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Preface and acknowledgments

Ia 1969, both the Inter-American Foundation (IAF) and the
Fundacién Nicaragiiense de Desarrollo (FUNDE) were born. The new FUNDE
received one of the first grants of the new IAF, US$$500,000 in 1972.
Today, with a total of US$3.2 million in IAF grants over the last ten
years, FUNDE ranks with only a few other grantees in havxng received
more than US§2 mxlllon.Ln IAF fundxng.

For all thesge reasons, the IAF felt that it was time to assess
the FUNDE experience. It wanted the exercise to go beyond the previous
evaluations of FUNDE as an organization and prov;de a broader view,
which would analyze (1) the impact of FUNDE's services on clients and
communities, (2) the way FUNDE related to and was affected by its
political environment, (3) the way in which various features of FUNDE's
world have contributed to success or problems, and (4) the part played
by the IAF and other donors in determining the way FUNDE turned out.

The purpose of looking at FUNDE in this way was not to assist the
IAF in making future decisions about FUNDE. Rather, the evaluation was
meant to yield some general lessons about grantmaking and development
projects--lessons that would help the IAF to improve the way it makes
decisions. FUNDE was a good candidate for such a “"lesson-learning"
evaluation not only because of its long and fruitful relationship with
the IAF, which provided an unusual OpportunLCy to study organlzat1onal
evolution, but because the FUNDE experience had many features in common
with other IAF projects. To name a few: the formation and assisting of
cooperative organizations; provision of credit in small loans; support
and funding from the local private sector; operation in an unfriendly
political environment; work with small merchants, manufacturers, and
farmers; and difficulties in covering costs. Finally, FUNDE was known
to be a well-managed organization, and the IAF wanted to understand
better the determinants of this kind of success.

Members of the evaluation team were Judith Tendler, economist and
team leader; John Hatch, economist; Merilee Grindle, pelitical
scientist; and Roberto Jiménez, financial analyst. After two days with
the IAF and others familiar with FUNDE in Washington, we spent three
weeks in Nicaragua in August and September of 1983. In Managua, the
capital city, we interviewed FUNDE staff, management, board members,
and ex-FUNDE staffers; government and bank officials; researchers at
INCAE, INPHRU, CINASE and CIERA; and U.S. social scientists working on
Nicaragua. We also spent a day and a half at a FUNDE-affiliated
credit union serving the municipal market of El Periférico.

OQutside Managua, we spent two to three days each in seven towns
where FUNDE credit unions are located--Diriomo (La Armonfa), La Paz de




Carrazo (El Esfuerzo), Masaya (San Jerénimo), Chichigalpa (La
Candelaria), Chinandega (La Confianza), Matigdas (La Moderna), and
Esquipulas (Esquipulas); we also visited an incipient production
cooperative at Pancasidn. During these visits, we interviewed credit-
union staff, management, and leadership, members and non-members, local
officials, and representatives of government agencies and banks.

To give readers an idea of the scope of the full report, Wwe have
included its table of contents in this publication along with the
tables from the text, a list of references, and a list of acronyms.
The full report is divided into three sectioms. Part I, by Hatch,
covers FUNDE as an organization, its relationship with its affiliates,
and its clients. Part II, by Grindle, views FUNDE in its wider
political setting, and describes how it coped with an environment that
was not always benign. Part III, by Tendler, looks at FUNDE and its
eavironment--the nature of its task, the sequences of its growth, the
relationship with its donors--in an attempt to explain its successes
and its problems, and how they bear on our knowledge about development
projects, orantees, and donors. :

Because of the difficulty of flndxng an adequate exchange rate,
we have converted Nicaraguan currency into dollars only in the Summary
and Conclusions and a few places in the full report and tables. The
official exchange rate has been ten c¢frdobas to the dollar since April
of 1979, when it was devalued by 43% from seven.cérdobas. Inflation
during the last five years has ranged between 20% and 40% a year. The
parallel official exchange rate, introduced in 1982 and allowed to some
favored exporters, is 28 cérdobas. The black~market rate at the time
of our visit in August 1983 was eighty cérdobas, a value that reflects
more the flight into dollars than the purchasing power of the cérdoba,
which we imagine to be somewhere between the parallel rate and the
black-market rate. The c¢érdoba values we did convert into dgllars are
from mid-1982 or end-1982, for which we used the official parallel rate
of twenty-eight to the dollar; we warn, therefore, that the dollar
values may be overestimated.  All cfrdoba values in the tables are
presented in 1982 constant values, deflated according to a consumer
price index (see first column of Table 16).

We are profoundly grateful to FUNDE's director, William Baez, and
his staff. They went out of their way to facilitate our work, and made
it possible for us to accomplish an immense amount of data-gathering
and visiting of the field in a short period of time. They were
remarkably candid about FUNDE and responded with grace and alacrity to
our many questions and requests.

At the IAF, we were fortunate to have the guidance of Lucy
Conger, who was field representative for Nicaragua. We are thankful to
her for being so interested, so demanding and challenging, so helpful
in providing us with everything possible from IAF files, and for



sharing with us her excellent relationships in Nicaragua. For detailed
comments on a draft version of the report, we are particularly grateful
to Sally Yudelman, David Valenzuela, Lee Richardson, Peter Hakim, and
Lucy Conger. Finally, we had the good fortune of being able to discuss
our findings at length at an extended and stimulating seminar with the
IAF staff on June 7, 1984. The comments and the discussions were very
helpful to us in revising the draft report.




- Introduction

FUNDE is one of those organizations that gives off a glow of
success. The glow has earned it continued donor funding for the 15
years since’it was created. Because this kind of $chieyement‘is
unusual and interesting, we devote éonsidérablé attention to’finding an
explanécion for it. FUNDE's'élow ha§ also obscured what the success
was actually about: wﬁile FUNDE,ihdeed possesses many of the sterling
qualities it is said ﬁorhave, we fodnd it cgriously wantihg with
respect to other quaiities. As a matufe and wgll;run organization,
moreover, FUNDE is surprisingly dependent,on~foreign donors for its
financial.;ustenahce.: | | |

- FUNDE, a private national dévelopmenc‘fogndatiéﬁ located in
Nicaragua's c#pital citj, provides‘credit’and management assistance to
a countrywide system of 74 affiliated crédit unions, most of which it
~created. The system has 21,000 active members, répresenting,O.?Z of
Nicaragua's population of 2.9 million, or 3.8% of the country's
estimated 560,000.households. Small retail merchants account for about
50% of FUNDE's clients, artisan manufaéturers and small service firms
another‘ZSZ, smail farmers 20%, and urban professionals 5%. In 1982,
FUNDE lent US$1.6 million to its affiliated credit gnions, which in
turn lent US$3.l1 million to their members. (The difference consisted
of member savings of US$l.9 million.) The system's lending to members

has averaged 0.6% of total credit to the private sector in Nicaragua,




and @ember savings haQe averaged 1.9% éf total savings and time
deposits in the Nicaraguan banking systém. FUNDE's annual operating
budget was US$300,000 in 1982, and operating costs of the affiliated
_credit unions were an estimated U$$440,QOO. ~FUNDE's major donors
throughout its 15-year history have beenkthekILS. Agency for
International Devélopment (totaling US$7 million), which financed
FUNDE's cteétioﬁrin 1969 with a tiny graﬁt, and the Inter-American
Foundatiqn (tgtaling‘US$3;Z million), which provided FUNDE with its
first large grant for US$500,000 in 1972. The Pan Americaﬁ Development
Foundation play§d an importaﬁt role in FUNDE'S beginnings, and
thfoﬁghout its history, with smaller grants.

FUNDE'is‘every donor's dream, from the point of view of
management and’administratioﬁ. ,Theksecreﬁ of its success is, in part,
a relentless»system of auditing of its affiliated credit unions,
regular and immediate fee&back‘on their financial sﬁate (within five
days of the end of each month), and constant use of that information in
decisionmaking by management. FUNDE's record bf savings generation is
also impressive. In 1982, 45% of credit-union assets were member
deposits, and half of credit-union lending came from member deposits,
(The other half came from FUNDE.) Few credit-union systems_in Latin
America‘show member ownership at ovér 30%. FUNDE's credit ﬁnions
inspired unusual confidence in their depositors during the insurrection
against Somoza (1977-1979); though Nicaraguans were withdrawing their

savings from the banking system at that time, they were placing their



savings in the FUNDE s}stem at the highest;ra;e ever,

FUNDE's credit unions are quite sqlven: and could meet nearly
all their debts (90% in 1982) with member~owned assets. The system
could p:ébably double itslliabilities through borrowing, without
seriously endangering its financial health. FUNDE itself is also
highly‘soiven:;'with liabilities at only 22% of éssets in 1982; it
could probably quadruple its liébilities;and still maintain a prudent
ratio of liabilities to assets. As a result of'this‘financial
strength, ché FUNDE system survived a severe~reduction in outside
donations‘ink1982 (722 in real térms), though operations had ﬁo be cut
back significantly. This was a notable feat, given that FUNDE is 95%
dependent on donations for its operating budget and new loan capital.

FUNDE has achieved all these thihgs while graﬁing at high rates
over ﬁhe lasﬁ ten years=--in annual compound terms, 312 for membership,
27% (real) for savings; and 33% (real) for lendidg. Most organizations
canndt withstand such constant high growth: loan delinquency usually
rises as the organization tries to rapidly lend out its large increases
in donor capital, member capitalization goes down as people start to
expect thét free donor capital will always be available, and management
controls are breached in the process of trying to accommodate the rapid
growth.  Almost none of this happened to FUNDE. Membership
capitalization increased steadily and is now 45% of credit-union
assets. Loan reﬁaymeﬁt, at 85% of paymeﬁts due, is reasonable; though

repayment has suffered from the rapid expansion into agricultural



credit, it has not decreased significantly and :he delinquency problem
is limited to a few affiliated cfedit unions. Auditing and financial
reporting show no sign of relenting., (Starting in July of 1983, a
FUNDE auditor will now visit all crédiﬁ dnioﬁs briefly each month to
follow up on recommendations‘made.in past FUNDE:auditsJ Just as FUNDE
has been able to "withstand" high growth, it also survived a loss of
half of its staff and almost all of its department chiefs in 1979, as
the reéult-of an éxodus to the goverﬁment following thé'Sandinista
overthrow of Somoza. | i

FUNDE has‘been described,'qn yaribus occééions, as innovative and
experimental, multipurpose and diversified, a s:rong,women's project,
and a low-cost model of delivering credit to small businesses. We
found, however, that’FUNDE haé,behaved more like an average
organizatioﬁ in these areas than the outstandingrone described above:
(1) FUNDE has not been parﬁicularly innovative or experimental for some
time, (2) FUNDE is not good at doing several things well--that is, at
being a multi-purpose or diversified organization, (3) FUNDE is not
like what one would expect a strong women's project to be, though half
of the system's clients are women, and (4) the FUNDE system is not a
particularly low=-cost way of delivering credit to small businesses.
(FUNDE's operating costs were 44% of the value of its loans to credit
unions; system coéts, including those of the credit‘unions, were 33% of
the value of loans to credit;union members.)

