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PREFACE 

In the consulting business, it is on extremely rare treat to 
be a Ilowed to study a success story, a system that works. In too 
many cases, including the general area of cooperative development; 
evaluations such as this are faced with the need to rationalize 
failures. The case with this evaluation was the exact opposite. The 
greatest challenge was to adequately document success factors. As 
will be seen throughout the study, FUNDE represents a sharp de­
viation from the norm uf the standard doncr -assisted cooperative 
system, all too often bogged down in a morass of managerial and 
technical constraints. 

In the experience of the (nalyst, the most critical factor 
in any system, especially in coop€rative systems, is management. 
In thE. ,_a3e of FUN DE, the remarkable achievements of the past 
seven years can bp. primarily attributed to the quality of management, 
both in FUNDE O'l~ at the cooperative level. If only such manage­
ment could be spread more broadly to other countries and systems, 
the history of coo~erative and other deve lopment efforts in Latin 
America would be dramaticall/' d1fferent that it is. 

An earlier draft of this study, was labeled lIeuphoric II. 
This may be true, but the reader is challenged to find a more impressive 
AID assisted cooperative system or record of accomplishments at com­
para/"Ie cost. Thp evaluator did bend over backwards to be skeptical 
and critical, as the Executive Director and other FUN DE personnel 
wi" testify. Constraints and problems were identified and described 
wherever they were found. 
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There are indeed problems, but they are recognized by 
FUNDE as such, which h half the battle. If past experience is 
any indicator, they can a'1d will be overcome. This is a !lystem 
that overachieves. Goals are reached. Targets are exceeded. 
The organization and the system which it represents richly deserve 
the support tho ~ is recommended. It is sincerely hoped that this 
study will be useful to FUNDE, AID, and other interested organi­
zations in the provision of that support. 



CHAPTER I 

INTRODUCTION 

A. Purpose and Scope ,of the Study 

As expressed in the scope of work for the study, the 
purpose was to evaluate the "effectiveness, capability and efficiency" 
of FUNDE and its cooperative program. The future role and poten'· 
tial of the system was also to be appraised as well as the effectiveness 
of pas,," AID assistance. Finally, the need and alternatives for future 
assistance were to be unalyzed. In short, AID wanted the complete 
picture, past, present and future. This is what the study attempts 
to provide and why it is so long. 

B. Methodology and Sources 

The nature of the study required the tapping of every 
available source of information. 

In terms of the literature, AID and FUNDE files were 
reviawsd as far back as they were accessible, primarily from 1975 on. 
Earlier evaluationsof FUNDE were sought but were found to be few 
and mainly focussed on particular sub-programs or projects. One 
exception was the 1977 AID finan':ed cooperative assessment 1/ (in 
which the author participated) which covered FUNDE as part -of a 
national cooperative sub-sector study. This study was limited by time 
and nature, however, to a comparatively light treatment of individual 

y Heard, John, et .al. "Cooperatives as a Vehicle for Rural 
Development i;-Nicaragua, An Assessment for the Purpose of 
Foreign Assistance Strategy Formulation," January 1978. The 
author was general coordinator and editor for the effort. The 
credit union portion was carried out by Dr. Christopher Baker 
of the Credit Union National Association (CUNA). 
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organizations, No other AID evaluation was discovered with the 
exception of one isolated Proiect Appraisal report prepared in 1976. 
Other evaluations encountered were vintage 1977 and 1978 and 
covered the CFER and CECOOP programs respectively. These were 
performed under contract with FUNDE itself. 

The principal end most valuable source of inforrration 
was a ser ies of extensive interviews, primaril y with in the FUNDE 
system. Many hours were spent with the Executive Director of the 
organization going over material and brainstorming on issues. All 
deportment heads C'iefes de centro") were interviewed ir, depth an 
average of two to three times each as work progressed. In addition, 
several sessions were held with center chiefs as a group for collective 
feedback and discussion. Another excellent opportunity came on field 
trips when long hours in the AID carryall permitted conservations on a 
full range of relevant subiects. 

Outside the ;:UNDE system, interviews were limited and 
included relatively brief meetings with the Vice-Minister of Labor, 
(responsible for regulation of cooperative activity for the government), 
the Manager of the Nicaraguan credit union federation (FECACNIC), 
and the former chief of the cooperative section of the National 
Development Bank (BND). It was not possible, unfortunately, to 
directly approach the GRN establ ishment for the agricultural sector. 
Finally, AID capital development and proiect management personnel 
were consul ted as ne3ded. 

In the field, 12 cooperatives were visited over the 
course of a week of trips. They included u cross section of types, 
experiences and conditions. They were selected for diversity, area, 
and illust rative value relative to .1reas of particular interest to the 
evcluation. Long interviews were held with manager'S in each case. 
Facilities were inspected, and directors and members were interviewed 
where available. Field discussions provided a rich source of very 
relevant information. Cooperative Managers were found to be 
articulate, well informed, and highly motivated. 

Finally, a maior and very signiticant source of material 
consisted of a series of analytical tasks which the writer requested 
of FUNDE's new Research and Development Center and other 
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departments, particularly from the Chief of Technical Assistance. 
Some of these exercises are still going on, as of this writing, IJnd 
will be useful in the preparation of supporting documentation for 
the project proposed in Chapter VIII. 

C. Content of the Study 

Study material, findings, recommendations are broken 
down and organi zed in the followi ng manner. 

1. Chapter II consists of a detailed summary of 
findings, conclusions and recommendations of the study, starting 
with the general and then working through the various followi ng 
detailed treatments. For the reader with no time, this is the place 
to go, although for supporting evidence one must refer to appropriate 
sections in latter chapters. Findings and recommendations are 
cross referenced with their respective supporting sections. 

2. Chapt er III provides a historical treatment of 
the growth and development of FUN DE and its cooperatives. This 
pro'.'tides the background dimension and is helpful for an appreciation of 
the present state of the system and its potential. 

3. Chapter IV attempts to evalua~e the effect of 
prior AID and Inter-American Foundation (JAF) financing. It was found 
irnpos:.ible to isolate prior AID grants in terms of impact. For the most 
part, AID and IAF together have supported the development of the 
cooperative program during the main period of its growth and of this 
evaluation, '1975 - 1980). 

4. Chapter Vis a complete institutional analysis of 
FUN DE today and its cooperative system. This is the most important 
chapter with respect to e)dsting capability. 

5. Chapter VI attempts to answer those portions of the 
scope of work call ing for an assessment of FUN DE's potentia I, both in 
general and specifically with reference to th~ three principal areas 
in which the program is focussed (agriculft1r~, small commerce ai':d 
industry and housing). 
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6. Chapter VII is a financial analysis of FUNDE and its 
cooperative system. The numbers with respect to the future should be 
considered inustrative, but nevertheless provide a reasonable idea of the 
relative order of magnitude of capital and blJd9E'tary gaps that wiil have 
to be fi lied in one form or another for the system to achieve financia I 
equilibrium and security. 

7. Chapter \t f!1 proposes a major, phased, multi-donor 
project for the provision of necessary capital, technical and budget sup­
port to FUN DE in line with its current strategy, which was found to be 
basically sound. A consortiulTl approach is recommended consisting of 
FUNDE's traditional donors. AID support is to be mainly capital for 
lending with modest short-term technical assistance, primarily for those 
areas found to be weakest i" the institution:J I analysis, data management 
and planning. 
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CHAPTER" 

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 

This chapter draws the entire evaluation together in summary 
form. Conclusions, findings and recommendations are presented in 
the same basi c order that thej' are developed in the foull eval uation 
text (Chapter IV - VIII). In each case, appropriate chapters and 
sections are indicated for reference to su~port;ng analytical and 
descriptive material. 

A. General 

1 • General Concl us ions 

The FUNDE cooperative system represents an 
extraordinarily effective and proven instit'Jtional vehide for meeting 
the financial, economic, and social needs of its members and 
of the communities in which they live. The potential for utilization 
of this vehicle in the future for equitable rural development throughout 
Nicaragua, and for valuable experimentation with replicable SYSTems 
and models, is almost without limit. Under present conditions and 
known resources, however, in the latter half of 1980 FUNDE will 
face very serious capital and operational liquidity constraints. If 
new reSCiurces required on boi!1 counts cannot be secured, both 
credit and service opprations will have to be severely curtailed 
in order to preserve organizational solvency. Cuts of the magnitude 
necessary, moreover, would do grave damage to current growth and 
diversification trends. Given the 'ad. of other private sector alter­
natives of similar promise and performance, to not respond would be 
a serious mistake on the part of FUNDEls traditional donors. 
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2. General Recc ,mendations 

The required b Jdget and capital support should 
be provided over a medium-t enn period (1980 - 1985), through a 
consortium uf currently involved dono r agencies, in order to allow 
the system to: a) rear:;rl a state of lasting financial stability and 
b) re~lize its full potential over the long term for effective social 
and econumic impact in rural Nicaragua. A major multi-donor 
project is proposed for system strengthening, exparu.ion end diversifi­
~ation in accordance with FUNDE's current strategy. (See Chapter 
VIII, Options for Support.) 

B. The Cooperative Development Program: 
Evaluation of AID/IAF Assistance. ~Chapter 'N) 

1. General Findings Relative to Donor Financing 

Donor financing 1/ has been of overriding 
importance to the development of FUNDE and its cooperative system. 
Clearly the foundation would not have made a fraction of the impact 
that it has without a he~vy and continuing stream of external sup­
port, nor would today's cooperative system have been built ii. the 
first place. Beyond leadership and management factors (provided 
and financed directly by the foundation) the secret of FUNDE's 
success has come down to two principal elements: a) first rate talent 
for program design and implementation and b) financial resources to 
be channeled to and through member organizations. Without the 
abundance of both elements, both donor financed, little would have 
been ach i eved . 

2. Cost vs. Impact of the Program. (lV.C.) 

Cooperative development program results clearly 
justified the costs (some $2.4 mill ion for AID/IAF giving - represer';­
ing the vast majority of all grants over the period). One need only 

y The general term donor financing is used here due to the variety 
of support from several sources received during fhe period. The 
great majority of support critical to the development of the 
cooperative program, however, come from IAF and AID grants. 
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look at the system today (see Chapter V), its members, its response 
to the crises of the war, and its present rates of growth, dive~ifica­
tion and innovation. In addl~ion, total affected population by the 
end of 1979 Yas e~timated at 46,020. Directly or indirectly the $2.4 
million probably benefitted nearly all of these, coming to a cos+ 
per person figure of about $52.00. Even if only half of these 
actually benefitted, however, the figure of $100 would still be 
respectable compared to similar projects throughout Latin Arrerica; 
and this does not take into account the employment and income 
generation effect of the financing fN other thousands of other famil ies. 

3. Equity (IV.C.) 

Field visits and a recent sampling of FUNDE 
loan files both indicated that the program was reaching a solid 
cross-section of what can be termed the II rura l poor. II Annual per 
capita income ranged between approximately $100 and $2,000, with 
the average falling in the vicinity of $500. 

4. Benefits (IV. C.) 

c) Production 

The vast majority of all lending (almost 
100% in FUNDE's case and over 80010 of the cooperative level port­
fol io) is going for IIproductive purposes" in terms of small enterprise 
development (on and off-farm), most of .,.,hich is highly labor intensive 
and economically beneficial in the rural Nicaraguan context. 

b) SCivings Generation 

FUNDE cooperatives have been an effective 
vehicle for savings mobilization and rural capital formation over the 
years. Most of this would not have occurred without AID/IAF pro­
gram donations. Share capital in the system increased from $150,000 
to $1.7 million during the period, and savings per member increased 
from $43 to $98. 

c) Other Finor,dal Benefits 

Financial benefits to the FUNDE member 
from utilizing his cooperative have been substantial in terms of 
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interest (vs. money lender rates), time, transportation and other 
costs associated with national and comMercial bank borrowing (not 
available at all to many members) in addition to automatically 
increasing borrowing and investment capacity stimulated by the 
savings promotion feature of the system. 

d) Social Benefits 

The system has been a strong supporter of 
social and community action. Each of the cooperatives visited was 
either involved in some sort of community action activity or planning 
one or more new ones. In many cases, projects had been initiateo 
in collaboration with local government and included the reconstructbn 
of markets destroyed in the war, day-care centers, road improvements, 
health improvements, housing projects and adult education activity. 

5. In/lovation, Diversification and Appropriate 
Technology (lV.C.) 

Since the beginning, FUNDE never stopped ex­
perimp.nting, which eventually lead to the multi-service, diversified 
model being pursued today. Building on the base of the credit 
union, one pilot inil'iative after another waS tried; procedures were 
refined and streaml ined; and new activities were introduced in 
agriculturs, marketing, retailing, education and other areas. 

C. Institutional Analysis; Present Capacity of the FUNDE 
System (Chapter V) 

1. FUNDE 

a) General Finding (V.A.) 

Despite the fact at least half of FUNDE's 
professional staff is new since the recent civil war (July 1979) 
the organization is now zfronger than it was before in terms of· 
institutional resources, systems, methodology and technical capacity 
in general. The present degree of professionalism, organizational 
efficiency, and quality output per staff unit is exceptionally high. 
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b) Organization (V.A.2.) 

(1) Findings 

Positive features which stand out 
relative to FUNDE's organizational structure and style of operation 
include greet flexibility and a rapid respcnse capability, excellent 
vertical communication, and a true lack of bureaucratic borriers 

. which normally plague such institutions. On the negative side, the 
only problem at present is the risk associated with what appears to 
be on over-dependence on the Executive Director. (See Management 
below) . 

(2) Recommendations 

None are offered at present. As the 
institution grows in size and complexity in the future, however, ele­
ments of a more traditional organizational structure will have to be 
introduced. The less the better, however. 

c) Management (V.A .3.) 

(1) Findings 

The Executive Director (with FUNDE 
since the beginning) is without parallel in terms of dynamic leader­
ship and management ability. The entire organization reflects his 
commitment and talent. To a large degree the sustained high level 
of production within FUNDE over the years is a direct product of the 
Director's skill in obtaining a maximum effort from his staff. FUNDE 
management also ml.st be credited for the action oriented style of the 
organization and its commitment to move forward despite existing and 
potential obstacles. The fluid and personal management style in 
FUNDE, however, brings with it a certain risk. This is especially 
true now with all but one of the Center Chiefs (department heads) 
new sin::e the war. At this point only one person has a complete 
grasp of program operations. Y 
1/ It is only fair to point out that FUNDE is still in a period of 
post-war transition. Gradually, the Executive Director intends to shift 
more of the management burden to the Chief of Administration and 
various department heads as they develop the necessary experience. 
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(2) Recommendations 

(2.1) FUNDE should consider the 
establishment of a "Centro Ejecutivo" incorporating the permanent 
full-time position of the Executive Assistant (now only part-time). 

(2.2) The position of the Chief of 
Administration should be strengthened in such a way that he could 
devote additional time to developing a solid grasp of management 
level issues and overall operations. 

d) Administration. (V.A.4.) 

(1) Findings 

The professional quality of the Chief 
and his staff is excellent. They are managing a very high volume 
of activity under considerable pressure. The chief's agility in 
simuir aneously deal ing with a multitude of dive~e actions is impres­
sive and apparently equal to the task. There is little time, however, 
to develop the bGckground and understanding necessary to replace 
the Executive Director effectively, if and when this is called for 
(thus, the corresponding re:ommendation under management above). 

Administrative constraints relate to the lack of manuals and 
operating guide I ines (to be developed by the new R&D Center), sufficient 
office facilities and equipment~ and adequate document control and central 
fiI ing systems. 

(2) Recommendations 

(2.1) The staff of the division should 
be expanded modestly to !:!!low the Chief to delegate more daily 
activity to subordinates and concentrate to a greater extent on ovc..~C!1I 
management of the organization. 

(2.2) Specialized short-tenn consulting 
assistance is recommended to analyze the possibility of increased automa­
tion of accounting and other systems. A small computer might also serve 
research and other ends in FUNDE. (See Research and Development 
Recommendations below). 
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(2.3) Resources should be sC'lught for 
the design and installation of improved systems for document control 
and filing. 

e) Research and Development (R&D)- Planning. 
~V .A.5) 

(1) Findings 

O. 1) Positive. The R&D Center is 
exactly what FUNDE has needed for years. It is e specially important 
at present due the current rapid growth of the program and its increasing 
variety and cornplexity. The rest of FUNDE has little time to stop and 
reflect 0n what's happeniflg. The Center is critically needed for this 
and other reasons. The Center also offers a real opportunity for re­
plication of the FUNDE experience. In addition to the valuable docu­
mentation to be produced, the R&D program could lead to the develop­
ment of on-the-job train ing opportunities in FUNDE for personnel from 
other organizations wrestling with some of the same constraints that 
FUNDE has faced and successfully overcome over the years. 

(1.2). Problem Areas and Gaps. There 
are two basic and serious gaps in the scope of the Center at present 
wh i ch require priority treatment: 

• Socio-econom i c dat a: There 
is no system in FUNDE for the collection and processing of member 
level social and economic data, now vitally needed for policy formula­
tion, planning, resource mobilization and other purposes. Some data 
is available in disaggregated form in cooperative loan files, but no 
systemati c attempt has been made to aggregate, anal yze and use it. 

~ Planning: Operational 
centers in FUNDE appear to have highly developed programming capa­
bilities for periods of up to a year. Short-term and annual coopera­
tive level planning is also carried out effectively thanks to a strong 
focus under the technical assistance program. Lacking, however, is 
a serious attempt at medium or long-range planning for FUNDE itself 
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and its cooperative system as a whole. y 
In the past, FUNDE and 

its programs grew and prospered on a t rial and error basis. Experiments 
were carrier! out and model!. and strategies evolved. Management 
was sufficiently agile to avoid the most serious pitfalls normally ex­
perienced from the lack of thorough planning. Now, howeve~', 

the need for hasic multi-year planning is becoming critical. FUNDE 
is faced with a growing need to define its role relative to the Revolution, 
the new government, and the growth and diversifi cation of its own system 
within this context. Long-range planning will also aid considerably in 
the area of resource mobilization. 

(2) Recommendations 

(2.1) Data Collection. Specialized 
short-tenT! t echni cal a:isistance is recommended for the development of 
a relatively modest program of social and economic data collection and 
analysis focussed on the impact of cooperative activities at member and 
community levels. System design should include a simple machanism for 
the updating and comparative analysis of time series data. The possible 
utility and feasibility of a small or "mini"-computer at FUNDE for 
processing of research as well as financial and other operational and 
planning data, should also be studied. 

(2.2) Planning: Speciali zed short-
t erm technical assistance is recommended to assisr the Research and 
Development Center and FUNDE management calTY out a thorough 
medium-range planning exercise (two to three years) within the next 
six months (prior to the end of 1980). A mechanism for periodic re­
view and updating of the plan also should be developed. The data 
collection and processing system to be established should obviously be 
geared into the planning system. 

This is understandable. Under prevailing conditions it has been 
very difficult to make any assumptions (on which planning can 
be based) with any degree of confidence for more than a few 
months at a time. 
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(2.3) Rol e und Functions of the 
R&D Center: The Research and Development Center should definitely 
become a permanent fixture of FUNDE's organizational structure. The 
staff also needs to be strengthened relative to the data collection, 
processing, and planning functions recommended. Eventu .. -dly, the 
Center should develop a full- fledged management informatio" system 
incorporating both socio-economic and operational data. This may 
also be the place to locate and maintain a documentation and reference 
center. 

(2.4) Increased External Support: 
In addition to technical assistance recommended for the proposed 
AID project (Chapter VIII) continued and increased budget support 
is recommended from Appropriate Technology International. The return 
from such support in replicable technology tor credit and cooperative 
system development would more than justify the continuing investment. 

f) Training (V.A.6) 

(1) Findings 

(1. 1) Positive Features: Without 
question the training center (CECOOP) is doing a first rate job of 
meeting the continuing need for basic cooperative organization and 
management training. Programming, methodology, nnd delivery are 
excellent. The intensive training activity of the past three years 
has clearly contributed to the abil ity of the system to withstand and 
take advantage of the crises of the 1978-1980 period. 

(1.2) Limiting Factors: 

• Vc:Lme vs. Capacity: Due 
to the magnitude of the need represented by the sixty-cooperarive 
system, courses have had to be programmed so tightly that there is 
I ittle time for reflection, analysis, planning and curriculum develop­
ment. The probl em is exacerbated th is year by the demand for 
reorientation training relative to the Revoiution. 

• Exclusivity of the Program: 
FUNDE training is offered only to FUNDE cooperatives. This is not 
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viewed as a fault. Nevertheless, IIcooperation" with other networks 
(such as they are) should probably be explored for political as well 
as for practical reasons. 

• COSt: Total training cost 
would appear ~o be in excess of $100,000 per year- Cooperatives 
do contribute in the fOnT, of local facilities, and some per diem 
and transport, but little else. For both financial and conceptual 
reasons, the stronger cooperatives should commence accepting a 
larger share of the burden. 

(2) Recommendations 

(2. 1) A medium term plan should 
be developl?!d by CECOOP which, among other things, would show 
how capaci1y is to be developed for meeting the increasingly technical 
needs of the more advanced cooperatives as they diversify. 

(2.?) Along the same lines,a special 
sub-program is recommended for the area of educational research and 
curriculum development relative to the evolving complexity of needs 
in the system. (This effort could be carried out by CECOOP itself 
or with i n the scope of the R&D Center.) 

(2.3) FUNDE should develop and 
negotiate a fee structure for certain courses, even if only at very 
modest level,. One idea already raised would be for the cooperatives 
to dedicate a portion of their IIgananciac; II (20% of which are required 
by law to be deposited in a special reserve "fondo de educaci6n") 
to covering a greater portion of direct training costs. 

(2.4) CECOOP should make an 
honest attempt to explore ways and means of collaborating with other 
cooperative systems and orgunizations. 

g) Technical Assistance (V.A.7) 

(1) Findings 

(1 .1) Positive: The center is 
offering high quality services in very efficient form. Benefits are 
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distributed equitably. The mix of skills in the Center accurately re­
flects system needs. Th~ vol ume of assistance provided, given staff 
size, is extraordinary, and cooperative level planning and programming 
has been significantly improved over the years. 

(1.2) Limiting Factors 

• Linkages: At present there 
is no active I inkage between FUNDE and sources of technological 
innovation in agriculture. FUND, recognizes the problem and intends 
to suscr ibe to journals which will provide at least some exposure to 
new findings. An in-country (or neighboring country) source is needed, 
however. 

• Data Collection: There is 
no ongoing program to capture farm level data that could be utilized 
for improving the technology package, planning, resource mobilization, 
and demonstrating the utility of FUNDE's systems and models to the 
government and others .(This is obviously part of the larger data and 
planning problem.) 

.. Vol ume vs. Capacity: As 
with training, there is almost nO time to stop,. reflect, plan, and 
catch up on technology. 

• Transport: The Center only 
has two vehicles at present and is severely hampered in terms of 
transport. At least one additional four-wheel drive vehicle is needed 
immediately, and more will be required in 1981. 

(2) Recommendations 

(2. 1) Linkage with an available 
sourc'· of agricultural technology should be established. (A source 
outside the country may have to serve.) 

(2.2) Given the I inkage problem, 
periodic short-term observation and technical training trips are 
recommended to programs in other Latin American countries and 
possibly the United States. 
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(2.3) A staff increase is recommended 
including at least one additional agronomist and a finance technician 
e'administrador de em presas ") . 

(2.4) An agricuitural data collec-
tion activity should be designed into the program which would feed 
into FUNDE's overall r~search effort as well as provide for improving 
the technol03Y mix and extension services in general. Such data would 
also help in documenting a case for GRN collaboration (See Chapter 
VI.A .3~ 

(2.5) Several new four-wheel drive 
vehicles should be procured for the Center. 

(2.6) The ir.corporation within the 
Center of the special commerciali.~ation program (see following section) 
should be consider ed. 

h) Commercialization (V.A.B.) 

(1) Findi ngs 

(1 . 1) Pos i ti ve Features: The program 
is responding to an urgently felt need at the community level (both 
retailers and consumers). Especially since the war, repeated shortages 
have become commonplace in rural areas. Prices are high. The centers 
(according to early experience cmd feasibility studies) should be able to 
market a more complete I ine of products at reduced prices (than whole­
sale cC'mpetitors) and still count on respectable earnings. The program 
also offers the int riguing prospect of an inter-cooperative trading system 
where direct exchanges of goods ... ')uld be made to the advantage of both 
organizations. Intermediary and transport costs also could be redllced. 
Thus far the program has the cooperation of INRA and the Ministry of 
Int ernal Commerce as well as local government. 

(1.2) Limiting Factors: Although 
the Executive Assistant (currently responsible fOr the program) is doing 
an excellent job on a :-,or;-time basis, the effort merits at least one 
full-time person, and probably more. Research is lacking relative to 
system-wide potential and integration with agricultural supply and 
marketing activity. 
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(2) Recommendations 

(2. 1) Either a separate center or 
a sub-center of the Technical Assistance Department should be 
established with at le~t one full-time person dedicated to commercia­
lization. y 

(2.2) A system-wide survey should 
be carried out to determil"le the potential of the program for planning 
purposes and resource mobili zotion. Further study should be devoted 
to possibil ities in ~he area of integrated agricultural supply and 
marketing operations. 

i) Housing (V.A. 9) 

(1) Findings 

(1.1) Positive: The housing pro-
gram has outstanding potential for valuable experimentation, and for 
meeting a seriously felt social need in rura~ Nicaragua. (Demand 
appears unlimited.) Existing cooperative structures provide an ex­
cellent organizational vehicle, already in place, which should be 
exploited further to meet housing and other community needs. 
(Also see Chapter VI.B.3 relative to experimental ootential of the 
housing program.) 

+ The staff of the Housing 
Center is of excellent quality, and FUNDE appears to be receiving 
first rate technical assistance from FCH, which will be critical in the 
future as FUNDE moves into more complex integrated housing scheme!' 
and experiments with sites, services, materials, organi zational fi.Jrms • 

• FUNDE has established a 
positive relationship with the Ministry of Housing/from which tech­
nical support is expected on several projects. This is a valuable 
precedent with the new government. 

A grant is currently being negotiated with the IAF which would 
finance both FUND E and cooperative costs on a pilot basis. 
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(1.2) Limiting Factors: Additional 
personnel and financing will be needed in 1980 and 1981 in order 
to manage the volume and complexity of activity proposed • 

• Housing financing is long 
term in nat ure and requires the tying up of substantial amounts of 
capital for relatively long periods of time. 

(2) Recommendations 

(2. 1) A system for charging profes-
sional service fees, although modest, should be established, af least 
for individual housing and home improvement related work. 

(2.2) Continued support (beyond 
the estimated 1982 cut off) on the part of PACT and FCH is urged 
for the development of further. technical capability and to facilitate 
program expansion contemplated. 

j) Audit (V.A.10.) 

(1) Findings: The audit program appears 
outstanding. No limiting factor were noted. 

(2) Recommendations 

(2.1) FUNDE should consider 
init iating a schedule of charges to the stronger cooperatives to cover 
a reasonable portion of the cost of al.diting services performed. 

(2.2) Routine monthly cash audits 
should be reduced to the extent feasible to allow time for more 
innovative and productive analytical work and a greater focus on 
new and less experienced cooperatives. 

k) The CFER Program. (V.A.ll.) 

(1) Findings 

(1.1) Positive Features: In concept, 
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the CF ER program is outstanding for its soci~1 and educational OUT-

reach nature and appears to be reaching the poorest elements of the 
rural economy. It is also very much in line with Revolutionary 
doctrine and should be a plus factor for F0i ~JE in future deallngs 
with the government. The program will definitely contribute to t~,e 
broadening of impact of the cooperatives where it is in place. The 
plan for establishing the viability of each (;FER appears sc.und, 
although long-t erm periods are required in each case. 

(1.2) Limiting Facto~ 

• The (FER program appears 
expensive relative to the number of graduates produced. The two-year 
c)'cle, when operating at optimum size and pace, produces 50 gra­
duates per year per center at a grant financed cost per student of 
cI C'lse to $500. 

• There has been a lack of 
attention to needed follow-up activity with graduated students to 
assure that learning has been retained and is being applied • 

• AI though the program has 
been evaluated, there has been no systematic effort to collect 
data relative to the impact of the program on standards of living 
and levels of production of participating families. 

• The program is very long 
term in nature, and it is suspected t hat cooperatives will be reluctant 
to assume fuJI financial responsibilities until a given CFER has 
proven its viability. The program will require external grant support 
for man) ,'ears to come. 

(2) Recommendations 

(2. 1) Financing should be sought 
for a sound program of follow-up act ivity with CFER graduates and 
a system of data collection and analysis to establ ish the true social 
and economic impact of the program on participating families. 

(2.2) A series of feasibility analyses 
should be carried out relative to the potential viabil ity of the CFER 
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system in order to confirm current thinking and determine exactly 
what mix of land, crops, and productive endeavor will in fact 
produce self-sufficiency for a given CFER. Planning and fund 
raising should be based on these analyses. 

(2.3) A ID and I AF support for 
the CFER program should continue due to the high degree of 
social outreach to the rural poor embodied in the activity. The model, 
as it has been refinl'~d, should be given a fair chance to prove itself. 
Potential impa'J wi!: onl y be assessable, however, with an adequate 
complementary data collection and analysis effort. 

I) Other Elements - Institutional Capacity (V.A .12.) 

(1) General Systems and Procedures: FUNDE 
has done a remarkable joL of developing efficient procedures for almost 
every facet of its program, especially at the cooperative level. Parti­
cularly imp,'essive are those that relate to accounting, budget control, 
and financial management. Despite the fast pace of activity, cont rols 
are everywhere f.::., assure thc.t jobs get done at the cooperative level 
and in FUNDE itself. Action formats are established for literally all 
activ'ities (including meetings of center chiefs) in terms of pending 
actions, responsibilities and timetables 

(2) The L.. ':'~l! .' .• : In general 
the credit program was found to be hig .. ':, '·"~·,~,;i1sive to member and 
cooperative needs. Resources are moven . ,.:.editiously and profes­
sio:1ally. Policy and criteria are sOlJnd in terms of economics, 
development and equity. 

(3) DelinqlJer •. cy Control 

(3.1) Findings: FUNDE does 
have a delinquency problem but not of the dimensions of earlier years; 
and the situation is improving. 1/ New control and reporting 
meaSures are in place and otherS are being developed by the Research 
and Development Center. 

y FUNDE's current del inquency rate is approximately 17%, down 
from over 30% two years ago. Of the current rate, over hal f 
is less than 60 days old. 
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(3.2) Recommendat ions: The 
del inquency control system being developed should include analysis 
by age, by cooperative group, by cooperative, by fund, and by 
loan destination and period. A ;imilar starldardized reporting 
system should be developed for ""e cooperal'ives. A variety of co­
relations should be performed to obtain a bE!tter understandir'9 of 
the true causes of the problem. The data processing burden 
relative to delinquency analysis should be assessed in light of earlier 
recommendations related to socio-economic and agricultural data 
and planning needs. 

(4) Resource Mobilization 

(4.1) ·Findings: The resource mobi-
lization situation reflects earlier findings co'ii'C'eiiiing FUNDE manage­
ment and organi zation. At present, resource mobilization is handled 
by the Executive Director almost exclusively. Responsibilities are 
gradually being shifted, but this takes time. Secondly, there is 
no up-to-date mast el pi an for the med i um term f'Jture. A more 
institutionalized approach is needed in general. 

(4.2) -Recommendation: FUNDE 
should consider the utility of establ ishing a "sub-centro" in the 
Department of Administration with responsibility for maintaining all 
information relating to the status and nat ure of existing externally 
financed projects, the production of resource mobilization strategies 
and proposals, identification of new sources of assistance and means 
of approaching them, and the development and maintenance of a 
master resource mobilization plan. 

2. The Cooperati ves . (Institutional Capacity) (V. B.) 

a) General Finding 

As shown below relative to five key indi­
cators, FUNDE cooperatives today represent a st rang and ba~ically 
viable system. To a greater or lesser. degree they are all still depen­
dent on FUNDE for capital and technical resources, but they are 
radpidly approaching a point where they can begin to contribute a 
significantly larger share of the costs of the system. In the meantime, 
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subsidie s al'e going, as they should, to system st rengthening rather 
than being passed on to the beneficiary group. Finally, the accele­
rated growth pattern established after the war appears to be contInu­
ing; and them are some real opportunities now for economies of scale. 
(For further commentary on system potential, see Chapter VI.) 

b) Leadersnip. (V.B.2.) 

