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GLOSSARY OF ACRONYMS

Market bank, which may be privately owned or owned by the local
government,

Badan Perencana Pembangunan Daerah. Regional Development and
Planning Agency.

Bank Indonesia. The Central Bank of Indonesia.

Bank Kredit Desa. A rural credit institution in West Java, not part of
FID.

Badan Kredit Kecamatan: District credit institution with a system of
village posts; part of the original FID project.

Bank Karya Produksi Desa. Rural Bank in West Java owned by local
government. The only FID-I institution authorized to accept voluntary
deposits prior to 1988.

Bank_Pembangunan Daesah - Provincial Development Bank.

Bank Perkreditan Rakyat. A community credit bank. Large numbers of
these local unit banks have been established in the past few years as a
result of the liberalization of financial markets. Despite the name, the
new BPRs tend to be very aggressive suppliers of deposit facitities.

Bank Rakyat Indonesia. Large state-owned commercial bank, one of the
largest financial institutions in the world in terms of its branch network
and number of people served.

A separate unit and profit center within BRI operating a large network
of sub-branches, many in rural areas. The name Unit Desa (Village
Unit) has recently been changed to simply Unit, reflecting the fact that
many sub-branches ar< located in more urban areas.

Country Development Strategy Statement

Deposit Mobilizing Institution.

End of Project Status

Phase One of USAID/Jakarta’s Financial Instiwutiuns Developient
Project.



FID-II

GOl

KUK

KURK

LKURK

LPD
LPK
LPN

PAKJAN

RFI
SCI

TAMADES

USAID/Jakarta

viii

Phase Two of the Financial Institutions Development Project, targeting
BRI Unit Desa.

Government of Indonesia.

Small-Scale Business Credits as defined by PAKJAN and BI Board of
Directors Circular No.22/4/UKK dated 1/29/90.

Kredit Usaha Rakyat Kecil. Rural credit institution in East Java owned
by the provincial government.

Lembaga Kredit Usaha Rakyat Kecil. Legal entity created in 1987 to

hold the KURK systen: ot East Java.

Lembaga Perkreditan Desa
Lembaga Perkreditan Kecil. Rural credit institution in West Java.

Lembaga Perkreditan Negara

Decree No. 22/81/KEP/DIR of the Board of Directors of Bank Indonesia
dated 1/29/90 directing commercial banks to place 20 percent of their
loan portfolio with small-scale businesses.

Rural Financial Institution. Generic name for rural credit institutions.

Specialized Credit Institution.

Tabungan Masyarakat Desa. A savings scheme introduced by FID-I into

the BKK of Central Java involving mini certificates of deposit.

The U.S. Agency for International Development/Jakarta.



EXECUTIVE SUMMARY

Working through the Ministry of Home Affairs and Provincial Development Banks (BPDs), the
Financial Institutions Development Project, Phase I (FID-I) is attempting to expand the flow of financial
services to rural poor through the development and expansion of an existing network of village-based,
nonbank financial institutions in selected provinces. Project inputs include training support, technical
assistance, commodities, and a capitalization fund. Targeted end of project results include self-sustaining
training capability on the part of the participating BPDs; improved auditing, inspection, and supervision
of the village-based units; establishment of an efficient system of domestic deposit mobilization;
strengthened operational and accounting procedures for each regional system; and improved management
information systems.

The team found that the project was a well-designed and competently implemented part of U.S.
Agency for International Development/Jakarta’s long-range strategy to develop rural financial institutions
and stimulate rural development. The project is consistent with and supportive of USAID’s Country
Development Strategy Statement and the favorable policy environment in which it continues to unfold.
FID-I contains many useful lessons that may be of benefit to USAID in designiug future interventione,
both in Indonesia and in other developing countries. Because of the great variation observable in the
different project areas, FID-I provides an excellent example of the importance of deposit mobilization in
the provision of financial services to rural smallholders. FID-I and its comj anion project with the Bank
Rakyat Indonesia (BRI) Unit Desa system offer what may be the clearest evidence available anywhere
in the developing world of the importance of a credible deposit facility as an essential part of a long-range
strategy to provide rural smallholders and microentrepreneurs witk. credit.

