
THE RURAL SAVINGS MOBILIZATION PROJECT
 

IN THE
 

DOMINICAN REPUBLIC
 

dJreaarea for 

AID/IfAD EXPERTS MEETING ON SMALL FARqER CREDIT 

Roberto J. Castro
 

US AID/DR 

June, 1985
 



THE RURAL SAVINGS MOBILIZATION PROJECT IN THE DOMINICAN
 
REPUdLIC
 

The 	Rural Savings Mobilization Project ( hereatter RSMP ) is
 

one 	of a sdries of effo~rLs ny USAIU/Lominican Reouulic over
 

a number ot years to use and improve the performance of finan
 

cial institutions as a vehicle for rural develooment. Although
 

a relatively small project (overall costs at 1,290,000, includ
 

ing 	500,OdO AID and 790,000 host country contrioution) it is
 

an ambitious project intellectually, politically and develoo
 

mentally.
 

RSMP was conceived as a "pilot project" to denonstrate the
 

teasioility ot mobilizing voluntary savings in the rural areas
 

and to suggest the desirability of major changes oath in the
 

internai financial management of particioating Lnstitutions
 

and in the set of aggregate financial policies, including
 

interest rate uolicies.
 

The project has three comoonents:
 

1. 	 Savings Mobilization Ln the Agricultural BanK ( hereafter
 

BAGRICOLA )
 

2. 	 Savings Moo.lization in Credit Unions, and
 

3. 	 Researcn and Dissemination.
 

SAVINGS MO6ILIZATIJN IN aAGRICOLA
 

JAGRICULA was founded in 1945 as general development banK. In
 

1956, it began to siecialize in credit for the agricultural 

sector. Prior to 1984, when savings mobilization was imole 

mented under the' kSII , the dan< id not mooi!ize domestic re 

sources through savings or time deoosits. In tnese years, 

dAGRICLLA ooLained its loanable funds from three major sour 

ces: foreign donors, tne Dominican government; and rediscounts 

under tne Centrai danK-aoministered Economic Development Fund. 

With the availaoility of these funds, Lhere was little incan
tive for JAGHICULA to mooilize Oombeic financial rasources. 

the BanK Mad also a record of large deficits that stemmed 

from inefficient and costly o3erations, and nigh rates of 

delinquency.
 

Une objective of the RSMP was to establish a savings capacity
 

within 6AGRICOLA that would effectively mobilize resources in
 

domestic financial mar,(3ts, thus allowing the 3ank to become
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less dependent on foreign financing, Further, the process of
 

savings mobilization would lead to the creation of incentives
 

within the dank that would encourage more cost efficiency.
 

It was expected that dAGRICOLA would oecome a true financial 

intermediary oy offering services to savers as well as oorrow 

ers. 

rhe project played an imoortant role in initiating thinking
 

among dank senior-level officials about the benefits of sa

vings mobilization. Major events in this process were two
 

worksnoos. The first stimulated tnin<ing, and the second
 

was important in fostering implementation of the program.
 

There were two additional factirs that were instrumental in
 

hastening the rr)cess. Irst, the raiidly deteriorating
 

economic situation oetween 1982 and 1984 caused Dominican 

officials to looK more to internal sources, and less to ex

ternal tunas, for generating loanable funds. Second, in 

early 198L1 there was a change in the Administrator (tne Chief 

ExecutLve Officer) of the dank. The new Administrator, a fr 

mer Minister of Agriculture, was more recepLive to savings 

mooilization as a policy conceit anO took it on as a major 

project of his administration. These two factors, in comb

ination witn affective promotion and sunoort oy the project, 

were instrumental in causing BAGRICOLA to launch a major sav 

ings mooilization orogram in 1984, whicn exceeded largely the 

expectpd targets (four oranches mobilizing savings). 

On June 1984, the Monetary doard authorized 3AGRILGLA to re

ceive savings deposits. On July 2, the first savings were 

mooilized, oeginning in one oranch. By October 12, 1984 

ROB 672,000 were on deposit in fourteen of thirty-one dAGRI-


COLA branches. dy Decemoer 15, 1984, twentv branches were
 

motuilizing savings and HDS 2,827,000 were on deoosit. At
 

tnis point, dAURICOLA was recommended to stop incorporating
 

new uranches in tne savings mooilization program until the
 

set of irJolems generated for the Bank were adequatly address
 

ed.
 

The savings mooilization program has created several new
 

tasks and burdens for 8AGRICULA emoloyees. First, the oranch
 

managers must turn around the fundi mobilized into loans in
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order not to lose revenue and maintain the advantage of their
 
spreao. Moreover, they must try to lend these funds to 
clients
 

who demonstrate a high orobalibility of repayment in order to
 
cut future bad-deot losses. Given 
the Bank's experience with
 
hign delinquency, this means oeing very selective among borrow
 
ers. Second, 
the need to Keeo records and calculate interest
 

on the savings accounts has placed a considvraule burden of
 
extra work on some personnel. There are plans to solve this
 

through the installation of mini-com3uters in the branches.
 

