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ANNUAL INFLATION AND EXCHANGE RATES
 

Inflation Rupiah Exchange Rate 
Year Rate per U.S. Dollar 

1968 85.111 N.A. 

19,9 9.89% N.A. 

1970 8.88% Rp 382.00 

1971 2.47% Rp 420.00 

1972 25.84% Rp 420.00 

1973 27.30% Rp 420.52 

1974 33.32% Rp 423.22 

1975 19.69% Rp 420.88 

1976 14.20% Rp 421.00 

1977 11.82% Rp 421.00 

1978 6.69% Rp 633.88 

1979 21.77% Rp 632.12 

1980 15.90% Rp 633.70 

1981 7.09% Rp 643.05 

1982 8.64% Rp 670.00 
(to October) (to August) 

Sources: -Berita Pajak No. 628 tanaggal 18 Februari 1980 

-Laporan Mingguan Bank Indonesia 
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PRZFACE 

This evaluation of the Badan Kredit Kecamatan (BKK) program 
is the third of four field studies to test methodologies to
 
evaluate the impact of small-scale enterprise development
 
projects. Development Alternatives, Inc. (DAI) has been
 
contracted by the Office of Multisectoral Development of the
 
Agency for International Development to conduct these evaluations
 
and write a manual of operational guidelines to assist future
 
small-scale enterprise project evaluations.
 

Field work for this study was conducted during six weeks in 
Indonesia in November-December 1982. Susan Goldmark and Jay

Rosengard were responsible for designing and implementing the 
evaluation. Bank Pembangunan Daerah Jawa Tengah (BPD) and BKK 
staff administered questionnaires, and coded and summarized 
results. Nancy Straughan provided background research on credit 
programs in Indonesia and on the BKK. She also helped train 
evaluation personnel and provided translation assistance during
 
her four weeks on this assignment.
 

Ms. Goldmark and Mr. Rosengard wrote a draft report in
 
January-February 1983. Although all sections were carefully out­
lined and reviewed by both authors, Ms. Goldmark concentrated
 
on financial analysis and the program's impact on clients, while
 
Mr. Rosengard analyzed BKK administration, community impact, and
 
Ciass V BKK. Both wrote portions of the sections on project
 
background and future development.
 

This draft was then sent to Indonesia for BPD review. Mr.
 
Richard Patten, the rural credit adviser for the Provincial Area
 
Development Project, interrupted his home leave vacation to
 
discuss the RPD's comments with the DAI team in Washington during
 
several days in late April. The authors subsequently revised the
 
text to incorporate suggestions made by the BPD and other
 
reviewers.
 

Although primary funding came from the Office of
 
Multisectoral Development, the evaluation also benefited from the
 
generous financial, technical, and personnel support provided by

the BPD, the Badan Perencanaan Pembangunan Daerah, the Jakarta
 
office of AID, the Central Java Enterprise Development Project
 
(CJEDP) planning team, and BKK throughout Central Java. Our
 
special thanks go to Mr. Abdulrahman Afandi, President-Director
 
of the BPD, who spared no efforts to make staff and resources
 
available to assist the evaluation.
 

The evaluation could not have been accomplished without the
 
assistance of Mr. Bambang Subyakto, head of the BPD's BKK
 
technical supervision unit, who trained the interviewers to
 
administer and analyze the questionnaire, accompanied the
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evaluation team on field visits, and reviewed a draft of the
 
evaluation. His participation, coupled with that of Mr. Kamsuri,
 
head of the BPD's supervision bureau, made this evaluation truly
 
a joint effort between the evaluation team and those supervising
 
the BKK program.
 

Mr. Patten was also instrumental in designing, imple­
menting, and reviewing the evaluation. Much of the data found in
 
this report are derived from his reports; his lengthy briefings
 
throughout the evaluation allowed us to understand the program
 
much better than otherwise would have been possible.
 

The evaluation also benefited greatly from suggestions

provided by Gary Kilmer, CJEDP project director, and Jean-Jacques
 
Deschamps, a DAI financial analyst presently working with the
 
Bureau de Credit Agricole in Haiti.
 

Finally, our thanks to Michael Farbman, Chief of the
 
Employment and Small Enterprise Division, whose support has made
 
this evaluation possible.
 

Susan Goldmark
 
Team Leader
 
May 1983
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EXCUIVE SUMMARY 

EVALUATION OBJECTIVES
 

During the last two months of 1982, Development Alterna­
tives, Inc. (DAI), together with Bank Pembangunan Daerah Jawa 
Tengah, (BPD, the Central Java Provincial Development Bank),
 
conducted an impact evaluation of the Badan Kredit Kecamatan
 
(BKK, the Sub-District Credit Body) program. The BKK is a 12­
year-old Central Javanese credit program whose objective is to
 
provide small, short-term loans primarily to rural families for 
off-farm productive purposes. Since 1972, the BKK program has
 
provided 2.7 million loans, totaling over $55 million.
 

The BPD, the Badan Perencanaan Pembangunan Daerah (BAPPEDA,

the Regional Development Planning Body), the Agency for
 
International Development (Jakarta and Washington offices), and 
the Central Java Enterprise Development Project planning team 
all participated in planning, implementating, and funding the 
evaluation. Its objectives were to analyze the administrative 
and financial operations of the program and to assess its income,
employment, and social impact on BKK clients and their 
communities. The participants in th.r& effort alsi requested
 
that the evaluation team offer recommendations for future
 
program development. DAI participated in the evaluation as part

of an AID Office of Multisectoral Developr.ent contract to develop
 
and field test alternative methodologies to assess the impact of
 
small-scale enterprise development projects.
 

BKK MODEL
 

The motto of the BKK is "fast, cheap, and productive 
credit," and its primary objective is to supply capital
conveniently to the rural poor in Central Java for off-farm 
income-generating activities.
 

The BKK is a single program only in that it operates under 
the auspices of the provincial government, and Leceives technical
 
supervision from the BPD. The program is composed of 486 BKK, 
however, each of unich is an independent sub-district credit 
institution that is locally administered and financially 
autonomous. BKK are subject to instructions and guidelines from 
the provincial government. 
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The key components of the BKK program are to:
 

e 	Rely on character references from local officials for
 
loan eligibility, rather than on the availability of
 
collateral or lengthy staff analyses of a proposed
 
enterprise's feasiblity;
 

e 	 Reduce risk by making small initial loans to a new 
borrower, and then gradually raising that client's credit 
ceiling as his or her repayment record warrants; 

* 	Use repeat loans as the borrower's primary incentive for
 
full and timely repayment;
 

* 	Charge interest rates high enough to cover orerating
 
expenses, including the cost of funds; and
 

* 	Blend local autonomy with overall program quality
 
control, by stressing a highly decentralized
 
organizational structure with villages as the focus of
 
operations, together with central program supervision by
 
the provincial government. The BPD provides technical
 
supervision on behalf of the provincial government.
 

The Provincial Area Development Project (PDP) has contri­
buted to the development of this successful model. PDP districts
 
in Central Java have served as a valuable testing ground for new
 
BKK procedures and initiatives, the most successful of which are
 
now being transferred to non-PDP districts. Moreover, PDP
 
technical assistance has served as a catalyst between the BKK,
 
the BPD, and the Government of Indonesia.
 

FINANCIAL VIABILITY
 

The BIK program is one of the few publicly funded and
 
administered credit programs in the world that makes money from
 
providing loans to small enterprises. The interest rates of BKK,

high in comparison with other programs but low by most informal 
sector standards, can cover their cost of funds, administrative 
expenses, capital erosion due to inflation, and any reasonable 
bad debt losses. They can also allow substantial reinvestment of 
retained earnings. The BKK program has blended the speed and
 
convenience of traditional moneylenders with the operating
 
philosophy and profit margin of a commercial bank.
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Indicators of BKK financial structure and viability are:
 

* 	Productive use of assets, with over 90 percent held in
 
outstanding loans;
 

* 	A 2.6 average loan portfolio turnover in 1981;
 

* 	A 6 percent delinquency rate if loans delinquent more
 
than six months were written off;
 

* 	Profits of Rp 693 million ($1.08 million) in 1981, a 24
 
percent return on the average 1981 loan portfolio;
 

e 	Estimated profits of Rp 214 million ($333,000) in 1981 if
 
all subsidies were removed, which would be a 7 percent
 
overall return on the portfolio;
 

* 	Current monthly effective interest rates of between 5.6
 
and 10.8 percent;
 

* 	A 55 percent compounded annual equity growth rate; and
 

e 	 A 0.56 debt to equity ratio. 

The above figures indicate that the BKK program, as a whole,
 
is on a sound financial footing. However, they are based on an
 
aggregation of all 486 BRK, and thus obscure the fact that
 
approximately one-third of all BKK are either operating at very
 
low levels or have closed (Class V).
 

Loani more than six months overdue, often dating back to the
 
early 1970s, presently make up about 14 percent of total loans
 
outstanding. These loans should be written off or included in a
 
provision for bad debts, so that the true financial status of
 
loan portfolios is reflected.
 

ADMINISTRATIVE PROCEDURES AND VIABILITY
 

Organizationally, the BKK program is composed of three
 
arteries of provincially based, locally executed administration:
 
operations, supetvision, and coordination. The balanced mixture
 
primarily of the first two administrative components has been
 
critical to the success of the BKK program, because it has
 
coupled political accountability with financial competence.
 

The BK program has built-in political accountability

because it is incorporated into the structure of local government
 
in Central Java. It has the visible support of the governor of
 
the province, who presides over the program, while administrative
 
authority is delegated to the district and sub-district levels,
 
and most BICK lending is done through village posts.
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At the same time, the program's financial integrity has been
 
well maintained through close provincial government and BPD
 
supervision of BKK program operations. At the program's outset#
 
the BPD designed a unified system of BKK bookkeeping formats and
 
procedures; the provincial government, assisted by BPD staff, has
 
been responsible for all BKK staff training.
 

The effective execution of the BPD's technical supervision
 
mandate is the cornerstone upon which the professionalism and
 
financial resiliency of the BKK program has been built: the BPD,
 
being a development bank, has brought its expertise in using
 
money both productively and profitably to the BKK program.
 

Most local BKK staff appear to be well trained and effi­
cient. In 1981, for example, they made an average of over 200
 
loans per ewployee, at a cost of about 13 percent of the value of
 
these loans. Specifically, 1,200 BKK employees disbursed
 
approximately 270,000 loans, totaling Rp 7.7 billion ($12
 
million), at an operating cost of about Rp 1 billion ($1.6
 
million).
 

Procedures for BKK lending to individual borrowers are
 
designed to maximize speed and simplicity, while minimizing cost
 
and risk. The BKK lending model outlined above has been closely
 
and successfully adhered to, except for the special (Khusus) loan
 
programs in the mid-1970s. Under the special programs, BKK acted
 
more as collection agencies for the provincial government's
 
departments of animal husbandry and industries, and other
 
technical agencies, than as development banks.
 

The only major current discrepancy between the policy and
 
the procedores of the BKK exists in its savings program.
 
Although borrowers theoretically have full accesr to their
 
savings once their loan has been repaid, some BKK obstruct
 
withdrawals to maintain higher lending levels. Since recent
 
capital infusions to the program ensure that sufficient funds are
 
now available, the forced retention of savings should be
 
terminated. This practice must end before any voluntary savings
 
program is attempted.
 

BKK units supply BPD headquarters with sufficient financial
 
and administrative data for tracking individual BKK performance

and the overall progress of the program. However, these data are
 
highly underutilized because their volume and format outstrip the
 
BPD's present data-processing capacity.
 

Management information systems for individual BKK units are
 
c€mposed primarily of traditional administrative and financial
 
record keeping. Although these records are sometimes cumbersome
 
and redundant, and are not differentiated by degree of
 
importance, they are replete with cross-checks and internal
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controls, and are designed so that staff with a primary education
 
can use them after a one-month training course. All BKK staff
 
have graduated from primary school, and about half have received
 
some secondary school education.
 

PROGRAM IMPACT ON BKK CLIENTS
 

The impact of the BKK program was evaluated by a two-stage,

purposiive sample survey of 662 BKK clients at 20 BKK units
 
throughout Central Java. The sample of BKK units is fairly

representative of the population, although it is slightly biased
 
toward Class I EK Pnd against Class IV BKK. (BKK are divided 
into five classes semi-annually on the basis of performance.)
Class V BKK were examined on a case study basis and excluded from 
the survey. Borrowers at each BKK were randomly chosen from
 
those repaying their lea..is, and were interviewed primarily at the
B1K offices. Since the sample under-represents those who have 
defaulted on their 
BKK loans, survey results cannot be
 
extrapolated to the BKK client population as a whole. They

should, however, provide a representative profile of most BKK
 

half of BRK 


clients, since relatively few have defaulted. 

The BKK client 
indicates that: 

profile that emerges from the survey sample 

e Petty trading is the primary economic activity for over 
borrowers, and farming the secondary activity

for over half; 

a 60 percent are women; 

e The average age of borrowers is 40, with most in their 
prime earning period between 25 and 49 years;
 

9 The average loan recipient family has five members
 
currently living at home, and each family member earning 
an income supports an additional 2.6 people;
 

e 
About half of BKR borrowers own land, averaging 0.8 ha; 

e Over 60 percent of rural clients and about 45 percent of 
urban borrowers either have received no schooling or have
 
not completed primary school;
 

• 	Most borrowers live in the same village where their BKK
 
office is located;
 

e 	More than one-third of BKK borrowers have received credit 
from other sources; 
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• The average BKK loan is about Rp 60,000 ($90) for the
 
sample, and np 34,000 
including Class V BKK; 

($50) for the entire program, 

e Average borrowers quadrupled their loan size (in real 
terms) within four years and received over 13 loans; and 

e Over 40 percent of BKK borrowers have savings accounts 
outside their BKK, in addition to their BKK savings.
 

Survey results show that BKK loans have promoted the expan­
sion of most borrowers' businesses. In addition to improving on­
going activities, about one-fourth of BKK clients have begun new
 
economic activities since receiving their first BKK loan.
 
Almost all BKK clients use their loans as working capital to buy
 
raw materials for production, or goods for resale. Client
 
responses are confirmed by high BKK loan repayment rates, which
 
indicate that most borrowers must be using their loans for pro­
ductive purposes that generate a cash flow sufficient to cover
 
the high interest charges. Most BKK borrowers reinvest their
 
profits into their business and withdraw their forced savings for
 
family needs and holiday celebrations.
 

BKK loans have had a positive, although moderate, effect on
 
employment. Underemployment has been reduced, as over 60 percent

of BKK borrowers now spend more time on their business since
 
receiving their first BKK loan. Moreover, 17 percent of BKK
 
borrowers have hired new full- and/or part-time workers. The
 
average sampled BKK client created 0.3 new full-time jobs and 0.4 
new part-time jobs.
 

PROGRAM IMPACT ON BKK COMMUNITIES
 

The BKK program has contributed significantly to village and
 
area development in Central Java, but is still a long way from
 
fully servicing the province's demand for rural off-farm credit.
 
BKK client success has rippled through local economies via
 
backward linkages and income multipliers, whereas the effects of
 
forward linkages and consumer surplus have been minimal.
 

The primary BKK backward linkage has been through suppliers:

about 90 percent of surveyed BKK borrowers have increased the
 
volume of materials they purchase since receiving BKK credit, and
 
almost half have also increased the number of suppliers from whom
 
they buy. Traders purchase their supplies both from within and
 
outside their community.
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In contrast to backward linkages, forward linkages have not
 
been important contributors to the BEK program's community

impact. Most BE clients are petty traders and handicraft
 
workers, so they produce or market end products rather than serve
 
as intermediate suppliers for other businesses. Moreover, survey
 
results indicate that BK traders' cost-savings derived from new
 
buying patterns usually have not been passed on to consumers.
 

RKK clients have, however, contributed to the economic
 
growth of their communities by spending more on personal
 
consumption through their increased purchasing power. About one­
third have used business profits, and roughly 40 percent have
 
used accumulated savings for family needs and housing improve­
ments. An additional 18 percent have used their savings for the
 
Lebaran and Slamatan holiday celebrations. BK staff also assume,
 
although it was not confirmed by survey results, that surplus
 
funds from non-agricultural endeavors are also used for agricul­
tural production, since farming is the major secondary economic
 
activity of BK borrowers.
 

In terms of community coverage, the BEK program is large

when compared with similar credit programs. It now operates in
 
486 of Central Java's 492 sub-districts, and should have made
 
over 300,000 loans totaling approximately Rp 11 billion ($16.4
 
million) in 1982, based on projections from figures through July
 
1982. However, there is still a large unmet demand for credit in
 
rural Central Java. The BK's short-term target is to establish
 
one post for every two villages; under this assumption the
 
existing 1,300 BKK village posts now cover 2,600 villages. This
 
represents only 30 percent coverage of the 8,500 villages in
 
Central Java. The unmet credit demand exists not only in the
 
province's villages not yet covered by the BEE program, but also
 
in those villages where there are currently active BKK.
 
Furthermore, survey results indicate that each village may

require its own BKK post to deliver the effective service and
 
convenience desired by BKK borrowers. Coverage demands would thus
 
be even greater.
 

The B1E program has had its most significant community

impact in areas where the district commissioner views the program
 
as a vehicle for district-wide development, rather than simply as
 
a collection of sub-district credit organizatiors. Lack of
 
consistent financial and administrative listrict support has
 
damaged several BEK.
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CLASS V BKK
 

Class V BKK, the 33 percent of BKK that are barely

functioning or have ceased to operate, present a special set of
 
problems for the development of the BKK program. They pose a
 
critical constraint to BKK client coverage, while greatly

decreasing BKK interest payments to the BPD. The rehabilitation
 
of a Class V BKK is a very slow, administrative-intensive
 
process, so the majority of failed or failing BKK are still
 
awaiting financial and technical revitalization assistance.
 
However, PDP has demonstrated that Class V BKK can indeed be
 
rehabilitated. The number of Class V BKK in the PDP area dropped
 
from 26 to 7 due to rehabilitation procedures developed by the
 
provincial government, the BPD, and the PDP rural credit adviser.
 

FUTURE BKK DEVELOPMENT
 

Insufficient working capital is no longer a constraint to
 
BKK program development due to the infusion of funds from the
 
provincial government and PDP, 
as well as a loan from the central
 
government. The task now at hand is to apply this money to the
 
expansion, diversification, and institutionalization of a well­
functioning but still nascent off-farm rural credit program.
 

Although the program is strong enough financially and
 
administratively to be self-sustaining without further outside
 
help, it should continue to receive external technical assistance
 
through PDP or a subsequent AID project. This assistance will
 
increase the speed of BKK rehabilitation and the implementation
 
of new policy initiatives. Specific areas where technical assis­
tance would be most helpful are:
 

• Improving overall program administration of the BKK,
 
particularly by upgrading its management information
 
system through the use of microcomputers;
 

* Designing, implementing, and assessing a small-industry
 

loan window; and
 

e Developing the BKK voluntary savings program.
 

Additional problems that government officials will need to
 
address for further development and institutionalization of the
 
BKK program are:
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9 Revival of Class V BKK; 

e Addition of new village posts to Class I through Class IV 
BKK; 

e 	Diversification and expansion of the BKK loan portfolio;
 
and
 

* 	Attraction, training, and retention of high caliber
 
personnel.
 

Although the BKK program as a whole still has several
 
problems, many individual BKK units are now operating smoothly,

generating large profits, and expanding quickly. Ultimately the
 
growth and sustainability of the BKK program can be achieved only

by maintaining the health of these successful units, and slowly

enlarging their ranks to include BKK previously in the lower
 
classes.
 

Finally, a word of caution to those who might be enticed to
 
transplant the BKK program elsewhere in Indonesia, or abroad.
 
The program's success is the result of a complementary blend of
 
political support and accountability, decentralized operations
 
and control, skilled external financial and administrative Euper­
vision, lending terms and procedures that offer the convenience
 
of moneylenders at much lower cost, a socially cohesive and
 
homogeneous setting, and a moderately expanding economy. The
 
absence of one of these factors without a replacement performing
 
the same function could doom programs based on the BKK model
 
before they are ever established.
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CHAPTER ONE 
BACKGROUND 

CREDIT IN CENTRAL JAVA
 

Institutional Credit Programs
 

Unlike most developing countries, Indonesia has a variety of
 

credit programs designed to aid petty traders and small-scale
 

entrepreneurs. The political instability of the mid-1960s
 

prompted the Government of Indonesia (GOI) in the early 1970s to
 

use a portion of the massive oil revenues pouring into its
 

coffers to establish credit programs that would channel funds to
 

rural entrepreneurs. The GOI used the banking system as the
 

fiscal mechanism to lessen the economy's dependence upon agricul­

ture by promoting small industry, to shift economic resources to
 

different ethnic groups, and to promote the economic activities
 

of the poor. The priority was to disburse funds; abundant fiscal
 

resources lessened the pressure to create financially self­

sustaining credit institutions.
 

The current world recession and oil glut have cut
 

Indonesia's externally generated revenues. Consequently, the GOI
 

and donor agencies are now devoting more attention to methods by
 

which domestic resources can be raised for economically produc­

tive activities. Financial institutions are being carefully
 

scrutinized for the degree to which they allocate such resources
 

efficiently, and are financially self-sustaining. Relatively
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unsubsidized credit institutions with growing revolving loan
 

funds, such as Central Java's Badan Kredit Kecamatan (BKK), are 

being examined as models for the increasingly austere 1980s.
 

Central Java is a key target for such rural credit pro­

grams. Since population growth threatens to outstrip the land's
 

carrying capacity, traditional means of livelihood must be
 

diversified and modernized. Central Java's densely packed 26
 

million inhabitants thus provide a vibrant market for the credit
 

programs shown in Table 1.
 

Loans through these programs range from Rp 3,500 ($5) for 

itinerant traders and farmers to Rp 500 million ($750,000) for 

medium-scale industries. The nominal interent rate for all but 

the BKK program is about 1 percent per month. Since the average 

annual inflation rate between 1972 and 1980 was 20 percent, this 

low interest rate caused the decapitalization of these credit 

programs. The BKK, which charges the highest interest rates, 

also has very high repayment rates, thereby enabling the program 

to grow. 

The BIMAS/INMAS program has the distinction of having the
 

largest number of outstanding loans in Central Java; although
 

comparable repayment rate figures are not available, this agri­

cultural program also has the reputation of having the worst
 

repayment rates of the credit programs. Over 60 percent of its
 

total outstanding loans were thought to be unrecoverable in 

1980/81, as a result of poor harvests and a lack of incentives 

provided to farmers for timely repayment. 
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The Kredit Modal Kerja Permanen (KNKP) has the largest 

portfolio of loans (in rupiah) for small enterprises. But fewer 

individuals participate in this program, which has Rp 117 billion 

($176 million) of outstanding loans, than in programs with fewer 

resources. Three programs provide extremely small loans to the 

trader-entrepreneur group: the Kredit Candak Kulak (KCK), the 

Kredit Mini, and the BKK. 

Although their client groups, loan purposes, and loan sizes
 

seem to overlap, the BKK is the only program that actually 

reaches small-scale village traders. While other programs' staff
 

operate out of their sub-district offices, BKK require their
 

staff to travel to weekly posts in villages. As the BKK units
 

expand their village operations, other credit programs such as
 

the Kredit Mini seem to be cutting back on the number of loca­

tions at which they operate.
 

The Kredit Midi, the Kredit Investasi Kecil (KIK), Kredit 

Kelayakan, and Kredit Investasi Biasa (KIB) programs were 

established to assist those who had graduated from those credit 

institutions that offered primarily short-term working capital 

loans. These four credit programs provide investment capital for 

those who require funds beyond the ceilings imposed by the 

smaller credit programs. 

Bank Indonesia, the central government budget, and the 

Central Java provincial government finance the programs cited in
 

Table 1. Central Java's five state banks, private commercial
 

banks, and the Bank Pembangunan Daerah Jawa Tengah (BPD, the
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Central Java Regional Development Bank) administer one or more of
 

these programs. All have branch offices in urban areas throughout
 

Central Java.
 

Important additional sources of credit stem from secondary
 

banks and non-bank financial institutions. The Bank Rakyat
 

Indonesia (BRI), the state bank that is the main source of rural
 

credit in Indonesia, uupervises and finances the estimated 6,000
 

secondary banks in the country. Those prevalent in Central. Java
 

include village banks, market banks, and paddy rice banks.
 

Frequent sources of non-bank finance are pawnshops, which are
 

Indonesia's oldest credit source, and village cooperatives.
 

Government pawnshops provided an estimated Rp 37.5 billion (about
 

$60 million) in loans as of June 1981, or twice the amount of
 

BIMAS/INMAS loans outstanding at that time. The pawnshops' loan
 

turnover is high, and their loan repayment record is estimated to
 

be about 99 percent. However, they provide liquidity rather than
 

additional capital. Their high loan collateral requirements (the
 

maximum is 125 percent of the loan amount) and district-level
 

offices (none is located in villages) prevent many of the rural
 

poor from benefiting from this service.
 

Informal 'redit
 

Desl te the resources available through formal credit insti­

tutions, most rural people still depend heavily on informal
 

sources of credit. Although their interest rates are sometimes
 

much higher, the transaction costs are often far lower than in
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subsidized institutional credit programs. In addition, an
 

informal credit source usually is more accessible to village
 

dwellers since it is located in the village, does not require
 

complicated forms, and makes funds quickly available.
 

Some of the most common traditional credit sources are:
 

Arisan (savings association): Village

savings at regular intervals to a fund; this pooled
 
amount is distributed to one of the members chosen by

lottery, bidding, or according to a predetermined order.
 
Female arisan traditionally are organized to purchase

household items, while males use this savings method to
 
purchase productive inputs. Contributions are in cash or
 
kind, and sometimes interest is charged.
 

A 	 members contribute 

* 	Simpan-Pinjam (savings and loan association): An arisan
 
that provides loans at specified interest rates set
 
according to demand. It is often organized around village

economic activities (such as trading or a cottage

industry) and also provides loans to those who have not
 
contributed to the fund. Loans are approved by a council
 
of elders rather than the government-appointed village

headman (lurah), who helps to administer some of the
 
formal sector small credit programs. Interest rates
 
usually hover around 3-5 percent per month. Simpan-Pinjam
 
are not found in most villages, since they require a
 
fairly high degree of organization.
 

* 	Usaha Bersama (savings and loan association): A savings
and loans group that promotes joint production, 
processing, and marketing activities. A credit limit is 
set according to the amount of each member's savings;
interest rates on these one-week to six-month loans are 
usually 5 percent per month. 

e 	 Koperasi Simpan Pinjam - KOSIPA (veterans loan fund): A 
savings and loan fund established by army veterans to 
provide rural loans. Interest rates may exceed 60 percent 
per month for loans whose maturity ranges from 4 to 30 
days. This group was outlawed in Central Java in 1980 
because of its high interest rates. 

