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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 cCredit Unions, 1long important as client and
counterpart institution to USAID/Bollivia. " The principal
obJectives of the survey were to quantify the major activities
and tendencies of Bolivian credit unlons 1n the post-inflationary
environment and to assess the development potential of the system
In order to provide the Misslon with a firm empirical foundation
on which to base Interventions under the Strengthening Financial
Markets Project. A secondary objectlve was to strengthen a
potentially lmportant counterpart insticution, the Instituto
Capaclitacicn Yy  Asesoramiento, Departamento de  Estudloz
Cooperativos, or INCA - DEC, a self-flnancing service arm of The
Cathollc University of Bolivia. By Involving the INCA - DEC in
the survey, 1t was hoped to strengthen this Department to the
point that the Mission's dependence on ex-patriot consultants for
future Interventlons 1in the credit unions system could he re-
duced.

The survey was gquided by the findings of preliminary work
funded by the World Bank in the Fall of 1986 and by the Mission
In the Spring of 1987. According to these preliminary studies,
the FENACRE system of credit unions stood at an luwportant cross
roads as it emerqged from the debacle of hyperinflation, particu-
larly susceptible, because of its weakened, decapitalized state,
to external Influences, most notably to the influence of the
powerful incentive structure created by the flnancial markets and
cooperative sector interventions planned by the various interna-
tional donor organiza‘ ¢ns. The Bolivian AID Mission, as the
princlpal donor organization involved with FENACRE during this
period of unusual vulnerability, could not avoid having a tremen-
dous 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 investlgation~—part1cularly from the
point of view of the fleld work--are the credlt unions affiliated
with FENACRE. A three man team from INCA - DEC collected data
on 4,750 credit union members from orlglnal documents on file in
19 credit unions located in five distinct geographic regions of
Bellvia. This data was entered into three computerized databases
and analyzed by the consultant with the help of tables generated
from these databases by programs written in dBase I11. The
results of this analysis generally conflrm the findings of the
prellminary Investigations concernlng both the rapid gqrowth and
enormous potential of these cooperative entitles reasserting
themselves as financial institutions in the relative stability of
the post-hyperinflationary environment.

Although the principal focus of the fileld work were the
grimary institutions affillated with FENACRE, the principal

ecomnendations emerging 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 varlety cf financlal services, 1includlng
production credit,. the umbrella organization has embarked on a




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 |t acts as a second level Institution, as intermediary
between international donors and domestic borrowers,

In following this confused development strategy, the Federa-
tlon 1is 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 wup 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 affil-
iated 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 would permit the Agency,
at a very low marginal cost, to reverse the negative impact that
its policies are having on the development of the Bolivian credit
unlon syatem. These recommendations call upon USAID to reassess
its relationship to the Bolivian National Federation of Credit
Unions, | glving up the short-slghted approach which views FENACRE
as an agent for the distribution of esxternal tresonrces NE
asglatance In favor of a long-range plan which acknowledges the
far greater potential the Federation possesses as an Independent,
broad-bazed, privately owned financial institution capable of
prcviding the services demanded by Agency's traditional target
population.



Origin and Objectives of the Intervention:
Rackgrounds

FENACRE, the Bolivian Naticnal Federatisn of Credit Unions,
has been an important client of USAID/Eolivia since its founding
twenty five years agco. The relative impartance of the USAID
invalvement increased dramatically in the middle of the present
decade as a result =f the severe drought of  19832/84 and the

subsequent  run-away inflatiaon of 1385. During this periaod, the
Federation’s network of credit unions became an important part o
the Agency's disaster relief efforts. At the same ftime, the

inzcome FENACREE earned as an agent for the distribution of fertil-
izer under the disaster relief program became crucial for its own
institutional survival. As the disaster relief effort drew to =
close, FENACRE’s role as an adminictrateor of external lines «of
production credit, principally from the US FL-480 Frogram, in-
creased both in relative and in absolute importance as a scource
of income for the Federation. By the end of 1986, net cperating
income  from credit cperations narrowly exceeded net income  from
the non-financial, disacster relief activities,* bearing witness
ta the systems? re-em=2rgence--—after the twin traumas -f dyrought
and hyper-inflation--as a financial instituticn,

A series of preliminary reports on FINMALDREE written by the
consultant  in the Spring of 1987#%% called attenticon to the fact
that the Federation, as it reasserted itself as a financial
institution, stocd at an important cross—-roads, and  that the
Agency, because of FENALZRE's wealkened, decapitalized state, was
aoing  to have a large say—-—for better ar for worse—-—in which of
several development «courses the Federation would take. The
present study was undertaken to aiven the Agency a better empiri-
cal  foundation on which to base 1ts future interventions in  the
FEMACRE cysztem of credit unicns.

*
Feported net income frem credit operations exceeded report-
ed net income from other woperations in 1985, as well. Howewver,

if FENACEE had used the same methned in 19835 for allocating expen—
ses between financial and non-financial cperations that it used
in 1986, it would have reported a loss from its credit aperations
in 128%5. In 1285 FEMACRE reported "Diferencia de Cambic” as  an
expense under "Costo de Servicios," whereas in 1786 it was more
appropriately expensed under "Gastos Financieros., "

* ¥

"Savings Mobilization in  the Strengthening Fimancial
Markets Froject: A Working Faper for USAID-Raolivia,' La Faz,
March, 13287.

"Sume Observaticns on Froducticon Credit and the Use «f
FLL-480Q Funds: A Background Repaort for USAID-Bolivia,"  La Fax,
April 10, 1987.

"The FEMACZFRE Syztem of Cradit Unicons: A Btrateqy for Donor

-

Assistance, " La Faz, April 13, 1327.
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SCHEDULE OF DATA COLLECTION VISITS TO THE COOPERATIVES SURVEYED

Datels) of Visit (13987) Name o=f Cooperative Fegicon

Oztober 15, 16
Oztober 12, 20
October 21, 22
November 9 - 11
November 12, 13
Nzvember 16, 17

November 18, 19

Nzt e: This

sczhedule
collecting by the full Catholirc University team.
include reconnaissance

Hospicio, Ltda.

San Jose de Funata
Cristo Rey, Lfda.
Jesus Nazareno Ltda.
San Luis Ltda.
Inmaculada Concepecion

San Martin de Farres

visits made during July

Ozampo tao approximately 30 coocperatives in La
Lozhabamba,  Sucre and Santa Cruz, as part of the selaction

process.

August 7, Sept. 22 Huayna, Ltda. La Faz
September 18, 193 Santisima Tri..idad La Paz
August 321, Sept. 2 Santiago de Munaypata La Faz
September 3, 10 El Alto, Ltda. La Faz
September 15, 17 San Gerardo Ltda. Oruro
September 16 Via y Obras, l.tda. Orur o
September 17 Faulo VI, Ltda. Orurao
September 18 Eucaliptus, Ltda. Oruro
September 8, 29 San Fogue, Ltda. Sucre
Sept. 30, Oct. 1 Magisteric Fural Sucre
October 1, 2 San Miguel Sucre
Qctober 12, i4 Santa Ana de IZala Cala Cochabamba

Coichabamba
Cochabambq
Zoizhabamba
Santa Crusz
Santa Crusz
Santa Crusz

Santa Cruz

ocf  visits includes arctual data-
It does not

by Luis

Faz, Orura,



The Structure of the Data EBasr:
Faorm 1: he Individual Ledger Cards

The mast important source of data far this study were the
3,363 randomly selected individual ledger cards surveyed by the
team in the field. The information that may be found on these
cards typically includes sex, date of birth, occupation, date of
entry into the cooperative, as well as a complete record of all
the individual’s financial transacticns with the rcredit union,
suczh as payment of shares, deposits and withdrawals, dates and
amounts of loans, with notatizns for rate of interest and term,
lawan  payments, with principal and interest payments nated sepa-
rately, fines for late payments, as well as interest and dividend
credits on savings and shares. Data Sollection Form I, shown in
Appendix A to this report,  was used to capture up to 23 separate
pieces of information from each card. In those instances where
the ledger cards did naot contain all the desired information, the
team attempted to supplement what was available from this source
by consulting other documents available in the crédit union, such
as the member’s original membership application form.

In additicn to the maximum of 22 separate pieces of
information that could be collected from each ledger card on Form
1, ancther 20 constructed variabies weras defined and rcalc-ulated.
For  example, age was calculated by the computer by subtracting
the member's date of birth from the date of the team’s visit to
the cooperative; the loan payment was raleoulated by dividing the
amount of the iocan by term; leverage was defined to be the amount
of  the lwoan divided by the sum of the member’s savings plus
shares at the time of the loan, and so farth.

The twenty three primary w=r data variables together with the

tweanty constructed  variables define the structure of the data
baze derived from Form 1. The definitions of all constructed
variables, and the formulas used to construct them, are shown in
Appendix R.

Favrm 2: Current Loan Files

Another important source of data was a  random sample of
current  loan files from the 20 credit unicons surveyed. Such
files typically include both the wriginal loan application form
as  well as a record af the loan committee!’s decision and subse-—
guent  tramsactions. These files thus provide a wealth of binm—
graphical information on the borrower, such as date of birth,
Gccupation,  income, stated use of loan,  types of guarantee =f-
fered, number and status af previous loans with the cooperative,
and so forth, as well as a record of his per formance in repaying

hiz loan. Form 2, also shown in Appendix A, was used tso capture
Up  toa mawimum of 22 separate pieces =f infermation from  this
Folre, Where necessary, the team cross referred Eo the borrow-

= individual ledger cardse for infeormation that was Aot avail -
21z in hiz loan file.

A% owith Form 1, a number of constructed variables were  3lsa
dizfimed and caloulated. For example, the waiting tinme, in days,
batween the the criginal 1lean application and loan disburzement,



refereed to as "Ecpera” in the database, was rcalculated by sub-
tracting the date of disbursement from date =f the 1aan applica-
tion.  This variable was used to construct cne of the most inter-—
esting of the many tables used to analyze the data collected in
this survey. ‘See the tables =n paages 3% and 40, belaow.? QOther
constructed variables based on Form 2 include: "Fesadez," defined
as the ratio of the monthly loan payment to stated monthly  in—
Come; "Aprobacion," defined as the ratim of the loan  amount
applied for and the loan amount approved; and "Demaora," defined
as  the waiting time between the date of the last payment on 3
previous loan and the date of the current lean disbursement. This
last variable was decigned tao help detect patterns of loan re-
financing among the credit uniaons.

Complete definiticons of  all  the coanstructed variables
defined on the primary variables =f Form o are given in Appendix
B. to this report.

Data Collection Forms 2 0% 4:

Whereas Forms 1 and 2 were used to collect data -n individ-
ual credit union member s, Forms 2 and 4 were designed to capture
instituticnal data fram maxnthly, quarterly and annual reports.
Forms 3 and 4 are alzo shown in Appendix A&, while a summary of
the data collected on these forms is given in Appendix .

Methodoliogical Difficulties and Limitaticons of the Study

deally, a survey is based on a randomly selected sample of
the population under investigatinon. The randomness of the
selaction process is required to increases the prabability that
the sample is representative aof the whole, as well as to permit
the use of the powver ful tools of statistical inferenr-e. It is
important to nxte, therefore, that a degree of non-randomness was
introduced  into both  the selecticon of Ehe cozperatives included
in this survey as well as into the drawing of the samples from
pre-selected populaticons of credit wunion members.

Nzn—-Fandomness in the Selecticon of Institutions

As a result of the hyper—-inflaticn of 1985, many «credit
unicns  were completely decapitalized and ceaced to function at a
meaningful level, A decisicon was made, therefore, at the cutset
af this study, to not waste Froject resources visiting meribund
credit wnicos, but rather to survey only instituticons that were
sperating at a reasconable level. The rationale behind this de-
zisicn  resides in the fact that a major goal of the study was o
digscover  the potential of the credit unicn system in  Bolivia.
It wae felt that ths potential of bhe movemant conld  be bhetter
asceszed by studving more or lees healthy instituticons  rather
than morihond ones.

Soopraeliminary s zelection of appreinatslyy 40 s avably

PN |
healtlhy institufions was made in June wikh the help  of  FEMADRE
pETZonhal . An o effort was made to includs bobh Yarge a2nd amall,
ag well  az wrban and rural credit uniconz frem five major geo-



graphic regions of Bolivia. In July, as a result of field trips
that took Yim to some thirty institutions, Lic. Luis Oz ampo
reduced the list of forty to twenty five, nineteen of which were
ultimately included in the present study.

Non-Fandomness in the Selecticn of Ledger ards

Even the relatively healthy credit unions that were celected
for inclusiaon in this survey -are, by and large, mere remnants of
their former celves. A well-run credit union, such as Santicima
Trinidad, «of La "az, that before the period of  hyper—-inflation
counted some 13,000 individuals among its membership, might be
working  with approwimately E,000 more or less active members  at
the present time. Fecognizing the decimaticon of their member-—
ship, most institutions have taken the initiative of physically
cseparating the individual ledger cards of their inactive members
from  those members judged, by various criteria, to be active.
Furthermore, approximately one third of the cooperatives, notably
in Santa Cruz, which were amzng the last visited by the Cathaolic
University team, have agone the additional step of separating the
ledger cards of members with lcans from the sub-prpulation  of
active members..