We will explore these four areas of aVerage performance partly




out of curiosity. as t§ why organizations‘attribute certain qualities to
themselves that they really do not havef—and why, at the same time,
they neglect qertain attributes they do have. We éléo find that some
of the disapédintments in the way FUNDE tﬁrned,out are inextricably
linked té‘its achievements-~a not uncommbn f;nding'in;evaluations of
organizétions. We look intd these less,impressiveyéides of FUNDE's
performance not to’de;ract from'its accomplishments, which é:e réported
as glbwingly by us as they have been by others, but because they
provide us with inéigh:s'into how organizations grow, how some tasks
differ from others in their degree of difficulty, and how
organizational growth is influenced by relations,wiﬁh donors.k

That FUNDE was dnable to generatekits,own>capita1'and operating
income did not surprise us. The problem is a common ohe among grantee
forganizacions, thqugh uéually not to this extremé, and has been
recognized for some time by even the most ardent of FUNDE admirers.
Much of the’problem, it turas out, can be traced to the very donors who
complain about it, a not unusual paradox in the histories of donor-
recipient relations. Another part of the problem can be traced to
FUNDE's relationship with its political environment.

We will explore the above issues with thé following sequence‘of
questions. First, what explains FUNDE's impréssive achievements?
Second, why was its‘performahce lacklustef in the four areas in which
it wgs\said to pérform well? And third, how did’it get so financially

dependent and how could it have become less so?



what made FUNDE succeed?

Of the various elements of FUNDE's success, three are
particularly interesting because they are often cited as explanations

for poor organizational performance.

Stumbling -

Inkview of FUNDE's cutrent competence and clearhéadedness, it was
Surbrising to learn that.FUNbE knewvstrikingly little about what it was
doing for the first’:hree or fbur years of its iife. FUNDE stumbled
around trying various things, mqéﬁ of which failed: community works,
housing, rural education, agricultural production séhemes, individual
lending to értisan'manufacturers, the ofganizing,ofiartisanv
manufacturers into input-buying and ma:keting g:oups,rand individual
lending to market women. Most of thesé,activities were tried and
abandoned befdre FUNDE‘hit upon the credit union as its favored
instrument, and the petty merchants as its clients. (FUNDE did not
abandon housing, rural educatioﬁ, and agricultural cooperatives, though
they were never as central to the program as credit unions and
merchants wereJ‘ FUNDE caie‘to its;wiﬁning cémbination of market women
and credit unionms, then, only after three years of trying out various
approaches and rejecting most of them.

Before it had settled upon market women and the credit union,
FUNDE received a large US$500,000 grant from the Inter—American

Foundation (IAF). This meant that FUNDE had sizable donor support



during a time when it was getting its bearings and did not know exactly
what it was doing. Also important to remember, FUNDE failed at the
very activities for which it received the IAF grant, but ended up being
good at something else. That FUNDE had substantial IAF support during
both periods--when it was stumbling, and when it finally hit upon |
something--was certainly crucial to its eventual success. Just as
crucial was the IAF's to1erance for experimentation, mistakes, and
changes of course--and the willingness to stay,at’arm's length from

FUNDE while it was struggling to find itself.

Cut off from outside

Contributing to FUNDE's aBility to stumble creatively was the
absence of the proverbial éxpaﬁriate Ycoop adviser." Long-term
resident advisersrfrom U.s. éooperative organizations are standard
features of thé histories of third-world credit-union and cooperative
associations, at least for those with funding from the U.S. government.
Though the advisers transmit invaluable management skills, they and
their imported organizational models can also inhibit the growth of a
sense of self in the new organization. Squabbiing between the
organization and the adviser afe common, with the donor usually backing
the adviser and increasing the strife--as happened.with Nicaragua's
credit~union federation,’FECACNIC, which never developed the strength
and competence that FUNDE did.

FUNDE owed its freedom from the resident expatriate, in part, to

the fact that it was created as a '"mational development foundation."
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These organizations, promoted in various Latin American countries by
the Pan American Development Foundation and USAID in the late 1960s and
early 1970s, were built on a model of '"local private-sector support.”
They were not so closely linked to a U.S. organizational model and U.S.
technical-assistance organizations as most other U.S.-funded
cooperative_#nd credit~union programs were. Also, FUNDE's largest
donor in its formative years, the IAF, believed strongly in not
providing_outside gdvisers and technical assistancé. And FﬁNDE was
spared the outside adviser that géually comes along with USAID support,
almost by accident, because of antipathy between FUNDEts leadership and
CUNA and COLAC--the U.S. and Latin American confederations of credit
unions, which have monopolized USAID-funded technical assistance to
credit unions in Latin America.

Without the adviser, the oﬁtsi&e model, and the three—way strife,
FUNDE was freér to develop its own ideas than maﬁy other organizations
born out of U.S. government funding. In fact, FUNDE's most formative
experience with advisers was a very unusual and innovative one: it
hired two Nicaraguén loan sharks as con#ultants to tell.it what it was

doing wrong in its credit program for market womenf.

Not being participatory

FUNDE's top-down way of organizing and servicing credit unions--a
trait for which it has received criticism from donors, credit-union

confederations, and Sandinistas alike--has also contributed to its
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success. FUNDE is ia no way 3 creation of iCS/aEfiliated credit
unions; they do not pay dues, parti;ipate~on the board of directors, or
have ény’control in FUNDE deci#iénmaking. Also, FUNDE has had no
éompunctions about forcing its affiliates to behave the way it thought
best: it has insisted on their having‘ﬁalaried mahagers, it has
required the affiliates t§ borfow ffqm it to’pay the first few years of
the managers"salary costs (albeic at highly subsidized rates and
casual repaymenc terms); it has named the first managers and often the
subsequent ones, and it has swooped down on affiliates from ;iﬁe to
time and replaced their ménagers summarily when funds started to
disappear. Iﬁ’éddition, FUNDE mas:erminds‘ﬁhe Qriting of the annual
:epbgts and financial reports of its;affiliatesfin consultation with
them. The éredit unions ldok to FUNDE as their'bengfactor and are

: totaily'dependent on it for outside loan capital, though many are
creditworthy enough to borrow at‘bahks.

Though FUNDE may not chre~high on participation, it certainly
-perforﬁs well as an effective system of decentralized credit
disbursement,‘and serves many more clients than do most credit programs
for micro-businesses. Ther:op-down style ahd the heavy auditfng
presence were probably crucial tokits building of a rapidly growing
network of organizations that did not abscond with money, usually, and
that got borroﬁers to pay back. As local instiﬁutions, moreover,
FUNDE's credit unions seem no less internally‘participatory or active

in their communities than credit unions brought up under the more
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"democratic" federation system. This suggests that the relationship
between the credit union and its umbrella organization may not be that
significant in,detérminino the kind of organization a credit union is
in its c0mmun1ty, or, alternatzvely, the relatlonsth of the
"democratlc" federatlon to its affllzates may not be that different, in
reality, from that of FUNDE toyzts affiliates. Top-down management and
accounting proqedute#, in other words, do not necessaril} preclude the
emergence of participatory decisioﬁmakihg Qithin the credit union, or

involvement in the community around it.

Spending for perfo:mance

The césts ofkdelivering credit through :he~FUNDE‘system are not
particularly low~--at 44%Z of FUNDE's loans to credxt unions and 33% of
total loans by credit unions to members.l Put together with FUNDE s
interest earnings of 8% and Nzgaragua s.qver—lOZ‘Lnflatlon rates for
the last several years, these costs do not make Eor an organization
capable of sustaining itself financially. In part, FUﬁDE's costs
reflect its high auditing and advisory presence in the opera;ioné of
its affiliates, which in turn coatribute to the sYstem's good
performance. ‘Though the FUNDE mOAel may not be a low-cost one, then,
it does show that spehding money "extravagantly" ih ce:tain management
areas pays off.‘ Once the proper management procedures are in place, of course,

the costs of the model should come down, particularly because of the

lof total loans to members, about half are made out of FUNDE loanms, and
the other half out of member savings.
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economies of scale inherent in the credit business. FUNDE's costs,
however, have shown no sign of decreasing. We explore the reasons for

this anomaly later.

The virtues of Qgtty commerce

EUNDE,;as noted above, tfied out various organizing models and
target gréups before it éettled_qn qredit unibns aﬁd‘pétty merchants.
These choices turnéd ouﬁ ;6 be éarticularly felici:ous’ones, probabl;
uhbeknownst to FUNDE,:be;ause the task and thé task environmentkwe:e
easier than for other choices FUNDE might have méde.

. Merchants méké for an "easier"'clientele for credit unions thén
artisan manufacturers. Merchants usually waqt‘shortwterm credit for
inventory,'rather than,the riskier long-term crediﬁ often needed by
manufac:ﬁrers.. Merchants' needs for’cépital are more regular and
predictable;‘being less subject to extreme seasonal fluctuations: the
inéuts required by small manﬁfacturers often diséppear from the market
completely, forcing them to acquire inputs in large quantities when
they are available and to hold excessively large supplies; client
orders are erratic and often large, also requiring large purchases of
inputs at unpredictable and unevenly spaced moments; and changing
market conditions cause thé sﬁgll manufacturer's s#les to oscillate
wildly, resulting in long periods of little or no income. For all
these reasons, petty merchants constitute a more reliable and

predictable borrowing clientele than small manufacturers. It is easier

4
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to plan ahead for lending to them, and to collect savings and

repayments from them.

The burdens of business extension. Merchant credit also has the

advantage of being unencumbered by'"business ex:énsi&nﬁ' In programs
of credit for small manufaﬁturers, technical and manage:ial agsistance
to borrowers iS'usually considered indispensable because it iS hoped
that ;:edit will raise the production ahd productivity of the botrowing
firms. (Project designe?s hold ﬁhe same view of agricultural ¢redit
programs‘for small farmers, a point we return to later,) Iﬁ practice,
business extension_usually‘ﬁﬁrns out to be costly and ineffective, even
though some préject designers still considér~it to be an indispensable
component of the "respectablé" small‘bdsiness program.

In cont?ast to haﬁufaéturers,‘merchants are often viewed by
governments and planners as "unproductivé)‘ Nobady worries about
increasing their production or productivity, and hence nobody insists
that merchant borrowers be carefully selected for their potential to
grow, or that they be provided with technical assistance. As a result,
merchant-credit programs do not get‘bﬁrdened with extension components,
and their complex way of éhoosing and monitoiing borrowers. (Since
these burdens also get placed on agricultural-credit programs, we
discuss them later.) Bécause governments look at herchants as
“unproductive," moreover, the statekis.usuélly,less,actiﬁe in the

petty-commerce sector than in manufacturing or agriculture. This means
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that an‘independent organization like FUNDE will have less eancounters
with the state if_it‘worka with éettyimerchants., Thus fUNDE?s initial
choice of merchants,over-manufaeturers and peasant farmers previded it
with a relatively‘open space_to werkiin,.aaved it ﬁrem having td be a
more complex organizatien, aad allowed it to develop~a.credit systeﬁ
whichkwas not burdened by'the_eost of,teehnical assistance.

It is‘ironit‘that merchant credit turns out to be easier than
maﬁufactgrer,eredit, and is therefore‘a more desirable‘activity for a
credit”organizatien juat.startiag oet. Peoﬁle’and governments often
view pettficommerce as "unprqductive" and "paraaitie" in comparison to
manufacturing.‘ In a similar‘vein, the recent literature on small-
enterprise programs sgggestskthat credit to small manufacturers yields
higher economic and social benefits,;in.therform’ofiincreased
employmentiand baekﬁard-linkage effects, than merehant credit,
Manufacturersyempioy'more people than merchante,kand epend a greater
proportion of their credit on purchases from other sectors of the
economy, thereby increasing income in these sectors too. In this
light, merchant=-credit programs are‘less desirabie than credit for
manufacturers. Bgt in'terms of the relative ease of the task, merchant
credit may be a better way for an organization like FUNDE to get

started and succ_eed.2

2That greater economic and social benefits are to be had with
manufacturer credit is not the last word from the literature. Some
argue . that credit to small retail firms is passed on to poor consumers
buying on credit, and is thus an excellent way to disburse formal
credit to people who normally have no access to it.

