, 'contribute to the integratio n o-f the system.
Instead, h'-,wever, of using the funds mobilized from the publi,- tc,strengthen its battered affiliates, FENACE, by its policy cf 
making numercus small loans directly to individuals., in competing

fcr precisely the same bcorrcowers served 
by the credit .nions. 

It is difficult to escape the impression that the FMA credit
p,-,li'cy reflects, at least tn, some extent, a desire on the part of 
FENAC:RE t,-, project the image ,-, f an .i r;sti Luti,:n c: .abla of rea:h
ing the populati,-,ns targeted by the principal international dnor 

orgniztio:ns.
By aiming to, ,aNoand its. roe]., as broke.er -f Froin .'j "n, to, 

the copera.tive --e,:t,:,r, FENhCRE i' pre.aring t, i - -n if the 
c,-,mpetitiv'e p ,-esqre it is currernI;ly app' i,.... . .ing q 

redit :lic argets" the p ,t -i . ....... ,. 

don,-,,r = -,s,.red lin s of pr,,ductin ,-re.dit."-e d ,f :, :ern 

2S, 

http:broke.er


itsel f more intensely with the needs of its dues-paying af fi 1
iates, FENACRE, thr ough its Dep ar tno'nt o f 'r .oets, is earing up
to provide a 
broad range of technical assis.tance to non-af fi J.
iated production cooperatives, so that they may qualify for
 
externally funded lines of 
credit, which FENACRE will then admin
ister. Credit from international donors, of course, is even less 
expensive than the credit FEACR:E extends through its PMA pro
gram, which makes the Federation the fiercest competitor to its
 
own affiliates.
 

FENACRE, of course, did not 
set out with the express purpose

of harming its affiliates. Like 
its member credit unico'ns, the

Federation, in its struggl___ t- right itself after the debacle of 
hyperinflation, is merely respcnding to the economic signals of a

rather powerful, albeit somewhat perverse, incentive structure,

much of which has been put in place by the international dcno,r 
communi t y. 

It is difficult not to ccnclude, as one watches the Federa
ticn contort itself in response to what it perceiv-es to be the
 
expectations of the international dcnors--turning away, in these
 
contortions, fron its affiliates and the bright future that it

could make with them--that the credit union system 
of Bolivia 
would be mu:ch str onger tomorrow i f all hope of managing external 
credit lines could be extinguis.hed tod.a.y. 
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CHAPTER FIVE: THE CREDIT UNIONS
 

In this chapter, the data collected on Forms I through IVwill be analyzed and interpreted. The first section treats the 
institutional data, collected on Fcrms !II and IV. The
instituticnal data is 
 also analyzed in Appendix 
 C: to this 
report, which also contains the raw data from Forms III and IV. 

Section II of this c:hapter reviews the data c,-,llected prin
,-ipally from the 3,563 individual ledger cards sampled at the 19
credit unic,ns included in th- urvey. This is the data that was
 
re :rded on Form 1, and which is presented in c:onsiderable detail 
in Appendi-. D. 

The third section to this chapter reviewE the data on credit 
unicn credit ac:tivities, collected on Form II. The reader shouldconsult Appendix E to this repcrt for the tables and o,ther data 
upon which the discussion of credit a::tiv.'ities is based.

C:opies of the data collection forms are presented in Appendix
A. 

it must be ackno-,wledged at the outset that, due to the 
severe time and resource constraints discussed at c'nsiderable
length in the Introduction, the analysis presented in this chapter by no means exhausts the database created by the CatholicUniversi':jty_ team. An effort has been made to foc.ts on the areas 
that have a direct bearin , the majoron policy issues facingFENACF:RE and the international donor o-rganization that my concern 
themselves with the Federation's future. 

Sect i o:n I 

Emerging from Hyperinflation: The Institutional Data 

During the period of national crisis, many credit unio ns,

having lost the bulk of their earning asset (and liabilities) to
hyperinflatio n, used their cooperative structure tc, provide serv
ices o~f a non-financial nature. A surprising number, in respo'cnse

to the cr :is in publ ic educat i on, opened hool .
 dur i ng this 
period, or laid the plans to open them. Th:. typi cal c,redi t uni Cn
 
of the era of hyperinflati 
 on, :.w.er, came to resemble a dry
goods store more than anything else. During this period, when, itwill be recalled, the Federation was engaged in the distribution 
of fertilizer and other agricultural inputs, the typical credit
union became a distributor of basi: necessities, such as rice,
noodles, cookl::ing o,il, detergent and toilet tissue. 

While it remains tc be seen whether the entry into fo-ermal
educat i on will prove a bcocon to the movement- over the long run,w.ith the return of stability, it did n:,t take the c:redit un ions 
1,lng to disc,-ver that they had lost their temp,,or.ary c':,marative
advantage in the distributtio n e:,f :omm:edities. As unsold stocks
began to a:cumul.-ate in t heir .t,,rero,,:,ms, the credit union2 began
returning to their original activities. Instead :f mo:,bilizing 
rs ,- rom '. mth:eme ers .cn k;,- trc t,-,_ the frontier h..ih 
C-hi r.I zi1 to bring b::ac: ;mer,:handi :e, the m- uri on
"Log"n .:in. uz..- ti:_,he- r--:,::u r , m,:,hilize. their memnbe rs .'-.:: : _d Fro,:m to- ,r,.. 
1oans t,-o ;di''idua] , many of .hm:n, then, as privat antrpr
ro'r'- *p, t a to the fro:nti r. 



This is a slightly more ro,und-about way o'f pr,-oviding credit 
union members with the basic c omm,-,dities they demand, but one
that has proved to, be mo,re effi,-ient than the direct apprcach--in
Bolivia as well as in innumerable cther histo..rical contexts. 
The credit union speciali:es in mobilizing resources and extend
ing credit, that is, in providing finan:ial services--an area 
where it has a considerable comparative advantage--leaving the 
pro,visicon ,-,f most real services in the hands of the wide assort
ment :,f individuals and gro,ups that make up its loan clientele. 

The transfcormation, in the year fo,'llo,-wing the end cof 
hyperinflation, o'f Bolivian credit unio,ns from instituti:,ns engaced principally in the provision o:f real services into finan
cial institutions, in visible in the ,:hanging stru,-ture ,-,f their 
assets and liabilities, as reported in the annual r eports o-,f the
credit unio,ns incLtded in the survey. Table 5-1, below, presents
the averages fo,r important items included in these year-end 
statements, in bo:'th absolute and per::entage terms, and the per
cent change between the two reporting periods. 