* 	Moneylenders: Persons who provide credit at the village

level in cash or kind, independent of land, labor, or
 
production marketing arrangements. Interest rates range

from 3 percent to 40 percent per month, depending on the
 
client, loan purpose, and availability of funds; daily

loans may cost as much as 10 percent per day.
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e 	 Tengkulak/Bakul (moneylender/middleman): Traders and 
suppliers who sell production inputs on credit and make 
advance purchases of outputs. Interest rates usually
 
range between 10-15 percent per month, although higher
 
rates of 50-300 percent per month have been reported.
 

e 	 Sewa/Gadai (land-related credit systems): These two 
credit systems involve renting (sewa) or pawning (gadai) 
land to receive cash. In the sewa system, the interest
 
rate is determined in advance; in the gadai system the 
agricultural output continues to cover interest charges
 
until the principal is repaid. A government agrarian law
 
includes provisions to eliminate these systems.
 

e Tebasan/Ijon (in kind credit): The tebasan system
involves selling a standing crop to a marketing agent
before harvest; the ijon system enables a farmer to 
borrow cash, usually using a green crop as collateral,
 
with repayment in kind. An agrarian law has officially 
prohibited the ijon system.
 

Rural borrowers have switched from the traditional to the
 

modern credit sector primarily when the latter can provide the
 

same quality services. Formal sector credit systems with low 

transaction costs, such as the BKK, have effectively competed
 

against the more onerous traditional systems. Villagers still
 

retain a strong link with informal sources, however, because if 

the new system should fail or run short of funds then the 

villagers must return to their lenders of last resort.
 

BKK EVOLUTION
 

Historical Context
 

In 	designing a new rural credit program for Central Java,
 

government planners wanted to avoid the shortcomings character­

istic of similar credit schemes by combining the speed, ease,
 

convenience, and reliability of traditional moneylenders with zhe
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profitability and lower interest rates of commercial banks. Most
 

rural credit programs that had been attempted previously in
 

Central Java, elsewhere in Indonesia, and abroad either failed or
 

were mixed successes at best because:
 

" 	Fixed, subsidized interest rates, coupled with inflation,
 
led to credit portfolio decapitalization;
 

" 	Cumbersome but ineffective screening procedures resulted
 
in expensive, inefficient loan processing;
 

" 	Credit disbursed in single, large loans rather than in
 
progressively larger repeat loans raised the lender's
 
financial risk considerably;
 

" 	Lack of the lending institution's financial viability

because of the first two deficiencies provided borrowers
 
with a disincentive to repay their loans, as they had no
 
assurance they would be able to borrow again when they
 
needed additional capital; and
 

" 	Centralized operations made effective financial and
 
administrative supervision infeasible.
 

Thus when the governor of Central Java launched the BKK
 

program in 1970, he gave it the mandate to:
 

e 	Charge interest rates high enough to cover operating
 
expenses, including the cost of funds;
 

" 	Rely on character references from local officials for
 
loan eligibility, rather than on the availability of
 
collateral or lengthy staff analyses of a proposed enter­
prise's feasibility;
 

" 	 Reduce risk by making small initial loans to a new 
borrower, and then gradually raising that client's credit
 
ceiling as his or her repayment record warrants;
 

" 	Use repeat loans as the borrower's primary incentive for 
full and timely repayment; and
 

" 	 Blend local autonomy with overall program quality con­
trol, by stressing a highly decentralized organizational
 
structure with villages as the focus of operations,

together with central program technical supervision by
 
the BPD.
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Objective
 

The BKK's objective is to provide small, short-term loans to
 

rural families, primarily for off-farm productive purposes.
 

Hence, its motto, "fapt, cheap, and productive credit."
 

The program is designed to service Central Java's rural
 

poor, for whom credit is both limited and expensive. However, it
 

is now based on the assumption that although the province's
 

primary economic base is agricultural, most rural Javanese do not
 

spend the majority of their time on agriculture, nor do they
 

derive the bulk of their income from farming. Instead, the rural
 

poor support themselves through a diverse set of economic
 

activities that complement and supplement agriculture, such as
 

food processing and preparation, petty trading, and handicrafts.
 

The primary goal of the BKK program is thus supply
to 


capital through a convenient mechanism that charges a reasonable
 

interest rate but still earns a profit. A financially viable,
 

self-sustaining credit institution provides good long-term
 

assurance that the rural poor in Central Java will continue to
 

have access to its services to develop off-farm income-generating
 

activities.
 

Chronology
 

Phase I: Creation of BKK Units
 

Phase I of the BKK program was devoted to planning and 

establishing BKK units at the sub-district level throughout 
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Central Java. By 1975 the program had almost achieved its goal
 

of universal coverage of the province, expanding to 486 units,
 

one in each but six of Central Java's 492 sub-districts.
 

The BKK program was capitalized in 1972 with a Rp 200
 

million ($476,190) loan from the Central Java Provincial
 

Government, through the BPD, to the BKK. The three-year disburse­

ment of these funds began with 200 BKK and grew to 486 BKK. Each
 

BKK received a three-year, Rp 1 million loan ($2,381) at 1
 

percent per month, with a one-year grace period on principal
 

repayment. This 1 percent interest charge was to be used to
 

cover BPD administrative and supervisory expenses, while the
 

principal was to revert to the provincial development budget.
 

Thus after the three -year provincial government loans were
 

repaid, the BPD would collect no further interest income to cover
 

its technical supervision costs.
 

Each BKK could in turn lend the money to individual clients 

according to one of six repayment plans, at a monthly nominal 

rate of 2-5 percent (see Table 2). The loans would be for 22 

days to six months, with interest due and "forced savings" repaid
 

before any principal installments. All payments would be in
 

equal amounts, both to simplify bookkeeping and to minimize
 

borrower confusion.
 

The forced savings component of the BKK program was intro­

duced not only to mobilize rural capital and thereby expand and
 

diversify BKK working capital resources, but also to serve as a
 

rural education campaign regarding commercial banking. In
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Table 2: Types of BKK Loans
 

Monthly Total
 
Payback Loan Loan Savings Interest
 

Loan Type Period Interest Interest Rate Savings
 
(t) () (0) (t)
 

1. 	Harian 22 Days 4.8 3.5 6.5 10.0
 
(daily)
 

2. 	Pasaran 12 Pasar 4.0 8.0 12.0 20.0
 
(every (60 days)
 
5 days)
 

3. 	Mingguan 12 Weeks 3.6 10.0 10.0 20.0
 
(weekly)
 

4. 	Bulanan 3 Months 3.3 10.0 10.0 20.0
 
(monthly)
 

5. 	Lapanan 5 Lapan 3.4 20.0 20.0 40.0
 
(every (175 days)
 
(35 days)
 

6. 	Musiman 6 Months 2.0 12.0 10.0 22.0
 
(seasonal)
 

Source: Bank Pembangunan Daerah Jawa Tengah
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theory, clients have access to their savings after full loan
 

repayment. In practice, however, many BKK do not allow or
 

encourage such withdrawals.
 

The initial 200 BKK lent Rp 442 million ($1.1 million) in
 

1972. By 1975 they had grown to their current 486 units, and had
 

lent a cumulative total of Rp 8.8 billion ($20.9 million). As of
 

July 1982, the BKK had made over 2.7 million loans, totaling Rp
 

36.9 billion ($55.1 million), and had accumulated Rp 792 million 

($1.2 million) in borrower savings (see Table 3). The speed and 

magnitude of BKK growth are vividly demonstrated by the fact that 

BKK are now lending monthly almost twice the total amount they 

lent annually one decade ago.
 

The program evolved consistent with the concepts outlined
 

above, except for the introduction of a Khusus (special) loan
 

window in 1974. Pleased with the development of the BKK program,
 

the governor of Central Java decided that all of the credit
 

programs from the province's dinas (technical services) should be
 

transferred to the BKK as well. Thus the BKK lent approximately
 

Rp 245 million ($580,000) in Khusus funds for activities such as
 

upland crop production, animal husbandry, fish fingerling
 

production, fish marketing, kapok processing manufacturing, rural
 

industries, rubberization of bullock cart tires, rural electrifi­

cation, and women's social and economic development.
 

This was not a fruitful realignment of responsibility, for
 

the BKK units were placed in the position of acting as collection
 

agencies, rather than performing the banking functions for which
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they were designed. Khusus clients were selected by their
 

respective dinas instead of by the BKK character reference
 

system, so BKK units could not screen out potentially high risk
 

clients. Moreover, dinas were interested primarily in the one­

time disbursement of previously allocated funds, whereas BKK were
 

equally concerned with loan repayment so that these funds would
 

stay in circulation as part of the program's capital base, and
 

clients would be encouraged to repay their loans in the hope of
 

receiving future loans. Finally, BKK were allowed to charge
 

only 1 percent per month on Khusus loans, although these loans
 

were often for much higher risk activities than were the standard
 

loans.
 

As a result of this confusion over Khusus objectives and
 

lending procedures, BKK performance on their Khusus portfolio is
 

poor. Repayment is lower than the general BKK loans (Umum),
 

although co-mingling of Khusus and general loan funds makes it
 

difficult to determine precise repayment rates.
 

Phase II: Survival of the Fittest
 

Phase I was devoted to improving the effectiveness anA
 

efficiency of BKK operations without little injection of 
new
 

working capital into the program. Phase II overlapped with Phase
 

I, as those BKK units created early in the proqram's evolution
 

gradually were forced to finance themselves with funds generated
 

from their ongoing operations to repay their provincial
 

government loans; the only exceptions were 10 BKK units that each
 

received an additional loan of Rp 1 million in recognition of
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especially good performance. Phase II ended in 1979 for the 65
 

BKK that received technical assistance and additional capital
 

under the auspices of 
the GOl/AID Indonesia Provincial Area
 

Development Project (PDP) (see "Phase III" below), 
but it
 
continued until 1982 for 
the rest of the BKK in Central Java.
 

During Phase JI, 
BKK units tried both to stabilize and
 

expand their operations, and thus demonstrate that they were
 

financially viable, developmentally sound rural 
credit institu­

tions. However, the cost to the program of trying 
to foster
 

sustainability in this manner was high: 
 33 percent of the BKK
 

units either closed or continued at very low operating levels.
 

Phase III: Rehabilitation and Expansion
 

Phase III is primarily a period of rehabilitation for BKK
 

that have collapsed, as well as rapid expansion for relatively
 
healthy BKK. This phase is characterized by a combination of
 

significant capital injections and the application of lessons
 

learned during the initial decade of BKK operations. Phase III
 

began in a limited area with the introduction of PDP in 1979, but
 

has now spread to the remainder of Central Java.
 

Foreign technical assistance and capital injections to the
 

BKK program are still being applied as 
part of PDP. This
 
project's objective is to 
increase the capability of provincial,
 

district, and sub-district planning units to identify, design,
 

and implement rural-based income-generating projects through the
 
provision of a combination of rural development advisory services
 

and rural credit.
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PDP is currently operating in eight provinces throughout
 

Indonesia, although its efforts are focused on subgroupings of
 

poorer districts within these provinces. In Central Java, for
 

example, PDP assistance is for only Demak, Kudus, Jepara,
 

Rembang, and Pati, which 
are among the poorest districts in
 

Central Java. Thus PDP assistance to the BKK program has been
 

devoted to these five districts, and has helped the 30 remaining
 

districts and municipalities only indirect
through program
 

support.
 

The PDP districts in Central Java have served as 
a valuable
 

testing ground 
for new BKK procedures and initiatives, the most
 

successful of 
which are now being transferred to non-PDP
 

districts. Moreover, PDP technical assistance has served as 
a
 

catalyst between the BKK, the BPD, and the GOI.
 

For example, PDP has granted approximately Rp 327 million 

($500,000) to establish a revolving fund within the BPD for the 

65 BKK in the PDP area. As in the case of the loan that estab­

lished the BKK program, BKK units pay a 1 percent monthly
 

interest charge to 
support BPD technical supervision and program
 

development activities. However, unlike the 
initial provincial
 

government loan, the PDP grant enables the BPD to relend BKK
 

principal repayments, thereby allowing BKK to grow faster and
 

provide a continuous source of income to cover BPD costs. 
This
 

innovation was introduced when the BPD could no longer cover 
its
 

BKK technical supervision costs interest it
with the income 


received on the provincial government loan. Thus, the PDP grant
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helped to sustain and revitalize the BPD technical supervision of
 

the program, which has been critical 
to BKK success. Other
 

financing subsequently made available to the BKK program also
 

has used this revolving fund model.
 

In addition, PDP technical assistance has helped to develop
 

a classification system to 
stratify BKK by the overall magnitude
 

and viability of their lending cperations. This has allowed the
 

BPD to assign credit ceilings based upon a BKK's economic
 

soundness. The classification system is now applied to the
 

entire BKK program.
 

PDP has also provided technical and financial assistance to
 

assist in the rehabilitation of failed weak BKK, and
or the
 

expansion and diversification of successful BKK. This process has
 

taught the BPD the steps by which to rehabilitate those BKK that
 

are barely functioning or have ceased to operate (Class V BKK).
 

Such technical assistance and capital infusions were responsible
 

fox decreasing the number of Class V in the PDP area, 
from 26 to
 

7 within three years.
 

In 1981 the central government demonstrated its strong
 

support of the BKK program by having the Ministry of Finance
 

extend a Rp 3 billion ($4.7 million) BKK program loan the
to 


pruvincial government. This loan is being channeled through the
 

BPD, as are all BKK monies, for the purpose of rehabilitating and 

upgrading BKK. The loan is provided interest free to the BPD, 

and has a 20-year payback with a three-year grace period. BKK, 
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in turn, pay the BPD 1 percent per month for these funds; the
 

interest charge is divided into 0.6 percent for BPD operating
 

expenses and 0.4 percent for a BKK program development fund.
 

The provincial government also committed Rp 150 million
 

($235,000) in 1981/82 and Rp 200 million ($300,000) in 1982/83 as
 

new capital, particularly emphasizing assistance to the weakest
 

BKK. The BKK would like to use the first grant to purchase safes,
 

fireproof filing cabinets, and motorbikes. In addition, the pro­

vincial government has allocated Rp 106 million ($150,000) to
 

retrain all BKK staff and Rp 20 million ($30,000) to cover the
 

administrative costs of the classification surveys and program
 

implementation tasks required to precede disbursement of
 

the Rp 3 billion central government loan,
 

As for the healthy (sehat) BKK, the BPD has agreed to fur­

nish additional capital by granting them direct loans on terms
 

similar to those under which they were initially capitalized.
 

The commitment of the BPD's own funds indicates the bank's confi­

dence in the healthiest BKK, as it implies they are comparable to
 

other institutions credit worthy enough to receive interbank
 

loans.
 

The BKK program now has considerable accumulated working
 

capital, significant new funds upon which to draw, a cadre of
 

trained and committed personnel, and an operating system that is
 

functioning efficiently and effectively. For the future, its
 

principal task is to expand, diversify, and institutionalize BKK
 

lending activities.
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CHAPTER TWO
 
BKK ADMINISTRATION
 

PROGRAM ORGANIZATIONAL STRUCTURE
 

The BKK is a single program only in that it operates under
 

the auspices of the provincial government and is supervised by
 

the provincial development bank. Each of the 486 BKK, however,
 

is an independent sub-district credit body that is locally
 

administered and financially autonomous. Thus, although all BKK
 

operate under one legal mandate, and are capitalized as a single
 

item in the provincial development budget, program statistics
 

often obscure the range and diversity of individual BKK 

characteristics and performance. 

Figure 1 depicts an organizational overview of the BKK 

program, and shows three arteries of provincially based, locally
 

executed administration: operations, technical supervision, and
 

coordination. The balanced mixture of these three administrative
 

components is critical to the success of the BKK program, as it
 

couples political accountability with financial competence.
 

Operations
 

The BKK program has built-in political accountability
 

because it is incorporated into the structure of local government
 

in Central Java. Although this situation has occasionally led to
 

BKK units compromising their financial integrity by being over­

responsive to political concerns, this tendency has usually been
 

balanced by the BPD's financial controls and administrative
 

supervision.
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Fiaure 1: BXK Organization
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The governor of Central Java presides over the BKK program, 

but operational responsibilities are delegated, through district 

commissioners (bupati) in rural areas or mayors (walikota) in 

municipalities, to sub-district chiefs (camat). BKK administra­

tive authority is therefore at the sub-district (kecamatan) 

level. BKK are staffed with employees from the sub-district in 

which they operate, and may lend only to sub-district residents. 

The sub-district chiefs have final loan approval authority for
 

amounts over Rp 5,000 ($7.50). 

The client focus of the BKK program, however, is at the
 

village level, as most lending is done through village posts to
 

increase client coverage by reducing borrower trinsaction costs.
 

Each BKK operates with a minimum staff of two, a bookkeeper and a 

cashier, usually out of the sub-district government office and
 

rotating village posts. If the BKK generates enough income to
 

support additional staff, it then tries to increase its coverage
 

of the sub-district by expanding the number of its village posts,
 

and perhaps increasing the frequency of these posts. The goal of
 

the BKK program is to have at least one village post for every 

two villages in Central Java, or approximately 4,200 posts; as of
 

December 1982, there were about 1,300 BKK village posts. 

Supervision
 

The BKK program's financial integrity has been well main­

tained through close BPD supervision of BKK program operations.
 

BPD supervision is of technical matters; only the provincial
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government has administrative authority over the BKK. At the
 

program's outset, the BPD designed a unified system of BKK book­

keeping formats and procedures; the provincial government,
 

assisted by BPD staff, has been responsible for all BKK staff
 

training.
 

The BPD's effective execution of its technical supervision
 

mandate is the cornerstone upon which the professionalism and
 

financial resilience of the BKK program has been built. The BPD,
 

being a development bank, has brought its expertise in using 

money both productively and profitably to the BKK program. 

The BPD has assigned its supervision function to a five­

person BKK unit in the Supervision Bureau at its Semarang head­

quarters, together with 29 district supervisors who work out of
 

the BPD's 16 branches throughout Central Java. These BPD
 

district supervisors also coordinate their activities closely
 

with those of BKK program monitors from the district
 

commissioner's office.
 

BPD supervision is financed by a part of the 1 percent
 

monthly interest the BPD charges BK units for their working
 

capital. Additional expenses are met through supplemental
 

income. For example, extra training or equipment is usually
 

financed by provincial government budgetary allocations, and
 

special supplies, such as BPD-designed and -required BKK accounts
 

ledgers, are sold to the BKK.
 

The BPD divides BKK supervision into two categories:
 

passive and active. Passive supervision consists of regular BKIK
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repo:ts: monthly financial statements, quarterly balance sheets
 

and profit and loss statements, and semi-annual classification
 

questionnaires. Active supervision includes site visits by BPD
 

field supervisors to approximately 15 BKK per month, monthly
 

coordination meetings of BPD branch managers and BKK staff, and
 

quarterly supervisor meetings in Semarang with BrD central office
 

staff. In addition, the BPD is also responsible for designing
 

and modifying the BKK financial systems, training BKK staff in
 

the use of these systems, and spot auditing individual BKK units.
 

BPD supervision of the BKK program, although well executed,
 

has two shortcomings whose importance will increase as the
 

program grows. The BKK unit at BPD headquarters is very thinly
 

staffed for a multibillion rupiah, widely dispersed credit
 

program. This leaves the program vulnerable to the performance
 

and availability of a few individuals, rather than reliant on
 

more sustainable institutional capacity. BPD personnel,
 

particularly the BKK unit chief, are overworked, compromising
 

both staff effectiveness and program development.
 

Moreover, the BPD itself is highly centralized and is
 

reticent to delegate significant authority to its BKK supervision
 

unit, which in turn is reluctant to delegate authority to its
 

field supervisors. Overcentralization has sometimes impaired the
 

speed and relevance of BPD responses to BKK program needs, and
 

contributes to the underutilization of highly qualified
 

personnel.
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Coordination
 

BKK policy coordination takes place at the provincial and
 

district levels, by the provincial BKK coordinating body and the
 

district BKK coordinating bodies, respectively. These units are
 

largely advisory committees, and thus are not involved in daily
 

BKK operations. Instead, they provide guidance, as needed, Zor
 

both BKK policy formulation and follow-up.
 

The provincial coordinating body provides advice to the
 

governor, who issues the detailed policy guidelines and admin­

istrative procedures for the BKK program. The role of the
 

district-level coordinating body has been less clear and is only
 

now beginning to be emphasized as the size of the program grows 

and the need for local government supervision becomes more 

obvious. 

PERSONNEL
 

Most BKK staff members appear to be well trained and
 

efficient. In 1981, for example, they disbursed an average of
 

over 200 loans per employee at a cost of about 13 percent of the
 

value of these loans. Specifically, 1,200 BKK employees made
 

approximately 270,000 loans, totaling Rp 7.7 billion ($12
 

million), at an operating cost of about Rp 1 billion ($1.6
 

million).
 

BIK staff members are usually from the sub-district in which
 

they work; all have graduated from primary school, and half have
 

some secondary school education. They are nominated by the sub­
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district chief and appointed by the district commissioner, after
 

which they are sent to Semarang for provincial government and BPD
 

training. This training lasts for about one month, and covers
 

the following areas:
 

9 The GOI's development philosophy;
 

0 The development of Central Java# and the role of the BKK
 
program in achieving province-wide development;
 

* Opportunities for development at the village level;
 

e The structure and functioning of local government;
 

e Basic concepts in rural credit; and
 

e Special BKK bookkeeping.
 

The provincial government also holds 10-day refresher courses
 

periodically to review, update, and upgrade basic staff training.
 

Three such courses have been held to date.
 

Except for those employees who are government civil ser­

vants, which is about one-third of all BKK workers, the BKK staff
 

are paid from income generated by intareRq cn the BKK's out­

standing loans. BKK compensation is generally lower than that
 

of comparatively ranked civil servants and does not include the
 

government pension plan; it is, however, supplemented with a
 

quarterly bonus based on the BKK's performanco: 10 percent of
 

the quarter's profits are distributed among BKK employees on .he
 

basis of salary grade, with downward adjustments for the already
 

better-paid government workers. Thus if a BKK does well, its
 

staff share in the distribution of these profits. Conversely, if
 

a BKK does poorly and its employees are not on the government
 

payroll, then its staff are paid very little, if anything at all,
 

from BiK resources.
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LENDING PROCEDURES
 

BPD Lending to BKK Units
 

BPD lending to individual BKK units is based on a BKK's
 

performance classification and corresponding credit ceiling.
 

This enables the BPD to maintain a financial exposure propor­

tionate to a client's credit risk, and at the same time rewards a
 

successful BKK by allowing it to draw progressively larger
 

capital amounts. Unprofitable BKK are penalized by having lower
 

credit ceilings.
 

BKK are divided into five classes semi-annually on the 

basis of six factors: 

e Total equity; 

* Ratio of villages to village posts;
 

" Number of new borrowers;
 

e Portfolio quality;
 

• Total savings; and
 

e Capital circulation.
 

Equity consists of cash on hand plus total loans out­

standing, less loans overdue more than six months, loans to the
 

BKK, and borrower savings. Half the total weight of the BKK's
 

overall classification is given to the unit's equity rating, as
 

this rating is the best overall indicator of the BKK's total
 

performance to date. Moreover, since all BKK units started with 

an initial Rp 1 million ($2,301) BPD loan, accumulated equity is 

also a good indicator of comparative performance over time. 
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The other five factors are each weighted equally. The ratio
 

of villages to village posts is an indicator of BKK client
 

coverage, as is number of new borrowers.
 

Portfolio quality, calculated as the ratio of number of
 

payments made to number of payments due, is used more as a
 

measure of client discipline and DKK administrative finesse than
 

as a sign of financial health, which is better demonstrated by
 

the equity equation. Also, the level of effort required to
 

report a more revealing indicator of portfolio quality, for
 

example, the value of payments made to the value of payments due,
 

is much higher than warranted by the resulting data's value and
 

reliability -- BPD officials wanted BKK staff to be able to 

complete the classification questionnaire within one day. 

Borrower savings is included both to ensure that the pro­

gram's forced savings program is being followed and to offer
 

another indicator of the BKK's current liquidity.
 

Circulation of working capital is an important indicator of
 

a BKK's dynamism, z.s it reveals whether the BKK's accumulated
 

equity is primarily stockpiled cash, or whether it is outstanding
 

loans generating income and servicing clients.
 

The BPD classifies each BKK on the basis of a weighted
 

average of these six factors, as indicated in Table 4. A classi­

fication determines the capacity of each BKK to absorb new
 

working capital profitably, and thus its BPD credit ceiling. A
 

BKK then draws on this line of credit through the sub-district
 

chief, who signs for all funds lent to the BKK. Despite a BKK's
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overall credit ceiling, however, the BPD releases funds only in
 

tranches, not to exceed Rp 500,000 ($746) for Class I through
 

Class IV BKK, and Rp 200,000 ($299) for Class V BKK. The current
 

distribution of BKK units by class, together with each class's
 

present credit ceiling, is shown in Table 5. This table reveals
 

two important differences between BKK in PDP and non-PDP 

districts: 

e Only 22 percent of the PDP BKK are currently in the 
lower two classes, while 63 percent of the non-PDP BKK 
are in Classes IV and V; and 

e The credit ceiling is Rp 2 million higher ($2,985) per
class in PDP districts, due to the extra infusion of 
capital from area development project funds. 

This classification system has special operational provi­

sions at either end of the scale to enhance its utility as a
 

management tool. A Class V BK is not allowed to continue
 

borrowing until the BPD has conducted an administrative and
 

financial audit of that unit, so that the bank can determine what
 

went wrong and attempt to remedy the situation before the unit
 

resumes lending. As of June 1982, 73 percent of PDP Class V BK
 

(19 BK) had been rehabilitated with outside assistance, while 10
 

percent of non-PDP Class V BKK (16 BK) had risen above Class V
 

status through independently implemented improvements.
 

For the most successful BK, the BPD has established a 

super-class -- "healthy" (sehat) BKK -- to which it has agreed to 

lend its own funds. The BPD has thus far classified 11 BKK as
 

healthy, but has yet to lend bank funds to any of these units. A
 

BK qualifies as healthy if it meets the criteria outlined in
 

Table 6.
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Table 5: BKK Distribution By Class and Credit Ceiling
 

Current 

Class 
Nov. 
1979 

Sept. 
1980 

August 
1981 

June 
1982 

Credit 
Ceiling 

PDP 

(number of BRK units) (millions of 

rupiah) 

I 0 2 7 10 7.0 

II 7 11 12 19 6.0 

III 15 24 28 22 5.0 

IV 17 15 2 7 4.0 

V 26 13 16 7 3.0 

All Classes 65 65 65 65
 

Non-PDP*
 

I - - 11 20 5.0
 

II 
 - - 37 53 4.0 

III - - 85 82 3.0 

IV - - 120 114 2.0 

V - - 168 152 1.0
 

All Classes 421 421 421 421
 

* Non-PDP BKK were not classified until August 1901.
 