16




The trouble with farmers. Town dwellers in general, including

merchants and manufacturers, are an easierkbdrrower clientele for
creditiorganizations than farmers. Ihis is illustrated by the troubled
history ofrFUNDB's efforts to expand its membership~from merchants to
fa;mers.’ |

The incomes and e;penditures of farmers oséillaﬁe even more
widely'than those of artisan manufacturers. Thiskﬁékes it difficult
for credit unions to require frequent small pa}ments for loan
amoftization and saving, ah important part of their discipline.
Farmers live dispersed in thg countr}side, which also makes it
difficult to incegféte them into the credit-union model of frequent and
reguiar deposits,of Savings,and reéaymeﬁts,‘,Credit~uniogé collect from
their delinquent merchant borrowers by regularly visiting their homes
or businesses on foot. With‘limitédrfunds aﬁd na vehicles, they cannot
seek out the farmer borrowers. at their houses or plots; this, along
with the fact that farmers are uéualiy not around town, spares farmer
borrowers the constant pressure that contributes to good repayment
behavior among the Eown borrowers of credit unions. Thus a dispersed
farming clientele either increases the costs of loan collection, Lf
collectors visit delinquen:,bo:;owers or, if they do not, experiences
less pressure to repay. k

A farming clientele requizes greater planning and operational
skills from a credit organization.‘ The cfedit union must be able to

obtain and disburse loan capital when the crop cycle and the weather
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dictace; The,denand for credit’peaks aufew cimes,a year, which means
that organizations lendlno to farmers face high peak-perlod demands in
comparxson to those lendlng to merchancs. And the failure to meet the
peak demands of farmers promptly—-a’ptoblem that even'commercial banks
have-fcauses £armers to plant>or harvesc late; or‘bor;cw from
moneylendets at muchhhigher inceieSt rates,rall of ﬁhich jeopardize the
ability-of borrowers’co;repay. B

The loan’deiinquency‘of,FUNDE's_farmer clients, compared to
its mecchancs, is only one‘piecefof;che7evidence,on the greater
difficulty of managlng credit for a Earmer cllentele. In addition,
FUNDE credit unlons serv1ng farmer members had lower profits and lower
fznanclal autonomy than those servxng merchants. For various reasous
discussed in the~cext, moreover,;FUNDE and the credicvunions allowed
their farmer‘memberskcc escape the rigorons’discipline required for
savings and‘repafment, as well as the strict savings-to-loan ratios--a
discipline that FUNDE had worked for many years to build up among i;s
merchant borrowers. eThe result of this relaxation of discipline was
poor.reﬁayment by che farmers, and consterna:icn among the original
merchant membership, who felt discrimina;ed against‘and taken advantage 
of by the newer farmer clxentele.

A farmlng clLentele creates a more dlffxcult oroanlzatlonal task
because of the aspira:ions that development planners have for
agricnlture.‘ They do not see credit as an end in icself, but as the

means by which increases in agricultural production and productivity
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will be.achieved.' Agricultu:al;extensiqn,‘in'this,view, becomes the
indispensable élly of ¢:édi:. Bec;usé one must bé sure that thosekwho
receive the credit are those most;iikely to spend it on the farm and
not elseﬁhere,.subsﬁahtial expenditu;es by the projéct organization are
required for borrower,seiectiqn, farm planning, and monitoring. The
per;membef teéhnicalFassisténce coéts of FUNDE's’ag:icultural
depéﬁtment,’for gxﬁﬁple,,were six timesihighér‘than fdr its non-
agricultural‘serviﬁes‘td credit unions."similarly; the costs of thé
affiliated drédit unidns for serVi¢iﬁg fatﬁers'qe;e twice as high as
those fot servicing merchants.

Because met:hanﬁs are never the subjec: of‘develppment
aspira:ions, nobod§’wérries about haow to §hodse thé merchaht borrower
and whét he spends his credi: pné—ag 1ong!as he‘repayé.r Merchant~
credit organizétions;iikefFUNDE, théréfofe,‘can~be relatively simple -
undertakings. FUNDE's difficultiés with‘its later foray into farmer
credit show uys how impqrﬁan: it was to the organization's survival that
it did not have to cut its teeth on farmer crédit. When it ultimately
did go into that activity, it "'survived" the'vénture because ‘it already

had years of experience with the easier task of merchant credit.

Credit-union innocence

That FUNDE chose the credit union rather than other forms of
"helping the poor" contributed to its ability to survive and expand in

the difficult political enviroanment of Nicaragua under Somoza.
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Observers of FUNDE, including ourselres, always come away impressed
with how it escaped the wrath of the Somoza state, which was bent on
keeplng the populatxon unorganxzed. Captlvated by the David-and-
Golxath-lxke storles told by FUNDE about its ~past, one tends not to
notice certexnyaspects of‘what FUNDE was doxng that made it more
tolerable,to a,governmentylike Soﬁo;a'st The credit unioo is a much
less politically‘threatenidg form of social organi;ing‘than a
production cooperative, a labor union, or the orgapizing of communities
to press thexr demands upon government.; Creditkcnions do not strive to
alter the distribution of power between capital and labor, the way some
other organizational forms do; many large employers, in fact, have
welcomed credit-union organlzxﬁg in their flrms, belxevxng that credit
for thelr emplovees would relxeve some of thelr own oblxgatlons to
workers and make for a more stable and contented work force. Though
FUNDE did not organize credit unions among the work forces of firms,

it was no doubt helpfui_to FUNDE that the credit-union movement was not
associated with threats to the power structure, the way labor unions
and some cooperatives had bech. For‘FUNDE,‘the credit union was a.
felicitous choice because it was the least iikely Lo elicit_repressive

behavior from the state or other powerful groups.

Inside the establishment
FUNDE's private~sector board, the hallmark of national -
development foundations in several Latin American countries, also

contributed to a safer political environment for FUNDE. Board members
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were prominent’personsrfrom well-known local‘and multinational firms,
and were quite active in determining the directions FUNDE took. A
capitalist-state‘like Somoza’s,wouid’notfnave felt,particularly
unoomfortable with this kind of board; or, at the ieast, it would have
been less~concerned&aboutnthe social organizing being done by a FUNDE,
as distinct fron,g:oups with:noisuch strong links to the
-establishmentnwnamely,klabor‘nnions and other groups against which
the state's repressive apparatus was directed during FUNDE's Somoza
years. - Indeed;rwhen theVSOmoza’state started to. make things hard for
FUNDE in the mid-1970s, it was not because of FUNDE's programs but
because of its allgnment with the busxness sector in opposition to the
regime. Slmllarly, the cool relatlons between FUNDE and the Sandlnxsta
state today are less a result of FUNDE s credit-union activities than
of its alliance w1thfthe'bu31ness sector in opposition to the regime.
FUNDE's board and its conmnections also helped the organieation to
raise local funding for operating expenses and to obtain loan financing
from private iocal~banks, some of which were represented on the board.
The involvement of the board also gave FUNDE a source of local sympathy
and support-in its formative yearse~something that new organizations
funded by outszde donors, and at odds w1th the government, are often
lacklng. Though the fznanczal contrlbutlons and the bank flnanc1n°
resultlng from FUNDE'S board connectlons waned to almost nothlno after
’the early years, they werehcruotai 1n oettlne theworaanlzatlon off to a

successful sctart. Slnce most organlzatxons as successful as FUNDE. are
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eventually "adopted"kby the domestic or international public sector
(i.e., foreign donors), the’significance of this private—seetor funding
is not necessarily‘lts longevity but, rather, its being there.at the
beginnlng. | |

Having such poweifﬁl local connectlohs; of eourseg'was;noe'
w1thout its problems. Ihe prxvate-sector connectxon made it natural
for FUNDE to Ldentxfy WIth the polztlcal opp051t10n to the government,
because the local organlzatxons wlth whxch FUNDE was affxlxated were
vocally antl-oovernment under both Somoza and ;he Sandxnlstas. FUNDE‘
association with thxs oppos;tlon contrxbuted, 1n turn, to sethacks in
xte program actlvztlesf-the’fallureyto ob;azn‘government,certxfxcatxon
" for itsVrural eehools, ;he iaability‘to qbtain.accesekﬁo goyefnment--
monopolized fooa.supplies fdr ics4market_centers,_che exclusion from
large development prejects‘funded by international donors who wanted
FUNDE included; While.p:ivace-eec£or boatde~do not‘necessarily bring
such ptoblemsf-the ¢ase of uno ia;Bfazil is a copttary eaagple--the
political‘role of FUNDE's leadership brought out this_potential, a

point we return to later.

Conclusien

We haae a:trlbgted FUNDE's suecess to‘variousrfeatures of its
history. The‘firet four are somewhat of‘a surprise,isince they are
usually eause’forkcriticism: (1)VFUNDE had the luxury of noe knewing-

exactly what it was doing for the first three or four years of its

~
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life, and triedvseveral things without success before it hit upon the
credit union, market women, and petty commerce in general (2) FUNDE
did not have the benefxt of a strong expatrxate presence to transfer
management skxlls, whzch allowed it to experlment and develop a strong
character of its own; (3) FUNDE's style of relatxng tohxts credit-union
aflezates was somewhat top—down and non-partlczpatory, allowing it to
v,keep a vzgzlant eye on its borrower affxlzates and thereby assuring
good performance of the credxt system; and (4) FUNDE's model was
cos:ly; with large expendxtures for management assistance to and
aud1t1ng of aflezates. | |

Three addxtzonal features of FUNDE' hlstory also contributed to
the success: (l) FUNDE became strong by provxdrng credxt to merchants,
rather than small manufacturers and farmers, and merchant credit was an
easier task than thefothers; (2) the credxt unzonkwasgqne of the
politically eafeet forme of organizing, and thereforeballowed FUNDE to
work fairly’peacefully in the difficult political enﬁironment ofvboth
the Somoaa~and Sandinista regimes; and (3)’the support of FUNDE's
prominent board gave it a degree of nolitical protection that social-
action,organizations'often do not have, provided FUNDE with a
significant eource'of local directionkin its early years,,and helped

the organization to get adopted by the intermational public sector.
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~Wantingrco be innovative

FUNDE descrines itself as an innovative and experimental
orgeni;acion,nwhicn has suceeesfullyntaken onemeny activities at once.
In realicy; it has-done best at a singie task--cteating and assisting
credlt unxons, channelxng eredlt chrough them; and oettlng tepald. It
has succeeded in expandlng thls specxallzed serv1ce over ten years at
xmpressxve rates of growth. iny one of FUNDE's actxvxtxes can be
'characterlzed as the successful result of an innovative process--
creation of the market women.s cred;t unlons--and that achlevement took
plece;many years ago. (We recurn te~th;s,ease in a momen:Jf Outside
the_etedit nnion and its merchant,clienteie,,FUNDE has not been
nareieuierly enccessful,iexpe:imen;al’nqr innove;ive-—whether in
 _agricu1tura14etedit; market cencers,‘ngusing, or rural edueation;
"Tnough an’organizatien wichkthis rangeeef activi:ies~cer;ain1y merits
| beingrcalled “multipu:pose,".FUNDEfs succese does not lie.in'being a
mulcipurpose’organization.‘. 5