The project has been successful in meeting what, in other contexts, would have been considered
unrealistically optimistic institutional growth targets. The project was also very successful in reaching
increased numbers of rural poor with improved financial services. Although the optimistic target for
number of borrowers served was not achieved, the paper examines evidence that this failure may be due
to the project’s success in reaching an increased number of savers. Project design failed to anticipate the
extent to which small borrowers would substitute the financial service of a good deposit facility for the
financial service of credit, once the deposit service became available. If project design may be faulted
on any one issue, it must be its failure to appreciate the demand for deposit facilities on the part of the
FID-I clients and the potential for institutional development that resides in meeting that demand.

The most impressive achievement of the FID-1 institutions during the lif%; of the project concerned
the sharply increased portion of the credit porifolio funded by domestically mobilized resources. The
project paper set a goal of 17.3 percent for this achievement. According to the most recent statistics,
323.1 percent of this target has been achicved, with fully 55.9 percent of the credit portfolio of the
original four systems funded out of locally mobilized resources. As of the end of 1989, the Bank Karya
Produksi Desa institutions of West Java was able to finance 100 percent of its rapidly expanding credit
portfolio out of locally mobilized resources. The Lembaga Perkreditan Desa of Bali — not among the
original four FID-I systems — should achieve this status by the end of 1991,

The report stresses the need for a basic restructuring of the relationship between the BPD and the
village units as a means of ensuring a smooth flow of services from the center to the deposit-aceepting
units at the periphery of the financial system. The BRI Unit Desa system, which has solved the problem
of how to ensur= a smooth flow of services from the center to the periphery, is held up as a model for



the FID-I systems. The essential feature of the BRI Unit Desa model that is missing in the FID-I systems
is the close relationship between the village units and the bank as a whole. There is an uninterrupted flow
of services from the bank to the Unit Desa — technical assistance, training, monitoring, and supervision
as well as an array of financial services backed up by an incalculable amount of good will in the form
of the image of BRI as an unsinkable ship of state. These services flow to the village units because there
is a return flow of both loanable funds and profits to the BRI from the Unit Desa.

The development potential that resides in the FID-I systems is great. An enormous amount of
human, real, and financial capital has been put in place over the life of the project, much coming from
nonproject sources. This capital provides a firm basis for deposit-led growvth, provided the organizational
and structural problems tied to ownership and control are overcome.

The study calls attention 10 a major stumbling block that lies in the path of established specialized
credit institutions in making the transition to deposit-led growth: as the reliability and convenience of
the deposit facility becomes generally recognized by the rural population, there will be reientless pressure
for average loan size to increase as many former credit customers substitute the deposit facility for credit
as a source of liquidity. Institutions that once successfully managed large numbers of small loans are not
necessarily prepared to manage the smaller number of larger loans that is the distinguishing characteristic
of successful deposit-led financial intermediation, particularly since the larger loans can be made only at
sharply reduced loan rates of interest. The reduced average yicld on a portfolio of larger loans means
that institutions experiencing deposit-led growth must give considerably more attention to loan quality
than is currently observable among the specialized credit institutions served by the project.

The inescapable need on the part of deposit-mobilizing institutions to be concerned with loan
quality is part of the adjustment to market demand that tends to make village outlets for financial services
cash-surplus units. The evaluation reveals that a tendency for successful deposit-based rural institutions
to be net suppliers of credit to the financial system constitutes prima facie evidence that the project and
institutions respond to the demand for services on the part of the people they serve.

The evaluation team recommends that the project be extended, if possible until March 31, 1994,
which would coincide with the national and provincial governmental planning years, and that
USAID/Jakarta conrider a follow-on project to build on the achievements to date. Major issues for the
immediate future include extending what has been learned about deposit mobilization in Bali and West
Sumatra to the other FID provinces and establishing effective systems of external auditing, supervision,
and control of the many hundreds of rural financial institutions in the FID provinces. The evaluation .
calls attention to the relevance of the BRI Unit Desa raodel as an effective means of ensuring a sustainable
flow of services from the regional development banks to the rural financial institutions targeted for
development by FID-I.