Source: Bank Pembangunan Daerah Jawa Tengah
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Table 6: Calculation of Healthy BKK Units
 

Criterion* 
 Standard
 

Ratio of current assets > 1.50
 
(at 0 of the actual figure)
 
to current liabilities
 

Ratio of debt to equity < 0.75
 

Ratio of savings to equity < 0.70
 

Ratio of debt plus savings to equity < 1.25
 

Six months' profit > 101
 

Number of trained staff > 4
 

Calculation
 

The new loan ceiling is calculated so that if the savings to
 
equity ratio is greater than 0.50, it will bring the debt plus

savings to equity ratio to 1.25, and if the ratio of savings to
 
equity is less than 0.50, it will bring the debt to equity ratio
 
to 0.75.
 

*The conservative estimate of current assets from criterion number
 

one is used throughout these calculations.
 

Source: Bank Pembangunan Daerah Jawa Tengah
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BKK Lending to Clients
 

Procedures for BKK lending to individual borrowers 
are
 

designed to maximize speed and simplicity, while minimizing cost
 

and risk. Consequently, the main features of BKK lending policy
 

are:
 

• 	Reliance on a character reference from the village head­
man rather than on client collatoral or a BKK feasibility
 
study;
 

e 	Little subsequent screening other than to try to ensure
 
that the loan is borrowed for productive purposes and not
 
consumption;
 

* 	BKK approval authority for loans less than Rp 5,000
 
($7.50), and sub-district chief approval ior all other
 
loans;
 

* 	Client ceilings based on a borrower's BKK repayment

record, beginning with a small loan and slowly increasing
 
over time if the client proves to be a good risk; and
 

0 Lending from either a sub-district office or a village
 
post, whichever is more convenient for the borrower.
 

if a prospective client is granted a loan, he or she will
 

have to repay it according to one of the first five plans
 

depicted in Table 2. All payments are equal amounts, with loan
 

interest and forced savings repaid before the amortization of
 

principal begins. A client's primary incentive for timely and
 

full repayment is future BKK credit; there is no financial 

penalty for late or missed payments. 

These BKK lending procedures have been followed since the 

program's inception, except for the special (Khusus) loan program 

in the mid-1970s. At that time, BKK acted more as collection
 

agencies than banks:
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* Provincial government special technical service agencies
 
selected clients, instead of the BKK; 

e This special credit was a one-time disbursement, instead 
of a revolving fund; and 

9 Interest rate schedules from the technical service 
agencies were used, instead of BXK interest rates. 

Thus this program was not successful because the character
 

reference system was not used to screen clients, selected
 

borrowers had no expectations of further BKK credit, and interest
 

rates were not commensurate with the BKK's assumed risk.
 

SAVINGS PROCEDURES
 

Borrowers theoretically have full access to their savings
 

once their loans has been paid off, but some BKK are reluctant to
 

release these savings because it would reduce 
the BKK's
 

liquidity. They therefore obstruct withdrawals by creating
 

unauthorized restrictions, such as claiming that the savings must
 

be used for productive purposes, and not for holidays, feasts,
 

family emergencies, or household consumption.
 

This practice started during the early years of the BKK
 

program, when there was insufficient capital available to support
 

high default rates or to expand rapidly if a BKK was successful.
 

Many BK do not realize that sufficient capital is now available
 

and that they, therefore, have no real need to forcibly retain
 

borrower savinns. The new "healthy" classification system (see
 

Table 6), which determines which BKK dill be eligible for the
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BPD's own funds, penalizes BKK whose savings levels are too high.
 

This is one of the many efforts that have begun to discourage the
 

forced retention of borrower savings so that BKK policy and
 

practice are reconciled.
 

Although the forced savings charge on loans may no longer be
 

a necessary source of BKK funds, this policy is expected to
 

continue since it does provide some collateral for future loans.
 

However, the BKK are now investigating the possibility of
 

broadening their savings function by beginning a voluntary
 

savings program. Such a program cannot succeed, however, unless
 

savers are confident that they will be able to withdraw their
 

funds upon demand. Thus the practice of forced retention of
 

savings after loan repayment must stop before any voluntary
 

savings program can begin.
 

Savings accounts theoretically earn 0.5 percent interest per
 

month; however, it is unclear whether this policy has been
 

actually followed until recently, especially among lower-class
 

BKK units. BKK must begin to pay interest accrued by clients'
 

savings accounts, and even consider increasing the savings 

interest rate, if they wish to stimulate voluntary savings (see 

Chapter Six). 

MANAGEMENT INFORMATION SYSTEM
 

BPD Haadquarters
 

BK units supply BPD headquarters with sufficient financial
 

and administrative data for tracking individual BKK performance
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and the overall progress of the program. However, these data are
 

highly underutilized because their volume and format outstrip 

BPD's present data-processing capacity. 

The BPD receives four reports from most active BKK units: 

o A monthly financial sumary;
 

e A quarterly balance sheet;
 

o A quarterly profit and loss statement; and
 

9 A semi-annuai classification questionnaire.
 

The financial summary is an activities status report that
 

charts the month's operations, and is the most timely information 

the BPD has on individual BKK units. This summary does not 

indicate cash on hand, however, so the BPD cannot determine if 

BKK are accumulating rather than circulating their cash. The 

balance sheet and profit and loss statement follow 'standard 

accounting formats, except that neither adjusts for bad debts 

because the ?rovincial government has not allowed BKK to write 

off these loans. The classification questionnaire is the most 

detailed report, and is most valuable in assessing BKK perform­

ance in terms of profitability and client coverage. 

Despite this relatively selective inflow of field data, the 

BPD has yet to convert successfully these data into information 

that increases the timeliness and effectiveness of management 

decision making. The BPD uses the first three reports to assess
 

overall program trends and to highlight any unusual occurrences.
 

The fourth report allows the BPD to set credit ceilings for each
 

IKK, based on the unit's classification by the BPD. However,
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these reports are not analyzed systematically, often contain
 

transcription and arithmetic errors, and are cumbersome to com­

pile and access. Thus they are rarely acted upon until well after
 

their relevance has passed.
 

The BPD began aggregating individual BKK balance sheets in
 

1975, and profit and loss statements in 1981; the other two
 

reports are not currently aggregated. Each of these documents is
 

composed primarily of large figures, often in the millions, and
 

the difficulty of processing and using these data is compounded
 

by the hundreds of BK units that report to the BPD. This
 

problem will only grow as successful BKK continue to expand, and
 

failed BKK are rehabilitated.
 

BKK Units
 

Management information systems for individual BKK units are
 

composed primarily of craditional administrative and financial
 

record keeping. All BKK use BPD-designed standardized formats,
 

called "models," of which there are currently 18. Although these
 

models are sometimes cumbersome and redundant, and are not 

differentiated by degree of importance, they are replete with 

cross-checks and internal controls, and are designed so that 

staff with a primary school education can use them after a one­

month training course at provincial headquarters.
 

Table 7 presents a brief description of the BKK models.
 

Theoretically, all 18 models are mandatory, iut in practice, all
 

but the largest BKK have neither the need nor the staff to main­

tain the entire set. Thus in most cases, the most critical
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Table 7: BKK Bookkeeping Models
 

Model Number Description Frequency of Use
 

1 
 Client request/approval
 
list Daily
 

2A Loan repayment record 	 Daily, per village
 
post and type of


2B Delinquent clients 	 loans
 
register
 

3 
 Cash book/running
 

balance Daily
 

4 	 Savings book Daily
 

5 	 Client register by
 
number Per new borrower
 

6 	 Client register by
 
name Per new borrower
 

7 	 Contract book/cash
 
on hand Daily
 

8 	 Customer's loan repay­
ment record (receipt) Per transaction
 

9 	 Composite register Annually
 

10 Commission register
 
(fExed assets inven­
tors) Per transaction
 

11 Casa estimation 	 Daily
 

12 CAsh book 	 Daily
 

13 Bank deposit form 	 Per transaction
 

14 	 Customer's savings
 
book Per transaction
 

15 	 BKK village super­
vision report Per trip to village
 

16 BPD supervisory report Per BPD inspection
 
of BKK
 

17 
 BKK budget 	 Annually
 

18 
 Supervision card 	 Per village post
 
and type of loan
 

Source: Compiled by authors
 



40
 

books, those necessary to complete the BPD-required financial
 

reports, are updated daily, whereas the less important models are 

used at the discretion of each 3rK. 

ror example, all BKK must use the models that perform the 

following essential functions:
 

e 	Compile a register of BKK clients by name (Model 6) and 
borrower number (Model 5); 

* 	Provide these clients with a receipt of all loan
 
transactions (Model 8) and savings transactions (Model 
14);
 

• 	 Keep track of loan repayment (Model 2A) and delinquent 
clients (Model 28); 

e 	Monitor the BKK's overall financial status (Model 3) 
and cash on hand (Model 12); and
 

• 	 Inventory the BKK's fixed assets (Model 10). 

If 	special problems arise, however, other models are avail­

able to address them. ror example, if a BKK unit is having 

difficulty in managing its cash flow, it can use Model 11, or if 

a BKK would like to have written records of delinquent clients' 

renewed promises to pay, it can use Model 15. The problem with 

most of these models is that although they are conceptually 

sound, some are tangential to daily KK operations, and therefore 

tend to detract from the quality of record keeping that is criti­

cal for effective BKK management. 

Nonetheless, the BPD has been able to use its combination of 

overlapping, redundant, core, and peripheral models to build many 

cross-checks and internal controls into the BKK bookkeeping 

system. ror example, the BKK cashier is responsible for keeping 
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the cash book (Model 12), while the bookkeeper is responsible for
 

maintaining a combination cash book and running balance (Model
 

3). Moreover, many critical documents, such as the client's loan 

repayment receipt (Model 8) and savings book (Model 14), require
 

the signatures of both the BKK cashier and the bookkeeper. This
 

in turn requires concurrent transaction entries into two
 

different BKK accounts, one the responsibility of the cashier and
 

the other of the bookkeeper.
 

Such financial controls are important BPD passive auditing
 

tools for supervising hundreds of credit bodies whose very man­

date is also the aspect of the BKK program most open to abuse: 

many BKK have only two employees, always dangerous in cash­

oriented operations, and all BKK are locally run institutions,
 

which both distances them from BPD observation and leaves them
 

susceptible to pressure from local interests. This passive
 

auditing system combined with active supervision has helped to
 

identify instances in which local authorities have allowed BKK 

funds to be used for welfare rather than productive purposes, or 

misused funds in more nefarious ways.
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CHAPTER THREE
 
FINANCIAL OVERVIEW
 

The BKK program is one of the few publicly funded and
 

administered credit programs in the world that make money from
 

providing loans to small enterprises. Interest rates of BKK, high
 

in comparison with other programs but low by most informal sector
 

standards, can cover their cost of funds, administrative
 

expenses, capital erosion due to inflation, any reasonable bad
 

debt losses, and allow substantial reinvestment of retained
 

earnings. The BKK program has copied the positive aspects of
 

traditional moneylenders, who have known for centuries how to
 

provide a valuable service to the community as well as enrich
 

themselves.
 

The program, as a whole, is on a sound financial footing.
 

Although this section combines the figures of all 486 BKK into
 

one financial statement, it should be remembered that they are
 

separate entities. Thus some have over Rp 94 million ($140,000)
 

in equity, while 35 percent are either operating at very low
 

levels or have closed.(1] Unlike many public sector loan
 

programs, the BPD does not inject new capital into BKK that have
 

not handled previous funds correctly. Instead, supervisors
 

analyze why the BKK failed and insist on its making corrections
 

before recapitalization begins. Resources thereby flow to BKK in
 

proportion to their administrative capacity and financial
 

strength.
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LOAN REPAYMENT RATES
 

Financial institutions usually are reluctant to provide
 

loans to small-scale entrepreneurs and traders because these
 

clients are regarded as bad risks. They have no collateral or
 

formal sector borrowing history, and they exact high administra­

tive costs. The BKK program indicates that a combination of
 

personal references from a respected community leader, the
 

expectation of receiving future loans, and the channeling of
 

credit to off-farin productive activities does spur high repay­

ment rates in Central Java.
 

PORTFOLIO QUALITY
 

Overall Quality
 

The quality of the BKK portfolio is excellent; if all loans
 

more than six months overdue are excluded, then only 6 percent of
 

outstanding loans were delinquent in June 1982. This ratio
 

(loans fewer than six months delinquent to total loans out­

standing minus those more than six months overdue) is consistent
 

throughout all types of regions: PDP, non-PDP, rural areas, and
 

modern and traditional cities. The loan repayment statistics
 

found in Table 8 were calculated by the evaluation team, based
 

upon results of the June 30, 1982, BKK classification survey
 

results. [2]
 

Approximately 14 percent of current outstanding loans are
 

more than six months overdue and should be considered unrecover­

able. The short-term nature of BKK loans means that there 
ii 
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little chance that most of these long-overdue loans will be 

repaid. This default rate is deceptively high, since it combines 

over 10 years of loans delinquent over six months; the rate would 

be much lower if a write-off policy had been applied throughout 

the program's history. BKK have resisted writing off these loans 

because they fear that this would eliminate any possibility of 

loan recovery and perhaps reduce incentives for repayment. How­

ever, a write-off policy would provide a more accurate reflection 

of portfolio quality and be useful for management decision 

making. This policy would not have to be announced publicly so 

that BKK agents could still attempt to claim these debts whenever 

possible. At a minimum, BKK should include a provision for bad
 

debts in their financial statements.
 

Urban versus Rural Portfolio Quality
 

Urban centers have both the highest and the lowest default 

rates. The modern urban centers of Semarang and Tegal have the 

worst default rates of the program. Forty-five percent of their 

outstanding loans are more than six months overdue. Explanations 

for why this situation has occurred stress that social cohesion 

is not as strong in these modern cities as in rural areas, or in 

traditional urban centers that have still retained the 

characteristics of rural areas. Semarang and Tegal attract large 

numbers of transients who can easily disappear if they do not 

wish to repay their loans; the village headman approves loans for
 

those he does not know# often for a fee; and the subdistrict
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chief is too busy to supervise the program or to chastise delin­

quent clients. The main incentive for repayment in rural areas -­

the expectation for receiving another BKK loan -- is also weaker 

in urban areas where alternative formal sector credit programs 

are available on more favorable terms. The fact that 10 out of 11 

BKK are no longer operating in modern urban centers suggests that 

a new strategy must be developed in those urban areas before any 

attempts at recapitalization are made. 

The five traditional urban area BKK (located in Pekalongan,
 

Purwokerto, and Magelang) have the lowest default rate of the
 

program: only 4 percent of outstanding loans are more than six
 

months overdue. This good performance has been maintained by
 

utilizing characteristics of these traditional urban centers in
 

BKK program management. These cities retain the close social
 

cohesion prevalent throughout rural Central Java, cover a much
 

smaller geographic area than rural BKK, and serve as the seat of
 

BPD branch offices. Thus BKK have prospered through close super­

vision by the BPD branch and field officers, and high- caliber
 

BKK agents strongly supported by local officials.
 

PDP versus Non-PDP Portfolio Quality
 

Capital infusions and technical assistance that stressed
 

rehabilitation of Class IV and V BKK have resulted in a fairly
 

low (10 percent) default rate in PDP-supported areas.[31 Tech­

niques used to tighten procedures and recover delinquent loans 

were first tested in the PDP area and then spread throughout the
 

region.
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Non-PDP rural areas, in contrast, have a 16 percent default
 

rate. most of these loans were lost during the early experi­

mental years of the BKK program, when seasonal loans were
 

provided for agricultural production or for consumption by agri­

cultural laborers. Such loans were particularly needed in areas
 

where the BIMAS/INMAS agricultural credit program had not yet
 

begun. However, when harvests were poor, as they were in many
 

areas, farmers often had no lucrative secondary activity upon
 

which to rely and thus could not repay their loans. Traders, in
 

contrast, could use their agricultural production as a cushion,
 

rather than depend upon it as the sole source of support. Khusus
 

loans also contributed to high delinquency rates, although the
 

comingling of funds makes it impossible to determine what per­

centage of defaults is due to the Khusus programs.
 

To survive, the BKK program had to move out of the agricul­

tural credit business. It takes only about three years for a BKK
 

capitalized with 1 million rupiah to go bankrupt when seasonal
 

loans are provided at the 2 percent seasonal loan rate. Policy
 

makers had intended to promote agriculture by providing farmers
 

low-interest loans; however, because these interest rates could
 

not cover the risks of such loans, this policy almost caused the
 

BKK program to become bankrupt.
 

The decision therefore was made to service off-farm
 

activities that produced a steady cash income. Since clients
 

could reinvest their BKK loan activity profits into their
 

agricultural activities, agricultural production was still
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expected to indirectly benefit from the BKK program. The BKK 

system of client referrals and gradually increasing short-term 

loans, bypassed in the Khusus programs, was established as one 

that should not be t-apered with if repayment rates were to 

remain high.
 

BKK Reported Loan Repayment Rates
 

Alternative measures of loan repayment status used by the 

BPD provide a different perspective of the program. The BKK 

classification survey uses the number of payments missed to 

payments due to derive a sense of client punctuality. Overall, 

about 32 percent of payments due were actually missed by clients. 

Since no penalties are levied on late payments, this practice has 

substantial costs for the BKK program. 

Other repayment formulas used by the BPD compare cumulative
 

payments overdue to cumulative loans made (in value and number) 

throughout the program's history. Since loans outstanding have
 

grown far more rapidly than delinquent loans, this percentage has
 

steadily declined over time, as shown in Table 9. Only 2 percent
 

of cumulative loans by value and 5 percent by number are overdue
 

when divided by the cumulative amounts of loans disbursed since 

the beginning of the program. This indicates substantial
 

improvement in the quality of loans since the program's incep­

tion. However, since none of these delinquent loans was ever
 

written off, they constituted about 20-25 percent of each year's 
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Table 9: BKK- Cumulative Delinquency Rates
 

Aiount of Overdue 
Cumulative Auount of Cumulative Number of Loans
 

ymnts Overdue Overdue Loans Amount of Loans 
No. of BK Cumulative Amount Cumulative Number of Outstanding at 

Year Units Loaned Lons Disbursed End of Year 

(in percentages) 

1972 200 7.00 16.0 15 

1973 350 6.00 12.0 18 

1974 432 5.00 10.0 21 

1975 465 4.00 9.0 22 

1976 486 4.00 8.0 25 

1977 486 3.10 7.0 25 

1978 486 2.60 5.5 24 

1979 485 2.50 5.4 24 

1980 485 2.40 5.1 22 

1981 486 2.20 4.7 20 

7 mO 
thru 
July
 
1982 486 2.04 4.6 18
 

Source: Compiled and calculated from Bank Penbangunan Daerah Jawa Tengah statistics 
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outstanding loans throughout 1972-1982 and, as previously men­

tioned, presently make up about 18 percent of total loans
 

outstanding.
 

LOAN INTEREST RATES
 

The BKK program's effective interest charge on loans is
 

higher than its nominal rate, since interest is charged on the
 

original loan amount rather than on a declining balance. Loan
 

interest and forced savings payments are made prior to any
 

amortization of loan principal. In addition, 1 percent of the
 

loan principal is subtracted from each BKK loan as a borrower
 

commitment fee.
 

Table 10 compares the monthly nominal and effective interest
 

rates for the six different types of BKK loans (see Table 2 for
 

a more complete description of these plans). These effective
 

rates do not include the interest charge that is used to generate
 

forced savings, since this cannot be considered a source of BKK
 

revenue. Although some BKK make it difficult for clients to
 

withdraw these savings to increase the amount of BKK loanable
 

funds, nevertheless they do legally belong to clients. If forced
 

savings were included as an interest charge to clients, then the
 

BKK effective interest rates shown in Table 10 would double.
 

These effective interest rates outstrip any inflationary
 

pressures to decapitalize the fund and, given high repayment
 

rates, promote rapid growth of the loan portfolio. The highest
 

rate of almost 11 percent per month is for the shortest-term
 



--------------------------------------------------------

51
 

Table 10: Nominal and Effective Monthly Interest Rates
 

Nominal Monthly Effective Monthly
 
Type of Payback Interest Rate Interest Rate[l]
 
Loan Period (excluding savings) (excluding savings)
 

Harian(2] 22 days 4.8 10.9
 

Pasaran 60 days 4.0 6.9
 

Mingguan 12 weeks 3.6 6.9
 

Bulanan 3 months 3.3 5.3
 

Lapanan 175 days 3.4 5.6
 

Misiman[31 6 months 2.0 2.2
 

1 	Effective interest rates were calculated by assuming that interest
 
and commitment fee were repaid before savings and principal

according to the formula.
 

P a loan principal

I a amount of interest plus 1t fee
 
n* amount of first loan payment (interest, fee, principal)
 
n amount of last loan payment (principal)

dz 
 number of days for loan repayment
 
w - number of payments made (only for loan interest, fee,
 

principal; not including any payments solely for savings)
 

(P+I) ( I ) 30 
99p 

(n x1) + (n2 x 2) + ... + (n z x z) I d 

w 

2 Only one BKK currently disburses harlan loans.
 

3 Musiman loans are rarely disbursed.
 

Source: Bank Pembangunan Daerah Jawa Tengah and authors' calculations
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loan, whose daily repayments also increase administrative costs. 

Only one BKK currently provides harian loans, the few other BKK 

that used to offer this type of loan have discontinued it since 

staff are not available to cover each post every day. The musiman 

loan, whose effective rate is only slightly higher than the 

nominal rate due to discounting, is also rarely offered, since 

its low interest rate cannot cover the higher risks associated 

with seasonal loans. 

The most popular loans -- mingguan and bulanan -- have 

effective monttly interest rates of 6.9 percent and 5.3 percent
 

respectively. Since loan repayment rates are generally good, this
 

indicates that small additions to traders' working capital must
 

generate impressive returns. Indeed, of those surveyed, few
 

complained seriously that interest rates were too high. Clients
 

were willing to pay a premium for the convenience of having a BKK
 

post in their own village, and easy loan approval procedures. The
 

BKK clients' transport costs and time losses thereby were
 

considerably less than if they had attempted to receive credit
 

from other lower interest credit programs. Indeed, it may be
 

cheaper to borrow at an unsubsidized rate in the village than at
 

a subsidized rate in the sub-district headquarters.
 

Since no penalities are levied on misseJ payments or delin­

quent loans, however, the effective interest rate for many 

clients is much lower. Many clients make the first few payments 

on time and then repay the remainder in a lump sum at the end of 

the loan period. In such cases the effective interest rate 
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closely approximates the nominal rate. Those who repay loans
 

after the set repayment period are receiving even lower effective
 

interest rates. Over two-thirds of the clients surveyed said they
 

had missed payments, and 32 percent of payments were late,
 

according to the July 1982 classification survey.
 

The sole incentive for clients to make payments on time is
 

that their chances for receiving another loan are almost
 

guaranteed. Chronically delinquent clients are less likely to
 

receive additional loans. Given the high percentage of payments
 

missed, it should be appropriate to investigate the possibility
 

of setting penalties for late payment, perhaps in exchange for
 

lower interest rates for good customers. However, if clients
 

believe that the BKK is not strong financially and will not have
 

the funds to disburse future loans, then few incentives can spur
 

loan repayment.
 

CAPITAL ACCUMULATION
 

Table 11 shows the growth of the BKK program since its
 

inception. Borrowed capital increased between 1972 and 1975, and
 

then declined until the infusion of PDP funds in 1980. Borrowed
 

capital grew at an average annual rate of 18.7 percent.
 

Outstanding loans minus payments overdue, as well as savings,
 

both grew at more than twice the average yearly inflation rate of
 

16.8 percent. Although the amount of loans outstanding minus
 

Payments overdue grew by a compounded annual rate of 35.8 per­

cent, the number of loans grew by only 8.8 percent, indicating
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Table 11: Capital Accus8ulation of the Ba Program, 1972-1982 

Loans 
No. of out-Overdue rrowd

Year an standing payimnts capital Savings Uluity 

(in millions of rupiah) 

1972 200 31.5213.4 152.3 38.4 (-8.7) 

1973 350 89.8499.3 306.0 110.7 (-8.2)
 

1974 
 432 857.9 181,3 446.1 220.1 10.5
 

1975 465 1,096.3 245.3 463.6 285.4 101.9
 

1976 486 1,305.8 326.5 462.2 338.4 178.7
 

1977 496 1 420.1 361.6 422.0 356.3 290.2
 

1978 486 1,581.2 475.0 394.3 385.5 426.4
 

1979 48 1,886.2 454.9 397.6 435.7 598.8
 

1980 485 2,507.7 561.0 506.3 565.9 880.5
 

1981 485 3,319.5 675.7 972.2 733.8 1,337.9
 

July
 
1982 485 4,083.9 752.3 780.8 791.6 1,759.2
 

Note: Equity does not include cash on hand 

Source: Bank Pabangunan Deerah Java Tongah 
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that real loan amounts increased for steady borrowers. High
 

profits have enabled equity to grow at a 55 percent compounded 

annual rate. 

Table 12 compares the BKK balance sheets for 1975, 1978, and 

1981. Some discrepancies exist when items from these financial
 

statements are compared with other BPD data on capital accumula­

tion. Over 90 percent of assets are in outstanding loans, less
 

than 3 percent of funds are in cash, and fixed assets are mini­

mal. BKK cash on hand could cover about 14 percent of member
 

savings. The BKK's low level of idle resources and overhead costs
 

has contributed to the program's financial success.
 

The BKK program increased its reliance on internally gene­

rated profits as a source of funds during this period. Borrowed
 

capital has declined from 36 percent to only 16 percent of
 

liabilities, while equity has increased from 34 percent to 63
 

percent. Thus BKK debt to equity ratio is a conservative 0.56.
 

In September 1982, client savings accounted for almost one­

fifth of the sources of BKK funds. The importance of savings as a
 

source of loan capital should increase if new incentives are
 

provided to tap voluntary savings.
 