'~ Whether or not FUNDE is all the thlngs it says it is does not in
itself interest us. What is 1nterest1n racher,fls,that
nongovernmental servzce organxzatxons llke FUNDE frequently descrlbe‘
themselves as innovative across a w1de range of actlvxtles, when indeed
their real achievement lies in providing‘a specialized service and
extending it to a hitherto unattenned populatign.-rOrgenizations prefer

to see themselves as "innovative and experimental" because that is more
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appealing :han saylno they are good at dozng the same old thznO, or.
getting be:ter and better at it. Belng "multxpurpose,“ 31m11ar1y,
sounds appealing because it seems dynamic and experxmental. It
conjures up the’image~of severa1 e#periments going on at once, even
though what mlght actually be happenlng is that the organlzatlon is
flailing around nopelessly, spreadzng ztself thin over several tasks
and not doing well at any‘ef them. FUNDE, of cou:se, fits neither
desctiptionﬁ‘it is good at one:taSk,’and‘iswaﬁerage at‘the rest.
‘ Otganizatiens‘ahd theii donors:assume‘thae Ehe ability to perform well
at one task transfers automatlcallj‘:o o:ners--almost making it
incumbent on the successful organlzatzon co extend itself conscantly
into new ac:ivities., But the assumptlon is wrong, partly because some
tasks and task envzronments, like farmer credlt, are more dlfflcult
than others, like metchant credit, | |

It is more'ﬁhan a semantic curiosity that o;ganizations and‘theirf
donors describe What is going on as innova;ive’when it is reutine,,or
as multipurpose when it really involves ge:ting,becter at a single task
whilernot doing particularly well at the others. The lure of Ehese
descriptions‘encourages organizations to stray widely from their
comparative advantage, and to neglect margiﬁal,improvements that could
be made. ~FUNbE went into agricultural and market~-center programs
with donor suppert,,for example, when instead it might have better
dedicated its eaerbies to improving its system of merchant credit.

FUNDE has done almost nothing, for example, to (1) attract member
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savings’beyond what peopie save in order to borrow; (2) "graduate"
creditworthy affiliates of FUNDE to bank credit; and (3) extend the
credlt system to a lower~1ncome cllentele. Advances in these areas
could have produced szgnrfrcant beneflts in relatlon to costs--by
provrdlng,a place where the rural poor could deposxt thezr‘savxngs and
earn an income; by endowing the Systemfwithflong-term domestic sources
of 1oan cap1tal, and by extendlng credlt fac111t1es to people who
prevrously had no access to them. o

When FUNDE took on market centers and agrlcultural programs, lt
" had no prior experlence with these actzvrt1e3.3 It used the same
‘;approaches and made the same mlstakes that other organlzatlons had made
1n other,countrles. The: problems ar;sxng out of these new programs,
moreover,’partly undermlned FUNDE's prev1ous accomplxshments. The high
repayment rate, FUNDE's~prLde and Joy, fell,asfa result of farmer ‘
delznquency, and dlssatlsfactlon grew among the merchant leadership,
who had not wanted farmer members in the first place. By moving from
its‘specialized competence in merchant credit to agriculture and market
‘centersp £inally,,FUNbE took on areas of greater interest to the
ﬁicaragoan'state than was petty commerce;,‘With its‘new activities,
EUNDkaaced a powerful‘competitor, which wouid not have happened if it

had limited itself to merchant credit.

31¢ actually had had an early spotty experience with agricultural
cooperatives, from which it retreated for awhile.
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FUNDE and women

FUNDE's finest momént df innovationfoccurréd'in the 1972-1973
period, wheh itﬁdécided:;o go’into thg municipal méxkets of Man;gua and
set up crediﬁ unions for m#rket women. The‘atﬁempt seemed destined to
fail until_FUNDE,sough:‘the adviée,of some local loan sharks, who
suggeé:ed‘;ha: FUNDE’bring itsyéffices to the‘maiketplacé, dispense
with aii-éonﬁitioning, and collect from its»harketfﬁoﬁen clientele on a
déily basis, ’Aftet Héediﬁg ;hé’advice,‘EUNDE~soon’b§céme known as a
- successful "w§mehfs projéct," with 3;902 feméle,membeiship; and its
loga of a harket woman balanéing a‘baskét’on her head;is sﬁill used
today, evenfthdugh,the market womén noﬁ représent only a minority of
thefmembership;,‘ k |

| To tédéy‘ﬁkobservei,:sﬁraﬁgéiy énbugh, FUNDE does not~séemylike a
women's project‘ét all-;eyen thougﬁ sozkof‘its‘membership is femaie.
This is because‘(l) women are far léss predominant in the membership
than they were when FUNDE made its mark as a women's project (90% vs.
50%2); (2) the proportion of Qomen leaders and managers iﬁ‘the credit
unions is less'than~the 502 female sharé offmemﬁership; (3) women
- members of credit-union boards deferred to men at the meetings we
observed, while some women told us of having voluntarily given up
positions of power; (4) FUNDE's staff of 55 professionals has only two
women, whergas the professionai staff was at least half female when the
market-women's projec; was established; and (5)‘th§:e are no women on

FUNDE's board of directors.
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FUNDE's drift away ffom‘being a women's‘pfoje¢t has various
explinations, sqmé of them obvious froh the above. We look into these
reasons mot to criticize FQFDE, but in pfde; té‘léarn.some useful
lessons about women's projects and how to éus;ainrthem. Women almost
always‘shun power in~c6mmnnities whefe; as in Latin,America, men
c:aditidﬁally dominace. Most women's pro;ects cope ‘with this problem
by (1) creatxng oroanlzatlons o which only women can belong; (2)
limiting the pro;eét to certaln occupatxons or act1v1t1es dominated by
‘women (Jus: as FUNDE chose the municipal markecs, where almost all
vendcrs are women); (3),employxu° women professzonals in the
faczlxtator organlzatzon, so that women beneflczarxes w111 feel less
thlblted about relatlng co the urban professzpnals w1th whom they must
conduct busxness, (4) socxallzxno ‘women partxclpants to feel more
comfortable in roles aof power; Just as FUNDE soczalzzed members into
the virtues of conStant saving.

Of‘thesé'women-or{ented traits, FUNDE had two at the beginning--a
large number of women professionals on its staff, and the choice of the
municipal’ma;kets‘gs its first pléce to organize credit unions. But
FUNDE was bound to become less of a women's projéct, unless it took
necessary measures to the contrary, as its female staff dwindled and
its membership expanded outside the markets and the retail sector to

farming and other occupational categories.
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Women and other purnoses

It was not that FUNDE was awerse to having a strong women%
project but;’rather,;that’it had other goals,that took priority over
and sometimesvconflicted with that purpose. As wlth oQStoother credit-
union associations, FUNDE and,italdonors'aaw growth in membership,
loans, and savings as the most important sioolof performance. In
order for FUNDE to grow rapzdly wzthout the encumherlng task of
creatlng many new credlt unlons, Lt had ezther ta take more men into
,exlstzng credxt unlons or to change Lts character somewhat in arder to
bring in more women--by appeallng to lowervxncome self-employed women
like tortxlla-makers, or lower-xncome female employees like domestlcs.
Though changlng this way mxght have allowed FUNDE to sustaxn its strong
women's proJect, it also mxght have requxred that FUNDE grow more
slowly. | | B |

After its success with the market—women.s proJect, FUNDE's
interest turned toward‘small-farmer credxt and agrxculture. This also
conflicted with the goal of keeping the women's project stroung. Though
women partieipate significantl},in agricultural work inINicaragua, they
dolnotkcootrol expenditure decisionsyin that field, in marked contrast
tokthelr control of decisiohs’io~retail activities. FUNDE's decisioh
to move froo harket vendors to small'farmers;‘then, also represented a
move from a femalefdominated sector to a male-dohinated one: almost all
of,FUNDE's~farﬁer members are men, aod‘the,credit ooions with

agricultural programs are led and managed by men. To have a good
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women's project, of course, one does no;khave to stay away from
agriculture. One caﬁ focus’on'agricqltural ac:ivities traditionally
controlled by women=--the raising of sma11 1ivescock, the growing of
vegetables, the hodsehold manufactute of cheese and butﬁer, the
processing of crop rgsid@gs;and,fibers’ingé non-food prdducts. But
programs like,FUNDEﬂs,,whi¢h emphasize field cropé and the puréhase of
"modern"_iﬁéutsrlikéifér;iliie:s, bes:icides; and:impréved,seedé,
traditionally'falI within thekpurviewkof men in Latin Amgrican
countries. | |

FUNDE d:.d what it took to get a good women's project going, but

- let the Success slip through its fingers. It did not zealously protect

its achievement in this area, since it was interested in other things,

partly because of the need to-continually raise new donor funding.

. Beigg;dépendent

Ihough FUNDE hés consis;éncly ex;eeded project ﬁargets for the
growth of membership, loans,.and sévipgs, it ha&ynevér come anywhere
near its gééls for earning its owhiihcome. At the time of the first
IAF grant in‘1972, FUNDE and the.IAE agreed‘thé; the organization would
be:oﬁe financially self sufficiént "within ﬁhree yearé!' Today, ten
years later, FUNDE is still QSZ,depéndent on donor grants for dpe:a:ing

expenditures‘énd for new lending capital that is not provided by
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members.4 Such extreme financial dependency in a well-run organization

o
of this age leads one to ask whether FUNDE really represents a

1

successful model of local institution-building.

The stroctute of FUNDEfs fxnaoclal dependence cakes four forms:
8)) the charging of ad Lnterest rate to afflllates (87) that is lower
than lnflatxon (30%) an lower than ope:atlng.costs, yhlch amount to
44% of‘FUNDE lending, (2) the failure CO‘chaoge‘for services, (3) the
lack of 1nterest in ateractlng member savxngs as a source of additional
~ loan capxtal, beyond Vha: people must save as a requirement for |
borrowing, (4) and,the fallure to connect up to local banks.

j

|
Interest rates

The 8% 1nteresc coat FUNDE charoes on loans co Lts affiliates
covers only about;lBZiof Lts operating oos;s.d If‘Operethg costs were
to be oovered by intefest earuiggs, costs would haﬁe to come down
markedly or earnings %ould have to be increesed through substantially
~ higher interest rates.. FUNDEjis not eontemplating either.

Compounding the cost Froblem is the ioflation problem. Nicaragua's
inflation rate hae been higher,than‘the 8% interest charged by FUNDE

for almost every year since FUNDE started its credit unions. Since

4The 95% share dropped to 78% in 1982 as the result of an
unexpected cutoff of donor inflows, and a correspondxng restriction of
»expendxtures and lendln
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1978, inflation has been hxoher than 25%--meaning that FUNDE has been
charging its affxlxates a real interest rate of at least negatlve 17%.
At these rates, any 1nJectzon of capltal Lnto FUNDE's loan fund loses
its value in three to f1ve years. leen these C1rcumstances, it should
have been clear to donors that the fund they were capltalzzlng with
their grants had no chance to mazntaxn its value, no matter how high

the ratesvof*repayment were.