The qual ity of leadership in the FUNDE 
cooperative system is exceptionally high compared to other Latin 
,....merican movements studied by the analyst. By and large coopera­
tive boards are taking an aggressive role in the development of both 
their organizations and their communities. Leadership is still a 
limiting factor and there is great var iety in the quality of direction; 
but tne material is there, and leaders are anxious to learn. A heavy 
percentage of FUNDE train ing is targeted at this level. 

c) Participation. (V.B.3.) 

Rates of participation and loyalty in r-UNDE 
cooperatives are high. To c gre~t extent participation is a function 
of benefits and services received, and FUNDE cooperatives have had 
resources in Nicaragua when there has been no other accessible 
source in the community, especially after the war. FUNDE training 
and promotional activity has also played an important role. Another 
key factor has been tnat FUNDE cooperatives know how to have a 
good time, and so does FUNDE. Enthusiasm is infectuous. 

d) Management. (V.B.3.) 

All FUNDE cooperatives have professional 
full-time management. Where possible managers are drawn from the 
local community and are selected for existing skills and experience, 
education, and attitude. They are also extensively trained by FUNDE 
in required systems, procedures and other relevant skills, including 
management itself. This may be the most important foetor of all. 
There are some exceptional examples of dynamic management. 

e) Technical Capability. (V.B.4.) 

Wide variation in technical capacity is 
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found throughout the FUNDE system. Financial capability is generally 
sound (budget, loan portfol io, del inquency and other controls). A 
growing number of cooperatives hire separate accountants. In such 
areas as agricult ure, commercialization and housing, the coc1peratives 
'are learning by doing, supported by hf" .. vy inputs of technical as­
sistance from FUNDE advisors. 

f) Financial Viability (V.B.5.) 

The cooperative system is financially viable, 
barely/of-'erating costs are covered. There are normally modest 
surpluses at the end of the year, and basic ratios appear favorable. 
(Of the 58 unit system, 43 reported net surpluses for 1979.) It can 
be argued, however, that much of this is due to heavy grant inputs 
in the past, subsidized loans and free services. (See Chapter VI~ A.2. 
for financial analysis of the cooperative system.) 
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D. Potential of the Funde System. (Chapter VI) 

1. System as a Whole (VI A.) 

a) Demand. (VI.A.1) 

Since the end of the war (July 1979), due to the 
nationalization of the banking system, the earmarkir.g of almost all credit in 
the field for agricultural production, and the strong tilt toward collectivized 
production, there has literally been an explosion of credit demand vis-a-vis 
the FUNDE system; and, from figures coming in for the first quarter of 1980, 
this is continuing. On the basis of existing requests, the following loan 
placement schedule was developed for the six -year period commencing in -
1980: (figures in $000,000) Y 

1980 1981 1982 

2.6 3. 1 3.6 

1983 

4.0 

1984 

4.4 

1985 

4.8 

The potential exists for a very significant expansion 
of FUNDE's lending activity over the next few years. Substantial economies 
of scale can also be realized, because the delivery system is already in place 
and operating smoothly. Overhead can be spread and savings dedicated to 
improving services and viability of the system as a whole. 

b) General Expansion of the System (V.A .2) 

(1) Growth 

It has been estimated that if FUNDE 
had the personnel and financial resources it could easily form 20 new cooper­
atives over the next three years. In the past, FUNDE has formed an average 
of over ten new units a year, and today community delegations are constantly 
approaching the organization for assistance in promoting new ones. In the 
long-term" potential expansion is practically unlimited. With an existing socio 
membership of only a little over 17,000, FUNDE is now only scratching the 
surface of potent ia I growth. 

(2) Diversification and the Multi-Service Model. 

The basic FUNDE model is the credit 

Y Loan placement estimates are very conservative. (See Chapter VIT B.) 
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union, with gradually expanding service functions. The success of the 
program in exploiting the credit union mechanism to achieve a variety of ends 
is in great part owed to the sim?1 icity and sol idness of the base structure. 
(It is a I so owed to a host of other fae. ~ors, espec ia II y management). In any 
case, through tria I and error, FUNDE seems to ha\:e discovered a winning 
combination and the correct order of things. Onc.e the credit union is suc­
cessfully established and operating with professional management, new functions 
can be adaed slowly, after due study, preparation and technical assistance. 

c) The F UNDE System Relative to GRN Policy 
and Programs. (VI.A.3) 

(1) Ex ist ing Situat ion • 

• General Pol icy: GRN pol icy is that ccoper­
ativism should playa very important role in the Revolutionary process. CGoper­
atives are to be encouraged as long as they are not permitted to becor.le instru­
ments of vested and personal interests. Collective production is to be promoted 
and paternalism eliminated. Above all, the cooperative should project to the 
"community" . 

• New Model: In I ine with Revolutionary pre­
cepts, a new expanded structure for cooperative organization was developed. 
(See diagram, Chapter VI.A.3. a) ). The purpose of the change was to pro­
mote a higher level of participation in the direction and management of the 
organization (up to 18 directors in six separate centers). FUNDE is promoting 
adoption of the structure throughout its system. 

-Ministry of Labor: The ministry, responsihle 
for legalization and regulation of cooperatives, maintains a neutral attitude 
concerning the FUNDE system. Several requests for registration of flew FUNDE 
cooperatives have been pending for some time, however. 

-The National Development Bank (BND); The 
pre-revolutionary cooperative section of the bank has been abolished and the 
function of the rural credit department has become primarily that of financing 
agent. Promotion, technical assistance, and training functions have been 
assumed by the A TC and PROCAMPO respectively. All louns for small farmers 
and businesses must now be approved by committees including PROCAMPO and 
ATC representatives. Thus far there has been no loan to a FUNDE cooperative, 
although the first one should be made shortly from a recently approved IDB 
loan. This loan, originally negotiated to be channeled through FUNDE, is now 
to be disbursed directly to cooperatives. Rollovers are untied to the system.!! 

1/ Management of this loan could be a significant indicator for the future 

- (See VI, Ai 3 a), (4) ). 
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Other Government Agencies: With respect 
to the Ministry of Agriculture and the Public Sector establishment in agricul­
ture in general, the impression from field trips is that a negative bias exists 
toward FUNDE cooperatives. In the case of the Ministries of Education, 
Housing and Internal Commerce, h().wev~r, much more positive relationships 
have been establ ishf.'d. 

(2) FUNDE Strategy Relative to the GRN. 

Faced with an evolving panorama of GRN 
attitudes and factors, FUNDE has opted for an action oriented strategy. The 
program has, and will continue, to proceed full speed ahead on all fronts. 
This will be maintained at least until a consistent national policy on the role 
and functions of private cooperatives has been formulated and promulgated. 
Key elements of this strategy include; a) proving the case for the FUNDE model, 
b) consol idating and strengthening the program, c) promoting precepts of the 
Revolution, d) collaborating with the goverment whereveL. possible, and e) 
broadening participation in the direction of FUNDE through both cooperrltive 
and government representation (most probably from the Ministry of Housing). 

The foregoing strategy is believed to be 
both effective and prudent. In another few years, the system should have 
proven itself and secured general government acquiescence if not support. 

(d) The FUNDE System Relative to the Rest of the 
Cooperative Movement. (VI.A.4) 

(1) Findings 

At the moment, existing cooperative systems 
in Nicaragua do not have an overall integrating structure. The .place of any 
one system is difficult to determine. In terms of general afinity, FUNDE re­
lates most to other credit unions (primarily FECACNICs rural affiliates). Be­
cause of substantial prior experience with coffee .... FUNDE could also assist the 
new regional coffee central in Matagalpa. How FUNDE might relate to the 
rest of the cooperative world at this point, once can only speculate, given 
the lack of current information and ostens ib Ie linkages. 

(2) Recommendations 

(2..1) FUNDE and FECACNIC should carry out 
exploratory talks relative to the advisability of a merging of the two credit 
cooperative systems (only rural coops in FECACNIC's case). The form such 



- 27 -

a merger would take would require special study. There are political and 
other factors to consider relative to the GRN and the Latin American Credit 
Cooperative Movement. 

(2.2) FUNDE and the Regional Cooperative 
Central of Matagalpa should explore the possibility of affiliation for purposes 
of provision of credit ... technical assistance, training and other services to the 
coffee producers and their committees. A feasibility study is probably warranted. 

(2.3) Concerning the rest of the movement, the 
establishment of new relationships would have to be based on analyses of a 
host of political, economic, technical, and financial factors. 

2. Potential of the FUNDE System as an Experimental 
Vehide. (VI.B.) 

This portion of the study was devoted to an 
examination of potential in the principal technical areas in which FUNDE is 
currently operating. These areas are presented in order of priority relative 
to experimental potential, selcio-economic productivity, and the meeting of 
perceived community needs in rural areas. 

a) Agricultural Production and Marketing (V. B. 1.) 

(1) Rationale for Priority. 

Demand for aoricultural credit in the 
FUNDE system is skyrocketing, both within its own terms and relative to the 
total portfolio. The principal cause appears to be a scarcity of total credit 
availability from the nationalized banking system. Regardless of the merits 
of public financing of agricl:lture, it would not appear possible for the govern­
ment establishment to meet the credit and complementary service needs of more 
than a limited portion of the sector. For thelse outside the public sector pro­
gram, there is no extension, relatively high cost supplies due to scarcities and, 
in some cases, exploitaition of isolated communities by intermediaries. 

natives. 
exploited 

In summary, there is a need for alter­
Existing organizational infrastructure (public and private) should be 
to the extent possible. 

(2) FUNDE Potential in Agriculture 

The potential for growth, valuable 

experimentation, and impact from the FUNDE program in agriculture is practi-
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cally unlimited fOi" the following reasons: 

• Track Record. Within the FUNDE 
system, growth of agricultural membership and lending over the past three 
years has been dramatic. At the end of 1979 there were 2,570 members in 
10 cooperatives classified as agricultural, not including growil.g farmer member­
ship in at least 14 other un its of the system. The agricu Itural coops as a 
group now represent the most viable category of the FUNDE program. At the 
end of 1979, the net returns from these cooperatives exceeded those of the 
rest of the system put together. 

,Experimentation and Diversification. 
Possibilities for profitable experimentation within the agricultural sphere are 
almost endless. One particularly intriguing possibility relates to the integration 
of supply and marketing functions and the development of an inter-cooperative 
trading system. Other areas include collective (cooperative owned land) pro­
duction, and diversified farm planning • 

• Investment and Agro-Industry. There 
is strong demand for increased lending for farm and infrastructure improvements 
related to production, marketing, processing, and supply. The ogro-industrial 
opportunities on a small and medium scale are excellent. High potential areas 
include coffee and milk processing, cattle finishing, chicken and egg production, 
and processing of fruits and vegetables • 

is equipped 
assistance. 

• The Strength and Quality of FUNDE's 
Technical Assistance Arogram: FUNDE 

with a highly qualified staff dedicated to agricultural technical 
They are overworked, but they are competent. 

b) Commerce and Industry. (V.B.2) 

(1) Rationale for Priority 

In almost all of the cooperatives visited 
it was reported that bank credit had been sharply reduced for small commerce 
and industry. Especially during the recovery period, there is a vital need for 
work ing capital and resources to rebuild inventory and faci Jities • Finally, as_ 
has been '~emonstrated in a number of studies, the employment generation effect 
of the financing of small enterprise development in Latin America is high rel­
ative to other areas of economic activity. 

(2) FUNDE System Potential 

• Experience. Th is is the area where 
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FUNDE has the most experience.· Systems and methodology are tried and proven • 

• Experimentation. As with agriculture, 
possibilities ore almost without limit. The commercialization program is a good 
exam?le in both spheres c.nd cuts accross categorical lines. In the area of 
production, a number of experimental activities are either in process or planned 
in such areas as clothes, shoes, bricks, and handicrafts (furniture). Other pos­
sibilities include inter-cooperative technical assistance and community action 
experiments with local government. 

• Horizontal Expansion and Integration. 
There are seven cooperatives now with branches. Many more can be established. 
Most are of the smal I commerce/industry variety. Experiments can be carried 
out to improve economies of scale in credit management and other services 
(information, promotion, education). 

c) Housing 

(1) Rationale for Priori~t. 

Public sector investment in rural housing 
has been minimal for years, the need is widespread and severe. The Ministry 
of Housing is primarily focused on the greater Managua metropolitan area. 
FU NDE represents one of the very few existing mechanisms for professional plan­
ning, financing, and supervision of low-income rural housing and facilities 
construction. Cooperatives in place provide appropriate and efficient organi­
zational infrastructure. The creation of new channels would not be cost ef­
fective. In the case of every coop that FUNDE has approached with the pro­
gram, demand has been many times that which could be financed or managed 
in the short or medium term future. 

(2) FUNDE System Potential in Housing 

• Capability. The FUNDE housing staff 
is excellent and teci-mical assistance (FCH) is effective. 

• Experimentation. The potential for 
social and economic innovation within FUNDEls housing program is outstanding. 
Innovation is ocouring and will continue in construction techniques, community 
planning and organization, and social action areas in general. 

Employment and the Development of 
Local Skills: The majority of FUNDE's 
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housing activity involves local construction supervision and labor. Employment 
is provided; skills are developed; the community economy is stimulated. 

Demand. Based on existing assessed 
needs and delivery capability contemplated projects between 1980 and 1984 
could amount to approximately $5.0 million, which would barely scratch the 
surface of the true demand. 

E. Financial Analysis (Chapter VII) 

(In the case of the Financial Analysis, it is most impor­
tant to refer to the full treatment in Chapter VII for a quantified appreciation 
of the system's condition and potential). 

1. Existing Condition of the System: 

a) FUNDE 

While at first glance FUNDE appears to be in a 
highly solvent position due to accumulated capital, this is more apparent than 
real due to the almost total dependency of the organization on international 
grant financing. Well over 90% of operating costs are financed by international 
donations. 

b) The Cooperatives 

The system is viable, barely. In 1979, 34 of the 
58 cooperatives produced net surpluses for the year. The system as a whole 
has shown modest gains in four of the last seven ~ars. Some of the stronger 
cooperatives are now in a position to assume a much greater share of the 
financial burdon of their own development. 

2. Prospects for Future Viability. (1980-1985). 

a) Lending Capital Shortfall 

In a very conservative projection, total required new 
lending capital over the period comes to US$8.75 million (non-inilated), none 
of which is contracted at present. Approximately $1.8 million additional is 
needed to meet the estimated 1980 disbursement schedule alone. (FUNDE's 
total portfolio with the cooperatives at the end of 1979 was U S$1.3 million). 
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b) Budget Shortfall 

Based on increased lending to match the 
above credit program, in addition to gradually increasing income 
from cooperative service charges, a budget shortfall (non- inflated) 
of some US $665, 000 is indicated for the period. By 1985 FUNDE 
should be covering approximately 63% of operating costs from the 
margin on lending. In 1980, if additional grant funding is not 
forthcoming, a deficit of US$128,000 is estimated. 

c) General Observation 

FUND E management has faced such situation S' 

in the pest and has consistently raised the required resources, not only 
to cover projected deficits but also to sustain substantial expansion of 
the program. FUNDE is a foundation. It has operated all along on 
the basis of a continuing need to cover operating expenses with 
contributions from a variety of external sources. It has only really 
been in the post-war period (due to the decline of other private 
sector options) t hat it naS become essential for FUNDE to maintain 
and expand the direct credit and services relationships with all of its 
cooperatives. There is little other choice under the circumstances. 
FUNDE is thus faced with a greater need than ever before to assure 
the financial soundness of its own future. 

d) Concl usion 

Under present conditions and known (contracted) 
resources, commencing in the last half of 1980 FUNDE will face very 
serious capital and operationcl liquidity constraints. If new resources 
on both counts cannot be secured to provide the necessary supporr, DOth 

credit and service ope~"CItions will have to be sevE:rely curtailed in 
order to preserve organizational solvency. Cuts of tne magnitude 
necessary, moreover, would do grave damage to current growth and 
diversification trends, and would create conditions under whiCh both 
the foundatic:.n and its system would be highly vulnerable to unforeseen 
events and eventual stagnation through over-extension and decapitali­
zation. 
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3. Recommendation 

The required budget and capital support should 
be provided as described below and in Chapter VIII. 

F. Options for Support to the FUNDE System. Chapter VIII 

1. Alternatives 

On the basis of instHutional and financiCiI ann lysis, 
the type and relative magnitude of support required are clear. Sub­
stantially lower levels would result in varying degrees of stagnation 
and/or decl ine. 

2. The Preferred Option 

a) The Consortium Approach 

FUNDE has three basic needs; capital, 
budget, and technical. Based on experience and known AID policy 
and preferences, it is proposed that AID provide the majority of the 
required capital and technical support while other donors continue 
to provide the necessary budget supp..,rt in those areas where they are 
presently involved. A consortium approach is recommended. 

A rough estimate of capital and budget 
support required through 1985 is as follows ($000). 

1980 1981 - 1982 1983 - 1985 Total 

Capital 1,500 4,000 7,000 12,500 

Budget 128 444 104 676 

It should be st ressed that the above numbers 
are illustrative only, although they do reflect a relatively sound 
(non-inflated) picture of the general dimensions of the need. (For 
the support structure and tentative levels of financing recommended, 
see Chapter VIII, Figure VIII A, and Table VIII A.) 
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b) The Proposed AID P.roject 

Proposed AID financing., would cover the 
first two phases of what is hoped will be a three-phased project totalling 
five to six years. The rationale behind the phasing has to do with 
the number of variables and unknown factors currently facing FUNDE 
as well as the country as a whole. It also relates with the lack 
of medium and long-range planning (discussed in Chapter V). There 
is a need for flexibility and an implementation mode that will allow 
for experimentation and program changes as new factors, methods and 
mode Is evol ve . 

(1) Goal Structure of Project 

AID Program Goal: Improved social and economic condiTions 
for Tile rural poor. 

Project Goal: Improved social and econoTT'l!(" impact of 
FUN DE's cooperative system within rural 
communities of Nicaragua. 

Project Purpose: Strengthened, expanded, and diversified 
system for responding to social and 
economic needs of current and potentiol 
system membership. 

(2) Project Areas and Activities 

• Strengthening of the System: This 
orea includes the two main subcategories of finance and organimtion. 
In the case of finance, the thrust will be to obtain a high dRgrec 
of solvency and financial security for both FUNDE and its cooperatives. 
On the organizational side, the emphasis will be on the development 
of stronger data management and planning systems • 

.. Expansion of the System: Ti- ~s 

refers to the area of membership and cooperative growth. For the next 
two years FUNDE will focus primarily on a consolidation strategy; 
t hat is, the strengthening of the existing cooperative nehYork. Member­
ship will probably continue to grow at an accelerated pace, however. 
In 1983, a period of major new expansion is anticipateu to be built 
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on the organizational, financial and planning base to be estobl ished 
in the interim. 

• Diversific.:Jtion of the System: 
Under the project, the diversification trend will be continued and 
e;xpanded. The general thrust will be to fcrther develop the "mu lti­
service" r",10del, building on the base of the primary credit cooperative 
mechanism. At the FUNDE level, technical capacity will be 
strengthened across the board. 

(3) Implementation: Project Plan 

.. phase 1: Short Term: Last 
half of 1980. This phase would consist of an initial traunch of lending 
capital to meet a major portion of the projected 1980 shortfall in 
addition to the provision of specialized short-term te-:hnical assistance to set 
up data collection processing and planning mechanisms. A medium term 
planning exercise will be carried out in collaboration wit~ the current 
Research and Development program which will provide the basis for detailed 
programming of Phase II. 

• Phase II: Medium-Term: 
(1981 and 1982). This will consist mianly of the strengthening of current 
operations in I ine with the consol idation strategy. At the same time, the 
data collection, research and planning functions will explore alternatives 
for expansion of the system via new cooperatives, . new activities, new 
technologies, etc. Through these efforts thp. technical and anal ytical 
foundation (includl ng the meeting of AID program criteria) will be 
developed for a ma;or expansion and broader diversification in Phase III. 

9 Phase III: Long-Term: (1983-1985) 
This will be dedicated to a major expansion and diversification along lines 
to be developed in phase II planning exercises. Funding (also to be 
based on Phase II analysis) will hopefully draw from a broader spectrum 
of international and multi-national donors and lenders. 

c) Summary 

Essentially what the proposed project does is 
support what has become a de facto FUNDE strategy of growth and 
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diversification, a strategy t hat has been found sound relative to the 
syst em itself, the government, and the international donor community. 
The ideo is to take advantage of an existing success model and to 
assure its survival and continued development. 
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CHAPTER III 

HISTORICAL FRAMEWORK 

This Chapter provides a historical framework within which 
FUNDE and its cooperative syst em should be viewed today. The back­
ground is essential in order to understand evaluative sections to follow 
and appreciate the potential of the system in years to come. 

A. The Beginning 

FUNDE and its parent organization, The Institute for 
Development (/NDE), are both outgrowths of Nicaraguan private sector 
initiatives.1/ INDE, formed in the mid-1960s, began by financing 
social promotors to work in some of the poorer communities of the country. 
Event ually, in 1969, INDE, with the help of the Pan American Develop­
ment Founc:b tion, establ ished FUNDE as a nonprofit Nicaraguan Develop­
ment Foundation to facil itate resC'urce mobil ization, planning, and exe­
cution of social and economic developmelft activities amongst low income 
communities and groups throughout the count ry. 

Over the years FUNDE and its program have passed through 
four principal stages as described in the following sections. 

B. The Earl y Years (1969-1972) 

As with a number of other private development founc:b tions 
formed during this period, FUNDE's initial focus was on small informal 
groups at the community level and the provision of commercial credit for 
socially and economically productive activities; crafts, fishing, marketing 
and small business and indust ry in general. A strong emphasis was 
placed on self-help and popular participation in the resolution of group 
and community problems. It was also in this early period that FUNDE 

Today, control of both organizations is still totally in private 
sector hands, although there has been some discussion of the 
possibility of providing for mixed (private, public, and 
cooperative) participation on the FUNDE board of directors. 
See Sections V.A.2 and VI.A.3.b.(5)~ 
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established a relationship with its heaviest and most consistent donor 
over the years, the Inter-American Foundation (lAF). A $0.5 miilion 
grant was signed with the IAF in September 1972 for the provision of 
training, technical ussistance, marketing and credit services for com­

munity .grouPS. 

C. Transition and Incorporation of the Cooperative Model 
1973-1974 

As the program of the young foundaHon grew in complexity 
and scope, it was found that small informal groups, especial I y at the 
lower end of the poverty scale, often did not have the organizational 
cohesion, leadership and minimal economic basis for sustained growth. 
In addition, it was found difficult to enforce loan repayment provisions 
with such non-legally constituted organizations. It became clear that 
a new strategy was called for and that the foundation's program had 
to be strengthened administratively and technically. Stress was shifted, 
therefore, to an upgrading of the competence of the organization and 
a more technical (feasibility) orientation in the field. 

In 1973, FUNDE began to form cooperatives (credit unions) 
for the first time amongst women in publ i c markets of the principal second­
ary cities of the country. By the end of 1974, 14 had been formed 
with almost 3,500 members. The initial success and popularity of the 
model was striking and paved the way for FUNDE's almost exclusive 
focus on cooperatives .in the years to come. The credit union was a 
clear answer to the financial problem of market stall operators who 
commonly were forced to pay rates of interest of 200010 and more to the 
local money lenders "prestamistas" for working capital. At this point, 
AID became interested due to the obvious potent ial of the progroiTI 
and provided what is believed to be one of the earliest Operational 
Program Grants (OPG) for the formation and strengthening of "Market 
Women Cooperatives. II U 

It was also in this period (1973) that FUNDE's experi­
mental rural family education program (CFER - "Centros Familiares de 
Educacion Rural") was initiated wUh support from the Minist ries of -

U Chapter IV. evaluates this and other AID and IAF grants for 
the period 1975-1979. 

http:cooperatives.in
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Agriculture and Education, the Land Reform institute (IAN), and the 
French Mission. 

Finally, in 1973 (pi"irr1arily in response to the 1972 
earthquake) FUNDE eni:ered the housing field with modest prcgrams 
in minimum shelter and model communities (Esteli and Granada), in 
addition to the formation and financing of five potable wat er coopera­
tives. 11 

D. The Maturing of FUNDE and its Program, Development 
of the Cooperative System: 1975-mid-1979 

If the preceding period can be labeled adolescence, the 
latter half of the seventies marked the coming of age of FUNDE and 
its cooperative system. Above all, the period was marked by sustained 
growth in terms of the organization itself, resources mobilized, coopera­
tives formed and strengthened, and diversification of ser:vices and 
activity (agriculture, housing, and ccmmunity c-:tion). Overall growth 
of the ~ystem is illustrated in Table ill _A below. 

TaSlellL A 

GROWTH OF FUNDE PROMOTED COOPERATIVE SYSTEM 

1974-1978 

(Figures in C$OOO, 000) V 
End of Year 1974 1975 1976 1977 1978 

Cooperat i ves 14 25 33 39 42 
Members 3,490 3r 820 6,028 8, 172 9,270 
Capital 1.5 1.8 4.5 7.2 8.9 
Portfolio 3.4 3.3 7.1 12.0 16.5 
Owed to FUNDE 1.9 1.6 1.7 3.0 5.2 
Annual Growth (%) 

Total Assets 438% 3% 136% 65% 3SOA, 
Portfolio 467% - 129% 63% 39% 

Source: FUNDE: Balances Consol idados 

!I The CFER and housing programs are covered in Chapter V.A., 
Sections 9 and 11 respectively. 

The official exchange rate is now C$10 = $1.00 U.S. Before 
the 1979 devaluation, however, the rate was C$7 = $1.00 U.S. 
The "Street" rate in Managua is now (May 1980) approximately 
C$17 to $1. 00 U. S . 
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Several principal factors cont ributed to the high growth 
rate of the period, most of which are still true today (s~e toilowing 
section). Chief among these was the combined leadership and talents 
of the executive director. His success throughout the period in guiding 
FUNDE to new and more productive program strategies, in recruiting 
and motivating highly skilled people, in promotion of cooperative and 
pre-cooperative groups, and in the mobilization of resources from the 
international donor community, is without precedent in the experience 
of the author in comparison with similar organizations during the period. 
As the AID financed 1977 study of the cooperative movement in Nica­
ragua pointed out /I ••• management /Of FUNDE 7 is outstanding by 
any standard. /I U --

The second major factor was the quality of staff recruited 
and trained. As the same study pointed out II ••• the FUNDE staff is 
dynamic and innovative. Questioning is promoted at all levels of the 
organization. Observed dedi cation is extraordinary ••. /I Y By mid-1977 
the staff had grown to 22 professionals, including the director and 
departments for administration, technical assistance, social promotion 
and cooperative training. At that time there were also 11 Peace Corps 
volunteers working in the program. 

At the cooperative level, FUNDE insisted on good 
management. Managers were sometimes recruited and almost always 
approved by FUNDE. A IIno interest ll system of management loans 
(up to 18 months) was set up to allow new cooperatives to have profes­
sional, full time manCJgement from the beginning; and a rigorous training 
program was provided for both managers and board members. Y 

y 

y 
y 

Heard, John, et. gl. IICooperatives as a Vehicle for Rural 
Development in Nicaragua, An Assessment for the Purpose of 
Foreign Assistance Strategy Formulation ll

, January 1978, p. 189. 
The Credit Union portion of this study was carried out by 
Dr. Christ opher Baker of the Credit Union' National Associa­
tion {CUNA). 

Ibid, p. 189. 

A new cooperative training department was established in 1977 
(Centro de Enlrenamiento Cooperativo - CECOOP) thanks to a 
grant from Private Agencies Collaborating Together (PACT). 
See Chapter V.A.6. for history and description of the 
CECOOP program. 



- 40 -

Thirdly, throughout the period FUNDE was able to develop 
anJ maintain a relationship of mutual trust and respect with its coopera­
tives, a condition which persists today. Cooperatives were visited at 
least two or three days eal.:h month without fail; communication and 
feedback was excellent; a variety of community action initiatives were 
launched around the focal point of the credit union (day care centers, 
medical dispensaries, adult education, etc.) by the deportment of social 
promotion; and a number of incentives were set up to stimulate perform­
ance at the credit union level; awards, citations, and regular meetings 
with managers. FCommunication and feedback activities were excellent? 
Above all, FUNDE- came through with both excellent service and­
substantial financial resources. !.I 

A fourth major factor had to do with systems and procedures 
developed during the period. The principal focus was on accounting. 
Simple and effective record keeping and financial control functions were 
developed and checked on continually. By 1977 financial statements 
were produced accurately within three days of closing in most of the 
cooperatives. A sense of order and control was established which has 
lasted to this day. 

Finally, but by no means least important as a factor, the 
level of international and domestic support for the foundation and its 
program during the period was extraordinarily high, thanks to both the 
promotional efforts of the director and the success of the program itself 
as it evolved. IFUNDE I it era II y tapped every source it could identify. 
From the private banking system in Nicaragua millions of cordobas 
were lent directly (and through FUNDE) to the cooperatives {a portion 
of which was backed by FED guarantees).y The IAF, FUNDEls most 
consiste..,: '.iupporter, provided large and continuing grants for staff 
support, Joperative lending and capital ization, and the CFER program. 

!I 
Y 

Op. Cit. Heard, pp. 187-189 

Fondo Especial de Desarrollo, a government guarantee fund 
managed by the Central Bank and backed by AIOls centrally 
managed community credit guarantee program. (FUNOE no 
longer has access to this program.) 
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AID financed a total of four operational program grants for cooperative 
development and lending plus others for the CFER program. SOl/DAR/OS..!! 
made its first loan to FUNDE in 1977 ($50,000, to be followed by 
over $ 1 mill ion in two other loons in 1978 and early 1980). The 
Pan American Development Foundation also continued to support FUNDE 
over the period and small grants were reCf:iveJ from diverse sources in 
Nicaragua, the Unites St ates, and Europe. 

As a result of all the above factors, FUNDE's operations 
quadroupled during the period in terms of resources, beneficiaries, 
service:) offered and activities in general. By 1979 the staff grew to 
56 full time employees, 77% of whom were working constantly in the 
field. Of these some 30 could be considered professi onal or technical 
level. By the end of 1978 the outstanding FUNDE portfol io had grown 
to C$7.5 million (C$4.2 million actually lent during ~978) and correspond­
ing cooperative lending amounted to 17.7 million. By the end of 1978 
there were a total of 42 cooperatives which FUNDE had founded and 
with whom the organizotion maintained an official relationship. Of 
these approximately 32 were credit unions, six others were classified as 
agricultural, and two each were dedicated to housing and transport. A 
number of ot her groups were in various stages of formation at that point 
cont ributing to a large increase in cooperatives and members the follow­
ing year (see following section). 

Throughout the period, FUNDE concentrated almost entirely 
on cooperatives) and technical assistance, training and promotion activities 
were sharply increased thanks to large and continuing inf~sions of grant 
funding and substantial domestic borrowing. The model utilized through­
out the period for cooperative development was that of the credit union. 
In fact most of the coopero. ives classified as agricultural were originally 
credit unions which had diversified over time to include agricultural and 
"multi service" functions. V 

The only other significant and continuing activity over the 
period was the CFER program, which experienced substantial growth in 

Consejo de Fundaciones Americanas de Desarollo (SOl/DAR lOS), 
the Confederation of National Development Foundation.,­
headquartered in the Dominican Republic. SOl/DARIOS has 
financing from both AID/W and the lOB. 

For further discussion of the FUNDE cooperative model, see 
Chapter VI. A.2. 
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the early years and then considerable difficulty as the country approached 
the civil disturbance and war era of 1978-79. (See V.A. 11.) 