Profits of 693 million rupiah ($1.08 million) were earned
 

during the year ending in December 1981 (see Table 13). Unfor­

tunately, the BKK program's income statements cannot be compared
 

over time since statements from only one year are available. One
 

year's profits are higher than all outstanding BPD debt; these
 

debts could be fully repaid after only nine months of operations
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Table 12: BKK Comparative Balance Sheets
 

Assets and 
December 31, 

1975 
December 31, 

1978 
September 30, 

1981 
Liabilities (343 BKK) (397 BKK) (486 BKK) 

(millions of rupiah) 

Assets 
Cash 33.3 65.9 85.8 

Loan portfolio 894.4 1,463.6 3,024.7 

Savings deposits 
with BPD 6.1 16.2 44.3 

Materials building 
and equipment 22.6 78.0 144.7 

Other 7.3 7.8 17.4 

TOTAL 963.7 1,631.6 3,317.0 

Liabilities 

Provincial govern­
ment/BPD 349.8 311.0 520.8 

Ras desa 18.1 24.9 19.5 

Dinas deposits 22.8 11.6 24.0 

Member savings 247.3 359.7 631.1 

Accumulated equity 199.3 669.4 1,625.6 

Net profits from 
preceding year 126.4 254.9 496.0 

TOTAL 963.7 1,631.6 3,317.0 

Source: Bank Pembangunan Daerah Jawa Tengah 
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Table 13: BKK-- Profit and Loss Statement January 1-December 31, 1991
 

(in thousands of rupiah)
 

Income 

Weekly 
Monthly 
Seasonal 

447,440 
492,052 
32,742 

Total Interest Income 972,233 

Administrative Fees 44,835
 
Other 33,510

Residual 
 725
 

Total Income Rp 1,051,303
 

Expenses
 

Interest paid to BPD 25,030
 
Salaries 152,409
 
Payment to kabupatan 48,101
 
Supplies, gas 38,593
 
Other 78,369
 
Depreciation 15,729
 

Total Expenses Rp 358,230
 

Net Profit Rp 693,073
 

Note: Discrepancies due to rounding
 

Source: Bank Pembangunan Daerah Java Tengah
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at current levels. These profits constitute a 24 percent return
 

on the average 1981 loan portfolio; although this percentage much
 

highir than for banks operating in Western nations, it is equiva­

lent to profit rates earned by private commercial banks in
 

Indonesia. [41
 

LOAN TURNOVER
 

The BKK average loan portfolio turned over 2.6 times during
 

1981. This turnover rate jumps to over three times if loans more
 

than six months overdue are excluded from the average loan port­

folio of 1981. Excellent loan turnover reflects the maximum use
 

of loan capital. The average loan was four months long, if
 

defaults are again excluded. Average loans are longer than the
 

longest BKK loan, as a result of delinquencies and the fact that
 

loan activity drops sharply before tie Lebaran celebration so
 

that savings can be released.
 

Table 14 shows the loan turnover rate since the beginning of
 

the program. Loan turnover was highest during the early years
 

when loans were smaller and the portfolio had just been capi­

talized. Poor repayment rates then caused loan turnover to drop
 

until additional capital was injected from the PDP program, and
 

the rehabilitation process began in 1979. Had defaults been
 

subtracted from loans outstanding, then the loan turnover rates
 

would be higher throughout this period. As the Rp 3 billion loan
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Table 14: Loan Turnover 1972-1991
 

Amount of
 
Loans
 
Disbursed 	 Loans Out- Average Amount
 
Throughout 	 standing at of Loan Loan
 
the Year End of Year Portfolio Turnover
 

(a/c)
 

(A) 	 (B) (C) (D)
 

(in rupiah)
 

1972 442,575,807 213,428,597
 

1973 1,179,534,388 498,256,179 355,842,388 3.31
 

1974 2,032,464,607 857,929,870 678,093,025 3.00
 

1975 2,479,701,994 1,096,294,184 977,112,027 2.54
 

1976 2,632,008,377 1,305,824,896 1,201,059,540 2.19
 

1977 2,726,110,000 1,420,097,129 1,362,961,013 2.00
 

1978 2,994,337,223 1581,211,393 1,500,654,261 2.00
 

1979 3,597,075,546 1,886,175,896 1,733,693,645 2.07
 

1980 5,436,751,135 2,507,736,077 2,196,955,987 2.47
 

1981 7,705,186,656 3,319,535,051 2,913,635,564 2.64
 

Source: Bank Pembangunan Daerah Jawa Tengah and DAI calculations
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($4.5 million) from the central government's Ministry of Finance 

is injected into the BKK program and repayment performance con­

tinues to improve, then loan turnover is expected to increase
 

greatly. 

FINANCIAL VIABILITY OF THE BKK PROGRAM
 

The financial statements cited in this section do not
 

include the subsidies and costs that determine whether the
 

program actually is viable and self-sustaining. First, the BKK
 

program, like the system of the World Bank, has no provision for 

bad debts on its balance sheet. Although the World Bank might be 

justified in believing that no country would ever default on a 

loan, the BKK program has less reason for such optimism. A more
 

accurate reflection of the balance sheet is found in Table 15,
 

where all debts more than six months over due and 50 percent of 

those under six months overdue have been subtracted from
 

outstanding loans.(51
 

Inflation is another hidden cost that erodes the value of 

the BKK resources. The true cost of the BKK program's sources of 

funds (the BPD loan, savings, equity, and retained earnings), 

Assuming a 12 percent annual inflation rate, is 10.7 percent of 

liabilities.[6] The government also subsidizes the program by 

paying for about one-third of BKK staff salaries.
 

If all these costs were added as expenses, then the revised
 

profit and loss statement found in Table 16 would be derived. The
 

program would still have been profitable in 1981, with earnings
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Table 15: Reconstructed Balance Sheet (September 30 .1981) 

Assets 	 Liabilities 

(in thousands of rupiah) 

Cash 	 85,821 BI) Loan 520,846
 

Outstanding loans 3,024,653
 
Kas desa 19,484
 

Less:
 
Provision for
 

bad 	debts: Dinas deposits 23,959 

Loans over 
6 mo. overdue1 423,451 Savings deposits 631,064 

Loans 0-180 2 
days overdue 75p616 	 Accumulated 

net 	earnings 1,625,587 
499,067
 

Net 	outstarding Earnings 496,014 
loans 	 2,525,586
 

Savings deposits Provixi.i for 
with BP) 44,313 brA drjbts (499,067) 

Materials, buildings, 
and equipnent 144,717 

Other 	 17 448 Total Liabilities
 
Total Assets 2,817,885 and Buity 2,817,885
 

Assumptions 1: 	 14t of outstanding loans are more than 6 months overdue and will not be 
recovered 

2: 	 5%of outstanding loans are 1-180 days overdue: assume that 50%will not 
be recovered 

Discrepencies due to rounding 

Source: Reconstructed from Bank Patbanguan Daerah Jawm Tengah statistics 
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Table 16: 	 Reconstructed Profit and Loss Statement (January I-

December 31#1981
 

(in thousands of rupiah)
 

Income 

Interest 
Administrative fees 
Other 
Residual 

972o233 
44,835 
33,510 

725 

Total Income 1,051,303 

Expenses
 

SalariesI 228v614
 
Payment to kabupatan 48.101
 
Supplies, gas 38,593
 
Other 78,369
 
Depreciation 2 15,729
 
Bad debts (1911) 72,841
 
Cost of funds 354o,957
 

Total Expenses 	 837,204
 

Net Profit 	 214,099
 

Assumption 1: 	 Currently one-third of salaries are paid by the
 
government directly; if this subsidy were removed
 
salary expenses would rise by 501
 

Assumption 2: Bad debts are 2.5t of the average loans outstanding
 
in 1981
 

Assumption 3: Cost of fundsulO.71 of liabilities
 

Discrepancies due to rounding.
 

Source: 	 Reconstructed based upon information and statistics from
 
the Bank Pembanguan Daerah Jawa Tengah
 

http:fundsulO.71
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of Rp 214 million ($333,000) if all subsidies were removed. This 

amount still represents a remarkably high 7 percent return on the
 

average portfolio in 1981.
 

Although the program as a whole would have been profitable#
 

these figures reflect the strength of the operating BKK since 33
 

percent are in Class V. The BPD estimates that a BKK must be
 

capitalized with a minimum of Rp 2 million ($3,000) for revenues 

to cover the costs of two full-time staff members and other 

expenses. This extremely low break-even point is possible by
 

hiring primary and secondary school graduates who command lower
 

wages than those with higher degrees, keeping overhead costs to
 

the minimum, and maintaining good repayment and high interest
 

rates.
 

NOTES
 

1 Equity a (total loans outstanding) * (cash on hand) ­
((loans more than six months overdue) + (borrower savings) + 
(BPD and other loans to the BKK)]. 

2 	 The best measure of repayment rates, that is, amount
 
repaid/amount -due uould not be derived from BKK records.
 
However, loans outstanding should closely approximate loans
 
due because of the short-term nature of BKK loans. The BKK 
considers loans delinquent only when the last payment is
 
missed.
 

3 	 All PDP BKK are located in rural areas.
 

4 	 The return on outstanding loans increases to 25 percent when 
compared with loans outstanding in 1981 minus loans over six 
months overdue an:d half of other delinquent loans.
 

5 	 This estimate of unrecoverable loans is based upon findings
 
discussed under loan repayment.
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This figure is derived by calculating the effect of a 12
 
percent interest payment on the BPD loan, the application of
 
a 12 percent inflation erosion factor on capital funds
 
(equity and retained earnings), and 6 percent interest paid
 
on savings and dividing the sum by total liabilities. The
 
average annual inflation rate was 12 percent from 1975 to
 
1981. The expected inflation rate for 1982 was also 12
 
percent.
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CA'MR voR
 
POGRAM IMPACT
 

SURVEY METHODOLOGY
 

The survey methodology was designed with the active partici­

pation of BPD, BKK, BAPPEDA, and CJEDP staff.[ll The objective
 

was to interview, within one week, a large, geographically and
 

economically diverse sample of BKK clients. Interviews, there­

fore, had to be short and simple and yet meet the most pressing
 

information needs of those who had requested the evaluation.
 

The sample of BKK is fairly representative of the popula­

tion, although it is slightly biased toward Class I BKK and
 

against Class IV BKK. Class V BKK, units that were either
 

operating Lt very low levels or have closed, were examined on a
 

case study basis and excluded from the survey.
 

After pre-testing the Javanese questionnaire[2] and training
 

12 local BKK staff members and 6 BPD field supervisors, the
 

evaluation team directed a survey of 662 BKK clients throughout
 

Central Java. Borrowers were randomly chosen from those repaying
 

their loans, and were usually interviewed at their BKK office;
 

occasionally, clients were interviewed at their place of
 

business. Since the sample under-represents those who have
 

defaulted on their BK loans, survey results cannot be
 

extrapolated to the BKK client population as a whole. They
 

should, however, provide a fairly representative profile of most
 

BKK clients, since relatively few have defaulted on their loans.
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CLIENT PROFILE
 

Economic Activities
 

Although agriculture is still the backbone of Central Java's
 

economic activities, a long history of subdivision of plots has
 

forced the rural poor to diversify into modest off-farm activi­

ties. Poor families must have a keen awareness of market oppor­

tunities to survive in thls intensely competitive environment.
 

Families allocate their labor and capital resources to those
 

activities that yield the greatest returns. By rotating in and
 

out according to seasonal and market demands, families avoid the
 

risk attached to depending solely upon any one activity. Profits
 

earned from trading activities, therefore, are used to purchase
 

agricultural inputs; a good harvest, however, can foster the
 

expansion of other household economic activities or the start of
 

new activities with extremely modest amounts of capital.
 

Yet bad harvests cause the entire economy to contract. Since
 

most of the petty traders cater to the needs of the rural poor, 

their market declines with decreases in their neighbors' 

purchasing power. Many BKK sharply reduce their loan disburse­

ments because they fear that their clients' activities will not 

yield a cash flow sufficient to repay loans, or that the credit 

will be used for consumption. Previous experience has taught them 

that credit loosely extended during hard times is the surest way 

to cause a BKK collapse. Clients retreat to the informal credit 

sector, whose collection methods are more effective than those of 

the formal sector.
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A typical family has each of its members involved in a
 

variety of income-producing activities. Women dominate the petty
 

trading, food production, and handicrafts fields. During
 

planting and harvest time, they work with other family members on 

their own or rented land . Men often find unskilled labor jobs 

du:ing the off-season, or also engage in marketing. They dominate 

more the physically demanding occupations such as blacksmithing,
 

brickmaking, metal working, and construction.
 

BKK borrowers are fairly representative of Central Java's
 

population. Women receive 60 percent of loans, however, since
 

they dominate the petty trading sector, which receives the
 

largest share of loans. The percentage of loans actually used for
 

female economic activities may indeed be higher than survey
 

results indicate, since men in urban areas often apply for loans
 

on behalf of their wives. Almost all those surveyed said that
 

they owned their own business.
 

Trading was the primary economic activity for over half of
 

the sampled group. Most did not specialize in a specific item but
 

instead marketed a variety of goods that they picked up
 

according to given opportunities. As shown in Table 17, although
 

only 15 percent were involved in agricultural production as their
 

primary economic activity, a majority of those with secondary
 

activities were farmers. Twelve percent were in the services­

repair sector as their primary activity; about 70 percent of
 

these people (9 purcent of the sample) were civil servants.
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Table 17: Economic Activities of BKK Clients
 

Primary Secondary
 
Economic Activity Economic Activity
 

(n=662) (n=449)
 

(in percentages)
 

Commerce
 
(miscellaneous
 
trading) 53 29
 

Agricultural
 
production
 
(farming) 15 54
 

Services/rep& r
 
(govt. employees) 12 4
 

Handicrafts/
 
manufacturing
 
(bamboo weaving) 11 7
 

Agricultural
 
processing
 
(tahu, tempe) 7 6
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Some of the sampled villages were renowned for a single
 

economic activity, such as bamboo weaving or the preparation of
 

tahu and tempe. Thus it is not surprising that a majority of the
 

11 percent manufacturing handicrafts or the 7 percent processing
 

agricultural products were invo: d in these fields. 
 Indeed, the
 

most surprising finding was that there is not a greater diversity
 

in the type of economic activities practiced by BKK borrowers.
 

Age and Family Size
 

Clients were older than expected. Over one quarter were over 

49 years old, pulling the mean age up to 40 years. Most were in 

their prime earning period, 25-49 years, while only 5 percent 

were under 25 years.(3] Only 3 percent of the women were not 

married. The average loan recipient family had five members 

currently living at home; each family member earning an income 

supported an additional 2.6 people.
 

Land Ownership and Education
 

Proxies for clients' socio-economic status were used, since
 

it would have been too time consuming to try to collect accurate
 

household income data. Because interviews were conducted in the
 

BKK office, common proxies derived through observation, such as
 

housing quality and quantity of household items, could not be
 

used. Instead, an imperfect measure of land ownership and the
 

amount of schooling received were used to give a general impres­

sion of the client group.
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The BKK program was expected to attract a large percentage
 

of landless farmers who 
depended on off4farm activities to
 

support their families. However, about 53 percent of those
 

interviewed did own land; this number approximates the percentage
 

of landowners in Central Java.[4] The land ownership status 
of
 

BKK borrowers broken down by urban and rural areas is shown in
 

Table 18. Sixty percent of rural clients owned land; 6 percent
 

did not own their own land but instead rented land for
 

cultivation. Surprisingly, almost one quarter of urban clients
 

owned land.
 

The amount of land owned was greater than average for
 

Central Java. The average land-owning client owned approximately
 

0.9 ha; 72 percent of provincial landholdings, in contrast, are
 

less than 0.5 ha. However, these comparisons are not partic­

ularly meaningful, since the quantity of land owned is less
 

important than its quality. A small amount of irrigated rice
 

land that yields several harvests per year is far more valuable
 

than dry land whose one harves: depends upon the rains.
 

The education received by clients reflects that of Central
 

Java's population. But as shown in Table 19, urban clients have
 

received more formal education than rural ones. Over 60 percent
 

of rural clients but only 45 percent of urban bo:rowers had
 

received no schooling or had not completed primary school. Thus
 

thumbprints instead of signatures are vequired to secure a BIK
 

loan. About the s,'r peLccntage of clients in urban and rural 
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Table 18: Land Ownership and Rental 

Rural Urban 

(n=529) (n-123) 

Combined 

(n=662) 

(in percentages) 

Own land 
and 
rent land 
from others 14 2 12 

Own land but 
do not rent 
land from 
others 46 20 41 

Do not own 
land but 
do rent 
land 6 3 5 

Do not own 
or rent 
land 34 75 42 

Source: Survey results 
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Table 19: 	 Educational Level of BKK Surveyed Clients Compared to
 
Central Java Population
 

Central
 
Rural Urban Total Java
 
(n=539) (n=123) (n-662) (n-12,736.947)
 

I
(in percentages)
 No Schooling 25 20 	 23
 

62 	 4558 60
 
Primary

school not
 

completed 37 25 	 35
 

Primary
 

school
 
completed 28 32 29 28
 

Junior
 
high school
 
completed 6 17 8 7
 

Senior
 
high school
 
completed 3 6 3 4
 

Source: Survey results and 1980 census of Indonesia
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areas have completed primary school, but almost three times as
 

many go on to complete junior and senior high school in urban
 

centers.
 

Location of Borrowers
 

All borrowers in the PDP area and 90 percent of those
 

interviewed in non-PDP areas lived in the same village as the BKK
 

office. Most of these clients, particularly in urban areas, had
 

always received their loans from the same BKK office.
 

Nevertheless, all of these urban clients and three quarters of
 

the rural clients said that they would have traveled to a nearby
 

BKK if one had not been available in their village. One explana­

tion for this discrepancy is that urban dwellers have greater
 

access to cheap transportation than rural borrowers. However, the
 

establishment of posts throughout Central Java has reduced the
 

distance to the nearest BKK office for both rural and urban
 

residents, thereby accounting for their willingness to travel.
 

Experience with Alternative Credit Sources
 

More than one-third of BKK borrowers said that they had also
 

received credit from other sources (see Table 20). This may
 

understate the true number of those receiving alternative credit,
 

particularly from informal sources, since some might have forgot­

ten about loans from family members or may not wish to admit
 

having received loans from illegal organizations such as KOSIPA.
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Table 20: Alternative Credit Sources For BKK Clients
 

Source t of Loans t of Clients Nominal Monthly 

(n-266 loans) (n=662 clients) 
Interest Rate 
(approx.) 

Arisan 32 13 0 

Kosipa 14 6 21 

Sewa,Gadai, 13 5 NA 
IJon or Tebasan 

Kredit Mini 11 4 1 

Bimas/Inmas 8 3 1 

Neighbor, 5 2 
family 

Moneylender 5 2 15 

Simpan-Pinjam 5 2 3 

KCK 2 1 1 

Baden Kredit 2 1 5 
Desa 

Bank Pasar 1 - 4 

?rivate bank 1 - 4 

Raw material 1 - 0 
suppliers 

Other 1 - 9 

No loans - 66 -
received 
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The largest alternative source of credit is arisan savings
 

associations. Sometimes these organizations resemble a lottery by
 

awarding a pooled amount to one of its members; most of the
 

arisan described by BKK borrowers, however, provided small loans
 

whose interest charges were used for group activities and to
 

increase the amount of loanable funds. Although borrowers repaid
 

more than they had borrowed, they did not regard this difference
 

as an 
interest charge since these funds, directly or indirectly,
 

were returned to them.
 

Despite its average 21 percent nominal monthly interest
 

charges, KOSIPA was the second most popular alternative source of
 

credit.(5] This does not necessarily mean that people are still
 

borrowing from this illegal source, but rather that they had
 

previously used it.
 

Land-related credit systems (sews, gadai, lion, or tebasan)
 

provided loans to 5 percent of BKK borrowers overall, but to 10
 

percent of those who owned land. As shown in Table 20, other
 

widely used credit systems, in descending order of popularity,
 

were: the Credit Mini, BIMAS/INMAS, family loans, moneylenders,
 

and simpan-pinjam. A negligible percentage had received loans
 

from the KCK program, rural banks, or raw material suppliers.
 

The chief reason why BKK borrowers had selected these
 

alternative loan sources was that no other source had been
 

available at the time (38 percent). About one-fifth said the
 

source they had chosen was more convenient, 10 percent believed
 

it had lower interest charges (for example, arisan or Credit
 



76
 

Mini)# 7 percent liked the longer repayment period, and one
 

quarter said that a combination of all of these factors had led
 

them to this other source.
 

The reason why borrowers switched to the BKK varied by 

location. A majority of those in the PDP area said they switched 

because they found it more convenient than their previous source; 

most in urban areas and a high proportion of non-PDP rural areas 

were more convinced by its attractive terms. Table 21 indicates 

that none said that they had no alternative sources of capital. 

A high percentage of BKK clients in the PDP area (46 per­

cent) said they would not have attempted to borrow from other 

sources if the BKK office did not exist; most (69 percent) in 

urban areas and rural non-PDP areas (62 percent) said they would 

have borrowed funds either from another credit institution or 

from their family. These responses indicate that borrowers in the 

PDP area, which has the highest ratio of posts to villages* 

consider easy access to credit a major factor in the decision of 

whether and where to borrow; urban residents have a greater 

variety of credit sources within easy access among which to 

choose, and thus can afford to be more discriminating about lean 

terms.
 

RKK Loan Information
 

The average Rp 59,000 loan ($88) received by surveyed 

clients was much greater than the program's overall Rp 33,400 

($50) average. This is because failing BKK, which provide smaller 

loans due to lack of funds, were under-represented in the sample. 
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Table 21: BKK Versus Alternative Sources of Credit 

Reason Why Sorrowers 
Chose DKK 

Convenient 

Good terms 

Quick 

No alternative source 
of Credit 

Other (combination) 

PDP 

53 

26 

21 

0 

0 

Non-PDP 
(rural) 

40 

44 

11 

1 

3 

Non-PDP 
(urban) 

30 

61 

9 

0 

0 

PDP + 
Non-PDP 

41 

45 

12 

0 

2 

What would they have done without BKK credit? 

Would not have attempted 
to borrow elsewhere 

Would have borrowed from 
other credit source 

Would have borrowed from 
family 

46 

54 

0 

38 

46 

16 

32 

62 

7 

38 

s0 

12 

Source: Survey results 
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Average borrowers quadrupled their loan size (in real terms) 

within four years of association with the BKK. Overall, 64 

percent said they had missed loan payments, with a higher 

percentage of urban (76 percent) than rural (Cl percent)
 

admitting loan delinquency.
 

Sampled clients had received an average of 13 loans from the
 

BKK; while the largest percentage had received one to five loans
 

(44 percent), the following breakdown shows that over 25 percent
 

had received more than 20 loans:
 

Table 22: Distribution of BKK Loans to Clients
 

Number of BiZK Loans Percentage of Sampled
 
per Client Clients
 

1 - 5 
 441
 
6 - 10 
 131
 

11 - 20 
 164
 
21 - 40 
 22%
 
Over 40 
 3%
 

The mingguan loan was the most popular type of loan taken by
 

clients. A weekly repayment schedule fit their cash flow pat­

terns, and usually coincided with market day. Also, since posts
 

frequently open only once a week, this loan was the only option
 

for many. The monthly bulanan loan was the second most popular
 

loan in rural areas, while the 35-day lapanan loan was preferred
 

by urban residents. Few six-month musiman loans are currently
 

being disbursed, since interest charges are too low to cover
 

costs.
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Savings
 

BKK borrowers' propensity to save is much higher than
 

expected. Over 40 percent of clients had savings accounts besides
 

the BKK forced savings program. Most placed excess funds in
 

informal sector non-interest bearing savings and loan associa­

tions such as the arisan (51 percent), simpan-pinjam (20 per­

cent), usaha bersama (3 percent), or other savings societies (10 

percent), but a high percentage (17 percent) put their funds in a 

high- interest-bearing savings account (see Table 23).[6] 
 Gov­

ernment subsidies allow tabanas accounts to pay 15 percent per
 

annum on small deposits -- the highest interest 
rate of any
 

formal savings program. Since tabanas are located only in 
urban
 

centers, it is not surprising that urban BKK borrowers could take
 

greater advantage of this option.
 

Half of urban clients said they would move their savings
 

into another savings account if the BKK forced savings program
 

were eliminated; only 9 percent of rural borrowers agreed with
 

this course 
of action. Most villagers preferred to keep the
 

savings at home (37 percent) or 
spend the money (32 percent).
 

However, if they had the same option of earning a high interest
 

rate on savings as their urban counterparts, their willingness to
 

deposit voluntarily their savings in another account might be
 

greater.
 

A 1978 Indonesian Household Budget Survey (SUSENAS) also
 

found potential for greater savings mobilization in rural 
areas.
 

Survey data indicated that despite low 
incomes, rural households
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Table 23: Savings Information
 

Clents with 
Non-BKK 
Savings Accounts 

Rural 
(ns539) 
40 

(n=216) 

Urban 
(n=123) 
48 
(n-59) 

Combined 
(n=662) 

42 
(n-275) 

(in percentages) 

Type of Savings 

Account 

Arisan 49 58 51 

Tabanas 15 24 17 

Simpan-Pinjam 22 14 20 

Usaha Bersama 3 3 3 

Other savings 
societies 13 2 10 

Use of savings if 
BKK savings account 
did not exist 

Open savings A/C 

elsewhere 9 50 17 

Keep savings at home 37 10 32 

Spend the money 32 38 33 

Combination of the 
above 22 2 18 

Source: Survey results 
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had a high 20 percent savings rate. This compares well with other
 

more developed countries 
such as Taiwan (27 percent average
 

propensity to save) that have turned this characteristic into a
 

major propellant of growth. Tapping these 
resources and feeding
 

them into productive sectors will be increasingly important if
 

foreign capital sources continue to decline. The BKK program,
 

through its presence in the countryside and high loan interest
 

rates, is well suited to provide the access and high savings
 

interest rates needed to 
mobilize voluntary rural savings. Fur­

ther discussion of this 
issue is found in Chapter Six.
 

PROGRAM IMPACT ON CLIENTS
 

BKK Loan Impact on Borrowers' Businesses
 

Survey results show that BKK loans did promote the expansion
 

of 
most borrowers' businesses. In addition improving ongoing
to 


activities, 
one quarter of rural clients and 14 percent of 
urban
 

clients (23 percent combined) said they had added new economic
 

activities since receiving their first BKK loan. The BKK's good
 

loan repayment rate is 
one clue that borrowers must be using
 

these loans for productive purposes that generate a cash flcw
 

sufficient to cover 
the high interest charges.
 

Since BKK borrowers juggle their 
resources 
among a variety
 

of household activities, it is difficult to trace the impact of
 

one discrete source of income. Respondents were asked how certain
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aspects of their business had changed since receiving their first
 

BKK loan and whether they thought these changes occurred because
 

of their BKK loans.
 

Almost all clients said loans 
were used as working capital
 

to buy raw materials or goods for resale. A few 
(3 percent)
 

purchased equipment alone, or both equipment and raw materials (2
 
percent). Table 24 
shows that most clients thought their BKK
 

loans caused their raw materials purchases, their sales volume,
 

the number of customers, and their net profits 
 all to increase.
 

Over 40 percent said that their BKK loans had enabled them to
 

order larger quantities and thereby receive suppliers' discounts.
 

Since these discounts were not fully passed on to consumers, an
 

automatic increase in profits 
resulted. The possibility of
 

receiving such discounts was the key 
factor that caused many to
 

borrow from the BKK.
 