Charg g for servzces

kae many other cooperatxve otganzzatxons, FUNDE has difficulty
rchar01ng for the services it prov1des its afflllated credit unions in
audxtlng, management assxstance, and coaperatlve educatlon. We found,
however, that a mere 3% aurcharge on the interest rate paid by credit-
union menberS'(which no# ranges between 14% and 24%) could cover almost
all the costs of these services. Instead‘of*initiating such charges,
FUNDE has engaged'fotkyears'in.a,familiar ritual between donor and
grantee: the donor repeatedly‘asks FUNDE to eharge for services, and
FUNDE dutifully promises to do soibut never does. There are at least
two reaspns why’the prqmises have not been kepty and they are as common
as the~ritualt

The donors have made it easy for FUNDE not to eha:ge‘fpr services
by covering almost all‘of its operating costs‘for‘15 years. In this
situation, FUNDE had,nothing'to lose by not charging‘EOt services,
since it was receiving nore than adequate funds from the donors. And

the donors did not translate their concern about charges iato
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conditions for approving:further grant moﬁies. FUNDE did have
something to lose,’in contrast, if it were to ch;rge for its services.
If FUNDE started to charge, the strong affiliates were in the best
position to dispense withk:he‘serviées, g0 to another supplier, or be
more demanding,abodt,service‘quality. Thus the s:rongé:}that certain
affiliaﬁes,became,‘the hérder it was to charge them; and because they
were the besticlients,‘they borrowéd the most from FUNDE; repaid the
best, and gave the leést work per dollarkleht.

Charging fot’services would have forced FUNDE into a moré
competitive environment, whereyit would have héd‘to woo its clients and
prove that its services were worth chgir expenditures. Worse still,
charging‘couid lead to 1oss,of some of thersySCem's best clients--
causing increased costs,‘a?réduction of performange indicators, and aA'
'forcing‘of FUNDE to grow faster in order to maintéin’a given net rate
of growth. It is no wonder that’FUNDE‘preferfed to ﬁdo’its donors
instead of its ciients-¥ﬁhat is, to exist in the safer, less bothersome ;
world of condition«free,donor funding, in contrast to the cdmpetitive
world it would create if it started charging‘for‘sérviges. It cost
FUNDE no;hing;to promise that it would charge., For failure to keep the
promise, FUNDE suffered nothing but an oc;asional scolding from its
donors. |

Once it became clear to the donors that FUNDE was not
enthusiastic‘about charging, they could have easily reduced the

disincentive to charge by imposing some costs on the altermatives. By
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offering loans rather than grants for operating cﬁs:s, for example, the
donors would have placed some costs (the interest and amortization
payments) on the practice of obtaining revenues through outside funding
rather than charges; Or, thekdonors could'havefﬁade disbursements and
further funding contingent on charges alreadz being in;place, and a
ceftai§ percentage'of;cbsts (rising with each disbursement) already
being‘récoyered; ‘The'peféentage criceéion wpﬁld ﬁave‘given FUNDE the
flexibility of meeting the income-earning taiget by a éombination of
charges, increased interest ra:es,‘ggg reduced costSf-thus removing in

one blow the donor disincen;ives to performance in all three areas.

Savings

The thi;d element in FﬁNDEféfinabiii;y tbybecaﬁe less dependent
is its lack ofyihtérest in raising loan'capital through increased
member savings. At present, FUNDE's credit unions treat savings as
share caéital,Awhich members are not allowed to withdraw and on which
no interest is paid. Thé majority of credit-union mémbers see their
savings as a compulsory deposit, and savé only what théy need in order
to borrow (one third of loan value). A few affiliates have starﬁed
withdrawable savings‘accouhts, onrwhich they pay 8% interest (the same
rate paid by banks), but FUNDE discourages the préccice. Withdrawable

savings programs are too complicated to administer, it says, and can

run afoul oflche,law.
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If FUNDE were to paytinterest on savings, it would not only
reduce its dependency on.donors for loan capital.. It could also offer
a new service to rural communities: the provision of a safe place to
keep savings‘and the opbortunity to earn;income on them. Though adding
withdrawab1e~savinga‘to a credit program makes it more difficult, it is
probably no more difficult than the market-center and agricultural-
credit activi;ies FUNDE undertoek in the last four years. Unlike these
latter activities, moreover, a savings program would have represented
an expansionrin an area where FUNDE has experience and a distinct

comparative advantage..

Banklng at home

A fourth and f1na1 explanatzon for FUNDE's dependency 13 that it
and its affllxates do not have fxnanclno from Nicaraguan banks. This
absence of local fznancrng\Ls surprising for a credit organization as
old and‘successful as FUNDE, whicn has many creditworthy affiliates; it
is even more perplexlno Ln light of the fact that as many as 12 FUNDE
affxlzates did borrow from the local banks in the past, but do not do
so any longer.‘ FUNDE says it and{1ts aff;liates do not borrow from |
local banks_because (1) the affiliates prefer to borrow from FUNDE
rather than the banks, and (2) the banks, as part of the system
natlonallzed by the Sandinista government, are polltlcally
unsympathetzc to FUNDE and its credit unions. Thouoh it is true that

relations between FUNDE and the Sandlnlsta re°1me are cool, there are
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‘ |
more important reasons for FUNDE's isolation from the local_banking

\

system. (FUNDE's relations with the Somoza fegime were also
“strained," but it nevertheless succeeded in obtaining the backing of a
public-sector guarantee fuhd for bank loans to somé‘of its affiliates.)

1t gréntee organizations‘think they have a chance to get free
donor capital, then it is in thei:,inte:estito 325 try‘for credit at
local‘baﬁks énd,to convincerdonérsyﬁhat~it is:“impossible" to obtain
such credit. Sindekbanks usually'do’make thing§ difficult for new
clients, the argument is easy to believe; it will aiwéys‘be true,
unléss ohe,hakes a bigleffdrtk;o chahge it, and is’therefore a kind of
selfffulfilling prophecy.: Under the Sandinié;a regime,‘moreover,,FUNDE
set oyt to prove that it had "alternative models" that were better than
the government's programs in agricultﬁre énd fo§d distribution, and
these models were’funded'wi;h‘USAID and IAF monieé. Wé séve’comment on
this subjéc: uﬁ:il below, énd want only‘co.men;ion here that FUNDE's
expressed intenﬁion to prove‘its‘model better than the government's
would have m#de'it embarrassihg for FUNDE to go hat in hand to a
banking system under the control of the government.k

IfVFUNDE affiliates‘did obtain credit at local banks, this could
mean that FUNDE would lose~spme of its best gliénts. The stronger
credit unions, as noted above, borrow the most from FUNDE and cost it
the least, Their switch to bank credit would leaQe to FUNDE the
higher-cost cfedit unionslwith their lqﬁet repayment rates,

representing a significant loss, particularly for an organization that

A
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defines its goals in terms of high growth rates. Were affi1iates to
have the option of borrowing from banks, moreover, FUNDE would be

placed in a more competitive environment, just as with charges for

services. Most organizations, including private firms, will avoid more

competitive environments if they can. The donors, by providing free

loan capital, made it possible for FUNDE to do so.

"Missing the local connection

In tﬁe democracigsfof North America and_Eusope, most successful
privaﬁe nonprofit organizations receive subsidies from their public
sectors. Even in the United States, where goverhmeht funding of
nonprofit organizstions is relatiVely low, such funding still accounts
for 30% of the incohe of nomprofit organizatioms. | |

We are not making a case against subsidizing the kinds of
services that FUNDE provides. In fact, a good argument can be made for
subsidizingsthsm: small-firm credit‘neeﬁs,subsidies in order to cover
the high initial costs of learning to know and service a new clientele.
Implicit in this rationale is the assumption’thaﬁ the subsidy can
decrease as the organization becomes more experienced, reduces its
costs, and shows others that things can;really be done this way. There
was someching about the form in which the donors subsidized FUNDE,
however, shat aborted the kind of organizational growth that justifies

the subsidy in the first place.
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If it is normal for nonprofit organizationo,in the first world to
live off publio—sootor subsioies, then aren't we boing too harsh on
FUNDE for not moving toward financial independence?: In terms of first-
world experience, nfter all, FUNDE's adoption and'oontinued
subsidization by the donors could be re-lnterpreted as a sign of
success rather than faxlure. But also in terms of thxs experience, we
should be worrxed about the fact that FUNDE ls‘not getting funds from
the public sector or from other Lnstztutxons of its own country. After
15 years of existence, in other words, FUNDE is unusual not just |
because it is so deoendent’on outside funding, but because it has not
transferred any of’thio "dependence' to looal,institutions. Even when
donor funding dropoed abruptly in;1982, FUNDE directed all its

attention to replacing that loss from outside the country.

Pr;grams and;golxtxcs

Up until now, our story of FUNDE has boen sxmllar ‘to that of many
nonprofit organlzatlons funded by forelgn donors in third-world
countries. They think they canrdo better than the public sector, they
are overly dependent on’funding from their donors, they will not charge
for services, andrthey do not try hard to obtain local financing.

FUNDE differs from many other organizations, however, as a result of a
political factor: its leader plays an important role in the private-
sector’opposition to the Sandinista government--just as he did in the

last years of the Somoza goverament. Thus no matter how politically .
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innocent FUNDE's program is--and credit unions are about‘the most
innocent you can get--FUNDE is perceived as 3 political challenge. In
most situations, a government would laugh off a challenge from a small
organization, or would not even'be aware of it, But given the
polxtlcal d1mensxon of FUNDE's leadershlp, the challenge becomes an
irritant. Thzs teduces publlc-sector recept1v1ty to workzng w1th the
organlzatlon, learning from it, or support1n° 1t.

That FUNDE is almost totally financed by U.S. °overnment donors
adds to the irritation. It allovs FUNDE torbe cocky about getting
along withoutylocal support and’ftees it of the need to initiate
friendly or accommodating moves ﬁith respect to public-sector
institutions. It glves FUNDE the confldence to say, "The Sandinistas
wouldn t dare touch us because they know the U.s. would never stand for
ictv (FUNDE said the same'thing about SomozaJ It encourages FUNDE to
cast its lot against the public‘sector'instead of with it, and to see
Nicaragua's dire‘econOmic~situation as itsisalvationkbecause "this will
force the,Sandinistas to baek‘downﬁ' E = -

In most Latin Americam countries, goéernments usyally do not feel
comfortable about local service organizations that have been totally
funded from U.S. sources for a longktime. In the mid-1970s in Brazil,
for example, where the political climate was much calmer than in
‘today's Nicaragua and where anti-U;s. ‘sentiment was not as stroang, the
nonproflt UNO organization feared that “too much"lLS. funding would

Jeopardzze its chances to obtain funding from the Brazzllan public
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sector. UNO ﬁherefore,seveted its ties to U.S. funders early in its
history, and went on to becohe as‘healthy an organizatioh as FUNDE, but
with Brazilian public~sector fundiang. If organizations like UNO in
places Iike~3:azi1‘want so much to avoid the opbgoﬁrium‘of exclusive
U.S. donor,links, then éﬁe can imagine the problem crgatedsby such
funding in the more politicized‘and polarized climate of Nicaragua
today. Public?secto; distrust of FUNDE's foreign funding, of course,
could only be exacefbated by the fact that FUNDE’allied itéelf with
Nicaragua's p:ivateésector oéposiﬁion ﬁo the government; the U.S.
backiag of FUNDE madé ité poliéical opﬁosicion look more insidious and
powerful to the Sandinista governﬁént :han an ihdependent local
opposition would normaliy seem.