E. Civil Wcr and the Aftermath: 1979 ·Present (May 1980) 

Despite the severe and growing civil disturbances in 
Nicaragua during the period September 1978 through May 197~ leading 
to full scale war in June, the FUNDE program proceeded with only minor 
interruptions. A number of new cooperatives were formed and lending 
operations continued to expand at a substantial rate, especially in 
response to the sharply increased need for emergency, rehabilitation and 
working capital financing after the widespread fighting of September 1978. 
Throughout the period, both the national and private banking systems 
were experiencing increasing I iquidity shortages. After the crisis of 
September 1978, FUNDE succeeded in securing donations and commit­
ments within a period of weeks in the amount of almost C$3 million in 
response to the emergency from a combination of donors (the Pan 
American Development Foundation, the IAF and Agri-Accion of Germany) 
On the basis of a rapid survey of damages in the most seriously affected 
communities (over 600 members interviewed in Masaya, Chinandega, 
Mat agal po, and other cit ies) other activities were suspended for the 
rest of the year and a program of emergency financing was set in motion. 
This was shortl y coverted to a system-wide effort; and between mid­
October and the end of the year, the entire C$3 million was disbursed, 
representing a record for that point in FUNDE's growth, only to be 
exceeded by what came after the revolution. 

The period from the end of the War (July 19, 1979) to 
the present (May 1980) has been a totally remarkable phase in the 
development of the FUNDE's program and warrants discussion here because 
of what it demonstrates with respect to the resiliency of the system, its 
leadership, its response capability and its potential for the future. 
Almost immediately after the war ended, mainly by the first of August, 
most of FUNOE's existing cooperatives opened and commenced operations, 
often in the face of heavy war related damages and adverse circumstances. 
For a period of months, and in some cases still, the FUNDE cooperative 
was the only place in the community where members and non-members 
al ike could go for urgently needed financial resources for emergency 
repairs, damaged or destroyed housing, wiped out inventories, personal 
emergencies, etc. The Banking system, for practical purposes, was 
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paralyzed; and even when it did become active again under its new 
nationalized state, with few exceptions, credit was available for 
agricultural production only, and (to most borrowers) only under the 
terms of the new government's collective production oriented program. 
Cons~quently, the FUNDE cooperatives were flooded with old and new 
members, not only seeking credit, but also looking fOi a safe place to 
deposit existing savings and proceeds of operations. In every one 
of the 12 cooperative$ visited by the analyst, for example, member..nip, 
loans, and share capital had increased at unprecedented rates since 
the war, especially from August through the end of the year. In most 
ca5es, these indicators jumped between 75% and 150% in seven months. 

New members are still pouring in today to each cooperative at the 
rate of 10-30 per month. In terms of the cooperative syst em as a 
whole, TaSle III. B. below compares key indicators at the end of 1979 
with those of a year earl ier. 

TaSle III.B. 

THE FUNDE COOPERATIVE SYSTEM 

GROWTH INDICATORS: 1978-1979 

(figures in C$ millions) 

Membership 
Affected Population 1/ 
Outstanding Loans to Merrbers 
Outstanding Loans from FUNDE 

to coops 
Share Capital (aportaciones) 
Donations 
Total Assets 
Cooperatives V 

1978 
9;270 

24, 102 
16.5 

5.2 
8.9 
1.5 

19.3 
42 

Source: FUNDE: Balances Consolidados 

1979 
1r,mO 
46,020 
33.4 

13.3 
17.4 
4.1 

48.3 
58 

% Growth 
91% 
91% 

100010 

156% 
96% 

173% 
150010 
38% 

!I Derived by multipl ying heads of households by five and adding 
to other members. Approximately 40010 of members are heads of 
households. 

y Most of the new cooperatives were in various stages of forma­
tion before the war, many from 1978. 
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With respect to FUNDE itself, the organization operated 
in a state of emergency throughout the remainder of 1979, first in order 
to raise the capital and provide the services called for by the situation 
and secondly because of an internal crisis brought on by external factors. 
As it was described to the analyst, late in the year a "psychosis of 
fear" took over in FUNDE, due to circulating rumors t hat the organiza­
tion was g;)ing to be liqJidated. Department heads and professionals 
alike felt severe pressure to protect their security in one form or another 
in the uncertain environment t hat prevailed. In addition, a number of 
the more outsta1ding professionals were hired by the government in its 
search for good talent at the time. By the end of the year FUNDE was 
operating at half staff. Only one of the original department heads 
now remains, and at present something in excess of 500,:' of professional 
personnel are new since the war. 1/ The fact that the organization 
was not only able to survive under-these circumstances but to double its 
progra:n in terms of the volume of operations and introduce a number 
innovations in the process (see Chapter V.A.) is extraordinary and a 
testimonial to the quality of management and leadership, which, 
fortunately, was one consistent feature throughout the crisis. 

Also since the war, FUNDE's organizational structure 
and program have been subst antially revised and improved. Two new 
departments (now called "centros ") were created for Housing and Research 
and Development. The Department of Audit was strengthened alld set 
up for the first time independently of Technical Assistance, and its 
role changed to one of pure audit as opposed to technical assistance 
focussed on accounting, as it was previously. The Department of 
Social Promotion (loosing its chief to the government) was eliminated, 
a.1d two social workers were added to the Housing Depaitment. An 
executive assista1t wa5 hired and attached to the office of the Executive 
Director and also made responsible for a new and promising cooperative 
commercialization program. Ot her changes were made in the administra­
tive area. The CFER program was also reorganized and replanned. The 
net effect of the above, as will be seen in greater detail in sections 
to follow, has been t hat FUND E is now capabl e of offering a broader 
and more professional range of services at a higher volume than eY'er. The 

As of the end of 197~ 25 of 57 total employees (43%) had left 
FUNDE. If the CFER program is removed from the total, the 
rate climbs to 50'%. It is believed to have been somewhat 
higher, however, if only professional personnel are counted. 
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organization still faces serious constraints and considerable uncertainty, 1/ 
but it came through the emergency st ronger than before, and most -
indicators are highly favorable. 

As with previous periods, it must also be noted here 
t hat both the survival and growth of the program are still dependent 
on a heavy and coniinuing stream of donor financing. Basic operations 
(t echni cal assistance, training, audit) continue to be covered in large 
part by t he Inter-American Foundation. The CFER program is supported 
jointly by AID and the IAF; the new housing department is covered 
by a grant from Private Agencies Collaborating Together (PACT); and 
the new Resear ch and Development Center is funded by Appropriate 
Technology International (ATI). In addition, lending capital since 
the war incl udes $1 million from the IDB (to be channeled direct to 
FUNDE cooperatives from the National Development Bank), just over 
$1 million from SOLIDARIOS, and $.5 million from AID in the form 
of a1 emergency grant in September 1979. Since the War, FUNDE 
and its cooperatives, for all intents and purposes, have been cut off 
from domestic bank financing. 2/ 

!I Constraints and limiting factors are discussed in Chapter V. 
None are insurmountable. "Uncertainty" refers to the political 
climate in which the FUNDE system must operate. This is 
discussed at length in Chapt er VI. A. 3. 

An exception to this will be the IDB project referenced above, 
(to be channeled through the National Development Bank) 
although it remains to see how well this money will move for 
reasons explained in Section VI.A.3 below. (The first sub­
loan under this project, C$l. 0 million, for the agricultural 
cooperative at Jalapa, was approved in May 1980.) There are 
also one or more cases of pending FUNDE cooperative loan 
requests with the BND; but none, as yet, have been approved. 



- 46 -

CHAPTER IV 

THE COOPERATIVE DEVELOPMENT PROGRAM 
HISTORY AND EVALUATION OF AID/IAF FINANCING 

As wi II be seen, the complementary, continuing and overlapping 
nature of external donor and lender financed projects with FUNDE over 
the years, in addition to the growing complexity of the cooperative 
development effort, has made st raight cause and effect relationships 
between individual projects and impacts almost impossible to del ineate 
in clear cut form. In most cases donor inputs have been mutually 
reinforcing, however, along with FUNDE's own resources and those of 
the banking sector. Also, institutional memories have faded over time, 
as have old files and reports. Finally, there is a serious lack of valid 
social and economic data, which is badly neededJ not only for impact 
evaluation, but for charting the course of the organization in the 
future. y 

This element of the evalua~ionr therefore, will focus more on 
the overall cooperative prograrr. tha .. vn indivijual projects, the period 
from 1975 on, and institutional and system accomplishments more than 
actual social-economic gains {although some valid observations and 
tentative conclusions ca.1 be drawn from proxie indica~ors" as will be 
illustrated in Section C. below.} 

For the sake of presentation, a general finding is offered 
first"which is then followed by two major sub-divisions dealing with 
AID and IAF financing respectively. In a :oncluding section, the 
overall impact of the cooperative development program is summarized 
along with a series of achievement indicators. 

See Chapter V.A.5 for recommendations related to data 
collection and planning. 
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A. General Finding: 

Donor fii1a:1cing has been of overri jing importance to the 
development of FUNDE and its cooperative system. FUNDE is a 
foundation. It was not designed to become viable on the basis or ope­
rations( al though th is has now become part of its strat egy for future 
sel f-sufficiency). Clearly the foundation would not have made a 
fraction of the impact that it has wirilout a heavy and continuing 
stream of donor fina~cing, nor would today's cooperative system have 
been built in the first place. Beyond leadership and management 
factors (in place since the b:::g;nning and financed by the Foundation 
itself) the secret of FUNDE1s success over th" years has come down to two 
simple elements; a) first rate talent for program design and impiementa­
tion, and b) financial resources to be channeled to and through bel1e­
ficiary groups. Without the abunda:1ce of both elements, donor financed 
over the years, only a small fraction of what has been achieved woulJ 
in fact have been realized. 

There have been times when outside observers have cr iticized 
FUNDE for being too dependent on donor financing (normally above 
807'0 of operating budget). A conclusion of this analysis, h,::>wever, is 
that this view misses the real point, which is success in terms of od-
reach and impact at the cOnl,nunity level. From available reports, 
FUNDE has succeeded in Nicaragua to a degree that no other system 
has in combined. terms of low cost social and economic benefits to the 
community, numbers of famil ies affected, savings generated, and rural 
develop:nent stimulated (small enterprise development, agricultural and 
small indust rial production, education and social services), and not 
least important, the generation of hope in what at times appeared to 
be a hopeless situation. As stated by a FUNDE cooperative director 
in a 1977 interview, IIBefore our credit union was established, this was 
a community without aspirations. II Y 

In summary, the results have justified the costs, which 
have been relatively modest (some $2.4 million for AID/IAF giving, 
representing the vast ma;0. r ity of all grants over the period 1975-1979). 
One need only look at the ~ ~tem today (see Chapter V), its members, 
the res?onse to the crises of the war, and its present rates of growth, 
diversification and innovation. Continued substantial donor funding 
is warranted over the medium term future, although at levels that can 

!I Op.cit. Heard, p. 155 
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be reduced over time as a growing share of operating budget and 
capital costs ore generated by the system itself. (See Financial 
Analysis, Chapter VII). There is nothing wrong with this as long U~ 
equitable social and economic benefits continues to ex~nd and the 
cooperatives themselves can be brought to a state of self-sufficiency 
for the unforeseen eventual ity t hat the system breaks down. This 
becomes less and less likely as time goes on however., The chances 
are that FUND E ha; already been through its worst crisis Y for years 
to come. 

B. AID and IAF Assistance, 1975-1979 

In reviewing the history of AID and IAF inputs to the 
cooperative program over the years, the degree of collaboration and 
joint planning on the part of the two donors is not clear. It doesn't 
matter n:>w, given results, but could well in the future. (See Chapter 
VIII relative to the need for a consortium approach to futur~ assistance.) 
II"l a.1y case, the donors compl emented each other nicel y over the 
period, with or without planning it that way, thanks in large port 
to FUNDE's own well developed capability to orchestrate contributions. 
AID and IAF are taken up separately below for the sake of clarity, 
although both have been contributing to the same ends all along. y 

1. AID 

For the first time in early 1975 both AID and the 
IAF 3/ launched substantial projects specifically for cooperati\'t;! 
deveTopment. In the case of AID, this took th~ form of an OPt..:; 
(signed in Ja.1uary 1975 for $75,000) for the formation of rurd market 

!I 
y 

The post-revol utionary period, August-December l )7~ 

AI though th is Chapter is focussed on the cooperative develop­
ment program, both AID and the IAF have also contributed 
substantially to the CFER program. (See Chapter V.A.11.) 

As mentioned in the historical framp-work, the IAF had alrea::ly 
become a mojor donor to FUNDE prior to 1975 with at least 
$.5 million for training and H.,ancing of marginal community 
groups • 
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womenls cooperatives (credit unions.) Support was continued until 
mid-1978 through on amendment and a follow-on OPG for small 
merchant cooperatives. 1/ Total cost to AID amounted to approxi­
mately $2J5, O~O, of whiCh $85, 000 went for new cooperative managers' 
salaries, another $150, 000 for FUND E staff and promotional costs 
(salar ies) and the remainder for equipment (vehicles, cooperative office 
equipment, etc.) Seed Capital for cooperative lending was drawn from 
the privat e banking system. 

Alth::>ugh the only evaluative document located that 
focussed on this project exclu~ively was a PAR drafted in January 
1976 2/ the PP for the second OPG in January 1977 stated liThe 
experience, as this project nears its conclus!on, has been sufficiently 
successful to have generated spontaneous new demands in towns of 
similar size and economic activity. II At the time" Nicaragua had 
approximalel y 35 towns of between 2, 000 and 10, 000 population. 
The first OPG project haJ set up cooperatives in 20 of these, and the 
goal of the second became to cover the remaining 15, at which point 
the count ry would be bla:1keted at that level. (It should be pointed 
out t hat by the end of 1974 market credit unions had also been 
established in 14 other larger urban centers.) 

The January 1977 Grant Agreement was for one 
year ($75,000) and was followed by lower cost amendment covering 
1978 activity. By the end of 1978, there were 42 officially recognized 
cooperatives in the FUNDE system with over 9, 000 members and at 
least eight or ten other cooperativp.s in various stages of formation and 
recognition. It is likely, therefore, that FUNDE was fairly much on 
ta:-get at the time the grant ended. In any case, the program can be 
considered one of AlDis OPG success stories, not only in terms of 
growth (coops, members, shar e ca?ital, etc.) and socio-economic 
impact, but also because the grants helped FUNDE at a critical point 

y 

y 

The same model as that for mar ket women, but with a some­
what broa~er membership base of small merchants in and 
outside of the market. 

The PAR, drafted by the AID Project Manager, Cha rlotte Jones, 
showed all targets being exceeded except membership and 
provided a very positive reading in general. The only recom­
mendation was to reduce subsidies to credit union managers from 
24 to 18 months. These were in toe form of a grant at the 
time. Now FUNDE's policy is to provide no interest manage­
ment loans for new cooperatives. 
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when it was developing and refining u model which has survived the 
test of time and become the foundation for the entire cooperative system. 

In terms of follow-on assistance from AID, by 
mid-1977 FUNDE was soliciting for a proposed "diversification" program 
in line with an evolving strategy to superimpose a "multi-service" 
st ructure (incl udi ng agri cui ture, housing, commercial ization, etc.) 
on the base est ablished by the credit union. At the time, AID was 
interested in the development of general cooperative program for 
Nicaragua a,d was planning an assessment of the movement as a whole 
in order to formulate an overall strategy. AID's response to the 
Diversification proposal, therefore, was delayed so t hat the assessment 
could analyze it within the broader light of the movement and other 
programs. The study, carried out in the late fall of 1977, was asked, 
among other things, to evaluate the FUNDE proposal as well as the 
effectiveness of the FUND E system in responding to member needs. 

With respect to the Diversification proposal, the 
study recommended that it be approved after a supplement had been 
added dealing with technical questions related to diversified service 
ca;:>abil ity. In a:ldition, a plan was recommended prior to the second 
year of the grant in order to respond to long-range questions 
regarding where FUNDE was headed and how certain issues would be 
handled in the future, i.e., capital mobil ization, incorporation of 
the cooperatives within some s::>rt of integrative structure, the develop­
ment of new required technical capability, etc.) With respect to 
FUNDE and its cooperatives as a whole and the system's response to 
member needs, the study in general found that a first rate and highly 
responsive job was being done. 

The Diversification grant was signed in March 1978 
for a total of $200,000 and disbursements commenced in May. Within 
four months (by September) the grant had been entirely disbursed a,d 
placed at the cooperative level. It was not until March of 1979, 
however, that the Mission was able to respond with an amendment and 
additional funding to bring the package up to the $.5 million originally 
sol icited. The additional $300,000 was disbursed by the end of 1979 
and assist ed FUNDE in responding to the crisis of I iquidity in the 
countryside after the war. Approximately 50% of the total amount 
went for working capital (mainly small business and industry). Housing 
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absorbed aSout $130, 0)0, and the rema i nder went for fixed investment 
and agricultural production. 

Finally, in its most recent grant to the program 
(September 1977) AID provided an additional $50a,000 to be channeled 
through cooperatives in response to the emergency created by war 
damage to members throughout the system. This OPG was likewise 
totally disbursed bv the end of the year. As of December 31, $438, 000 
was outstanding at the cooperative level (breaking the earl ier disburse­
ment record), $240,000 of which was fer small business, $170, DaD for 
agriculture, $29, DaD for housing and $41,000 for infrastructure and 
services. 

Concerning the success of the Diversification and 
Emergency grants, not only did they serve their intended purposes in 
terms of credit diversification (also strongly supported by IAF - see below) 
and responding to emergency needs, but also directl), strengthened 
the overall cooperative system. The reason the system experienced such 
spectacular growth in 1979 was precisely because it was able to respond 
in a meaningful way (llcon los reales II) to the critical needs of the time. 
In visits of l~e analyst to cooperatives throughout the country, almost 
all of those vb;ted had outstanding balances in the two categories and 
stressed the great utility of these funds at the time in addition to 
considerable additional need at present due to current and projected 
growth. 

2. The IAF 

On February 12, 1975 a two-year grant agreement 
was signed with the IAF for $531,000 to "expand and improve services," 
strengthen the 14 previously formed market women's cooperatives and 
organize seven new urban versions. These were to be I inked through 
a national association 1/ to the 20 other cooperati,.,es to be promoted 
and financed by AID. - Membership was to increase from 3,500 

y The formation of the national association ne~ r took place due 
to an unforeseen confl ict with the cooperal'ive law of Nicaragua 
which specifically prohibited the formation of more than one 
federation or second level organization for a given type of 
cooperative. The Credit Union Federation (FECACNIC) 
occupied the space for credit unions. There is a plan to 
rewrite the law over the next year or so in line with rJrecepts 
of the revol ution . 
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in existing coops to 8, 000, plus 1,400 more in the seven new ones. 
Share capital was to increase to $600, 000. Linkages to other incipient 
central american market women's cooperatives were to be made. !I 

The grant financed five professional staff members 
for a strengthened program of cooperative education and training in 
addition to four others for a specialized technico' assistance group 
including administration, audit and promotion. For cooperative lending 
$30J,OOJ was provided, to be matched by $200,O·JO from local banks. 
The $300, OJJ was to form a rotating loan fund which would be passed 
to participating cooperatives in the form of capitalization grants at the 
rate of $1.00 for every $2.0J in share capital mobilized by the co­
operatives, leading to total capital accumulation of $900,000 at the 
local level. FUNDE was to hold the funds in trust, while using them 
in the credit program, until the required $600,000 in member contribu­
tions had actually been raised. The dead I ine was February 1977. 

In late 1976 it became clear that the capitaliza­
tion target would not be met in time and the agreement was extended 
for an additional year and then agt"lin through August 1978. By that 
point, all grant resources ha:-l been exhausted, including the $300, 000 
for lending, which by then had been disbursed to 21 different coopera­
tives as capitalization grants ranging in size from $2,900 to $13,700. 
It was also during this period that the current training center, CECOOP 
(Centro de Entrenamiento Cooperativo) was est abllshed, with special ized 
technical a5sistance from the InstitlJte for Cooperative Research and 
Development (I FC) of Honduras (lnstituto de Investigaci6n y Formaci6n 
Cooperotivista). 51 

In October 1978 t he grant was amended again in 
response to the urgent need for lending capital generated by the 

!I The relationship with other Central American programs was to 
be made through the National Association and was not attempted. 

51 The creation of CECOOP and I FC technical assistance was 
financed by PACT. The IFC itself has a general support grant 
from the IAF. 
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September pol iti cal CriSIS, a,d $355,OJO was provided for emergency 
10a"'5, almost all of which was disbursed by the end of the year. Ad­
ditional budget supp:>rt wos also funded for continuing impact evaluation 
of the credit provided. 1/ Although this final amendment was to run 
three years (until September 1981) there remained a continuing need 
for budget support for the program at large, which was eventually 
handled through an entirely new gra"t package described below. 

In July 1979 a major new three-year grant was 
signed with the IAF for "Diversification" of the cooperative program. 
The plan was based on the shift in strategy which ha:l been evolving 
since early 1977 when FUNDE first approached AID along the same 
lines. In a:ldition, resource mobilization and prograllming by type or 
group of cooperatives waS given up in favor of concentrating on the 
diversification of the system a3 a whole. All coops were to eventually 
become "centros de servicios multiples" offering a broad range of 
services, on the base of the original credit union. 2/ The IAF grant, 
therefore, waS structured to provide budget support tor the overall 
cooperative program over the three year period ending in September 1982. 

Fi na . .,cing under the grant, amounting to $905, 000, 
is totally dedicated to budget support over the period. All complimentary 
lending capital is to be raised by FUNDE from sources such as 
SOi..IDARIOS, AID, the IDB, etc. Of the total, over half, ($498, 000) 
is for a considerably strengthened program of technical assistance and 
audit, including the development of new capability in the agricultural 
area. Of the remainder, $286, 000 is programmed for the training 
center (CECOOP) and the rest ($120, OW) is for new cooperative promo­
tion. Ot her donor funding for housing and research and development 
(see V.A.5.& 9.) is taken into account. 

!l Much of the prel imillary wor k for sample surveys to capture 
social and economi c impact data from the emergency program 
wa~ carried out in early 1979. The surveys themselves, 
however, were never real ized due to the press of other 
commitments after the war. 

There are a handful of special exceptions to this such as the 
housing cooperatives in Granada and Masaya and the taxi 
cooperative in Managua. 
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The gra"t was also based on a new FUNDE strategy 
for self-s'Jfficiency which called for eventual viabil ity of the foundation 
on the basis of increased lending and a phased program of levying 
service charges on cooperatives that reached determined levels of 
financial and techni cal strength. Incorporated in the plan is the 
notion that this will be the last IAF grant for general budget support 
to the program. 1/ 

In a:ldition to the above series, other IAF grants 
have been made over the years to individual coops in the system, the 
coffee coop at Bocaycitos, for example, and the taxi coop in Managua. 
For reasons of time and space, these are not covered 'here, but they 
have definitely contributed to the overall strengthening of the system. 
With respect to the success of IAF giving in general to the cooperative 
progra:n, one must look at collective impact over the period, including 
inputs from AID and other donors. Th is is covered in the following 
section. 

C. Impact of the Cooperative Program (Combined AID/IAF 
Giving) 

AID and IAF gIvIng combined has amounted to approxi­
mately $2.4 million for the five-year period 1975-1979. Of thisJabout 
$700,000 was for b'Jdget support with the remainder going for lending 
and capital i zation of the cooperatives. 2/ As is illustrated below, the 
conclusion of this analysis is that the above figures represent a very 
llodest pri ce for impact attained in comparison with other cooperative 
development projects around the world. These resources were signifi­
cantly augmented during the period by substantial borrowing from the 
Pan Ameri can Development Foundation (PAD F), local banks, and 
SOLIDARIOS; but in general AID/IAF grants can be considered to 
have been the mainstay of the program. 3./ With the above in mind, 
estimated impact of the program and relevant success indicators ar e 
described below. 

y 

51 

"Proyecto de Autosuficiencia de FUNDE en el Futuro, Perrodo 
1979-1983" produced and submitted to the IAF in February 1979. 
FUNDEls resources and projected viability are discussed at 
length in Chapter VlI. 

AlDis cont ribution consisted of $1 million for lending, plus 
approximatel y $285,000 for budget support. Corresponding 
figures for IAF grants are $655,000 and about $400,000 
respectively, including 1979 disbursements from the present grant. 
Grant funds from AID and the IAF combined represented 94% of 
all grant inputs received by FUNDE during 1979. {Includes the 
CFER program.) 
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1. Growth and Cost per Beneficiary 

Growth indicators are provided in the historical 
perspective and Chapt er VII (Financial Analysis). Here it is sufficient 
to reit erate that the system grew by 44 cooperatives over the period 
and some 14,200 members. Total affecteo population by the end of 
1979 Vias estimated at 46,020. Directly or indirectly the $2.4 million 
probably benefitted nearly all of these, coming to a cost per person 
figure of about $52.00. Even if only half of these actually benefitted, 
however, the figure of $100 (in a cost/benefit sense) 1/ would still be 
respectable compared to similar projects throughout LatTn America; and 
this does not take into account the employment and income generation 
effect of the financing for other thousands of famil ies, still outside the 
systf;m~ but who benefitted one way or another from the enterprises 
tinanced. In field visits, coops reported that new members are still 
com i ng in at a rate wh i ch vari ed between 10 and 30 per month. The 
multipl ier -effect of these resources has been very high. 2/ 

2. Equity and the Rural Poor 

Although solid statistics are not available, a recent 
sallpling from FUNDE loan files found current ranges of family income 
as shown below. 

Due to lack of data it was not possible to perform a meaningful 
cost/benefit analysis of AID/IAF giving over the period. Never­
theless, AID financed cooperative development projects in Latin 
America have tipically ranged from several hundred dollars per 
member to well over $1,000. In Africa costs of over $5,000 
per family are not uncommon. In the experience of the analyst, 
this is the lowest cost program of its type that AID has 
financed. 

The multiplier effect refers primarily to the fact that cooperative 
lending (in the FUNDE system) exceeds by approximately three 
times financing received from FUNDE thanks mainly to lending 
ratio requirements and a corresponding savings generation effect. 
(See Section 4 below). AID and JAF contributions have also 
made possible the securing of bank and SOL/DARIOS financing. 
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TABLE IV A 

COOPERATIVE MEMBER INCOME LEVELS 

C$/Month/Family Dollars Per Capita/Year !I 

Small Business 
Small Industry 
Farmers 

500 - 3,00a 
500 - 5,0:>0 

120 - 720 
120 -1,200 

Coffee 
Basic Grains 

1,0:>:> - s,oaa 
500 - 3,00a 

240 -1,920 
120 - 720 

Source: Cooperative Loa:1 Appl i cations - FUND E (Miscellaneous Sampl ing.) 

The above rates generally correspond to those the analyst 
g:lt hered during field visits. In general, incomes appeared to range 
between C$50:> and C$3,0::>O for the vast majority of socios. 

Anot her indicatcr of rural poor outreach is avera~e 
loan size. In most cases, average loans for small business and industry 
ra1ged from $100 to 500. In agriculture, figures varied more substantially, 
but for the most part between $50':> and $2,OOa per socio, with coffee 
producers receiving somewhat larger loans. FUNDE's stated policy is 
that the maximum loan for working capital shoud be no more than 
$2,OaO and $3, 000 for agricul tural production. 2/ Almost all farmer 
members work from 1 to 10 Mzs. y -

The above figures provide some idea as to the 
economic level of the majority of FUNDE memberships. In the future, 
much more comprehensive indicators should be available through a 
recommended data collection and processing system to be established 
under the AID project proposed by this evaluation. 

y 

y 

The ten to one official rate is used here for conversion of 
cordobas to dollar income per annum, although the street 
rate is around 17 to 1 at the time of this writing. Five 
members per fomily is assumed. 
This wa:> the policy as of August 1979. Undoubtedly the figures 
have increased since, although the point is still valid. 
Manzano (Mz): Standard unit of land measurement in Nicaragua. 
1 Manzano = 1.7 acres, Cipproximately. 
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3. Production vs Consumption 

As of the latest breakdown available, approximately 
70% of the FUNDE portfolio WaS dedicated to small commel'ce and 
indust ry with another 27% going to agriculture. The remainder was 
divided between housing and infrastructure. Th is generall y ran true in 
cooperatives visited. In almost all cases at the cooperative level, 
lending for pure consumption (family expenses and purchases not related 
to some productive end) was either absent altogether or below 200/0. 

The vast majority of all lending, therefore, is going 
to "productive purposes" in terms of small enterprise development, most 
of which is highly labor intensive and economically beneficial in the 
Nicaraguan context. (This is the case in both market town and 
agri cui tural settings.) Furthermore, I ending for agri cuI tural production 
has tal<en a strong surge since the war. Between 1974 and the end 
of 1978, total FUNDE lending through cooperatives classed as agricultural 
came to no more than about 13% of total I:mding. Agricultural lending 
is projected to increase substantiall y again in 1980 relative to other 
portfolio classifications. !I 

4. Savings Generation 

As can be seen from the figures in the Table IV B 
below, FUNDE cooperatives have been an effective vehicle for savings 
mobil i zation over the years. Much of th is would not have occurred 
without the program. A significant portion of the system's members 
have not been accustomed to dealing with banks in any form, but 
especiall y in the area of savings. The succe:s of the vehicle in this 
case rests largely on the nature of cooperative lending. Normally, 
loans are granted on a 3: 1 ratio basis (credit to share capital contributed 
by the member).y Also, ar the time of joining the cooperative, 

See Chapters V.7. and VI. B. 1 for discussion of this trend. As 
a maIEr of policy, FUNDE has approached agriculture cautiously 
because of the higher risks associated with agricultural credit. Now, 
wi~h O1established base to work from (primarily through the credit 
union vehicle) it is possible to increase a,gricultural lending 
much more rapidl y. 
In some cases, especially agriculture, the ratio can go as high 
as 6: 1. 
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the new member commits himself to a determined savhgs rate and must 
save for a minimum of six weeks before the first loon. During field 
visits all coops reported regular contributions by the great majority 
of members. Monthly contributions were found to overage on the 
order of C$25 to C$50. Members often contributed on a doily basis, 
especially in the publ ic market linked cooperutives. In addition to 
standard capitol contributions ("aportaciones") s~lected cooperatives 
are now starting up regular passbook type savings accounts ("ahorro 
retirable ll

) ] / for the first time. It is expected that results in this 
area will be I ess impressive due to the more vol untary nature of the 
activity. 

TABLE IV B 

MOBILIZATION OF SAVINGS BY FUNDE COOPERATIVES 
(Shore Capitol Contributed) 

]974 1975 ]976 ]977 ]978 1979 

Shore Capitol 
(C$o'Ja, DaD) 1.5 1.7 4.5 7.2 8.9 17.4 

Shore Cap/member 
(Cordobas) 430 445 565 881 960 983 

Rate of Growth/ 2/ 
member/year (%) 66 3.4 30 55 9 2.3-

Source: 

U 

FUNDE Balances Consol idados 

.;. 

The only cooperative interviewed which hod a program that hod 
been establ ished for any length of time was Santo Tomo;; in 
Chont ales. It had C$190,Oaa in withdrawable savings and 
paid 7% interest. 

The sharp drop in the rate of growth/socio in 1978 and 1979 may 
b~ due in port to heavy emergency and reconstruction lending 
assodated with the war which hod more lenient loon/capitol 
ratio requirements. The r'Jte should increase substantially in 
1980 given very positive experience in the early months of 
the year. Also, the large increase in new members in 1979 
contributed to the rate drop in that year. In fact, that 
there was any increase at all per member in 1979 is a very 
healthy sign under the circumstances. 
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5. Financial Benefits 

As has been observed and reported time and again 
with respect the low income commercial sector of Nicaragua, local 
money lender rates for short term working capital range from 5% 
to 207'0 per month and more in some cases. This is especially true 
in public market settings. To sodos able to borrow from the local 
cooperative, even at rates up to ~Io per month (most are in the 
annual ra.,ge of 14%-16%) th is represents a substantial sovings, wh i ch 
are the" free for increased capital contributions and in turn greater 
borrowing capacity. Capital is short in rural Nicaragua and the real 
cost is high, especially since the war. In virtually all cooperatives 
visited a substantial unmet demand was reported (see Chapter VI.A. 1.) 
The only cheap credit available, according to the cooperatives inter­
viewed, was through the Nationalized Banking system, most of which 
is targeted for agricultural production. In the case of the National 
Develop:11ent Bank (BND), financing is only available for collective 
and group efforts approved by PRO CAM PO, (S ee Chapt er VI. A. 2.) 
Even in the past, however, most of the socios could not qualify 
for commercial bank borrowing a1d were I ikewise discouraged by time 
consuming procedural requirements and the cost and bother of repeated 
trips to the nearest aaency of the National Bank. The financial 
benefits to the socio from utilizing his cooperative, therefore, have 
been substantial in terms of interest ( vs. money lender rates), 
time, tra:1sportation and other costs saved plus the automaticly 
increasing borrowing and investment capacity stimulated by the savings 
featu"e d escr i bed above. 