In the a,--ccmpanying table, the per::ent figures do, no:'t sum to
100, due to the fact that many items .are et.':luded from this 
table, and tc the fact that items from both sides of the balanc:e
sheet are included. The raw dati with which this table was' 
c:nst.: cted, as wel I c rr::rresp:,ndi ng t abl - for the various
geographic regions and individual credit unio:'ns included in the 
survey, are presented in Appendix C to this report. 
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Table 5-1: 
STRUCTURE OF ASSETS AND LIABILITIES: 1985 and 198S
 
(In Bclivian Pes,-,s)
 

1985 
 1986 % Change
 

Total Assets 3,092,'25.34 11,020,143.51 356.36
 
% Total 100.00 100.00
 

T,-,tal Loans 	 365,314.38 
 4,091, 165.63 1,119.90 
- Tital 11.81 
 37-12
 

Fi:;e d Assets 2,238,594.57 3,64.842.90 162.91
 
. Total 
 72. 39 	 3S.09-

Deposits 476,091.43 6,704,144.57 1,408.16
 
% T,-,tal 15.40 60.84
 

Capital 	 1,759,679. 16 3,050, 126.20 173.00
 
. Total 	 56.90 27.63
 

Revali ued 	Capital 2.286, 327. 11' T -J- ai7. 	 1 .09... .... 
Total •7....92.. 	 . -

9.98,
 

So'ur:e: 	 Data Ccollecticon Fcorms III and !V, and Annual 
Repo-rts from the C:,ooperatives in the Samnle 

NOTE: 	 These figures are averages for all the credit
 
uni:ns in the survey e':yuding those from
 
Oruroi, for 
whi:h 1985 data was not ,:,:llected.
 

As may be seen in the above Table, while reported total
 
a,-.sets for the 16 institutio,ns included 
in these averages grew by
 
more th.-an 356 percent, total loans grew 
thee times as fast,
 
cau.n, 	them to rise to 37.12 of total assets at the end of1' 6,. :cmpAred with 11.31". at the end of 1985. At 37.12%, Tcotal 
Loans are the most imp:rtant component of Total 
Assets, fol lowed 
by Fixed Assets, whi:h make up 33.09% cf the total. 

It is quite significant that Depcosits grew even faster than
Total Loans, increasing 1,403. 16%, causing them to rise from 
15.40% of Total Assets and Liabilities in 1985 to 60.84% by the
 
end of 1986.
 

The fact that deposits grew even faster than loans during

thi.s period ,-f transition 
serves to, underline the importan:e of 
domesti: rescurce mobilization to the growth of finan'ial Sys
ter-. While international donors tend to focus on the perennial
pr,:.lym of 
a s:arcity of resources, the more fundamental problem
.-, ears to be an und..rd.=/eloprd o r impaired financial systerr,
which f-ai]s to mobilize the rescourc: s that are avaia.-ble. As the 
, - t unions re--:sert thems'l-es as financial instituti:,ns a fter 
'": ,nt,,--onn 
 wrouht o hm by hyperinflation, the rebuildi. 
p :: ,:-: o-n th basi of .de :bi Ii-p,,sit at i on. 
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Another interesting point that may be made 
on the basis of

the abocve table concerns the raI tvel "-ystrong,capital p,-,sitio-n
o:f these 'decapitalized' financial 
institutio,ns. At the end of
 
!S5, the 16 cooperatives prviding input 
for Table 5-1 reported

capital that averaged 56.SO 
 of total assets .and liabilities. By
the end of the following year, capital had fallen 
tco 27.E8% ,-,f

total assets and liabilities, which, however, 
is still a rather
z
high rati!, for 
deposit acz,_epting financial instituti,-,ns.
 

The ,zredit unions, 
despite having been battered by infla
tio,n, still have considerable p:,sitive net 
wo,rth, due t,-' the fa,-t

that the 
same prcess that destroyed their financial 
assets alsco

destroyed their liabilities, leaving their rRnI isets--tpically

consisting :,f developed real estate, part 
or all of which in used
for their offices and meeting 
 pl.aces--vi. rtually unencumbered. 
These unencumbered real assets--particularly when they exist in
the highly visible fo,'rm '-,f attractive buildings, 
 give the credit
 
unicns a firm basis o:n which t:, 
pursue deposit mcobi1izaticn. 
Using a ,-,--nservative rule of thumb whereby a 
depo-sit accepting

institution may comfortably have liabilities 
 equal to, ten times

its ,-apital? the capital pcsition o:f Bo-livian credit unicns at

the end cf 1986 would appear sufficient ti:, suppcrt a four or five

fold e:.pansicn of deposits, with nco p on
furt he r exansi of the 
equity base. Given the 
ease with which an expanding credit uniocin

is 
 able t,-- add tco its ,-apital base, thrt qh the shar• -- ntri bu
tions of its members, and the 
fact that a certain amount of asset

revaluation was still o-ccurring during !987, 
 it would seem at
 
least theoretically pcossible for 
the system to '-,-,ntinue t,-, expand

for a while at the breathless pace ,-,f 1986.
 

Although the figures fcor 1987 were nct 
yet available at the
and cf the data collection phase ,z.f 
 this study, it appears that
 
at the end o-f 19 the ,-redit uniona.were 
poised tco capture an
increased 
 market share frcom commer,-ial banr!::s and other providers

of financial services, providing, ,-cf co'urse, that 
nc new disin
centives tc, d',omestic res-,ur,;e mcbili:.z:ati,_-,n 
were put in place
 
during 1937.
 