Any’grahtee;of a foreign doﬁor has good reason to tell its donors
that workihg with,ﬁhe governmeﬁt or geﬁting suppott from it is
"impossible." If the domors beiiéyé the plea, which may or may not be
true, they will rescue ;heir grantee with further funding~-just as
FUNDE's dono;s did, long after the organization should have been making
local coanections and finding local funds on its own. By rescuing
their grantees in this way, the donors coatribute to the
"impossibility" of a more collaborative local life between the grantee
and local institutions. The "impéssibility," like that of obtaining
bank financing, becomes a self-fulfiliing préphecy,

FUNDE's political Ee:sona, in sum, caused‘itrto shun a better

relationship with the public sector and caused the government, in turn,
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~to keep FUNDE at arm's length. This made partial "adoption" by the

public sector, which‘is what usually happena to successful nonprofits
of FUNDE's’age, ualikely.‘ The sadness of this turn of events is
twofold. First, a good organization has trouble growiog,and spreading
the benefits of its experiehce. Secoad, the political impasse between
a government and its opoosition is increased,kbecause ofﬂthe way donors
provide support to an "apolitical" programa This latter outcome is
partlcularly dlsturbxng because the FUNDE program also represented an

opportunlty, not taken, to- reduce the measse-—a poznt we turn to now.

Forced marrlages

Slnce we have placed responsxbzlzty on the donors for
contrlbutzng to the situation descrlbed above, we want to sugoest how
they might have done thlngs dszerently; We do so, obvxoualy, with the
unfair benefitdof hindsight. Our.purposetis not to show how FUNDE's
story could have turned out better, but to use FUNDE as a case study of
a situation that donors often face when they fund private nodprofit
organizations. We want to show how donors might fashioh their support
S0 as to ease their grantee organizations into the local environment,
rather thanfalienate them fromkit.

~Given the strain between FUNDE and the Sandieista state, our
story contains a surprising nomber\of incidents of good informal
relations between thevtwo- Some of FUNDE's activities showed more
potential for harmouny than others, and some caused more tenslon.  Some

FUNDE departments or department heads, in turn, had better
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relationships with :hei: coun:erpafts in government than others--
sometimes because of pe:sonal'rolationsnip;, including with ex~-FUNDE
staff now working in govefnmen:, and sometimes because of the nature of
the activity, ;Aftet the Sandinista :riumph, for’example, relations
between FUNDE and the public sector were better in housing and rural
education than in,agficultnre and;merchanticredit. FUNDE and
goveruﬁen: officials had enenkboen discussing;joint programs in’these
;cko-areas,‘and FUNDE was thinking of naming a fowkropresentatives from
these govetnnent ministries to its board of dirootof;.

Donors could havekoca:edotheir'willingness torfund some of the
activities in these "narmonious" areas. They could have made their
support £o~FUNDE contingent on government support, orktheir support to
government contingent on fnnding béing modé available to FUNDE--just as
USAID insisted :hat :heiSomo;a government allow FUNDE's credit unions
access :o‘the USAlD?fundedkprogram ofkoreoit guorontees. The IAF, of
course, would have had less‘loverage than USAID with the Nicaraguan
public sector in trying to bring the two sides together, since IAF does
not fund governmont programs; it could nevertheless have canvassed the
relevant public-sector institutions as to what kinds of FUNDE
activities, or joint FUNDE;government collaborations, would have been
appealing. Instead, IAF supportodra project in the "conflictual"
area--the market-center project, which public-sector officials had
actually told therIAF was not to their liking. And USAID supported

FUNDE's "conflictual" expansion into agriculture, carried out with the
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intention of shdwing that FUNDE's "individualist"'hodel of agricultural
assistance would prove‘superior to the government's aliegedly
"collegtivist" model.

FUNDE's training program for cooperative managers’also represents
a possibly harmoﬁioua ground for FUNDE and the public éector,
appropriate for tension—réduéing‘donot support. The training program
is one among a few of its kind in the cdunt:y,'and the Sandinista
govérumént now sends’some of icsrmiddle-lével-personhel there; this
recognition is not official, since government péfticipants pay for
their coursé in cash or wiﬁh personal checks. Doﬁors might have funded
the public-sector attendance at‘theSe courses, és well as increased
support for the training progfam itself~-just as they did in the case
of another embaﬁtled nonﬁ:ofit inSticu:ion in Nicaragua, INCAE. (INCAE
is the Central American Institute of Business Administration.)

Our suggestions do not require,comprehgnsive, new, or expensive
progr#ms. Tﬁey involve a furthe: dévelopment df FUNDE's comparative
advantage in areas of interest to the public sector. Their value would
not be confined to the activity funded, but would also reside in the
contribution they would make toward linking FUNDE to the institutions
of its own country, and toward extending the benefits of FUNDE's
learning and service capabilities to a wider population. By "forcing"
the opposing sides together in this way, the donors would allow both
parties to save face: each side could publicly blame the donor for

requiring that it work with the other side--a not insignificant
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advantage, given the political polarization in Nicaragua today at the
rhetorical level, in comparison to the modre relaxed §uality of everyday
working relations.

When the Sandinistas took over im 1979, the donors held the power
to bring out some harmony between FUNDE and the public sector--and,
perhaps,’béﬁweén the private-sector oppesition and’the,Sandinistas. By
offering support to FUNDE in areas of~mQtual,interest, the dorors could
have given FUNDE and ﬁhe Sandinistg‘state a vésted interest ir being
more accommodating to,éach other. This is exactly the 6ppo$ite of what
happened. The.unconditiohal funding of the domors for "“conflictual"
activities gave FUNDE an excuse 225 ﬁo havé anything to do with the
other side--and‘p;ovided the governmeht with good reason to maintain

suspicion.
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Table 1

Table 1l: G:ow:h of FUNDE credit unions and membership,

1973-1982
No. of - No. of Type of credit union
Year credit unions members in 1982¢
1973 11 773 Com. & mfg. 29
_ Mul. services 19
1974 18 © 3,490 Agriculture 7
‘ - Transport - -2
1975 29 3,820 Housing 2
~ ‘ e - Other 15
1976° ‘ - 33 - 7,962 : Total 74
1977 38 8,172
1978 | 44 9,270
1979 58 ~15,095b
1980 .- 713 23,580
1981 748 28,716
1982 w2 29,950

3sbout five or ten of these credit unions are served, but
were not created by, FUNDE. :

bIhis is an average of 17,700 and 12,490, both of which
figures were supplied by FUNDE. ‘

®pata previous to 1982 are inconsistent and incomplete.

Source: "FUNDE: Desarrollo Institucional--Crecimiento Cooperativo
Promovido 1973-1979" (1980); "Cuadro 7, Balances Consolidados"
(1980); "Estadfsticas de Préstamos y Ingresos," "Preguntas Para
La Evaluacién de FUNDE" (1983); 1981 figures from "Cooperativas
Promovidas por FUNDE al 31 de diciembre de 1981."
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Table 2

Table 2: Growth of member share capital and
total lending by FUNDE credit unlons
(Constant 1982 ¢ mxllxons)

Description | 1979 1980 1981 1982
Member share capital 36,3 44.2 55,1  S54.3
Loans to members ; : : ,

(year-end balances) ‘ 69.6  77.6 98.2 87.9
FUNDE loans to coops , o - : ; ;

(year-end balances) 30.4  36.6 52.9 44.9
% growth of share capital - 22% ) 25% - =12
% growth of total loans - : 11% - 21% ~-102
FUNDE~financed share of

total loans o 44% . 48%  54% 51%

Estimated active members S

(70%) 12,390 16,506 20,101 20,965
Average savings per active ‘

member (constant -

1982 ¢) - 2,930 2,678 2,741 2,590

% change in average :
savings o - -8% -22 -6%

8A11 cérdoba values in the tables and text are deflated to
constant cérdoba values of 1982, except in a few cases where
current values are used (and indicated as such). The deflator
used for the corrections can be found in Table 20.

Source: Based on FUNDE consolidated balance sheets.
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Table 3

Table 3: Growth of FUNDE system's financial solvency
‘ (Constant 1982 ¢ millions) )

Description | 1979 1980 1981 1982
Total assets 100.8  107.0  132.6  121.0
%4 annual change - 6% 242 -12%
Total liabilities = 55.4 56.9  70.6 60.1
% annual change ‘ . 3z 24% ~15%
Member share capital 36.3  44.2 55.1 54.3
% annual increase , ‘ 225 25% =1z

Member capital as Z of .
total assets , ' 36% 41% 42% 45%

Member capital as % of :
total liabilities - 66 78% 78% 90%

Sources FUNDE consolidated financial statements.,
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... Table &4

Table 4: Growth of FUNDE assets, donations,
’ and loans to affiliates
(Constant 1982 2 thousands)

Description 1979 1980 1981 1982
Total assets 37,158 43,310 63,151 50,837
% annual change = = - 172 46% -19%
Total donations to FUNDE 23,127 24,960 42,449 12,004
% annual change , - 8% - 704 -72%
FUNDE loans to members 27,857 34,155 45,161 42,206
- % annual change - 23% 322 -7%
Donations as % of assets 622 | 602 | 67% . 24%

Loans as 2 of assets 75% 18% 72% 83%

Source: FUNDE balance sheets.
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Table 5

Table 5: FUNDE liabilities in relation to
external loans and total income
“(Constant 1982 ¢ thousands)

1379 1980 1981 1982
‘ % of - o % of
Description . £1,000s total , _ - ¢1,000s total
Liabilities: ‘ E 3 : ‘ -
Loans outstanding 16,537 88% 14,680 12,004 9,444 84%
Accounts payable 392 22 569 915 768 7%
Interest payable 598 3% 798 528 529 = 5%
Unpaid oprtng. exp. 7188 4% <952 701 498 1794
Funds in custody 583 3% 433 106 55 0%
Total. 18,898 100% 17,432 14,2546 11,294  100%
External loamns to ; o
FUNDE : 8,000 - 4,798 1,276 561
As % of loans. '
outstanding - 48% _ 332 117 5%
Total income 24,360 k 27,737 46,252 15,360
Liabilities as 3. - |
of total assets = 51% ' 40% 23% 227%
Loans as Z of total '

income 33z 17% 3z 4%

Source: FUNDE balance sheets.
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Table 6

. Table 6: Growth of FUNDE capital (net worth)
in relation to donations and total assets
(Constant 1982 ¢ thousands)

Description ' 1979 1980 1981 1982

FUNDE capital 18,256 25,884 48,892 39,590
% annual change - ‘ 422 774 -19%
Total assets G 37,158 43,310 63,151 50,837
% annual change : - 17% 46% -19%
Foreign donations - 23,127 24,960 42,449 12,004
% annual change : - 8% - 70Z -72%

Source: FUNDE balance sheets.
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Table 7

Table 7: Growth in FUNDE income, by source
- (Constant 1982 ¢ thousands)

Description 1979 1980 1981 1982
Domestic donations - 48 68 50 . 200
Foreign donations 23,700 - 25,682 - 42,449 11,608
Subtotal income - 23,748 25,750 42,499 11,608
4 of total income - 722 80% - 894 75%
Domestic borrowing - - 726 232 - 561
Foreign borrowing 8,000 . 3,987 @ 1,046 -
Subtotal borrowing : 8,000 . 4,713 1,278 561
% of total income ‘ 26% 15% 3% 4%
Interest on‘loans'to TOOpS 894 1,592 2,726 3,078
X of total income ; K> S 5% 6% 20%
Other income | 338 184 1,075 277
Total income ~32,980 32,249 47,578 15,524
Income according to FUNDE's |
audited financial state~ , '
mentsd , 24,360 27,737 46,252 15,360
Foreign donations & | |
borrowing as % of total :
income: 967% 95% 92% 79%

3The discrepancy between consultant's income estimate and FUNDE's
audited statements is caused by the fact that external loans are not
reported as income by FUNDE.