CHAPTER ONE

INTRODUCTION

AN OVERVIEW OF FID-1

The Financial Institutions Development Project (FID-I) began in 1984 as a seven-year, $27.8-
million project to strengthen four existing rural-based credit systems in three provinces — Central Java,
West Java, and West Sumatra. It was amended twice to include four additional provinces. East Java was
added in 1987 by Amendment 2 to the Project Paper, and Bali, South Kalimantan, and West Nusa
Tenggara were added in 1989 by Project Implementation Letter (PIL) No. 36. The project provides
training, technical assistance, commodity support, and a modest revolving loan fund made available to
individual units for the purpose of expanding loan portfolios.

Project Rationale

The project represents part of U.S. Agency for International Development/Jakarta’s effort to
respond to the challenge and the opportunity presented by the liberalization of financial markets following
a series of policy changes begun in June 1983. The Project Paper identified the lack of financial inter-
mediation between rural savers and borrowers as an important constraint on rural development. An
earlier World Bank study showed low levels of financial savings held by Indonesian households compared
with other developing Asian nations. The low levels of financial savings held by rural households despite
a strong propensity to save out of current income suggested strong growth potential for institutions offer-
ing attractive deposit facilities.

Implementing Agencies

The project works through two ministries, the Ministry of Finance and the Ministry of Home
Affairs, as well as the provincial development banks (Bank Pembangunan Daerah — BPD) in the
respective project areas. While the Ministry of Home Affairs was targeted for considerable assistance
in the project, the principal institutional beneficiaries of the technical assistance, training, and commodity
support were the BPDs, which were seen as key institutions in reaching the rural ¢redit institutions and,
through them, the rural poor.

In Indonesia, the provincial development banks are not pure development banks in that they have
considerable responsibility as cashiers for the provincial governments. Whereas the bulk of the liabilities
of the typical development bank consists in long-term obligations to the central government or to fureign
donor organizations, a large portion of the liabilities of the BPDs involved in FID-I is short-term obli-
gations to regional governmental agencies.



Purpose, Goals and Objectives

Project goals identified in the Project Logical Framework were to encourage enterprise
development, increase productivity, and generate employment opportunities in rural areas.

The purpose of the FID-I intervention has been stated succinctly as follows:

° To support the development of existing local rural credit systems that provide financial
intermediation for village residents at reasonable cost (emphasis added);

o To produce loan portfolios of employment-generating activities, primarily off-farm; and
o To promote savings mobilization programs.

The objectives of the original Firancial Institutions Development Project outlined in the Project
Paper and restated in the project log frame were defined as follows:

° A self-sustaining BPD training capability;

o linproved auditing, inspection, and supervision;

° Establishment of an efficient system of savings mobilization;

® Strengthened operational and accounting procedures; and

° Improved Management Information Systems (MIS).
Strategy

The FID project was developed on the basis of several important premises: market rates of
interest must prevail if the institutions are to grow and become self-sufficient, credit programs must be
market oriented and general purpose, savings mobilization is a necessary companion to credit programs
in the provision of financial services in rural areas, and technical assistance and training are at least as
important as capitalization funds for strengthening a rural finance system.

Most importantly, perhaps, the original FID project was understood by its designers to be part
of a long-range plan for strengthening rural financial institutions. According to the Project Paper, FID-I
was understood to be "a first step toward an improved rural banking sys'2am and [will] provide an
expanded model for the GOI [Government of Indonesia) and ultimately for the private sector.”