Section II
 

The individual Ledger Cards:
 

- e c
S:cioc onc-mic 
Proz,file cf the Crredit Union Members:
 

While 
 a wealth o'f sc cic,-ecnomic 
data was zcollected on the
3,563 credit union members sampled by means 
'of Form 1, and the

1, 107 credit union b,-,rrowers sampled by 
means cf F'-,rm 2, timedoes not permit a detailed analysis of 
this data within the main
 
body :'f the report. The interested reader is referrd, instead,
 
to- the relevant 
pcrtions cf the Appendices D and E, particzularly
Tabla 1 of Appendix D, "Anal isis 2tn Ocupaiin," ard Tab Ia 11
of Apin E, .nniis de Prestatari:s Segun Ocupacion."
ot her ta alsoi st i , are . co,llr-.1tained in t _o.f portionscir t 

Many 

these two 
imprtant appndi,- -_. Since the e. .ppendices
conta-i n
Tabla._he fo;-:v.. 'ar i,-us 
r egio,-ns anc well t,he- sam-q- -,-- a-
sH ...,;.,., p. 
t -., ,.r .. -- , . n..-t i g a t i,-, 

-- o v e. I. f o r ,- - , . nc i ll. t o t hiflC : ri .. ''4 I.,'i_t' r ,-.p ,;::-



The Preponderance of Savers Among Credit Union Members
 

One of the mocst important findings o:f the survey 
 of the 
nineteen credit unio:'ns was the surprisingly low percentage of 
borro:,wers among active credit union members. Am,-,ng the 3,563 
individual ledger cards examined, only 149, or slightly more than 
4. 18%, were fo:'und with loan balances greater than zero. Even 
when allowance is made for the fact that in five of the 13 credit 
unio,:ns sampled, the 
 ledger cards o:f members with loans were
 
inadvertently excluded 
from the sample, the number is surprising
ly l-,w. Even if the population statistic were one 
or two hundred 
percent greater than the sample statistic---a relativol>, unl!ikely 
event--we wcould have to co-nclude that the gr-eat majority ,-,f cred
it union members jo:'in for re.scnT o:r services other than credit. 

One service that appears to be in great demand am',ong credit
 
union members is that of 
savings and time deposits. Despite the 
severity of the ,c_-,ntinuing ec:ono,mic dislocatio n cof the country, 
the average savings balance shown 
on the 3,32 individual ledger

,cards sampled was ,-,ver US$100.00 at the current _exchange rate,
 
(Bs. 226.37). While 
 it is clear that the average figure is 
heavily influen,-ed by a relatively .:mal number of large
deposits, it is very signific.ant 
that 650 of the 3,562 ledger

cards, or 18. 24, shcwed savi ngs bal anc:- gr-eater than :.100.00. 

Of even greater interest, perhaps, is the fact t hat, at thE 
natio,nal level, the average saving-z balance of credit union 
members witLot l:,ans is significantly larger than that of mem
bers with loans, as may be seen in the flo,wing Table:
 

Table 5-2: Average Savings Balances: 
Members with Lo:'ans Compared with Member with N-, L.',ans 

(In Current B,-livian Currenc') 

Members with Lcoans 
 Members Without Loans 

174.68 
 228.62
 

S,-,urce: Appendi:x D, p. 106.
 

The significance cf this statistic derives from the 
 fact
 
that we expect savings balances to be positively correlated 
 with
 
l'an balances, 
 due tc, the fact that credit unicns traditionally
 
grant lo'ans on the basis of savings, and frequently capitalize a
 
portio-n o:f 
 the loan, in the form 'of a frozen deposit in the bor
rower's savings a,-ccunt, t'-, bring the relationship between sav
ings: balan,-e and 1,',an balan::e into,- line with the credit union's 
current quidelines ,-,r p'-'1icies. 

In fact, su:h p::licies, and su::h a p::sitive '- rrelaiti,.on 
were ob.s..erved. The global 
average savings bal.:nce for members 

hout l'ans .is affected by "., particularly aggry~i..- ,eo.. 
mob iliz at i o:n ',c, :urr ing in on f theo f i' greoicgr ap'ic:,- :..i ,-,n . e the.,:.,.:LrVr,_,
in.....,"," lu .. in Coc,:habLamba-,. as- met.
.A-- may- he ,:of, by
r . ..


:-ulting the portion. of Appendxi. D 'which present the data -:y 
rgion. In the other regios, the -average savings b'alan:e of the 
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sub-p:,opulatio n of members with loans q-. the_eeds average savings
balance of members with:,ut loans.
 

-
This statisti, may be qien in inar est in interpretation:
The existence :,f a large number of ,r_-cJ i t ur-nion member- who use 
their institution principal!l,, as a plac::e to hold their saving,=
suggests that the credit unions have evolved to the point where 
they are serving two functionally distinct populations, savers 
and b',rrowers. Since savers are the foundation upon which all 
financial institutions are ultim..tely built, it is gratifying t,
note that Bo,livian credit unions are paying attention to them, 
and, judging by the numbers, appear to Le serving them well. 

The Size-Distribution of SavingH Depc,it_ 

As may' be seen in the table below, the size distribution of
savings balances is stronQly .s.eced to the left, or lcw end of 
the range. Alm,-,st seventy percent of credit urnion members in the 
sample had savings balances of Bs.50.00 or less. These 2,487 
ac:counts contr,-lled less than four per'. nt of -h_ total savings
found in the sample. At the other Ynd of the anne, the 2.5% of
the deposits over Bs. ,000 'ontrolla . of the savings. 

Table 5-3: SIZE DISTRIBUTION OF SAVINGS BALANCES 

Size 'of 
A':count ' - 50 5I-100(: ioI -250 2-2-50C) 5':'!- 1000 > 10)0 

Number ',487 426. 57 14.. 3 B9
% Tot. 69.3 12.0 10.0 a.0 1.8 2.5CZum. 69. SIM1 91. ,95. '-97. 5 I10 

Balance 31,223 31, 2 57.331 .J3,360 47, -- .. E),83 A743 
% T',t. 3.9 3. 7. , . 5.9 73. ( 
..:Um. 3.9 7.2 14.9 21 .1 27. 0 10 

Source: Tabla 4, Appendix D 

Several Comments are in order: 

The top end of the range is heavily influenced by the ag
gressive deposit mcbilization by the credit unions in Cchabamba,
 
as may be see 
by referring to the corresponding regioznal tables 
in Appendix D. In La Paz,. f,-,r example, 18.5% of the total sav
ings are held in 
the 75.3% of t h e ac-ount-s of 's.5'. less,or 
and zero percent is held in -' unt- greater than Bs. . ,. ,0. 
In Santa Cruz, 30.2% o'f the tota' av'i,:_ in the sampl .are held
in the less than 1% cf the ,. ,unt. with bal anc:-- '',e din-
Bs. 1,000C0.

