Pr-ARCL-%SY

9519

THE RURAL SAVINGS MOSILIZATION PROJECT
IN THE

DUMINICAN REPUBLIC

Jreparen for

AID/IFAD EXPERTS MEETING ON SMA.L FARYER CREDIT
gy
Roberto J. Castro

USAID/DR

June, 1985



2

THE RURAL SAVINGS MOBILIZATIUN PRGJECT IN THE DOMINICAN
REPUGLIC

The Rural Savings Mooilization Project ( hereatter RSMA ) is
one of a sdries of effurts oy USAlU/Lominican Renuolic over

a numper ot years to use and improve tne performance of finan
cial institutions as a venicle for rural develoament. Although
a relatively small sroject (overall costs at 1,290,008, includ
ing 500,000 AID and 790,000 host country contribution) it is
an ampoitious project intellectually, politically and develop
mentally.

RSMP was conceived as a "pilot project" to demonstrate the
teasioility ot mopilizing voluntary savings in the rural areas
and to suggest the cesirability of major changes poth in the
internat financial management of participating institutions

and in the set of aggregate finangial policies, including

interest rate uclicies.

The project nas three comdonents:

1. Savings Mobilization in the Agricultural B8an« ( hereafter
BAGRICOLA )

2. Savings Mob.lization in Credit Unions, and

3. Researcn and Dissemination.

SAVINGS MOSILIZATIJIN [N BAGRICOLA
JAGRICULA was founded in 1945 as general development ban<. In

1956, it oegan to saJecialize in credit for the agricultural
sector. Prior. to 1984, when savings mobilization was imnlg
mented under the'HSMJ, the 8an< dio not monilize dumestic re
sources through savings or time denosits. In tnese years,
dAGRICLLA optained its loanapble funds fram three major sour
ces: foreign donors, tne Lominican government; and rediscounts
under tne Central dan<-aoministered Economic Uevelopment Fund.
With the availavility of tnese tunds, there was little incan-
tive for JAGRICULA to mooilize domestic financial rasources.
[he Banx had also a record of large deficits that stemmaed

from inetficient and costly ooerations, and high rates of

delinquency.

Une objective of the RSMP was to establish a savings capacity
within SNAGRICOLA that would effectively mouwilize resources in

gomestic fimancial mar«ats, thus allowing the dank to become
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less dependent on foreign financing. Ffurther, the process of
savings mobilization would Lead to the creation of incentives
within the Bank that would encourage more cost efficiency.

It was expected that 3AGRICULA would pecome a Lrue financial
intermediary by offering services to savers as well as pborrow

ers.

The project played an imoortant role in initiating thinking
among dank senior-level officials about the benefits of sa-
vings mobilization. Major events in this orocess were two
worksnoas. The first stimulated tnin<ing, and the second

was important in fostering implementation of tne program.
There were two additional factirs that were instrumental in
hastening the oricess. tirst, the rasidly deteriorating
economic situation between 1982 and 1984 caused Dominican
officieis to look more to internal sources, and less to ex-
ternal funas, for yenerating loanable funds. Second, in
early 1984 cthere was a change in the Administrator (the Chief
Executive Otficer) of the Bank. The new Adwinistrator, a for
mer Minister of Agriculture, was more receptive to savings
mooilization as a policy concenl and took it on as a major
project of his administration, These two factors, in comb-
ination with affective promotion and suaajort oy the oroject,
were instrumental in causing BAGRICOLA to launch a major sav
ings mooiiization arogram in 1984, whicn exceeded largely the

expected targets (four branches mobilizing savings).

On June 1984, the Monetary 8oard authorized 3AGRILUOLA to re-
ceive savings deposits., O0n July 2, the first savings were
movilized, oeginning in one oranch, By October 12, 1984

RD% 672,000 vere on deposit in fourteen of thirty-one 3AGRI-
COLA branches, dy Decemoer 15, 1984, twerty branches were
movilizing savings and RD§ 2,827,000 were on deposit. At
tnis point, JALRICOLA was recommended to stop incorporating
new vranches in tne savings moonilization program until the
set of pruolems generated for the Bank were adequatly addresg
ed.