USAID long-term objectives in FID-I were to help create a regulatory and policy environment
conducive to the development of a comprehensive open-market rural banking and finance system, and to
demonstrate the feasibility and benefits of such a system by supporting selected institutions or programs
within each segment of the formal rural finance market,

As part of its longer-term support of rural financial markets, USAID foresaw the need to support
financial and technical assistance coordination among the regional development banks, "at least with



respect to their BKK- [Badan Kredit Kecamatan or district credit institution]-type programs," and "for
some form of national consolidation among the BPDs to improve their financial base.” (Amendment 1,
pp. 8-9.)

Policy Environment

FID-1 was designed to take advantage of very promising policy changes initiated in 1983
involving a major liberalization of the financial system, including freeing most deposit and lending rates,
elimination of credit ceilings, and a substantial reduction in the number of prograins yualifving for central
bank liquidity=credits. During the life of the project, additional policy directives have tended to
strengthen the market-oriented approach to economic development, the only signiticant exception being
the recent PAKJAN (Decree No. 22/81/KEP/DIR) requiring inzior banks to place 20 percent of the loans
with "small” enterprises.

Although the ultimate effect of this apparently politically motivated departure from the strong
free-market thrust of the policy initiatives of the past seven years is unclear, because of some ambiguity
in what may be considered a "small" enterprise,' PAKJAN must be considered a negative development
that may have a strong impact on some of the FID-I institutions, notably the BKKs of Central Java and
the LPKs (rural credit institutions — Lembaga Perkreditan Kecils) of West .ava, as they attempt to make
the transition from narrowly focused institutions specializing in the distribution of credit to the more
demanding role of financial intermediaries involved in the mobilization of voluntary deposits.

PURPOSE AND METHODOLOGY OF EVALUATION

According to the scope of work for this evaluation (reproduced as Appendix A), the basic task
of the evaluation team was to measure and assess the progress toward attaining the End of Project Status
(EOPS) benchmarks, as outlined in the Project Paper and subsequent amendments and grant and loan
agreements. In addition to addressing the purpose and output objectives identified in the Project Paper
log -frame, the evaluators were asked to discuss the effectiveness of T/A contracts (DAI and
subcontractors) and project management (BANGDA and GOI project manager) in achieving project goals.
Finally, the evaluators were asked to make recommendations concerning possible future USAID Mission
involvement in the sector.

The evaluation team used three sources of information: existing reports and documents available
in Jakarta, meetings with regional and district officials, and analysis of loan ledgers a: selected subdistrict

'Circular No. 22/4/UKK of the Board of Directors of Bank Indonesia, dated January 29, 1990, point
IL1.1., states that "Credits given by a commercial bank fo a BPR [community credit bank or Bank
Perkreditan Rakyat] up to the amount of Rp200 million are calculated as KUK [small-scale business
credits] from the creditor commercial bank” (emphasis added). No restrictions appear to be placed on
what the BPR may do with these KUK funds, or even on how large (or how small) the BPR receiving
these credits need be. It seems that cominercial bank credits to a BPR that fail to satisty Bl's (Bank
indonesia’s) definition of a small enterprise may still be counted as KUK or that credits to a BPR that
may or may not meet the criteria may be counted, even if the BPR on-lends the funds to enterprises that
do not meet the criteria,



and village institutions. In addition, a local consultant was hired to address v.ructural, organizationa
and management issues at national, regional, and district governmental agencies. The main findings of
this consultant, Jacob Sardi of P.T. Hasfarm, which are available in a rough English translation, have
been incorporated into the findings and recommendations of this report.

The evaluation team was able to conduct a limited amount of basic research into the demand for
financial services of the population actually making use of the FID-I institutions. A total of
approximately 200 person-hours were spent coaducting this research in {3 village and subdistrict units.
The data collection efforts of the evaluation team were multiplied by assistance generously offered by two
to six BPD and RFI (rural financial institution) employees in each location.

The principal focus of the data collection effort at each RFI was the compilation of information
from a random sample of individual loan ledger cards. Approximately 50 individual loan ledgers were
examined at each of the 13 RFIs visited, and listed in Table 1-1, for a total sample size of 659. In
addition, a sample of 351 randomly selected deposit ledgers were examined at each of the institutions
offering a voluntary deposit facility, making a total of 1,010 individual ledgers sampled.