Source; Based on FUNDE audited financial statements and loan/

donation records compiled by FUNDE Accounting Qffice, August
1983. -
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Table 8

Table 8: FUNDE donations by source and program
’ for the period 1979-1982

(Constant 1982 ¢)

Source Total 1979 1980
1. Agency~fork1nt. Dev.:
Loan fund = 2,083,393 2,083,333 -
CFER program 6,058,713 3,440,491 1,585,474
AID/development 52,809,944 - 15,455,950
AID/emergency 10,416,666 10,416,666 , -
AID/diversification 2,083,333 2,083,333 -
AID/rural coops : 218,750 - 218,750 -
Subtotal (71%) 73,670,739 18,242,573 17,041,424
2. Inter-American Foundation ;
CFER program (NC-038) 2,175,895 783,333 - 680,062
Diversification (NC-045) 13,992,206 3,410,750 4,508,856
Marketing (NC-055) - 1,761,476 - 1,070,788
Subtotal (17%) 17,929,577 4,194,083 6,194,083
3. Pan American Dev. Found. B |
Rolling Stones Concert 4,342,830 - 892,581
Grant 11-C 1,484,835 " - -
Subtotal (6%) 5,827,665 - 892,581
4. PACT housing program 2,644,018 409,021 910,309
5. DESWOS (Germany) 1,752,686 - -
6. ATI (to establish DID) 1,137,617 442,708 251,159
7. FKA (Germany) 614,361 - -
8. Ag Action (cooperatives) 393,750 393,750 -
9. FIR (CFER comstruétion) 327,666 - 327,666
10. CARE (CFER program) 31,519 31,519 -
Total foreign 103,329,598 23,713,845 25,682,845
Total domestic 365,922 47,916 68,006
Total domations 103,695,520 23,761,570 25,750,851

(continues on next page)




Table 8 continued;

Source ' 1981 1982
l. Agency for Int. Dev.
Loan fund - -
CFER program 1,032,748 -
AID/development 30,466,553 6,887,441
AID/emergency - - -
AID/diversification - -
~AID/rural coops - ' -
Subtotal 31,499,301 6,887,441
2. Inter-American Fbundation '
CFER program (NC~038) . 712,500 -
Diversification (NC-045) - 4,019,950 2,052,650
Marketing (NC-055 690,688 -
Subtotal' ‘ 5,423,138 2,052,650
3. Pan American Dev. Found.
Rolling Stones Concert - 3,450,249 -
Grant ll~C , 935,050 - 530,785
Subtotal k 4,384,299 550,785
4., PACT housing program 735,938 588,750
5. DESWOS (Germany) 938,556 814,130
6. ATI (to establish DID) 343,750 100,000
7. FKA (Germany) - - 614,341
8. Ag Action‘(cooperatives) - -
9. FIR (CFER construction) - -
10. CARE (CFER program) : - -
Total foreign 43,324,982 11,608,117
Total domestic 50,000 200,000
Total donations , 43,374,982 11,808,117

Source: Based on records compiled by FUNDE's Accounting

Office, August 1983.
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Table 9: Loans to FUNDE

(Constant 1982 ¢ thousands)

Table 9

Description 1979 1980 1981 1982 Total
Domestic:
Bank of America - - 232 561 793
Banco Nicaraguense - 726 - - 726
- Sybtotal ' 726 232 561 1,519 (10%)
Foreign: = ,
Solidarios/AID 7,500 - - 7,500
Solidarios/AID - 2,095 1 046 - 3,141
Solidarios/CEC - 500 - - 500
-Subtotal 8,000 3,987 1, 046 - 13,033 (90%)
Total 8,000 4,713 1,278 561 14,552
% of total
borrowing 55% 32% 9% &% 100%

‘Source. Based on records complled by FUNDE Accountlng Offlce,

August 1983.
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Tabhle 10

Table 10: Growth of FUNDE income and expenses, 1979- 1981

(Constant 1982 ¢ thousands)

Description 1979 1980 - 1981 1982
Income: ' o
Donations ‘ 23,127 25,961 42,449 12,004
% share of to:al - .95% - 94%% 92% 78%
Interest 894 1,592 2,726 3,078
% share of total 4R 62 6% 204
Other ; " 338 184 1,075 277
% share of total 1% 0% : 2% 2%
Total income 24,359 27,737 46,250 15,359
Expenses:
Admin./Gen. expenses 10,919 14,156 17,344 14,271
% share of total ' 874 92% . 95% 97%
Interest payments 1,567 1,240 949 464
% share of total 132 82 5% 3%
Total expenses 12,486 15,396 18,293 14,735
Net income 11,873 12,341 27,957 624
Active members? . 12,400 16,500 20,100 21,000
Expenses per member £1,006 ¢933 2910 g2711
FUNDE expenses as % of F.
loans to credit unions
(Table 4) 45% 45% 412 35%
FUNDE expenses as 24 of '
credit-union lending :
(Table 2) 172 20% 19% 17%
Credit~union expenses as % of
credit-union lendingb 15% 15% 15% 15%
FUNDE & credit-union )
expenses as 4 of credit- :
union lending 32% 35% 342 32%

3Active members calculated as 70% of total membership listed

in Table 1.

bEstimate is based on an'average of the data for eight.

credit unions visited.

Source: FUNDE income statemen

ts. toan data from Tables 2 and 4.‘
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Table 11

Table 1ll: Distribution of hours and onetating costs

Qf FUNDE service centers in 1982

Cost (2)

a Distribution of staff hours % of
Dept. Field Office Transit Other  Total Total Per hr. total
CFER 19,539 9,778 | 7,286 10,282 46,835 1,602,529 34.18  24%
CECooP 7,811 2,495’ 2,317 4,656 17,279 1,143;351 66.17 16%

- ATAF 7,218 2,389 1,663 4,223 15,493 972,805 62.79 15%
Audit 8,396 1,535 1,469 3,167 14,567 939,280 64.48 14%
ATA 6,583 1,882 1,426 3,500 13,391 896,795 66.97 13%
Housing 2,360 4,455 1,037 1,208 9,060 698,073 77.05 10%
Legal 2,146 377 698 3,290 6,511 426,145 65.45 6%
Total 54,053 22,911 15,896 30,326 123,186 6,678,978 54.15‘ 100%

o : (avg.)
% of ; ,
total ¥4 18% 13% 25% 100%

2Acronyms explained in text.

Source: FUNDE Annual Report, 1982; "Ptesupuesto de Gastos 1983--
Costo Hora/Hombre de Los Centros Operativos."
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Table 12: Performance characteristics of five "urban'

et e e i i

Table 12

FUNDE credit unions visited by team

(Constant 1982 ¢ thousands)

El Peri~ San Je= La Can- La Con~ La Mo~
Description férico rénimo delaria fianza derna Avg.
Total members (1982) 158 650 373 616 475 454
Z growth 1981-2 1z 132 12% 212 36% 17%
Active members (1982) 108 488 273 54k 365 356
% of total 1 - 68% '715% 713% 882 77% 78%
Member savings (1982) 2795 ¢2,115 - ¢1,206 "¢4,416 22,332 ¢2,173
% growth 1981-2 182 2% 12% 49% 0% 16%
Svg. as % of assets 55% 68% 67% 6542  65% 67%
Total assets (1982) ¢1,453 g23,118 ¢1,794 26,694 ‘¢3,568 ¢3,325
% growth 1981-2 = /%4 -52 - 15% 252 -12%° 6%
Loan balances (1982) @1,213  ¢2,800 ¢1,459 5,805 ¢3,169  ¢2,889
% change (1981-2) 7% -8% 192 : 202 = =4% 7%
%4 delinquency (1982) 11% 24% 13% 1.52  2.5% 10%
FUNDE loans to coop -  £363  ¢£1,036 ¢311 ¢880  ¢797 ¢677
4 growth 1981-2 -62% ~30% 17% - =224 . =19% -13%
- % total loan bals. - 307 462 21% 39% 25; 32%
Total income (1982) 2183 2449 £245 " 2910 2442 - g446
% growth 1981—2 _ 15% -36% 54% 382 " 33% 35%
Total expenses (1982)  ¢l156 ¢450k ¢147 2479 2393 ¢325
% growth 1981-2 142 20% - =07 - =33% -37% 8%
Net income (1982) g27 -¢1 298 ¢431 249 g121
% of total income 15% Q 40% 47% 113 27%
Avg. svg. per ' ,
active member £7,360 £4,335 24,419 28,117 ¢6,390 26,124
~Avg. loans per . .
active member £11,295  ¢5,737 - 25,345 ¢£10,672 ¢8,683 ¢8,346

Source: Based on credit-union balance sheets and annual reports for 1981

and 1982, |
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Table 13

Table 13: Pefformance characteristics of three "mixed"
‘ FUNDE credit unions visited by team
(Constant 1982 ¢ thousands)

Description El Esfuerzo La Armonfa Esquipulas Average
Total members (1982) 168 480 576 408

% growth 1981-2 8% 142 3% 8%
Active members 60 360 380 267

% of total members 36% - 15% 74% 69%
Member savings (1982) ¢154,128  ¢1,000,746 ¢1,336,582 ¢830,425

% growth 1981-2 1a 35% - 102 15%
Total assets (1982) ¢712,491  ¢2,855,029 ¢3,182,890 ¢2,250,137

%4 growth 1981=~2 =92 23% 2% 5%

Svg., as % of assets 31%Z 35% 47% 39%
Loan baIances,(1982)  $400,800  ¢3,200,000 ¢2,118,904 ¢1,906,568

X change 1981-2 -22% 56% 20% 18%
%4 delinquency - 317 37 10Z 15%
FUNDE loans (1982) ¢576 ,444 ‘¢l,514,169 £1,507,227 ¢1,199,280
% growth 1981-2 142 8% ~-6% 8%
% of total loan bals, - 143% 47% 71% 87%
Iancome (1982) £66,551 - £689,892 £588,495 g448,313
% growth 1981-2 -61% 0% ~3% -21%
Expenses (1982) 107,095  £705,371 £459,504 £423,990
% growth 1981-2 43% 5% ~-3% -14%
Net income (1982) -240,544 -g15,479  ¢128,990 224,322
% of total income - - 22% 5%
Average svg., per

active member £2,569 £2,780 3,517 £3,097
Average loans per |

active member £6,630 £8,838 25,576 £7,048
Ratio of loans to svg. 2.5 3.2 1.6 2.3

Source: Based on credit-union financial statements and annual reports

for 1981 and 1982,
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- Table 14

Table 14: Services provided by FUNDE in 1982

Hrs. of technical assistance to credit union Active Av.