The skewe,,ssm-_ o=f the s iz.u: .11.:"ri!:.,, i-,l of 7:T1'in,-u t-.l a;mc1e.:,, 
proabl c-r'_ran.:rz r oghe !, to - t  'oi:"rihuko :'i of ncome andc 

'.eal,th in 90,-, .i,v.,. 

demand-dri ven i nat Lt" i ,',,M r the wnc i.es of the 

-~~ ~~ ~ "~ ~ ~ ~ .. ,..,':, o, t,, "€ " 
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market place?* which reflect, ne::essarily, the underlying distri

butioi cof wealth and income. 

Mea.ure=- ,f Crrit Union Activitv: 

The following table gives some perspective on ho-w ,-redit
union members are using their institutions. The most interesting

statistic in this 
 table is the rati,-, of average number of 
depcosits per year to the average number o:f withdrawals, which fo,
r
the sample as a whol.e is 13.76. There little do-ubtis that the 
high ratio of deposits to withdr.wals is part cf the legacy o-f
credit unionism, which began, it will be re,-alled, with share 
deposits which, in pra:tice, w,.ere not t: be withdrawn. That this
is the case here is suggested by the disaggregated statisti-s for 
the vario us regions and individual credit uni ons presented in the 
same table. In tho,se regions and in those cooperatives where 
deposit mobilization has been most su,-:essful, that is, in the 
credit unions of Co:chabamba, the ratio of dep,-,sits to withdrawals 
is lowest. It is apparent that aggressive deposit mobilization 
requires giving the savers easy access to, their savi ngs, which
point.- up, once again, the liquidity management pro:,blems facing
the maturing credit unions, and the c.onsequent need fcr greater 
ver i-al. . inteqration within the :redit union system.

A stat isti,- that o-nly appears to c 'onfl ic t with this 
interpretation of the ratio o-,f deposits to withdrawals may be 
fEund in Tabla 9, cf Appendix D, p. 113. Ac:cording to this
 
Table, almost 30% 
 of the total savings balan,-es found in the
sample of 3,563 individual ledger cards belong to, credit unicn 
nembers whco have nct visited their credit unicn even once in the
 
past twelve months, to make a deposit or a withdrawal, and a to
tal of almost 40% were controlled by members who made :nly ortwo 

fewer visits within the year. 

The fact that a large percentage ,-,f the funds depo-sited in

credit Lunions are
o contr,-,lled by members who rarely visit the
 
-redit union nay be reconciled ,with-the obs.:ervatio n that credit 
unions emphasizing dep,,<ait mobilization sho,,w a lower deposi ts tc,
withdrawal rati,-o by n:itingq that many credit uion member.s with 
substant'il d psits are merely nomial members of the cooerative, drawn to it by the attractive savings instruments available
 
there. Several o:f 
the credit unions in Cochabamba, f-r example,
actively mobiliz deposit. s from the public: at large. Many of
these dep-,sitors fill cut a membership appli:ation, and may be 
granted membership cor, in some instances, "pre-membership" sta
tus, but they are not credit union members in the traditional 
sense. They may visit the institution onc: e every 0'"or 180 days
to renew their certificates of butdeposit, otherwise take no 
part in ,-redit union activities or other credit uniin services.

This active coiurting of ncn-member depositorsa by the most
aggressive mob-ii'ers -f domesti: reso:urces amoing the Bcolivian 
credit unions ,ind r1i,-,es the e.:tent to which they have growin be
yornd the originl] :share-basecd moel, and :-,f]., the urgen:y the need 
for in ,rased er.cal inter-- i on w thin the :ystem via a .
and-"- l finYLt i 

':'n wned he. credit unions,... . wo k-
inq ''t"h them ard n their b ehaf. 

3 G 



AVERAGE NUMBER OF DEPOSITS AND WITHDRAWALS FROM SAVINGS ACCOUNTS
 
(By Region, and for Selected Credit Unions)
 

Region Sample Number of 
 Number cif Rat i c of 
or Size Deposits Withdrawals Deposits to
 

Coocperative 12 M'onths 
 12 Months Withdrawals
 

Bolivia as
 
a Whole 3,563 3.44 
 0.25 13.76
 

REG IONS:
 

Santa Cruz 825 
 5.17 0.09 
 57.44
 

La Paz 
 838 3.39 
 0.19 19.84
 

Cchabamba* 1,164 1.97 
 0.54 3.65
 

Oruro 327 
 3.33 0.02 
 166.50
 

Sucre 369 4.56 0.02 
 228.00
 

SELECTED
 
INSTITUTIONS:
 

Jesus Nazareno 208 5.27 (.07 75.28
 
San Luisi 134 3.o5 0. 13 
 23.46
 

Hospicio 361 1.83 0.11 
 16.64
 
Cristo Rey 281 3.46 
 0.11 31.45
 
Santa Ana 237 2.62 
 1.13 2.32
 

Santisima Trin. 
 214 7.15 
 0.03 238.33
 

Huayna 112 2. 5) 0. 20 12. 50 
Magisterio Rur. 34 1.77 0.0 588.50
 

Sourc:e: Data Base 1 (Form I)
 

See foo":,tnote, Next Table, 
as well as Tabla 9, Appendix D.
 

The next table, below, shows the extent 
to which the current
 
level 
 of activity is dependent con the rescources that have been
 
mo:bilized within the past 12 months, and 
 is, therefore, an
 
appr,-oximate measurement of 
the rate at which the system has been
 
expanding during the past 
12 months. At the national level,
 
gross deposits into savings acc-ounts within the 12 month period

previous to, the team's visit 
to the credit union represent 71.15%
 
o:f savings balances at the times cof the respective visits, indi
cating that the ev;posive rate of gro:wth in deposits recorded for
 
1986 has silowed :onsiderably in 1987. it still appears t:' 
be
 
considerabl e, hc-IWever--perhaps 
in the 200% range, c-iompared with
 
the 1,-;08. 16% noted above, (:See Table 5-I).
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SAVINGS BALANCE :OMPFARED WITH AMOUNT DEPOSITED
 
IN SAVINGS ACCOUNTS DURING PAST 12 MONTHS
 

Regic'n Average Average Ratio of 
o-r Savings Saved the twi 

Cocperative Balanc-e Past Year Averages 

( X 10') 

Bo,livia as*
 
a Whole 149.44 106.33 
 71.15 

REGIONS: 

Santa Cruz 147.45 111.24 
 75.44
 

La Paz 42.66 23.33 54.66
 

Cc,-habamba* 292.98 206.49 70.48 

Oruro 32.40 24.31 75.03
 

Sucre 47.84 40.41 34.47 

SELECTFD 
INSTITUT iONS: 