Third, BAGRICOLA has become very conscious of the need to red
uce the 
costs associated witn operations and delinquency as
 

weil as revenues 
from interest rates as it has t3 determine
 
tne interest rate spread between savings and loans.
 

In summary, iL aooears that UAGRICOLA hs solved the "first
 

generation" oroolems--getting the savings mobilization 
program
 
estaolished and in ooeratLon. 
 In this stage, deoosits were
 

easily mooilized among existing clients and 
a few large de3osit
 
ors iy offering competitive interest rates and aggressive oro
motion. fhe "second generation" oroblems--new tasxs and ourd

ens--suggest that 
future growth may be mucn slower. It may oe
 
that the most easily mobilized savings have already been depos

ited. This, in combination with the several internal management
 
orooLems, will cause the dan<, especially the branch managers,
 

to move more slowly in oressing for more savings.
 

SAVINGS MOdILIZArION IN CREDIT UNIONS
 
rhe Credit Unions 
in the Dominican Republic, as in most Latin
 

American countries, have mobilized forced savings through the
 
deposits required of their memoers. The first Credit Unioo
 

was estaolisned in 1946. In 1949, tne Dominican Federation
 

Credit Union Cooperatives and Multiple Services, Inc. (FEDOCUOP)
 
was founded to serve as the single institution to coordinate
 

and oromote the Dominican credit union movement. In spite
 
that oy 1984 the Federation had 125 members, of which 54 
were
 

located in rural areas, its performance was judged deficient
 

by most measures. decause of FEDOCCOd's precarious financial
 

situation tle project wor~ed individually with each of the four
 
selected credit unions.
 

The first step, after the selection process, was to work with
 
the credit unions in educational and training orograms. At this
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time, additional technical assistance, mainly local, was re
quired. dy the end of October 1984, substantial orogress had
 

Deen made in training, out each credit union was receiving
 

continuos tecnnical assistance in order to address trouble

shoot oroblems. The second step consisted in working jut
 
strategies witnin each credit union ior ,romotion of 
the sav

ings mouilization program among its memoers. A raffle was
 

used to inaugurate the program, followed by a number of means
 

such as: flyers delivered door to door, street Danners, slides
 

for movie theatre advertising, and radio announcements. dy
 

January 1985, tnree credit unions were mooilizing savings,
 

with the frjrtn one incoroorated in March. By the end of Aril
 

1985, close to RDS 200,000 were on deposits in the four credit
 

unions. rhe oasic philosoohy for these accomolishments is tc
 

pay comoetitive rates.
 

Ihis comoonent has not develoned as rapidly as desired, due
 
to the time-consuming orocesses of selection of credit unions
 

and traLning. mere were two oasic reasons. First, there was
 
no support from FELUCCO' as olanned uecause of both the Feder

ation's serious financial difficulties and its weak administra
 

tive structure. 5econd, the technical assistance team was I
 
heavily involved in estaolishing the aAGRICOLA savings mobil

ization orogram in the early months of 
the oroject. Therefore,
 

there was insufficient time to devote to the credit union com

ponent to make it progress more raoidiy.
 

In spite if these accomilishments, there are several potential
 

problems 
that must be dealt with for this pilot effort to be
 

successful. The critical orooiems will be 
associated with
 

estaolishing a good institutinnal 'oase, forming a good team of
 

advisory personnel and funoing exoenses.
 

RESEARCH: DOMINICAN FINANCIAL MARKETS
 

Pri6r Lo the implementation of the HSMP, little researcn has
 

been unuertaen ii the Dominican Repuolic financial markets,
on 


especially uy Dominicans. The universities had not emphasized
 

researcn in general, mucn less that of financial mar<ets. Among
 

the lublic-sectur institutions, the Central BanK was the only
 

entity that undertooK financial market research.
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One oojective of 
the RSMP was to develop a researcn capaoility
 
on Dominican financial marKets in the country. The purpose
 
was two-fuld: (1) to undertaKe research tha 
 would oe useful
 
in formulating policy for and evaluating 
the savings mobiliza
tion effort, and (2)to estaolish a caoacity and caoability
 

within Dominican universities and '3uolic sector institutions
 
to undertake research and continue to carry it out, once the
 

REIM. is completed. 

Given that the RSN nas been in effect only more than a year,
 
the amount of research activity undertaken is quite remarkaole.
 
Iurthermore, tnia activity has made im'ortant in roads into 
institutionalizing researci units within the Central dank and, 
to a lesser ext2nt in tho several unijersities and some puolic 
en Lt ties. Tnf! rosearci nas ueen of an applied nature. The 
qualiLy is uneven, uut, iiuch of iL is gooc and very relevant 
to the goaLs Af the project, It has ,een imoortant in creating 
a oetter unoerstandina of Dominican ti".icial mar<ets, evaluat
ing the oertarmance of savings eoilization programs, and most 
important, assisting in molicy tUrmulation related to financial 

mar<ets. 