While the FID-I clients examined in this effort might not be as representative as could be desired,
because the institutions visited werz not selected at random, it is important to understand that the data
collected on these individuals is reliable and comprehensive. In addition to containing such easily
verifiable data as sex, age, occupation, distance to home, whether or not the saver was known to the
manager, and whether the saver had a loan, the iedger cards provide an accurate record of actual
transactions. For each borrower it was possible to determine the exact date, amount, and term of the
loan; the number of payments actually made; the amount of interest actually collected; the outstanding
balance; and the total amount of savings held by the borrower at the time of the visit to the RFI. From
this data it was possible to derive other hard statistics, such as the exact term of the loan (in days — the
difference between the due date and the date of the loan), the age of the loan (also in days — the
difference between the date of the visit and the date of the loan), the amount by which the age exceeded
the term, and so forth.

Comgputer-assisted analysis of this data permitted not only inferences about the demand for
financial services on the part of FID-I clients, but also the success or failure of the different FID-I
institutions in meeting this demand,

It should be understood, however, that it is not necessary for the institutions visited to be
represen.“ative of the FID-1 institutions for the information provided by this approach to be of great value,
In fact, more useful information about the demand for financial services may be obtained from
nonrepresentative institutions th:at provide an exceptional level and quality of financial service. Inferences
about the demand for financial services are difficuit to make when supply constraints and considerations
predominate.



Table 1-1
Data Collection Schedule

Date Visit Total Assets
(1990) RFI Province (Rp.1,000) Type!
[——_—_—___—_—__——_——————__—“—__—____—__————_—_

July 31 LPN Bunga Tanjung West Sumatra 66,676 SCI
July 31 I.PN Taeh Biaruh West Sumatra 71,202 SCI
August 1 LPN Labuh Gunung West Sumatra 59,619 SCI
August 3 LPD Balbah.uh Bali 230,481 DMI
August 4 LT'D Gelgel Bali 58,824 DMI
August 6 LKURK Lakarsantri East Java 57,386 SCI
August 7 LKURK Kamigoro East Java 31,668 SCP?
August 8 LKURK Socha East Java 44,428 SCI
August 9 BKK Kerang Tengah Central Java 192,919 SCI
August 10 BKK Wirosari Central Java 310,848 SCI
August 14 &
October 12 BKPD Dayeukolot West Java 1,333,102 DMI
August 15 LPK Paseh West Java 948,172 SCI
October 13 LPK Cikalongkulon West Java 150,493 DMI

'For the nurposes of subsequent analysis, the FID-I institutions visited were classified into two
groups, depending on whether or not they were aggressive mobilizers of voluntary savings deposits.
Aggressive deposit mobilizers are referred to here as Deposit Mobilizing Institutions, or DMIs. The
other FID-I institutions are referred to as Specialized Credit Institutions, or SCIs.

*Classified as an SCI because the Pilot Savings Mobilization Project had only just begun at the
time of the consultant’s visit,




The list presented in Table 1-1 shows that two RFIs in Bali were visited, despite the fact that the
province has only been recently included in the project. The inclusion of the LPD (Lembaga Perkreditan
Desa) of Bali was felt essential since they provide the only examples among the FID-I provinces of
village-based institutions activiy engaged in voluntary deposit mobilization. In addition, Bali was needed
to anticipate and counter the argument that the successful deposit mobilizers of West Sumatra based at
the subdistrict level are more urban institutions than the BKK and the LKURK (Lembaga Kredit Usaha
Rakyat Kecil — a legal entity), and that their experiences thus are not relevant for the more rural
specialized credit institutions.