This arganizing of the population intao distinct, phyzically
separate  sub-populations made the task of selecting a random
sample somewhat difficult. In the usual case, where the active
minority have been separated from the inactive majority, the
standard methaod of selecting the sampie on the basis of a random
numher list proved very time-consuming, because of the fact that
mzst  of the random numbers within the boundaries of the popula-
tion size correspond to numbers of members mn the inactive 1list.
A  search in the population of active members for a membership
number corresponding $o the random number weoul d lead to an active
member only once in approximately eight to ten tries.

Eecause of the costliness of selecting a truly random sample
of active cradit union members, an alternative methad of drawing

the sample was used. This alternative methad, while it doas not
produce  a ftruly random sample, does produce a sample with the
characteriztics of a randomly selected sample. Using a formula
from inferential statistics, the size of a randomly drawn sample
needed to insure a 35% confidence level was computed. The
number of active members was then divided by this number to vield
the number n. Finally, beginning with a ledger rcard selected at

random from the first n cards, every nth card was selected.«

In several cooperatives, where the working conditions were
favorabli, or where the persconnel were particularly helpful, the
team in t4e field opted to collect samples larger than the qini-
mum zsamnle size given by this formuala.

A ztatement by Lic. Luis Ocampao, giving the methodology used
Eo select the sample for Feren I is presented as Appendix  © k.-
this report.



This procedure praovides an acceptable methad of zaxlving the
sample selection problem  presented by the separaticn of the
ledger «cards intao two clasces according to various criteria of
activity, but it does not solve the problem encountered in those
cooperatives  where further subdivision of the populaticn led to
the separation of the ledger cards of members with loans from
the sub-population of active members. In such cases it is neces-—
sary to select every nth ledger =ard from the sub-population of
member= with loans as well, and add these cards to the csample to
be examined.

Unfortunately, altkough the case had been discussed at
length by the consultant in the abstract, no instances of the
ledger cards of members with leoans being separated from the
ledger carde of the general population of active credit  uynion
members were encountered until the study was well underway, and
the team from Catholic University was warking on its  cwn. When
the team did encounter this —ase, notably in three large coopera-
tives in Santa Cruz, and in twz in La Faz, it neqglectoed to follow
the indicated procedure for cample cseleztion, «collecting instead
a sample from the population of active members without loans.

The rational offered by the team for this departure from
accepted procedure, which came to the consultant’s attartion only
after data collection was complete,  was that they felt they were
already collecting ample data on loans from a s@gparate sample of
active loan files, an Form 2. The fact remains, however, that
the database based on Form 1, which seeks informaticon abeut the
membership of credit unimons in general, is strongly biased in the

direction of active members without loaps, due to the fact  that
individual ledger cards of members with loans were systematically
excluded from  the sample in five of the nineteen credit unions
surveved. For this reason, many of the statistics presented in
the Tabies in Appendiz D to this report must be interpreted with
caution.

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

this s=zurvey dcoes not render the databaze uzelecs. In fact,
certain  impartant  conclusicons supported by thiz study can  be
stated a fortiori because of thiz bias. Furthermore, it is

impartant to rote that the other two databases, based on Farms 2,
2 and 4, are not affected by the bias present in thes sample
selection for Form 1.

Other Constraintsz on the Conduct =f this Study:
The Lack of Anticipated Computing Fower:
The present study was designed arcund the low cost computing

power of the newest persconal computers. It was determined during
the design phase of thisz study that fwo FO's would be needed i

inzure an even worlk flow, at least one of which, because of the
Zize of the datzbase bering sreatsd, would nesd an internal izh.
The plan was to pPlace Lhe tws FO's in bhe Cooperative Shudies

Pepartment of the Catholie Univer=sity, as part «f the institution
building  component of the study, where they wawld be  available
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for  any faollow-up studies under taken by the Strenagthening Finan-

zial Markets Froject. Howevar, for reasons that the consultant
did not foresee or understand, these computers were not  made
available. Instead, work progressed, albeit somewhat haltingly,

on  a computer belonging to the Bolivian programming consultant
hired by the project, an a laptop computer provided by the con-
sultant, and, after Auqust 17, on a personal computer rented
locally.

This make-shift arrangement was not ideal. On the cne hand,
the twzs rcomputers provided by the consultants were not always

available. They were, in fact, npever left at the Cooperative
Studies Department, at the disposal of the pewple actually con-—
ducting the study. Secondly, limitations of two of the machines

caused time-consuming logistics problems.  The computer belonging
to the Bolivian programming consultant, located at her place  of
business, was used by her secretary for data entry, but, because
it did not have a drive with sufficient capacity for  the data
generated by this study, it could not be used to run Programs.
The rented computer, on the aother hand, while it did have a drive
that could contain all the data and the programs, - did not have a
central  processing unit power ful encugh £o run the programs in a
reasonable amount of time. FEunning the program for just ocne of
the scores of tables planed for this study on the rented machine,
for example, took more than three houre. Because of the slowness
i the rented machine, the programming consultant requested that
she be allowed to mave it to her haome,  where it could run pro-
grame at night. Hiven the time caonstraints under which the team
wasg working, it was impossible to deny this request, despite the
fact that such an arrangement made the team unhealthily dependent
20 an cutside  contractor ariginally apparticned a relatively
minor role in the study.

Cf more import, perhaps, than the physzical handicap placed on
the «tudy by the lack of the <omputers arcund which it was de-
zigned was the impact this lack had on the m-ale of the members
of the Catholic University team. As more and more responsibility
shifted to the cutside perzon who controlled the computers, Lhe
Catholic  University team members felt themszelves redured to  the
status of hired data collectors with dwindling interest in the
final product of the research effort.

This displacement o7 responsibility away from the Catheolic
University team toward private consultantz r-aused by the lack aof
the percsonal computers also severa2ly compromized the second  ab-—
Jective of this intervention-—an objective that otherwise was
easily within reach.

Confusion on Availability of Funding for this Study:

A further constraint on the smocth development =f this study
was presented by the perziztent confusicn as £m the avallabilit
2f funds to carry it oubt. AL several points scheduled field work
rrrunted becausa of lack of funds. Ine waelk of Figldg
i) o ER actually financed by the Catholic Univerziby teom oot of
he proczeds of their first honorarium,  @n Che assurances alven
them by the consultant that the funding difficulbties were ‘teing
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resclved. This canfusion caused the director of the Cozperative
Studies Department to malke cther commitments for the Fall, furth-
2r constraining the team’s ability to adhers o the ariginal time
table of field work once the funding difficulties were resclved.

Az & result of the delays stemming both directly and indi-
rectly fraom the confusion surrounding funding, the final field
work was not completed until Friday, November 20, the day befare
the consultant, because of pricr commitments of his own, had to
leave the country. Fesponsibility for final data entry and the
running of the programs to generate the tahles desiqgned by the
consultant thus devolved to the Eolivian computing  consultant,
whz, in turn, was dependent on the Cathelic University team for
support and i-nut. The Tables zhown in Appendices D and E, on
which the consultant planned o base the majoy portion of his
appraisal of the FENACRE system, did not arrive at hic office in
Illinois until the afternoon of Wednesday, December 16, that is,
not until the beginning =f the holidav seasson.



CHAPTER THREE: THE CONCEFTUAL FRAMEWORK:
The Supply of and Demand for Financial Servicedss
The Demand for Deposit Facilities

An important fact that continues to be ignored by the major-—
ity of development practitioners, who only in recent years have
begun to appreciate the impaortance of financial market devel op-
ment in waverall development strateqy, 1is that the financial
service most  in demand on the part of the marginalized popula-
tions that make up the bulk of an underdeveloped economy, iz not

credit. but rather savings facilities. Fecent studies 1n sever-
a African contexts have demonstrated that marginalized groups

ar@ willing to pay a high price to individuals or instituticons
that provide reliable deposit facilities, and that many are
willing to hold financial assets, in the form of claims on in-
formal financial instituticons, with term structures far in avCess
af the term structure of the assets of formal financial institu-
tione. Villagere in Zaire, for example, were found willing to
accept negative real rates of intereet on their savings depasits
in credit unions on the order of 40% per annum, whilz coffee and
cacax farmers in Cameroon wers found holding financial claims  an
informal  instituticns  with an averaqge term of more  than  five
YEArE.

A recent study of informal financial arrangemenrts finanrced
by the same Fraject that commissioned this study has uncovered a
gimilar pattern in Baolivia. Azcovrding to a study of  the
ubiguitous rotating savings and credit zocieties in this COLNSY Y
conducted by Dale Adams and Marie L. Tanavesi de Sahonero, less
than one percent of the interviewed participants responded that

they «considered the Fasanaku to be a zource of credit. Cadams
and Canavesi de Sahonero, p. 220 Thaze societies, far from being

credit oriented, are, rather, a zccial invention for providing
the participants with a motivation for saving aut  of  current
income, as well as  a means  Tar nolding their  accumul ating
savings. Farticipation in these societies is wide spread, even
thaugh  there may be a charge for managing %the fund which,
azcording Lo case  studies reported by Adams and Canavesi de
Sahanerac, may reach twenty to thirty percent within the short
life of the institution. (See Adams and Canavesi de Sahoner o,
pp. d1-4Z.2

It should be pointed cut that the demand for savings facili-
ties and savings instruments with desirable coaracteristics is
not  limited to marginalized populaticns: After nine TDY’s in
Bolivia the consultant is beginning to belisve thoet there are ne
middle «class Eolivian familieg without a checking or  savings
azcount  outzide  the country, Middle class Bolivians use  the
deposit facilities pravided by foreign financial  instituticons,
not bhecause the yield on these instruments is higher, nor because

.’,.

the fzcilities located bevond their naticonal houndarise ars in-
nerently more convenriont, but ratber hecause  the depozit facili-
tins  provided  locally do nok bave cerbain characteristics de-

mandead by Bolivian savers.

-
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As research findings accumulate, it is becoming increasingly
clear that if developing countries were able + provide adequate
deposit  facilities for their populaticons, providing the other
finanzial service would be much less of a problam.

The Demand for Credit

While development practiticners, aver the years, have given
much more attenticon to to the alleged credit needs o=f the maraqgin-
alized populaticns  of economically  less  developed countries,
there has been remarkably little attention paid to the types of
cradit actually demanded by these populaticones. Fecent investi-
gations into informal financial markete in developing countries
have shown that Third World consumers of finanzial services have
Jjust as marked preferences in their demand for credit as they do
in their demand for deposit farcilities. While, wother things
being equal, savers prefer a high rate of interest on savings to
& low rate, and barraowers prefer a low rate of interest on loans

to  a high rate, it is becoming clear that the zateris paribus
assumption rarely halds. Just as savers may be observed prefer-—-

ring low yielding foreian financial instruments to high yielding
domestic  ones, borrvowers may be cbserved preferring the high
interest rate leoans available in the informal sector $o the 1o
interest rate credit available through formal channpels.

In neither vcase is it legitimate to conciude that the con-
sumers of these financial services are irraticnal. In the rcase
of observed caver preference for low-yielding foreion financial
instrumentsz, it ie clear that other considerations,  such  as
csafety and liquidity, overwhelm the yield advantage of 1loecal

instrumentcs. A similar explanation lies behind *the obhserved
vigor of informal credit markets in developing countries: Thecse

markets thrive, despite sharply higher loan rates, #) becauss the
financial service they offer has desirable characteriztics that
overwhealm, in many situaticnz, the privce advantage of formal
credit.

It is interesting to note that in the older development
literature, the hiagh loan ratesz in informal credit markets were
attributed to the mznopoly power of the local  mones lendear.

Fecent fizld worls in the area or informal credit  aarkets  has
rev=aled this view to be unfounded armchair Lheorizing. Informal
credit marbsts appear to he vary compebitive., If moropoly pover

part of the commercial banls, whare
Lo hold loan and denosit rates dewn. For Bhee Denefis

errad borvower s,

e onurely on hthe




The ocutstanding characteristic  that distinguishes informal
Al
a

credit from credit available through formal financial
institutions is the remarkable speed of the service in  the
informal sector. The speed of service available in this cector
reflects twas fundamental econemis realities, one on the demand
side of the transaction, and one on the supply side. On the

demand side, buarrowers simply insist on good service  for  the
price they are offering to pay.*

On the supply side, the agent of the informal credit marlket
is able to respond guickly to a leoan applicant bhecause aof his
independent status. He hasz full discretion in the use of the
funds at his dispaosal, and may decide on the spot whether to make
the locan or not.

The implicationzs these cbservaticons held for the devel opment
of  financial  institutions and systems capable of supplying the

services actually demanded by barrowers 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.
For formal financial institutions, independsnce 1z guaranteed by
Eheiv ability to mobilize deposits from the public. For  fevmal
financial  instituticons, the ability to provide a high lazvel  of
zarvice on the credit side is thus linked, by a vers short chain,
o otheir ability to provide a high level of deposit zervice.