Jesus Nazarenc, 96.60 90.01 93.10
 
San Luis 81.48 81.00 99.41 

Hospicic 592.26 356.10 60.13 
Crist: Rey* 
Santa Ana 440.90 389. 32 38. 30 

Santisima Trin. 95.14 41.23 43.34 

Huayna 22.88 31.61 138.16 
Magisteric, Rur. 72.75 56.77 
 78.03
 

Scource: Data Base 1 (Fo:,rm 1) 

Fo,rty time depozsits in do,llars at the ,ccoperative
Cristo Rey, which were included in the data reco,-rded o:n 
Form I, have been disregarded in the calculaticon of these 
averages. When these forty deposits are included, the 
average savings balanc:e at the naticonal level is 226.37, 
and the average amount saved during the previc,|.s 12 m:nths 
is 105.12, giving a 
ratic, cor 45.44, while for C:chabamba 
the corresponding figures are 515.93 and 193. 63, for a 
ratio, cof 38. 9, and fo-r Cristo Rey they are 1,034.49, 
26.54, and 2.56%, respe:tively. 
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The Supply of and Demand for C:redit: The Loan Files
 
Introductio~n 

Emulating Informal Finan,-ial Institutions:
 

One of the most interesting ,,observations that may be made ,.-nthe Bolivian credit unions as they emerge from the period of
hyperinflation is the extent to which they appear, as theycontinue tc, distance themselves fro-m the original share-based
model, tc, have learned from the informal sector, parti,-ularlyfrom the "Intermediaric,s," who broker funds between savers and
borrowers. This emulation of the infcormal se,-tor is no inevidenc:e than in the speed with which they are able 

more 
tc, prcess

and ,cl,-,se loans, as may be seen fr,-,m the fo,llowing table of dol
lar denominated loans. 

WAITING TIME LOANBETWEEN APPLICATION AND DISBURSEMENT 
(320 Loans in US Dollars) 

Number 
of Days 0 - 2 3 - 6 14 - No7 - 15 30 > 30 Data 

No.Loans 89 25 21 35 78 72% Tot. 27.8 7.8 6.6 10.9 24.4 22.5

Cum. % 27.8 33.2 43.1 
 56.6 77.5 100.0 

Amount 109,851 44,570 45,657 62,767 85,963 116.000(
% Tot. 23.6 9.6 9.3 13.5 18.5 25. 0Cum. % 23.6, 33.2 43.1 56.6 75.1 1(00. 1 

Sour,-e: Tabla 12a, Appendix E 

Note: This table does not match the table toreferred in
Appendix E, due to the fact that obvious errors in the cal
,-ulatio,n of percents and cumulative percents have been cor
rected here. This n,-,te also applies to the fcllowing table,
which corresponds to Tabla 12b ,-,f Appendix E. 

From the ab,-,ve table we note that at least 27.8% of thecredit union borrowers cbtaining dollar denominated loansreceived their loans within two days makingcof application. Thepercentage ,-,f bcrrowers receiving their loans twodollar within
days may actually be considerable greater, due to the rather
large number cf lcoan files where the data did no-t provide one corthe cother cf the two dates needed to make the calculaticn. Ifo-nly the loan files with complete data are consulted, 35.9% ,osfall borrowers received their l,-ans within twc, days, [89/ (320-724

35.9%, and 54.4% receive them within two weeks. 
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A similar pattern is observed in the case o:f loans 
deno-mi
nated in Bclivianzs, as 
my be seen in the following table. While
 
the number o:f 
 loans being made within two days cf applicati,-,n is
 
n,-ot 
 quite as great in the case of lc':al currency loans as in the
 
case ,-,f d,-,llar deno-minated l,-,ans, 
 the number of lo-,ans being

closed within two 
weeks is very ,-lo-se in both c-ases, particularly

when the comparison is made with the sub-set 
of dollar loans foz'r
 
which complete data was available. That figure of 54.4% is
 
virtually identical 
 to the 54.0% of local currency loans dis
bursed within two weeks ,-°f application.
 

WAITING TIME BETWEEN LOAN APF'PLIC:ATION AND DISBURSEMENT 
(867 Loans in B'livianos) 

Number
 
of Days 0 - 2 3 - 6 
 7 - 14 15 - 30 30 N- Data
 

No.Lcoans 206 131 172 157 
 139 62
 
T°t.
T% 23.8 15.1 19.8 
 18.1 16.0 
 7.2
 

Cum. % 23.8 38.9 58.7 
 76.3 92.8 10().i
 

Amount 142,522 98,301 231,534 
 214,628 130,275 57,208
% Tot. 16.3 11.2 26., 24.5 14.9 6.5

L:um. % 16.3 27.5 54.o 73. G, 93.5 100.0 

Scource: Tabla 12b, Appendix E
 

See Note to-previous table.
 

The impressive per fcrman:e ,-,f the credit unions in making

timely loans should b2 contrasted with who~ glacial slowness with
 
which external credit lines 
are pro,cessed. Agricultural pro
duc:tio n credit lines handled thrcugh the Central Bank, fcor ex
ample, frequently are not available t:, the end 
user until months
 
after the time when they 
were needed, sc that credit 
frcom this
 
so,urce does nct finance production, 
 at all but merely serves t,:,

reduce the small 
farmer's average bo-rrcwing c:,sts. According to 
a high ranking FENACRE staff member, most cf the producti,-,n
:redit handled by them--be,-ause it arrives too late to be used
 
fcor productic,n--is used to 
repay loans obtained in the informal 
secto,r or from credit unions. 

The Declining Rate cf Interest
 

After the data con 
 the waiting time between loan application

and loan disbursement, perhaps the mcost 
 interesting data to
 
emerge from the survey ,-,-,ncerns the impressive, steady decline in
 
the loan rate of interest that is cobservable from between the
final quarter of 1986 and the third quarter cf 1?07. During the 
period of hyperinflation, 
 the rate of interest o'n :redit unicn
 
1cans reached 
 as high as 20% per mo-nth i._n dc. 1l Lr_ As late as 
the Summer of 1986, c red i t un i on I ,-an r ah,.:-.r-sas perh i,h 20% 
month in lcocal currency were cobserved. Ey Lhe end c,f 1986, 
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ho,wever, loan rates, responding tc the inexcorable law of supply

and demand so frequently cverlooked in the search 
for solutions
 
to0 
Third World ec,-,nomic development prorblems, were declining so
 
rapidly that credit 
unions were found offering tc rewrite loans
 
made just a few mconths previously, in order to maintain the good

will of their borrowers. By the beginning of 
1987 >:can rates had
 
begun the process of steady decline observable in the table
 
bel ow.
 