6. Social Benefits 

Each of the cooperatives visited was either involved 
in some sort of community action activity or planning one or more new 
ones. In many cases, projects had been initiated in collaboration 
with the local "junta de gobierno" and included the reconstruction of 
markets destroyed in the war, day care centers, road improvements, 
latrines and other health improvements, housing projects, adult education, 
etc. The I ist could go on. For years, FUND E had a department 
dedicated exclusively to social promotion !I which was responsible for 

The department was dismantled with the departure of its dynamic 
chief in late 1979, although two social promotors were added 
to the new ho:.;:>ing deparlment. The former chief, now working 
fOi the Institute for Natural Resources (IRENA) in the Atlantic 
Zone, was famous for her promotional and organizational talents. 
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much of the strong local orientation today. The community outreach 
philosophy is nClw well inst ailed in most of the cooperatives and is 
incorporated heavily in FUNDE's training program. The orientation is 
strengthened add itionall y now by precepts of the revol ution call ing for 
strong projection to the community, social action, and popular parti­
cipation. 

7. Innovation, Diversification and Appropriate Technology 

Since the beginning, FUNDE never stopped experi­
menting, which eventually lead to the multi-service .. diversified model 
being pursued today. Building on the base of the credit union, one 
pilot initiative after another has been tried; procedures have been 
refined and streaml ined; and new activities have been introduced in 
agriculture, marketing, retailing, education, etc. This was found to 
be the case in almost all of the cooperatives visited. (See Chapter 
V and VI for greater detail). A testimonial to this is the current 
grant from Appropriate Technology Int ernational (A TI) for the new depart­
ment of Research and Development. One of the purposes behind the 
giving was to document a number of the more successful FUNDE models 
and schemes for repl ication elsewhere. In this case, cooperative 
development and manageme~t methodology in and of itself, as employed 
by FUNDE, is considered a "technology" qualifying for the "appropriate" 
label relative to the rural Nicaraguan setting. (Also see Chapter V.A.5. 
Research and Development.) 

8. Other Benefits 

For other benefits in terms of the financial develop­
ment of the system, leadership, popular participation, management, etc., 
see Chapt er V. B. below. 
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CHAPTER V 

INSTITUTIONAL ANALYSIS 

PRESENT CAPACITY OF THE FUNDE SYSTEM 

This chapter is divided into two basic parts dealing first with 
FUNDE as an institution and then turning to the cooperatives which make 
up the field end of the system. In th~ case of FUNDE it elf, findings and 
recommendations are shown in each s:...b-section, as well as in summary form 
in Chapter II. 

A. FUNDE 

1. General Finding 

As will be illustrated below, despite the fact 
at least half of FUNDE's professional staff is new since the war, the organi­
zation is now stronger than it was before in terms of institutional resources, 
systems, methodology and technical capacity in general. This is not to say 
that there are not problems and constraints to be overcome for the program 
to continue expanding and realize its medium and long-term potential. These 
are covered below, and a variety of recommendations are offered, including 
measures which could be financed by the proposed AID project. Nevertheless, 
the present degree of professionalism, organizational efficiency, and quality 
output per staff unit is exceptionally high. 

2. Organization 

FUNDE is a non-profit civil association and 
has legal status under Nicaraguan law. At the highest level it L 90verned 
by a 16 member board of directors (Consejo Superior) which includes three re­
presentatives of the National Development Institute (INDE). Other members 
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are elected C'1 t:.eir merit~ fr:::m the Private Sector at large. 1/ Undei the 
board 15 an eight member executive council w'''dch meets twice- a month for 
program review and required decision making. The third layer is represented 
by the executive director who is dedicated "full time" to the doily operation 
and administrotion of the foundation. 2/ At present he is assisted by a part­
time executive assistant lolso responsible for the new commercialization pro­
gram). 

With respect to working level organization, 
all line~ of authority radiate from the office of the executive director. This, 
in fact·, is how the organization operates, (as shown in Figure V A below) 
although in the Director's absence the Chief of the Administrative Center tokes 

over. 3/ 

Figure V A 

FUNDE's Current Organizationai Structure 

Executive Assi~tant 
and Commercial ization 

and 

I Board of Directors I 

I Execut ive t ounc i I I 
I 

! Executive Director I 

Administration 
and Legal 

Tra:nJng 
(CECOOP) 

1/ There ha~ been some discu~sion at the Board level of the possibility of in­
- corporating some represel"ltatives from the cooperatives themselves as well as 

a possible government representative (most likely from the Ministry of Housing). 
This is still at the idea stage, however. 

2/ The Director is also Executive Secretary of INDE which requires .::m undeter­
mined but relatively modest amount of his time. 

3/ FUNDE departments are known as "Centros" and Chiefs as .. Jefes de Centro". 
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a) Findings 

In assesing the merits of ~I,e above structure, positive 
features which stand out include great flexibility and (I rapid response capabil ity, 
excellent vertical communication, and a true lack of bureaucratic barriers which 
normally plague such institutions. Horizontal coordination and communications 

II 11 

are maintained through weekly meetings of the Jefes de Centr£. Agendas are 
usedJand detai led control sheets are prepar,':!d and distributed after each meeting 
indicaling actions, responsibilities, timing of task completion dates. 

On the negative side, the only problem at the moment 
is the risk associated with what appears to be an over-dependence on the Execu­
tive Director. (See Management below). Also, the system places a heavy burden 
on management to be constantl;, and persona"! on top of a" functional areas. 
Present management is capable o~ this. The average manager would not be. 

b) Recommendations 

"'one are offered at present (with the exception of 
those under Management below). As the instituticJn grows in size and complexity 
in the future, there will comt:: a point at which elements of a more traditional 
organizational structure will have to be introduced. The less the better, however, 
as part of FUN DE's dynamism as an organization springs from this highl}' personal 
and flexible structure. 

3. Management 

a) Findings 

(1) Positive fectors 

In the experience of the analyst, the current Executive 
Director (with FUN DE since the beginning) is without para lIel in terms of dynamic 
leadership and management ability. Today FUNDE is basically what the Director 
has made il' over time, and the entire organization reflects his commitment and 
talent. To a large degree the sustained high level of production within FUNDE 
over the years is a direct product of the Director's ski" in obtaining a maximum 
effort from his staff. The Executive Director is a Iso famous for his consistent suc­
cess in resource mobilization and in the "orchestration" of donor inputs in a variety 
of complementary packages. Finally, FUNDE management must be credited for 
the action oriented style of the organization and its commitment to move forward 
despite existing and potentia I obstacles. This was amply demonstrated by the ef­
rort made after the war to gear up the program overnight in the face of the gene-
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ralized chaos facing the nation at the time. The variety of the FUNDE program 
and the manner of its evolution also reflect this qllality. 

(2) Limiting Factors 

As in the case of the organizational structure, the 
fluid management style in FUNDE allows for great efficiency and flexibility, but 
also brings with it certain risk. This is especially true now with all but one of 
the CentN Chiefs new since the war. At this point only one person has a com­
plete grasp of operations, and during his absence a void of information and deci­
sion making capability is evident. A variety of questions can be answered only 
by the Director, especially those dealing with overall policy, strategy and re­
source mobilization issues, relations with the governrnent Gnd other organizations 
and major questions related to cooperative financing. One recent and highly po­
sitive step in response to the issue was taken only in March 1980, when it was 
decided that FUN DE's credit committee would be able to meet in the Director's 
absence and approve loans on its own • .!! More such decisions will have to be 
made in the future. 

As mentioned, the Chief of the Administrative Center 
takes over as acting manager in the absence of the Executive Director. He is 
working at top speed, however, in order to keep up with day to day administrative 
operations. (See Administration below). The Director is also assisted in a vari­
ety of specialized tasks by his executive assistant. She is likewise limited, though, 
by the major added burden,f operationational responsibility for FUNDE's cooper­
ative marketing program. (See Commercialization, Section 8 below). 

It is only fair to point out that FUNDE is still in a pe­
riod of post-war transition. Gradually, the Executive Director intends to shift 
more and more respor,sibility to the Chief of Administration and various department 
heads as they deve lop the necessary experience and faci lity to accept greater 
management c ha Ilenges. 

b) Recommendations 

(1) FUNDE should consider the establishment of 
a "Centro Ejecutivo" incorporating the permanent full-time position of the Executive 
Assistant (now only part-time) • 

.!! Prior to this move, FUNDE was powerless to respond to loan requests whenever 
the Director was traveling, and significant backlogs would develop. 
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(2) The position of the Chief of Administration 
should be strengthened in such a way that he could devote additional time to de­
veloping a se!id grasp of management level issues and overall operations. (See 
following section). 

4. Administration 

The basic staff of the Administrative Center in­
cludes the Chiet Legal Counsel, three accountants, a portfolio manager and a 
secretary. Other employees of a genera I servicer nature are a Iso attached to 
the center (receptionist, more secreraries, cashier, messenger, etc.) 

In terms of functions, the Center is responsible 
for all traditional administrative and general services type activities, accounting, 
financial and portfolio management, questions related to cooperutive personnel, 
and attention to the general public. The Chief is also charged with management 
of projects and relations with SOL/DARIOS, 1/ and plays a general "trouble 
shooter" role in the organization. Finally, as mentioned, the Chief tokes over 
genera I management of FUN DE in the absence of the ExeciJtive Director. 

a) Findings 

The professional quality of the Chief and his staff 
appears excellent. They are managing an enormous volume of activity in the area 
of accounting alone, for example, both for general operations (including a pay­
roll of 68) 2/ and the credit program (over sixty borrowers). An added complexity 
is that alm,.)St all of FUNDE's donors require separate and detailed fiscal reporting. 

The second largest time consuming function has 
to do with a constant stream of cooperative directors and managers pu.rsuing new 
projects, loan disbursements and a variety of other services and problem solving 
actions on FU~~DE's part. In any given day, three to five cooperatives visit the 
central office. In approximately four weeks of work within FUNDE, the analyst 
did not manage to catch the Chief once alone in his clffice. His agility, however, 
in simultaneously dealing with a multitude of diverse actions is impressive and ap­
parently equal to the task. The only problem is, there is little time to develop 
the background and understanding necessary to replace the Executive Director ef­
fectively, if and when this is called for; thus the corresponding recommendations 

1/ As part of the "transition" exercise de;cribed above, little by little the Execu­
- tive Director is turning over management of various donor financed activities 

to selected staff members of proven ability. (Also see Section 12.d) below, 
Capital Mobilization). 

!/ Includes 17 employees dedicated to the CFER program. 
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under .Management above. 

Another administrative constraint at this point relates 
to the lack of manua Is and operating guidelines. These are to be an output from 
the work of the new Research and Development Center (see Section 5 below) ; 
but in the meantime administrative and credit systems depend on the knowledge 
of existing personnel. ~~ew personnel are forced to learn procedures on the io~ 
thrc.'ugh observation and practice. 

A final problem area relates to a general lack of 
space (four or more work to a room), the need for an improved document control 
and retrieval system, 1/ and the lack of sufficient office equipment in good oper­
ating condition. FUNDE is moving so fast that questions of non-immediate im­
portance of this type have had to slip. This is understandable, but there is now 
a need to attend to the area before systems begin to bog down from lack of ade­
quate support of this nature. 

b) Recommendations 

(1) The staff of the division should be expanded 
modestly to allow the Chief to delegate more of his daily activity to subordinates 
and concentrate to a greater extent on overa II management of the organization. 

(2) Specialized s~ort-term consulting assistance 
recommended to analyze the possibility of increased automation of the accounting 
and ,:>ther systems. A small computer, for example, could also serve a variety re­
searc:h and other ends in FUN DE. (See Research and Development Recommend­
ations below). 

(3) Resources should be sought for the design and 
installation of an improved system for document control and retrieval. A historical 
and f"echnical reference center for both FUNDE personnel and visitors would have 
greaf" utility for the organization as it expands in the future. 

5. Research and Development - Planning 

The Department of Research and Development was 
formed in October 1979 through support from a grant by Appropriate Technology 

1/ FUN DE personnel, especially the Chief of Administration, were generous in as­
- sisting the analyst locate files and documents. Time could have been saved,how­

ever, with a more a~equate document contro/" and' retrieval sy~tem. 
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International (ATI). The original idea (when the grant was signed in January 
1979) was to dp.velop accounting and financial systems and carry cut feasibility 
work for the establishment of a cooperative bank. 1/ Due to the nationalization 
of the Nicaraguan Banking system since the war, however, and the increasing 
need for appraisal of existing systems and models as a whole, the scope and ob­
jectives of the center were modified considerably and made more encompassing. 
The objective now is that the unit will essentially evaluate all operating systems 
and :nodels at both FUNDE and Cooperative levels in order to develop and docu­
ment those of greatest utility and efficiency. Manuals and guidelines are to be 
produced accross the board. 

Although the Center was formed in November 
1979, only the chief (an economist and development planner) was on board until 
March 1980 when the full four-person staff was assembled. New personnel in­
clude a public accountant, a business administrator and a sociologist. 

A comprehensive work plan has now been de­
veloped for the center. The plan, comencing in April 1980, runs for 40 weeks, 
at which point Funding will be exhausted. (It is understood that FUNDE intends 
to approach ATI shortly for a second year of support, a need strongly supported 
by this evaluation. (See Recommendations below). 

The work plan, for the time allotted to it, IS Im­
menselyambitious. Research is to cover all three levels in the FUNDE sys.tem; 
FUNDE itself as an institution and its historical evolution (1973-1980), affiliated 
cooperatives, and the beneficiary group. The plan calls for four basic stages; a 
diagnostic evaluation, design of new systems and models to be installed, imple­
mentation, and control or monitoring. FUNDE and i~ cooperatives are to be co­
vered first, while most of the last nine weeks of the plan will be devoted to the 
member level. Specified areas of concentration include organization, adminis­
trative systems and procedures, (including personnel, budget and accounting) in­
formation systems and the development of a cooperative model. 2/ Data and infor­
mation is to be drawn from survey work at a II three levels, statistica I and account-

1/ The grant was originally sold to ATI on the basis of the need to develop (l model 
of appropriate technology in the area cf cooperative credit system development. 

2/ The cooperative model portion of the exercise wi" produce a complete manua I, 
- including description and instructions with respect to how to go about establish­

ing and developing a diversified cooperative according to FUNDE's experience 
about what w~rks and what doesn't. Included will be polky, methodology, pro­

cedures, criteria, etc., as they have evolved in the FUN DE system. 
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ing systems, extensive int erviewing and available literature. The design phase 
of the project is to produce manuals in all of the areaS of concentration. Once 
these systems and inst ruments are installed, the Centro is to convert itself into 
an evaluation unit for a continuing program of follow-up and monitoring. 

a) Findings 

(1) Positive 

The Rand D Center is exactly what FUNDE 
has needed for years. It is especially important at present due to the current 
rapid growth of the program and its increasing variety and complexity. Without 
such a unit, the situation could eventually become unmanageable, and serious 
mistakes could be made. 

Personnel of The Division appear dedicated 
and well qualified, and are presently engaged in painstaking proce$~ of collect­
ing, aggregating, and ordering existing data and mat erial. The fact that it 
is so painstaking demonstrates how necessary the effort is. The Executive 
Director views the Rand D Center as FUNDE's think tank. The rest of FUNDE 
has little time to stop and reflect on what's happening. The Center is critically 
needed for this and other reasons, as will be seen below. 

Finally, the Center offers a real opportu­
nity for repl ication of the FUNDE experience, not only in Nicaragua, but 
throughout Central and South America. In addition to the valuable documenta­
tion to be produced, the exercise could (and probabi y :hould) lead to the 
development of on-the-job training opportunities in FUNDE for personnel from 
other systems, as well as the provision of direct technical assistance from 
FUNDE to ol·her organizations wrestling with many of the same constraints that 
FUNDE has faced and successfully overcome over the years. y 

(2) Problem Areas and Gaps 

There are two bas i c and serious gaps 
in the scope of the Rb!'earch and Development Center at present which 
require priority treatment • 

..!I Such a program might be an eventual source of income for the foundation. 
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• Socio-economic data: 

There is no system in FUNDE currently 
for the collection and processing of member level social and economic data, now 
vitally needed for policy formulation, pla'lning, resource mobilization and other 
purposes. Most of the available data is of an accounting nature, which serves 
well to document general system growth and financial requirements, but contri­
butes little to the process of determining social and economic feasibility and 
priorities or evaluating impact effectively at the community level. Some data 
is available in disaggregated form in cooperative loan files (estimated income, 
size of holdings, assets, etc.), but no systematic attempt has been made to ag­
gregate, tabulate, update, compare, analyze and use it. (Also see Section 7 
below, Ter:hnical Assistance, relative to the need for agricultural data collec­
tion and analysis). 

In fairness, it should be stressed that 
this is an :nea that FUN DE has been concerned about for some time. plans for 
survey work have been developed in the past. The fact that they have not been car­
ried out r.as been due primarily to the political turmoil of the past three years and 
the press of demand in the area of mainline operational functions - credit and 
service!' geared to loan placement and uti lization. 

Planning 

Operationa I centers in FUN DE appear 
to have highly developed programming capabilities for periods of time of a year 
or less. The annual plans for training and the CFER programs are particularly im­
pressive. Week by week activities and responsibilities are spelled out along with 
other necessary details. Short-term and annual cooperative .Ievel planning is 
also carried out effectively thanks to a strong focus on this under the technical 
assistance program. 1/ What is lacking, however, is a serious attempt at medium 
or long range planning for FUNDE itself alld its cooperative system as a whole. 
Again, this is understandable. Under prevai ling conditions it has been very dif­
ficult to make any assumptions (on which planning can be bossed) with any degree 
of confidence for more than a few months at a time. 

In the past, as illustrated in earlier sec­
tions, FUNDE and its programs have grown and prospered on a trial and error 

1/ Detai led annua I plans can be found in FUN DE for each and every cooperative 
- in the system, including month by month targets, activities and responsibilities. 

The same is true of the CFERS. 
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basis. Experiments were carried out and strategies evolved. Models were de­
veloped. Iv\anagement was sufficiently agile to avoid the most serious pitfalls 
normally experienced from the lack of thorough planning. 

Now, howeve:, the need for basic 
multi-year planning is becoming critical. FUNDE is at a crossroad. Fundamen­
tal questions face the organization about its future. FUNDE is faced with a grow­
ing need, for example, to define its role relative to the Revolution, the new go­
vernment and government programs, the rest of the cooperative movement, a"d 
the growth and diversification of its own system within this context. Long range 
planning will also aid considerably in the area of resource mobilization in terms 
of both donor and government negotiations. 

(b) Recommendations 

(1) Data Collection 

Specialized short-term technica I assistance is recom­
mended for the development of a relatively modest program of social and economic 
data collection and analysis focussed on impact of cooperative activities (including 
the CFER program) at member and community levels. System design should include 
a simple mechanism for the updating and comparative analysis of time series data. 
It is suspected that much of the necessary raw data is already in place in member 
loan files ("expedientes"). The possible utility and feasibility of a small or "mi-
ni "-computer at FUN DE for processing of research as well as accounting and other 
operational data, should also be studied. y 

(2) PI IllIling 

Speciulized short-term technical assistance is recom­
mended to assist the Research and Development Center and FUNDE management 
carry out a thorough medium-ranr-~ planning exercise (two to three years) within 
the next six months (prior to the: ..;nd of 1980). The exercise should involve key 
FUNDE board, management, and staff personnel in addition to cooperative level 
representatives. In addition, a mechanism fer periodic review and updating of the 
plan should be developed and incorporated within the scope of the R&D Center. 
The data collection and proc('~~ing system to be established should obviously be 
geared into the plannin'1 system. Planning methodology should be based on current 

.!I See Phase I of recommended AID project, Chapter VIII B. 
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"management by objectives II technology, a\oai lable from a variety of sources in 
the U.S. and Latin America. 

(3) Role and Functions of the R&D Center 

The Research and Development Center 
should definitely become a permanent fixture of FUNDE's organizational structure. 
The staff also needs to be strengthened relative to the data collection, process­
ing, and planning functions recommended above. Eventually, the Center should 
develop a full fledged management information system incorporating both socio­
economic and operational data. This wauld also be the place to locate and 
maintain a documentation and reference center for use by both staff and visiting 
researchers, consul t ants, etc. 

(4) Increased External Support 

In addition to technical assistance recom­
mended for the proposed AID project (Chapter VIII continued and increased 
budget support is recolTlmended to Appropriate Technology International. The 
technologi cal ret urn from such support in repl icable methodology for credit and 
cooperative system development will more than justify the continuing investment. 
(See Recommendations relative to the Consortium Approach described in 
Chapter VIII. 

6. Training: Centro de Entrenamiento Cooperativo 
(CECOOP) 

CECOOP was formed in early 1977 with assistance 
from PACT and the IAF. TeChnical assistance has been provided over the past 
three years by the Instituto de Investigaci6n y Forn,:!ci6n Cooperativista (lFC) 
of Honduras . .!I 

The early years ~f the Center were difficult but 
highly productive in terms of evolution of approach, methodology, and material. 
Early goals were ambitious, and there was much disruption from the two periods of 
fighting. 2' Today, the learning process continues with each course conducted. 
(All are evaluated by the participants themselves). Methodolo~y and content are 

y 

y 

The outhor visited the IFC in Tegucigalpa in 1979 while working on a dif­
ferent project. The staff is well qualified and works with a highly developed 
and effective training methodology. The IFC receives continuing budget 
support frofT" lAF. 
From Septe,,,u<.:r 1978 until the end of the year, for example, gat herings of 
over ten people under one roof were prohibited, effectively paralizing the 
program. 
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constantly being refined. Monthly sessions are scheduled to evaluate the previous 
month's results and adjust content and delivery accordingly. 

At present, the staff of CECOOP consists of the 
Director (specialist in social organization and adult education) and five trainers 
("educadores") including two former secondary teachers, two marketing specialists, 
and a technician in social promotion. The Director is the only holdover from be­
fore the war. All others came 'In board in 1980. From interviews, observation, 
and attendance at one of the courses, they appear very professional and highly 
motivated. They teach most of the basic courses themselves, but also draw on the 
technical assistance and auditing centers for specialized presentation. This year, 
for the first time, they are also responsible for design and management of an in­
ternal training program for personnel of FUNDE itself, for which they are drawing 
on INCAE and outside consultants. Finally, they are in charge of FUNDE's pu­
blications program, including cooperative management and technical manuals, 
bulletins, etc. 

The program for 1980 has been conditioned to a 
great extent by events related to the Revolution. Over two thirds of the entire 
program, for example, will be devoted to a series of 60 courses (one for each indi­
vidual coop) which will concentrate on the new model of cooperation approved by 
the current governllient 1/ along with basic cooperative doctrine (revised according 
to precepts of the revolUtion calling for greater participation, social action and 
projection toward the community.) In the process some 1,800 socios, directors, 
and managers are to be trained. Each course lasts a full week and is conducted in 
the evening in facilities supplied by the cooperatives themselves. For most of 16 
weeks, spread over the year, four courses will be running simultaneously. 

In addition to the basic program above, 11 region­
a I courses are to be held for cooperative directors in planning, education, produc­
tion and marketing. Directors will be drawn mainly from recently established com-

1/ The First Nationa I Cooperation Seminar "Carlos Fonseca Amador" was held in 
- Managua in November 1979 with participation from principal government and 

private agencies involved with cooperatives. They produced a new model of 
cooperative organization and a series of guidelines which are new serving until 
a new law can be developed. (See Chapter Vi, Section A.3.) 
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mittees for these functions in accordance with the new organizational structure 
promoted by the government. J/ Some 360 committee members (including manag­
ers) are to be trained. These are one'-week courses held at regional locations 
during the day. Fina IIy, a I) 60 managers are to receive a course in basic project 
design ("elaboracion de proyectos ") and 30 of these, selected for their experience, 
\/i/l receive an advanced course in accounting techniques. In all, 74 separate 
courses are to be held for cooperative level training during the year. Eight others 
are programmed for FUN DE personnel. 

In terms of methodology, CECOOP utilizes modern 
techniques for the development of active student participation. 2/ Learning by do­
ing is stressed throughoL't. In the basic course, for example, skits and socio-dramas 
are utilized extensively. The analysf attended one evening long session for a 
small cooperative near Managua and was impressed with the dynamic manner in 
which the material was presented and the success of the instructor in drawing stu­
dents into active involvement relative to important issues facing the organization. 
Attendance was excellent and the atmosphere was stimulating and enjoyable. 

In order to achieve a multiplier effect from its 
program, one of CECOOP 's goa Is is to develop tra ined lIeducadores II in each co­
operative who will carryon the work of basic education in cooperative participation 
with members at large. These are normally directors on cooperative IIcomites de 
educacion II and are provided with both doctrine and simple adult education tech­
niques. Learning material is periodically distributed. 

In the conduct of its program CECOOP coordinates 
training activity with the Technical Assistance Center (md others in order to pro­
mote complementarity of effort and mutual reinforcement at the cooperative level. 
In weekly meetings of Jefes de Centro plans are compared and reconciled. CECOOP 
also tries to structure or restructure each course so that it responds to the reality of 
the given cooperative or group. A variety of different needs, levels, a nd problems 
are exhibited within the sixty-unit system. 

1/ New committees, elected directly by the socios, are (or will be) established in 
- each cooperative for production, marketing, education, vigilance, social wel­

fare and other functions. These, in turn, elect one member each to serve on a 
Coordination and Planning Committee which takes the place of the old "Consejo 
de Administracion." (See Chapter VI A.3.) 

2/ The methodology is described and debated in the 1979 report, "Informe del Pro­
- grama de Capacitacion Centroamericana ", by Tito Quiros, Aldo Cardona, and 

Ricardo Puerta, published by the Centro de Investigacion y Capacitaci6n, San 
Jose, Costa Rica. 
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In another area, CECOOP is heavily involved in 
the coordination and preparation of cooperative assemblies (annual meetings) 1/ 
and tries to attend all of them, usually in the first three months of the year. 
CECOOP also is generally responsible for new cooperative promotion and the pro­
vision of initial training and orientation. 

With respect to facilities, the co-ops themselves
 
provide or rent space for courses dedicated to themselves on an individual basis.
 
For regional courses, FUNDE rents or borrows space. CECOOP recently made a
 
proposal to CARE for the financing of a badly needed national training center.
 
Initial response was positive, but CARE, understandably, did not want to finance
 
a unilateral effort. It was felt that such a facility should more appropriately be
 
considered in light of the needs of at least two or more programs in collaboration.
 

Concerning the future, CECOOP intends to grad­
ually raise the technical level and diversity of its training to respond to increasing
needs of this type as the cooperatives themselves diversify. CECOOP will be push­
ing the multi-service model and will become more active in such areas as produc­
tion, commercialization mechanisms, housing, social services and other areas. 
This year, however, due to the need for reorientation along the lines of the Revo­
lution, the program must concentrate at the most basic cooperative organization 
level. 

a) Findings 

(1) Positive Features 

Without question, CECOOP is doing a first rate job of 
meeting the continuing need for basic cooperative organization and management 
training. Programming, methodology, and delivery are excellent and conducive 
to the stimulation of lasting interest in self-help and further learning relative to 
system needs and challenges. The intensive training activity of the past three 
years has clearly contributed to the ability of the system to withstand and take ad­
vantage of the crises of the 1978-1980 period. 

(2) Limiting Factors 

Constraints related to long-term development are as 
fol lows: 

1/ New government guidelines call for quarterly assemblies. 
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-Volume vs. Capacity and the Need for 
Over- Programming: 

Due to the magnitude of the need re­presented by the sixty-cooperative system, courses have had to be programmed so
tightly that there is little time for reflection, analysis, planning and curriculum 
development (a not unusual condition in FUNDE.) Also, there is no slack. In
the event a trainer becomes unavailable for sickness or other reasons, the program
has to give. The problem is exacerbated this year by the demand for reorientation
 
training relative to the Revolution. 1/
 

• Exclusivity of the Program: 

FUNDE training is offered only to FUNDEcooperatives. This is not viewed as a fault, but it may be a 'imiting factor and a
"bone of contention" in the future. It is suspected that active collaboration between 
CECOOP and other cooperative systems might result in an uneven exchange, in
that other sources probably do not have nearly as much to offer at this point as does
FUNDE. Nevertheless, "cooperation" with other networks (such as they are) should
probably be explored for political as much as for practical reasons. (Also see Chap­
ter VI A.4. relative to potential collaboration in general between FUNDE and the
 
rest of the cooperative mnvement.)
 

* Cost: 

Training is expensive. The exercise ofcalculating total training cost has not been carried out, but it would appear to be
in excess of $100, 000 per year. Cooperatives do contribute in the form of local
facilities, and materials and some per diem and transport, but little else. For both 
financial and conceptual reasons, the cooperatives, at least the stronger ones, should 
commence accepting a larger share of the burden. 

b) Recommendations: 

(1) A medium term plan should be developed by
CECOOF (as part of the larger planning exercise recommended) which, among other
things, would show how capacity is to be developed for meeting the increasingly
technical needs of the more advanced cooperatives as they diversify, both in terms 

1/ The basic training being given this year is also essential in terms of reassuring
cooperatives that the system is in fact alive, well, and able to respond to their 
needs. The confidence building aspect is important after what communities have 
been through. 
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of instructi., n and dissemination of informative and tec',nical materials. 

(2) Along the same linesp special sub-program
 
is recommended for the area of educational research and curriculum development
 
relative to the evolving complexity of needs :n the system. With funding, this 
Pffort could be corried out by CECOOP itself or within the scope of the R & D 
Centf, 

(3) FUNDE should develop and negotiate a fee 
structure for certcin courses, even if only at very modest levels. One idea already 
raised would be for the cooperotives to dedicate a portion of their "ganancias' 
(201 of v.hich ore reauired by lav,, to be deposited in a special reserve "fondo de 
educaci6n") to covering a greater portion cf direct training costs. Utilizing this 
system, the more prosperous the cooperative, the more it would pay. It seems 
an equitable v.oy to comrence cnd should be considered re'ltive to other services 
as well. 

(4) CECOOP should make an honest attempt to 
explore ways and means of collaborating with other cooperative systems and orga­
nizations. One possible benefit might be the training center for which FUNDE Is 
seeking financirg from CARE. It would also be good public relations. 

7. Technical Assistance 

The Technical Assistance Center in FUNDE has 
evolved through several stages over the years to its prese." form. It used to in­
clude the audit function, for example, and concentrated mainly on cooperative 
finance and management. Now the center is Focussed on two basic activities, 
project development and finance (a loan office type function) and regular tech­
nical assistance covering boih overall cooperative adrrinistration and specialized 
technical needs (related to agricultural development for the most part). 

The Center Director, an agriculturist ('tngeniero 
Agr6nomo") with a strong background in animal sciences, manages a staff of seven 
consisting of two business management graduates, an economist, three additional 
agronomists and a livestock specialist. The two busins. managers work on project 
and finance questions; the economist focuses on marketing; and the agronomists pro­
vide agricultural assistance where required. 1/ Two of the agronomists are perma-

I/A total of 12 cooperatives are considered "agricultural" while 12 others have 
agricultural projects of one kind or another. 
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nently stationed in the field; one in the Department of Matagalpa serving Esqui­
pulas and San Dionisio (prir-arily coffee producing with some basic grains) and
 
the other north of Jinotega working with Yalr and San Rafael del Norte (also

primarily coffee producing.) According to the Director, 
 the work of the depart­
ment is dedicated about 55% to finance and project development with the remain­
der going to straight technical assistance functions. 