The Development of Financial Systems:

While financial instituticons and financial systems are very
complex  =ocial arganisms,  invelving coherent contractual rela-
tionships with large numbers of individualg, supported, over
timz, by the carefully nuwrtured implicit conviction that, on the
whiole, these contractzs will be honored and enforced, it is pogsi-
ble to cutline the main characteristics =f zurcessfiul financial
systems and financial instituticns in a few simple sentencec.

Thisz fact became very clear teo the consultant while con-

ducting studies of infarmal financial arvangementz in Balivia in
the Fall «of 13986 and again in the summer of 1387, On baoth
czz2sionz he impersonated a “rcapitalista™ wil'y dellars o lend in
the local rarket. The impersonation was di Fficull ta boap P,
however, becausze of the drive on the part of the borrogvers b
close the deal. They had their papers in crder, aned fepicall.s
offorad mooariby A Bhe form 2f dovelosed real estate wiby A0 -
vl zed sulaes o the oarder of three te f9 o0 Eiagpas Sl can
Anount.  They wanted their loan now, cr o3t bhe latesh, TS
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Successful Financial Institutions are Demand Driven:

Financial  institutions are in the business of providing
s@rvicesz for which there is an effective demand, that is, serv-
ices for which people are willing to pay. The man in the street
is not accustomed to thinking that he pays the bank to manage his
savings, but in fact, he does. Successful financial institutions
charge for all their services, inzluding the service of managing
their depositaors money. In general, the fee or commission they
charge fov  managing financial savings is the differenze, or
spread, between what they remit to the =aver in the form of
interest payments, and what they earn on investments made with
these savings.

Efficient fipancial instituticns warking in a  competitive
environment, reduce the zharge to savers for  the service of
managing their money to the minimum, =0 that the spread needed to
cover their operating expenses and return to capital is less than
the real return on their investments——that is, savers receive a
positive real return aon their savings invested in the financial
institution—-which creates the illusicsn that there is nx  charge

for the service of managing 3avings. Lass efficient
institutions, ar institutione warking in a  less competitive
2nvironment, charge moare for their zervices, 2ven to the point

that caverz are offered a negative real return on their deposits.
This is the situation that is obeerved in many less developed
countries, where the true nature =f the relationship between the
suppliers and consumers of  financial zervices is Mmooy 2
transparent.

Succes=ful Instituticne Serve More Savers than Borreowers:

The relative preponderance of savers ever borrowers  among
the «clientele of successful financial institutione iz a direct
fonsequence of the fact, on the cne hand, that successfyl finmnan-
cial instituticons are demand-driven, and, on the other, of the
fact that, at any qgiven time when Frices are set to reflect  the

real  cost of praoviding financial zervices, there are many mare-
individuals demanding deposit facilities than individuals demand-
ing credit. If this were nat =o, the strateqgy upon which suc-—

cessful  financial institutions are built-—the poaling af  re-
zources  and  the term-transformaticon of depozits to permit  the
2xtending of a relatively small number «of longer-term credits——
would not worl.

If a financial institution were to attempt to develop using
a different strateqy, say the strateqy of providing a relatively
large number of short term loans to the ceneral  population, it
would  =oon find that, because of the spread requiv-d to  cover
aperating 2xpenses, it could not compete with institubions using
the proven strateqy in the pricing of its EAVINGS  management
service: That i=s ¢ av, an institution attempting Lo deryalop

s
J
osay
uzing  the alterpative

A4
strategy would naot be very succeszful at

capturing funds from the nublie
M insbitution frllowing =uwch o develonment Thrateqy could,
T ootcze, attamplt to competae 1n the pricing of  its zavings-—

management zervice by accepting a negative rate &f return aen its



y decapitalizing itzelf, perhaps while
attempting to find large depozitors not svarly zenzitive to the

capital, that iz, b
1
liguidity war long-ter

2rm security of their  savings, This, «of
course,  is the strategy adopted by many devalopment banks. The

main draw-back to this stratogy, from o development  point of
view, is that the dependency created by the existence of the
large depositors  prevents swch an institution frem cffering the
type or quality of service actually demanded by the populaticn it
was designed to serve.

Successful Financial Systems Are Vertically Integrated:

ct
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The wvertical ztructure of suscessful firmancial FV

u

ms,
erected on a broad base of smaller, deposit-managing, retail
outlets, is conditioned by the underlying pattern of demand for
finanzial services that corresponds to the relative prices  at
which these services can be provided. This structure is  analo-—
gous  to the elaborate mathematical structures des=cribed by frac-
tual geometry in the sense that it may be ochzevvaed repeated at
all levels within the system, even at the level af individual
institutions which have grown peyond & c2rtain =ize. The laocal
bank or credit union which opens agencigs and drive-up facilities
in the suburbs or near a market or =hopping center, nrvideEs an
example of the relentlessness of this tendency hboward  vertical
integration  and the ubiquitousness of thizs st-w:sore built on  a
deposit-acszpting base.

Within such a structure there tends teo be nat  flow  of
resources  from the smaller, retail oublzsts for financial  serw—
ices, toward the central affice ocr institubicn. Although this
owbeerved tendency for resources tao flow vertically thraough a well
functioning  financial system from smaller zurpluz units to larg—
2r, centralized institutions has been a cause of concern for some
devel xpment practiticners, whio fear that Lhs financial  system
worbks to the detriment of rural arzaz, which becoms net exparters

fo)
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of savinge, there can be little doubt that under this arrange-—
ment-—which ohtains in 32 dizvel oped market =20cnomies-—~the

smaller, retail ocutletz in an integratad are  able to
provide a higher level and broader range of fimancial s@rvices to
heir clientele than they would under conditicons of  complate
autarky.

The central entities in an integrated . in turn, are
clearly bhetter off becauze of their relationship with the smaller
outlets, because of the fact that the lower level institutions
represent an important souwrce of loanable fundsz. For this rea-
gon, the central organizaticne are willing Yo make long-term
capital investments in the retail outletz, and corcarn themselves
in general with their efficienczy, health and well-heing.

The reciprozal relationship betweon the indi cidual wrrits in
arn intagrated financial svetem describes khe dynamics whareby the
svstem graows. The =maller, T provide the

f
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deposilt o acoeabing wed

crincipal zouwrce of funds vothe higher level incsitubtions.  The
migher lavel  ingtitutions, n b, presitr o the  primary
insl: 4 o wikh the zervices Lhey mosd Se cgrees oo oz a2 oy 2
wfovnluntary savings. In a develaopment contagy, Wiz
include  technical  assistance as well <o bhe  gore Lonal
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services such as deposit facilities, correspondent zervices, and
limes of credit.

The Role of Credit Unicns and Credit Union Systems:

1

Credit unions, once the darlings o f devel xpment
practiticners, have laost much of their luster since the heyday of
their founding by Feace Corps Volunteers and Missisnaries in the
mid-sixties and early seventies. Because, in the Third Warld
context, there is typically nao overseeing body with the authority
and/or  resources to intervens and liquidate bankrupt credit
unions, the financial landscape of many developing countries is
now  littered with the moribund remnants of onece promi=ing
organizations, institutionalized micreocosme of the under—-devel —
ospment  syndrome that afflicte much of the Third Werld. Cradit
unions  with negative net waorth continue to limp alaong at a very
low  level aof activity, compromising the all-important image of
theze alternative financial institutions, and obhscuring the
encrmous potential that continues to reside in thée model.

The importance of credit unions to economis development lies
in their manifest ability—-chservable im a2 grieat many historico-
devizlopment  conbexts-—to zupply financial services to the  breoad
sagment of the population without access bo more traditicnal
formal finanzial institutions, and the potential they have to

ar o in this under—explaoi ted environment Lo power ful
institutione. Some of the largest financial imstituticns in the

world, including the Banque de Credit Aaricole, in France, and
the Raabe Eank of the Netherlands, began as federations of credit
unions. These world class crganizations, which now lend bLilliones
of  dallars  to governments and Blue-chip companies, cwe their
spectacular suscess to their strategy of offering deposit facili-
ties to individuale too poor o too ingignificant to attract the
attention of more establizhed institutionz. The visionary organ-
rs of these institutions 2aw in the conservatism of the French
zantry, and the legendary thriftiness of the Dutch Jowrneymen,
e solid foundaticons on which huge financial instituticns ceauld
be built.

Other thuge instituticons, susch as the Ranlk of America, owe
their success to an essentially similar development strategy.
Banl: of America grew by opening its doors to people who did  net
feel wery comfortable in formal financial institutione. The
important  point Lo noxte here is that when these pecsple came
through Bank of America’s deoors, it was, by and large, with maoney
in their pochkets, to open savings accounts.

HFiven the paotential that federaticns of credit unicne have
demonstrated in  some caontexts to grow inta power ful  financial
institutions, it is important to examineg the conditicons what may
prevent them from reaching their potential.
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Limitations of the Original Credit Unien Mode!

&% the name implies, cradit unicsns were formed for  the
purpose of extending credit to its members. The ariginators  of
the credit uniaon movement in 19th Century Eermany, who were very
muzh interested in the economic development of their——at that
time--relatively underdevelcped country, saw their social inven—
tian as a means of extending low cost credit to a seament of the
population that was generally excluded from formal financial
institutinons,

The beauty of the original credit unisn model ligs in
fact that it allows tiny financial institutions, staffed by
valurteers with little or no experience in the management aof
money, to extend credit to its members at no rislk o the institu-

tion. Credit unions which adhere to the original model have no
bad loans on their books, and never experience liquidity prob-
lems. Thiz remarkable achievement is made possible by the fact

that credit unions,  which, according to the original model, work
only with share capital paid in by their members, make loans that
are  100% quaranteed by the shares of cther members who Co—sign
the loan. If a memher can not find co-signers willing to pledge
their shares az collateral for hiz lian, the loan iz not granted.
In the caze of default on the part of  borrower, the loan iz
written off against that porticn of the credit wilaon’e  capital
belonging to the co-signers.  The capital of the ingtitution as &
whole is never compramised. The only way a credit unicon  member
can loose money investad in a credit unieon run strictly according
to the oriaginal model is by co-signing for a loan that aoes bad.
Furthermore, cince co-signers,  themselves, are not eligible for
credit until the loan for which they have co-signed haz  been
repaid, and since shar=s can not be withdrawn from the credit
umion  without $imely notice, the institution zan not experience
liquidity araoblems.

While the original credit unicn model iz a remarkable inven-—
tion, it has zevere limitations az a financial institution. Cn
the one hand, <zince sharez in & zdit unian, because of their

pocr ligquidity  and low vield,  are not very attractive =avings
Instrumentsz, these inztituticons Serd to attract pecple who  are
looking for loans, rather than pPpeoplz whao are simply loaking for
deposit facilities for their zavings. Thus, while the institu-

tion, itself, dosz not experience ligquidity problems, there tends
to be an unsatisfied or excezz demand for zredit on the part of
members of credit unicns run according to the original  model.
Foar this reason, as a means of capturing more rescurces to permit
an  expanded credit operation, «<redit uniconzs that arow bheyond s
certain size typically offer a range of deposit =ervices that are

move atfractive Lo net savers, such as pass beolk zavings accounts
and time deposits. Once they talke this siaep, MWowever,  cradit
unionzs abandon the cafeguards huilt into the arininal model. An

inztitution t4hat = engaged in landing funds borrowed from k-

memher= or from bhe nublic at lLarae, nplaces Sthe capital af  She
imztitution  az a uhole =t rizb,  and cpens the door Sooa Rost oef
Tigquidity  management probls bt khe  ariginsl meodsl,
Credit ounicons bhat offor Tities, a=z dist from
hare deposibs, become, unit bénhﬁ, Dle ta




the sams problems and recurring crises that characterized unit
Danks ‘n the days prior to regulaticn and deposit inzurance.

2ynal Constraints and Obetacles

m
P
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Ferhaps more important as an explanation of the disappoint-
ing performance of credit unicne in the developing world  are
external constraints and cbstacles that have nothing to do with
the sufficiency or adequacy of the model. Since credit unions
that explode the wriginal, share-based lending maodel by offering
savings deposit facilities are essentially following & line of
develaopment picneered by commercial banke in the nineteenth and
2arly twentieth centuries, the mechanismz and the strateqgy needed
to insure their safety are rather well understond. Deposit
accepting  institutions, because of the crucial impartance of
maintaining depositor confidence in the institutions, must apply
more  stringent guidelines in the making and collecting of  loans
than share or capital based lending instituticne. Deposit ac—
cepting institutions mus alen make provisiong for  handling
swings in ligquidity that are unknown o capital  based lending
institutions. In general, deposit aceepting instituticons aust
e mare  fully integrated ints the financial system than share
based credit unions, which can be operated effectively as sbtand-
alone institutions.