Only half said they increased 
the number of their suppliers
 

and the diversity 
of goods sold; the relationship of these
 

developments 
and the BKK loans was weaker, however, than the
 

other proxies of business prosperity.
 

Market Saturation
 

The future growth of these businesses depends upon whether
 

the market for their products is saturated. Many small trader
 

loan programs are justifiably criticized for providing loans to
 
businesses to 
expand without the necessary market for their
 

goods. In these cases, the business uses its loan to purchase a
 

greater volume of raw materials or goods, which it cannot sell.
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Table 24: Impact of BKK Loans on Clients' Businesses 

Decreased 
Remained 
The Same Increased 

Because of 
BKK Loan 

(in percentages) 

Volume of raw 
materials 
purchased 1 11 88 93 

Number of 
suppliers 3 49 49 74 

Variety of goods
sold 

Number of customers 

Sales volume 

2 

1 

1 

47 

12 

12 

50 

84 

98 

74 

89 

92 

Net profits 2 6 96 96 

Source: Survey results 
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Usually the business then must default on 
its loan. Central Java
 

is 
unusual because its high population density provides a strong
 

market for these traders' goods. Thus when a 
 BKK office has
 

provided 100 loans to different clients all practicing the same
 

trade, market demand has absorbed their increased production.
 

Although almost 40 
percent thought that market competition
 

had increased since receiving their first BKK loan, almost 70
 

percent believed that they could still sell more 
of their
 

product at the same price. Entrance into the market is fairly
 

unrestricted since 56 percent believed that others could begin 
a
 

similar business successfully.
 

Use of Profits and BK( Savings
 

Most reinvested 
their profits into their business and
 

withdrew their forced savings for family needs and 
holiday
 

celebrations. The percentage of those using savings for domestic
 

needs may even be greater than shown in Table 25, 
since many BKK
 

allow savings to be withdrawn only if the client states they are
 

for productive purposes. This may explain why only two-thirds of
 

clients have ever withdrawn funds from. their savings accounts.
 

Lebaran and Slamatan 
 holidays consumed a large percentage
 

of savings (16 percent and 2 percent 
respectively); in
 

anticipation, most BKK reduce 
their lending levels several
 

months before Lebaran so that savings can be returned. A small
 

percentage of clients invested 
some of their profits and savings
 

into traditional storages of wealth such as land, gold, silver,
 

and jewelery. 
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Table 25: Use of Business Profits and BKK Savings
 

Profits Savings 

Working capital 58% 36% 

Family needs 28% 36% 

Housing improvement 4% 3% 

Lebaran, Slamatan 1% 18% 

Equipment purchase 2% 2% 

Gold, silver, jewelry 2% 0% 

Start new activity 2% 0% 

Land investment, funerals, 2% 5% 
weddings, other 

Employment Impact of BKK Loans
 

A small infusion of working capital usually is 
not expected
 

to increase the employment generated by seasonal, family-run
 

trading activities. Unlike the equipment purchases that may
 

geometrically increase production and require additional labor in
 

a manufacturing operatien, any marginal increase in small
 

trading activities can be expected to be handled by the existing
 

owner.
 

Surprisingly, BKK loans do seem to have had 
a positive
 

effect on employment. Underemployment of owners decreased, and
 

new full and/or part-time workers were hired by 17 percent of
 

borrowers (see Table 26). The effect of BKK loans 
on increasing
 

the productivity of clients, however, is far strongar than on
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Table 26: Employment Effect of BKK Loans 

Decreased 
Remained 
The Same Increased 

Because of 
DICK Loan 

(in percentagis) 

Amount of time 
spent by clients 
on business 
activity 1 38 62 91 

Number of people 
working in the 
business 1 82 17 54 

Source: Survey results 
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stimulating new employment. While four-fifths of clients thought
 

the BKK loan affected their own productivity, only 54 percent
 

believed it had influenced the number of people working in the
 

business. Often, for example, small entrepreneurs will employ
 

family members in their business, whether or not they need
 

additional help.
 

Over 60 percent of clients said that the amount of time
 

they spent on their business had 
increased since receiving their
 

first BKK loan. Only 1 percent said that the amount of time they
 

spent or 
the number of people working for them had decreased
 

since receiving the loan. Over four-fifths said that the number
 

of people working in the business (usually only themselves) had 

remained the same. 

About 16 percent said that they had hired full-time workers 

since receiving their first BKK loan; 
an average of 1.85 persons
 

were hired by these clients. Usually only the more established
 

small businesses, for example, restaurant owners that were open 

all year, hired full-time labor. This category included both
 

family members and outside paid labor.
 

A greater number of part-time employees were hired by fewer
 

clients; 
13.5 percent of clients each hired, on average, 2.7
 

part-time laborers. The definition of a part-time laborer was
 

anyone, including family members, who regularly worked for the
 

clierc. Most clients chose the option of increasing the number of
 

hours they worked when business was brisk, rather than adding the
 

extra expense of an additional worker.
 



so 

The average sampled BKK client, therefore, created 0.3 
new
 

full-time jobs and 0.4 part-time jobs. This 
reaffirms the belief
 

that the BKK is meeting its goal of increasing the productivity
 

and employment generated by its small entrepreneurial clients.
 

PROGRAM IMPACT ON COMMUNITIES
 

Community Income and Employment
 

The BKK program has contributed significantly to village and
 

area development in Central Java, but is still a long way from
 

fully servicing the province's demand for rt,4l off-farm credit.
 

Most BKK borrowers have benefited from their BKK loans, 
 and
 

most BKK clients have been able to use their loans to generate
 

sufficient income both for loan repayment and for business expan­

sion. Moreover, these clients have found the credit valuable
 

enough to seek it repeatedly, in progressively larger amounts.
 

BKK client success has rippled through local economies 

through backward linkages and income multipliers, although the 

effects of forward linkages and consumer surplus have been 

minimal. 

The primary BKK backward linkage has been through suppliers:
 

about 90 percent of surveyed BKK borrowers have increased the
 
volume of materials they purchase since receiving BKK credit, and
 

almost half have also increased the number of suppliers from whom
 

they buy. Traders purchase their supplies both from within and
 

outside their community.
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In contrast to backward linkages, forward linkages have
 

not been important contributors to the BKK program's community
 

impact. Most BKK clients 
are petty traders and handicraft work­

ers, so they produce or market end products, rather than serve as
 

intermediate suppliers for 
other businesses. In addition, survey
 

results indicate that BKK traders' cost-savings derived from 
new
 
buying patterns usually have not been passed on to consumers.
 

For example, the 41 percent who received 
new supplier discounts
 

seldom subsequently lowered their selling prices. 
 Instead, con­

sumers have benefited chiefly through 
the increased availability
 

and wider diversity of products ii the marketplace.
 

The most significant community impact of the BKK program
 
occurs through income multipliers. In addition to buying more
 

materials from more suppliers, BKK clients have also contributed
 

to 
the economic growth of their communities by spending more on
 

personal consumption through their increased purchasing power.
 

About one-third have used business profits and roughly 40 percent
 

have used accumulated savings 
for family needs and housing
 

improvements. An additional 
18 percent have used their 
savings
 

for the Lebaran and Slamatan holiday celebrations. BKK staff
 

also assume that surplus funds from non-agricultural endeavors
 

are siphoned into agricultural production, since farming is 3
 

secondary economic activity for 
over half of the BKK borrowers.
 

B9K impact on community employment has also been positive, 
although much more moderate than the program's impact on 
community income. Both underemployment and unemployment have 
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decreased as a result 
of the growth of BKK-assisted businesses:
 

since receiving their first BKK loan, 
over 60 percent of surveyed
 

BKK clients spend more time on their businesses, and about one­

fifth have hired new full- and/or part-time workers. However,
 

the number of new employees per business was usually small, as
 

the average surveyed BKK borrower created 0.3 
new full-time and
 

0.4 part-time jobs. These figures, although modest, probably
 

overstate the program's employment impact, because the survey
 

sample excludes Class V BKK, and is biased against clients who
 

have defaulted on 
their BKK loans. The evaluation team therefore
 

did not extrapolate from 
the survey sample to the program's
 

entire clientele.
 

Community Coverage
 

The BKK program is large, both in coverage and in volume, 
when compared with similar credit programs. It now operates in
 

486 of Central Java's 492 sub-districts, and should have made
 

about 300,000 loans totaling approximately Rp 9.7 billion ($14.5
 

million) in 1982, based on projections from figures through July
 

1982.
 

However, there is still a large unmet demand for credit in
 
rural Central Java. The BKK's short-term target is to establish
 

one 
post for every two villages; under this assumption, the
 

existing 1,300 BKK village posts now cover 2,600 villages. This
 

represents only 30 percent of the 8,500 villages in Central Java.
 

Furthermore, survey results indicate that each village may
 

require 
its own BKK post to deliver the effective service and
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convenience desired by BKK borrowers,. thus further increasing
 

coverage demands.
 

This unmet credit demand exists not only in the province's 

villages not yet covered by the BKK program, but also in those 

villages where there are currently active BKK. As of July 1982,
 

there were about 326,000 active BKK savers, which is a rough
 

proxy of the number of present BKK borrowers; this covers 


percent of Central Java's 5 million households.
 

In several BKK visited by the evaluation team, all working
 

capital is turned over daily: those with payments due come to 

the BKK early in the morning, and villagers seeking loans come in
 

the late morning or early afternoon with the hope of receiving
 

some of this cash. 

Repeat borrowing is another sign of unsatisfied credit
 

demand in villages presently being served by BKK. Although
 

surveyed OKK clients received an average of 13 loans over four
 

years, almost 70 percent still felt that with additional credit, 

they could sell even more of their products without reducing
 

prices.
 

However, BKK staff are not sure how much this demand for
 

credit, as well as 
the ability to repay loans, is dependent on an
 

growing economy, or whether clients use new loans to pay off old 

loans. Consequently, after bad harvests, many BKK staff begin to
 

use stricter lending criteria to hedge against BKK failure during
 

economic dovnt rns.
 

6 
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Area Development
 

The BKK program has had its most visible impact in areas
 

where the district commissioner views the program as a vehicle
 

for district-wide development rather than simply as 
a collection
 

of sub-district credit organizations. A striking example is
 

Boyolali, Central Java's seventh poorest district. When its 19
 

BKK were originally clar-ified in June 1981, approximately half 

were labeled either Class IV (7 BKK) or Class V (2 BKK). How­

ever, through the efforts of 
the district government and
 

assistance from successful BKK, all BKK in Boyolali are now
 

classified as Class III 
or better.
 

Boyolali's plan to improve district-wide BKK performance
 

includes a combination of capital injections, technical assis­

tance, personnel incentives, and close supervision. Thus they 

used the same strategies as those later employed by the PDP 

program and gained similar results. 

In the mid-1970s, when new funds were not yet forthcoming 

from Semarang, non-BPD capital was supplemened by a Rp 5 million 

($12,000) district government grant to its BKK. Local funds were 

again provided to Doyolali BKK following the first classification 

survey, through an 
inter-BKK lenuing program: profitable BKK lent
 

appr:oximately Rp 500,000 ($800) to struggling BKK, at 1 percent 

per month. All of this money was repaid within six months. 

In the second instance, however, infusions of local capital 

were complemented by the provision of technical assistance. No 

DKK was eligible for new funds until BPD andthe district 



93
 

government supervisors had conducted an administrative and finan­
cial review of BKK past performance, and the BKK had corrected
 

all of the problems identified by these supervisors. BKK changes
 
usually involved 
personnel switches, together with reviaed
 
lending and 
bookkeeping procedures, and were often implemented
 

with the temporary help of staff from a successful BKK.
 

The above capital and technical assistance were supplemented
 
by a district government effort to hire 
the best-performing BKK
 
staff into the government civil service. 
This policy offered BKK
 
employees the multiple incentives of higher pay, security,
more 


and a pension plan. 
The policy has greatly encouraged BKK staff,
 
and approximately half of Boyolali's 76 BKK employees are now
 

government civil servants.
 

Thus the district government's capacity to look beyond the
 
performance of individual BKK units 
to the health of the BKK
 
progiam throughout Boyolali has enabled strong BKK to assist weak
 
units, and has allowed the government to apply financial and
 
technical assistance in an effective and 
equitable manner. The
 
Boyolali experience presents a compelling model fo7 how other
 
districts might strike 
a balance between BKK program decentrali­

zation and the application of 
this program to district-wide
 

development.
 

While the Boyolali approach may serve as a positive model
 
for the constructive application of district and sub-district
 

government resources, lack of consistent financial and admini­

strative district support has 
damaged several BKK. For 
example,
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when 	district commissioners have failed to replace corrupt or
 

incompetent BKK staff, or sub-district chiefs have decided that
 

the BKK should be a social welfare program in times of economic
 

distress, BKK units have gone bankrupt. Local government
 

development priorities have been and will continue to be a
 

critical factor in determining the nature and magnitude of BKK
 

community impact. 

NOTES 

1 	 For additional information on survey methodology, see Annex 
A.
 

2 	 The Javanese questionnaire, together with an English
 
translation, is presented in Annex C.
 

3 	 Nineteen percent of Central Java's population is 15-24 years

old, thereby suggesting that BKK borrrwers under-represent
 
those entering the labor force. Since members of this group

have no credit history and therefore are greater risks, it
 
is likely that others would request loans on their behalf,
 
if needed.
 

4 	 Lack of similar available statistics on landholding

practices in Central Java prevents these statistics from
 
being compared rigorously with the general population.
 

5 	 To simplify the data gathering process, the survey team
 
asked borrowers how much cash they had received, how much
 
they had repaid, and how many days they had had to repay the
 
loan from the alternative credit source. Because the
 
interest rates calculated on the basis of this information
 
may understate the effective interest rates, they cannot be
 
compared with the BKK effective interest rates shown in
 
Table 10.
 

6 	 Tabanas Tabungan Pembangunan Nasional, or National Develop­
ment Savings Scheme.
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CHAPTER FIVE
 
REHABILITATION OF CLASS V BKK
 

Class V BKK present a special set of problems for program
 

development. Because these units have either ceased to function 

or are barely operating, they pose a critical constraint to BKK 

client coverage, and greatly decrease BKK interest payments to 

the BPD. The rehabilitation of a Class V BKK is a very slow,
 

administration-intensive process, so the majority of failed or
 

failing BKK are still awaiting financial and technical revitali­

zation assistance. However, the PDP program has demonstrated that
 

Class V BKK can, indeed, be rehabilitated.
 

AN OVERVIEW
 

Class V units have been with the BKK program ever since the
 

provincial government stopped injecting additional funds in the
 

mid-1970s, and the problem has lingered to the present. In
 

August 1981, as part of its semi-annual classification survey,
 

the BPD conducted a special study of Class V BKK. Almost 40
 

percent (184 BKK) of all BKK units were ranked as Class V. of
 

which almost half (88 BKK) had ceased lending operations.
 

A similar survey was conducted in June 1982, after PDP had
 

provided financial and technical assistance to 65 BKK for less
 

than three years. Overall about one-third of the BKK units (159
 

BKK) were still ranked as Class V. However, during this one-year
 

period, the number of Class V BKK in the PDP 
area decreased from
 

one-fourth (16 BKK) to about one-tenth (7 BKK) of all PDP BKKI
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whereas in the rest of Central Java, the proportionate number of
 

Class V BKK remained almost the same (from 40 percent in 1981 to
 

36 percent in 1982).
 

The number of Class V BKK in the PDP area dropped from 26 to
 

7 during the three years that the BKK units received PDP techni­

cal and financial 
assistance. Procedures to rehabiliate BKK were
 

developed by provincial government and BPD staff, assisted by the
 

PDP rural credit adviser. Their aim was to use the PDP area as a
 

testing ground to experiment with rehabilitation techniques, and
 

isolate those that were most effective. This experiment has
 

demonstrated that various combinations of the following tactics
 

were most successful in revitalizing and upgrading PDP BKK:
 

e Retraining or replacment of BKK staff;
 

* 	Restriction of loans to borrowers with off-farm produc­
tive activities;
 

* 	Infusion of new funds; and
 

* Strict supervision of the BKK.
 

Recently committed recapitalization funds will allow this proven
 

rehabilitation technique to be applied to the rest of the BKK in
 

Central Java.
 

This experiment led to the discovery that BKK have failed
 

for a variety of reasons. Remedies for recovery also would have
 

to vary considerably. In the 1981 classification survey, the BPD
 

conducted a special review of the causes of BKK failures, and
 

concluded that over half collapsed due to misuse of funds by BKK
 

staff members. Another one-fifth failed because funds were lent
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either for inappropriate purposes or to inappropriate sectors.
 

The last major group of BKK failures, accounting for another one­

fifth of Class V BKK, was caused by borrowers who were either
 

unwilling or 
unable to repay their loans. Natural disasters only
 

accounted for 5 percent of all collapses, and lack of staff and
 

competition from other credit institutions were each responsible
 

for 	about 2 percent of BKK failures. The results of this survey
 

are 	summarized below.
 

Table 27: Reason for BKK Failure
 

Percentage of Failed BKK
 

1. 	Misuse of funds by
 
BKK staff 
 52%
 

2. 	Borrowers unwilling/unable 21%
 
to repay loans
 

3. 	Funds lent for wrong
 
purpose or to wrong
 
sector 
 18
 

4. 	Natural disaster 
 5%
 

5. 	No BKK staff 
 2%
 

6. 	Competition from similar
 
credit institutions 
 2%
 

Total 
 100%
 

One cannot help but notice that, according to the above
 

table, over 
90 percent of BKK failures were caused by dishonest,
 

misinformed, or unaggressive BKK staff, that is, staff who did
 

not pursue delinquent clients. The BPD thus concluded that it
 

could best deal with Class V BKK by:
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* 	 Bringing corrupt 
BKK 	staff to court or before an
 
arbitration board;
 

* 	 Conducting refresher training courses 
for all BKK staff
 
that 	emphasized 
the program's purpose, bookkeeping

skills, and the need to 
pursue delinquent clients
 
actively;
 

* 	 Replacing unmotivated or incompetent BKK staff with

newly trained or successful personnel;
 

0 	 Recapitalizing BKK that followed BPD suggestions with
loans on the same terms as their initial BPD loans; and
 

0 Increasing outside supervision of BKK so that these

problems could be identified more quickly and
 
corrective action taken.
 

While the BPD has been able to provide additional training
 

for all BKK staff and fresh working capital for appropriate BKK,
 

it has very little control over the hiring and firing of BKK
 

staff. 
BKK personnel are nominated by the sub-district chief and
 

appointed by the district commissioner, so local staff changes
 

are dependent upon the caliber and interests of these key local
 

government officials. 
 This situation presents a key constraint
 

to the rapid rehabilitation of rural Class V BKK.
 

These personnel difficulties are compounded in modern urban
 

areas by the social fragmentation and metropolitan politics
 

described in Chapter III. However, the 10 Class V BKK in this
 

category make up only 6 percent of all Class V BKK.
 

An additional constraint to the swift rebuilding of Class V
 

BKK is the tremendous amount of personal attention each unit
 

requires during each stage of the rehabilitation process. 
The
 

initial administrative and financial audit must usually 
be
 

conducted using partial and inaccurate records, which are tedious
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and time consuming to reconstruct. If local government officials
 

are part of the problem, because of either personnel selection or
 

misunderstanding of the program, considerable political capital
 

must often be expended to achieve the changes required to reopen
 

a BKK unit. Finally, if all suggestions are accepted by BKK
 

staff and local government officials, continued technical assis­

tance is still necessary to supervise and assist in the implemen­

tation of prescribed procedures.
 

The BPD is currently shouldering the primary burden of Class
 

V BKK rehabilitation. Given the BPD's small BKK program staff,
 

coupled with the laborious nature of the tasks entailed in BKK
 

reconstruction, the number of BKK that the BPD can resurrect at
 

any one time is severely limited. However, this process could be
 

greatly facilitated by the assistance of successful BKK, as was 

done in Boyolali District (see "Program Impact on Communities," 

Chapter Four). 

TWO CASE STUDIES
 

The plight of Class V BKK can be better understood by exam­

ining two BKK units that are indicative of the entire group. The
 

first, BKK Bandongan in Magelang District, has been a Class V BKK
 

since 1976; the second, BKK Welahan in Jepara District, has just
 

progressed from Class V to Class III.
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BKK Bandongan was established in 1974 with a Rp 1 million
 

($2,400) loan from the provincial government, per standard opera­

ting procedures. For the next two years, the BKK lent about Rp 

500,000 monthly ($1,200), and operations were progressing 

smoothly. 

In 1976, however, the area suffered a poor harvest as a
 

result of bad weather, vermin, and rats. Most BKK clients were
 

agricultural laborers who were borrowing for personal consump­

tion, and then repaying thcir loans with harvest earnings. When
 

the crops failed, these clients had no assets or 
secondary
 

economic activities upon which to draw, and 
thus most defaulted
 

on their loans.
 

The BKK did not go bankrupt, but it decreased its funding
 

level considerably, furloughed one of its 
two staff members, and
 

revised lending procedures 
to conform with the BKK program
 

objective of lending primarily to off-farm entrepreneurs and
 

petty traders.
 

Nonetheless, past misfortune still haunts BKK Bandongan.
 

Although current on-time repayment is good, BKK books reflect the
 

impact of the collapse on present portfolio quality. About 40
 

percent of the value of all loans outstanding are delinquent, but
 

three-fourths of these date back to the mid-1970s and most likely
 

never will be recovered. In addition, 80 percent of BKK clients
 

are listed as delinquent, 
and most of these borrowers will never
 

be seen again.
 



101
 

Consequently, the BKK now lends approximately Rp 150,O00
 

monthly ($224), about one-third of its previous lending level in
 

nominal terms, and 8 percent of the earlier monthly turnover in 

real terms. It often runs out of working capital, and can still
 

pay only one staff member -- the other has joined the government
 

civil service. 

But BKK Bandongan is hopeful. 
Both the BPD field supervisor
 

and the district commissioner's BKK progrnm monitor visited the 

BKK in mid-1982. They suggested that the unit might be a good 

candidate for a new BPD loan from the program's large infusion of 

fresh working capital. Not only had the unit managed to survive
 

with very limited resources, but it is also located very close to 

the BPD's Magelang branch office, so the BKK's rehabilitation 

could be monitored closely.
 

BKK Welahan is a 
good example of a successfully
 

reconstructed BKK. It 
is located in Jepara District, and so has
 

been eligible for PDP technical assistance. The experiments
 

tried at BKK Welahan through the PDP program have been
 

successful, and the BKK is now being used as 
a model for the
 

rehabilitation of other Class V BKK.
 

BKK Welahan was established in 1971 with the standard Rp 1 

million ($2,400) BPD loan. The BKK ran smoothly at the 

beginning, but by 1974 a series of accumulated problems converged
 

to cause the unit's collapse. The BKK was subsequently inactive
 

for the next five years.
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Foremost among BKK Welahan's problems during its first three
 

years of operation were inappropriate lending policies and high
 

staff turnover. Like BKK Bandongan, BKK Welahan lent primarily
 

to farm laborers for family consumption, rather than to small­

scale entrepreneurs and petty traders for productive activities.
 

However, the eff.ect of this lending procedure was different at
 

each BKK.
 

Unlike BKK Bandongan, BKK Welahan is in an area where
 

harvests are usually bad, since annual floods 
or droughts are the
 

rule rather than the exception. Consequently, although BKK
 

Bandongan almost went bankrupt because of 
a single bad harvest,
 

BKK Welahan collapsed after three years of steady decapitaliza­

tion. Moreover, BKK Bandongan did not stop operations
 

completely, whereas BKK Welahan's crash was complete and 

enduring: the BKK inactive for
was five years, with a loan
 

portfolio that was 100 percent delinquent.
 

The difficulties created by these lending policies and poor
 

harvests were compounded by BKK Welahan's high staff turnover.
 

Part of this was due to extreme misfortune, for one BKK worker
 

contracted tuberculosis, and another BKK employee suddenly died
 

of unknown causes. Staffing problems also resulted from the
 

continual departure of BKK staff for 
neighboring sub-districts,
 

usually for personal reasons. Staff transience prevented new BKK
 

personnel from learning the lessons previous BKK 
workers had so
 

painfully acquired.
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Thus when PDP technical assistance was introduced in 1979,
 

BKK Welahan had no money and no clients in good standing. Nor
 

was 
there a quick response to the BKK's predicament: the unit had
 

been dead for five years. BKK staff had not been paid from 1974
 

to 1978, when the district government hired two employees in the
 

hope that the BKK would be regenerated. These workers had little
 

to do for the next two years, however, until PDP began working
 

with the BPD to rehabilitate Class V BKK.
 

PDP assistance to the BKK program began by sponsoring two
 

weeks of special BPD training to recently hired BKK staff, in
 

which BKK Welahan personnel participated. The BPD also
 

permanently transferred a staff member of a 
neighboring Class
 

III BKK, BKK Pecangaan, to BKK Welahan, as a form of inter-BKK
 

technical assistance. This person, successful in his past posi­

tion, made every effort to collect old debts while waiting for an
 

external capital injection to complete the external technical
 

assistance. Unfortunately, for the most part he was
 

unsuccessful.
 

Once the BPD 
was confident that BKK Welahan staff understood
 

and could implement BKK lending policies and procedures, it then
 

lent the BKK an-' :r Rp 1 million ($1,600) in 1980, in Rp 200,000 

($320) trar ies. The BPD lent BKK Welahan another Rp 1 million 

($1,600) in similar tranches in 1981, so that at the time the 

evaluation team visited the BKK, it had received a total working
 

capital injection of Rp 3 million ($5,600).
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This combination of financial technical
and assistance
 

appears to have been successful. The BKK now serves 
966 clients
 

from its head office and three village posts, lending
 

approximately Rp 1.4 million ($2,100) monthly. Although only 5
 

percent of the value of loans outstanding are delinquent for less
 

than six months, total delinquency is 22 percent. That is, over
 

three fourths of the value of delinquent loans is from the unit's
 

prior life as a Class V BKK, 
and is probably unrecoverable: BKK
 

Welahan's recent performance has been good enough to reclassify
 

it as Class 
III, and thereby raise its credit ceiling an
 

additional Rp 2 million ($3,000).
 

As these two cases illustrate, the rehabilitation of Class V
 

BKK is a long, tedious, and expensive process. Moreover, each
 

cure must be adapted to the specific malady that causes a BKK's
 

demise, further compounding the difficulty of program-wide recon­

struction of Class V BKK. Nonetheless, the second case is
 

encouraging, as it provides an 
example of the successful applica­

tion of an appropriate mix of administrative guidance and
 

financial infusion. 
Thus one of Central Java's poorest areas
 

once again has access to off-farm rural credit.
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CHAPTER SiX 
FUTURE BKK DEVELOPMENT 

EXTERNAL SOURCES OF LOAN FUNDS
 

Insufficient working capital is no 
longer a constraint to
 

BKK program development. The task now at hand is to apply this 

money to the expansion, diversification, and institutionalization
 

of a well-functioning but still nascent off-farm rural credit
 

program.
 