In the credit area, the Center assists cooperatives
with loan applications, establishes feasibility, carries out necessary projections,
 
etc. 
 In addition, the staff is responsible for the preparation of all loans for review 
and approval by FUNDE's credit committee (see Section 12 below) and prepares
all projections of credit demand for use by the Executive Director and the Admin­
istrative Center in the mobilization and management of lending capital. Each
 
Savings and Loan Cooperative requires three to four loans 
a year in accordance with 
rural business cycles. In the case of agriculture, one or two loans per year are 
provided in accordance with its own cycle. In the case of a number of the cooper­
atives, the two cycles are found together. 

Most of the assessment effort with respect to lend­
ing ir the past has had mainly to do with the establishment of the credit-worthiness 
of the cooperative itself. Now, however, much more actual feasibility work is ne­
cessary in connection with agricultural and commercialization projects, a rapidly 
growing area. 

In the case of technical assistance, the majority

of +he effort goes into the development and monitoring of cooperative management

and credit systems. Each cooperative is visited once a month, on the average.
Detailed budget control and financial programming forms are filed out and updated
monthly which reflect the maintenance of a series of financial and budgetary targets.
Goals and actions are periodically established and monitored. Technicians resolve
pending issues and problems as they arise. They are constantly on the road, includ­
ing the Director. 

In the ciriculturul area, feasibility studies are
carried out; investment and farm plans 'ra made; and advice is provided with res­
pect to inputs, equipment, and marketing, PUNDE is cuTrently financing both pro­
duction and investment (in some cases) for basic grains, coffee, vegetables, cattle 
finishing, equipment (5 to 6-year loans), land rental; and in two cases (Sbaco
and Ciudad Dario) loans are being considered for land acquisition. In the case of 
Sebaco the loan request is for the downpayment on 600 Mz. of land on which the 
National Bank is foreclosing against present owners. (Total cost of the Project is 
approximately C$8 million.) 
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It is the view of the Director, backed up by last
 
year's figures and this year's requests, that agricultural credit demand in the
 
FUNDE system relative to the rest of th6 primarily small business portfolio is grow­
ing dramatically. Tnis year, for example, agricultural credit should come to
 
over half of all loan placement, while the sector's share in the outstanding port­
folio as of December 1979 was around 27%. The year before it was only 13%. 
It should be noted, however, that a disproportionately large percentage of this 
increase will be represented by a small number of cooperatives. 1/ 

A final point worth observing about the Technical 
Assistance program in general is its excellent system of control relative to the 
equitable dstribution of services. Records of hours and services (including signed 
receipts from each coop for each coop for each visit) are kept and are posted month­
ly on a large display panel and spread sheets. One can tell at a glance which 
coops are receiving how much service for what end. All FUNDE departments do 
this and the Executive Director receives consolidated monthly reports. It is an 
excellent system and deserves replication in other programs. (Also see Chapter 
relative to the overall importance of this practice.) 

a) Findings 

(1) Positive 

The center is offering high quality services in very ef­
ficient form. Benefits are distributed equitably, thanks to the control system des­
cribed above, and the mix of ;kills in the Center cccurately reflects system needs. 
Coordination between the Technical Assistance, Training and Audit (see Section 
10 below) is maintained at a high level. The volume of assistance provided, given 
staff size, is extraordinary, and cooperative level planning and programming has 

1/ Principal among these is the regional cooperative at Jalapa in the Department 
of Nueva Segovia in the extreme north. This year the coop is requesting C$5.6 
million for basic grain and coffee production. The coop has 196 members (ex­
pected to increase to 280 by the end of the year.) It is a large, integrated 
operation offering supply, marketing, equipment and technical services through 
its own full-time agronomist. Through previous financing and grant assistance, 
the coop acquired two grain dryers, four silos (120,000 quintals), a warehouse 
for inputs, and three tractors. Membership consists of mainly small and medium 
farmers with an average asset value of approximately $6,270 each. The cooper­
ative began as a savings and credit operation in 1973. 

I 
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been improved sharply over the past two years. 1/ 

(2) Limiting Factors 

#Linkage: At present there is no active 
linkage between FUNDE and sources of agrIcu-ltural technology. Relations 
with the Public Suctor's agricultural establishment are very limited. The at­
mosphere in the field between FUNDE and PROCAMPO, which manages the 
new 	government's extension program, are strained, making for the lack of 
what could be valuable collaboration in such areas as agricultural production, 
marketing, finance and cooperative development. The status of the pre-war 
research program carried out by INTA 2/ is not known. FUNDE recognizes 
the 	 problem and intends to suscribe to journals which will provide at least 
some exposure to new findings. An in-country (or neighboring country) source 
is needed, however. 

*Data Collection: There is no ongoing 
program to capture farm level data that could be utilized for improving the 
technology package, planning, resource mobilization, and demonstrating the 
utility of FUNDE's systems and models to the government and others. This is 
obviously part of the larger data and planning problem described in Section 
A.5. above. 

-Volume vs. Capacity: As with trainirng, 
there is almost no time to stop, reflect, plan, and catch up on technology. 

-Transport: The Center only has two ve­
hicles at present and is severely hamperedin terms of transport. At least one 
additional four-wheel drive vehicle is needed now, and more will be required 
in the next two to three years due to the heavy toll exacted by the condition 
of rural roads throuqhout Nicaragua. (The technical assistance staff spends 
about 809/ of its time in the field). 

b) 	 Recommendations 

1/ 	 The 1977 cooperative assessment described the lack of planning capability 
as "perhaps the most serious deficiency observed at the cooperative level". 
(Heard, et al. pp 171 and 172.) 

2/ Instituto Nacional de Tecnologra Agropecuaria. 
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(1) Linkage with whatever form of on­
going agricultural research is available should be established. (A 
source outside the country may have to serve.) 

(2) A program of farm management
type data collection should be designed into the program which 
would feed into FUNDE's overall research effort as well as pro­
vide for improving the technology mix and extension services in 
general. Such data would also help in documenting a case ,ar 
GRN . Ilaboration (See Chapter VI.A.3.) 

(3) A staff increase is recommended,
 
including at least one additional agronomist and a finance tech­
nician ("administrator de empresas").
 

(4) Given the linkage problem, periodic
short term observations and technical training trips are recommended 
to programs in other Latin American countries and possibly the 
United States. (See Proposed AID project, Chapter VIII.) 

(5) At least one new four-wheel drive
 
vehicle should be procured for the Center as soon as possible.
 

(6) The incorporation within the Center 
of the special commercialization program, described in the following 
section, should be considered. (See below.) 

8. Commercialization 

FUNDE has been involved in marketing
and agricultural and consumer supply for a number of years with 
several of its cooperatives. In early 1980, however, a new pro­
gram was launched which focuses on the development of a unique 
and high potential system for wholesaling basic commodities with 
prospects for the development of an inter-cooperalive trading system
to the advantage of both producers and consumers. The program,
which has secured the initial acquiesence of the Ministry of Com­
merce, 1/ is designed to establish a network of commercial centers 
in cooperatives which would buy in bulk and wholesale to local 
retailer members (market stall operators and a variety of small 
stores and shops) as well as to each other. 

I/ Vice Minister for Internos Commerce. 
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At present, the program is managed by the 
Executive Assistant to the Director of FUNDE irn her spare time. I/
A $460,000 grant has been solicited from the IAF for the provision
of both grant and loan financing to the cooperatives (furniture 
and equipment and inventory respectively). Approval is expected
shortly. There are currently four projects under active considera­
tion as shown below:
 

*P La Union in Matagalpa, primaril
 
a market and small business cooperatie Te cooperative has
 
already commenced a modest program of distributing a few basic
 
products ro its members and is anxious to develop a full scale 
system along the lines of S~baco (below). Of its 900 plus

members, appIoximately 350 are market operators and 
 the remainder 
are mainly small business ventures. The cooperative is interested 
in purchasing vegetables from S~baco in exchange for beans produced
by Matagalpa members. A retail demand survey is underway. 

* La Hermandad in S~baco, a mixed

agricultural and small business cooperative heavily involved 
in
 
vegetable production. This is the furthest advanced 
 of the four
 
projects. Originally with financing from the Bank of America, 
 the
 
coop 
 has been able to set up a "centro de consumo" with an
 
impressive line of food and househd commodities, including
 
clothing (purchased from another cooperative). Chicken, beans,
 
sugar, and eggs are purchased from INRA. Additional financing

from FUNDE (C$120, 000) was received in February 1980 to pay off
 
the earlier loan and add furniture, equipment and working capital.
New financing is now sought to expand into a wholesaling operation
and develop a new center for the distribution of agricultural supplies.
Management is dynamic, aild cooperation with the lozal Junta de 
Gobierno has been excellent. 

. Cacpic in Jinotega, a small business
oriented cooperative. The cooperative is just beginning to distribute 
a very few key food items to members. An administratively separate
acentro" has been established. No financing has been received 
as yet. Jinotega suffers from shortages of key items and very high
prices. This is the principal motivation for the center. (505 members.) 

2/ 	 The Executive Assistant spends about 40% of her time on the 
commercialization program. She has a degree in business
administration and considerable experience. Thus far, she has
done all feasibility work for the program herself. 
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* El Socorro in Diriamba: An association
 
of small business operators is seeking financing through the cooperative to
 
esiablish a center for the marketing of basic grains and other products of a
 
general food and household nature. A feasibility study calculated that the
 
weekly .olume of the center could be C$250,000. Financing of C$500,000
 
is sought for working capital. Furniture and equipment will be financed by
 
the socios themselves.
 

a) 	 Positive Features 

(1) The program is responding to an urgently 
felt need at the community level (both retailers crd consumers). Especially 
since the war, repeated shortages have become cmmonplace in rural areas. 
Prices are high. Commercial wholesalers are sometimes exploiting the situation 1/ 
The centers, according to feasibility studies carried out so far, will be able 
to market a more complete line of pioducm at reduced prices (than wholesale 
competitors) and still CO -It on respectable earnings which can then be utilized 
for improved services to members and expansion. 

(2) The program offers the intriguing prospect
of an inter-cooperative trading system where direct exchanges of goods could 
be made to the advantage of botH organizations. Intermediary and transport 
costs also could be reduced. 

(3) Thus far the program has the cooperation of 
INRA and the Ministry of Commerce as wel as local government. This could 
establish a valLble precedent. 

b) 	 Limiting Factors: 

Although the Executive Assistant is doing an ex­
cellent job on c part-tir,' basis, the program deserves at least one full-time per-, 
son and possibly more. There is great potential here that deserves increasing 
attention, botl. for project identification and development arid for research. 

1/ 	 This assertion was drawn from -ooperative manager and member interviews, 
primarily in the Jinotega arez. 
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c) Recommendations 

(1) Either a separate center or a sub­
center of the Technical Assistance Department should be established 
with at least one full-time person dedicated to commercialization. 

(2) The integration of agricultural and 
consumer supply operations merits special study. 

(3) A preliminary system-wide survey 
should be carried out to determine the potential of the program for 
planning purposes and resource mobilization. 

9. Housing 

FUNDE first become involved with housing in 
the post earthquake period of reconstruction (1973) with two pro­
jects in Masaya, one a housing coop and the cther a credit union. 
Between then and 1979 three other housing projects were carried 
out through cooperatives in Granada, EstelTi and Matiguns. 1/ Also, 
individjal housing and home improvement loan-, were made, pincipally 
througk Avances, a credit union at Santo Tomes in Chontales. In 
all, over 100 units were constructed, 80 of them in the form of 
community projects or "urbanizaciones". This was all carried out 
with no staff dedicated specificallyto housing. AID financed a 
small amount of housing for the first time through its 1978 diversi­
fication grant to FUNDE (individual construction and home improve­
ment loans.) 

In response to rising pressure from system coopera­
tives in the late 1970s 2/ FUNDE set about mobilizing financing 
and technical support culminating in a collaborative arrangement i.i 
early 1979 between the Pan American Development Foundation 
(PADF), Private Agencic- Collaborating Together (PACT), and the 

I/ Granada 
unions. 

is a housing cooperative, the other two are credit 

2/ Traditionally 
has been 

little or no low income rural 
available from the government or 

housing assistance 
other sources. 
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Foundation for Cooperative Housing (FCH), all of the U.S. The 
agreement provides for PACT-financed budget support for the 
establishment of a ne,. office in FUNDE dedicated exclusively 
to housing. Technical sup;.pc-: in housing itself is provided by 
FCHwhile PADF ptw\vides consulting assistance in socio-economic 
assessment and the design of employment generation and other com­
munity activities for housing beneficiaries. Financing is for three 
years and will expire in mid-1982. For the first two years PACT 
covers all direct costs for housing center personnel and travel. In 
the third year FUNDE is to assume half the cost, based on expected 
revenues from housing loans and service fees. The office was not 
actually opened until after the war, August 1979. 

The housing office is currently staffed by a
 
Brazilian trained architect who acts as director, two engineers,
 
two social promotors and a draftsman. The architect and engineers 
form a technical section which is in charge of project design, 
construction and construction supervision. The social section is 
responsible for related surveys, promotion, cooperative organization 
and education. 

Very shortly after the new program commenced, 
demand was found to be almost unlimited. When the program was 
first explained to cooperatives they responded without reservation 
and still do. Repeatedly, during field trips by the analyst, this 
demand was expressed, cnd pressure was constantly put on accompany­
ing FUNDE personnel to have housing people visit the cooperative 
and start the process going. In several instances surveys were 
either underway or planned. The need appears to be universal. 

The present program is composed of two principal 
elements: community housing projects ("urbanizaciones ") and indi­
vidual houses on separate lots. In the case of housing projects, 
these are composed of cluster arrangements on common sites and 
include ancillary infrastructure, i.e. roads, electricity, water, etc. 
For these projects FUNDE provides a complete package of services 
including design, arrangements for financing, supervision of construc­
tion or construction contractors, training of project mancigers and 
organizational and educational activity amongst the beneficiaries. 
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With respect to individual lots, FUNDE visits and 
approves pro*Dosed sites, provides standard house plans and assists in the pre­
paration of contracts with thc cooperative and builders (if necessary). Often 
arrangemenn can workedbe -ut where cooperative members provide much of

the labor and only 
 tke servik:c of a locul "maestro de obra" are necessary.
Where possible, FUNLE. tries to provide designs where local rciterial will be

utilized to redce costs and stimulate small industry and employment in the

cIea. A member of the Santo Tom6s coopr'-tive, for example, is a brick

maker and has developed a special larger brick which has been found ideal
for local constructi--. Member financing is carried out under a strict disburse­
ment plan and rigor:cus conti)ls. Payments are made directly to the suppliers
for the mu,' part. The current average sizehoi is about 42 square meters
 
and costs (cw>,roximately 'S2,000.
 

Concerning home improvements, the process is more
or less the same, only less demanding and time consuming. Typm s of improve­
ments include floors, be&ooms, 
 baths, ond1 roofs. Much of thi. activity so

far has been related 
 to ,*ar damaged se.tions of Matagalp, Rivas, and other
 
cities.
 

In addition to the principal activitie -'housing center provides services related to a variety of other t, i.i ty
c'-d cooperative related initiative. ,uch as day care cef 'ers, cu-u­
community centers, stadiums and family centers (CFER program). FL'I .s­
designed and financed the construction of new provisional 1/' publh markets

in Matagalpa (two) and Rivas in collaboration with 
 the local .ui',a de Gobier­
no. In both cases, financing was channeled through the cooperative, which
in turn lent to the Junta for actual construction. In Santo Tom6s, F'JNDE de­signed and is financing a portion of an impressive baseball stadium which shouldbe an excellent money maker for the cooperative in the future. (The next na­
tional championship is to be held in this stadium). 

In terms of the existing program, activities planned
for 1980 include the following: 

1/ Provisional in that they had to be designed and constructed very rapidly
under emergency conditions. There was not time or funds for construction 
of truly permanent facilities. The markets will probably last five years 
or so. 
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4 Disbursed individual housing: 

65 units are proposed for Santo Tomas,
Ciudad Dario and Matigu6s at a total cost of $130, C30. Financing
of $50,000 has been secured for 20 units at Santo Tom6s only. 

Housing Projects: 

-Coyotepe-Masaya: 85 units at a total 
cost of $246,500. This project will FrIocte 85 families, originally
earthquake refugees, who have z;een living in temporary igloo type
polyurethane structures outside of Masaya for the past 7 years.
Construction should commence 1980.in May Financing is from the 
Rolling S4Hnes (the rock group) fcr $230,000, and from the German 
Government for $,50, 000. 1/ 

-La Uni6n-Granada: Five experimental

houses will be constructed on donated land. Different materials
 
and methods will be used (block, adobe, 
 frame, etc.) Construction 
will be along side of the 30-unit complex originally constructed 
by FUNDE (1974). The Ministry of Housing will cooperate with 
technical support and testing. 

-Monimb6 - Masaya: 82 units at a cost
of $255, 000. In collaboration with e San Jer6nimo credit union,
this project will require two years for the settlement of an indige­
nous group of artisans accustomed tc ;:ving in a clan type setting.
A special interdisciplinary team his been formed for analysis,
organization and implementc.oon, including a sociologist. The 
group itself is now being organized . Land was purchased by the 
cooperative with a FUNDE loan. 2/ 

I/ Th oyotepe group was visited in its"igloos"by the analyst. 
Members are overjoyed with the project, to put it mildly. FCH has
proposed retrofitting the polyurethane igloos for use as roof for a 
community facility of some sort. A competition for design is 
proposed for architectural students at the University of Nicaragua. 
2/ FCH has recommended to FUNDE that a proposal be submitted 
t'o PACT for the financing of an integrated community development
design effort to accompany this project including technical assistance 
from FCH, a baseline survey, feasibility and additional design work, 
etc. The project is delicate, both sociologically and politically. 
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• Home Improvement Loans 

50 loans of an average of $800 each are 
programmed for Matagalpa this year. Financing has been secured. 

* Community Projects 

- Yalr - Jinotega: The family center 
at the Yalr CFER is now under construction utilizing lumber and mud blocks 
that are produced on the spot. Both cooperative and general community in­
volvement is very strong. Loccl formen supervise both construction and pro­
duction of materials. Total cost of construction is approximately $70,000,of 
which FUNDE is financing $51,000. The remainder is being contributed by
the cooperative. CARE donated an additional $36,000 in materials. Con­
struction should be completed in time for the CFER to open in September 1980. 

- Santo Tom6s - Chontales: FUNDE is 
financing $55,000 of a $200,000 baseball stadium. The cooperative will raise 
the remainder through various fund raising events. 

- La Paz de Carazo: Construction should 
commence in May 1980 of the family center at the La Paz CFER. FUNDE is 
financing $28,000 of building costs. 

- Candalaria - Chichigalpa: Construction 
should be completed within the next month or two on a large day care center. 

- Ciudad Darro: A new combined com­
munity center and cooperative office is now being comp leted. 

In addition to the above, it is likely that
FUNDE will finance a certain amount of other housing and improvement acti­
vity during the year in such areas as Juigalpa, Estelr, and others where strong
demand is known, but where proposals have not yet been put in concrete form. 
(For medium term growth potential of the housing program, see Chapter VI, 
Section B.3.) 

a) Findings 

(1) Positive 

The housing program has outstanding potential
for growth and for meeting a seriously felt social need in rural Nicaragua. 
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Existing cooperative structures provide an excellent organizational vehicle, 
already in place, which should be exploited further to meet housing and 
other community needs. 

The staff of the Housing Center is of ex­
cellent quality, especially the Director, who exhibits considerable experience
 
and energy. 1,/ The social workers have had years of previous experience in
 
FUNDE cooperative development programs.
 

FUNDE appears to be receiving first rate 
technical assistance from FCH 2/. This assistance will be critical in the 
future as FUNDE moves into more complex integrated housing schemes and ex­
periments with sites, services, materials, organizational forms, etc. 

FUNDE appears to have established a po­
sitive relationship with the Ministry of Housing. Technical support is expected 
on several projects. This is a valuable precedent with the new government. 
Good contacts are also maintained with the School of Architecture at the Uni­
versity of Nicaragua. 

Demand appears to be unlimited. 

(2) Limiting Factors 

Despite the quality of the present staff, as the 
Center Director has pointed out, additional personnel will be needed this year
and next in order to manage the volume and complexity of activity proposed. 

A substantial amount of lending capital remains 
to be raised for projects contemplated over the next five years. Also, housing 
financing is long-term in nature and requires the tying up ef significant sums 
for relatively long periods of time. (Terms rum up to ten years). 

b) Recommendations 

(1) A schedule and system for charging pro­
fessional service fee,, although modest, should be established as soon as pos­
sible, at least for individual housing and home improvement related work. 

1/ Also represents technical judgement of FCH personnel. 

2/ The analyst had the opportunity to observe both the FCH project manager 
and a housing cooperative organization specialist in sessions with FUNDE 
personnel. 
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(2) Continued support (beyond the
 
estimated mid-1982 cut off) on the parr of PACT and FCH is urged for the
 
development of further technical capability and to facilitate program expansion 
contemplated. 

10. Audit 

Before the 1979 war, the auditing function was 
incorporated within the department of technical assistance. This also charac­
terized its principal thrust, which was primarily one of accounting training 
for managers in the form of specialized technical assistance. It was highly
 
successful in this role. A set of excelient procedures and systems were set
 
up over time which facilitated the rapid and accurate production of financial 
statements and other reports needed by boards and management. (The 1977 
cooperative assessment discussed the outstanding nature of the system). 

After the war, the auditing program was shifted 
out of technicol assistance and given its own department under the direction 
of one of the auditors from the local firm (Horwath and Horwath) that had been 
auditing FUNDE's books under the terms of international agreements. He then 
proceeded to transform the department to one of pure audit from the mixed 
functions that it had before. The shift was profitable because it allowed for 
a much more efficient operation in terms of staff relative to the magnitude of 
the job of keeping track of the accounts of the cooperatives in the system. 

At present each co-op receives a quick cash 
audit once a month and a more substantial audit to close the books once a 
quarter. This in turn cvllows for a much more rapid closing at the end of the 
year. Problems are not permitted to drag. 

The current staff of the audit center includes the 
chief, a highly qualified and energetic CPA with over 8 years of professional
experience, plus six others, four of whom are university graduates. Two are 
high school graduates with some university training and experience in the field. 

In terms of organization and methods, the depart­
ment does an impressive job of maintaining meticulous and timely records of 
findings, pending actions, problem accounts, etc. from each audit visit, no 
matter how short. Signed receipts are always obtained from managers. These 
are all placed in annual comprehensive files which are updated weekly (each 
coop has a separate file). Audit reports always go to the board rather than 
the manager as they sometimes highlight incompetence, mismanagement, or 
other problems that can be attributed to management. A special effort is made 
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to spot check the agreement of member passbooks and cooperative registers. 

Other activiies of the audit staff include col­
laboration with FUNDE's accounting department in th, area of loan portfolio 
management -'nd assistance to cooperative "iuntas de vigilancia" in improving 
the performance of their function (essentially of an audit nature). About 90% 
of these juntas do not perform properly. 

Approximately 95% of the time of the audit 
staff is actually spent in the field. They meet once a week on Saturday to 
compare notes and schedules for the fillowing week. There are times when 
auditors join forces with technical assistance personnel for special problem 
solving missions. 

'") 	 Findings 

The Audit Program appears outstanding. No 
limiting ractors were noted. As cooperative accountants become more compe­
tent in the future through training and experience 1// is likely that the audit 
load will diminish, leaving more time for innovative analytical work by the 
Center and a Focus on new branch and cooperative formation. 

b) 	 Recommendations 

As soon as possible, FUNDE should initiate a 
schedule of charges to the stronger cooperatives to cover a reasonable portion 
of the cost of auditing services performed.. Routine monthly cash audits should 
be reduced to the extent feasible to "11ow time for more innovative and pro­
dw'tive analytical work and a greater focus on new and less experienced co­
cperatives. 

11. The CFER Program: Rural Family Education Centers 

As the CFER program has not been a mainstream 
cooperative development activity in the past, it has riot received attention 
earlier in this study. Nevertheless, the two programs are now more closely 
linked and should complement each other effectively in the future. For this 
reason, some consideration is given to the effort here. 

1/ 	 The audit process itself is a form of on the job training for cooperative 
managers and accountants, usually the same peron. 
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The objective of the CFER progrt.m has always
 
been to improve the economic and social condition of the campesino family

through education focussed on preparation of younger (aged 15-20) members
 
to cope more effectively with the social and economic environment and res­
ponsibilities they must face as they enter adulthood. The methodology (bas­
ically unchanged over the years) involves oarer,.s and students in a mutually
 
reinforcing round of practical activity and !-Trning. Parents organized
are 

and assisted in making basic decisions concerning policies, goals, curriculum,
 
and activities, of the given CFER.
 

The CFER program runs for two years with stu­
dents attending during alternating weeks (a week at the center/a week at
 
home) kr.own as "alternancias". The idea is that each week the student will 
educate his family as to what he has learned, stimulate family interest and 
transfer technology in theory and practice. Curriculum includes basic literacy 
and primary education, rudimentary agricultural skills, human relations, rights
and laws affecting Nicaraguan campesinos and workers, etc.; in sum, prepa­
ration for life. Participatory and on-the-job iraining techniques are utilized. 

The CFER program began in 1973 as a collab­
orative effort between the Ministry of Education, the Ministry of Agriculture, 
the National Agrarian Institute (IAN) and FUNDE, which acted as principal 
administrator. Two centers were opened initially at La Paz de Carazo and 
Nuevo Guinea (Rigoberto Cabezas colonization project in the Atlantic zone). 
The Ministry of Education paid for most personnel. 

By 1978 there were nine centers with a staff 
of 21 field agents, of which the Ministry of Education was paying for 19. 
IAN provided one, and FUNDE one, along with the Director of the program 1/.
A national committee for oversight of the program included representatives frotm 
each of the Government Ministries, FUNDE, and a advisor from the French 
Mission 2/. 

An evaluation dated March 1978 pronounced the 
program moderately successful and gave it high marks for concept, intent, effort, 
etc. Impact was felt to be limited however, because of lack of resources in 
general, lack of demonstration plots, and lack of family owned land in the 

_,/ Both AID and ihe IAF provided modest support in the late 1970s. 

2/ The program was advised from the beginning by the French Mission to Nica­
ragua. Program design was adopted from a French model. Several trainees 
were sent to France and other countries (Brazil, Spain, Argentina, Senegal) 
to study versions of the program and its methodology. 
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Pacific region CFERs. In the Atlantic colonies the effort was somewhat more 
successful, because students and their families could immediately apply lessons 
learned to government supplied parcels. 

In mid-1978 the program was seriousiy affected 
by the growing political crisis. A.pirently because of outspoken declarations 
by the President of INDE and personnel associated with the CFER program, in­
volved government agencies met and decided to stop supporting the program 
altogether. At the same time, FUNDE lost access to all centers in the IAN 
colonies of the Atlantic zone, and managed to retain only five along with 
much reduced support from its own resources and those remaining from earlier 
AID and IAF grants. 

In early 1979 FUNDE succeeded in securing a 
much more substantial assistance package to revitalize the program, consisting 
of the combination of an AID OPG and an IAF giant which will carry the 
effort until February 1982. During the war period following the renewing of 
support, the program was again affected seriously in the form of disrupted ses­
sions, loss of students, loss of personnel (a number took up arms) and general 
paralysis from the economic chaos of the time. Recently the program has 
been hampered further by the "Cruzada de Alfabetizaci6n" which has siphoned 
off a number of teachers. 

Today the CFER program includes six centers, 
two in the Pacific zone (Gilbert Merle at La Paz de Carazo and San Pedro 
de Potrero Grande in the department of Chinandega) and four in the North 
Central Zone (Jalapa, San Juan del Rro Coco, Bocaycito, and Yalln. The 
two Pacific centers are mixed, i.e., coeducational. In five of the above 
cases there is an associated FUNDE cooperative, although the relationship 
varies. 

The current staff of the pi-ograrn includes the 
Director (the only "Jefe de Centro" remaining from before the war), six agri­
cultural technicians (one fToiTcfFenter), eight reachers (one for each center 
and two each at the mixed centers), six "economas" also known as "amas de 
casa" (responsible for food preparation), an a supervisor. At the moment, 
tTere are two vacancies (one supervisor and one agronomist). AID covers sal­
aries for the agronomists and the head office staff in addition to vehicles and 
center furniture and equipment. IAF funds pay for the teachers and "economas" 
plus other equipment (education and recreational). 

The long range plan is now for all of the rurai 
cooperatives that meet certain criteria (agriculturally based surrounding population 
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and a %ufficient pctentiai radius of action) to he,e a CFER. Likewise, co­
operatives are to be developed along siad,- existing CFERs. (There is now on­
ly one unattached to a cooperative). The idea is for the cooperative to even­
tually take over responsibility for management and suFport of the center through 
the mechanism of the "comite de educaci6n". A mutually rein.nrcing relation­
ship is to be formed which will contribute to the overall educational and social 
impact of the cooperative in its community. Participation of socios, and par­
ticularly of the parent group, is to be stimulated and broadened. The concept 
goes well with precepts of the Revolution. 

A second major element of the current strategy
is that each CFER is to become viable in its own right through productive 
activity. It is calculated that with 50 Mz. of land this can be accomplished 
through both cash and food crop productin as well as small industry where 
possible. It is believed, for example, that 10 Mz. of coffee will provide 
for 	the cash income needs of most CFER's. Each CFER. is also to have its own 
building including learning, cooking, and sleeping facilities. All CFERs are 
to 	eventually become coeducational,although FUNDE has had difficulty finding 
teachers with requisite capacity in home eonomics, tayloring, and other skills 
uppiopriate for female students. 

In general, much progress has been made; but
 
the program, in essence, is now making a new beginning after the disruptions
 
and crises of the past two years. Four of the existing centers now have their
 
own land donated by the local community or government (Yalr, San Juan del 
Rro 	 Coco, Bocaycitos and Jalapa). Only one center currently has its own 
building (Gilbert Merle) and another is under construction (Yal). A new, 
seventh, CFER is now being developed at Cinco Pinos in the northwest, near 
the Hondurean border, where it will be possible to draw from four municipali­
ties simultaneously; and land is available. Given past experience and the 
pace of development in general, however, it will be many years before a 
viable network has been established. 

Finally, the Nicaraguan Government, through
the Ministry of Educction, has expressed some interest in the program. The 
Ministry is developing a prograr of its own known as "Escuelas Agropecuarias 
Campesinas". Scholarships of C$180/month are awarded to students for yeara 
of constant attendance. (There is no "alternancia" ). There were eight of 
these schools at last count, and may be more now. INRA also has indicated 
some interest. 1/ 

1/ 	 There is a possibility that the program might be taken over by the government 
at some point in the future. If this is the case,FUNDE's Program Director 
believes that its most appropriate home would be the Ministry of Education. 



- 94­

a) Findings 

(1) Positive Factors 

-In concept, the CFER program is out­
standing for its social and educational outreach nature and appears to be reach­
ing the poorest elements of the rural economy.
 

-The program will definitely contribute
 
to the broadening of impact of the cooperatives where it is in place.
 

-The approch is very much in line with
 
Revolutionary doctrine and should be a plus factor for FUNDE ;n future deal­
ings with the government. 

-The plan for establishing the viability
of 	each CFER appears sound, but will take iong periods of time to bring to 
fruition. 

(2) Limiting Factors 

-The CFER program appears expensive rel­
ative to the number of graduates produced. The two-year cycle, when operating
at optimum size and pace, produces only 50 graduates per year per center. 1/ 

-There has been a lack of attention to 
needed follow up activity with graouated students to assure that learning has 
been retained and is being applied. 

. Although the program has been evaluated,
there has been no systematic effort to collect data relative to the impact of the 
program on standards of living or levels oi" production of participating families. 

-The program is very long-term in nature,
and it is suspected that cooperatives will be reluctant to assume full financial 
responsibilities until a given CFER has proven its viability. The program will 
require external grant support for many years to come. 

1/ 	 Although a precise estimate has not been made, utilizing only AID and IAF 
grant funds budgeted for 1980, approximately C$1.2 million, this would amount 
to a cost of C$2,400 for each student-year,assuming maximum enrollment at 
each of the five centers, or a cost per graduate of at least C$4,800 (close 
to $500 per student for the two-year cycle), and this does not include FUNDE 
overhead and the Program Director or additional investments being made in 
land and facilities. 
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The program is apparently having a 
difficult time recruiting high quality people for the field. Lack of good 
management (at the CFER level) has been a problem. 1/ 

b) Recommendations 

(1) Financing should be sought for a sound pro­
gram of follow-up activity with CFER graduates and a system of data collection 
and analysis to establish the true social and economic impact of the program 
on participating families. 