THE DECLINING RATE OF 
INTEREST ON LOCAL CURRENCY LOANS
 

Time Period 
 Number of Rate of Average Average
 
Lcoans Int. Size 
 Term
 

Pric'r to
 
Jan.,'86 84 
 8.70 888180 8.2
 

Ist Qtr.
 
19S7 217 
 6. 16 910.50 6.2
 

2nd Qtr. 
1987 317 5.09 1,004.0 6.4.0 


3rd Qtr.
 
1987 164 4.39 1,042.20 7.2
 

Oct. -Ncv.
 

1987 
 3 2.35 831.6 9.6
 

No Dates 32 -

Scurc-e: Table 14, Appendix E.
 

Analysis Acccrding to Stated Loan Use:
 

ANALYSIS OF STATED LOAN USE
 

The interested reader is referred to,the glo-bal and regional

versicns of Table 13a in Appendix E for an analysis of lcans ac
cording to stated end 
 use. Unfortunately, Table 13b, which
 
analyzes dollar denominated loans according to stated use, was
 
defective to the point that the consultant was not able to use it
 
in in this report.
 

It is important to remember when consulting these tables
 
that s-tated loan use and the a:tuial 
use to which a loan is3 put
 
may be quite distinct, and not necessarily due .tc" any duplicity
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on the part cf the person filling out the application: Small 
produ:,:,?rs, whc, in general, are much better at making economic 
... .. ,n.: ti,;n at ecc-no-miic analysis, may not even know what their 
loans ..ctually finance, in the relevant e:onomic sense, inasmuch 
as credit invariably finanices marginal ec:n,:,mi: a:tivity, that 
is, activity that would not be engaged in in the abseni-e :f 
credit. 

One hint that the stated loan use may not be the same as the 
actual use comes from the relative unifformity clf average 1:ian 
size across many ,o-f the different categories at the national 
level for loans made in the local c:urrency. Fcur of the 12 
:ategories in the global cr national version ,o-f Table 13a ,:ate
gcric. are grouped around an average lcan size ,-,f s.1,000, four 
more are in the Bs.1,500 to s.1,700 range, and fcur in the 
rs.30c0 to Bs.500 range. 

Additional Observati,_ons and Remarks: 

Many interesting findings buried in the sco:,res ,-,f tables 
that make up the three large appendi,-es tc, this report have 
escaped comment for no, reason other than the o:f time.shortage
Other potentially interesting questions that co-uld be answered by
consulting the databases created by this have notsurvey even 
been as:e, due to the same sh,-,rtage of this most perishable of 
resEourcos-. It belieed, however,is that the inclusion of the 
omitted material would not affeczt the major :o:nclusiocns of this 
report, except to strengthen them. An analysis of the loan data 
frcom Form II from the p:int of view of the variable :alled

""apr,:,bacion, for e:ample--the ratio of 1loan amount to .am:unt 
applied fcr--would serve to underline the high quality of credit 
service the deposit-based primary institutio, ns able to offer:are 
1,.23 of a sample of 1,1S7 loans, almost 95%, were made for the 
entire aiont on the l,-an application. 

Finally, a caveat on the interpretation of an important 
:n:lusion of this report: The fact thethat Federation is 
judged to be follo wing a ,:cn fused development strateg-y should n 2t 
be co-nstrued as a judgment on the quality cf FENA_.RE s staff or
director ate, for number reasons. one ita of On the hand, 
should [be remembEred that the FENAC:RE decisicn making pr:e:ess at 
the policy level is democratic. Inconsistent or :onfused poli
cies oav refle,-t the in:on:lusive results of p:,litical tug of 
wars pt,4en rival factions on the board representing thoroughly
coherent but :pposing viewpoints. The situation is further com
plicated by the fact that the paid staff, which tends to 'view the 
organization from yet an:ther perspective, o:cupies a p:,wer base 
of its own. Lastly, it must be borne in mind that a con fsed 
development strategy might represent the m:st rational or perfect 
r,2sp,,n::e to, a confusing or flawed incentive structure. 
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CHAPTER SIX: 
MAJOR FINDINGS, CONCLUSIONS AND RECOMMENDATIONS
 

Summary of the Mo:s.t Important Findings: 

The survey discovered an apparent majority of Bolivian cred
it unions growing rapidly while reasserting themselves as finan
cial institutio,ns in the relative stability of the 
 post-hyperin
flationary environment. A three-fold increase in total assets
 
and liabilities during 1986--part of which was illusionary,reflecting a revaluation o:f fixed assets in terms of the stabil
ized national currency--was led by an eleven-fold real increase
in outstanding loans and a fourteen-fold real in,-rease in deposit 
liabilities. 

Although all credit unions reported strong l,-,an demand, the 
most surprising result cof the survey was the heavy prepo,nderance
of savers among credit union members. The ability cof the credit 
unions to meet the demand on the part of their members for depos
it facilities gives these alternative financial institutions the
liquidity tco pro,vide an unusually hig. i quality of service
borro-wers, as measured by the speed with which 

to 
loans are pro:es

sed and the ratio of loan amount applied for to, loan amount
granted. Almost 95 percent of the applicants in the sample
1, 17 current 1oan files surveyed ".

of 
received 10 % of the requested

amount, and at 1e-1t 54.4% (646 of a toctal of 1,137) received 
their lcans within two weeks of making application.


Although 
 the credit unions are very effective and aggressive
deposit mobilizers, they face a number cf liquidity management
problems peculiar to deposit accepting institutions working with
out the benefit of a lender o:f last resort. They also face grow
ing cmpetition fro,m their own umbrella organizatin.