The BKK program has an accumulated equity, less loans in 

default, of approximately Rp 1.6 billion ($2.4 million). In 

addition, BKK equity has been supplemented recently by a Rp 3
 

billion ($4.7 million) central Ministry of Finance loan and 

provincial government grants of approximately Rp 350 million
 

($530,000) in 1981/82 and Rp 200 million ($300,000) in 1982/83. 

Together, these funds ensure that the BKK program has an 
adequate
 

amount of money to lend 
for the 
next several years. In addition,
 

the provincial government 
has provided grants of Rp 120 million
 

($180,000) during 1982/83 to cover BKK staff training, the 

administrative costs the classification surveys,of 
 and specific
 

program implementation tasks.
 

Another source 
of money for BKK program development will be
 

the BPD's own funds, which the bank has agreed to lend to 
the
 

most successful, or healthy (sehat), BKK on the same terms as it 

lends BKK program funds. This will link the BPD to BKK units
 

commercially, as inter-bank 
lending signifies the increased
 

status bestowed upon the best-performing BKK.
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Moreover, the BKK program will be able once again to experi­

ment with loans to small-scale industries, through the use of PDP
 

funds. The PDP program has allocated about Rp 50 million to the
 

Industrial Technical Devolopment Service (Dinas Perindustrian) to
 

develop small-scale industries. This cooperative endeavor is
 

intended to allow the BKK to explore the most promising areas for
 

program portfolio diversification. However, the lessons learned
 

from the previous unsuccessful Khusus industry development
 

program should be carefully followed, or this new program will
 

also fail.
 

EXTERNAL TECHNICAL ASSISTANCE
 

The BKK program should continue to receive external tech­

nical assistance through PDP, or whatever AID program follows it.
 

The program is 
strong enough financially and administratively to
 

be self-sustaining without further outside help, but the speed of
 

BKK rehabilitation and implementation of new policy initiatives
 

would probably slow down considerably.
 

Specific areas where technical assistance would be most
 

helpful are:
 

* 	 Improving overall BKK program administration,
 
particularly by upgrading 
its management information 
system through the use of microcomputers; 

e Designing, implementing, and assessing a small-industry 

loan window; and 

e Developing the BKK voluntary savings program. 
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External technical assistance, while providing skilled
 

resources 
upon which to draw, has been equally effective as a
 

catalyst for change and a facilitator among sparring political
 

and bureaucratic groups. 
Continued provision of this assistance,
 

although not essential for the survival of the BKK program, would
 

enhance program aevelopment considerably.
 

CLIENT COVERAGE
 

Another major goal of the BKK program is to increase its
 

geographic coverage and client base. 
This can be accomplished
 

through the:
 

* Revival of Class V BKK;
 

" Addition of new village posts to Class I through Class IV
 
BKK; and
 

" Diversification and expansion of the BKK loan portfolio.
 

Large numbers of people have had no access 
to BKK credit
 

since their local BKK unit collapsed -- sometimes as long as nine
 

years ago. However, BPD staff have evaluated all Class V BKK to
 

determine the cause for their collapse. Over 50 BKK have made the 

recommended corrections of their past problems, and are due to 

receive a transfusion of new funds shortly. The remaining Class
 

V BKK will undergo the same process until all have been revived.
 

Expansion of successful BKK is also a high government 

priority. The BKK program aims to hive one post for every two 

villages throughout Central Java. The convenience that such
 

access offers rural borrowers is BKK's source of comparative
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advantage over other formal 
credit programs, and the main
 

justification for high interest rates. 
Some BKK have almost
 

achieved this coverage in their sub-districts; once this is
 

accomplished by all BKK, 
the program should investigate whether
 

it is advisable to have a BKK post in each village.
 

The infusion of funds through PDP, 
or a subsequent AID
 

small-scale enterprise (SSE) assistance project, should enable
 

the BKK to reach more established, slightly larger small-scale
 

enterprises than 
the BKK usually assist. The Dinas Perindustrian
 

is currently conducting an industrial survey to identify high
 

potential small-scale enterprises in Central Java. This list will
 

then be given to the BKK, as a method of identifying potential
 

borrowers. SSE clients who receive BKK loans then also are sup­

posed to receive technical assistance. This could be a useful
 

experiment to 
learn how a credit and technical assistance program
 

may be coordinated effectively.
 

However, strong efforts should be made to 
prevent the mis­

takes of 
the past Khusus program from being repeated. If the BKK
 

only serves as the conduit for another agency's funds, and cannot
 

control who receives loans but is responsible for loan collec­

tion, then the probability of failure is high. Thus any future
 

BKK SSE development program should 
follow the BKK standard
 

operating procedures.
 

Although the Dinas Perindustrian list of enterprises might
 

be a very useful SSE identification method, BKK should not be
 

limited to lending only SSEs this list. Thus
to on after
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potential borrowers are approved by the village headman and BKK
 

staff, small loans for working capital should be disbursed to
 

assist existing businesses. After a good repayment record is
 

established, the BKK can grant progressively larger loans.
 

These loans, however, should have longer repayment periods
 

that reflect the business cycle of these larger enterprises (such
 

as six months to one year), 
and charge interest rates sufficient
 

to cover BKK risk, 
inflation, and administrative costs. Loan
 

limits might be raised from the current Rp 200,000 to Rp 500,000
 

for Class I and II BKK, so that SSE working capital needs may be
 

covered. 
 Only working capital loans should be disbursed through
 

the BKK since the time-consuming procedures that should accompany
 

the disbursement of equipment loans could best be handled by the
 

BPD. Forced savings should not be a component of these loans#
 

especially if a voluntary savings program has been established.
 

As the businesses of clients become more successful, they
 

should be encouraged to graduate 
to other credit programs
 

designed for larger enterprises. Credit programs such as the BKK
 

usually resent this process: the BKK assumes the risk of
 

nurturing a weak business, only 
to pass it on to other financial
 

institutions once it has an established credit record. 
 However,
 

the high interest charges and numerous posts of the BKK would not
 

be justified if it were transformed into a program that provided
 

larger loans to fewer large enterprises. The BKK's unique
 

character should be preserved despite temptations to transform it
 

into a more comprehensive SSE financing institution. That type
 



110
 

of program would require a higher level of technical and adminis­

trative skills 
than current BKK staff possess, and would
 

duplicate similar programs now operating in Central Java.
 

SAVINGS MOBILIZATION
 

The first decade of the BKK program was focused on building
 

an institution that could serve 
the credit needs of small-scale
 

entrepreneurs. In the future, the program should also strive to
 

meet its clients' need for a secure, high-interest-yielding
 

savings institution. A voluntary savings program would provide
 

local communities with a financial service that complements the
 

current BKK lending program. It could also become an 
important
 

source of BKK loan funds, and thus offer another mechanism for
 

assisting in SSE development.
 

In contrast with a voluntary savings program, the current
 

practice of some BKK to 
 retain borrower savings forceably is
 

unfair to borrowers, and unnecessary for the financial viability
 

of profitable BKK, or those BKK being rehabilitated through fresh
 

capital infusions. Not only does the 
0.5 percent monthly
 

interest rate fail to protect erosion of client savings from
 

inflation; the practice by 
some BKK of not allowing savers to
 

withdraw their money on demand also undermines BKK clients' right
 

to the use of personal funds. In theory, clients are allowed to
 

use 
their savings to help repay a delinquent loan. In practice,
 

however, this rarely occurs. 
Since BKK loan agents could easily
 

misuse this accounting transaction, the 
BPD strongly encourages
 

them not to transfer funds in this manner.
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The BPD has begun a campaign to advise BKK agents of the
 

merits of allowing savers to withdraw their funds. The
 

healthy supergrade classification for the most successful Class I
 

BKK uses a savings to equity ratio as one of its criteria: if
 

the ratio is over 70 percent, indicating that savings are 
not
 

being released, then the BKK is not eligible to receive extra BPD
 

funds. This will be a persuasive argument to those BKK seeking
 

such funds, but will not be relevant for most BKK units. How­

ever, the accumulated savings figure used to classify all BKK 
is
 

also an 
indicator of the working capital composition of a BKK,
 

and thud its reliance on savings as a source of loan funds.
 

A successful transition from forced to voluntary savings has
 

several prerequisites. First and foremost, forced retention of
 

savings must end before voluntary savings can begin. Although
 

the evaluation team's survey indicates that BKK borrowers do have
 

additional savings, clients must be enticed into placing them in
 

the BKK. 
The key elements of any successful savings mobilization
 

campaign are:
 

0 Easy Access
 

Clients must feel confident that they can withdraw
 
their savings at any time for any reason. Some programs

also grant withdrawal privileges to someone the client
 
designates, so if the client is ill, 
for example, these
 
savings can still be withdrawn. Since BKK are
 
conveniently located within most villages,

transportation and other transaction costs that
 
sometimes discourage savers should not be a problem.
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* 	 Adequate Interest Rates
 

Clients must earn a real return on 
their funds to

induce them to save rather than spend their earnings.

Savings account interest rates 
must at least cover the
 
erosion of funds due to inflation. To compete with the
 
Tabanas program in urban areas, the BKK would have to

provide the same 15 percent annual interest rate. If
 
the BKK program paid this rate, then rural residents
 
finally would be able to earn same
the return on

savings that urban residents have enjoyed. BKK high

loan interest rates make it one of the few institutions
 
capable of supporting this savings rate without
 
subsidization.
 

• 	 Security
 

Clients must believe that the BKK is a secure plAce

for their savings. The first prerequisite to stimulate
 
savers' confidence is the knowledge that their BKK is 
a
 
financially viable institution. The establishment of a
 
guarantee or 
insurance plan that protectssavings would
 
further increase clients' faith in the program.
 

Donors wishing to encourage rural savings would find the BKK
 

program an excellent opportunity for investment. The first two
 

critical components of a successful voluntary savings program,
 

easy access and adequate interest rates, can be provided without
 

external assistance; 
however, donors could help to establish an
 

insurance scheme that would guarantee BKK savings, through a BPD­

administered program.
 

A variety of options should be examined carefully for their
 

feasiblity, cost, and security prior to the initiation of any
 

voluntary savings program. Failure of 
the savings program could
 

have grave consequences for BKK units and 
their clients, as well
 

as for any future savings mobilization programs in Central Java.
 

Special attention should be given to avoiding any savings
 

program 
that 	would require large amounts of staff time. The
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diversion of this scarce resource might have the unanticipated
 

effect of endangering the viability of BKK lending operations.
 

SUPERVISION OF THE BKK PROGRAM
 

Careful BPD technical supervision is crucial for the con­

tinued success of the BKK program. However, this supervision
 

responsibility is impotent 
without the authority of local
 

government behind it.
 

The BPD recently increased its supervision of the BKK
 

program, as evidenced by the placement of additional BPD field
 

supervisors: there is 
now one BPD supervisor in each of the
 

province's 29 districts. Supervisors presently have a moderate
 

level of authority and responsibility, which will continue to
 

increase as the program grows and becomes more complex. Since
 

BKK staff report to the sub-district chief, however, rather than
 

to BPD supervisors, and are appointed by the district commis­

sioner, the BPD field supervisors will have to continue working
 

closely with these authorities to ensure that BPD recommendations
 

are enacted.
 

Good supervision increasingly will require that BPD super­

visors be able to travel quickly and easily to BKK posts. Funds
 

have already been allocated but not yet utilized for automobiles
 

to be purchased for the business 
use of BPD supervisors.
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As the program expands, the training and supervision respon­

sibilities of 
the BKK unit at BPD headquarters will also
 

increase. Partial computerization should help to reduce the
 

paperwork that swamps this five-person unit. Those currently
 

occupied primarily with bookkepping and secretarial duties could
 

then undergo training that would upgrade allow
their skills and 


them to assume greater data analysis and management responsi­

bilities.
 

MANAGEMENT INFORMATION SYSTEM
 

The BKK unit at BPD headquarters in Semarang is currently
 

inundated with data it
that cannot effectively compile, access,
 

manipulate, or analyze. 
Each periodic report it receives has
 

hundreds of large, interrelated figures for each of the program's
 

hundreds of active BKK units. 
However, the five-person staff
 

cannot possibly process 
and use all of these data employing
 

current manual techniques, which are laborious, time consuming,
 

and highly prone to human error.
 

Realizing this problem, the BPD is now considering the use
 

of PDP funds to install microcomputers in its BKK office to
 

facilitate data processing and utilization. In evaluating how
 

best tn upgrade its current BKK management information system,
 

BPD staff should:
 

* 
 List, in order of priority, the management decisions it
 
must 
make 	regularly regarding BKK policy formulation,
 
program implementation, and performance assessment;
 

• 	 Define the data, formats, and reporting frequency it
would find most useful in reaching these decisions;
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0 Determine the extent to which the current management

information system meets these requirements;
 

0 
 Outline alternative ways to address system defi­
ciencies;
 

* Estimate the 
cost and technical feasibility of each of
 
these alternatives; and
 

* 
 Decide which plan best reconciles 'the bank's trade-off
 
between estimated cost and anticipated effectiveness.
 

In short, computers are only one component of an overall
 

management information system, and should be incorporated into an
 

integrated plan designed to service 
the decision-making needs of
 

BPD staff. However, if the BPD does computerize part of the
 

operations of its BKK unit 
as part of an overall plan to upgrade
 

the unit's management information system, it should also comple­

ment this new hardware with supplementary staff training. Not
 

only would the computer greatly reduce 
current staff paperwork,
 

but it would also perform new data-processing and manipulation
 

functions. BPD 
staff would need special training to enable them
 

to derive the full benefits of these functions in the execution
 

of their daily management responsibilities. For example, staff
 

should be trained to recognize patterns and irregularities in
 

computer print-outs, as well as 
internal relationships and cross­

checks in ledgers.
 

Moreover, implementation of this plan at BPD headquarters
 

should be coordinated closely with revisions 
in BKK field book­

keeping and reporting, so internal BKK data wanted by the BPD can
 

be relayed quickly to the bank in an easily accessible form. At
 

the same time, the burden of local BKK record-keeping responsi­
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bilities might further be reduced by simplifying books that units
 

keep strictly for internal BKK management, and either compiling
 

or eliminating the least important of these books.
 

PERSONNEL
 

Transformation of the BKK program from.an experiment in off­

farm rural credit to an established, self-sustaining institution
 

will be determined in large part by 
its ability to attract,
 

train, and retain primary and secondary school graduates of 
the
 

caliber that now staff the more successful BKK units.
 

Staff selection is now performed at the local level, with
 

the sub-district chief nominating BKK personnel and the district
 

commissioner formally appointing approved staff. 
 This procedure
 

is an effective preliminary screening mechanism, as it ensures
 

local accountability of all BKK staff. 
However, local government
 

officials sometimes use selection criteria that stress personal
 

acquaintance and loyalty over technical 
capability and learning
 

aptitude, and thus compromise the professional competence of BKK
 

staff.
 

The provincial government and the BPD can counterbalance
 

this tendency not only by offering their mandatory one-month
 

training session for all new BKK staff, but also by using this
 

training session to screen personnel a second time. The pro­

vincial government can accomplish this 
in one of two ways. Its
 

first option would be to have the BPD administer a final exam
 

that all BKK trainees must pass upon completion of training
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before local BKK can hire them. 
Alternatively, the BPD could
 

distribute a ranking of each class of trainees to all BKK units
 

represented, with a suggested cut-off point. The former
 

mechanism is stricter than the latter, which would leave the
 

final decision to the district commissioner. However, both plans
 

would have the effect of changing the designation of local
 

government appointees sent for training from BKK staff to BKK
 

nominees; these appointees would become BKK staff only after
 

they have received either approval from 
those administering the
 

course, or 
a second endorsement from the district commissioner.
 

Staff retention is much more difficult to achieve than
 

improved staff selection. 
If BKK are to keep their best staff,
 

they must first resolve the trade-offs between trying to achieve
 

this under the umbrella of government civil service, 

independently, or through some combination of the first two 

options. 

Approximately one-third of all BKK staff are currently 

government civil servants. 
The chief benefit to BKK units of
 

having personnel on the government payroll is that, under present
 

conditions, they no 
longer have any salary obligations for these 

employees -- the only compensation the BKK must provide is the 

quarterly distribution of BKK profits. BKK staff who have joined
 

the government civil service benefit from higher salaries for
 

comparable duties, 
special allowances and perquisites,
 

participation in the government pension plan, job security, and a
 

career path offering many options for upward mobility.
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The primary disadvantage to BKK units of being staffed by
 

government civil servants is lack of employee accountability.
 

This is 
not a problem if the staff member is performing well,
 

and is not diverted from BKK duties to other pressing government
 

needs. 
However, if the staff member is corrupt, incompetent, or
 

lazy, there is little the BKK or 
the BPD can do to remove the
 

individual, other than pressure the sub-district chief to ask the
 

district commissioner to transfer or 
fire the employee.
 

Reassignment or dismissal of poorly performing government
 

civil servants is a difficult task in most countries. However,
 

the unlikelihood of such action in the BKK context 
is compounded
 

by the reticence of local government officials to lose face by
 

breaking both a personal and a public commitment. If the employee
 

is truly unacceptable, no other department will want this
 

individual either. This 
is often the case with Class V BKK,
 

where lack 
of success makes the appointment very unprestigious.
 

The government therefore assigns low-caliber employees to these
 

BKK, thus simply perpetuating the most common reason for 
the
 

BKK's collapse.
 

The only major drawback to joining the government civil
 

service from the BKK employee's perspective is restricted
 

autonomy and flexibility. However, most employees feel this is a
 

small price to pay in return for the much better financial and
 

non-monetary benefits of government employment.
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The issue of retaining good personnel is thus reduced to the
 

ability of the BKK to offer an employee compensation package
 

comparable with that of its chief competitor, the government, at
 

a price that does not jeopardize the unit's financial viability.
 

Salaries could certainly be raised considerably in Class I
 

through Class IV BKK, without substantially reducing their
 

profitability. As for a pension plan, the BKK probably could not
 

finance a scheme that would be competitive with the highly
 

subsidized government program. However, they might be able to
 

have their employees incorporated into the government pension
 

program that covers both direct employees and those of government
 

enterprises. Since the BKK program is government mandated and
 

administered, the inclusion of their employees should not pose
 

any legal difficulties. BKK employees could be covered by the
 

government pension plan in exchange for a relatively small BKK
 

contribution.
 

BKK could increase employee job security and career mobility
 

through intra-district cooperation. Successful BKK that must lay
 

off workers through no fault of the employees can try to place
 

them in neighboring BKK, under an informal reciprocity agreement.
 

Moreover, the most successful BKK staff might rise to levels of
 

administration somewhere between the district and individual BKK
 

units, as the program expands in scope and complexity. Both of
 

these practices would require the pooling of individual BKK
 

interests for the mutual advantage of all units. Otherwise, the
 

best and brightest BKK staff might see no long-term future with
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the BKK program, especially since most are ineligible for posi­

tions with the BPD because of insufficient education and tech­

nical training.
 

SUSTAINABILITY
 

The BKK program is financially self-sustaining if it main­

tains current lending terms and procedures. However, this 

financial viability may be undermined by administrative 

inefficiency and ineffectiveness as the program grows in scope
 

and complexity. To counteract anticipated management problems,
 

the BPD should increase the size and depth of 
its BKK supervision
 

unit, as well as offer an employee compensation package that will
 

attract and retain high-caliber BKK field personnel.
 

Although the BKK program still has several problems, many
 

individual BKK units are now operating smoothly, generating large
 

profits, and expanding quickly. Ultimately, BKK program growth
 

and sustainability can 
be achieved only by maintaining the health
 

of these successful units, and by slowly enlarging their ranks to
 

include BKK previously in the lower classes.
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CuanzR SEV
 
RZPLICABILITY OF THE BKK PROGRAM
 

When 	 a program is successful, planners have a tendency to 

try and replicate it in other regions of the same country, or
 

even 	across continents. Yet specific characteristics of the BKK
 

political, administrative, economic, and social environment have
 

contributed to its success. Lack of any of 
these ingredients
 

could doom a similar project elsewhere.
 

A checklist of 
the factors that have contributed to the
 

succer 
 of the BKK program includes:
 

• 	 Government Support: 
The BKK program is strongly

supported by the central, provincial, district, and

local governments. The GOI and the 
provincial

government are responsible for designing and providing

initial funding. The central government has proved

that it is committed to 
the project through its recent
 
Rp 3 billion ($4.7 million) loan. This situation
 
contrasts with 
that of some small enterprise

development projects in other 
countries that are

primarily stimulated by the lure of outside donor
 
funding. In these cases, the government has less of a

stake in project implementation; elaborate designs

constructed by donor experts are forgotten soon after
 
funding begins.
 

• 	 Decentralization: High-level political support is

complemented by decentralized operations. The involve­
ment of the district government in project implementa­
tion 	has been critical 
to BKK success or failure. The
 
most successful BKK were those that had local officials
 
who understood their objectives, took an active
 
interest in their welfare, and appointed capable staff
 
to serve as loan agents and BKK supervisors.
 

0 
 Skilled External Supervision and Training: The BPD has
 
provided invaluable assistance to the BKK program since
 
its 	inception. The bank has instilled in 
the BKK
 
traditional banking procedures necessary 
to maintain a
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financial institution, blended with innovative tech­
niques geared to assisting small-scale entrepreneurs.

This outside agency ensures that additional financial
 
resources are disbursed to BKK only on 
the basis of
 
their good past performance and absorptive capacity.

The BPD training program to teach intricate stand­
ardized procedures to minimally educated BKK staff 
has

been relatively successful, despite its short length.
BPD branch offices throughout Central Java, BPD field
officers, and BKK program monitors provide important 
sources of on-going support, supervision, and feedback.
 
In addition, the project has been lucky 
to receive
 
expert foreign technical assistance, which has played

a catalytic and facilitating role in the program's

development; AID funds have allowed the program to
 
experiment and grow during a critical formative period.
 

Lending Philoso&,iy: The BKK offers the same convenience 
as moneylenders# but with lower interest costs. BKK 
posts maintain easy access to clients, and a variety of 
repayment plans have been designed to meet clientneeds. Character references and a good repayment per­
formance rather than client net worth or collateral are 
the basis for loan disbursement. Interest rates are

high enough to cover administrative costs, defaults,

and inflation so that the portfolio can grow in real
 
terms. Loans begin very levels
at low ($10); the
 
expectation of receiving future loans results In good
repayment levels. A BKK's inability to provide addi­
tional loans quickly causes widespread defaults.
 

Social: Central Java is one of the most densely pop­
ulated rural in world. parts
areas the 
 Unlike of
 
Africa, almost every village has a critical mass of

clients capable of supporting the costs of manning a

BKK office. 
Strong social cohesion and homogeneity

allow the client reference system to ensure high repay­
ment rates; the BKK experience in urban areas indicates
 
that this is a critical factor behind BKK success. In

addition, a large pool of educated, unemployed youth

makes it possible to staff the BKK with talented but
 
relatively low-cost personne.
 

Economic: The Central Java economy has been dynamic

during the past decade, thereby stimulating the growth

of small-scale enterprises. It also has a well­
developed infrastructure 
that helps to promote

merchandising activities a
and relatively buoyant

market for small-scale enterprises.
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Thus the BKK approach may not work in other regions of
 

Indonesia that are sparsely populated, ethnically diverse, and
 

lacking a respected social figure who can vouch for borrowers and
 

ensure that repayments are made. Other programs must 
adapt
 

appropriate elements of 
the BKK program to the local environment
 

and find alternative means of fulfilling the remAining functions.
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GLOSSARY
 

Indonesian English
 

arsan 
 savings association
 
Badan Kredit Desa Village Credit Body

Badan Kredit Kecamatan (BKK) Subdistrict Credit Body

Badan Perencanaan Pembangunan Regional Development

Daerah (BAPPEDA) Planning Body


bank pasar market bank
 
Bank Pembangunan Daerah Central Java Regional


Jawa Tengah (BPD) Development Bank

Bank Pembangunan Indonesia Indonesian Development
 

(BAPINDO) Bank
 
Bank Rakyat Indonesia (BRI) State Bank of Indonesia
 
BIMAS Program Mass Guidance Program

bulanan loan 
 monthly repayment loan
 
bupati 
 district commissioner
 
camat 
 subdistrict chief
 
desa village

Dinas Perindustrian 
 Industrial Technical
 

Service
 
harian loan daily repayment loan
 
INMAS Program Mass Intensification
 

Program

kabupaten district
 
kecamatan 
 subdistrict
 
khusus special

Koperasi Simpan Pinjam (KOSIPA) Veterans Loan Fund
 
Kredit Candak Kulak (KCK) Petty Trading Credit
 
Kredit Investasi Biasa (KIB) Normal Investment Credit
 
Kredit Investasi Kecil (KIK) Small Investment Credit
 
Kredit Kelayakan Feasibility Credit
 
Kredit Midi 
 Medium-Scale Credit
 
Kredit Mini 
 Small-Scale Credit
 
Kredit Modal Kerja Permanen (KMKP) Small Permanent Working
 

Capital Credit

lapanan loan 
 35-day repayment loan
 
lurah village headman
 
mingguan loan 
 weekly repayment loan
 
musiman loan 
 seasonal loan
 
pasaran loan 
 5-day repayment loan
 
rehat healthy
 
sewa/gadai land-related credit
 

systems

simpan-pinjam savings and loan
 

association
 
SUSENAS Household Budget Survey

Tabanas Tabungan Pembangunan Nasional National Development
 

Savings Scheme

tebasan/ijon in-kind credit
 
tengkulak/bakul moneylender/middleman
 
umum 
 general

usaha bersama savings and loan
 

association
 
walikota 
 mayor
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ANNEX A
 

SURVEY METHODOLOGY
 

The evaluation team's survey methodology was designed to
 
meet, in one week, the dual objective of interviewing a sample of
 
BKK clients large and diverse enough to represent the total
 
population of BKK clients, while ensuring that each 
client
 
interview would be in-depth enough to 
meet the information needs
 
of the GOI, the BPD, and AID.
 

The study team 
therefore conducted a two-stage purposive
 
sample survey of BKK clients. The first stage of sampling,
 
selection of 20 BKK, emphasized balanced geographic coverage of
 
Central Java -- physical dispersion among the province's six
 
regencies was the most reliable way to select a mix of BKK that
 
would be representative of Central Java's economic diversity.
 