CHAPTER TWO

FID-I INSTITUTIONS AT THE START OF PROJECT

The information provided by the Project Paper on the four systens of rural credit institutions to
be included in the project provides not only a snapshot of these institutions but also, in the time-series
data, 2 basis for determining the direction in which these institutions were developing at the time of the
intervention. [t is important to understand something of the momentum with which these institutions were
moving at the start of the project in order to correctly gauge the influence the project has had on their
development. This chapter presents initial descriptions of the principal FID-I institutions including the
newest system added to the project several years later. These institutions include:

° BKK of Central Java;
L LPN of West Sumatra;
° BKPD (Bank Karya Produksi Desa) and LPK of West Java; and

e LKURK of East Java

THE BKK SYSTEM OF CENTRAL JAVA

The BKK system of Central Java represents one of the most successful cfforts anywhere in the
developing world to build a financial institution, extending its reach to thousands of villages and hundreds
of thousands of rural borrowers in Central Java. It is the largest system that is part of FID-I.

The principal features of the BKK system are the involvement of subdistrict and village ofticials
in the selection and approval of borrowers (character-based lending); the use of rates of interest sutticient
to cover all costs and provide some return to capital; and the establishment of 4 network of village posts,
which brought financial services close to the people on market days, lowering transaction costs
substantially. - The involvement of local officials in the selection of aorrowers was designed 10
approximate the village money lender's closeness to his clients, while the use of realistic rates of interest
was considered a necessary adjustment to the relatively high-cost environment in which the money lender
traditionally operated.  Establishment of village posts also mimicked the service provided by itinerant
money lenders, and reduced the borrowers overall costs tasuch an extent that the hipher interest costs
were justified and acceptable.

The picture of the BKK system hat emerges from an analysis of the balance sheet and income
and expense datvis of a credit system refatively independent of the apencies that created it, and heginning
to stagnate in the self-himiting role of village money lender.

"The rates of interest theoretically available to the BKK at start of project are quite high, ranging
from i compounded annual rate of 342.3 pereent tor daily foans to 29.8 pereent for seasonal loans (see
Appendix C). These ratss theoretically available to the BKK can be compared with the amount of interest
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actually collected as a percentage of loans outstanding at the start of project, shown in the final column
of Table 2-1. More than half of the 1,358,159,011 Rupiahs (Rp.) received in interest payments were
reported to be from the BKK portfolio of daily and weekly loans (Harrian and Mingguan), which provide
the highest returns. Yet total loan receipts as a percentage of loans outstanding were 22.4 percent,
considerably less than the 29.8 percent theoretically available on the least expensive BKK seasonal
(Musiman) loans. This suggests a rather relaxed attitude toward loan collection within the system as a
whole. Items of special interest in the following statement of income and expenses at the start of project
are nighlighted for ease of reference.

Table 2-1
Income and Expenses for the BKK Systcm
(For the year 1983, as at September 30)

(%)
INCOME Rupiah (%) Loans
Interest: 1,358,159,011 02.3 22.4
Daily/Weekly Loans 724,269,911 49.2
Monthiy/Seasonal Loans 597,544 894 40.6
Agricultural Loans 36,344,200 2.5
Other Cash Receipts 176,686 0.0
Other Income 112,819,361 7.7 1.9
Total Income: 1,471,155,058 100.0 24.2
EXPENSES:
Interest to BPD 67,822,319 4.6 1.1
Salaries 213,699,147 14.5 3.5
Audit/Supervision 44,746,101 3.0 0.7
Operational Expenses 63,240,784 43 1.0
Other Expenses 106.231,356 7.2 1.7
Depreciation 1,088,693 0.0 0.0
Total Expenses: 496,828,400 338 8.2
“ Net Income: 974,326,658 06.2 10.0

Source: Annex D, page 4, Project Paper

Of particuiar interest in the above analysis of BKK income and expenses at start of project is the
small percentage of total expenses represenied by interest costs — 4.6 percent —, all of which were



incurred on loans from the BPD. The insignificance of interest costs to the BKK at the end of 1983 is
an objective measure of the limited extent to which the system was engaged in financial intermediation
at start of project. Financial intermediaries incur considerable financial costs on the funds they administer
for savers. Money lenders, it might be pointed out, who, for the most part, lend only their own capital,
do not incur significant financial costs.