FENACRE, due partly tco the suc:cess of its deposit mobiliza
tion program, the PMA, launched at the beginning of the present
period of relative stability, and partly as a response to the 
incentive structure created by international ,-rganizations: is
following a confused development strategy which places it cn a 
collision course with its affiliates that may lead to the
relative disintegration cf the credit unio n system. Because of
its stature as a national institution with ties to international 
o-rganizations, 
 the Federation is able to ::ut-conpete its own 
affiliates for depo,sits from the public. As an agent for inter
naticnal donor s, FENACRE is able tc cut-ccmpete them in the
pro'visicn cf credit to the cooperative sectcr, in terms of cost
if nozt in terms o:f Quality of service. By focusing on deposit
mobilization from the public and the brokering of foreign saving sto the non-affiliated cooperative sector, the Federation is ne
glecting the legitim.ate needs of its own affiliates fcr both
technical and practical assistance in the difficult area of
liquidity management. Instead of fo,llowing the proven develop
ment strategy of vertical integration over a broad base of domes
tic resource mobilization, the Federati on has adopted the ,:uri
,'usl schizo:phrenic strategy of descendina to, the level :,f its 
affiliates as a domestic financial intermediary, while by-passing 
them .almos:'t ,omp 1. telv when acting. as a s-ecn level institution,
 
. .. ... hen int rmedia ng- between d,:metci : I:,,rro ,r. and the
 

br,-kI:r.- of fo:reiFn savings. 



Conc:1lusi. ons: 

The principal co-nclusions deriving fro-m the survey may be 
stated briefly: 

1) The FENACRE system cof credit unio n has the potential to 
emerge as an important fo:rce for the eco:'n-,mic d.ovelopment ,:of
Bolivia, based ozn the demconstrated ability of the primary
institutions to mcobilize deposits from their members and frocm the 
public, and to 
provide a high quality o'f credit service to their
 
members.
 

2) The FENA::RE system of credit unions will fail to, reach its
 
considerable p:tential due 
 to, the cconfused development strategy
currently being followed by the umbrella :rganizatiocn: 

-- Instead o:f providing the primary institutions with the serv
ices they need to:, thrive as deposit accepting institutions,
 
FENACRE, itself, has descended t,-I the organizational level :of 
 a
primary institution, where it c::mpetes with its affiliates in the
 
mo bilizati,:,n of deposit.
 

-- When FENA:RE does act as a second level instituti, 'n--when it
 
manages lines of credit 
 for external donor organizations--it

tends to by-pass its affiliates all together, dealing, instead,

directly with pr:duction cooperatives and o:ther gr,:oups that are
 
not members o:f its system.
 

Bo:th of these tendencies on the part of the Bo,-livian

National Federation oof C:redit Unions--to compete with its affil
iates 
 when acting as a mobilizer oof domesti: resources, and to
 
by-pass them when acting as an intermediary :,f foreign resources
 
-- is a so:,urce cf co,ntention within the system that will lead to
 
its relative fragrmentation and disintegrati:on. 

3) Mu:h of the con fusion in FENAC:RE s develcpment strategy is
 
attributable 
 to:, a perverse incentive stru:ture created by the

international donor community, most n:,tably by USAID and 
 the US 
PL-480 Program.
 

Re:ommendat icons: 

USAID has three general options :oncerning future
 
involvement with FENAC:RE and 
 Bol i vi an credit unions, which 
correspond, roughly, to 1) continuing with the status quco, 2) 
withdrawing the resocur,-_as pre:ently managed by FENACRE at the end 
of the current ,:contr ,: peri od and reducinig the level of s n.o-a-rt 
to:, the provision of a small amount ,of technics1 ssistance, and, 
3) maint-.ining the ,-_'rent level of invo,-,lvement, b't re-'rn.in g 
',he pro: ram':r-. to ,-re.tle -an i n' :i-rv':''e -tr,.': tur. conducive to th,'_e 
vertical! integr-atio:n oof the .' ; tem Aind effective._ mobiii ation of 
doines t ic2 r esour es . 
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The first o:f the above options is the least desirable, being
both costly and destructive. The se,-cnd ,-,ption is the mo,st cost 
efectiye, from a simple econormic perspective, but may be poiti
n.a ly cstly, for a variety o:f reascns. The third option offers 
the brightest perspective fo-r the assisting the broad cross 
section of economically active Bolivians served by credit unions,but may be unw:rkable because of bureaucratic and legal cconstraints 
affecting donor organizations. In the follcowing paragraphs, the 
majo,r costs and benefits o:f these three general o'ptions are high
lighted. 

OPTION I: 

The mair benefits that attend Optio n I are tho:,se thatattend any effort tc, maintain the status quo: It is familiar, n,
 
o,ne is require 
 to stick his neck cut, an entrenched constituency
 
supports it, on a bureaucratic and operational level, 
 it w',orks,

and so, forth. On the co'st 
side, there are the unkno,wn opportuni
ty co,sts associated with pcssible alternative uses of the resour
ces currently administered by FENACRE, such as 
the benefits that
 
might 
be derived by lending these funds long-term for the build
ing farm a,-c-ess roads, markets, and so forth, as well as the
 
inhibiting impact that the management of these funds by 
 FENACRE
 
is having on the development of the Bolivian credit unio n system,

discussed at length 
 in the main bod,' of this report.
 

If the 
present policies and present trends continue, FENACRE
 
will continue t- distance itself fro-m its 
 affiliates, and
 
eventually from the cooperative sect,:,r in general. The power of

the 
 FENACRE staff will continue tc: grow and the power of the
 
e' -ted board will de: line as the 
 Federat ion' s managers

comprehend the lonc-range significance of the fact that 
 in the 
natter o:f its two prin,:.ipal sources :,f funds--depo:sits mo'bilized
 
directly from the public and lnes of credit coming 
from interna
tional 
donor crganizati cns--t he umbrella corganization is indepen
dent ,f its legal owners, 
 the credit unions. When this happens,
 
FENA:RE will be well con its way to 
be:coming just ano::,ther commer
cial bank in a ,_cuntry that is suffering from cover-capacity in
 
its banking industry.
 

OFTION TI. 

There are many benefits that ,could be deri ved from reducing
drastically the Agency's level o:f invclvement with FENACRE: 
Most impo,rtantly, resources could be freed for alternative investments, and the Federation c:ould be led to discover its natur
al :omparative advantage, as a provider of services to its affil
iates. 
 There are a number o'f sericus ,obje,-tions to such a 
r.adi:al approach, however. On the ,.-ne hand, at this point Jin its
evoluti':n, after the su,-,:ess cf its. PMA Program, it may take more 
th.an benian negle':t to reorient the Federatio':n awav fr,.-.m direct
de.l ings ,Qith the public toward the pr,,vizior of services to, its 
Afr:.iated primary institut i:ns. Secondly. if USAID and F'L-480 

e to :-7uddien]- drop FNA 'E, ,other international d:n:rs: .,u.d
,:,:,rbaulv pick them up and continu: with .similar pr,:,,ram' :Ff-L:.milar '. destructive repercu-:s mions. Finally, it might be very 



costly? politically, to abandon an organization that has tuned 
i tsel f so finely to,what it perceives to, be the Agency's wishes. 