In response to the needs of their affiliates for assistance
with  liquidity management, federaticng of credit unicns in many
Mistarical contexts have evolved ints  second  level financial
institutiaons, accepting depaosits from the primary institutions,
while providing them with quaranteed lines of credit and  other
sarvices the retail ocutlets need Lo be able ta manage depasits
a2ffectivel y. Thiz process has led, as wae noted above, to the
creation of  gom2 of the largest finmancial instituticons in tha
Wi 1d,

A major aobstacle to the parallel develapment of analogous
financial institutionz  in the Third Werld is presanted by the
intzrnational  donor organizations,  which, in their quest far
inztitutions capot'e  af managing their ocredit programs,  have
sought  out fzderrtions of credit unicns in the zarly  stages of
transition into succeszful financial instituticns, Federations
of credit unions, which, if left to their own, would have evial ved
into =strong fimancial instituticns 3erving large nunbers of sav-
grs and emaller numbers of borrower s, have bheen zeduced, by the
availability of inexpensive foreign = winags, into becoming  weak
institutiocns proorly serving relativeiy large numbers of by -
rowers  and a relatively small numbers of savers. By this pree-
D cI=1- in the place of strang inetibtuticons capable of meeting the
real—-world credit needse of their constituentas,  weal, top heawvy,
buwreaucratic institutions dedicated ba the management of  subsi-
dies have been creatsd. By thiszs process, ab the naticonal level,

in the place of the independercs guar antaed hy  domeztic resource
motzilization, dependaency on foreior recaurces: and forziaon savings
has bhean foztered,

The =zignificance of this Uvief Mishoriecs]
juks =Nt shudy 1Eobhabt,  ance again., histary s
repeat itzel f. The data gathered by the




unicons affiliated with FENACRE shows a system undergoing ewplo-
sive growth, based on deposit mabilization at the araszs roobs

level. The data suggests, furthermore, that FEMAIRS has the
potential  to become one of LHhe largest and most powsr ful finan:

cial instituticon in Bolivia, benefit ing hundreds of thousands of
families «currently without access to the services provided by

formal  fimancial  institutions.. If  this pxtential is tao  be
reached, the Federaticon must come to view its future as closely
bound up with the growih and viability of its primary affiliates,
particularly with fheir ability to mobilize voluntary savings
from  the pubiic. The Faderation must come to view its affil-
iates as its primary source of loanable fund=s, for only then will
it provide them with the services they need to prosper and  grow
as  the deposit acoepting instituticns they have all  become.

Interviews with reprecentatives af FEMACREEZ, however, zuqgest that
the Federaticon has been confused by the availability of low cost
fundes from internaticnal donors,  notably the US FL 480 Progvnm

inte perceiving its role not as a provider of gervices to its
primary affiliates, but rather as a provider of cervices to
international  donar  crganizatione. Because of the incentive

structure created by internaticnal donors,  most notably by the
United States Agency for Internmaticnal Pevelooment and the FL 420
Frogram,  FEMAZEE iz opting for a sheort zighted development shtea-
tegy contrary to the nraven one adopted by succomssful firmamzial
institutions. Father than basing its development on the prov-
en, demand driven, market sriented strategy of providing ecerv-
ices,  through its affiliates, to large numbers of savers, the
Federaticon is preparing to manage a subsidy for a large number of
barrowers, Instead of focusing its attention on Lhe legitimate
needs of its affiliates for technical assistance and for  as=ic-
fance  with liguidity management, FEMNACREE is squandering its
scarce resources praoviding serwvices ta p“ﬁdurtinn cooper atives
targeted by internaticonal deonors for azsiztance. Instead «of
adopting  the long-rance strategy that would uransform it into  a
ztrong  institution -capahle of providing all the financial  =zerv-
tzzg demanded by zuch sy oduchion cooperatives In the fubure,  The
Federation iz apting for the short sighted strabegy of

and dependenca.

It is a zad if familiar story: The incentive structure
sreated by the interpaticnal arganization will leave the domestic
fimancial titution weaker and less able to provide services to
Q cpulation tham it would have been in the total  ah-
intervention.

"‘U



CHAFPTER FOUR: FENACFRE
The Rebirth of a Financial Institution: An Overview

As  was pointed out in CHAFTER THWO, as a result af the na-
tional  crisis initiated by the severz drought of 1983/8:
FENACREE, by the end of 1385, had become totally dependent an the
income it earned from the distribution of fertilizer under
USAID's disaster relief efforts for its instituticmal survival.
Although  FEMACEE is a federaticon of financial institutions, 1t

found  itself heavily invaolved during this periocd of national
twrmail in non—-fipancial activities. In this ra2epect, the Fade-

y
ation paralleled s course taken by the majority of its  affil-
ated credit unicons, which, thraough rapid evpansion of their dry
goods departments,  became impartant suppliers of basic commeodi-
ties to their members By the end of 1386, however, the Fadera-
tion  had begun to reassert itself as a financial institutico——
again paralleling the course taken by ite affiliates %hat =zur-
vived the hyperinflation. Aczording tao the Federation's  Annual
“eport for that year, net income frmm financ.al =zervices narrawly
=

exiecded net income from non-financial services——21 905 millian
y

A b 2 B v

ald Bn livian Fzsos as opposed to 75,745 million for man-timancial

-1I

-

Ey the e2nd of the third quarter =f 1337 tha last date for
whiioh  data on the Federation was 1vq114h1e, FENACREE's re-emerg-
enze as & financial instituticn would appear to be complete.
According to the Consolidated Balance of September 1287,
£€2.45% of the Federations income (B, 1 y 365, 71503 ot 1 af
Es. 1,2866,615.50) was derived from financial services. 11 even
Moy 2 alQPlflv ance thar tha grocss ;iQHYPF Mowaver, are thozse for
net income.  Accaording to the ceonsolidatoed bwlanrn for the Feder-
ation’s  Financial Sar oy Ooteober

vices Department
a1, this department had total income for -he rlrnt Lﬁn mznths of

1287 2qual  to 160%  of  total  expenzes. fTotal  income  of
B=.1,517,363.%2 and tatal ewpenses of Bs. AR, 007 .59, for a

surplus of Bz, 567,858,324,
he "LﬂﬂlfluaﬂLU of the emergence of the Financial Services

Divizgisn  az an important source of net revenue is underlined by
the fact that the Federation as a whole will probably clase its
beowxbis for 1987 with a deficit. he Consolidated Balance for the
Fedoration as a whole as of September 320, 1387, shows ﬂ“penﬁes
exceading incone by 7.53%. CIncome of B". 1,266,515.56  versus

expenses of Hs., Z,114,56%.232,)

The strong showing of the Financial Services Department is
due largely tao the suscess of the Savings Mabilization Praoject
(The FMAY,  begun in late 1985 with a small amaunt of technical

asziztance =L pp-*eﬁ by USAID/Baxlivia. Although this progyam,
until  recently has  been aoperated at anly one Livzabion,  She
FEMACLRE hedduu"trrs in Cochabamba, and still accounts for  lees
Ehan  19% of the Federatiaons laoan portfolic, 1t accounts  for
slightly move thanm one half =f the Aross income qeneyatad by e

DiEvvices Department, and slightly less thon one kel oof

————
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Table 4-1: Financial Income and Financial Expenses
As of October 21, 1987
tIn US Dallars?

Income ] Expenses (4  Net Income %2

Loans, FMA 279,619 42.0 189,71  61.5 80,907 4.3

Peposits, Banks 2,330 = Ny 62,330 13.0
Managed Credit 307,086 46.3 112,213 228.3 188,173 S6.7
TOTALS: 42,625 100,00 208,625 100.0 23z, 001 100.0

Source: Hand-written notes provided by Mr. Zeliar Lope:

Mote: Although  the informaticon supplied in the abmove tabie
should  be considered broadly indicative of the general rela-
tionships, it should be interpreted with some caution, due to
the fact that it is not taken directly from “audited state-
ments.

the net income, as may be seen from the accompanying table  sup-~
plied by the Department’s iGeneral Manager, Mr. L. Celiar Lopex.

(It will be noted here that, 1in his reports of April 10 and

Anril 12 for USAID/Bolivia, the caonsultant called attention to
the growing importance of income {rem this program, and nredicted
that the PMA would become the most impartant source of income for
the Fed

eration by the beginning =f 1288.:

Expenses in the above table refer %o financial costs anly, and
do not capture  all experzes related to the provision  of  the
sarvices which generate the income listed in the first column of

figures. The management informaticn system cwrantly usad by
FENACEE is not adequate to permit a detailed analyeis of RXpen-
e, Many ouwpenzesz incurred by the Federation are azscociated
Wwith departments or activities that generate litile ar ne inzome,
but  which suppart, in varying degrzes., the credit activitiaes

that agenerate the major porticn  of Lhe Federations  income.
Since the FMA credit activities are directed at the public which
dozs not directly benefit fraom the other services provided by
FENACRE, it seems reascnable to conclude that mast of the sxpen-
22 incuwred by the non-income producing departments  should  be
charged against the external credit lines targeting the ccopera-
tive sector. Sinze FENACRE is currently aperating with a defi-
Zit, it  appzares that the income it generates from itgs dealings
with the public are being uszed %o subzidize the coopey ative
sector,

Viewing this zame issue from ancther ooint of Vi,

P vretaining earnings o recapitalize itsel f after +he e
ization gpreduced Dy hyperinflation, in maraging extarnal

Tradih, Elie Taderation I owEing earnings froa ks laan, £
zive, 'empanding, private-zector orientsd Canariment To agheidiss
thir more paper-laden, bureaucratic work of intermnational doazrs.
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The FENACREE Staff and Directorate do not appear to have  an
adequate understanding of the extent to which they are subsidiz-
ing interna*:onal donors, most notably USAID, nor the tremendous
futur=2 that could be theirs were they to follow the course  indi--
cated by their natural strengths and the comparative  economic
advantage that credit unions in the Bolivian ceontewt enjoy over
other financial instituticons. They appear blinded by the illu-
sion  of plentiful external resources to the tremendous potential
they possess as a domestic, second level  fimancial intermediary.

This potential may be quantified using figures for average
savings balance for credit union members in Third Worlad.,  Accord-
ing to figures recerntly released by the World Council of Credit
Unions  in Madizan, Wisconsin, at the end of 1986 the averag=
credit union member in developing countries had zavings deposited
in his instituticon approximately equal in value to $£340.00. The
developing countriss contributing to thie average figure include
many from Africa and parts of Asia where per capita income is’ as
low or lower than in Bolivia. If FENACRE were, once again, to
represent  the 200 institutions that comprised  the Federation
before the pericod of hyperinflaticon, and if each credit union, on
average, counted 2,300 active members whe  maintained savings
balances =gqual to the 1986 average for credit union  gmemberse in
developing  countries, the system would contrel deposics of 170
million dollars. Thiz figure shaould be compared with the ten or
twenty million in external credit that the system might be called
upcocn to manage.

It should be pointed out that, in the abcve table, most of
the income from banks should be sounted with the 21 27 =f  net
income generated from domestically mobilized resources when fig—-
uring the contributicon made By the FMA to FEMADRE'= hottenm line,
due to the fact that that FENACRE maintaine large interest e=arn-
ing depaosite in commercial bhanks as part of the resorves it must
have to back up the deposits from the public.

The FMA: Serving NMon-Members:

Althouagh FEMACREE iz a second level institution, wholly cwned
by a fluctuating number of primary affiliates, its highly sus--
cessful savings mobilization project, the FMA, is based on direct
dealings with the public. The considerable success of  this
USAID-sponsored effart  should be Judged against the fact that
this program is leading the Federation in a direction contrary to
the long-term intereste of its affiliates and contrary to its own
institutional comparative advantage. Ideally, the Federaticon
should emerge as a second level financial instituticon, providing
a wvariety of zervicezs to its affiliated primary institutions.
The FMA, however, places FEMACEE on the same operational level as
the ocredit unions, and hence in dirvect competibion with then,
Instead of fostering the vertical integration of the credit unieon

zystem, the FMA may lead to itz dizintegration.

Ztriling svidence that the creocess of atian nav have
berqune--cven  as the syatem iz hegl 0 oopull o ibaml
atier bthe dizaster of hynerinflaticon--—was anoount srad in

Lochabamba &t one of the mozt successfuyl af the credit uanions

i
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included in the survey. At the time of the visit by the Catho-

lic University team to thiz credit union,  Hospicic was celebrat-

ire the recent opening of the first of & plarned serieg of bBranch
o ioee In a neighboring towns. Upon apening a branch office, the
ain office of the credit union will gradually take on  some  of

mai
the characteristics of a second-level instituticon. If the pro-
cess of integraticn-—so important o a financial system based on

deposit mobilization--were to proceed along natural developmental
lines, this downward reach of the credit union toward expanded
ties with the publicz, through a system of branch offices, would

be complimented by s corresponding upward reach, toward clozer

ties with the institution on the neut level, +fhat iz, with the
Federation. Howewvar, instead of strengthening its ties with
FEMACRE, Hospicio is coneidering severing them, nrincipally, it
appears, because of diszatizfaction wilth the Federation’s cur—

rent policy of dealing directly with the publirc.

Hospicio’=s readipess to concider severing ties with the
Federation is spurved not only by its frustration with the Feder-
ation’s  descent, wvia the FMA, into dirvect competition with its
primary institutions, but  aisc by the perception that ample
resources may be available through Central Rank rediscount lipes,
notahly the various credit lines suppli=d by USAID and the US FPL-
42 Frogram. With the hope of eventually being able to adminis-
ter lines of credit, Hospicio hag begun the paper worl necessary
to qualify as an IZI, or Intermediate Credit Institutian.