The two Key elements in research activity under the priject 
have ueen; (I) use of worksnops to identify researcn projects
 

and resoiL tne results ot these projects, and (2) work with 
institutions anu rotessionats to encouraqe them participateto 


in the research effort, in order to create a research capability 
to address jolicy issues fir financial markets in the nation.
 
A good numoer of different institutions and profassionaLs have 
manifested anda strong actiie interest in underta-,ing research. 
Of particular moorrtance, has ueen the enthusiastic suooort for 
the reseaich eftort in the Central BanK. The 3ank's Financial 

Department has rapidly built up a research unit, whicn has 
assemblea a iesearch team that has attac~eo several important 
pruolems in unerstanding tne rcle of nor.-regulated financial 
maretv. rhe rjsearch unit is well estaolished, and has the
 

suoport of the Senior tlank Officials. This is important given 
the key role of the Ban< im the nation in financial and mone

tary matteri. 

The research effort in the Aqricultural Oan, is much 'ore
 
liLited. While sucoorting t'o concept of researrh, it has 
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been unaertaken aescriptive evaluative analysis of the savings
 

mobilization effort, e.g., transactional costs and savings
 

oepositors behavior. The other institutions that are under

ta.ing research studies in financial markets are: Tne Catholic
 

University at Santiago ano Santo Domingo, the Technological 
Institute (INfEC), tne Superior InstituLe for Agriculture (ISA),
 

and the Secretariat of Agricuiture (SEA).
 

Although the researco dimension of the RSMh got off to a good
 

start, there are several oroolems. first, some ot the research
 

stuoies are taKen longer than planned. Second, there is a need
 

to build more solid instituti-inal bases for research units within
 

the univirsities. Fhe work undertaken oy universities has been
 

largely an individual effort; most of it oeing done by oersons
 

with M.S. and ph.D. level training. Tnird, there has not been
 

any systematic mannur estarlished for pubLishing the research 
results. l ourth, Some of the researchers need additional tech

nical assistance to comolete their orojects. 

In summary, the orcject has Deen exceptionally effective as an 

insgtrument of )olicy oialogue. Even ii substantive results do 
not ultimately meet hopes and exiectations, the process itself 

is an acconolisnment in that it demonstratas now effective in

depth dialogue can oe promoted on complex and controversial
 

policy issues. Tne comJination of public discussion, research
 

oy local investigators, and onerational innovation by counter

part institutions - all supported and encouraged oy flexible 

tecnnical assiatance and financing arrangements - is a desir

aole mooel for assistance. This model is oarticularly interest

ing in circumstances where defects in the oolicy environment
 

are considered toibe cruciil constraints to achieving signi

ficant national development objectives
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LESSONS DERIVED fROM THE HSMP
 

!.- The core issue in agricultural credit is not interest rates 
out the lack of orofitability in agriculture. Until the oolicies 
and the system of access to imoroved technology, inputs and mar
kets - which make agriculture profitaole - are in place, donors
 
and guvernment,,money" may not be viewed as agricultural credit 
( in the sense of funds borrowed with the intention of invest
ment in Lne agricuitural sector and repayment). Because of the
 
fungiole 
 nature of money, subsidized credit will oe channeled
 
to ,ore protitaole activities usually in 
the uroan areas. In or 

der' Lo deal With GODR expectations and needs for AID funding 
for financial sector nperations (beyond technical assistance 
and 
commodities for institutional imorovements), USAID/DR is
 
maKing an explicit distinction oetween: 
(a) money for "credit"
 
to encourage o1ofLtaole agriculture, and 
(o) money for contin
gent transfer payments 
.o farmers for defined economic, social
 
and 0oliLical oojectives. This last is justified until 
the
 

policy ond institutional structure of 
cne agricultural and fi
nancial sectois are in 
sound condition. In this sense these
 
ooerations are clearly identified 
as "transitional", related
 
only to current economic difficuities of the country.
 

2.- Supiort from the S and r/RAD Caooerative Agreement 3riject
 
"nural Savings for Capital 'ouilization" and its oredecesor 
"Hural Financial Nar<ets" was essentiai
an factor in develoo

1
ing and implementing 
tne rSI1 in a timeiy manner.
 

3.- The opportunities for domestic savings monilization are 
oresent in spite of deteriorating economic conditions. 
 In 
orcer to minimize the "risKs" of aggressive savings mooiliza

tion within institutions not previously oriented toward 
"oan.<ing" activity, fiexib.e and adequate technical assistance 
must oe assured to nelp local technicians deal with unfolding 

problems and opportunities. 

4.- The implementation df savings mooilization Programs within
 
credit unions may require initially a relatively "high" invest
ment as compaied to other financial institutions, but it gives
 
the hopes of a significant dnd innovative initiative in cooo

erative development.
 

5.- A project strongly oriented 
tward "rural" financial mar
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kets may help to open avenues of possible reform well oeyond
 
the strictly rural it it is effective as an instrument of
 

oolicy oialogue. A comprehensive financial reform is desirable
 

in order to imorove the performance of rural financial markets.
 