The savings monilization program has created several new
tasks and pburdens for BAGRICULA emnloyees., fFirst, the nranch

managers must turn around the funds mobilized into Joans in
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order not to lose reverue and maintain the advantage of their
spread. Moreover, they must try to lend these funds to clients
who uemonstrate 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 DOrrow
ers., Second, the need to «eep records and calculate interest
on the savings accounts has placed a consideraole burden of
extra work on some personnel, There are plans to solve thic
through the installation of mini-comajuters in the branches.
Third, SAGRICULA has become very conscious of the need to red-
uce tne costs associated witn operations and delinquency as
well. as revenues frum interest rates as it has t» determine

the interest rate spread vetueen savings and loans,

In summary, il apoears tnat BAGRICOLA has solved the "first
generation" osrooclems--getting the savings mooilization arogram
estaolished and in oneration., In this stage, denosits were
gaslly mooilized among existing clients and a feuw large deodosit
ors oy pffering competitive interest rates and aggressive aro-
motion. The "second generation" oroblems--new tas<s and ourd-
ens--suggest that future growth may be mucn slower. 1t may be
that the most easily mobilized savings have already been depos-
ited. This, in combination with the several internal management
oroolems, will cause the danx, especially the branch managers,

to move more slowly in pressing for more savings.

SAVINGS MDJILIZATION IN CREDIT UNIONS

fhe Credit Unions in the Dominican Republic, as in most Latin

American countries, have mobilized forced savings through the
oeposits required of their memoers. fThe first Credit Union

was estaalisned 1n 1946, 1In 1949, tne Dominican Federation
Credit Union Cooaeratives and Multiple Services, Inc. (FEDOCUOP)
was founded to serve as the single institution to coordinate

and oromote tne Dominican credit union movement., In spite

that by 1984 the Federation had 125 memoers, of which 54 were
located in rural areas, its pe:formance was judged deficient

Dy most measures. decause of tEDOCCO?'s precarious financial
situation tine project worked individuatly with each of the four

selected credit unions.

The first sten, after the selection process, was to work with

the credit unions in educational and training oragrams. At this
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time, additional technical assistance, mainly local, was re-
guired. dy the end of October 1984, substantial nrogress had
been made in training, put each credit union was receiving
continuos technical assistance in order to address trouble-
shoot aroblems. The second step consisted in working Jut
strategies witnin sach credit union for .romotion of the sav-
ings mowilization program among its members. A ratfle was
used to inaugurate tne program, followed by a number of means
such as: flyers delivered door to door, street vanners, slides
for movie theatre advertising, and radio announcements. 3y
January 1985, tnrees credit unions uwere mooilizing savings,
with the frurth one incorsorated in March. 8y the end of Anril
1985, close to RD§ 200,000 were on deposits in the four credit
unions, [he oasic philosonhy for these accomalishments is to

pay competitive rates.

lhis comoonent has not develoned as rapidly as desired, due

to the time-consuming processes of selection of credit unions
and training. [nere were two oasic reasons. first, there uvas
no suppo:it from FEDUCCOP as aolanned because of both the Feder-
ation‘s serious financial difficulties and its weak administra
tive structure. Second, the technical assistance team was
heavily involved in estaolishing the BAGRICOLA savings mobil-
ization arogram in the early manths of the nroject, Therefore,
thers was insutficient time to devote tu the credit union com-

ponent to make it progress more rapidly.

In spite of tnese accomaslishments, there are several potsntial
proolems that must be dealt with tor this pilot effort to be
successful. The critical oarobiems will be associated with
estaolishing a good institutinnal ‘bDase, forming a goad team of

advisory personnel and funuing expenses.

RESEARCH: DOMINICAN FINANCIAL MARKETS

Priar Lo the implementation ot the KSMP, little researcn has

been unuerta<en in the pominican Repuolic on financial markets,
especially by Dominicans. The universities had not emphasized
researcn in general, mucn less that of financial mar<ets. Among
the oublic-sectur institutions, the Central B8ank was the anly

entity that undertoox financial maret research.
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One oojective of the RSM? was to develop a researcn capaoility
on Dominican financial mar<ets in the country. The purpose
was two-fcld: (1) to undertace research that would oe useful
in formulating policy for and evaluating the savings mobiliza-
tion effort, and (2)to estaolish a casacity and canability
within Dominican universities and »ublic sector institutions
to undertake research and continue to carry it out, once the
R@BM.? is completed.

Given that the RSM/ nas been in effect only more than a year,
the amount of research activity undertaxen is quite remarkanle.
turthermore, tnis activiiy has made imaortant in roads into
institutionalizing researcn units within the Central Zank and,
to a lesser extunt 1n tho several unisersities and some puolic
entities, Tne researcn nas veen of an applied nature., The
quality is uneven, wout, wuch of it is yooa and very relevant

to the goais af the project. It has neen imjortant in creating
a vetter ungerstand:nu of Dominican tinrz.cial mar<ets, evaluat-
ing the oerrormance of savings mobilization programs, and most
important, assisting 1n jolicy turmulation related to financial

mar<ets,

The two <ey elements in research activity under the prrject

have veen:; (l) use of warksnops to identify researcn projects
and repo:st tne results ot these projects, and (2) work with
institutions unu srotessionais to encourage them to participate
in the research effort, in order to create a research capability
to address jolicy 1ssues tor tinancial markets in the nation.