This is a particularly distressing development. . Wikthin the
past  two years this exemplary credit unicn has risen from the
rubblie left by hyperinflation, purchased and refurbiched a mis-—
gion school,  begun a very popular health maintenance organiza-
tion, extended millicons of dollars of credit, paid out hundreds
of thousands of dollars of interest o depositors, remodeled its
building in the center of Lochabamba, placed tens of tnousands of
dxllars on deposzit with FENACEE--all an the basis of 2 policy of
aqaresgsive domestic resocurce mobilization. Now,  partly because
of what it perceives to be unfair competition for deposits on the
pary of its umbrells arganization, and partly as a response to

the lure of =asy money from the central government and internma-
tional donors, Hospicio is wavering in the course that has

brought it 5o much suzcess $o date. Once again  the natural
course of development of a potentially extremely important domees-

tic financial institution has been dizrupted by the well-intend-
ed but poorly conceived intervention of an internatiocnal donor.
A second curious aspect of the ©MA coperation, which serves
to underline the extent to which the Federation is being led, by
the success of the FMA, away from its rightful role as a second
level financial institution bazed on the deposit-moebiliring capa-
bilities of its affiliates, concerns the structure of aszelts:z and

liabilities. In general, as waz noted in  the introductary
chapter, depaosit accepting financial intermediarieos usnually serve
many more savers than borrowere, Although complete figures wero
aot available, 1Y appears that FoNMATDE, thrugh Yhe  FMA, i«
TEvecinn an unusnally high number of S orrewers compared witly
AR E Thiz bollh o Ehe Vo FEMaTRE owmosilioed Lhvmaogh thes
EMA S come from s ralatively small sumber ef rabther large  dollar
denominated  time deposits. FENACRE ug these funds to ssrve a



relatively large number of small borreowers ac:mrdlnu to a policy
referred to by Federation cfficiale az the "democratization Df
credit."  Until recently FENACREE made O~z ﬂiqnature loans for
up to x maximum of US*h,UUU As a result of superimentation with

borrower demand, the term of these unsecured loans was doubled ta
180 days, while the mawimum amount approved without a real guar-—
antee was reduced by half, fram $2, 000 to %1, 000,

This =light modification of the original "democratic!" cred-
it policy allows the Federation tio enjoy a slight savings in its

transactions costs while serving an approximately equal number =f
borrower s, It alsoc points up FEMAZEE’z continued emphasis on

retail financial activitieq, which is not the proper demain of a

Federation of financial institutions, but rather of its affili-

ates.

External Credit Lines: Serving N:xn-Affiliates:

As  of October 20, 1387, FENACZRE's hooks showed a total of
Fs.17,481,214.41 in rLflnan-ed loans. Although the figures a-

vailable to the consultant did not give sufficient detail to
permit an exact b“ealdn'n, it i= clear from conversations  with
FEMACRE ztaff mpmberu that the bulk of thiz credit was  extended
to the so called “1nteg ated cooperatives," which are not finan-
cial institutions,  and which, therefore, are not affiliated with

this Federation of Credit Unions. The fact that FEMAZRE ic
being led by the conditicnalities placed on the external «credit

lines to worl with nzn-affiliated instituticns and oroduction
groups compounds the feeling evoked by the success of  the FMa
that the Federaticon, incstead of helping its zffiliates reassert
themselves as  financial instituticons after the destruction
wrought by hyperinflaticn, is competing with them.

The FMA Compared with External Credit Linees:

The superior service that a financial institution is able o
provide  when it enjoys the independence derived from its ability
to mobilize its ocwn resources may be seen by contrasting  the
service FEMACRE is able to pravide within the FMA compared with
the service it provides to the end user of credit  through  the
var ious external lines under its administration.
According to the Seneral Manager of FENACSE® 5 Operaciones Depart-—

ment, the average loan made with FMA funds requires  less  than

thirty days to process,  from the time of initial application to
the disbursement of funds. These loans currently bear a rate of
interest of 2.35% per month, and a term =f 130 deays. The Agri-

cultural Froduction Loans, by contrast,  typically are placed at
the disposal of the end user two to three meonthe =fter the begin-
ning of planting seaszon, that iz, long after the point whers they
miaoht have an influenue on production. Agricultural production
leans from these sources frequently are used Lo repay cradit
htained in the informal zector, reportadly at the rats of 10w

ey monhh,
then a f20 monbhs of Migh rates from
B Lvowith Bhe lower ratee avallable
lines, the zvarage financial coast of the

ld


http:Bs.17,481,214.41
http:US$2,C.00

15 praobably greater than the cost of credit made with lacally
mzxbilized resouvrces,

FENACRE'S Strateqy for Development:

FENACEE’s laong-term comparative advantage, as a federaticon
of cradit unions, is as a second or third level finanzial insti-
tuticon based on domestic deposit mabilization. As was pointed
aut in the introductary chapter, deposit accepting instituticons
require  a musch higher degree of integration ints  the financial
zystem than does the ariginal stand-alone, share-bazed rcredit
unian.  Furthermore, because these instituticnes may reach a vash

marlet uwsually neglected by commercial banks  in Wird Warld
environments, the growth potential for an integrated system of
deposit-accepting credit unions is very areat. To reach its
patential, FENACRE must assert itself az a second-level financial
institutions  supplying the services demanded by its affiliates.

This general prerequisite may be thought of as  having Wizt

components:

FREREQOUT

N

ITEE TO THE ATTAINMEMT QF FEMACEE'S FOTENMTTAL

3

Al After the pericd of service az a distribubor of fertil-
1zer, the Federati@n must reasszert itself a=z a financial
institution.

o) Upzn regaining credibility as a financial institution,

FENACRE must begin to evolve in a direction dictated ay
its comparative advantage within the larger context of
the Rolivian credit union movement, Lthat is, as a secong-
level financial ipetitution providing services Lo ite
deposit-accepting affiliates.

While FEMACRE, as the income fi gures displayed in the above
Table cle=arly indicate, has largelw achi@ved the first of  these

ob jectives, considerable confusicon  remains at the Federation
hzadquarters  in Cochabamba concerning the attainment of the sec-
ond. On the one hand, the zuccess of LShe ©MA az = generator of
net income is causing the Federation, parficularly the FENACRE
staff, +to press for the expansion of this program o other popu-
lation centers, notably Santa Cruz and La Faz. If the FMA  @n-
counters the same success in these cities that it has enjoyed in
Coczhabamba,  this program——-which, it will he reacalled, places the
Federation  on the same cperaticnal level as  its members——may

2merge  as & major  source of friction hetween the FENACES  and
its affiliates. Secondly, while FEMACRE officials zpeak of the

Federation bhecoming a second-level financial 1n%t1tu*imn, Wwhich
they sometimes refer to sz oa cooperativa anl, and sometimes as oa
"Cinanciera," they do not have 2 wvision of 2 verflcallv inta-

oratan inEtitution bhasg o Somestis resouwrce wmobilizaticn on
theropartoof i%s affiliates, In=t Ehoey spoal o F bl Federg-
Yion o becoming an interm edlary evternal donor  arqaniza-
Tiaons and the cooperabive soe t-..-r in C_l Zrier al . Onz plan, which is

3till in the formative stages, foresees the creaticon of a fimance



company  that would be 51% cwned by FENACRE ape 33 b dinterna-
ticnal donor organizations, nerhaps USAID.

FEMACRE appears to be following a confused  and decidedly
second-best development strateqgy, one that reflects Ehve oowsr ful
influence of the incentive structure created by the intzrnatiocnal
donor community. When FENACRE officials speak of demestic re-
source mobilization, they are building on their FMA axperience,
which leaves the Federation at the level of a Primary  financial
institution, in direct contact with the public. UWhen they =peak
af FENACRE as a second-level financial inztitution, thev forget
about domestic rescource mobilization and focus, inetezd, on their
rale as broker, to the cooperative sectar, of the fore: i
available through internaticonal doneors. n hath inzta s
Federation is heing maneuvered anto a collizion coor s with it=
affiliates.

Out-Competing Its Affiliates for Deposits

Because of its image as a naticnal institutismn thab en ja
the support of the internaticsnal community,  FEMADRE iz able to
out-compete its affiliates for deposits from the public. In
! d=porit mobil-

wwhabamba, for example, Hospicio——which began {4z
ation campaian at approximately the same bime bhat Flus Fadera-

iz
tion began the FMA, but with no technical assictames from UEAID—-
ig forced to pay approximately SO% more than.its umbred s v aani-

i
zation for otherwise similar depoits: While FEMAZREZ i3 able tom
mxbilize substantial rescurces localily by paying 0% per annum on
dallar deposits, that is, Just two percentage over what
commercial banks are paying, Hospicio is tuvrently naving upwards
from 307 per annum @n its dollar dencminated &3ime U

Competing With, FRather than Complimenting ites AFfiliates

The compecition from  FEMAZRE  in £he  area  of deposit
mabilization would not hurt the credit uricres §f the  Faderabion
were inclined to reinvest 3 suhstantial portiaon of e funds
captured  from  the public irn loans to iks affiliates, Such  a
palicy, by lowering the caost of funds to She credit urionz, would
orient the primary institutions toward the umbrella crganization,
and, consequently, contribute o the Integration of *he system.
Instead, however, of using the funds mobilized from the public fa
strengthen  its battered affiliates, FEMACRE, by itz policy aof
making numercus small loans directly 4 individuals, iz competing
for precicely the same borrowers served by the credit unicons.

It is difficult to escape the impreszicon that the ©Ma credit
policy reflectsz, at least to some extent, a desire an the part of
FENACRE to project the image of an irmstibubion capable of reach-
ing the populaticons targeted by the principal internaticnal denor
organizationzs,

2y aiming to sxpand its rale as brober of Fovelan zavimgs Lo

the  cooperative zectar, FEMACRE 1 prenaring bt Lot enzi fv flas
prezzgre 1t is curvent ootk trugnling

Lol ions Dhroagh bhs 3 FITVTIRIE e

targets the aotzn e, s ode

sorad limes of

roedits Inzbtead of swncerning
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itself more intenssly with the needs of its dues—-paying affil—

iates, FENALRE, through its Demartment of “rﬂ"m*tu, iz gearing up
Lt provide a broad range of technical azsiztance to non- affil -~
lated proﬂnrtion cooperatvives,  so fthat they may  qualify  for

externally funded lines of credit, which FEMACEE will then admin-
isteru Credit from internationel donors, of course, is even less

“pensive  than the creadit FEMACEE extends through its FMA  pro-
glam, which makes the Foderation the fiercest competitor to its
own o affiliates.

FENACRE, of courcse, did not set cut with the eXPreEss purposea
of  harming its affiliates. Like itz member credit wunians, the
Federation, in its =truggle to right itzelf after the debacle of

yperinflation, iz merely respoending to the sconomic signals of 3
rather powerful, alheit zcmewhat pEYver e, incentive structure,
much  of which has been put in place by the internaticnal donor
community.

It is difficult not to conclude, as cne watches the Federa-
tion  contort itself in response to what it peorceives to be the
expectations of the internaticnal donor s—-—turning away, in these
contortions, from itz affiliates and the Dright future that it
could make with them——that the credit wnion system of Bolivia
wold  be much strongsr tomorrow if a1l hope of managing externa
credit lines could be axtinguizshed Loday.



CHAPTER FIVE: THE CREDIT UNIONS

In thisz chapter, the data collected cn Forms I through IV

Wwill be analyvzed and intarpretad. The first séction treats the
ingtitutiornal data, collected on Forms ITI and IV, The
institutional data is alsao analyzed in Appendix Lot this

report, whicth aleo containe the raw data from Forme III and IV.

Section I of this chapter reviews the data ~ol lected prin-
cipally fraom the 32,562 individual ledger cardszs sampled at the 19
credit unicors included in the SUr ey, Thie is the data that was
recorded on Form I, and which iz presented in coneiderable detail
in Appendix D.

Tha third cection to this chapter reviews the data on credit
union credit activities, collected on Form I1. The reader shaould
consult Appendix E to this report feor the tablecs and other data
upzn which the discussion of credit activities ie hazed.

Copies of the data caollection forme are presentad in Appendix

HY|

F)

It must be acknowledged at the cutcet that, dus to the
gevere  time and resource constraintz discussed  at considerable
length in the Introduction, the analysizs presentesd chap-
ter by no means exhaustzs the database croated by Lhe Catholic
University team. An effort has been made to foouz an the areas
that have a divect bearing on the major  policy  issuss facing
FENACRE and the internaticnal deonor organizatiaon that my concern
themselves with the Federation’s future.

) s
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Sectiaon I
Emerzing from Hyperinflation: The Instituticnal Data

During the pericd of naticnal -risi ' redit  unions,
naving last the bulk of Lheir 2arning assste fand liabilities) to
hyperinflation, uzed their cocperative structure to praovide serv-
ices of a non-financial nature. A& EUYDTICiHQ number, in response
to the orisis in public sducation,  opened scohool s during this
period, or laid the planz to apen them. Thu Evpical aredit union
af  the era of hyperinflation, however,  came to resemble a dry
goods store more than anything else. During this pericd, when, it
will be recalled, the Federation was engaged in the distribution
of fertilizer and cther agricultural inputs, the typical  cradit
wnion became a distributer of basmic necessities, such as rice,
noodles, cooking oil, detergent and toilet tissue.