Another concern was to maximize the cost-effectiveness of an
 
interviewer's trip to a selected 
BKK, so Class V and newly
 
classified Class IV BKK, which are all either operating 
at very
 
low levels or have closed and therefore have few if any borrowers
 
to interview, were excluded from the sampled population. Instead,
 
the evaluation team investigated the history, current condition,
 
and future prospects of Class V BK 
 on a case study basis, while
 
it was supervising and spot checking execution of the field
 

survey.
 

Stage one sampling thus consisted of the random selection of
 
Class I through old Class 
IV BRK, with intra-class substitution
 
between over- and under-represented regencies in Central 
Java.
 
The survey sample, listed in Figure 2, compares with the total
 

population.
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Figure 2: Sample of Surveyed BKK
 

District (code) Sub-district Class PDP Urban 

Semarang 
Kendal 
Demak 

Pati 
Jepara 
Kudus 
Blora 

Pekalongan 
Tegal 
Brebes 
Brebes 

Purbalingga 
Banyumas 
Banjarnegara 

Magelang 
Kodya Magelang 
Temanggung 

Boyolali 
Sragen 
Klaten 

(A) 
(B) 
(C) 

(D) 
(E) 
(F) 
(G) 

(H) 
(I) 
(J) 
(K) 

(L) 
(M) 
(N) 

(0) 
(P) 
(Q) 

(R) 
(S) 
(T) 

Sumowono 
Boja 
Guntur 

Sukolilo 
Mlonggo 
Gebog 
Cepu 

Peninggaran 
Adiwerna 
Katanggunan 
Jatibarang 

Rembang 
Purwokerto 
Mandiraja 

Mertoyudan 
Magelang Utara 
Candiroto 

Karanggede 
Sumberlawang 
Ceper 

III 

IV 

III 
I 

III 
III 

IV 
IV 

III 
I 

III 
II 
II 

IV 
II 
II 

I 
III 
IV 

X 

X 
X 
X 

X 

Class I 
Class II 
Class III 
Class IV (old) 
Class V 

Population 

10% 
24% 
34% 
33% 
---

Sample 

15% 
25% 
35% 
25% 

Total (rounded) 100% 100% 

PDP 18 20% 

Urban 1% 5% 

Source: Compiled by authors 

81' 
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The sample is fairly representative of the population,
 
although it is slightly biased 
toward Class I BKK and against
 
Class IV BKK because of the exclusion of newly classified Class IV
 
BKK. About 20 percent of the BKK in both the sample and the
 
population are in PDP districts, and urban BKK are 
represented in
 
roughly the same proportion in both the sample and the population
 

(5 percent and 1 percent respectively).
 

The principal concern of stage 
two sampling was to interview
 
a sample of clients at each BKK that reflected the distribution of
 
those who borrowed at the BKK sub-district office, and those who
 
borrowed through BKK village posts. 
 Each surveyor was instructed
 
to interview a minimum and maximum number of each type of borrower
 
at each BKK, so that the client sample would be in the same
 
proportion as 
the BKK's mix of all borrowers. These instructions
 

were closely followed by the surveyors.
 

The evaluation team wrote the survey questionnaire (Annex C)
 
in Javanese, Indonesian, and English; pre-tested 
it at BKK Boja;
 
and made initial revisions. The BDP then called 6 bank BKK super­
visors 
and 12 local BKK staff to its Semarang headquarters for
 
training in administering the survey questionnaire. The question­
naire was revised during the four days of survey training, in 
deference both to the complexity of Javanese, the language in 
which the questionnaire was to be administered, and to the field 
experience of the trainees. 

During the next seven days, the BKK surveyors interviewed 662
 
BKK borrowers at 20 different BKK throughout Central Java. A team
 
composed of one BDP supervisor and two BKK surveyors worked in
 
each of the province's six residencies, while the evaluation team
 
spot checked and assisted these teams, as well as visited Class V
 
BKK. The BDP supervisors also administered a second questionnaire
 
(Annex B) to all BKK heads, designed both as a cross-check on 
central SPD statistics, and an overview of present BKK operations 



and potential for future growth. All supervisors then returned to
 
BPD headquarters and, together with the evaluation team, compiled
 

and reduced the survey data.
 

Throughout the course of this field 
survey, the evaluation
 
team used a Kaypro II microcomputer to facilitate its activities.
 
The microcomputer was most valuable in 
preparing the continually
 
evolving, tri-lingual questionnaire, and in manipulating BPD loan
 
repayment data for the entire BKK program, with which survey
 
repayment figures could then be compared.
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ANNEX B
 

QUESTIONNAIRE FOR BEK ADMINISTRATORS
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PINYANTAAN ONYI PARA ADI4INISTflLOO WK 

Dipouikea slob:
 
beeor Pertanyaam : 
 *669060060.
 

Nam Kocauan :000000 
Rod* Kocamatan :0000000 
lepala EM:69604908 
lame pera intorplu : ****.....***** 

Nam den Pengaws:*...***
 

le 	Morapa banyak mabah 71--Uean Yang saudara uli Kd

dolam kceinetan mL selurukaq. terauk aereke yang!
 
ada d± pe-pon dese?
 

CYILIS JUAB DAN! NASADAN LiANGGLW MK) I 

2. 	 Derapa banyak sasebah langgaaan Yang saudra a:llk I EM I
dl kantor pusat (Kocematen) I 

(TULIS 	 JUl.11 DAN! NASANAN LANOGANAN WI
 
YANG KDIIIJAH DI UANION KMAMATAX).
 

3. 	 Beraps banyak aaaabah lengganaz yang saudeara Esillki mmX I
di pos-pos dose saudara I 

IS JUNLA DAN! MASAIA ANGANAN XI
 
TANG X W AN DI POS-POS DL A).
 

4e 	Detuk potug.', 1aterpiu : Delieb Jumleb dale. 1 XII. I
 
portaayaan3 dougan isaiah dale. portenyaen empae

lal ekes eaberlke kepada sendera porumnae deilI
 
pars masabah leag-an SM peg a@ul&n pada pea­
pos dome.
 
Coatok darl paz's msabab leaggamne Zang saudara
 
Intorpin ekes eama porumteesaya den, pare asbeb I

laggernan Yang moinluam pad&pos-pos dose. 

(TULIS MNSDIWaI DAN! PAR& UMASSA LAMGGANAN1 
TANG MD(INJAM PADA POS-POS DESA) * 

5. 	 Berape proses pinj3amm SIM Yang dlboriLkan kepade TM 
wan:Lta den borapa praos kopada lekl2ki 2
 

SAMPLING DARIPADA NASA M ANG
TI 

DIWA WANCAD.5 RANlS NIILIKI PEOSUTASI TANG
 
SAXA DINGAN mUN AAEI NO. 5
 

6, Seraps banyak poo-pos do$e y"an ktlp Yang saudera j X6 I 

MIS~l DANZ P01-POS DESA TANG AITIP). 
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79 Norapa beaya- plina yang 
si boluse diseieaalkan ? 

audawa slin. yang I 

1 
(TOMI JUIIAN DARI PINJ*AII TANG 3U.UM DISUJ- I 
BUlKN). 

8. 3.wspa Mayak dari pia~aa Yang bolu dieuoatkaa 15 I 
yang .anuagk.(makal) 71 

(fUTS UARI PIIJAMIN WTANG Mfl.T DISELESAIKAN 
YANG NEUGGA CKAKAL) 

I 

Pruue~taa± Yang @ma dai para peainjaU yang I 
muaggak sopeztl. pwomentam dalar portanyaa7 

iO.Data-rata berspa praou darl solurah -poinan yang 1=O I 
maudazs teish buat sojak dibangun IEK 1.1 ..uaad:L I 
pjarnman khusua ? 

(MILS BAZA-RhTA MOTASI DAlI PINJM1 KIUSUS).* 

iielata-rata bewspa proamntaa darl Juflah uang pinam- I USii I 
a "tuaggkan merak" adalak plajamma khaua ? 

(TULlS RATA-RATA PISDItASI DAD! JUMLAB UANG I 
!UUGGAKAN UBrA ADALaN PIJAMAN KIUSUS) 

i2.2ata-rata bewsp. piooestas daiuma usin no 
*tuaggakaa mezak" adalak torimbat ioblh dant 6 bulan! 

(fUMM RITA-RATA PRSMZAI DkD! JULAB UANG 
"TUNGGAIAN XML" TANG TWANSAT LEBIN DAlI 

i.Apekah aebagiam, beear rakyat d:L dalan daerah lzal 1 K13 
mapuayal atu keglatan ekoacul pokok dL:luar 
portanLan ? 

1. Ta. 2. Tdak, 
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-3­

]A* JIMa dealklang apakab koglatan dl luar portanaa I 1M4 I 
tozoobut I I 

M*EOAUZU ZRJNL IPDIUAY& AIG 
1 

20. 	padi-padias. 30. Aayaaan baabu I 
2. 	 Sah-buahan. 31. Tfkang at/oodan 
22. Sayezma. 32a Pokoz'3a song loubaram I 
239 Kaagaago (bol). 
24. 	 Tabh/to.p.;- 3. Portukaagan kaj'u/poz'aboti 
25. 	gold. rumak, tagga. 
26. 	 kldu. 34e Kombuat gmting/bata/ 1 
27. 	 mWayak yaag porlu. batakoo 
28. 	 Ikan pindaag. 35. Batik tulle, 
29. 	 lali~a,. 36. Batik cap. 

37. 	Koramik. 
36. 	Ponds bool. 
39. foabagsA/uulzgam. 
40, Porajutan Jul.. 
41. 	Portonuman kals. 
42. 	Lina. 

50. 	 lopuraml, seng 60. ponomaktan,
 
lomarang 61. lunak makan.
 

51, 	 Reparaml slat 629 Porgudmagan, umn
 
olektroulk, 63. Jagal hevan/ponjual
 

52. 	 !'mg protrot. daftsig. 
53. 	 Roparaml kondara- 64. Podagag koiling pad±/ 

as* 	 bares. 
54Reparami 65, Podagmag ko'l4
 

pelaata iumian"
 
55. Poabanguman. 66. Podagang koliling
 
56o Lalmma,*. nakaaan*
 

67. 	 Podagang ko'4ling 
%%W.sayaran. 

68. 	 Podagag koliling 
mlnak (arang, kayu). 

69. 	 Dagang macam-macas. 
70, Lainga. 
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15, Apakah ada bloais dalam daerak yang no.pkzaakan I B M I 
buruh di luar rumak taugga ?

I* Tas 2. Tldak. 

16. 	 Jika yap Ibiunigbi..±s tips ape moreka Ift ? M= 
(PElMA PZR2&N!&AN 13 VITK KODE). 1
 

AKRIZ DARI PUATAAUN. 



_ _ _ _ _ 

QUESTIONNAIRE FOR BKK ADMINISTRATORS
 

Checked By: 
 Questionnaire Nwuber:
Kecamatan Name:__
 

Kecamatan Code:
 
BKK Head:
 
Name of Interviewer(s):


1. __ _ _ _ _ _ _ _ _ _ _ 
2. 

Name of Supervisor:
 

1. How many clients do you now have 
at this kecamatan in
 
total, including those at village posts?
 

(WRITE TOTAL OF BKK CLIENTS)
 

2. How many clients you have at the head
do now (kecamatan)
 
office?
 

(WRITE TOTAL NUMBER OF BKK CLIENTS WHO BORROW AT
 
THE KECAMATAN OFFICE)
 

3. How many clients do you now have at your village posts?
 

(WRITE TOTAL NUMBER OF BKK CLIENTS WHO BORROW AT
 
VILLAGE POSTS)
 

4. TO INTERVIEWER: 
 DIVIDE THE NUMBER IN QUESTION 3 BY THE NUMBER
 
IN QUESTION 1. THIS WILL GIVE YOU THE PERCENTAGE OF BKK
 
CLIENTS WHO BORROW AT VILLAGE POSTS.
 

(WRITE PERCENTAGE OF BKK CLIENTS 
WHO BORROW AT
 
VILLAGE POSTS)
 

5. How many of your loans are given to 
females?
 

(WRITE NUMBER OF LOANS GIVEN TO FEMALES)
 

6. TO INTERVIEWER: 
 DIVIDE THE NUMBER IN QUESTION 5 BY THE NUMBER
 
IN QUESTION 1. 
THIS WILL GIVE YOU THE PERCENTAGE OF BKK LOANS
 
THAT GOES TO FEMALES.
 

(WRITE PERCENTAGE OF BKK LOANS THAT GOES TO
 
FEMALES)
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7. How many active village posts do you have?
 

(WRITE TOTAL NUMBER OF ACTIVE VILLAGE POSTS)
 

8. 	What is the value of loans you now have outstanding?
 

(WRITE RUPIAH BKK LOANS OUTSTANDING)
 

9. 
What is the value of the outstanding loans are now delinquent?
 

(WRITE TOTAL RUPIAH OF OUTSTANDING BKK LOANS THAT
 
ARE DELINQUENT)
 

10. TO INTERVIEWER: 
 DIVIDE THE NUMBER IN QUESTION 9 BY THE NUMBER
IN QUESTION 
8. THIS WILL GIVE YOU THE PERCENTAGE OF BKK

CLIENTS WHO ARE DELINQUENT IN REPAYING THEIR LOANS.
 

(WRITE PERCENTAGE OF BKK CLIENTS WHO ARE
 
DELINQUENT)
 

11. Approximately what percentage of all 
the loans you have made

since you were established have been Khusus loans?
 

(WRITE APPROXIMATE PERCENTAGE OF KHUSUS LOANS)
 

12. Approximately what percentage of current delinquent loans 
are
 
Khusus loans?
 

(WRITE APPROXIMATE PERCENTAGE OF CURRENT DELINQUENT
 
LOANS THAT ARE KHUSUS LOANS)
 

13. Approximately what percentage of 
delinquent loans are more

than six months overdue? (in rupiah)
 

(WRITE APPROXIMATE PERCENTAGE OF CURRENT DELINQUENT

LOANS THAT ARE MORE THAN SIX MONTHS OVERDUE)
 

14. Do most people in this area have one main off-farm economic
 
activity?
 

1. Yes 	 2. No
 

A410~
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15. If sot what is this off-farm activity?
 

AGRICULTURAL PROCESSING HANDICRAFTS/MANUFACTURING
 

20. 	Grains 40. Bamboo weaving

21. 	Fruits 41. Tailor/sewing
 
22. 	Vegetables 
 42. 	Metal working

23. 	Nuts 43. Carpentry/furniture
 
24. 	Tahu/tempe 
 44. 	Tile making/bricks/batako

25. 	Coffee 
 45. 	Batik tulis
 
26. 	Honey 46. Batik cap

27. 	Essential oils 
 47. 	Ceramics
 
28. 	Ikan pindang 48. Blacksmithing
 
29. 	Meat 49. Copper/brass

30. 	Fried wafers 50. Fishnet weaving

31. 	Other 
 51. 	Cloth weaving
 

52. 	Other
 

SERVICE REPAIRS 	 COMMERCE
 

60. 	Metal repair 80. Transport

61. 	Electronics repair 81. Restaurant
 
62. 	Photography 82. General store
 
63. 	Vehicle repair 83. Butcher
 
64. 	Equipment repair 84. Grain vendor/beras

65. 	Bricklayer 85. Beverage vendor
 
66. 	Construction 
 86. 	Snack vendor
 
67. 	Civil servant 87. Fruit/vegetable vendor
 
68. 	Doctor 
 88. 	Fuel vendor (charcoal,

69. 	Soldier wood)

70. 	Housekeeper/janitor 89. Miscellaneous trading

71. 	Driver 
 90. 	Garbage collections
 
72. 	Barber/beautician 91. Animal trader
 
73. 	Other 
 92. 	Bamboo vendor
 

93. 	Other
 

16. 	Are there any businesses in the area that employ labor outside
 
the household?
 

1. 	Yes 2. No 
 3. 	Don't know
 

17. 	If yes, what type of businesses are they?
 

(SEE QUESTION 14 FOR CODES)
 

END OF QUESTIONNAIRE
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ANNEX C 
QUESTIONNAIRE FOR BKK BORROWERS
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Am l"g apsel 

Pitb I
 

=A - D &AM M KM 1*XW A MO 1WX (0~UM0W IPAIMOM 

UKL M= S PAMA MMl 1AU AM UMl MonaI UUMMa=Mo 
=A SUM MME 1 5 U =LMU I= PAML 9a0= ElM MO MM, 

NLM =AI Sim anE Mu mg=m m ] m MIMA UE In i woA 

-Maaauum WOu MW n 2AIK PhIL SO= AM XMIWU M)WDurM JAMA 
IAN DU0IUGU OW DrAlE KIM RUMUI NIIAMOUI SAM= ZKM Ull PMW 
-z EMAM = urn WiS, JWL =Ga 

AM - V= AM PAMIIAN. 

Is lst* L. Umlto. I 

a. *o paw wqeip I= me" ing d t 10011 

3. hk=71 OP. sAM Im WlAiakw Ms eip I ( OMYaU bam )1 0I 

b= mm WMMa=PAaAUZ!AZ KEAMN 

We !dtmi. 20 PWI-qWISE. 40. hm prn 

tam Ovi. n. lqwin. pmamahta. 
12. V&Wwsf gwm. no. Iasig~amnga 4L how"m wesi. 
13. Tm pitUI.Asd. 31,. bw/tmq. 163. Pertukag kc , /
 
#A. puSka 23. KapL. peaht UJO inws±
 
Is* IgLup baho.. 26o lbd lint.L
 
If. him.. 27o Umasb4.. kag 1s4. Gams gumdmjto/
 

2.Pwiadg l. ust~k.. 

Utik Cap. 

Me. KRU' 47. iso" Poo&k eah 

290 DgLag. Ba 

31. Ltym. lamb* 
48. Imw. Ws" 
49. pegmiqa tedowo 

30. Jlgmpa 
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60. asermul u0g.. hMOlM=.
 
610 amemas, e2WOtri~,I,8. 
 himm
*. Camtt 82~. wupmaiu.
S2. rfm pott. 63. Jep2/iia.
63. ZePetma kemiaiaaa. I** Adu" keUlagcm beras lmn Peri.4. aspen" pultm Urns. 83. Ael k@3434mmmm vauka.

65 ~ms Wfta. 86. Mel koiLiapame ponpuam.
66.OP"iq ponet~ma. 8?. Mal, kollingm ba~ehuwu
67 -.0 utek,misg am). 8% Adel UelL2Aapa snog,kan Ism

GL. Defter. %up.
69. hajuvit. 89. AWNm vus"We.
70. hbi rumb t=m, 90. tdIiig IQIIal berog beka.
71. Sepia. 91. Slfttk kewm.
 
72o Twins WI/ma ki.tum. 92. Dogeg Dling.

73. Urms. 93- Xyveo 

4. Op. 	 pdwyMamld jemgme 11 M.LO. 

3o Op 	 mompm auadekak. Iftembyka umvkee4'i &sagalk. pane"i

cuts&* no uaq'em aw~aq lleP
GmPGUatS ? CIeeamdeq aott. __.I I 

6. 	 Zen inmemo poepm op ?
 
COCO DIPiM= 1MM=u 3 JOAN ,i0 K=Z I
 

7. OCpdm~U UM 1igmew 1. &Ma 20 am. I 

L Op 	 amp-3 uminm.m tambhn poerpa. lljm mok vime aemp I 
utnpa a"a =? 10.MW Lmv 1.22.6 

9o Tm beau, kasrm mug mit uAn mwr100
 
COWDRnIMmP=inW 3 MAUMO MW6
1ST). 

10. 	 IM ffpin, I M~U =a Wn ) 

1. OcaSdwab 4. Sow. **fU)M 
. ors, tot sawak, dewn.3. LILA 7. ~uat. 

3. SdmU& loe. 6. Akimj 

12ulmp. aeqp *Nmewm ? 2.2XMAS I~m 1 
3. eftwm/pa 4. Dwie 

lea13o PO ake AvieeU do". mug dearme ba 7?w 101 I(mTUD CACAU im gA=a uw x= 
hha140.2 

k 
eek l.e knega ab~~inut 4601m±al 12 Waft pamettam IetutbUNON I (O =0tib J= CACAK JlW KMI
 

RNImixum muak piU=m Vamum 
 ~ 	 dbg kug I ' 

15. OP aym m. palt/tab ( Tm"l 	 amuz, Im tegalan 1019 116.19 lose, 2. Oam
 
Ic.~ ~ ZeCPOrr CMO T7L-I PTI. *D177'
~~ a 
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;I. KETEANA1I OZGAYUAN KARO UTANG. 

18. Piro cacabo utang sing via moapoyaa taupo sake DKKf-- 1 016 1 
C CODA TULISEN KAPING PIRO UTANG KANO KATOMPO 8010 DIOC ).*I 

19. Piroaehok sake uteng Iku keng kodadekake uteag khiusus 7- 1 017 1
 
CCOSO TULISEN WIN(; PIRO UTAIIG KNUS SING KATONPO 8010 I
 
BDK ). 1
 

20. 	wamn Piro schpoymn njupuk utangan sing pungknean 7
 
C COBO TUIISUI TAME OLEKE UTANG 0110 DAITAS A 1101503 1K!
 

21 	 Piro $*doe uteag sampoyan sake, BII kang pungkan.
 
CCOBO TULISNI CACABE RUPIAH 0ON0 SADRONE DAYTAR ING NGIS07R
 

22. 	 Jonis uteag apo Iku sau 
1. 	 Dinaa. J* bsn 

3. Miaggon. 6. usima.
 
CCOSO TULIBDI NO01103 MODEL/JZZIS 0110 ING DAITAR A 1101803
 
1II 	)6
 

23. 	 Ope guan*eapedaht utengensu kang pungkman ? 
1. 	 Pavitaa/oda. ker1o, kaggo dagag kang Iegi inlaki. 
2. 	 Alit-slat, mesia-mernin utewo goduag kanglo deaag kag 

isgi, m2,eku. 
3. 	 Oeg..3g wiwiti dagag enysi.

T.uk 	 pasiten. 

CCOSO TULISEN CACARE KEPERUAN ON0 ING0 DAI7AR A 1(01803 1K! 

24. 	 Taun Piro saupeya njupuk utangennu sing spleen.

CTULISIN TAME OLER5 UTANG 0ON0 DAITAR A 1101803 II)
 

25. 	 Piro caaasho/akeh* utang sapsymn keng sapissa sca 311 7 
C TULISEN CACAEq RUPIAH UTANG SAMPITAN KANG BAPISAN 1010 IX). 

26. 	 Iku sau jamse utengannu sing sepia 7 
1. 	 Diuama. Is. Samou 
2. 	 Paas. . Slapaa. 
3. 	 Miaggan. 6.Music:. 

11803IIC ?ULISZN 110110 KO1 MIS1 ING DAFTAR A INGNWOR )e 

27. 	 Ope gunene/a kapoklua utarm kag spis. 
1. 	Pawitea/uoale kerjo kagga dagag Ian Ingi miskia. 
2. 	 Alat-elet, ussia-sim utowa godung Icenglo dngmag Icanx 

3. 	 Dagag miwiti degag ays.
 
4,Tuku past %in
 

CTULISEN 1101103 JEM1 ING DAITAR A 11N0 IGISOR II) 

DAITAR A 
01107.0 UTAJOANITAUN OLZK3IIN7LASIIGED1E UTANIMM(ARIJK3!ZE T1 ~~ 

UIAN I lUNG I I I I UTANO I 7TAiM. 
OAt4GSINGO I Old I I 1 19 020I 2 

PUNOKASAN I I I I I 

UTANG SING 1 022 1 I 023 1 024 2 
SAVISAN I I I I I 

BDAZ 1 Iqq- I 	 1xzux~xxzx I026 txx zagxx 1 027 

28. 	 Opa sapaya noepo uteanga spisa nganti punglcasan one 2 
Iag Von DIX / kocasaten 7 1* Boner 2. Ora* 

29. 	 Ten Poo DIX Ing kocaseten utawo pas Itysa sing codek s- I2 
nya~ng Kator DIX 7 1. Boner 2. Ore 
TD ORA, COPO TAXONGNO K010 ING ?lGISOR Ill : *44 30 

3.Sako agendi sapeyn noepa iatatig'-/utangan kuvi. 
1. 	 Kantor kecernatan 2. Soko Pas liyne. 
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31 * Op. saperan Rate lowest Ora bays? sitilat I 
Is Somers 2. Ova. 

32. Yea boers, febabe spo 
isVhtv Iea raget haag hanigo n~iotl ekoh. 1 22L1 
a. 	 Kabaae sick, batw i am.e bistek. 

33. Pike eacahe *tapmnau onis IKE ? 	 0 

) 	 *CTULZI= CA~C*UI UflI 
34- Ope Gama sate aRupuh siapesis ? 

1. loer a. Ora* 

)5s 'onm nghoaa, 4Sigunaaekhe op Guwzt thu mAM 
I. Pawltas kew~o 4.dsigagan uiag lagi klieas 
29 	Alata..lat,mooltaevia utovo sash hang hasgi ov a 

iedolva salhi. 

o:Ubualw kaua ge,(dham,aeowk,bar ookeleah, psi. 
agobatme. ) 

I3. 	Deada saab. 
f.?uu peattea. 

7. 	 l unsA4e pezak Isa rojo bros. Itya. 

1li. 	Ongkoe labut. 

y6ea Ora, Ora aapeys sun sate 83%pakluph i 7? fpsa___ 

1. 	 Ora P*Pns. 
2. 	 Wis inyobo aglag era kaoti Uns sra *2sb paltIs 

LAn"Ibeaget kanggo sycbo saupuk simpenee. I 

3. uvatiw yes 41.11th geduisa.. 	 1 
I6.LUsse. 

7.Opo emmpeym v~m haguaga rohemaa iposam Lag 11yo ppn-.o I 
goinam. 1. To, baer. 2. On2 baer. I 

2. 	 Stmaes plajam. . ULae. 

Piro asahes hag "ea eaae dstiemg rehenag thu a*n 9Ntsehob 

'40. Tea ampayaae Ora divajlba a sylmpen po C.W-aDX isapeymw
tubk kIpjsp sebuag tag IKK.I 

1.	 i~buka reheatag stapenes one eadi vnte.I 
.2. 	 statmies tag aab. 
I3. 	 Digumekahe beliaalo. 
II.. LL7556. 
1tpesI410a 1taatlo410 Opc eOysa.@@emasmag 	 X 7 

1. 	 To, baser. 2. Ora, baset.I 

mailto:eOysa.@@em
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##. Itt)? "rue. smplas apMbko pmapm sifteaa EK, 1 	 04? 
1. ors, petlu 	 o uadakaa. 
2. Reat. ( maL~aa ) ita*&k 

3.eae. ajupuk Aimapko. 
4. * 3 

IV. WUAiA EMIT w j"I ) =a am. 

43. Op. soe~s asnt. amp stams siw I 

leskre , messe .l* d oba& pirmg dine , jo ditakok­
v im. , kake pit. swano olailan , a goeme mic 

beoms Ni (zu3)'013 '1. 01.5 	 '0,6 

= (AMo) ime. '01.7 '0S '049 	 1050 

eas kulak 60%1'5 	 '053 '051. 