The direction in which the BKK institutions were developing as the project was getting underway
may bz understood by analyzing the changing structure of their assets and liabilities in the years prior to
the intervention. Table 2-2 presents consolidated balance sheets for the system for three years. The
changing structure is observable by noting what happens to the different items when expressed as a
percentage of total assets. -

Table 2-2
The Changing Structure of BKK Assets and Liabilities
Comparative Balance Sheets for Three Different Years
(In Rp.1,000,000 and percent of Total)

1975 (%) 1978 (%) 1983' (%)
Assets:
Cash 333 34 65.9 4.0 199.5 3.0
Loans Outstanding 894.4 92.8 1,463.6 89.7 6,071.9 90.2
Deposited with BPD 6.1 0.6 16.2 1.0 173.2 2.0
Material & Equip. 22.6 2.3 78.0 4.8 222.5 35
Other 1.3 0.8 1.9 0.5 53.5 0.8
TOTAL 963.7 29.9 1,631.6 - 100.0 6,730.6 100.1
Liabilities;
Provin, Government 349.8 36,3 311.0 19.1 1,250.1 18.6
Kas Desa 18.1 1.9 249 1.5 21.0 0.3
Dinas Deposits 22.8 2.4 11.6 0.7 71.0 I
Member Savings 247.3 25,7 359.7 22.0 1,188.1 17,7
etuned Earnings 199.3 20,7 6994 41.0 3,225.3 47,9
Profits Pre. Year 126.4 13.1 254.9 15.6 974.3 14,5
TOTAL 963.7 100.1 1,631.6 99.9 6,730.6 1001

'As of June 10, 1943

Source: Annex D, page 7, Profect Paper
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In the nine years prior to the intervention, while the structure of assets remained constant, all
major categories of liabilities declined as a percentage of total liabilities except profits and retained earn-
ings. While total assets increased almost sevenfold in this period, from Rp.963.7 million to Rp.6,730.6
million, -etained earnings grew at a substantially faster rate, increasing more than sixteenfold, from
Rp.199.3 million to Rp.3,225.3 million. Retained earnings plus profits increased from 33.8 percent of
total assets in 1975 to 62.4 percent of total assets prior to project start-up.

The strength of profits and retained earnings within the BKK system in the decade prior to the
intervention is less a reflection of their efficiency at providing service to their rural clientele than an
indication of their favorable market position as the only supplicr of liquidity to most of their potential cus-
tomers, which allowed them to earn a profit despite apparently lax loan collection.

Although the BKK institutions never really intermediated between local savers and local
borrowers — the savers who provided loanable funds to the BKK system were invariably the same indi-
viduals as the borrowers — there was a certain degree of financial intermediation between outside savers
and local borrowers in the early years as the units were capitalized with government funds and handled
monies for various governmnent agencies. By the start of project, however, even this type of financial
intermediation had dwirdled to half of its former significance as funds from the "Provincial Government,
Kas Desa and Dinas Deposits™ declined from 40.6 percent of total assets to 20.0 percent.

The declining importance of outside funds in the nine vears prior to FID-I is reflected in the
insignificance of interest payments within total expenses. To the extent that the BKK institutions were
engaged in local financial intermediation, it was not between savers and borrowers but rather — the
income figures suggest — between borrowers and borrowers, that is, between those individuals who pay
their loans as per the loan agreements and those individuals who do not.

THE LPN OF WEST SUMATRA

The LPN of West Sumatra, which has been in existence since the early part of the century,
represent an alternative approach to the problem of beating the money lender.  These clan-based
administrative organizations, which serve up to approximately eight villages each, differ from the BKK
of Central Java in fundamental ways. Like credit unions of the original 19th century model, the LPN
organizations are closed, member-owned institutions that pool savings and make loans within the closed
membership.