While it remains to be seen whether the entry into  formal
eduraticon  will prove a boon o the movement cver the long  run,

with the return of ztability, it did not take the credit unicne
long to discover that they had last their temporary comparative
ad”§n+age in the distribution of commodities. A unsold stocks
4 Lo accumil ate in their shorerooms,  the credit unicne hagan
raturning to their criginal activities. Instead of mobilizing

Lo the frontiar gith

]
it

aireas from DYhedly members o send RN Dl P

Zrazil to o bring bacl merchandize,  Lhem ceadit Lt cnes
irig o the: vecource: mabilized feom their membere Yo malos
wividuals,  many of whaom, thean, A4z privabz sntroagro-

Eruclc be vhe frontier.
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Thiz {s & €lightly more round-about way of providing credit
unicn  members with the basic commoditieos they demand, but one
that has proved to be more efficient than the direct anpraoach-—in
Bolivia as well as in innumerable ather Migtorical contexts.
The credit union specialires in mabilizing resaurces and  sxtend-
ing «credit, that is, in providing financial services——an area
where 1t has a considerable comparative advantage--leaving the
provision of most real services in the hands of the wide agssort—
ment of individuals and groups that make up its loan clientele.

The transformation, in the year following the end of
hyperinflation, of BRolivian credit unicns from instituticons en-—
gaged principally in the provision of roal services into  finan-

cial institutionsg, e visible in the changing structure of their
assets and liabilities, as veparted in the annual reports of the
credit uniong included in the survey. Table -1, below, presents
the averages for impartant items inzluded in  these year—end
statements, in both absolute and percentage terms, and the per-
cent change between the twao reporting pericds.
In the accompanving table, %the percent figuras do not sum to
100, due to the fact that many items are =xcluded from  this
table, and to the fact that items from both sides of the halance
sheoet  are  iac)uded, Thae rauw data with which this  tahls  was
wnstructed,  az owell  as corresponding tables for  the  various

ga nurnphln recions and individual credit unions ineloded in  the
survey, are presented in Appendix © to this repeort.

O}
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Table S-1: STRUCTURE OF ASSETS AND LIABILITIES: 1985 and 1986
tIn Bolivian Fecos)

1285 1386 Z Change

Total Assets 3,032,425, 34 11,020, 143,51 3356. 36
Z Total 100.00 100,00
Total Loans 365,314,328 4,021, 165,62 1,113,290
~

A Totbal 11.81 37.12

Fived Azsets 2,238,594.57 3,646,842, 20 162,91
L Tatal 2,33 33.09

Depaosite 476,091,472 | €,704, 144,57 1,408.16
% Tatal 15. 40 60. 94

Capital : 1,752,672.16 3y 050, 126,20 172.00
A Total o630 , 27.69

Pevalued Tapital 2,286,327.11 1,099,294, 09 —————
“ Total 732,32 2,38

Source:  Data Collection Forms ITI and IV, and Annual
Feports from the Coocperatives in the SQample

MOTE: These figures are averages for all the -redit

Oruro, for which 1985 data was not collesbad.

Az may b2 seen in the above Takle, while reposrted  total
assetz for the 16 institutions included in these averages arew by
move  than 256 percent, to%tal loane grew three times as  fast,
causing  them to rise to 237.12% of total assets at the end of
1286, compared with 11.81% at the end of 13285, At 37.13%%, Total
Lzanz are the most important coamponent of Total Assets, foal lowed
oy Fixed Assets, which make up 332.09% af the tatal.

It is quite szignificant that Deposits arew even faster than
Total  lLoans, increasing 1,408.16%, «causing them to rise  fram
15.40%  of Total Assetzs and Liabilities in 1985 ta GO.84% by the
end of 13R6.

The fact that deposits grew even faster fthan loans during
this period of transition serves to underline the importance  of
domestic  resource mobilization to the growth of  financial syE—
Lams. While interrational donors tend ta foeuws on the Para2nnial
problam of a scarcity of rescurces, the more fundamental nroblem
appears to be an underdeveloped or impaired financial syszltem,
which fzaile to mobilize the resaurcos that aras avallakle. Az the

sl ounveons reazsert themselves as financial inebitubione after
b Jostration wrought an Shoem by nyperinflation, the rebuilding
3 tarains ot the basis of deposib mobilization.
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Ancther  interesting point that may be made on the basis of
the above table concerne the ralatively strong capital  position
>f  these 'decapitalized’ financial instituticne. At the end of
1283, the 15 cooperatives prroviding input for Table S-1 reported
capital that averaged S6.3%0% of total assets and liabilities. Ry
the end of the faollaowing year, capital had fallen to 27.68% of
total assetz and liabilities, which, however, 1z still a rather
high ratic for deposit accepting financial institutians.

The «credit unions, despite having been battered by infla-
tion, still have conciderable positive net worth, due to the fact
that the same process that destroved their financial assebs alseo
destroyed their liabilities, leaving their vaal aszetz——typically
consisbing of developed real petate, part or all of which iz used
for their offices and meeting places--virtually unencumbered.
These unencumbered real assets-—particularly when they exist in
the highly visible form =f attractive buildings, give the credit
unicons  a  firm basis on which o pursue deposit mobilization.
Using a conservative rule of thumb whereby a deposit  accepting
institution may comfortably have liabilities equal Lo ten  times
1ts  capital, the capital position of Bolivian credit unions  at
the end of 1386 would appear sufficient o support a four or five
fold ewpansicon  of deposits, with no further expancisn =f the
=2quity base. Given the ease with which an expanding oredit union
i=  ahb Yooadd to its capital hase, through the zhars contriby-
its members, and the fact %hat & certain amount of ascset

—
(e

-t i

tions o
revaluation was still coourring during 1987, it would  seem at
least theoretically possible far the system to continue to expand
for a while at the breathlese pace of 1986,

Although the figuree for 1987 were not yet available at  the
2nd of the data caollection phase of this study, it app=ars that
at  the end of 1326 the credit unione werae poised to captures  an
increased market share from commercial banke and ather providers
af financial zervices, praoviding, of course, that no new dizin-
centives to domestic  rescurce mobilization were put in nlace
during 1987.

Section II
The Individual Ledger Zards:

Socic—economic Frofile of the Credit Unicon Members:

While & wealth aof socic-—economic data was collected on the
3,968 credit union members sampled by means aof Form 1, and the
1,127 «credit union borreowers sampled by means of Form 2, time
does not permit a detailed analysis of this data within the main
bady of the report. The interestesd reader igs referrod, instead,
ta the relevant portions of the Appendices D and E, particularly
Tabla 1 of Appendix D, "Anali=zic Segun Doupacion,” and Tabla 1
of Appendix T, "Analiwis de Prectataricos Segun Doupacion, " Mary
obher  statistics are also coentained in bhe cerneral o povrbtions of

theze Lwe important zppendicacs. Zince thece appendi contain
Tablz:  for bhe various regiong as well She sample sz o whnla,
thay oy mrove e ful fer sthae trvzetigations ancillary Lo the
Main Shrust of bhis CIRDT L. “ )

L3y



Tha Freponderance of Savere Among Credit Union Members

Cne of fthe most important findings of the survey of fthe
ninetesn oradit unions was the zurprisingly low pervcentage  of
borrowers among active credit union members. Among the 32,563
individual ledger cards examined, only 149, ar slightly maore than
4.18%, were found with loan balances greater than zerco. Even

when allowance is made for the fact that in five of the 19 credit
unions  sampled, the ledger cards of members with loans were
inadvertently excluded fraom the sample, the number is surprizing-
ly low.  Even if the population statistic were cne or two hundred
percent  greater than the sampls statistic- -3 relatively unliltely
event--we would have to conclude that $he araat majority of cred-
it union members join for reascons or services other bthan credit.
One service that appears to be in ore2at demand among  credit
unian members is that of savings and time deposits. Despite the
severity of the continuing economic dizlocation of the country,
the averace savings balance shown on the 3,053 individual ledger
cards sampled was aver US$100.00 at the current exchange rate,

(B=s., Z26.327). While it is clear that the average figure is
heavily influenced by a relatively =zmall number of large

= Lo TR -~

deposits, it is very significant that 650 of the 3,562 ledger
cards, or 18,24, showed savings halances Graatvar Than Eo, 100,00,

Of even greater interest, perhaps, is the fach that, at ths
= . [} ? b4
naticonal level, the average savingz balance of credit  unien

members  without loans is siagnificantlsy larger than that of mem-
-4 b5 J =

oers with loans, as may be seen in the flowing Table:

Table 5-Z: Average Savings Ralances:
Members with Loans Compared with Member with No Loans
(In Current Bolivian Currency)

Membere with Loans Members Without Loeans
174.68 222,62

Source:  Appendix D, p. 106,

The =zignificance of this statistic derives from the fact
that we expect savings halances to be positively corrvrelated with
loan balances, due to the fact that sredit uniaons traditiconally
grant loans on the basis of savings, and frequently capitalize a
porticon of the loan, in the form of a frozen deposit in the bor-
rower’s  zavings acocount,  to hring the relationship between zav-
ingz  balance and loan balance into line with the credit union’s

current guidelines or paolicies

In fact, suwch policies,  and zuch a positive caorvelation
were2  ohzerved. The glocbal average savings balznce for  members
Withvout loans s affected by *+-= particularly agareszive it

mobilization cocurring in ane of the  five aaonvraphic ragiong

tneluded in the aurvey, in Cochabamha, Az may bhe confivrmerd by

conzulting  the portions of Appendix D which praosent £he Aats e

ragion., In the other regions, the average savinags balance of the
~ .

!


http:rrelaiti,.on
http:US$100.00

sub-population  of members with loanz euceeds the average savings
balance of members without loans.

. Thiz  statietic may be given an invaresting interpratation:
The existence of a large number of cvadi® umricon members who  yse
thelr institution Principally az a place to hold  their zavings
suggests that the credit unions have evalved to the point  where
they are serving two functionally distinct  populaticons, =avers
and borrowers. Since savers are the foundation upon which all
financzial institutisns are ultimately built, it is gratifying tao
nate that Rolivian credit unicons are naying attention to them,
and, judaing by the numbers, apnear to be sarving them well.

The Siz

]

~Distribution of Savingz Depoaits

As may be seen in the tabli bhelwow, the size distributicn of
savings balances iz strongly zhowed to the left, or low end of
the range. Almazt seventy pervcent of oroadit union members in the
sample  had savings balances of Bs.50.00 or less. These I,487
accounts controlled les= than four paroent of She tobal zavings
found in the sample. At the other 2nd of the range, the 2.5% of

of
Ehe depositz over Bs. 1,000 comtralloed 72% of the EAVINgs.

Table 5-3: SIZE DISTRIBUTION OF SAVINGS EBALANCES

Size of

Account 0O - 50 91-10G  101-250 ZEI-300 SO1—-1000 21000
Number 2,487 4z 2E7 14 E3 3=
% Tot. £3.9 12,0 10,0 a,0 1.8 2.5
Zum. e2.2 ge1.8 91,8 5.7 2T7.5 100
Ralance 21,223 21,822 7,231 43, 2E0 47,540 588,743
4 Tot. >5.2 2.2 T (ER 5.3 72.0
Tum. 3.4 7.0 14,9 ~1.1 2700 100

Source:  Tabla 4, Sppendixc D
Several Comments are in mrder:

The top end of the range {s heavily influesnced by the ag-
gressive deposit mobilization by the -redit unicons 1n Cochabamba,
as  may be see by referring to the correceponding regional tables
in Appendix D. In La Faz, for example, 18.5% of the total sav—

ings are held in the 75.3% of the acccournts of Bs.S0.00 ar less,
and  cero  percent ig held in accounts ovepator thar 2. 1, D00, D0,
In Santa Cruz, 30.2% of the tobil cavings in the sample  are held
in the lesz than 1% of the accounts  with  bal aneos axcaading
Bz=. 1, 0000, )

The zbewness of the cizo 41 c%ribobs wm o f eqoinno Dal amcen
preobalzly corresponds vl e ttha s hukien o f e eame and
vealth in Rolivina,

Thi= stewneszs raflectsz bhio T b 5h L sradit vt eon,
demand-driven inztitution:s, seupond be btha oxigencies
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market place, which reflect, necesszarily, the underlying distri-
bution of wealth and income.

Measnures of Credit Union Achivity:

The following table gives scome perspective an hﬁw credit
union members are using their institutions. The most int teresting

statistic in this table is the ratie of average number of
deposits per year to the average number of withdrawals, which for
the <sample as a whole is 13.76. There i< little doubt that the

high ratioc of deposits o withdrawals is part of the legacy of
credit unicnism, which began, it will be recalled, with share
diepirsits which, in practice, were not to be withdrawn. That this

iz the case here iz suggested by the dizaggregated statisticr= for
the various regicne and individual credit unicns presented in thne
same table. In those regions and in those cooperatives where
deposit mobilization has been most suzcessful,, that 1", in the
credit unions of Cochabamba, the rati- of de pu51t= to withdrawals
is  lowest. It ie apparent that aqggressive dcpu51t mzbilization
requires giving the savers masy access to their zavings, which
pointz up,  onoce again, the ligquidity management problems facing
the maturing credit unic =, and the conzequent need for greater
vertical integration within the credit unisn system.