A gooo numoer of different institutions and professionals have
manifested a strong and active i1nterest in underta<ing research,
0t particular 1moortance, has veen the enthusiastic support for
the reseaich etftort in the Central dan<. The Sank's Financial
Department has rapidly built up a research unit, wnicn has
assembleg a 1esearch team that has attac<en several important
pruoolems in uncerstanding tne role of non-reqgulated financial
mar<ets. The rosearch unit is well estanlished, and nas the
support of the Senior #dank Officials. This is imporcant given
the xey role of the Ban< in the nation in financiali and mone-

tary matterq,

The research effort in the Agricultural 23an«< is much iore

lisited. While susoorting t-o concept of researct, it has
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been unuertaken cescriptive evaluative analysis of the savings
mobilization effort, e.g., transactional costs and savings
gepositors behavior. The other institutions that are under-
taxing research studies in fimancial mar<ets are: The Catholic
University at Santiago ang Santo Domingo, the Technological
Institute (INTEC), tne Superior Instituie for Agriculture (ISA),
and the Secretariat of Agriculture (SEA).

Altnough the research dimension of the RSM2 got off to a good
start, there are several proolems, +tirst, some ot the research
stucies are taxen longer than planned. Second, there is a need
to build more solid institutional bases far research units within
the univsrsities. [he work underta<en by universities has been
largely an individual effort; most of it veing done by nersons
with M.S. and 2h,D. level training. Tnird, there has not been
any systematic manner estaunlished for publishing the research
resu.ts, J{ourth, Some of the researchers need additional tech-

nical assistance to comslete their nrojects.

In summary, the orcject has oeen exceptionally eftective as an
instrument of »solicy uvialcgue. Even if substantive results do
not ultimately meet hopes and exasectations, the process itself
is an accowniisnment in that it demonstrates how eftective in-
depth dialogue can oe promoted on complex and controversial
policy issues. Tne comaination ot public discussion, research
oy local investigators, and onerational innovation by counter-
part institutions - all supported and encouraged oy flexible
tecnnical assistance and financing arrangements - is a desir-
avle mooel for assistance. This model is narticularly interest-
ing in circumstances where deftects in the oolicy environment
are considered to.be crucial constraints to achieving signi-

ficant national development objectives
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LESSONS DERIVED tROM THE RSMP

i.- 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 imeroved technology, inputs and mar-
kets - wnhich ma<e agriculture profitable - are in place, donors
and guvernment"money" may not be viaswed as agricultural credit

( in the sense of tunds borrowed with the intention of invest-
ment in ine agricuitural sector and repayment). Because of the
fungiole . nature of money, subsicized credit will oe channeled
to w«ore protftitaole activities usually in the uroan areas. In or
der * to deal with GODR expectations and needs for AID funding
for financial sector operations (peyond technical assistance

and commodities for institutional imorovements), USAID/DR is
making an explicit distinction oetween: (a) money for "credit"
to encourage n:iofitaole agriculture, and (b) money for contin-
gent transfer payments .o farmers tor defined economic, social
and political oojectives. This last is justified until the
policy ang institutional structure of the ayricultural and fi-
nNancial secloirs are in sound condition. 1In this sense these
ooerations are clearly 1dentified as "transitional", related

only to current economic ditticulties of the country,

2.- Supoort trom the S and T/RAD Coooerative Agreement OJruject
"mural Savings for Casital Moovilization" and its oredecesor
"Rural financial Mar<ets" was an essentiai factor in develon-

ing ang imoiementing the R5MP in a timely manner,

3.~ The opportunities for domestic savings mooilization are
oresent in spite of ueteriorating economic conditions. In
orcer to minimize the "ris«<s" of aggressive savings mooiliza-
tion within institutions not previously oriented toward
"ban<ing" activity, fiexib.e and adequate technical assistance
must oe assured to nelp local technicians deal with unfolding

problems and opportunities.

4.- The implementation 6t savings movilization arograms within
credit unions may require initially a relatively "high" invest-
ment as compaied to other tinancial institutions, but it gives
the hopes of a significant and innovative initiative in cooo-

erative development.

5.- A project strongly oriented tuward "“rural" financial mar-
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kets may help to open avenues of pcssible reform well beyond
the strictly rural it it is eftective as an instrument of
oolicy vialogue. R comprehensive financial reform is desirable

in order to imorove the performance of rural financial markets.