Because of the seri us cost considerations outlined above, 
neither Option I nor Option II should be considered positive

rec,-,mmendations. If the Agency were forced 
to choose between one
 
cf 
 the two, the gamble of the seccond alternative shouli be pre
ferred to the well-underst'ood and certain disruptiveness of pres
ent po,licies. 

OPTION III: 
 A POSITIVE REC:OMMENDATION
 

Be-ause ,-,f the enormc'us potential 
that c:...t un :ns, as 
dcmestic financial intermediaries, po,ssess for raising the stan
dard ,-,f living cof a broad cross sectio':n cof the Bolivian popula
tion, and be'-ause '-,f the considerable momentum with which the 
system is moving in a misguided directicn, the Agency should 
con
tinue its current level of involvement with FENACRE, but with a
 
new fc us on the incentive struc:ture created by its intervention.
 

The desired in,-entive stru'-ture would have 
the following

characteristics: it wo:,uld lead to increased vertical integra
tion and increased d,-,mesti,- resource mobilization by ths credit
 
unicn system. It de, so, by ,o,
wouid rienting the :redit uni,ons
towards the Federation as a supolier or services, and the Federa
ti,-,n towards its affiliates, as suppliers of lo'anable funds. 

These :b.jectives ,-ould be achieved with the foll1cwing mcdi
fication of the conditi,-,nalities placed on the funds managed by 
FENACRE: 

1) The Agency should require that all on-lendinc cf its 
funds be handled by credit unio,ns 
affiliated with FENAC:.RE. More
over, in order to maintain the discipline that is '-ruc: to, any
institution or sys-.tem built on deposit mobilization, it i- impor
tant that all l-,ans made with external funds be made to the 
:redit unions, not throh them. Each institution, tainnin_ 
with the Federation, must be responsible for the repayment of
 
credit lines re,_-eived fr-im the instituti on ab've 
 it, witho,'ut 
regard to the performance f the intermediate ,-,r final bc-'rowers. 

Making_ the primary institutions responsible-' for the repay
ment :'f the credit lines means, of course, that they must als: be
 
given greater discretion 
in the making ,_-f the l'-,ans. in cther
 
wc'rds, if the Agen-y 
-ere to adcopt. this appr,-ac h, it w,-uld have 
t- give up the illusi on that directed credit is a viable option
for intervening in financial systems. 

To insure that ':utside resources have n:, adverse imsact '-,n 
dcomestic resource -,bilizati,:,n, they shcould be handled only by
affiliates that have sh-,wn prcoficiency in mcbilizing anc .anaging 
depos its frocm the publ i:, and which mai ntain some minimum
 
percentage of these 
funds as a reserve in FENACE. Lo-ns frcom 
the Federation to the primary instituti,-,ns :hould be s-_,ctured 
similarly t,-, the loans the primary institutions make :: their 
members, with the terms, parti,-ularly the rate of "-terest, 
refle:-tincin the I everage inv'-,lved. 
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2) To av,,i d the destruc-ti ve and perverse in,-entive 
.tr:.o:tures and the pattern of poor service to the ultimate 
bo:rrower that 
are created when finan:-ial institutions are fcrozed 
to wor:: with non-market ratas of interest, the institutio ns 
handling the lines of credit should be given great latitude in 
setting the rate of interest. Optimally, the lending rate of
interest sh,-,uld be set at the marginal cost of funds to:- the 
borrowing institutiocn, so that the respective institutions per
ceive no:- disin,-entive to continue mobilizing dep,-,sits, neither 
fro,m the publi,-, in the case ,o-,f the primary institution, nor from 
the ,credit unio,ns, in the case FENACRE. 

3) In general, USAID/:olivia shcould resist the temptati:,n t:,
view FENAF:RE as its agent. cr, worse yet, as a ',-hannel' for its 
res,-,urces. Such an attitude expcses the Agency to the charge ,-,f
perpetuating a cconditicn it is charged with eradicating. Rather, 
USAID should rec-gni::e the potential that resides in the FENACRE 
system o:f credit unio ns to be,-c me a fc r,-ee for the ec_-,nomi,- de
vel,-,pment ,_-f Bo-livia, one that may continue serving AID's target 
po,pulations long after the last Mission personnel have been
 
recalled to Washington. AID should not attempt to' reach thrUgh 
the Federation of ,-redit unio:ns t,-, a piopulatio_-n that it may be 
fr ,- d t oi abandcn t omor r o-. Inst r:.d, 1 he Ag ency sh ould f,-,cus con 
the Federati,-,n, itself, in an effort to, establi sh FENACRE o-n the 
broad and firm basis of do:mesti,- res urcP:., mobilization--the o:nly
foundaticn substant.al enough, o:var the iong haul, to' support 
econoni,- development. 
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BACKGROUND READING:
 

The following reports were written by the ,-onsultant to the
 
same general purpo,se as the present one, and may be helpful 
 to
 
the Agency as it 
attempts to define its future interventions with 
FENAiF:E: 

"Savings Mobilization in the Strengthening Financial
 
Markets Pro,ject: A Working Paper for USAID/Bolivia," La Paz,
 
March, 1987.
 

"Some Observations on Production Credit and the Use of 
PL-450 Funds: A Ba'k:ground Report for USAID-Bolivia," La 
Faz, April 10, 1987. 

"The FENACRE System of Credit Unions: A Strategy for
 
Dono:,r Asuistance," La Paz, April 13, 1987.
 

NOTE CONCERNING THE AVAILABILITY OF APPENDICES AND THE ANNEX
 

A limited number :,f Appendices and a single copy of the
 
Annex t,-, this report were printed. Copies of the Appendices were 
supplied to the USAID Mission to Bo,livia, to the Catholic Univer
sity of Bolivia, Denartment of CI::perative Studies, La Paz, and 
to Abt and Ass:i::iates, Inc.: Washington, D.C. 

The sing. e ,-,,py Arnex; n-e was deli vered 'o,' the USAID
..- o'f 

Misin i: L.o F z.
 