(2) A series of feasibility analysis should be 
carried out relative to the po.ential viability of the CFER system in order to 
confirm current thinking and determine exactly what mix of land, crops, and 
productive endeavor will in fact produce self-sutfiency for a given CFER. 
Planning and fund-raising should be based on these analyses. 

(3) AID and IAF support for the CFER program 
should ccntinue due to the high degree of social outreach to the rural poor 
embodied in the activity. The model, as it has been refined, should be 
given a fair chance to prove itself. Potential impact will only be assessable, 

smooth and efficiently functioning procedures 

however, with 
((1) above). 

an adequate complementary data collection and analysis effort. 

12. Other Observations 
Capacity. 

Relevant to Institutional 

a) Systems/Procedures - General 

FUNDE has done a remarkable job of developing 
for almost every facet of its pro­

gram, especially at the cooperative level. Particularly impressive are those 
that relate to accounting, budget control, and financial management. In vis­
its by the analyst, cooperative managers were able to provide answers to all 

questions related to finances as of the end of the previous month. Statements 
are produced rapidly and accurately. Much of this is due to FUNDE's out­
standing audit program, as described earlier. 

Despite the fast pace of activity, controlls are 
everywhere to assure that jobs get done both at the cooperative level and in 
FUNDE itself. Action control formats are established for literaJly all activi­
ties (including meetings of "Jefes de Centro") in terms of pending actions, 
responsibilities and timetables, what will be done by the next meeting, etc. 

1/ Interview with CFER Center Director. 
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b) The Credit Program 

(1) Policy 

According to FUNDE's "Reglamento
de Cr6dito" the general policy of the organization is to utilize credit as a 
means of bringing about socially and economically beneficial impact amongst 
low-income groups who have no access to other sources of institutional credit. 
The philosophy is to promote self-help and stimulate local resolution of local 
problems. A strong emphasis is placed on increasing productivity and diversi­
fication. Additional objectives include increasing professional copccity in the 
community and the stimulation of socially and economically productive involve­
ment of the private sector in the devvflopment process. A final important point
is that FUNDE is not out to compete A'ith the Banking System. The objective
is to complement, not replace, other sources of financing for those in need. 
The policy is very much in line with the Revolution and with the AID mandate. 

(2) Criteria 

At present FUNDE credit is available 
for the following categories: 

• Working Capital: (This is the mbst common and is primarily 
directed to small business and industry). 

-Agricultural Production and Investment. 

-Small Industrial Production and Investment. 

-Improvement, Repair, and Construction of Housing. 

- Emergency Credit. (Both for personal emergencies and for 
situations such as those which arose from the war). 

. Educational Credit. (Includes both technical studies and the 
purchase of learning material). 

With respect to eligibility, the co­
operative must have been promoted by FUNDE, have legal status, have 
participated in CECOOP training programs, have solid administration, and 
have its financial statements up to date and correct. A demand analysis must 
have been performed. 
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Projects, in general, must conformto th-, policy described under (1) ab-ve. Detailed cooperative level credit
policies are also required which spell '.ut amounts, terms, conditions, and
eligible purposes within the various categories, Tchnical and feasibility

criteria cre constantly evolving as experienc,- is gained in the system. In­
creasingly, the emphasis in loan analysis is on financial soundness of the
 
venture oi activity to be financed as opposed to a stronger earlier more ex­
clusive focus or the credit-worthyness of the cooperative.
 

(3) Process and Procedures 

FUNDE conducts workshops atthe 	 beginning of each year for the financial programming of all the cooperatives,
the principal output from these exercises is the amount of external financing
thai the cooperatives will require and the timing of disbursements. 

Once the magnitude of fundinghas been determined, the cooperative, often with cssistance from FUNDE
 
Technical Assistance Center personnel (finance advisors) proceeds to 
 formulate a written request which includes the amount, period, investment plan, financial
condition of the borrower, and economicsocial objectives, and other key

elements of information.
 

When FUNDE receives the request,it is turned over to the finance advisor responsible for that particular coopercrive
for analysis. The request is analized for compliance with FUNDE policy, debt
carrying capacity, the capability of the board of directors and the financial and
technical soundness of the investment plan. 1/ Upon compietion, the advisor
suamits the package, with his comments, to the Credit Committee, which includes
the Executive Director and the chiefs of administration, technical assistance and 
CECOOP. The Executive Assistant attends all meetings and records findings.
Others are pulled in where needed for technical or other reasons. The respon ­sible analyst presents the project. The Committee approves or rejects the credit
along with conditions precedent and others to be completed during implementa ­
tion and/or before stibmitting a new request. There is only one Credit Commit­
teewhi.;h meets at least once 
a week and deals with all outstanding requests). 2/ 

1/ 	 In the case of agricltural and other projects deviating from the standard 
small business/industry request, the submission is analyzed by the appropriate 
technician. 

2/ 	 All loan analyses are to be completed rnid distributed by Friday in preparation 
for Credit Committee meetings every Monday morning. 
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Once approved, the package goes to 
the Accounting Department where the loan is legalized, a guarantee signed, 
and disbursements realized or commenced. Responsibility is then passed to 
the Portfolio Manager, also in the Administrative Center, for custody, general 
management, and delinquency control]. (See following Section). 

(4) Findings 

In general, the Credit Program was
found to be highly responsive to member and cooperative needs. The process
is efficient, flexible, and well managed. There is almost never a "pipeline" 
or backlog problem in FUNDE. Resources are moved expeditiously and profes­
sionally. 

c) Delinquency Control 

According to the 1977 cooperative assessment, 
FUNDE's delinquency rate (co-ops to FUNDE), was on the order of 35%. 1/
At the time, this represented a curious anomaly, given other signs of good
financial management and the effort devoted to strict controls at the cooper­
ative level. It was speculated that high short-term delinquency represented 
a policy of allowing cooperatives the benefit of slightly longer use of working 
capital at a time of need or low liquidity. 2/ 

Today, however, the situation has improved
considerably as can be seen in Table VA below. The overall rate on the 
active portfolio has now dropped to 17%, and of that, almost half is less than 
60 days old. Almost all of the amount delinquent for less than 120 days is 
considered recoverable (FUNDE has only actually had to write off loans from 
one cooperative failure in its history). 

1/ Heard, op.cit., p. 190.
 

2/ This is true today although to a lesser degree.
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TABLE V.A. 

FUNDE COOPERATIVE DELINQUENCY BY AGE 
(As of April 30, 1980) 

Amount % of Portfolio 
(C$000) Analyzed 1/ 

Cooperative Portfolio 14,065 
Analyzed 

Non-Delinquent Balance 11,718 83 

Delinquent Balance 2,347 172. 

Delinquent from 1-30 days 647 5 

Delinquent from 30-60 days 503 3.5 

Delinquent from 60-90 days 287 2 

Delinquent from 90-120 days 117 1 

Delinquent from 120-150 days 69 .5 

Delinquent over 150 days 722 5 

Source: FUNDE R & D Center 

(1) Findings 

It is clear that FUNDE does have 
a delinquency problem, but not of the dimensions of earlier years. Causes of 
the delinquency vary, as they do at the cooperative level. Part of the reason, 
as before, is that during periods of low system liquidity, as is true at present, 

1/ Percentages rounded to nearest 0.5% 

2/ This does not include a category known as "Pr6stamos de Plazos no identifi­
cados" of C$757,306 which, if included, brings the overall rate to 21%. 
Exactly what this category relates to was not determined. 
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delinquency is allowed to rise to some extent. Some of the delinquency has
 
resulted from war related deaths and dislocations. There may oe a hard 
 core 
of older delinquency which will probably be difficult to recover, but the
 
situation appears t. be improving.
 

In terms of controls, some measures
 
are in place and others are being developed. There is now a full-time per­
son under the Portfolio Manager responsible exclusively for repayments and
 
delinquency control, for example. Delinquency figures 
are now aggregated

and reported monthly by fund at FUNDE, a new 
 practice this year. Still 
missing is delinquency analysis by type of loan. Cooperative level delinquency 
can be extracted from individual statements, but an aggregated reporting system 
has not yet been developed. 1/ 

Delinquency is one of the areas that
the R & D Center will cover in their work plan, the intent being to develop 
a truly effective reporting and control system. Again, an increased data 
processing capability is called for. 

(2) Recommendations 

The delinquency control system to bedeveloped should include a'ialysis by age, by cooperative group, by cooperative,
by fund, and by loan destination and period. A similar standardized reporting
system should be developed for the cooperatives. A variety of correlations and 
analyses should be performed to obtain a better understanding of the true causes 
of 	the problem. (The return to such effort could bean high in terms of pro­
gram design). As the data procesc*ng burdon of such an effort may prove too 
high for FUNDE and system cooperatives at present, however, further consider­

1/ 	 During visits by the analyst, reported membership rates varied from a low 
of near 0 for one of the newer cooperatives to a high of about 20%. The 

norm was less than 10%. In a consolidated calculation based on forty co­
operative balance sheets as of March 31, 1980, overall delinquency at the 

cooperative level came to approximately 12.8%. Rates fluctuated from 0 
to 33.4%. Only three cooperatives, however, had rates or over 25% while 
20 had less than 10%. 
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ation should be given to the need for an automatic data processing facility 
and program of some sort, (This should be assessed in light of earlier recom­
mendations related to socio-economic and agricultural data and planning rec­
ommendations. (See Section 5, R & D above). 

d) Resource Mobilization 

(1) Findings 

The Resource Mobilization situation
 
reflects earlier findings and observations concerning FUNDE management and
 
organization and the fact that the organization is still passing through a pe­
r:od of transition with a relatively new staff since the war. Responsibilities
 
are gradually being shifted, but this takes time.
 

At present, Resource Mobilization is
handled by the Executive Director almost exclusively. He personally proposes 
.nd negotiates each project drawing as necessary on staff for the preparation 
of material. Once a project has been secured, a staff person is named as 
Project Coordinator, who generally remains on top of the given agreement. 
This is fine as far as it goes, but it makes for a certain confusion if one can­
not deal either directly with the Executive Director or the given Project Co­
ordinator. Many questions relating to external support of FUNDE (past and 
future) can be answered by the Director alone. 

In addition, there is no one place
where . ie can find an aggregated presentation of existing Donor support either 
in terms of funds or activities. One has to plough innumerable files and piece
it together as well as possible. Trying to trace the history of external giving 
and lending to FUNDE -is difficult. 

Finally, there is no up to date master 
plan for the medium term future in terms of Resource Mobilization. A document 
was prepared in 1979 describing and diagraming how existing and expected
donors were to collaborate in financing the overall program of "Fortalecimiento 
y Diversificaci6n". This is helpful, but lacking in substantive supporting analysis.
Another document, also prepared in 1979, and submitted the IAF in supportto 
of the argument for the current diversification grant, attempts to show how FUNDE 
wili become viable within three years through additional borrowing, the margin 
on lending, a graduated fee imposition pmgram and continued donations at a 
modest level. This is considerably out of date at this point. In summary, there 
is a serious need for a more insfitutionalized and systematic approach to Resource 
Mobilization. 
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(2) Recommendations 

FLJNDE should consider the utility of establish­ing a "sub-centro" in the Department of Administration with responsibility for 
maintaining all information relating to the stctus and nature of exist.ng exter­
nally financed projects, the production of Resource Mobilization strategies and 
proposals, identification of new sources of assistance and means of exploiting
them, and the development and maintenance of a master Resource Mobilization 
plan. 

B. The Cooperatives 

1. General Finding 

As discussed below relative to five key indica­
tors, FUNDE cooperatives today represent a strong and basically viable system.
To a greater or lesser degree they are all still dependent on FUNDE, of course,
for capital and technical resources, but they are rapidly approaching a point
where they can begin to contribute a much larger share of the costs of the 
system. (They do cover their own operating costs). In the meantime, subsidies 
are going, as they should, to system strengthening rather than being passed on 
to the beneficiary group. Finally, from recent figures on membership and share 
capital contributions (now being tabulated for the first quarter of this year),
the accelerated growth pattern established after the war appears to be continuing,
and there are some real opportunities now for economies of scale. (For further 
commentary on system potential, see following chapter). 

2. Leadership 

The quality of leadership in the FUNDE cooper­ative system is exceptionally high compared to other Latin American movements 
studied by the analyst. By and large cooperative boards are taking an aggresive
role in the development of both their cooperatives and their communities. There 
are a variety of indicators. 

One sign of quality is the degree to which boards
have collaborated with local "Junta de Gobierno" in tackling the problems of 
reconstruction after the war. (See Chapter IV. C). Another is the diversification 
process in general that has been going on. Leaders are not afraid to tackle 
new areas, to take risks. An indicator of the skills and understanding of many
board members is the quality of the annual reports which they produce. These 
reports contain, by and large, excellent narrative descriptions of the progress
and problems over the year. Growth is charted accurately and financial mate­
rial is professionally presented. Still another sign is the aggresive manner in 

http:exist.ng
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which leaders pursue FUNDEfor resources. They have learned that FUNDE 
can deliver and they intend to receive their share. Finally, there is a lot 
of "mrstica" in the movement. Leaders appear to be turned on to what co­
operativ'.m stand for, and what it can do for them and their communities. 

It is suspected that the reaons for the quality 
of !eadershiP exhibit.'d in the FUNDE system probably come down to a few 
key factors. First, most board members have had heavy doses of training and 
"concientizaci6n" over Ihe years at the hands of FUNDE training, technical 
assistance and social promotion staffs. They have been conditioned to exoect 
performance from both their cooperatives and FUNDE itseif. Secondly, board 
members in most cases are drawn from the small industry, professional (teachers) 
and business sectors of their communities. They understand the system and 
probably have a higher level of education than the membership at large or the 
average rural production cooperative. Thirdly, they have seen the utility of 
the cooperative in terms of resources and Lpportunities that it can provide, and 
they want more. Boards are constai.tly demanding increased and better services. 
Finally, to some extent boaids have been trained by the Frofessional managers 
that work for them. They understand their cooperatives and how they work, 
what they can do and what their problems are. 

All of the above is not to say that leadership 
is not a limiting factor. It is; and their is great variety in the quality of 
direction . This is one reason why the FUNDE training is so heavily targeted 
at the leadership level this year and in the future. Leadership will become 
even more critical in the future with the broadening of the organizational 
stucture of the cooperative, in accordance with the new government promoted 
model, which will involve a number of additional people in leadership positions 
(as many as 18 in some cases). Nevertheless, the material is there, and leaders 
are willing to learn. 

3. Participation 

Rates of participation in FUNDE cooperatives 
are high. During field visits, the analyst always asked for a breakdown be­
tween active and inactive membership. In many instances there was no such 
distinction, the implication being that all members were active. In others 
inactive membership came to no more than 20%. To a great extent, of course, 
activeness is a function of the benefits and services received, and FUNDE co­
operatives have had resources in Nicaragua when there has been no other ac­
cesible source in the community, especially after the war. Loyalty is high. 
Several cuoperatives reported how PROCAMPO agents had been attempting to 
interest FUNDE members in joining government schemes and receiving government 
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credit and services at subsidized ates. Some members had been lost, but very
few; and it was estimated that n. iny of those who did leave would come back 
before long. They have in the post. 

Another factor, which, although non-technical, 
s believed to contr;bute to loyalty and motivation, is the fact that the FUNDE 

cooperatives know how to have a good time, and so does FUNDE. A variety
of occasions call for parties, especially the annual meeting. The enthusiasm 
is infectuous. The atmosphere is upbeat. During visits of the analyst, photo­
graphs were constantly produced of the most recent meeting or inauguration,

(The Executive Director was in all of them). 1/ Finally, 
 FUNDE training

and social promotion activity has played a substantial role in this area.
 

4. 	 Management: 

All 	FUNDE cooperatives have professional full­
time management. When possible they are drawn from the 	 local community
and 	 are selected for existing skills and experience, education, and attitude. 
They are also extensively trained by FUNDE in required systems, procedures
and 	 other relevant skills, including management itself. For the most part they
have a secondary educcition and are often accounfants by training. They earn 
between CS1,000 and C$3,000 per month. Out of the 12 cooperatives visited,
all of the managers were judged .ompetent in their jobs, with five demonstrating
superior talent and dedication. Two were local versions of FUNDE's Executive 
Director. (Santo Tom6s and S6baco). 

5. 	 Technical Capability 

As could be expected, in the technical cape­
bility area, there is wide variation found throughout the FUNDE system. In
general, financial management is relatively good,primarily because of the very
intense focus of FUNDE audit, technical assistance and training programs on 
this area. Budget, loan portfolio, delinquency and other financial controls 
are sound throughout the system with very few exceptions. A growing number 
of cooperatives ar- able to hire separate accountants . (Traditionally, managers
have done their own accounting). 

1/ 	 It was emphasized to the writer that this phenomenon is recognized and 
treated as a factor of t : .rmous importance. Parties and ce!ebrations are 
promoted on purpose. 
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In such areas as agriculture, commercialization
 
and housing, the cooperatives are learning by doing, backed up by heavy

infusions of technical assistance by FUNDE technicians. In one case, Jalapa,
 
the co-op employs its own agronomist and enjoys a very high level of
 
technification in the p'ocuction and marketing of basic grains. 
 In other cases,
 
primarily the coffee growing cooperatives, FUNDE technicians are in residence
 
and are training as they provide assistance in such aspects as farm investment
 
plans and technology packages to be financed. In the area of commercialization, 
participating cooperatives are learning rapidly what is involved in the process 
of running retail and wholesale operations. The store at S6baco is particularly

impressive. With respect to housing, there is not much capability now, but
 
there will be in the future from experience to be gained over the next few
 
years. In every way possible F'MI)E exploits existing human resources in the
 
cooperative to contribute to the project, whatever it happens to be. Where
 
possible, cooperative supervisors are selected and trained. 

With respect to educational capability, a major

CECOOP activity for the past three years has been in the preparation of
 
educators at the cooperative level. A strong push is on this year through re­
gional seminars in addition to the general focus on overall cooperative orienta­
tion through individual seminars with each unit.
 

Another measure of general ability is that several
 
(approximately 7) cooperatives have formed branches, and there is pressure 
 to
 
continue this trend. The fact that the cooperatives are able to do this and
 
assume the added managerial and technical responsibility is a sign that they are
 
in fact learning from experience and able to extend their talents over broader
 
areas and groups. 

6 	 Financial Viability 

As can be seen in consolidated statements for 
the cooperatives as a whole, the sy;tem is financially viable, barely. 1/ That 
is, costs are covered. There are no,'mally modest surpluses at the end of the 
year, and basic ratios appear favcrable. It can be argued, however, that 
much of this is due to heavy gran. inputs in the past, subsidized loans, free 
services, etc. 2/ This is all true, and increasing attention to viability will 

1/ 	 For the year 1979, 43 cooperatives reported surpluses "excedentes" totalling 
$42,300 while 15 others showed losses amounting to $15,400. 

2/ 	 FUNDE argues that such services are indespensable to fortify the organization 
and provide for the establishment of a financial and institutional base from 

which the cooperative can grow on its own. 
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have to be paid in the future in order to establish a lasting condition and 
provide for greater coverage of service costs at the local level. A sampling
of financial statements indicates, however, that a number of the cooperatives 
are quite strong already and capable of assuming an increasing portion of the 
cost of service from FUNDE in the future. In other cases it will take more 
time. To a great extent this is a function of the economic condition of the 
community and its members. (See Chapter VII A 2 for analysis of cooperative 
system viability). 
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CHAPTER VI 

POTENTIAL OF THE FUNDE SYSTEM 

A. System as a Whole: 

1. Demand 

One of the general findings of the 1977 study of 
Nicaraguan cooperative systems 1/ was as follows: 

While the team found that needs varied considerably 
from one group to another, depending on local 
conditions and circumstances, one need, above all, 
remained consistent. This was for credit in a variety
of forms. In many cases production credit was avail­
able. Often it just served to maintain the status quo 
in a "poverty production system". The larger need was 
for longer term credit for improvement, investment, 
land, growth, etc. Also, credit was badly needed for 
general needs such as consumption, working capital, 
and emergencies. This was especially true in the 
credit unions. 

Particularly in the case of FUNDE cooperatives,
the study found a strong need for additional working capital financing
for small business and industry. 2/ This is still true today, with the 
exception that sources of credit To FUNDE members and potential 

_/ Heard, op. cit., p.l 

2/ IBID, p. 157 and 158 
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members (small independent operators for the most part -both agricultural

and commercial) have diminished 
 since the war. Due to the nationaliza­
tion of the banking system, the earmarking of almost all credit in the 
field for 	agricultural production, and the strong tilt toward collectivized 
production, there has literally been an explosion of demand vis-a-vis 
the FUNDE system; and, from figures coming in for the first quarter of
 
1980, this is continuing. In a number of the cooperatives visited

by the analyst, the fear was expressed that the strong and continuing

influx of new members was going to be a problem due to the inability

to meet the demand that they would place on the cooperative for new
 
lending. All reported a substantial need in excess of what they expected 
to be able to mobilize. 

Other factors contributing to sustained and accelerated 
demand include the fact FUNDE's cooperatives have demonstrated through
good times and crises that they can produce the needed resources. 
Credibility is very high. Also the cooperatives have been found to be 
more "agile" than the banking system. They can respond quickly to 
unforeseen needs. Credit has been available when required. Procedures 
are simple and can be accelerated when necessary. In addition, the 
cooperative represents an "alternative" to BND requirements relative to 
group borrowing, controlled marketing.collective production and 	 (See
B. 1. below) Finally, the cooperative is "ours" and the bank is "theirs" 
in the eyes of a significant portion of the socios. 1/ 

The above demand situation is not only true in 
commerce and industry, but, as discussed earlier, is also happening in 
agriculture which is growing rapidly as a percentage of the total port­
folio. The cooperative at Jalapa is an excellent in point. Basedcase 
on earlier membership figures, at the beginning of 1980, FUNDE 
calculated that it would need to provide C$1.4 million in production
credit to the cooperative. The actual loan request when it come in,
however, was for almost C$5.6 million for the cultivation of 2,600 Mz 

1 	 For a major portion of FUNDE's members, of course, the 
question of alternative sources of institutional credit has been 
academic for years, because they have had no access to any 
source outside the cooperative, friends, relatives and the 
local "prestamista." Distance and transportation also re­
present important factors. Frequently the cooperative is the 
only source of credit in the community (See Chapter IV.C.) 
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of corn and rice primarily. The some phenomenon is occurring with La 
Hermandad at Sebaco, La Perla at Bocaycito, Esquipulas and other 
cooperatives with a major agricultural membership. 

On the basis of existing requests and financial program­
ming seminars with the cooperatives early in the year, FUNDE has 
developed the following loan placement schedule for the six year period
commencing in 1980: (figures in C$000,000) 

1980 1981 1982 1983 1984 1985
 

26.0 31.3 39.735.7 43.6 47.7 

It should be noted that the above figures are based on a
"consolidation" strategy, that is, the formation of no new cooperatives.
(Some new coops surely will be formed as well as branches of those 
existing.) Nor do they include the contemplated expansion of housing
financing. (See B.3. below and Chapter VII Financial Analysis). 
In any case, the estimate is conservative. (At the end of 1979,

FUNDE's total portfolio with the cooperatives stood at only C$13.3
 
million.)
 

With the above in mind, it can safely be observed that 
the potential exists for a very significant expansion of FUNDE's 
lending activity over the next few years. Also, it is important to 
stress that the above demand is through existing vehicles and organiza­
tional infrastructure, both in terms of FUNDE and its cooperatives.
Substantial economies of scale can now be realized, because the 
system is in place and operating smoothly. Overhead can be 
spread and savings can be dedicated to improving service and viability
of the system as a whole. The above figures also represent a similar 
expansion in capital formation (.portaciones) and lending at the 
cooperative level. (In 1979, total member contributed capital stood 
at C$17.4 million and the outstanding portfolio was C$33.4 million.) 

2. General Expansion and Strengthening of the System 

a) Growth 

It has been estimated that if FUNDE had
the personnel and financial resources it could easily form 20 new 
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cooperatives over the next three years. (In the past FJNDE has formed
10 cooperatives a year, with some variations.) Even now, municipal
delegations are constantly approaching FUNDE for assistance in thestart up of local cooperatives, Under present circumstances FUNDE
has op';J for a strategy of consolidation, a prudent course given the
diversity and needs of the present system. In the long term, however,
potential expansion is practically unlimited, both in terms of existing
(new members, new branches) and new cooperatives. Wi~n an existing
membership of only a little over 17, 000, FUNDE is now just scratching
the surface of potential growth. 

b) Diversification and the Multi-Service Model 

In the consolidated statements for the FUNDEsystem, the 58 cooperatives covered are broken down by type as 
follows: 

Multi-Service 23 
Commerce and Industry 20 
Agricultural 10 

Coffee 4 
Ag 5 
Livestock 1 

Housing 3 
Transport 2 

Despite the complexity implied by thesefigures, the basic model is the credit union, with gradually expanding
lending and service functions. At least 48 of the above cooperatives 
are credit unions and at least another five started out the way, Jalapa,for example, which is now almost purely agricultural. In the long
run, the FUNDE strategy is for almost all of its cooperatives to be 
of a true multi-service nature. 

The success of the FUNDE program in ex­ploiting the credit union mechanism to achieve a variety of erds is in 
great part owed to the simplicity and solidness of the base structure.
It is also owed to a host of other factors (superior management at the coop level, comprehensive technical assistance and training programs,
etc.) In any case, through trial and error, FUNDE seems to have 



hit on a winning combination and on the correct order of things.
Agricultural cooperatives often flounder, for example, because upon
formation they must trackle the complex and taxing functions of supply,
extension, marketing, etc. associated with the area. Capital formation 
is slow. The organizations are highly subject to price and economic 
cycles as well as natural disasters and other constraints. On the 
original base of the market town or semi-rural credit union operation,
however, these risks are buffered. Once the credit union is suc­
cessfully established and operating with professional management, new 
functions can be added slowly after due study, preparation, technical
 
assistance. etc.
 

This being the case, why have other credit

union systems in Latin America not experienced growth and lasting
 
success similar to that of FUNDE's? In only one other country in
 
Latin America has the analyst seen a comparable success story in terms

of growth, diversity and dynamism. This is the case of the 
 federated
 
system in Guatemala, FENACOAC, a forty thousand 
 member plus
system based primarily in the Indian Highlands. In tho Guatemala 
case, as in FUNDE's the principal reason has had to do with superior
management, the ability to learn from experience, and the aggressive
tendency of leadership to experiment, to test new ground and to seek 
support from qll quarters. The Guatemalan system has had strong
government backing in addition to a long prior history of AID support

(terminated some five years ago), 
 but the point is still valid. Other 
systems have also had strong AID support and government backing

(including FECACNIC 
 in the late 19 60s and early 1970s) and have not 
taken off. Again, management stands out as the principal and over­
riding reason, both at secondary and base levels. 

There is almost nothing that can't be added on to a credit union successfully, if it is done properly and carefully
enough. The potential is there in the FUNDE system for practically
unlimited diversification in commerce, industry, agriculture, housingJ,
social services, and education. This will be illustrated further below 
in dealing with the potential of particular areas. 

3. FUNDE System Relative to GRN Policy and Programs 

a) Existing Situation 
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Officially the new government is in the process
of sorting out and establishing policy on cooperatives. A new law will 
eventually be drafted, to be based on post-revolutionary experience. 
Until the new law is published, the old 1971 law (as regulated in 1975)
will remain in effect. The National Cooperation Directorate is still 
located in the Ministry of Labor (with a slight name change) and is 
responsible, as before, for legalization and regulatory functions relative 
to the cooperative world in general. Beyond this, however, not much 
is left of the old public sector cooperative establishment -not that 
there was much there before t-itker. 

(1) General Policy 

The clearest expression of general govern­
ment policy concerning cooperatives appears to be that produced in the 
conference report of the "Primer Seminario Nacional de la Cooperaci6n 
Carlos Fonseca Amador". The seminar, held in November 1979, was 
attended by representatives from all major public and private sector 
organizations involved in the promotion and development of cooperatives. 
In the conclusions and resolutions of the conference, it was agreed thrit 
cooperativism should play a very important role in the revolutionary 
process, that it constitutes a powerful weapon against monopoly power, 
that it is on excellent "school of democracy", and that it is a "forum" 
where traditionally marginal classes can be heard subject to the economic, 
social and political initiative of the community. In sum, cooperatives 
are acceptable, as long as they are not permitted to become instruments 
of vested and personal interests, as it was claimed they were prior 
to the Revolution. 

In its statement of objectives, the confer­
ence reported that cooperatives should be promoted as effective instru­
ments for the collective resolution of social and economic problems of 
the community and for the strengthening of solidarity, fraternity, and 
equality in general. The orientation is horizontal. Popular participa­
tion is a fundamental precept. Maximum benefits should accrue to the 
community rather than to the individual. Collective production is to 
be promoted. Paternalism is to be eliminated. The notion of "service" 
is elevated to the highest degree. 



- 113 ­

(2) The New Model 

In line with these precepts, a new
 
structure for cooperative organization was developed as illustrated
 
below.
 

Assembly 

Coordination , Planning 
Committee 

1 I 
Production Marketing EduIcation Vigilance Pub. Rel. Other
 

Center Center Center Center 
 & Social Centers 
Welfare (Credit
Cent er 

Administrative Services 

Center 

Secretariat Accou ting Produltion hers 

Under the new scheme, the assembly isstill the supreme authority of the cooperative, but now the various 
centers are to be elected directly (three members each) by the assembly.
Each center then elects one of its members to serve on the Coordination
and Planning Committee, which in turn elects its own of officers.set 
The principal idea of the change is to promote a much higher level of
participation in the direction and management of the cooperative. 1/ 

Upon conclusion of the conference aspecial commission was named to study ways and means to facilitate the
contribution of the cooperative movement to national development and 

1/ FUNDE has distributed literature on the new model and is
promoting its adoption through its general training program. 
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other revolutionary goals. Among other things it was to develop a
 
new law. Participating on the commission 
 were delegates from the 
principal organizations attending the conference (FUNDE, FECACNIC 
and other private entities among them.) Recently, however, the com­
mission was suspended because of differences that had to be ironed
 
out between the Government, the ATC, 
 and the CST. Once the
 
situation is clarified, the commission is to be reconvened. 1/
 

(3) Ministry of Labor 

With respect to the attitude of the

Ministry of Labor, according to the Vice-Minister, cooperatives are
 
to be promoted provided that they 
conform to established precepts'. 2/
There are cooperative types that are clearly unacceptable, especiaTly

those that are formed for the greater profit of members rather than
 
the community at large. In addition, the government is in favor of
 
mixed participation in cooperatives between socios and the state. With 
respect to FUNDE in general, a neutral attitude is expressed. 

Since the revolution, some five new

cooperatives in the FUNDE system have submitted reque:'s for legal

status to the National Cooperation Directorate of the Ministry. Thus
 
far, none have been approved. 
 Why, is not known. In the meantime 
the cooperatives are continuing to operate as if they legal.were 

There have been no ostensible problems, although it is suspected that
 
they might not be able to borrow from the Nationalized Baning System. 

(4) The National Development Bank (BND): 

Prior to the Revolution, the National
Bank of Nicaragua was a major promotor of cooperatives, and a special
section within the Rural Credit Department was responsible for coopera­
tive development and financing. Technical assistance was provided
by both headquarters and field personnel. The cooperative section 
has since been abolished and the function of the rural credit department 

I/ 7nterview with Vice-Minister of Labor, Edgar Macias 

2/ Ibid 
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has now become primarily that of financing agent. Promotion, techni­
cal assistance and training have been assumed by the ATC and 
PROCAMPO respectively. 1/ 

With respect to credit allocation, 
the BND finances everything related to agricultural production. Credit 
is also provided for small rural business, but reportedly a break has 
been put on non-agricultural production and commercial financing of 
this type. A strong preference has been established for collective 
production and small groups in general. 