Credit union Audit ATA ATAF CECOOP Legal Other Total members hrs.
El Periférico 98 4 45 127 64 - 338 108 3.0
San Jerénimo 376 2 211 120 8 - 717 - 488 1.5
La Confianza 72 50 66 187 70 35 500 544 0.9
La Moderna = 217 23 204 95 40 19 598 365 1.6
El Esfuerzo 105 ~ 544 138 216 105 4 1,112 60 18.0
La Armonfa 76 470 38 115 17 - 716 360 2.0
Esquipulas = 71 295 129 108 53 7 663 - 380 1.7
Total 1,015 1,388 831 968 357 85 4,644 2,305 2.0

64



Table 15

Table 15: IAF grants to FUNDE and affiliated credit unions, 1972-1983

(U.S. current §)

Grant No. Date? Amt, Purpose
NC-006  9/12/72 $502,500  FUNDE budget support, etc.
‘2/20/74 . 35,000 ' :
NC-009 1/04/73 10,000 FUNDE earthquake rehabilitation
. ; committee
NC-016  7/19/74 9,943  FUNDE's Rural Family Education
o - Centers (CFERs)
NC-020 , 2/27/75 531,028  FUNDE's market women's coops
10/13/178 396,000 :
NC-026 3/29/117 5,100 CFERs
NC-029 8/30/77 146,000 - Jalapa coop marketing
NC-032: 2/23/178 23,450  La Candelaria coop
8/09/78 - 4,100 :
9/05/80 9,876
NC-036 3/20/79 54,499  Linda Vista coop, potable water
' & sewage
NC-038  4/19/79 142,000  CFERs
NC-045 -7/10/79 992,300 FUNDE. budget support
1/18/83 354,750 '
NC-046 9/25/80 1,300 Travel for La Hermaundad coop
NC-055 9/30/80 126,560 FUNDE market centers
NC-091 5/k1/81 19,360 Las Américas coop, office and
. and community center
' Total $3,363,766 |
apates

grant.

not preceded by grant numbers are amendments to previous

Source: Based on data from IAF files.
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Table 16

Table 16: Nicaragua consumer price index, 1972-1983
| (1982 = 100) ’

Indices Annual % change

Year WB/CEPALT  IMF WB/CEPAL IMF
1972 1800 - - L
1973 21,7 - 20.6 .y
1974 2.7 - a3 -
1975 Coawa owa 2.6 -
1976 30.3 18.2 10.6 28.2
1977 | 3.2 20.3 . 12.9 115
1978 35.1 21.2 2.6 A
1979  48.0, 3.5 36.7  48.6
1980 64.7 43.6 3.8 38.4
1981 80.0 80.1 23.6 83,7
1982 ~ 100.0 100.0 - 25.0 25.0

8This index was used to deflate all currénc cbérdoba values in the
report. Based on data from CEPAL (1983) and the World Bank's
Economic Report on Nicaragua of 30 June 1978.

bBased on IMF (1983:385).



Table 17

Table 17: Growth of members, loans, and savings
‘ in the FUNDE system, 1973~1982
(1982 constant ¢ millicns)

__Loans (year-end balances)
o ~ FUNDE loans

Members - FUNDE  Credit as % of

, Avg. to credit ' unions to  total loans Member
Year No.? per coopd unions membersb‘ to‘members savings®
1973 773 70 1.8 2.8 65.8 1.0
1974 3,490 19 7.1 12.7 56.0 5.6
1975 3,820 132 5.8  12.0 48.7 6.2
1976 7,962 241 5.6 23.4 26,0 14.9
1977 8,172 215 8.8  35.1 25.0 21.1
1978 9,270 211 17,9 47.0 38.2 25.4
1979 15,095° 260  30.4 69.6  43.6 36.3
1980 23,850 332 36.6 776 6720 464.2
1981 28,716 388  52.9 98.2 53.9 55.1
1982 30,000 395  44.9 87.9 5Ll 54.3

. #Includes inactive members, which currently average 30% of total
membership. Source is Table 1.

b'I‘he difference between FUNDE loans to credit unions and credit-
union loans to members is represented by loans made out of member
savings. o

“Year-end balances. Savings are mainly share capital; most credit
unions do not pay interest on savings or allow them to be withdrawn.

dDaca ou number of credic unions taken from Table 1.

€Data on members for this year varied widely from one FUNDE source
to another. This figure represents an average of the two most
freqently cited numbers for this year, 17,700 and 12,490.

Source: Based on data from FUNDE Annual Reports for 1972-1977 and
FUNDE balance sheets for 1978-~1982. ‘
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Table 18

Table 18: Real annual percentage growth rates,of members,
' loans, and savings, 1974-19822

(percentages)
Loaps
FUNDE credit
- © . to credit unions to

.Year Members unions ~ members Savings
1974 351.5 - 286.1 353.6 460.0
1975 Yy -17.9 :45.5 - 10.7
1976 1084 258 95.0 140.3
1977 2.6 56.3 50.0 : 41.6
1978 13.6 104.6 33.9 20.4
1979 62.8 69.3 48.1; - 42.9
1980 56.2 20.6 s 21,8
1981 21.8 44.5 26,5 : 24.6
1982 4.5 -18.0 C -l0w | -1.2°

2Based on data from preceding table.
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Table 19

Table 19: Average loans and savings balance per member
in the FUNDE system, 1973-19823 o
' - (1982 constant ¢)

W,Average Average ~ Ratio of
Year loan per membe:b savings per member® loans to savings
1973 3,622 1,206 ky a8
1974 3,639 1,605 2.3
1975 3,141 | 1,623 R
1976 2,03 L8 ‘1;6
1977 4,295 . 2,582 1.7
1978 5,070 2,740 R
1979 4,611 2,405 1.9
1980 3,291 N o 1,874 | 1.9
1981 3,420 | 1,919 “ 1.8
1982 2,930 T 1,810 ; 1.6

2Based on data from Table 21,

DYear-end balances divided by total number of members.

Data are not available on the number of loans or on total amounts
lent; number of members have therefore been used as a proxy for
number of loans, and year-end balances for loan values. Average
loan size would be under-estimated to the extent that not all
members borrow in any one year, particularly inactive members,
and to the extent that loan commitments are higher than loan
balances. If loan funds are turned over more than once a year,
this could influence the average in the other direction.

CYear-end balances divided by the number of total members,

thus underestimating average savings to the extent that member-
ship is inactive.
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 Table 20

Table 20 Gender of managgmen;LAleadershlp, and membershlg
in eloht FUNDE credit unlons

Leadership
Members 4 women (male or female)
Credit union.  male female total in total manager president
San Jerénimo 310 424 | 734 57.8 M M
Eséuipulasa 1 | 81 142 | 57.0 F M
La Confianza® 49 147 196  75.0 M ¥
EL Periférico® 6 29 35 82.9 M M
La Armon{a® 97 100 197 50.8 | M M
El Esfuerzo na na  na na M M
La Candelaria® * 25 91 116 8.4 F M
La Moderna® | 65 60 125 48.0 - F M
Total 613" 932 1,545  T60.3 |

2Membership data:are from loan applications for 1982.

bﬁembershlp data are from membersh1p applications for the first
eight months of 1983.

Membership data are from loan applications, August 1982 to August
1983.
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Table 21

Table 21: Growth of savings and lendlqggln the national banklno‘
and FUNDE systems, 1975-1982 '
(constant 1982 ¢ millions) :

Savings
¢ millions annual % change  FUNDE
banking ~ banking as % of
Year system?® FUNDEb system FUNDE® total
1975 2,825 6.2 . -— 10.7 0.2
1976 . 3,578 14.9 26.7 140.3 0.4
1977 3,357 21.1 -6.1 41.6 0.6
1978 2,826  25.4 -22.4 20.4 0.9
1979 1,788 36.3 ° =36.7 42.9 2.0
1980 2,836 44,2 58.6. 21.8 1.6
1981 - 3,000 55.1 5.8 24.6 1.8
1982 2,601 - 54.3 -13.3 -1.2 2.1
Loans
¢ millions annual % change FUNDE
banking - banking ‘ as % of
Year system™ EUNDEb system FUNDE® tozal
1975 9,711 12.0 -— -5.5 0.1
1976 9,805 23.4 1.0 95.0 0.2
1977 10,348 35.1 5.5 . 50.0 0.3
1978 11,046 47.0 6.7 33.9 0.4
1979 10,275 69.6 -6,9 48.1 0.7
1980 14,376 77.6 39.9 11.5 0.5
1981 15,119 98.2 5.2 26.5. 0.6
1982 13,448 87.9 -16.2 -10.4 0.7

d3avings and time deposits ('quasi momey'). Based on data
from.CEPAL (1979:T. 23, p. 70) for 1975-1976, CEPAL (1982:T. 16,
p. 410) for 1977-1979, and CEPAL (1983:T. 18, p. 36) for
1980-1982. Figures for 1982 are preliminary estimates. CEPAL
data converted to real values using the deflator of Table l4.

bFrom Table 17.

CFrom Table 18.
Credxt to the private sector. (Source is the same as in

footnote a.) Figures for 1979-1982 include credit to state
enterprises (4rea de Propriedad del Pueblo).
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AMNLAE
ATA
ATAF

BND

CAS

Ccss -

CDSs
CECOOQP

CFER

CIERA

COLAC

COSEP

CUNA

DID

DIGECOOP

ENABAS

Acronxgs
Nxcaraguan Women.s Assocxatzon "Luxsa Amanda

Espinosa"

FUNDE's department of agrlcultural technical
assxstance

FUNDE's departmenc of administrative and fxnancxal

‘technical assxstance

kNatlonal Deve10pmen:‘Bankk(previously BNN)

collective agricultural production cooperatives
formed under the Sandinista government

agricultu;al service cooperatives formed under the
Sandinista regime through which subsidized inputs
and technical assistance would be provided to

~ farmers producing individually

Sandinista defense (or block) committees
FUNDE's'department of cdoperatiﬁe education

FUNDE's program of famxly centers for rural
educatxon

Research Center of the Agrarian Reform, an entity

of the Ministry of Agrarian Reform

Latin Amerxcan Confederatxon of Savznos-and-Loan
Cooperatives

Higher Council of Private Enterprise, of which
FUNDE is a member ‘

Credxt Union National Association (now WOCCU, World
Counczl of Credit Unions)

~ FUNDE's research~and development department

Cooperative Promotlon Department of the Ministry of
Labor ‘

. Nicaraguan State Basic Foods Enterprise
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FECACNIC
FED

FSLN
FUNDE
IAF

IDB

INCAE

INDE

INPHRU

- INSS

INVIERNO

NPO.

PACT
PADF

PROCAMPO
SOLIDARIOQS

SSE
UDEL

UNAG

Nicaraguan Federatlon of Savxngs~and Loan
Cooperatives

Special Development Fund of the Vlcaraguan
government

Sandinista National Liberation Front .

Nicaraguan Development Foundation

Inter-American Foundation

~'inter—American.Dévelopment Bank

" Central Amerxcan Instltute of Busxness
tAdmlnlstratxon

Nicaraguan Development Instltute, sxster organiza-

- tion of FUNDE

Institute of Human Promotion (action research
institute and IAF grantee)

 National Social Security Institute

Nicaraguan Institute of Peasant Welfare (actually
INVIERNO; a Nicaraguan government program, funded
by USAID during the Somoza period, to provide credit
and technical assistance to peasant farmers)

private nonprofit orgamization

Private Agencies Collaborating Together

" Pan American Development,?oundation‘

bureau of rural technical assxstance of the

‘Ministry of Agrarian Reform

Counc11 of Latin American Natlonal Development
Foundations :

small-scale enterprise
Democratic Liberation Union

National Union of~FarmerS‘ahd Cattlemen
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UNO = Northeast Union of Small Organizations (nonprofit
organization in Northeast Brazzl provzdlng credit
to small enterprlses)

UsaID United States Agency for International Development

WB -~ World Bank
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