& statistic that only appears to conflict  with  tYis
interpretation of the ratioc of deposits to withdrawals may be
found  in Tabla 2, of Appendix D, p. 113. Aczording tao this

Tablez, &lmost 307 of the total savings balances found in  the
sample  of 3,563 individual lpdqer cards belong to credit union

members  who have not visited the credit union even once in the
past twslve months tx matke a deposit o a withdrawal, and a to-

tal of almost 407 were controlled by members who made unly twa or
fruwer visits within the year.

The fact that a large percentage of the funds deposited in
credit  unicns  are controlled by members who rare2ly  wvisit the
cvedit uniaon nay be reconciled with the chservation that credit
urions  emphasizing deposit mobilization show a leower depogsits Lo
withdrawal ratic by nobting thal many cradit union omembiers with
substantizl  depozitzs are merely nglgél mﬂmbPr" of the coopera-

tive, drawn to it by the attraciive savings instruments available

there. Several of the credit unicns in Lochqbnmb 2y, for example,
attively mobilize ieposits from the public at lar [l Many «af

theze depositors fill oot a membership application, and may be
aranted membership ar, in some instances, "pPre-membership" sta-—
tus, but they are not credit unicn members in  the traditional

SEnsa. They may visit the instituticn once every 20 ar 180 days
to renew their certificates of deposit, but otherwise take no

part in credit union activities or other credit union =ervices
Thie active courting of non-member depesitore hy the must

anjAaressive mmb“irmr% 2f domestic resources amorg the  Bealivian

sredit unicons underliaes She euxtant to which they have grovn hHe-

ond the original Jharm—hw =e2d nodel,  and the wrgency aof the neaed

for  incvaased verticoa Iintegration within the o Wi i} -
=Lyl fin Bitubice owned by the credit anions, warl-
ing with them and on their baehal £

[1D]
in



AVERAGE MUMBER OF DEFOSITS AND WITHDRAWALS FROM SAVINGS ACIZOUNTS
(By Fegion, and for Selected Credit Unieans)

Fegiaon Sample Mumber of Number of Fatio of
oY Size Depcosits Withdrawals Deposits tio
Cocperative 12 Months 12 Months Withdrawals

Bzlivia as

a Whaole 3,963 3. 494 0.25 13.7€6

FESIONS:
Santa Cruz 325 S.17 0.03 . 57 .44
La Faz 33 3.39 Q.13 13.84
Coizhabamba* 1,164 1.37 0.5 .65
Or ur 327 3.32 0.0 7 166.50
Sucre SE6 <4.36 0.02 228.00

SELECTED

INSTITUTIONS:
Jesus Nazarenc =08 S. % 0.07 75.28
San Luis 134 3. 05 . 0.13 23.46
Hospicio . 361 1.83 0.11 15.64
Cristo Rey =81 3. 46 0.11 31.45
Santa Ana 237 2.E62 1.13 2.32
Santisima Trin. 214 7.15 0.03 238.3223
Huayna iz 2,30 0020 12,50
Magisterio Fur. 3 1.77 0.0 588. 50

Source:  Data Base 1 (Faorm 1D
*
See footnote, Next Table, as well as Tabla 9, Appendix D.

The next table, below, shows the axtent to which the current
level of activity is dependent on the rescurces that have been
mobilized within the past 1z months, and  ig, therefore, an
approximate measurement of the rate at which the system has been
expanding durinag the past 12 months. At the naticnal level,
aross  deposite into savings accounts within the 12 meanth periaod
previcus to the team’s visit to the credit union represent 71.15%
=f savings balances at the times of the respective visits, indi-
cating that the explosive rate of growth in deposits recaorded for
1986 has slowed considerably in 19897, It =till appears to  be
considerable, haowever-—parhaps in the T00% range, compared with
the 1,408.16% naoted abave, (See Table 912,



SAVINGS EALANCE COMFARED WITH AMOUNT REFOSITED

IN SAVINGS ACIZOUNTS DURING FAST 132 MONTHS
Fegiaon Aver age Aver age Fatio of
oy Savings Saved the twno
Cooperative Balance Fast Year Averages
CX 100)
Balivia as¥
a Whaole 149. 44 106.33 71.15
FESIONS:
Santa Crus 147.45 111.24 75.44
La Paz 42.68 23.33 S4. €6
Cochabamba# =32.38 206.43 70.48

Oruro 32.40 24.321 75.03
Sucre 47.84 40,41 34.47
SELECTFD
INSTITUT1ONS:
Jesus Nazarenao 26.60 20.01 23.16
San Luis 81.48 81.00 ‘92,41
Hospicic S92.26 336.10 60.13
Cristao FReys
Santa Ana 440.30 28%.32 88.30
Santisima Trin. 295. 14 41,23 43. 34
Huayna 22.88 21.61 138. 16
Magisteriao Fur. 72.75 S6.77 73.03
Source: Data Base 1 (Form 10
*

Forty time deposits in dollars at  the cooperative

Cristo Fey, which were included in the data recearded on
Form I, have been disregarded in the calculation of these
aver ages. When these forty deposits are inzluded, the
average savings balance at the naticnal level is 226.37,

and the average amount saved during the previous 12 months
is 105.1%, giving & ratic cr 45.44, while for Cochabamba
the corresponding figures are 515.9%2 and 123.63, for a
ratic of 38.G6%, and for Cristo Fey they are 1,034,493,
£6.34, and Z.56%, respectively.
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The Supply of and Demand fuor Credit: The Leoan Files
Introduction

Emulating Informal Financial Instituticns:

One of the most interesting =bservaticns that may be made on
the Bolivian credit unions as they emerge from the pericd of
hyperinflation is the extent to which they appear, as they
continue to distance themselves frem the original share-based
madel, to have learned from the informal sector, particularly
from  the "Intermediarics," whao broker funds between savers and
borrowers., This emulation of the informal sector is no mare in
evidence than in the speed with which they are able tao process
and close loans, as may be seen from the following table of dol-
lar denominated loans.

WAITINS TIME BETWEEN LOAN AFFLICATION AND DI$BUESEMENT
(220 Loans in US Dollars) }

Number

of Days 0o - =z 2 - 6 7 - 14 15 - 20 w20 Nz Data
Nz.bLoans 83 23 =21 e} 78 72

2 Teot. 27.8 7.8 &.E 10,3 2404 229
Cum. % 27.8 83.2 43.1 SG.6 77.95 100.0
Amount 103,85 44, 570 45,657 62,767 85,3263 116,000
Z Tat. 23, 9.6 2.8 3.5 18.5 25.0
Cum. 7 23. a3,z 43,1 S96.E 79.1 100.1

Source: Tabla 1Za, Appendix E

Note: This table does not mateh the table referred to in
Appendix E, due to the fast that cbvieous errors in the cal-
culation of percents and cumulative percents have been cor-
rected here. This note alsa applies to the following table,
which corresponds to Tabla 13b of Appendix E.

From the above table we naote that at least 27.8% «of the
credit union  borrowers cbtaining dollar  dencminated loans
received their loans within twa days of making applicaticon. The
percentage of borrowers receiving their dollar loans within twa
days may actually be considerable areater, due to the rather
large number of loan files where the data did not provide one ar
the other of the tw: dates needed to make the rcalculation. If
anly  the loan files with complete data are consulted, 33097 aof

all borrcowers received their loans within twe days, [83/(320-72)1
= 30,94, and G4.4% receive them within twe weesks.



A similar pattern is cbserved in the case of loans denomi-
nated in EBaolivianos, as my be seen in the fallowing table. While
the number of loans being made within twe days of applicaticon is
not quite as great in the case of lroeal currency loans as in the
case of dollar denominated loans,  the number of  loans being
closed within two weeks is very close in both cases, particularly
when the comparison is made with the sub-set of dollar leoans for
which complete data was available. That figure of S4.4%7 is
virtually identical to the S4.0% of local currency  loans dis-
bursed within tw:s weeks of applicatian.

WAITING TIME BETWEEN LOAM AFFLICATIOM ANMD DISRURSEMENT
(867 Loans in Bolivianos)

Number

of Days Q- 2 2 - 6 7 - 14 15 - 30 = 30 No Data
Nez. Lizans 206 121 172 157 132 &=

L Tiot. 23. 15.1 , 132.8 18. 1 16.0 7.2
Cum. % 23.8 38.9 58.7 76.8 2.8 100, 0
Amount 142,522 38, 301 231,524 214,628 130,275 57,208
% Tot. 16.3 11.2 2605 e 14,3 5.5
Cum. % 1.3 27.5 S0 79.6 2.9 1000

Source: Tabla 12b, Appendix E
See Note to previous table.

The impressive per farmance of the credit uricns in making
timely loans should be contrasted with oo glacial slowness with
which external credit lines are processed. Agricultural  pro-
duction  credit lines handled through the Central Rank, for  ex-
ample, frequently are nat available to the end user until months
after the time when they were needed, =2 that credit from this
source does not finance production, at all, but merely serves to
reduce the small farmer’s average boarrowing costs, According to
a high ranking FEMAIZRE staff member, m2st of  the production
credit handled by them—-—-because it arrives fom late to be used
for  production--is used to repay loans obtained in the informal
sector or  from credit unions.

The Declining Fate of Interest

After the data on the waiting time between 1can application
and loan  disbursement, perhaps the most interesting data to
emerge from the survey concerns the impressive, steady decline in
the 1lcan rate of interest that is ocbeservable  from hetween the
final guarter of 1986 and the third quarter of 1287, During the
perind  of hyperinflation, the rate of interest on credit union
loans  reached as high as Z0% per month LN dollarz.  As late ag
thz  Summer of 1936, credit wnion loan rakos as high as 207 per
month  in local currency wer2 abserved. By the end of 1386,

0



however, laan rates, responding to the inexorable law of supply
and demand so frequently cverlocked in the search for  soluticns
to Third World economic development przblems, were declining so
rapidly that credit unions were found offering to rewrite  loans
made just a few months previcusly, in order to maintain the good
will of their borrowers. By the beginning of 1387 woan rates had
begun the process of steady decline sbservable in  the table
beliow.

THE DECLINING RATE OF INTEREST ON LOCAL CURFENCY LOANS

Time Feriaod Number of Fate of Average Average
Loans Int. Size Term

Frior to
Jan., '86 84 8.70 888.80 8.2
1st Qtr.

1327 =17 E.16 210.50 6.2
Znd  Gtr.

13287 317 9. 02 1,004.00 . E&.<
2rd BQtr.

13987 164 4,3 1,042, 20 7.2
Oct. —=Nav.

1387 ! 2.39 8321.6 9.6
N Dates Qr S —_— —_

Source: Taple 14, Appendix E.

Analysis Accaording to Stated Loan Use:
ANALYSIS OF STATED LOAN USE

The interested reader is referred to the glabal and regional
versions of Table 13a in Appendix E for an analysis of loans ar—
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 repaort.
1= important to remember when consulting these tables
zhated loan use and the actuwal use to which a loan is put
mzy  he gquite distinct, and not necessarily due to any duplicity

=
—+
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an  tha part of the person filling out  the application: Emall
produwsars,  wha,  in general, are much better at making eccnomic
deciziong than at economic analysis, may not even knew what their
loanz actually finance, in the relevant econaomics sense, inasnuch
a2 aredit invariably finances marginal economic activity, that
s, activity that would not be engaged in in the absence of
credit.

One hint that the stated lwoan use may not be the same as  the
actual use comes from the relative uniformity of average laoan
s5ize across many of the different categories at the national

level for  loans made in the laocal currency. Four  of  the 12
categories  in the global or naticonal versicon of Table 123a cate-
gories are grouped around an average loan size of Bs.1,000, four

more  are  in  the Bs.1,300 to Bes.1,700 range, and four in  the
Ez.300 to Bs.300 range.

Additiocnal Observaticns and Femarks:

Many interesting findings buried in the scores af tables
that make wup the three large appendices to  this report  have
escaped comment  for no reason other than the shartage of  time.
Other potentially interesting guesticons that could be answer =d bv
consulting the databases created by this survey have not  even
been azled, due to the came shortage of this most pericshable of
rESILT I, It is believed, however, that the inclusicon of the
amitted material would not affect the ma jor conclusions of  this
report, except to strengthen them. An analysis of the loan data
from Form  I1 from the point of view of he wvariable rcalled
"aprobacion, " for  example-—the ratio of loan amount  teo ameaunt
applied for--would serve to underline the high gquality of credit
service the deposit-based primary instituticonz are able to = ffer:
L 123 of a sample of 1,187 loans, almost 95%, were made for the
entire anount on the loan application.