The National Bank is now apparently
incapable of acting independently in the matter of selection and ap­
proval of cooperative and other projects. All loans, depending on 
size, are to be approved by local, departmental or national committees 
composed of representatives from PROCAMPO, the BND and the ATC. 
A "National Committee of Small Production", with representatives
from PROCAMPO, the Department of Rural Credit of the BND, ENABAS, 
FSLN, INRA and the production section of ATC, establishes policy
and makes decisions with respect to agriculture, small commerce and 
industry, and livestock. 

Thus far, there has been no loan
from the aboye establishment to FUNDE cooperatives. An exception 
to this in the future will be a recently approved IDB loan FUNDEte 
cooperatives 
ment of the 

which 
BND. 

is to be channeled throuqh the rural credit depart-
The way this loan has evolved, however, is 

instructive. 

As the IDB loan was originally
developed and negotiated, it was to be disbursed entirely through 
FUNDE as an intermediary lender to system cooperatives. Late in 
1979, however, the loan was renegotiated and restructured in such a 
way that it will be lent directly to the cooperatives by the BND 
with FUNDE acting as facilitating and technical agent. For its 
services, FUNDE is to receive a 1% spread on the outstanding balance. 

1/ Interview with Noel Delgado, Rural Credit Department, BND. 
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Although the first disbursement is to be lent to cooperatives and 
projects 	selected and approved by FUNDE, rollovers are free for 
placement outside the FUNDE system. Sub-loans are to be approved
by the local, departmental, or national committee as the case may
be, depending on size. Faced with the above situation, FUNDE 
will attempt o place most of the loan in long-term credit for fixed 
assets. 	 How this program works out in fact will be an important 
indicator for the future. 1/ 

(5) Other Government Agencies 

In the course of the study, it was
 
not possible to interview other government agencies involved %irh
 
cooperatives or in a position to collaborate or otherwise affect
 
FUNDE 	 activity. With respect to the Ministry of Agriculture and 
the Public Sector establishment in agriculture in general, the impres­
sion from field trips is that a negative bias exists toward FUNDE 
cooperatives. According to the coops, PROCAMPO agents are attempt­
ing to draw clientele from FUNDE cooperatives and are telling
potential coop members that the government can provide them with a 
much better and cheaper package. 

With respect to the Ministries of 
Education and Housing and the Vice-Ministry of Internal Commerce, 
a much more positive relationship is supposed to exist. The Ministry
of Housing has been acti',ely engaged in meetings with FUNDE relaii;vo 
to several projects, and the Ministry of Education is supposed to be 
interested in possible collaboration with the CFER program. The Vice-
Ministry of Internal Commerce has given FUNDE a "carta blanca" 
to proceed with its commercialization program, and INRA is collaborat­
ing in at least one instance (Sebaco) in the provision of basic food 
commodities at subsidized rates. 

I/ 	 Th irst loan disbursement request was just approved as of this 
writing (May 1980). it corsi:ts of C$1 million for production 
credit to the agriculturai cooperative at Jalapa. FUNDE was 
forced to turn to this souice to meet Jalapa's need due to a 
current 	 liquidity shortage. In the future, where possible, IDB 
resource 	will be placed in medium and long term productive 
investments. 
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b) FUNDE Strategy Relative to the GRN 

When the war ended in July 1979, FUNDE
did not wait to find out how governmeni -olicy would evolve re!ative 
to cooperatives or the private sector in general. A strategy of action 
was adopted and an emergency recovery program was immediately set
 
in motion throughout the system. As it turned out, this was the right

decision; and both the 
 system and FUNDE are now much stronger for it. 

The same is tWue today. Faced with the above
unclear and evolving panorama of GRN attitudes and factors, FUNDE has 
again opted -de facto- for an action oriented strategy. The program
has,and will continue, to proceed full speed ahead on all fronts. This 
will be maintained at least until a consistent national policy on the
 
role and functions of private cooperatives has been formulated or
 
otherwise becomes clear, which may not 
be for an extended period

of time. Key elements of this strategy are as follows:
 

(1) Prove the case-" the FUNDE model.

FUNDE is convinced that over time the superiority of the aiversified
 
private multi-service model described above will become 
 clear relative
 
to alternative cooperation and production schemes being pursued in
 
the Public Sector. It is a matter of time. Soonor or later the volume

of production and social and economic benefits accruing to cooperatives
and communities participating in the FUNDE system will become so 
.r"F0ss1vc Coiipu, eci to the output of the coiieciive m_:del that it will
 
be possible to 
 prevail in terms of arguing the ccse for acquiesence,
and (possibly) support on the part of the GRN. Also, if the current 
rate of growth continues, the growing popular preference for the 
model will be hard to ignore. (For this reason, the above recommenda­
tions on data collection become even more important. The case must 
be documented.) 

(2) Consolidate the Program. While the
FUNDE system is expected to continue to experience accelerated 
growth over the next few years, the strategy is to strengthen the 
existing system. There will be no active program of new cooperative
formation in the short term future, although branches of existing 
coops will be established on the basis of popular demand. Durinq
this period the program thrust will be to strengthen and diversify cur­
rent system cooperatives to the point that lasting viability and effective 
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economic and social impact at the community will be assured. 

(3) Promote Precepts of the Revolution 
FUNDE, in all possible ways is promoting the practical application 
of fundamental revolutionary doctrine in the implementation of its 
cooperative development program. This is not difficult, because it 
has really been this way all along. The notions of service, projection 
to the community, brotherhood, equality, participation, and collective 
decision making for the greater good of all members are really what 
cooperativism is all about in its purest sense; and FUNDE has 
consistently furthered the application of these ideals in its promotion, 
train'ng, and technical assistunce efforts. These principals are now 
receiving an especially strong emphasis in the system wide basic 
cooperative training program described in Chapter V. In addition, 
the new government backed structure for cooperative organizaticn 
is being explained and promoted to the fullest extent. By the end 
of 1980 it is expected that almost all participating cooperatives 
will have officially adopted the structure (ratification by assembly 
and establishment of centers and planning committee). 

(4) Collaborate wherexer possible. In 
all cases where collaboration is feTasible, FUNDE will attempt to 
work together with GRN agencies. "e brightest prospect for this 
at the moment is with the Minisi. and a series of 
meetings have already taken place 4veral projects where 
Ministry support is expected. Beyon "<, the CFER program and 
the Ministry of Education offer a poss,-.iity. Another may be INRA 
and the Ministry of Commerce in the case of the commercialization 
program. 

(5) Broader Participotion in the Direction 
of FUNDE. FUNDE is considering i-e possibility of broadening 
participation on its board of directors (Consejo Superior) on the part 
of both the cooperoives and the Government. One alternative 
mentioned thus far would be three cooperative representatives and one 
from the Government, probably the Ministry of Housing. (At present 
FUNDE's 16 member board is all from the Private Sector, including 
three from INDE). 
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4. 	 FUNDE System Relative to the Rest of the Cooperative 
Movement 

Investigation in this area was minimal due to limits
 
of time and circumstance. Nevertheless some observations can be made
 
based on limited conservations within and outside of FUNDE and earlier
 
experience (the 1977 cooperative assessment).
 

a) Th'e Cooperative Movement 

(1) Composition . Before the war, the 
movement consisted of essentially three cooperative systems, FUNDE,
 
FECACNIC, 
 and the National Bank (BNN), plus a number of scattered 
cooperatives of various types that had been formec by private and 
voluntary agencies (CEPAD, INPHRU, etc.) Other cooperative forms 
included "colonias" formed by the Land Reform Institute (IAN),
."juntas comunitarias" forr'nd by INVIERNO (now PROCAMPO) and 
"clubes agricolas" assisted by the National Technological Institute 
(INTA) and the BNN. The BNN system consisted of 16 agricultural
cooperatives with a total membership of approximately 3,000 families. 
Within these there were four large regional cooperatives in Le6n 
Chinandega, Rivas,and Masayc. It was not really a movement 1/ 
as such, but organizational infrastructure and delivery systems were 
in place, and potential for use of the cooperative vehicle in rural 
development throughout the country was high. 

Today the FUNDE and FECACNIC systems
remain basically unchanged. The BNN's group has been cut loose from any
special attendance by the Rural Credit Department. (It is believed that 
they relate more now to National Union of Agricultural Producers 
(UPANIC.) Some of them have undoubtedly been taken over by
PROCAMPO, especially the smaller ones. The IAN colonies, of course, 
are now being managed by INRA. It was not possible to verify the status 
of the juntas comunitarias. They have probably become CASs for the 

I./ 	TTh csest things to "movements" were the two credit union 
systams, FUNDE and FECACNIC FECACNIC relates to the 
Latin 	American Credit Union Movement represented by the 
Confederation of Credit Unions (COLAC) in Panama. The 
Bank's cooperatives, at one time, tried to form an agricultural
cooperative federation but were never able to obtain the 
necessary financing. 
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most parr (Cooperativas A-rTcolas Sandinistas) and CCSs (Cooperativas 
de Crbdi'o y Servicio.) The status of the other PVO cooperatives

is also urkown. A new central coffee cooperative has been
 
formed in Matagalpa, with some 152 member "comit~s", which re­
lates primarily to UPANIC. 

With respect to the notion of "movement" 
in a national sense (unified goals and some sort of integrative structure)
the only thing resembling this today is the Revolution itself in terms 
of its goals relative to "cooperaci6n" at the base or mass level. 

(2) FUNDE's place in the Movement. As

the above cooperative systems and organizations do not have, ai the
 
moment, an overall unifying or integrating structure, the place of
 
any one 
system within the movement is difficult to determine. In 
terms of general afinity, FUNDE obviously relates most to other credit
 
unions (primarily FECACNIC's rural affiliates). FUNDE could also
 
relate to the Coffee Central due to its own work with coffee coopera­
tives and proximity (FUNDE coops in Matagalpa, Esquipulas and San
 
Dionisio.) Beyond this, how FUNDE might relate to the rest of the
 
cooperative world in Nicaragua one can only spec,-ute, 
 given the

lack of current information and research. With this in mind, the only

two external systems covered in this treatment are FECACNIC and the
 
Coffee Central in Mat agalpa.
 

b) Potential Role of FUNDE 

(1) Relative to the FECACNIC System. 

The FECACNIC system at present in­
cludes 42 active cooperative members of which 20 are considered rural. 
The urban cooperatives are mainly of the "employee" variety such as the
AID credit union. Information at the disposal of the anal st concerning
the rural cooperatives dates to the 1977 assessment and is seriously out of
date. At that time there were 19 rural coops with 6,000 members, 3, 000 
of whom belonged to the impressive, diversified credit union in Esteli 
(San Antonio). This cooperative, however, has since moved over to FUNDE. 

In late 1977, in addition to EstelT, five
other rural cooperaTives were considered sufficiently advanced to parti­
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cipate in the initial traunch of the $1 million COLAC (IDB financed)Icon being developed at the Antime. ambitious plan, to be financedby AID, was also formulated for the formation of a substantial numberof new cooperatives and the strengthening of the existing membership.
The system, including the federation, was to become financially self­sustaining within five years. This plan, however, was overtaker, byevents of the two andpast years never got off the ground. 1/ 

In January 1978, FECACNIC (on theverge of financial collapse) received a bridge grant (six months ofbudget support) from AID to allow time for the development of feasibleplan and proposal for longer term support. This grant expired just asthe IDB loan was coming on stream in the summer of 1978. AID support
was not andrenewed FECACNIC (again on the verge of collapse) wasforced to depend on COLAC financing for operating costs. By the endof 1978 the FECACNIC staff had been cut from 23 to 10. Somehow,
mainly thanks to COLAC support and sheer determination, the federa­
tion survived until September 
 1979 when AID support was renewed.
Also during this period, the already serious delinquency problem ofthe federation became mort erious, and heavy losses were experienceddue to the political crises' of the period among other factors. 2/ Withthe revewal of AID budget support (good until September 1981"accordirng
to FECACNIC's Manager) the federation rebuilt its staff (currently 16 ofwhom 8 are dedicated to technical assistance) and has set about trying to
develop a viable program. 

The current FECACNIC strategy, accor­ding to the manager, is rigourously conditioned by goals and preceptsof the Revolution. Member cooperatives have been informed that if
they don't entirely commit themselves to those principles they should
not expect services or collaboration from FECACNIC. Closed 
 creditunions, for example, must convert to the open variety. There must be an active effort to project to the community, etc. Beyond this,FECACNIC is now focussed almost exclusively on the rual cooperatives. 

1/ Information relative to FECACNIC over the past two and one half 
years was drawn from an interview with the Manager, Jose MarraRodrguez. He was also manager at the time of the 1977 assessment. 

2/ Other factors included the loss of the COLAC advisor in late 1978,los of Peace Corps volunteers in 1979, the loss of staff etc. 
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The urban coopes have not responded to FECACNIC initiatives by andlarge. Collective production is stressd. Credit, technical assistance and
auditing services are provided. 

In terms of lending capital, in addi­tion to the remainder of the COLAC loan 1/ a $400, 000 grant was
approved by the IAF in January 1980 for r-cconstruction and rehabili­tation loans ($300,000) and collective production schemes (100, 000).

At the moment FECACNIC is also in attempting to negotiate a new
credit direct from the IDB for $.5 million. 

With respect to potential collabora­tion with FUNDE, this is a subject explored on several occasions in
the past, but with,no success due, to the problem of ingrained ir.stitu­tional biases and rivalry. In 1977 an atempt was made to try and getthe two organizations together with assistance from the President ofCOLAC and CUNA. Nothing came of the meeting, however, because
FUNDE calculated at the time that it did not stand to gain very muchrelative to what it could offer. This, in fact, was the case, and stjIlis for the most part. ' The one service that the Federation can offer
that FUNDE does not already have is a 
program of credit Life Insurancethrough the CUNA mutal system plus acces to certain COLAC services
 
(possibly financing).
 

Now, however, the manager ofFECACNIC is express;ng renewed interest in establishing a substantiverelationship with FUNDE 2/. formThe this might take merits explo­ration, not so much becaue of what the federation could offer, butbecause of the desirability of taking advant;age of existing organizational
infrastructure in the countryside, reducing overhead, and realizing eco­nomies of scale. Also, for a FECACNIC cooperative, conversion toFUNDE systems and procedures would not be that difficult. 3, What 

"/ Approximately C$3.8 million remained to be disbumed as of early
May 1980. 

2/ The degree of this interest and the extent to which it is shared by
FECACNIC's board is not known. 

3/ San Antonio de Estetr (around 4, 000 members) has moved over. Se­veral others have approached FUNDE in the past two years. theehave accepted loans from FUNDE since the war. 
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would be hard, however, would be the merging of FUNDE and FECACNIC 
as organizations. Under present circumstances, FECACNIC sould almost 
certainly loose identity as an institution through such a move. 1/ 

(2) 	 Relative to the Regional Coffe Cooper­
ative Central at Matagalpa. 

Information for adequate coverage in 
this report of the coffee central is lacking. Observations are based on 
a brief meeting with the President of the Central (also president of 
UPANIC.) 2/ 

The cooperative was formed in August 
1979 in an attempt to meet the needs of the large number of small 
coffee producers in the region who stood to loose substantially fr.m war 
related disruption of credit and services. Committees were thc.n rapidly 
formed (of no more than 30 producers each) for the provision of credit 
and marketing services. Financing for the 1979-80 harvest was obtained 
from the National Development Bank, which was channeled to ,,er 
4,500 family producers in 152 committees scattered in the mountains of 
the region. Today there are some 7, 000 participating members. 

Neither the organizational nor financial 
viabiiity of the central has been explored. Coffee is a viable crop in 
Nicaragua, however, as it is throughout Central America (although sub­
ject to world market cycles). It is also one of the few export crops 
that can be profitabl produced by very small farmers, provided that 
there is even a modest degree of "technification". In the case of the 
Matagalpa cooperative, it would appear that there is sufficient volume 
represented by current membership to adequately support cooperative over­
head for credit, technical and marketing services administration. 

With respect to potential for collabora­

1/ 	 Also, most of FECACNIC's rural cooperatives are very poor (accor­
ding to the manager). A major investment in institution building
 
would be required.
 

2/ 	 Interview with Jorge Salazar Arguello, Presidente Consejo Direc­
tivo de la Cooperativa Central de Cafetaleros de Matagalpa. 
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tion with FUNDE, a relatively strong case could be made because of 
FUNDE's prior experience with the formation and development of 
coffee cooperatives. Four of FUNDE's present cooperatives are pre­
dominantly coffee producing, two of which are in the Matagalpa area 
(Esquipulas and San Dionisio). Areas of collaboration could include 
the provision of credit, technical and managerial assistance to the 
committees and the central itself, and (perhaps) an investment in pro­
cessing of whatever level makes sense technically and financially.
Although the coffee export business has been nationalized in the form 
of the new parastatal corporation, EMCAFE 1/ there are still major 
savings to be made in collection, processing, and marketing (includ­
ing transportation) of the crop. Another FUNDE cooperative, Yall, in 
the Department of Jinotega, is studying the feasibility of investing in 
its own "beneficio" (30, 000 quintal capacity). 

c) Recommendations 

(1) FUNDE and FECACNIC should carry outex­
ploratory talks relative to the advisability of a merging of the two credit 
cooperative systems (only rural coops in FECACNIC's case). The form 
such a merger would take would require special study. There are poli­
tical and otbher factors to consider relative to the GRN and the Latin 
American Credit Union Movement. If a basis for collaboration or further 
study is discovered AID, the IAF, and COLAC should be consulted 
relative to potential support for measurers contemplated. 

(2) FUNDE and the Regional Cooperative
Central of Matagalpa should explore the possibility of affiliation for 
purposes of provision of crdit, technical assistance, training and other 
services to the coffee producers and their committees. A feasibility 
study is probably warranted. 

(3) Concerning the rest of the movement,
the establishment of new relationships would have to be based on analy­
ses of a host of political, economic, technical and financial factors. 
(No other recommentation is offered at present). 

1/ Empresa Nacional de Caf6. 
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B. 	 Potential of the FUNDE System as an Experimental 
Vehicle. 

In the foregoing section on diversification and the multi­
service model, the flexibility and potential of the basic FUNDE cooper­
ative 	for experimentation was discussed. This will not be repeated here.Rather this section will be devoted to brief specific examinations of po­
tential in the principal technical areas in which FUNDE is operating.

In addition, the following areas are presented in order of priority re­
lative to socio-economic productivity and the 
 meeting of perceived
community needs in rural No pretenseareas. is made of a serious
quantificd onalysis. The priorities reflected below arise from judge­
ments made by the analyst for reasons stated in each case.
 

1. Agricultural Production and Marketing. 

a) Rationale for Priority. 

Agriculture, marketing and associated ac­tivity was selected as the number one priority for the following reasons: 

(1) Demand: Demand does not always re­
present need, but in this case it is believed that it does. In the first
palce, the agricultural sector is engaged in a national recovery program.
There is critical need for credit to put land back into production thathad been idled or neglected due to the war. In addition, expropriated
land is now being put into collective production schemes. It is specula­
ted that of total credit availabilities in the public sector, the majority
will be dedicated to this end. (This was reinforced time and again during
field visits by commenrs concerning the availability of bank financing).
For those small producers who farm individual plots or who desire a selec­tion of marketing alternatives, there would not appear to be many options.
As a result, the demand for agricultural credit in the FUNDE system isskyrocketing, both within its own terms and relative to the total protfolio.
Percentage share of tc;al demand represented by agriculture has essentially
doubled twice in the past year. At t6e end of 1978, agriculture occupied
only 13 percent of the portfolio. By the end of 1979, it had jumped to 
27%. This year's projections place it at over 60%. 

(2) The need for Alternatives. This was 
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touched on above, but it deserves more emphasis. There is a need

for privote sector altematives for agricultural production. Regardless

of the merits of Public financing of agriculture, it will not be possible

for the government establishment to meet the credit and complementary

service needs of more than limited portion of the sector. The 
 financial 
resources do not exist nor the infrastructure (organizational and physical).

Alternatives 
 should be supported that can tap external resources, both
international donors and private capital markets. Existing private or­
ganizational and other infrastructure should be exploited to the extent
 
possible. The need is big enough for both systems. 
 J/ 

(3) 	 The Need for Integration of Services 
and Systems: Effective supply, extension,

and marketing services, essential for increased production, are also in

short supply in rural Nicaragua. For those outside the public sector
 
program, there is no government extension, relatively high cost supplies

due to scarcities and, in some cases, exploitaition of isolated communi­
ties 	 by intermediaries. 2/ Marketing options are often also of high cost

for the same reason in addition to the lack of infrastructure and transport

capability. Again it is a question c,' capacity. The absorptive capacity

of ENABAS, the national grain marketing agency, for example, is not
 
adequate to the needs of a majority
meet 	 of producers. Alternatives are 
necessary. The FUNDE cooperatives represent a viable complementary
alternative. (See following section). 

1/ 	 These observation are drawh primarily from interviewsin the field
and prior experience in Nicaragua and other Central American countries. 
In the course of the study it was not possible to explore the magni­
tude of existing and potential resources available for Public Finan­
cing of agriculture. These may be greater than envisioned. On the
basis of infrasturcture however, in addition to planning and manpower
requirements, the point is believed to be valid. 

2/ This point was stressed in field interviews, most particularly in 
Jinotega. 
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b) Potential for FUNDE's agricultural program. 

The potential for growth, valuable experi­
mentation, and impact from the FUNDE program in agriculture is 
practically unlimited for the reasons below: 

(1) Track Record. Although initial 
growth by FUNDE coops in the agricultural area was slow, for the 
past three years it has been dramatic. There are now 10 ;oops 
classified as agricultural (4 coffee, 5 agriculture, and 1 cattle). At 
the end of 1979 there were 2,570 members in these specifically. This 
does not include, however, the farmer members of the other coops. 
There are 24 cooperatives in all with agricultural lending and more 
are coming on stream all the time. A number of cooperatives are 
experimenting for the first time with agricultural memberships. 

The agricultural coops as a group 
now represent the most viable segment of the FUNDE system. At the 
end of 1979, the net returns "excedentes" from these cooperatives 
exceeded those of the rest of the system put together. It is under­
stood that there are basically two "problem cases" both classified as 
"ggr", but the others are in good to exceptional shape. In 
terms of volume of operations and net returns, the coffee cooperatives 
are the strongest of all, especially Yalr and La Perla (Bocaycito). 
This is natural given the comparative advantage of coffee. (Jalapa, 
an agricultural cooperative, dedicated primarily to basic grains, shows 
good prospects for challenging the coffee coops onvolume this year. 
Management, by and large, isstrong. Delinquency rates for small 
farm borrowers are low, often better than for small business and 
industry. 

(2) Experimentation and Diversification. 
Possibilities for profitable experimentation within the agricultural 
sphere are almost endless. One particularly intriguing possibility 
relates to the integration of supply and marketing functions and the 
development of an inter-cooperative trading system. The commercia­
lization program (while now managed as a separate unit in FUNDE) 
could easily be integrated into the technical assistance program 
related to marketing and production in general. The most advanced 
example of this notion is the cooperative at S~baco which has a 
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successful established "centro de commercializaci6n." Soon the coop 
will be adding a supply operation for agricultural inputs. Already 
the Matagalpa coop has espressed interest in buying Sebaco's vege­
tables in return for its beans. S~baco is now selling clothes made 
by another cooperative. Several cooperatives are currently engaged 
in both agricultural input supply and marketing. With the addition 
of the commercialization program (basically consumer wholesaling) 
possibilities multiply. 

Other options for experimentation 
include cooperative (as opposed to individual) production. Two 
cooperatives are now attempting to buy land for this purpose. This 
would be particularly valuable relative to analytical compcrison with 
public sector activity. The feasibility of collective production of 
this type can be studied within the system from a farm management 
point of view. (See recommendations on data collection). Experi­
ments also are being carried out with diverification. Several 
coops are combining coffee with basic grains. In the case of the 
CFER at the Yali cooperative, a complete diversified farm plan is 
being developed including coffee, grain, fruits and vegetables and 
livestock. 

(3) Investment in Fixed Assets. As of 
now the great majority of all FUJNDE lending is for short-term 
production credit. This is fine in terms of maintenance of production 
levels. There is a real need, however, and strong demand, for 
increased lending for farm and infrastructure imprcvements related to 
production, marketing, processing, and supply. The agro-industrial 
opportunities on a small and medium scale are excellent over the 
long term, provided that such enterprises are allowed to operate in 
a relatively free market setting. Two high potential areas for this 
type of investment observed by the consultant were coffee and milk 
processing. Other areas within the system include cattle finishing, 
checken and egg production, processing of fruits and vegetales. 1/ 

(4) The Strength and Quality of FUNDE's 
Technical Assistance Program. As described in Chapter V, FUNDE 

1/ Drawn from field interviews and the 1977 cooperative assess­
ment. Heard, gp.. ci. Chapter III, Government Assissted 
Agricultural Production - Based Cooperatives and Related 
Systems. 
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is equipped with a highly qualified staff dedicated to agricultural 
technical assistance. They are overworked, but they are competent. 
Additional staff is needed, but this will come with volume. The 
two missing elements (data collection and linkage with sources of 
research) 
Vill). 

are treated by the proposed AID project. (See Chapter 

2. Commerce and Industry 

a) Rationale for Priority 

(1) Need. In almost all of the co­
operatives visited it was reported t"at bank credit had been sharply 
reduced for small commerce and industry. The vast majority of 
financing, especially from the BND, appears to be going to agricul­
tural production through the PROCAMPO program. Especially during 
the recovery period, there is a vital need for working capital and 
resources to rebuild inventory and facilities. The principal reason 
that total demand for commercial and industrial credit has not grown 
as fast as that for agriculture in the FUNDE system is that the level 
of lending per borower is so much lower. The average loan for 
this category varies between $100 and $500. In' agriculture lending 
ranges from $500 to $3,000. 

(2) 	 Largest Number of Socios. Although 
it is not possible to cite a precise figure, the number at-current 
members in this category probably comes to something over 12,000, 
with a total affected population of well over 30,000. Also, in terms 
of beneticiaries per amount of dollars invested, this is the area of 
greatest polential due to the low average loan level typical of the 
category.
 

(3) Employment and Income Generation. 
As has been demonstrated in a number of studies, the employment 
generation effect of the financing of small enterprise development in 
Latin America is high relative to other areas of economic activity. 
(the figure of $5,000 per job for invested capital has turned up in 
studies from South America. A 1977 agro-industrial assessment in 
El Salvador 1/ showed rates of return for small business development 

1/ 	 Part of AID's agricultural assessment for El Salvador. The 
analysis was performed by Practical Concepts Inc. 1970 
survey data was used. 
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in rural areas which considerably outperformed more capital intensive
industries in metropolitan areas. In terms of employment impact,

superiority 
was clearly established. 

(4) Development of Market Towns andand Fecondary Cities. For years Nicaragua has had a serious
rural/urban migration prvblem, especially to Managua. The financingof labor intensive commerce industryand in secondary cities and

market towns throughout the 
 country attacks this problem. The pro­blem of inefficient distribution is also treated theto extent that 
transport of goods and services back and forth from the capital and
principal cities can be reduced. Finally, financing of the type of

rural enterprise represented by the system
FUNDE facilitates the
constructive inter-action of agricultural commercial and industrial

activities. New industries and employment generated.
are 

(5) Women-in-Development. There are
more women beneficiaries in this group than in any other including asignificant number who run their own businesses. (Market operators,

'"oulperas", handicrafts.)
 

(6) Savings Generation. The savings
generation feature of commercial and industrial credit through the

FUNDE system outperforms 
 all others combined ("aportaciones"). 1/

This is principally because 
 of the lending ratio requirement of ­
3:1 normally applied in this category. This appears to be the most
effective means for rural formation
capital and the stimulation of
investment. The vast majority of all loans are for productive ends. 

b) Potential (Commerce and Industry 

(1) Experience. This is the area whereFUNDE has the most experience. Systems and methodology are tried 
and proven. 

(2) Experimentation. As with agricul­ture, possibilities are almost without limit. The commercialization 

1/ Of total system contributed capital as of the end of 1979,
C$17.4 million, C$7.5 million is attributed to the 20 Small
Commerce and Industry cooperatives and C$6.4 million more 
to those 23 classed as "multi-service, " a major portion of the
membership of which consists of small commerce and industry 
borrowers. 
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program is a good example in both spheres and cuts accross categorical 
lines, in the area of production, a number of experimental activities 
are either in process or planned in such areas as clothes, shoes, bricks 
and handicrafts (furniture). Good possibilities exist for more effective 
internal cooperative distribution (producer members selling to market 
operators). One is starting importcooperative (Sebaco) to raw
 
material (cloth) from Costa Rica.
 

In a different sense, a number oF
 
experimental projects have been carried out jointly between coops in
 
this category and "juntas locales de qobierno", the construction of
 
markets in Matagalpa and Rivas, street improvement in Santo Tom6s,
 
parks and recreational activities. This is an area where FUNDE can
 
cement a strong and helpful relationship with local government and
 
community leadership. It is also in the spirit of the Revolution.
 
Possibilities for social action are endless (dispensaries, day care
 
centers, health facilities, adult education, libraries, etc.)
 

Another intriguing area to be explored
has to do with inter-cooperative technical assistance, primarily in 
the area of small manufacturing. Skilled craftsmen can be sent 
from one cooperative to another in return for similar favors, goods,
 
or services.
 

(3) Horizontal Expansion and Integration.

There arc seven cooperatives now with branches. Many more 
 can
 
be established. Mo-st of them are of the multi-service and small
 
commerce/industry variety. 
 Branch operations have several advantages. 
They make for increased coverage at lower cost, spread good manage­
ment more broadly, and promote inter-community commerce and 
interaction. Experiments in the future can be carried out in terms 
of improving economies of scale in credit management and other 
services (information, promotion, education.) 

3. Housing 

a) Rationale for Priority 

(1) Need. The 1972 Nicaraguan
housing census reported that of aTF-ural shelter, 50% had a thatch 
roof, 84% had dirt floors; 88% had no electricity. It is suspected 
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that conditions haven't improved that much. Investments in rural 
housing have been minimal. 1/ 

In the case of the FUNDE coopera­
tives, data is lacking to estimate the true scale of the need; but in 
typical cases 85% of a given cooperative membership will live in 
rented, sub-standard housing. In the case of every coop that 
FUNDE has approached with the program, demand has been many
times that which could be financed or managed in the short or 
medium term future (1-2 years.) 

(2) Lack of Alternatives. Most housing 
projects over thie past few years have been associated with earth­
quake recovery. The Ministry of Housing is focused on the grater 
Managua metropolitan area. FUNDE represents one of the very few 
existing mechanisms for professional planning, financing, and super­
vision of low-income rural housing and facilities construction. Co­
operatives in place provide appropriate and efficient organizational 
infrastructure. The creation of new channels would not be cost
 
effective.
 

(3) Social and Economic Infrastructure. 
The need for new and improved facilities at the community level is 
everywhere apparent in Rural Nicaragua; health centers, marketing 
and distribution facilities, schools, day care centers, sanitary 
installations, community centers. etc. 

b) Potential (housing) 

(1) Capability. The FUNDE housing
staff is excellent and technical assistance (FCH) is effective. (See 
Chapter V., Section A.9.) 

(2) Experimentation. The potential for 
social and economic innovation within FUNDE's housing program is 
outstanding. Innovatin is occurring and will continue in the follow­
ing areas: 

1/ FUNDE, A Proposal for Shelter and Community Service 
Program, Nicaragua; submitted to PACT Inc. in February 
1979, p. 2 . 
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- Construction techniques: design, materials, methods. 

- Community Planning: innovative housing/work/social 
facTities arrangements. 

- Community organization: training and organizational
innovation before, during, and after construction for 
socially and economically productive activity. 

- Variety of Projects: Houses, home improvement, 
mare, education, etc. 

- Opportunities for Productive Collaboration: Local 
government, community organizations, Ministry of 
Housing. 

(3) Employment and the Development
of Local Skills: The majority of FUNDE's housing activity involves 
local construction supervision and labor. Normally a cooperative
member is the "maestro de obra". Other members provide much of 
the labor, carpentry, masonry, etc. Employment is provided; skills 
are developed; the community economy is stimulated. 