Book ~&a '05 '006 Ow7 '058
 

%tGegpAUoeuwo'059 '060 '061 '062
 

~ 0O6tn 063 	 '0065 1066 

taii. bob=s ba '067 068 '069 '0C70
 

tw&ndeik poes o n '073
'01072 	 '071' 

Arim '075 '076 '077 	 '078 

A1MS punjo 1079 'tow '0OU 	 1082 

3.413 hedit i...'63 '08. toe) 	 'l86 

Bank Pamor '07 I088 '089 	 '090 

koelps '091 t09" '093 	 '094 

Nflti / zwxaJ '0950 	 09 . 

1llyme 0099 '100 90 	 0 

In smI 7WO WA P..5M, 3aSANJW Z&~OM 

4. Op. se~yo &at*olsk kreft lUst sara yowkak. pates, god@ pa - '103 

sits, came ljos utom *or* tebseaf I
 
2.. yo , baser 2. oa, boner
 

w aMa moo 	Nam~ lMzj=I OglJ" amW SALAM S"izj SWm DIG 
M~uU "I. kwm U &OSO I (3.O. 145 )e 

45. 	 Op. .0bb OVYM SLUX smber tku? C( laa& k.2g posting 10 
1L taaps ditemqo aakaaamgo @8@ UL. 
2. 0U090opko 	/ poamg. 
3. maiems &@or.# 

4. 	 'dektu Aglianeat 1IMOh dmw.
 
5.Ditalak :!MLn kric.
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'.6. Sobabo 090 SaqPOM SAWk SYllJQ aska MX '103
 

Calmame ~ p~ntiag
 

L1Orarm- mkr LIT"­

2. 	 gamag. 
3. 	eso~t.0
 

Sdisats edi.
 

OWIXsam@, tindmkw olsk1070 	 Oft OPe fiag -aWV SOMPYm I k=W 10 

".liOra aop Savpo stagma. 
2. 	 MJWa 8ak0 amber kiedit U.yam;. 

3. 	 Uyms. 

48-	 SISIM uaqqaM. SMPOp StOap kag gap" ammob X, UiPC b". bf-ku,'
 
stam bmrma.bwamg AMn "mpaa ham.
 

1. 	 wuaft 

2. 	toter "a utowo 

'69. 	 Oro Lka mu kaebabaks darning uto~ne~aa ak AU I Los. 

L. 	70, bemaw. 2. ewvm, Uuer. 

9D. 	 Op. ase loveramal, ( tiking seck barang) 10) 

1. 	 60411 Wmimag. 
2. 	 toer pedo stow 

3. 	tmkkI 

51. 	 Opo Um~ kiachbae dadaig utua lat I ' 22. 

1. 	yoe, baser. 2. arm, becor. 

5L. Ora aba. 	baaa "i dLdOl? '2.. 

10 sliame 

L. toerop-	 stow. 
3. 	 teI~5h. 

53. 	 Opo Lim am Asaebake %atmapaILK m 7 1. 

2. 	 ye , bmers. 2. orm, baccr. 

54. 	 Opo --co barsag king sqcra dol I 3 

2. 	 toter pod. utovw. 
3. 	tmbk. 

55. 	 Ora Uim medjaebabske 4asng utoapa W~ me 7 11 

2.?a. 	 2. cia. 

36. 	 CO lossa Al"aa kams twmn bcjsNA~p 1132. 

2.. 	 Id du. 
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7.r~4.pe 1m mm sebeak.desanalg utaam Oka ? 1 6 
.yeo, boer. L. ors, bnere.
 

53e fig AadaWak pgkahat p
a4ur Pa1mo '17U.1k 
. midw. 

2. tateo podO utoo. 

J. tam.h. 
59. CPoL imu dbabk., du utaa aoe DX ., 

L 70, besero or&@ bon er Oal, O ertt. 

60. CPO 84kwiaaShaI gSkuharaa'jo ?a 119-­

2. tetep go& ats. 
3. t#Abh
 

.. Ope hhe- deal vt
gg X? 
' 

3. , boee, 2. oral boner.6L CPO wthag d6UekOr baao-o pakams 1kmmu? 
 'I*1
 
L* mo
 

. tote1 podo ute,. 
3. tamah. 

63. O ipk.hu mau U s ?LAaobabske , 122 

1-yo, bexet. 2. Ora, bener.6A.. OP. esaeiu haag yagv aoe,.adi 
'1 

2- totep pods atom. 

Op Ipe an "moabae dent"g,ekeuteagm am'i ~~~~~ O d UC A~ ?---- 124~~~-uU ----.- -3- 70, bonr. 
 2. mv, boner 
soammm me2Q A rim~, m AiE 

(YOL nUk b"m 101 wlzw SUm at"~wsk 

67. , . kako by24m :e eo.", 6?m m , m pa, a , . .... 
(kmMM ucowAag OOP 

k 
ken ov) 

e~ 
1-1

cVcit 

68. 'L SOW1.So MM somn ux, "aPLY* AoarosM WAMMMh. 7 127 

3. tdm raJI±o regp 40 1aWA. apik90 Op ameaa. ne Peungm aayav eak levrmmaLr 7 128
L. 79 o ner. 2. arm, ++ar 
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70. Youen 'u wang Upy Lag daerah iM: ao w3wvit sakary kene Pc-dc dcw*k'.9 
op doweke binco adal ale I 

2. ya. 2. awm. 3. ac ugeri. ' ­

?1p aeyan blee &&Il luvib alceb yen eaqigynn kAMn, kanti rap 130 
sing Pada?I 

72. Tooare, OaO bio. maqisca adal 2*vlh zkeb soko aga kasg 2.ublh aar 71 132. 
2. 70. 2. ame 	 3. Ora acoatl. 

73. Soakraa ampi GUAMga MM, op. keuntumgmaw tambab ankeAse an~os- 13'. 

1. 70. 2.ams 	 3. ora ng02ti. 

74. Yen boere, pitye carc saqmsyra nyiqien ambn noopo tanbUnj ' 

1. 	sda2. karjo kag d&6=9 " sta iki. 
2.PeraUan, Nsaia-Gestu stati banpanan keagg &din0 

3. 	 aiwiti depag anyar.
 
Ikobtatuhcn 
kalwazgo , ( dha, srudangam, bw,*w ieto", 

Sefigubatas ). 
3. dadn omb. 
6. tuku paseete 
7. met Potak, slowo raja Woanc. 
8. estaaetes. 
9. oako kubmi. 

W0. lobaes / 4dma riyala.
 
2U. unts.
 
12. JUym.a 

75- Opo aeqeY&a uP Nilr yea QSIMa &Oka Pal=rc lki 4rIp taah '134 
Lag to* 04 7 

2. 7. 2 on. 	 3. roneurti. 
76. yen a nst PLY* earn* sOpsym npnicz"g kwWgg nylepon tambaho
 

peag:m a im Um 7
 

1. mimI. kerjo kanWg dagoa sing saiki. 
a.P. UltAs msta-amea±, utaw caneua kaagW &,rag kunii 

MaLki.
 
3s witt dagang anya.
 
4. kebutuba& keluap, ( dahazu, esias, bayar aebw"s.h 

peigobatana).
 
5.dandaas omb.
 

? 7. s*ap..rsk atomo raojs tr~ 

9. :cwVoa kubaav. 
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We. &&kwife AWOqm&a am aqILa aoka ~ p smageya biso Suiw 136 
sea.m paqin mak Smeso.tahua I 

__~am~ MNO mi0440 ING &AAW 1KAuux m m r 

78. *o. utamam 0m NX up .mahi badU2 uaLmk owmbwam li Ik ' 2? 

1.i, benew. L ma baerw 

VI. 	9SOoMzM MOSAMo IMuOM 
79. 	 M70j WInUt PQdkUM bMqAaO COp 1a7aIn. XL 

2.Ormar. is ake. 

3. 	pmplah paovwmm utapa dioepetak. 
~paosm IM padeseam a~t 

80. 	 000 WM!peym GAWo myrika smmbehlag bab smask e1L6 gogyuuna 
km pos.m EL 

S1. 000co am " movjia. bob AMa samygym aM t.wA kan aW? ' 1W 

10155M PTW KJ10 PGAAM. 11TA1U~af
 

S8 Mo WA5WWM 010w *a Dift= O
50 p zNG& I= OZL 	 '2u 

1. Ore p15@7 

2. oak pammpa dipercap. 

3. dipernoy bsagot. 

makN ~hw 
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OL'ESTIONNAZRZ FOR BXK BORROWERS
 

Checked By: 
 Questionnaire Number:
 
Kecamatan:
 
Post : 
BKK Borrower Number:
 
Name of Client:
 
Name of Interviewer(s) :
 

1. 
-.------------------------------------------

Name of Supervisor: 

EXPLANATION OF SURVEY PURPOSE
 

WT ARE WORKING ON A STUDY TO LEARN WHAT BORROWERS THINK OF
-PE BXX LOAN PRCGRAM. WE NEED TO KNOW MORE ABOUT OUR BORROWERS SO
-4AT WE MAY SERVE THEM BETTER. PLEASE ANSWER ALL QUESTIONS AS
 
CCMPLET ELY 
AS YOU CAN, SINCE YOUR RESPONSES W:LL BE KEPT
 

N'L.,DETIAL, AND 
COMBINED WITH THOSE OF HUNDREDS OF OTHER 
BXK
 
,C-RRTWZRS
THROUGHCUT CENTRAL JAVA.
 

.. Say of cliet. 

.. Male 2. Ferale 

D.:. y,:-. l ye ir,this desa? 

1. Yes 2. No 

'.i--t c- yo.,~ do fcr a living? (primary activity) 

-AGICLLTLRAL
HANDICRAFTS/

.'C I ON PIOCESSING MANUFACTURING
 

" . r i, 20. Grains 40. Bamboo weaving 
. Cattle 21. Fruit 41. Tai1or/sewi rc---.Gcat h9e ;2.. Ve-eta!31es 42. M~etal workin, 

23. Nuts 43. larpentry/ urniture'4:.--i :-, Z-4. Tahu/terine 44. Jile c:in I 'i k / 

I Z=.Pics 25. Cofle 6atakc
:C. e. 26. or ey 45. Batik tub-*s 

27. Essent.ial 4E. Batik cap 
oil s 47. Ceraii cs22. -'kan -indarc 4S. c ksr,.ith ir­'.la 


29. Meat 43. C,:,er/:lrass 
32. Fried Wa4fers . Fishnet weavin; 
31. Other 5'. cloth weavin 

52. Oer 

J611
 

A. 
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SSRV:CCS/ 	REPAIR 
 COMMERCE
 

SO. .etal repair 80. Transport

61. 	Electronics repair 
 81. 	Restaurant
 
62. 	Photography 
 82. 	General store
 
63. 	Vehicle repair 
 83. 	Butcher
 
64. 	Equipment repair 
 84. Grain 	vendor/ beras
 
65. 	Bricklayer 
 85. Beverage vendor
 
S6. Construct ior, 
 86. Snack 	vendor 
67. Civil 	servant 87. Fruit/vegetable vendor
 
68. 	Doctor 
 88. Fuel 	 vendor (charcoal,
 
69. 	Soldier 
 wood)
7Z. 	Pousekeeper/janitor 
 89. 	Miscellaneous trading

71. 	Driver 
 90. 	Garbage collectors
 
72. 	Barber/Beautician 
 91. 	Animal trader
 
73. 	 Other. 92. 	Bamboo vendor 

93. 	Other
 

4. 	 D,. y.:- own this -zusiness? 

". Yes 2. No 

E. 	 D-:- you dito any other kind of work for 
which you earn income? For example, do you 
,arr-, 	 any :and? (secondary activity) 

46.Yes 	 2. No
 

S. 	 'f zo J.-a., ki;.. of work.' 

7. 	 . yo.t ,:.wn this business? 

,..Yes.. No 

-v--	 you added new activities since receiving
 
,_"rst X A< loan?
E'B

. es 2. Nc. 

9. 	 :z yas, v.hat activities are new? 

(SE MUESTON 3 FOR CDDS) 

IT.- .ow o:d are you? 

(0;7TE-XA.CT 93_-) 
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::. .hat is the highest level of schoolirng you have
 
cormpletee?
 

!..No schooling 
 5. Senior 	high school
 
2. Not completed primary school S. Academy
3. Primary school 
 7. University
 
4. Junior 	high school
 

:2. 	Are you married?
 

!. Single 2. Married 3. Separated/Divorced
 

4. Widow 5. Widower
 

13. 	 How many people live and iat with you?
 

(WR:T_ NUMBER OF PEOPLE INCLUDING CLIENT)
 

1.4. 	 How rany of these people contribute to your
 
household income?
 

U'TE NU-BER OF PEOLE EARN:NG AN 

7C 1-W R: DIVIDE NUMBER OF PEOPLE IN
 
CUESTION 1! BY NUMBER OF PEOPLE IN
 
6JUESTION 
i2.
 

!5. D:, you own farrm land? 

Iyes. 2. No: 

. -f s.:., w rf,-cn farm land?
 

(WI:7- NLMBER OF HECTARES)
 

:7. D., you rent 'arm land from others? 

. Yes 2. No 

" ".- :. LOA :'FO.4T O 

Z:-. w muar.y .oans have ycu received fror, 

(WRITZ 7OCA NU2ER OF LOAN -CE:VED

710, TH- B.KX) 

12. m--c¢t
Many of tMse,loans have been khusus lc,anI?
 

CR:T-ANUMBEq O KHUSUS LOANS
 
TCZ'IVED FO.',, THZ 0
EYY)
 

3
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2Z. What year did you take out your last 3KK lcar? 

( WRITE YEAR OF LOAN IN CHART A BELOW) 

2:. What was the arount of your lial BKK loan? 

(WRITE NUMBER CF RUPIAH IN CHART A BELOW)
 

22. What kind of loan was your 
lt 	BIKK loan? 

1. Hariar, 
2. Pasarar
 
3. !vingguan 
4. Bularan 
5. Lapanan
 
6. Mus-atar
 

(WRITE NUMBER OF TYPE IN CHART A BELOW)
 

23. Whe.t was the purpose of your l_ BKK loan? 

1. 	Wcrkin; capital for current business
 
2. 	Equipment, machinery or building for 

current business 
3. 	Start new business 
4. 	Buy land
 
5. 	Cther 

*3:.- NUMBER OF PURPOSE :N CJIART A B=L W) 

2'.. '^hat year did you 	take out your _i~rt B!<K loan? 

(WRITE YEAR OF LOAN IN CHART A BELOW) 

St. What was the arount of your fil:2 BKK loan? 

%WR.'TE NUYBER OF RUPIAH IN CHART A BELOW)
 

2E. What k-ind of loan was your fi_ BKK loan? 

Mari ar,
-i. 

2. Pasarar 

5. Lanarar, 
6. 2usirnan 

(WRITE NU BER OF TYPE IN CHART A BELOW) 

4 
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27. 	 What was the purpose of your firt BKK loan?
 

1. 	 Working capital for current business
 
2. 	 Equipment, machinery or building for
 

current business
 
3. 	 Start new business
 
4. 	Buy land 
5. 	 Other
 

(WR:T NUMBER OF 	PURPOSE IN CHART A BELOW)
 

CHART A
 

"oan NurmberlYear of InflatorlSize ofITotal IType of Purpose of 
I Loan I I Loan I I Loan I Loan 

-------- I--------I --------- I -------- ----- I--------I ----------Last Loar, I I I I
 
-------- I-------
 I--------- I-------I- I--------I----------
First Loan i I I 	 I 

!------- I---------­Differ-ence I 
 IXXXXXXXXXXXXXXI ;XXXXXXXIXXXXXXXXXX
 

Year Inflator 	Loan Total
 
Size
 

1972 6.3 x ­
.973 5. x 

4974 4.0 x = 
1975 3
 

1 
 . 0 	 X -
 -

1976 2.5 X ­
1977 .2 x ­:97B1.9 X
 
9 7 9 .7 x -­

1980 1.4 x.­
:9811.2 X
 

1982 1.0 x
 

2. 	 Dicd you receive all B K loans from this
 
_KX offi-e?
 

.1. Yes 2. No
 

17 Y-S, 7H-T-N ASV. 	TH- FOLLOW:NG: (.NLY F'.R PK'K PD T SCDOWERS) 

L-S. 	 !, this BVI' p st dic not exist, would you 
travel to the nearest B., pct or kucamatar 
to borrow money from the BvX7 

1. Yes 2. No 

5
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: 	NO, THEN AX THE ROLLO.JING:
 

2 .	 Where did you receive the previous loan(s)?
 

I. 	The kecarnatanm office 2. Another S!KK post 

3. 	 Did you ever riss any loan payments?
 

1. 	Yes 2. No
 

3E. sf,:,,why?
 

.
 Money, time or distance required to 
travel to BKK post /kecamat an 

2. 	Bad weather/floods/rmudslides
 
3. 	 I llness/death 
4. Financial problems
 
!; Other
 

"'c. ,'c,d, you have in your 9K . savins
 

(WRIT- NUMBER OF RUPIA",) 

3% 	 >a-:es you ever made withdrawals from your 
savings ac-cunt? 

1. 	Yes N.-o
 

:. :'yes, what did you use this money for? 

:. 	Workin caoital for current business 
2. 	Equipmrent, machinery or buildin; for 

currer business 
3. 	Start new business 
4. 	Fa;:i1y needs (food, clothin;, Tmeticirn,
 

sc:.-oi 	fees) 
.... . roverr ent.mp.r 


7. C.6', :;:ver or je!,.,eeery =u.chasaz 
o Sla.,,at an,
 

9. 	Fu,e-a:
 

S2. 	 .Le'jaran/Hari
Raya
 

.2. Otie­

£
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3S. It rot, why have you never made a withdrawal?
 

I. No need/want to save
 
2. Attempted but riot able to secure BKK approval 
3. Too difficult to try to withdraw funds
 
4. Never thought of it 
5. Other family members would want the money
 
6. Other
 

37. Do you have savings accounts in any other places?
 

I. Yes 2. No 

-F YES, 

33. 	W'ere do you have this savings account?
 

1. Tabaras
 
2. Simpan-Pinjarmi 
3. Ar 4san 
4. Usaha Bersar,a 
5. Other 

3S .-. , much interest does this account pay you 
:er r:orth? 

(WRITE INTEREST RATE)
 

4 	 . f yu did no. have a tKK savings account, 
wnat would you do with your savings? 

1. Cer, a savings account elsewhere 
2. Keep savings at hormce
 
3. Spend the money 
4. Other
 

41. 	If you were not required to save at the BKK, would 
y:u 	sti: save at the BKK? 

1. Yes 2. No 

42. 	 :-~~odyou imprezve the BXX savings progran? 

1. N'o improvement necessary 
S. Raise the interest rate 
2. Make withdrawals easier 
4. 2 +5. ::.her
 

:V. 	 NON-BK CRED:T HISTCRY 

7
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4.. Have you ever received loans from:
 

(DO NOT ASK)
 

Source 	 IHow much IHow much IPayback I Effective
 
Idid you Iwas to be IPeriod? I Interest
 
Ireceive? !paid back?I(days) I Rate
 

--------!- ---­ :----- I---------I---------­(BRI) Credit I I I
 
.M iri I I I I
 
-------------- I----------I ----------- I --------- I
SKM (PKM) Dinasl III III
 
S,:sial I
 

--------------I ---------- I---------I----------
KCI I I 

-------------- I----------I-----------I --------- I----------
Private 
 IBans~k 

--------------	 ---------- I-----------I---------I----------
Neighbor/ I
 
Far.ily 
 I 

------------ ------------------I-------- ----------

Money I
 
'ender
 

S ­ ---------........
 
Raw Material I
 
Suppliers I I
 

Product 
Buyers 	 I Ii 

1---- -------- ----------Ari sar, 	 * 1 

S.i'M an-pinam,--------------	 --------- ---------- I 

Dasa 	 I I 
I a 

I 	 I 

I 	 ----- I ----­

!I I 

:." ",-; S . E--, WNS,L.AN, THE-N ASK: 

44. Do yo~u ever ;et credit through cara sewa (1and rer, t~), c~i.a 
; d i (a-ird pawr:ir,;), cara i~or, (seilir; ;reer, crops before 
".rvest), or cara tebama;-, (set"in; cr¢,p$ ir ,redately befo:re 
arvst)?
 

1.• YeS ~. No. 

S 
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IF BORROWER RECEIVED A LOAN FROM ANY OF THE ABOVE SOURCES,
 
THEN ASK: ( QUESTION 45)
 

45. Why did you select this source?
 
(Most important reason.) 

0. Loan received prior to BKK(establishment
 
2. M'.ore convenient 
3. Lower interest rate 
4. Longer repayment period
5. Rejected by BKK 
£. Other 

-CR 	ALL BORROWERS: ( QUESTIONS 46 & 47)
 

46. Why are you now borrowing from the BKK?
 
(Cost important reason.) 

:. No alternative sources 
2. Convenient 
3. Quick
 
4. Good terms 
5. Other 

47. What would you have done without the BXX

loan? 

1. 	Would not have received any loan
 
2. 	Would have cone to other credit
 

source
 
". 	Other
 

V. CLAENT !NC::t! 

48. Si"--ce recaiving your first BKK loan, has 
the vo:ume of raw materials or ;cods you
 
purchase
 

1. 	Decreased
 
2. 	 Remained the same cr
 

!. rcreased?
 

.
4S. :s this 6ecaus. of your P',K lo¢an? 

1. 	 yes 2. No 

-Z. 'az the n -ber of suppliers 

. Decreased 
2. 	 Remained the same or 
3. 	 ircreased? 

9A
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51. s this because of your BKK loan?
 

. Yes 2. N.o 

52. Has 	the volume of sales
 

1. Decreased
 
2. Remaivned the same or
 
3. Increased? 

53. :s this because of your BKK loan?
 

:. Yes 2. No
 

S4. Has the variety of gocods you sell
 

1. Decreased
 
2. Remained the same or 
3. :ncreased? 

S5. Is this because of your BKK loan? 

:.Yez 2. No 

ZS. Has 	 the nurber of your customers 

1. Decreased
 
2. Remaired the same cr 
3. Increased? 

E7. .'s this -mecause of your BK: loan-z? 

. Yes 2. Nc 

3. '-as the rumber of people doirng the same 
activity
 

. Decreased 
2. ~Remained the same or 
3. :rcreased.) 

M 	 :s tis .ea;.ze o , , loan-is! 

:. Yes N. . ,No D:r,'t 

ET. -as your ircome after exPenses 

.. Decreased 
2. Renain ed the same or 

. °i',creasec y 
£:. :s thi3 be.ause of your B2< a,
 

"Ih
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1. 	 Yes 2. No 

62. 	 Xas the amount of your time devoted to
 
this business
 

1. 	Decreased
 
2. 	 Remained the same or 
3. 	 Increased?
 

63. 	 Is this because of your BKK loan?
 

1. 	 Yes 2. No 

64. 	 Have the number of people working in this
 
business with you
 

1. 	Decreased
 
2. 	 Remained the same or 
3. 	Increased?
 

65. 	 is this because of your BKK loan? 

. Yes 2. No 

-: CY.ME 'AS INCRTASED BECAUSE OF THE B :/ 
L--.,, THEN ASX: ( CUESTION 66 & 67) 

6S. How many new full-time people have you hired 
sir.ce receiv:nG your first BXK loan? 

(cWR:TE NUMBER OF NEW FULL-TIME E iOYE S) 

C7. ,:,w rmary new part-time pe:ple have you nired 
since receiving yo.r first BK l,:an? 

C4117 L.YER OF NEW :YR T -TIE oLOYZES) 

68. 	 H:w have your buyir,- patterns changed sir.ce 
receivirnc your first BKK loan? 

.. N.:t at all 
2. Puy ;reater quantities 
3. Buy at t i'ne when orice is ower 
4. 0t.er 

6 .	 D,. y,:,. 'eceive any new disccurts frmri su.=Iiers? 

.. Yes 2. N'c 

7C. 	 'f so-nebody else in this area wanted co start 
this type of business, could they sell their 
prod tcts? 

4. Yes 2. No 3. or,'t krow 

il2
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7:. 	 Could you sell more if you wanted to, at the
 
same price?
 

1. Yes 2. No 3. Don't know
 

72. 	 IF NO, could you se-l more at a lower price? 

1. Yes 2. No . Don' t know 

73. 	 Since receiving your BKK loan, have your
 
profits from this activity changed?
 

". Yes 2. No 3. Don't know 

74. 	 AF YS, how have you spent any additional 
earnin;s from this activity? 

1. 	 Working capital for current business 
2. 	 2Euipment, machinery or building for­

current business 
3. 	 Start new business
4. 	 Family needs (food, clothin;, school fees)
5. 	 Housir,_ impr'ovement 
S. 	 Lanrd "nrvestrment 
7. 	 !,:.d, silver or jewelery purchases 
8. 	 Sla.,Sata, 
?. Funeral
 

le. Lebaran/Hari Raya
 
1.	 Weddirm 
2. 	 Cther 

7 Z. 	 Do ycu think your earnings fron this activity 
w-:!" increase in, the future? 

. Ys .. Nco 3. Don't know 

7£. 	 I yes, hcw do you plan to spend additiona"
 
earnin;s from this activity? 

:. 	Workir.; capital for currant business 
2. 	 --cu i rnert, machirery or building for 

cur~rent bu.sinelss 

3. 	 Staw-t new busi-esc,
4. 	 -ramily reets (food, ci.:,thi , school fees).=. 	 '-:,.sinr_ irn~rovermert 
6. 	 -'ard investromert 
7. ,:'.d, si:ver or ewele-y purchases 
8. 	 S'Iarat an"3. 	',.u-era 

C. 'e3aran,/-ari Raya

S:. Weddinn
 
.2. Other
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77. Since receiving your first BKK loan, have you
 
beer: able to provide food for your family 
throughout the year? 

1. Yes 2. No 

:F THERE IS A CHANGE IN FOOD SUPPLY, THEN ASK: 

78. 	Has your BKK loan contributed to this change?
 

!. Yes 2. No 3. Don't know 

VT. CLIENT SUGGESTIONS 

79. 	How do you think BKK loan services could be
 
improved? 

1. No improvument necessary
 
2. Lower interest rates
 
3. Faster loan application processing
 
A. 	More villae posts
 
. ther
 

S. 	 Wc.:d you ike to tell me anything else about 
the FXX< program? 

S. 	 Do you have anything else to ask me? 

BE. 	 14ow reliable do you think this information is? 

1. Not reliable
 
2. Somewhat reliable
 
3. Very reliable 

P±itiral observations: 

END OF QUES7IONNAIRT
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