Finally, a rcaveat on the interpretaticon of an important
conclusion of  this report: The fact that the federation iz
Judged to be following a confused devel cpment strategy zhould not
be  construed as a judament on the quality of FEMAIRE s staff  or
directorate, for & number of reascns. On the ane hand, it
should e remembered that the FENMACZRE decicsion making process at
the policy level is democratinc, Inconsistent or confused poli-
c12s aay reflect the inconclusive results of political tug of
wars  cetueen rivel factions on the board representine thoraughl y
coherent but cpposing viewpoinks., The situation is further com-
plicated by the fact that the paid staff, which tends to view the
crganization from yet ancther pergpective, woccupies a power base
af 1tz own. Lastly, it must be borne in mind that a confused
development strateagy might represent the most raticinal or per fe-t
rasponze to o a confusing or flawed incentive =z=tructure.
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CHAPTER SIX: MAJOR FINDINGS, CONCLUSIONS AND RECOMMENDAT IONS
Summary of the Most Important Findinge:

The survey discovered an apparent majority of Bolivian cred-
it unions growing rapidly while reasszerting themselves as finan-
cial institutiocne in the relative stability of the post-hyperin-
flationary environment. A three—faold increase in total assets
and liabilities during 13986--part of which was illusicnary,
reflecting a revaluation of fixed assetes in termes of the stabil-
ired naticonal currency--was led by an eleven-fold real increase
in autstanding lcans and a fourteen—fald real increase in deposit
liabilities.

Although all credit unicons reported strong loan demand, the
mo2=t  surprising result of the survey wasz the heavy preponderanca
of savers among credit union members. The ability of the credit
unicns to meet the demand on the part of their members for depos-
it facilities gives these alternative financial instituticne the
liquidity to provide an unusually higa quality of service to
barrowers, as measured by the speed with which loans are pro-es—
sed and the ratio of loan amount applied for ta laoan amount
granted. Almzst 35 percent of the applicants in the sample of
1,187 «current loan files surveved received 100% of the requested
amount,  and  at least S4.4% (E4E wf a total of 1,187 received
their loans within two weeks of making applicaticon.

Although the credit unicons are verv affective and agaressive
deposit mobilizers, they face a number of liquidity management
problems peculiar to deposit accepting institutiong working with-
aut the benefit of a lender of last resort. They also face grow-—
ing competition fraom their cwn umbrella oroanization.

FENACREE, due partly tao the success of its deposit mobiliza-
tion program,  the FMA, launzhed at the beginning of the present
period  of relative stability, and partly as a responze to  the
incentive structure created by internaticnal rganizations, is
following a confused devel cpment strateqy which places it an  a
collision course with itz affiliates that mav  lead to  the

relative dicsintegration of the credit unieon System. Because of
its staturz as a national institution with ties - internatiaonal
organizations, the Federation iz able to aut-compete itz cwn
affiliates for deposits from the public. As an agent far inter-

national donors, FEMACRE iz able to out-compate them in the
provision  of credit to the cooperative sectar, in terms of cost
if not in terms of guality of service. By focusing on  deposit
mobilization from the public and the braokering of foreign savings
to the non-affiliated cooperative sector, the Federaticn is ne-—
glectina the legitimate needs of its cwn affiliates faor  pboth
technical and practical assicstance in the difficult area of
liquidity management. Instead of folleowing the praven develop-~-
ment strateqgy of vertical integraticon aver & broad baze of domes -
Eic resource mabilication, the Federation has adopted the curi-
ously  schizophrenic  =s=trateqy of descending to the level aof its
affiliates as a domestic financial intermediarv, while byv=passing
them almost completely when azhing as a zecand level in5titution,
Fhat 1=,  when intermediating hetwaen deanestie haoreowsrs and the
brokers of forelogn zavings., )



Conclusions:

The principal conclusions deriving fraom the survey may be
stated briefly:

1) The FENACREE system of credit unian has the potential  to
emerge as an important force for the economic development of
Bolivia, based on  the demconstrated ability of the primary
institutions to mobilize deposits from their members and from the
public, and to provide a high guality of credit zerwvice to their
membercs.

20 The FENACEE system of credit unicns will fail to reach i
considerable  potential due to the confused development strateay
currently being followed by the umbrella organization:

-— Instead of providing the primary instituticng with the serw-
ices they need to thrive as deposit  accepting instifuticons,
FENACRE, itcelf, has descended to the arganizaticnal level =f  a
primary institution, where it competes with ite affiliates in the
mabilization of deposits.

-— When FEMACREE does act as a second level institution——when it
manages lines of credit for axternal donor  organizations--—it

tends to by-pase its affiliates ali together, dealing, instead,
dirvectly with praduction coperativesz and other groups that  are
n>t members of its system.

Both  of these tendencies ©n the part of the Bolivian
Mational Federation of Credit Unicones——to compete with its  affil-
ilates when acting as a mobilizer of domestic resources, and ta
by-nasz them when acting az an intermediary of foreign rescurces
~—is 2 source of contenticn within the system that will lead to
itz relative fragmenkation and disintearation.

30 Much of the confusiocn in FEMNACRT' 3 development strateqgy is
attributable to  a perverse incentive structure c-reatod by the
international donor community, most natably by USAID and the US
FLL-480 Frogram.

Fecommendations:

usain has three general aoptiaons conzerning future
invelvement with FEMACEE and Bolivian  credit unions,  which
correspond,  roughly,  to 1) continuing with the status quuz, 2D
wikthdrawing the resocurcras prezently manaq=d by FENACREE at the end
of  the current contrac. period and reducing the level of syuc-cort
boo Yhe provision of a small amount of technicsl asElabance, and,
= maintaining the curvent loewvel of invalvenent, bhut raEvamning
Fhe program toocreate an o incentive skrocture condueion ko thiz

tem and effzctive mobili-aticon of

vertical  dntecration of bhe zus

domeskic yesources.

w“
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The first of the above options is the least desirable, being

oatbl costly and destructive. The second option is the most -ost
by R
effective, from a simple economis perspective, but may be politi-

Tally costly, for a variety of reasons. The third opticon offers
Ehe brightest perspective for the assisting the broad eross
section of economically active Bolivians served by credit unions,
but may be unworkable because of bureaucratic and legal constraints
affecting donor crganizations. In the following paragraphs, the
ma jor cocts and benefits of these three general opticns are high-
lighted.

OFTICON I:

The major benefits that attend Opticn I are  those that
attend any effort to maintain the status QUi It is familiar, no
one 1s require to stick his neck cut, an entrenched constitusncy
supports it,  on a bureaucratic and mperaticnal level, it works,
and =2 forth., 0On the caost side, there are the unknown opportuni-
ty costs associated with possible alternative uses of the resour —
c@s currently administered by FENACREE, such as the benefite that
might be derived by lending these funds long—-term for the build-
ing farm access roads, markets, and so forth, as well as  the
inhibiting impact that the management of these funds by FEMACEE
15 having on the development of the Bolivian credit union systam,
discussed at lenath in the main body of this renart.

If the present policies and present trends continue, FENACRE
will continue too distance itself from its affiliates, and

eventually from the cooperative sector 1in general. The power «of
the FEMNAZRE staff will continue to arow and the power of the
2' 2t poard  will decline as  the Federation’s manager s

comprehend  the lomg-range siagnificance of the fact that in the
matter of its two principal sources of fundsz—-—depogits maobilized

-

directly from the public and lines of credit coming from interna-—
tianal donor crganizations--the umbrella crganizaticon is indepen-
dent of its legal cwners, the credit unions. When this happens,
FEMAZCREE will be well on its way to becoaming just anabher commer—
cial  bank ip a country that is suffering from avar—-capacity  in
153 bhanking industry.

OFTION TI.

There are many benefits that could be derived from reducing
drastically the 6&gency’s level of involvement with FENACEE:
Mizies importantly, resources could be freed for alternative in-—
vestments, and the Federation could be led to discaver its natur-

al comparative advantage, as a provider of services to its affi]-
iatec, There are a number of =Zaricus objections t such  a
radical approach, however.  0On the one hand, at this point in its

D

evalation, after the success of its FMA Frogram, it may take moy
than o benign nealect to recrient the Federation awavy from  direct
Zralings with the public btoward $he provizion of zervices to ite

affiliated primary institubions, Secondly., 1f USAID and =_-420
w2 So soddenly dyon FEMACEZ,  sther internaticonal domor - Lol d
crerably picls them upoand conbinue Wity =imilar AToarams of
srmilarly destructive repercuszsions. Finally, it might he very




costly, politically, to abandon an arganization that hasz  tuned
itself so finely to what it perceives te- be the Agency’s wizhes.

Bacause of the seriocus cost conzideraticnes outlines above,
neither Option I nor Option II should be  sonsidered oositive
recommendaticns. If the Agency were forced to choose between cne
of  the twa, the gamble of the second alternative shouls be pre-
ferred to the well-understood and certain digruptiveness of pres-
ent policies.

OFTION III: A FOSITIVE RECOMMENDATIOM

Because of the enormous potential that  ce-dik urizns, as
domestic financial intermediaries, possess for raising She stan-—-

dard of living of a brwoad cross section of the Belivian popul a-
tian, and because of the congiderable momentum with which the
system is moving in a misguided direction, the Agency should con-
tinue 1its current level =f invalvement with FCNALEE, but with a
new fozus on the incentive structure created by its intervention.

The desired incentive structure would have the fxllowing

characteristics: it would lead to increased vertical integra-

tiocn  and increased domestic rescurce mobilization by the credit

union system. It would do o so by orienting the cren:% unions
L

"M

towards the Federation as a supolier ar zervices, and thz Federa-—
tion towards its affiliates, as suppliers =of loanable furnds.

These objectives could be achieved with the following modi-
fication of the conditicnalities placed on the funds manzged by
FEMAZRE:

1) The Agency should require that all on=lendinc of its
funds be handled by credit unions affiliated with FEMN&ZSZ, More-
cvar,  in order too maintain the discipline that is cruc:=! to any
institution ar zystem built on deposit maobilization, it is impaor -
tant hat  all  loans made with external fundes be made to  the
credit  unions,  not throwah them. Each institution, ‘“S=zginning
with the Federation, wust bz responzible for the repavment of

credit  lines raceived from the institubticn above it, without
ragard tm the performance of the intermediate or fimal borrowers.,

Malking the primary instituticnzs rezponsible for the repay-—
ment of the credit lines means, nof course, that they mus: al=zo be
given greater dicscreticn in the making of the 1oans. In  ather
wnrdd, if the Agency were Lo adopt this approach, it woold have
to give up the illusion that directed credit is a viabls option

for intervening in financial systems.

T insure that outside rescurces have no adverse imzact an
domestic  regowrce m-hilization, they should be handlecd anly by
affiliates that have shown proficiency in mobilizing anz aanaging
depozite from  the public, and which maintain  some minimum
percentage of theze funds as a reserve in FEMACRE. Lozsns frem
the Federation to the primary instituticone zheuld be =T bured
similarly to the loars the primary institutions make =- their
mzmbzrs, wikth the fterms, particularly the rate  af LTherest,
c2flacting the loverage invalved.

6
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2 T avoid  the destructive and perverce incentive
gtruciuras  and the pattern of poor service to the uwltimate

borrower that are created when financial instituticons are  forced
too work with  non-market ratez of interest, the institutions

handling he lines of credit should be given great  latitude in
satting the rate of interest. Optimally, the lending rate of

interest should be set at the marginal cost of  funds o the
borrowing  institution, oo that the respective institutions per-
ceive no disincentive to continue mobilizing depoeits, neither
from the public, in the case of the primary institution, nor from
the credit unione, in the case FENACRE.

30 In general, LEAID/ Mol ivia should resist the temptation  to
viaw FENACREE as its zgent, ar, worse yet, as a 'channel?! for its
FRSOoUrCes. Such an attitude exposez the Agency to the charge of

perpetuating a condition it is charged with eradicating. FRather,
USAID <chould recognize the potential that resides in the FEMACEE
system of credit unions to become a force for the ecanemic de-—
valopment of Bolivia, wone that mavy continue zerving AID's target

populaticne lang  afisr  the last Mizzion personnel  have heen
recalled to Washingtaon. AID should not attempt to reach through

the Federation of credit uniaons to a population that it may be
forcad o abandon Somorvouw. Instead, the Sgency should foous on
the Federation, itself, in an effart to establish FENACRE =n the
brizad and firm basiz of domestic resource mobilizaticon-——the only
foundation substan*tial encough, over the long haul, to support
economic development.

4z


http:substant.al

BACKGROUND READINIS:

The following reports were written by the consultant to the
same ageneral purpose as the present one, and may be helpful to
the Agency as it attempts to define its future interventions with
FEMAZRE:

"Savings Mabilization in the Strenathening Financial
Markets Froject: A Working Faper for USAID/Bolivia," La Faz,
March, 1387.

"Some Observations on Froduction Credit and the Use  of
FL-420  Funde: A Background FEeport for USAID-Bolivia, " lLa
Faz, april 10, 1287.

"The FENACRE System cof Credit Uniaons: A Strategy for
Donor Asuistance," La Faz, aApril 13, 1387.

NOTE CONCERNIMS THE AVAILABILITY OF AFFENDICES AND THE ANNEX

A limited number of Appendices and & single copy of  the
Annax to this report were printed. Copies of the Appendices were
suppli=d to the USAID Mission $o RBolivia, to the Catholic Univer-
21ty of RBolivia, Department of Cooperative Studies, Lz Paz, and
Eo AbE and Associates, Inc., Washington, Do

The =single  copy  of Annes 2ne was delivered o the  USSTD
Mizziam i Lo Faz.

G2