(4) Demand. Based on existing assessed 
needs and staff capability (adding an additional architect, one 
engineer, and a social promotor), contemplated projects between 
1980 and 1984 amount to approximately $5.0 million. This includes 
600 individual housing units, units833 project housing (urbanizaciones)
in ten projects, 395 home improvement loans, and 11 community
projects (CFERs, day care center, handicraft center, school, com­
munity centers, etc. From all reports, this barely scratches the 
surface of the true demand. 1/ 

1_/ 	 Projections prepared by FUNDE's Housing Center with FCH 
assistance, April 1980. 
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CHAPTER VII 

FINANCIAL ANALYSIS 

A. Existing Financial Condition of the System 

1. FUNDE 

As of the end of 1979, FUNDE had total assets
of approximately C$18 million including outstanding portfolio ofan 
C$15 million against total financing C$7.8 million. Of this about 
C$4 million was long term (mainly from SOLIDARIOS). Net capital 
was C$8.9 million, of which C$6.5 (73%) had been derived from 
the surplus from operations during the year (100% grant funded).
Total operating costs for the year were C$5.5 million while grant
financing received during the year came to C$11.4 million 
resulting in the extraordinary surplus. 1/ 

The financial evolution of FUNDE over the 
post three years is reflected in key indicators of Table VIi A below. 
At first glance the Federation appears to be in a highly solvent 
position. This is more apparent than real, however, when one 
considers the almost total dependency of the organization on grant
financing. For most of the last few years, over 90/s of operating
costs have been covered by international donations. In 1979 
interest income came to only 8% of actual expenditures. 

In 1980, a total operating budget is projected
of approximately C$7.3 million. Of this, approximately 75% is 

1/ 	 Data for most of this section was drawn from official 
financial statements as of December 31, 1977, 1978 
and 1979. 
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funded by established grants with the Inter-American Foundatiorn, 
AID, PACT and Appropriate Technology International. The short­
fall will have to be made up through interest income and additional 
grants (which the Foundation is now seeking) or drawdowns on capital
which, fortunately, is fairly substantial at the moment. (With respect 
to prospects for future viability, see Section B.below.) 

TABLE VII, A. 

FINANCIAL CONDITION OF FUNDE 
(Selected Indicators) 

1977-1979 
(C$000) 

1977 1978 1979 

Total Assets 
Loan Portfolio 

6,115 
5,019 

7,820 
6,326 

17,948 
14,990 1/ 

Financing - Total 
National Bank Loans 

4,448 
3,538 

4,208 
3,298 

7,797 
3, 023 

Surplus 

Lcng-Term Interna­
tional Loans 

from Operations 
663 

(882) 
399 

2,424 
3,991 
6,494 

Net Capital 340 2,765 8, 870 
Income - Total 3,101 6,036 11,993 

Interest 251 336 430 

Operating 

Local Donations 
Foreign Donations 
Costs 

101 
2,688 
3,983 

86 
5,589 
3,611 

23 
11,381 
5,498 

Financial Ratios 
DebtE7ity 13 1.52 .88 
Portfolio/Borrowing 1.12 1.5 1.9 
Grants/Income .87 .92 .95 

1/ Of this amounT approximately C$13.3 million was in loans 
to cooperatives. 
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2. The Cooperatives 

As of the end of 1979, the 58 cooperatives in the
FUNDE system had total assets of C$48.3 million, a total outstanding
portfolio of C$33.4 million and external financing of C$16.1 million, 
not all of which was from FUNDE. (Approximately C$2.8 million 
came from local banks.) Total "aportaciones" came to C$17.5 
million with acctumulated reserves and grants of an additional 
C$4.2 million arid a net surplus of C$534,000.1/ With respect to 
general financial viability, 34 of the 58 had produced net surpluses
during the year. The system as a whole has shown modest surpluses
in 4 of the last 7 years, with the othesshowing a zero balance.2/ 

At the end of 1979 the overall debt equity ratio 
for the coops was .97 which compares favorably with other Latin 
American cooperatives in similar programs. Table VII B below 
shows indicators for the system as a whole over the past three years.
As mentioned earlier, the system is viable, barely; but much of 
this is due to heavy grant inputs in the past, subsidized loans, free 
services, etc. As seen in the following tables, however, some of 
the cooperatives (Table VII C) are now in a position to assume a 
greater share of the financial burden of their own development. 
With respect to relative viability of the various categories of cooper­
atives, Table VII D shows indicators demonstrating strengths, weak­
nesses and characteristics of the different groups. 

1/ The surplus can 
cooperatives. 

be entirely attributed to the ten agricultural 

2/ Data for this section was drawn from 
cooperative statements recently prepa
R&D center. 

a series of consolidated 
red by FUNDE's 
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TABLE VII B 

FINANCIAL CONDITION OF FUNDE COOPERATIVES 
(Selected Indicators) 

1977-1979 
(C$000, 000) 

1977 1978 1979
 

No. of Coops 39 42 58 
Total Assets 14 19.3 48
 
Loan Portfolio 12 16.5 33.4
 
Owed to FUNDE 3 5.2 13.3
 
Other Liabilities 2.1 3.4 13.4 1/

Aportaciones 7.2 8.9 17.4
 
Total Capital 8.9 10.7 21.7 
Donations 1.6 1.5 4.1
 
Excedentes 0 .2 .5
 
Liabilities/Capital .57 .8 1.23
 
FUNDE Loans/Total .59 .6 .50
 

Liabilities 

TABLE VII C 

SAMPLE OF MOST VIABLE COOPERATIVES
 
(Selected Indicators)
 
Dec. 31, 1979
 

(C$000) 

La Moderna Avances Juigalpa La Perla Jalapa
(multi-service) (multi-serv.) (o nmerce- (coffee) (Ag.) 

industry)

Members 289 279
587 280 179
 
Portfolio 963 1,267 408 1,374 309
 
FUNDE Loans 458 478 142 75 3 
Aportaciones 457 957 185 580 89 
Total Capital 490 1,078 224 1,676 917 
Interest Income 127 262 102 274 2/ 9 _/
Excedentes 31 28 22 344 98 

1/ Inc'udes C$2.1 million in non-FUNDE loans and C$6.3 million 
in "other obligations," of which a major portion relates to coffee 
held by the Cooperative at Yali. 

2/ La Perla and Jalapa received other income from agricultural
marketing of C$420, 000 and C$151,000 respectively. 
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TABLE VII D 

FINANCIAL COMPARISON OF COOPERATIVE CATEGORIES
 
(Selected Indicators)


Dec. 31, 1979
 
(C$000,000)
 
Commerce Multi-

Ag. Industry Service Transport Housing 

Coops 10 20 23 2 3 
Members 2,570 8, 153 6,231 428 323 
Total Assets 15.6 15.5 14.2 2 1 
Portfolio 6.7 13.7 12.9 .6 .4 
FUNDE Loans 3.8 4.1 4.6 .1 .7 
Aportaciones 2.7 7.5 6.4 .8 .1 
Total Cap. 4.8 8.4 7.0 1.2 .3 
Interest Inc. 7.08 1.16 1.48 - .016 
Other Inc. .8 .09 .029 .414 .005 
Excedentes (Loss) .587 (.129) .144 (.061) (.007) 

B. Prospects for Future Viability (medium term, 1980-1985) 

1. General 

FUNDE's plan for viability, as spelled out in a 
paper prepared for the IAF in early 1979, had the foundation becoming
viable on the basis of a combination of interest income, sale. of 
services to coops, and modest continuing donations. The calculations 
included $500,000 from interest income in 1982 (with a portfolio of 
$6.9 million) and $235,000 from the sale of service. This plan is 
now out of date and, in light of experience over the past year, was 
extremely optimistic. 

A newer strategy, prepared after the war, calls 
for overall development of the system on the basis of a consortium 
approach to funding. The three major components are technical 
(budget support), economic (capital support), expansion (budget
support), and diversification (PACT, AID, and IAF support). This, 
however, does not solve the problem. If existing grants expire on 
schedule in early 1982, FUNDE will be in serious trouble. Even 
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now, a sharp deficit will occur in 1980 without a substantial in­
crease in grant funding: 

(C$000) 

1980 Budget 
Established Grant 
Cash on Hand 
Deficit 

Funding 
C$7,305 

5,508 
517 

C$1,280 1/ 

With respect 	to lending capital, FUNDE's sourcesare now considerably diminished from what was anticipated a yearago. No more will be available for the next year or two fromSOLIDARIOS, for example, FUNDE's only current sources of interna­tional loan financing. 2/ The $1.0 million worth of credits fromthe IDB will bypass FUFhDE altogether and be disbursed directly tothe cooperatives. 3/ In terms of the existing portfol io, amortiza­tion of 	principal oT only C$7.1 million is expected for the year.As of this writing (May 1980) total availabilities for 1980 come toonlyi-about C$13.6 million against a projected need to place C$26
million (not including housing). 

With respect to the medium term future, 	 projectedbudget 	and lending deficits rapidly become more serious, as illustrated 
in the 	 following section. 

I/ Interest income for the year will be negligible due to thehigh cost of funds borrowed from local banks before the war
(12-14%) which were lent at a loss to 	 the cooperatives. 

2/ 	 $550, 000 of SOLIDARIOS financing is available for disburse­ment in 1980, which will exhaust that source for the 	 next year or two in FUNDE's case, given available financing and 
terms from AID/W and the IDB. 

3/ 	 FUNDE will receive an annual margin of 1% on the out­
standing balance of sub-loans from this credit. 
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2. The Medium Term Gap 

a) Lending Capital Shortfall 

Table VII E below reflects the latest
available estimate of the need for new lending capital over the
coming five and one half year period (through 1985). It is based 
on projections now being finalized by FUNDE's Research and
 
Development Center. 1/
 

In general, the numbers are believed tobe extremely conservative. They are based on FUNDE's strategy
of "consolidation", i.e., no new cooperatives, although almost
 
certainly by 
 1983 a number of new units will be started up,
depending on near-term experience. Also, growth of membership

and demand in existing coopetatives is felt to be seriously under­
estimated, especially if current conditions 
 continue to prevail
(scarcity of capital in the countryside and limited availabilities
through the nationalized banking system). The increase in housing
lending is purposely maintained at a level lower than what could
be placed in order to maintain its share of the portfolio at some­
thing less than 20%. 2/ Finally, the projections do not take
 
inflation into account,-a factor which 
 could easily increase the
 
expected gap 
 by 50% or more over the period. 

b) Budget Shortfall 

The operating budget deficit for the period1980-1985 is shown Table VIIin F below. As in the case of thecapital budget, projections are still being reviewed by the FUNDE
R&D center in preparation of the analysis to support the project
proposed in Chapter VIII. Figures should be considered illustrative
of the relative order of magnitude of the deficit rather than precise
indicators. There stillare too many variable which require further 

I/ Final projections along with detailed assumptions and back-up
tables will be available for the financial analysis for the 
proposed AID project. (See Chapter VIII). 

2/ Based on preliminary negotiations with AID relative to the 
project proposed below. 
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TABLE 	 VII E 

FUNDE LENDING CAPITAL REQUIREMENTS
 
1980 - 1985
 
(C$000, 000)
 

1980 1981 1982 1983 1984 1985 

General Portfolio
 
Placement 1/ 26.0 
 31.2 35.7 39.6 43.4 47.5 
Amortization 2/ 7.1 20.3 27.2 32.1 36.4 40.4 
Annual Increase
 

in Portfolio 18.9 10.9 8.6 7.4 
 7.0 7.1 

Housing Portfolio
 
Placement 4.9 5.0 6.7 8.5 5.9 
 -o-
Amortization 3/ 0.2 0.3 0.5 0.8 1.1 
Annual Increase 

in Portfolio 4.9 4.8 6.4 8.0 5.1 (1.1) 

Total Annual Increase
 
in Lending 
 23.8 15.8 15.1 15.4 12.3 6.1 

Amortization of Principal 1.3 1.6 1.2 .6 .4 .4 
of Existing Credits 4/ 

New Lending Capital 25.1 17.4 16.3 16 12.7 6.5 
Requirement 

Currentiy Contracted
 
Financing 6.5 - - - ­ -

The Gap 	 18.6 17.4 16.3 16 12.7 6.5 

Total Gap: C$87.5 million or US$8.75 million (non-inflated.) 

1/ 	 General portfolio figures are based on projections from financial 
planning seminars held with all cooperatives in the first quarter of 
1980. 

2/ 	 Separate amortization schedules were prepared for each group of 
cooperatives based on prior experience. 

3/ Housing amortization is based on 20 year loans for consolidated 
projects ("urbanizaciones") and 10 years for housing on individual 
lots. 

4/ Includes total existing national and international bank financing 
as of the end of 1979 of C$3.1 million, of which C$2.4 
million (77/o) will have to be paid in 1980 and 1981. 
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TABLE VII F 

OPERATING BUDGET REQUI.EMENTS 
(C$000) 

1980 1981 1982 1983 
 1984 1985
 

Sources
 
Cash Available 1/ 517
 
Interest Income 2/ 
 835 2, 393 3, 450 4, 367 5,430 6, 160
Income from IDB-Loan 3/ 100 100 100 100 100 
Grant Financing 4/ -5,508 3, 823 

(Contracted) 
Expected Income 5/ 421 893 1,640 2,460 3,618 

from Service 
Charges to coops 

Total Sources 6, 860 6, 737 4,443 6, 107 7, 990 9, 878 
Uses
 

Interest Payable 
 6/ 835 720 617 507 938 1,132
Operating Costs 3,300 2,659 2,958 2,965 3,171 3,417 

(Non-Personnel)
Personnel Costs 4, 005 4, 201 4,464 4, 687 4,920 5, 168 

Total 	 Uses 8, 140 7,580 8, 039 8, 159 9, 029 9,717 

Deficit (Annual) 	 1,280 843 3,596 2, 052 1,039
Deficit (Cumulative) 1,280 2,123 5,719 7,771 8,810 6,649 

Total Budget Shortfall: C$6.649 million (US$665,000) 
(Non-inflated) 

1/ 	 This does not take into account existing net capital as of the end of 
1979 of C$8.9 million, some of which may be used for lending. 

2/ 	 Based on the same lending assumptions as for Table Vii I. 

3/ 	 One percent of outstanding sub-loan balances. 
4/ 	 IAF, PACT-on ATIand AID (CFER) budget support combined. 

5/ 	 Calculated on the basis of increasing percentage of direct personnel 
costs. 

6/ 	 Assumes new borrowing of C$3.2 million each in both 1984 and 1985. 
Portfolio increases between 1980 and 1983 are expected to be grant 
financed. 
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definition, and some of the assumption- can be challenged. 1/ 

Costs, for example, are based on the 
maintenance of existing staff levels in accordance with the consoli­
dation strategy, although personnel will have to increase modestly 
to exploit existing potential as highlighted in Chapter V. This is 
expected to be offset to some extent, however, by much higher 
levels of lending and interest income than those actually shown for 
the period commencing in 1981. 

Despite the magnitude of the projected 
budgetary gap of C$6.6 million over the period, it should be noted 
that by 1985 interest income will be covering 63% of projected 
costs. Actual annual required inputs from donor agencies should 
decline from a high of C$680, 000 in 1980 to near zero in 1985. 

It should also be taken into account that 
FUNDE management has faced such situations in the past and has 
consistently raised the required resources not only to cover projected 
deficits, but also to sustain substantial expansion of the program. 
FUNDE is a foundation. It has operated all along on the basis of 
a continuing need to cover operating expenses with contributions 
from a variety of sources. 

Finally, it has only really been in the 
post-war period that it has become clear (due to the decline of 
other private sector options for the cooperatives), that the only
developmentally sound course for FUNDE to pursue was to maintain 
and expand direct credit and service relationships with its coopera­
tives. There is little other choice under the circumstances. FUNLE 
is thus faced with a greater need than ever before to assure the 
financial soundness of its own future. Table VII F provides some 
idea of the magnitude of that task. 

c) Conclusion 

Under present conditions and known 
(contracted) resources, commencing in the last half of 1980 FUNDE 
will face a very serious capital and operational liquidity constraint. 

1/ There is a major need in FUNDE for an improved, preferably
automated, system for the production of financial projection.. 
Sensitivity analysis, for example, requires a prohibitive amount 
of time under present conditions. This will be one of the 
areas studied and improved under the proposed AID project. 
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If new resources on both counts cannot be secured to provide the 
necesscry support, both credit and service operations will have to 
be severely curtailed in order to preserve organizational solvency. 
Cuts of the magnitude necessary, moreover, would do grave 
damage to current growth and diversification trends, and would 
create conditions under which both the foundation and its system 
would be highly vulnerable to unforeseen events and eventual 
stagnation through over-extension and decapitalization. 

d) Recommendation 

The required budget and capital support 
should be provided, as described in the following Chapter. 
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CHAPTER VIII 

OPTIONS FOR SUPPORTTO THE FUNDE SYSTEM 

This chapter is based on the assumption that by this time the
reader is convinced of the need and justification for the provisioln of
substantial international donor agency support to the FUNDE 
 system.
Also, as a follow-on task t,. this evaluation is the development of a

project proposal for AID, 
 the details of support recommended in terms

of specific activities and outputs are 
 !eft to that exercise. The focus here 
will be on basic approach and design. 

A. Alternatives. 

The scope of work for this evaluation called for the develop­ment of alternative levels and their implications for program opera­
tions. On the basis of institut'onal and financial analysis, however,
the type and relative magnitude of support required are clear. Sub­
stantially lower levels would result in varying degrees of stagnation
and/or decline.!/ It would be one thing if alternative sources of fi­nancing were abundant. They are not, however, in post-war Nicara­
gua. They are especially restricted in the case of the FUNDE system
and within the private sector in general. 

1/ Another reason for the absence of alternatives ;s the lack )f auto­
matic data processing capability in FUNDE. As mentioned, sen­
sitivity - lysis, given the complexity o" the financial condition 
of the system, is virtually impossible withou! a totally prohibitive
amount of time devoted to manual calculatons. 
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At one time FUNDE's basic approach was to attempt to 
form and prepare cooperatives in such a way that they would be able to 
sustain operations and expansion through tapping private capital markets 
and other sources of resources in their own right, This may be possible

at some point in the future, but given evolving GRN policy (Chapter

VI) the nationalizntion of the private banking system, 
 and the general

shortage of liquidity in the countryside, of necessity, this option must
 
be very long term in nature. At the present, given existing and fore­
seeable conditions and circumstances, there is little choice but to call
 
on 
FUNDE's existing sources of international support to provide the
 
needed capital, budget and technical assistance.
 

In summary, this study could propose alternative funding

levels for AID and other donors, but it would be a highly arbitrary

exercise at this point, 
and lacking in foundation. Rather, what is

proposed here is based on financial and technical analysis of needs of

the system and the best estimate currently available of projected growth

and diversification. This can und will be refined in the months to
 
come, as FUN DE's analytical capability improves.l/
 

B. The Preferred Option 

1. The Consortium Approach. 

From the preceeding chapters, it can be seen that
FUNDE has three basic support needs, capital, budget, and technical.
Based on experience and known AID policy and preferences, it is pro­
posed that AID provide the majority of the required capital and tech­
nical support while other donors continue to provide the necessary
budget support in those areas where they are presently involved. A
consortium approach is recommended, therefore, along the lines pro­
posed in FUNDE's 1979 strategy paper referenced earlier2/, although 
some of the sources shown in that paper have since been eliminated or 
seriously restricted (such as national banks and the FED). 

1/	Financial and other analytical capability will be strengthened through 
the proposed AID project. 

2/ 	"Programa de Fortalecirriento y Diversificaci6n", prepared in early 1979. 
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At the present time, given existing relationships and
interests, 	 the basic suppart structure would break down as shown in 
Figure VIII 	A 

Donor Capital 
ID 	 Lending Resources 

Vehicles and 
Equipment 

IAF 

below.l 

FIGURE VIII A 

THE CONSORTIUM APPROACH 

Technical Budget 
TA ;n data collection 
and processing, plan­
ning, systems and 
methods. 

The basic coop program. 
Centers for TA, CECOOP, 

and Audit. Support to new 
commercialization program 
(under consideration). 

PACT Housing Center staff, operat­
ing costs, and TA 

FCH TA to Housing Program 
(financed by PACT) 

PADF TA in community organiza­
tion. Financed by PACT 
(Related to Housing) 

ATI Research and Development 
staff and operating costs 

SOLIDARIOS Lending Resources 
(Limited 	source) 

IDB 	 Unknown additional loan 
resources for cooperatives 

I/ See relevant portions of Chaptrrs IV and V for description of existing support from 
consortium organizations indicated. 

2/AID (together with the IAF) is currently providing budget support to the CFER program
which will 	extend to February 1982. Prior to that time, additional required support
should be 	negotiated between FUNDE and the two donors. 
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With respect to levels, further analysis is necessaryto determine a more realistic quantification of need in each of the 
areas as program plans are developed. On the basis of analysis andfinancial projections thus far for this evaluation however, estimated
relative orders of magnitude of necessary additional support are shownin Table VIII A below. These do not include those amounts already
committed in existing agreements. Budget support estimates are based
roughly on existing relative percentage shares of total grant budget
contributions in 1980. 

TABLE VIII A 

SUGGESTED LEVELS OF SUPPORT 
THE CONSORTIUM APPROACH 

($000) 

1980 1981-1982 
 1983-1985 
 Total
 

AID 1,500 3,000 5,000 9,500

AID-CFER 
 21 75 
 18 114
SOULDARIOS 1,000 2,000 
 3,000

IAF (Coops) 69 240 
 56 365
IAF (CFER) 8 27 6 41
PACT 18 62 15 95
ATI 12 40 
 9 61 
Totals 

Capital 1,500 4,000 7,000 12,500 

Budget 128 444 
 104 
 676
 

It should be stressed once again that the abovenumbers are illustrative only, although they do reflect a relatively
sound picture of the general dimensions of the need. It is also
important to note that these figures are non-inflated and will have 
to be increased accordingly, once a more precise base has been 
established to work from. 



- 149 ­

2. The Proposed AID Project. 

Proposed AID financing would cover the first two 
phases of what is hoped will be a three -phase project totalling five 
to six years. The rationale behind the phasing has to do with the 
number of variables and unknown factors currently facing FUNDE 
as well as the country as a whole. It also relates with the lack of 
medium and long range planning discussed in Chapter V. There is a 
need for flexibility and an implementation mode that will allow for 
experimentation and 	program changes as new factors, methods and 
models evolve. Major characteristics and elements of the project 
are proposed as follows: 

a) Goal Structure 	of Project. 

AID Program Goal: 	 Improved social and economic conditions for the 
rural poor. 

Project Goal: 	 Improved social and economic impact of FUNDE's 
cooperative system within rural communities of 
Nicaragua. 1/ 

Project Purpose: 	 Strengthened, expanded, and diversified system
 
for responding to social and economic needs of
 
current and potential system membership.
 

b) Conditions Expected to be Achieved by the Project. 

The three key adjectives from the purpose state­
ment (strengthened, expanded and diversified) can be utilized to 
classify the principal objectives and activities of the project as a 
whole. They also serve to indicate the nature of FUNDE's present 
strategy as it has evolved over the past five years. Below are brief 
summary statements of these three main project areas: 

-Strengthening of the System. 

This area includes the two main subcategories of 
finance and organization. In the case of finance, the thrust will be 

17The term rural here is intended to apply to all areas outside of the 
Managua metropolitan area. 
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to obtain a high degree of solvency and financial security for both
 
FUNCE and its cooperatives. 
 It may be that by the end of overall
project period (1985) the system will not be completely viable. In
 
fact, as long as new 
units are being formed and a significant elemnt
 
of the program is experimental, there will almost certainly be 
a
continuing need for some form of external support especially in the 
form of capital financing for the credit program. / Nevertheless,

the long-term operational solvency of the program should be secured
 
as operating costs will be covered from the margin on 
 lending and
 
service charges, and dependence on the international donor com­
munity for survival will have been essentially eliminated. In the
 
case of the cooperatives themselves, all but a handful of the present

58 active units should be completely viable with substantial surpluses

that can be devoted to improved service and additional benefits to
 
members.
 

On the organizational side, the emphasis will be
 
on the development of stronger management and planning systems.

One of the most important achievements will be the development of

sound medium and long range integrated plans and planning capability.

Innovations also will be introduced that will provide for significant

economies of scale in credit management and processing, and cooper­
ative level leadership and management should improve substantially
through training and experience. Finally, the institutional role of 
FUNDE and its system in the future should be assured both through
strengthened organization and improved ties with government and uther 
systems, both in the capital and in the countryside. 

-Expansion of the System. 

This refers to the area of membership and cooperative
growth. For the next two years FUNDE will focus primarily on a
consolidation strategy; that i!, the strengthening of the existing coopera­
tive network. Membership will continue to grow at an acc lerated 
pace, however, if post-war experience has any validity.t/ In addi­

1_ .95t, between SOLIDARIOS, European Sources, the IDB, and 
possibly the World Bank, the system should be able to secure necessary
financing for continued development of the credit program. 

2/ The demand is there, the principal constraint being on the supply side. 
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tion, a number of new cooperative branches will be formed to accom­
modate neighboring communities and allow for further economies in
the administration of credit and other services in the field. Commenc­
ing in 1983, a period of major new expansion should be initiated in 
terms of activities, cooperatives and areas covered (the analytical
organizational and financial base for this having been developed
during the first two and one half years through project provided re­
sources and technical assistance). 

-Diversification of the System. 

Diversification has been a FUNDE watchword now
for at least three years, as described in earlier chapters. Under the 
project, this trend will be continued and expanded. The general

thrust will be to further develop the "multi-service" model, building
 
on 
the base of the primary credit cooperative mechanism. At the 
FUNDE level, technical capacity will be strengthened accross the
 
board.
 

The first priority will be in agricultural financing and
services. Agricultural investment and improved productivity will be
stressed. Extension services will be strengthened including the develop­
ment of cooperative technical capacity in this area. 1/ Linkages at 
the FUNDE level with continuing sources of new tecinology will be 
developed and a farm management data collection and research 
program established. Cooperative supply, marketing, and processing
(agro-industry) services and enterprises will be promoted and 
financed as well as production itself (collective production on
cooperative owned land). To the extent possible, such activities will 
be linked to growing activity on the small industry and commerce side 
of the system. Opportunities for inter-cooperative trade and the 
eventual development of a system-wide network will be pursued. 

In the small commerce and industry area, a varietyof technical improvements and innovations will be carried out including 

l7Jaclapa already has its own full-time agronomist, for example. 
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a major expansion of the commercial center (wholesaling) distribu­
tion program just now getting underway. Inter-cooperative 
exchanges of technical expertise will be promoted and facilitated. 
Small industrial cooperative production schemes will be tested, 
developed, and financed. 

In housing, research and experimentation will be 
conducted across a broad front including a variety of community
action initiatives as described earlier. Cooperative construction and 
supervisory skills will be developed. 

The list of diversified and experimental activity could 
continue. Options are almost endless given the existing diversity of 
needs and skills to work with. A whole other area, for example,
includes social promotion and education. The CFER program offers 
a number of intriguing possibilities related to integration of non­
formal adult education with cooperative production schemes. 

The biggest problem will be in deciding priorities

and where to draw the line in relation to technical staff and "span
 
of control" constraints. This, however, will be treated by the heavy
focus of the AID project on the development of data collection,
analysis, and planning capability under the above category of general 
organizational strengthening. 

c) Implementation: Project Planning and Activity. 

(1) 	Phase I: Short Term: Last half of 1980. 

Under the proposed implementation plan this phase
would consist of an initial traunch of lending capital to meet a major 
portion of the projected 1980 shortfall in addition to the provision of 
specialized short-term technical assistance to set up data collection 
processing and planning mechanisms. Also, the need and feasibility
for an automatic data processing facility relative to both research and 
administrative requirements will be studied for possible incorporation 
in Phase II. Finally a medium term planning exercise will be carried 
out in collaboration with the current Research and Development program
which will provide the basis for detailed programming of Phase 11. 1/ 

1/ 	This will also meet AID planning and costing (611 a) criteria for 
Phase Ii obligations. 
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(2) Phase II: Medium-Term: (1981 and 1982). 

This phase basically will consist of the strengtheningof current operations in line with the consolidation strategy, althoughmembership is expected to continue to grow rapidly. At the same time,the data collection, research and planning functions w ill explore al­ternatives for expansion of the system via new cooperatives, newactivities, new technologies, etc. Through these efforts the technical
and analytical foundation (including the meeting of AID programcriteria) will be developed for a major expansion and broader diversifica­
tion in Phase Ill. A medium to long-term integrated development planwill be developed. A thorough evaluation would be carried out by AIDin mid-1982 and would help to set the stage for AID and other inter­
national donor financing of Phase Ill. 

(3) Phase Ill: Long-Term: (1983-1985) 

This phase will be dedicated to a major expansion anddiversification along the lines developed in Phase II planning exercisesand will include new cooperatives, new technology, system innovations,
and further diversification. Funding (to be based on Phase II analysis)
will hopefully draw from a broader spectrum of international and multi­
national donors and lenders.
 

d) Conclusion. 

Further details of the proposed AID project are leftto design exercises and elaboration of the project paper to follow this
evaluation. 
 The FUNDE staff is now engaged in initial project plan­ning in terms of financial projections, the establishment of targets in all
significant areas and the defining of lines of activity over the period. 

Essentially what the proposed project does is support
what has become a de facto FUNDE strategy of growth and diversifica­tion, a strategy that has been found sound relative to the system itself,
the government, and the international donor community. To tamperoverly with the scheme at this point is felt to be inviting trouble.Basically what is needed is support for what FUNDE has been doing all
along with the addition of sound long-range analytical and planningfunctions. The idea is to take advantage of an existing success modeland to assure its survival and further development. As stressed in the 
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evaluation of prior A ID/IAF assistance (Chapter IV) the cost is felt 
to be very low relative to the polential social and economic benefits 
to be realized in rural communities throughout Nicaragua. 
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ANNEX A 

SCOPE 	OF WORK 

A. 	 Prepare an evaluation report covering the effectiveness, capacility,
and efficiency of the Nicaraguan Development Foundation (FUNDE)
and FUNDE's cooperative program, and appraise the future role of 
FUNDE and its affiliated cooperatives in the cooperative movement 
of Nicaragua. 

B. 	 Prepare an evaluation report concerning the effectivenss of past
AID assistance to FUNDE and the need for and potential impact 
of additional AID assistance. 

Tasks: 

1. 	 Appraise the technical, management and financial and 
institutional capabilities of FUN DE. 

2. 	 Appraise the managerial and financial capability of FUNDE's 
affiliated cooperatives and estimate their economic and 
social development impact on their members and on the 
community where located. 

3. 	 Review and q.. antify, to the extent possible, the cost of 
FUN DE's providing credit to poor individuals and groups. 

4. 	 Estimate all resources available to FUNDE and its affiliated 
cooperatives present and planned over the next three years. 

5. 	 Taking into full consideration FUNDE's capabilities, the 
present stage of the cooperative movement in Nicaragua,
and the existence of other institutions working in the 
cooperative field, make an appraisal of FUNDE's and its
affiliated cooperatives potential role and effectiveness in 
the development of the private cooperative movement in 
Nicaragua over the next five years. 
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6. 	 Examine the feasibility of utilizing FUNDE's cooperative 
system as an experimental vehicle or means for cooperative 
development in rural housing, -inall industry development 
and agricultural production and marketing. Determine 
those funct ions deemed most productive in order of 
priority. 

7. 	 Based on the above, estimate the financial and human 
resources FUNDE and its present affiliated cooperatives 
can effectively utiLize over the next three years. Develop 
and discuss several clternativu funding levels and their 
implications for program operations. The projections 
should reflect an analysis of resources needed to develop 
new cooperatives over a similar time period versus those 
that already exist. 

If the contractor determines an expansion of FUNDE and its 
affiliated cooperatives is in order, he will outline those 
next steps he deems appropriate to mobilize those resources. 
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ANNEX B 

COOPERATIVES VISITED 

1. Siete de Septiembre, Le6n 

2. La Candelaria, Chichigalpa 

3. La Confianza, Chinandega 

4. Los Avances, Santo Tom6s de Chontales 

5. Juigalpa, Juigalpa 

6. Esquipulas, Esquipulas 

7. San Dionisio, San Dionisio 

8. La Hermandad, Sebaco 

9. La Uni6n, Matagalpa 

10. Cacpic, Jinotega 

11. Yali, Yali 

12. Tipitapa, Tipitapa 

13. Coyotepe, Masaya (A pre-cooperative housing project). 