The LPN erjoy many of the other strenpths that attend the credit union model, as well as most
of its weaknesses. Members make deposits that they gain access to by taking out a loan. As in some
credit unions, costs are kept low by the use of volunteers. Members do not ubject to paying interest for
the use of their own money because of the leverage they may enjoy and because much of the interest
income carned by the LPN is returned to them at the end of each year in the torm ot dividend payments,
The closed membership of these institutions also contributes preatly to their ability to collect loans,

On the negative side, these organizations are of interest chietly to individuals who are seeking
to become net debtors, Individuals wishing to be savers are not interested in entrusting their money to
such organizations, because they may not withdraw their deposits without withdrawing from the
organization altogether. The LPNs do aot mana e voluntary savings deposits in the sense intended by



the project. Although there may be occasional loczl variations, the LN model provides no deposit
facility separate from the credit facility. Inasmuch as these institutions are chiefly made up of individuals
wishing to be borrowers, they enjoy on'y limited significance as tinzncial intermediaries between
individuals wishing to be net savers and thosc wishing to be net borrowers.

Table 2-3 presents consolidated balance sheets for the LPN system for 1979 and 1983, permitting
an analysis of the changing structure of their assets and liabilities at the start of project.

Table 2-3
The Structure of LPN Assets and Liabilities
%
1979 (%) 1983 (%) Change

ASSETS:

Cash 34,736 8.8 94,508 8.2 172.0

Inventory 1,610 0.4 20,887 1.8

Bank Deposits 32 0.0 5,469 0.5

Loans Qutstanding 339,017 85.5 1,001,216 86.9 195.3

Other 21,167 5.3 30,590 2.7
LIABILITIES:

Provincial Loans 82,324 20.8 124,312 10.8 51.0

Bank Loans 0 0.0 40,741 3.5

Voluntary Savings 3,345 0.8 12,773 1.1 281.9

Forced Savings 156,399 39.4 539,315 40.8 244.8

Reserve 41,092 10.4 223,791 19.4 444.6

Other 19,755 5.0 55,928 49

Profit 94,665 239 155,810 13.5

Total: 396,582 100.0 1,152,670 100.0 190.7

Source: Annex D, page 10, Project Paper

It is of some interest that the asset structure did not change significantly in the four years prior
to the start of project, and that, with cash as a portion of total assets in the 8-9 percent range, the units
are rather liquid.

The Liability structures for 1979 shows that at some point the selt-help character of the groups had
changed with the introduction of outside money in the form of loans from the provineial goveinment,
Such ettorts to use self-help proups to distribute loreipgn savings - very common in the developing world
= usually weakens them by undermining loan collection. It is signiticant, theretore, that the LPN had
apparently been able to reassert much of their selt-help character by start of project: money owed to
outsiders declined from 20.8 percent of total asvets in 1979 10 10 K prrcent in 1983,
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The more rapid growth of the BKK system is attributable to the retention of earnings, as well as
to the fact that its services are available to any credit-worthy individual in the community. The failure
of the LPN system to retain a significant part of its earnings is, in turn, a reflection of its policy of
benefiting its closed membership with dividend payments.

THE BKPD AND LPK OF WEST JAVA

The BKPD is a system of production banks in West Java, established in the mid-1960s. With
ownership by the district government, these banks offer full services to their customers including
voluntary deposits. They were the only FID-I institution authorized to accept voluntary deposits before
the banking reforms in 1988. The LPK which started operations in 1972, are uon-bank financial
institutions with ownership held by the province and subdistricts. Developed to serve western West Java,
which had no village banking services, the LPK system grew to 103 units at the start of the project.

The Project Paper did not present time-series dita on the consolidated balance sheets for the
BKPD and the LPK of West Java. Table 2-4 presents, instead, estimates of the position of the two
systems at the start of project, which, as can he seen, do no: balance,

Analysis of the structure of liabilities shows that, in contrast to the BKK and the LPN, both West
Javanese systems were substantial financial intermediaries at the start of project, although only the BKPD
institutions were substantial intermediaries between local savers and borrowers, with 42.6 percent of their
funds coming fromn time and savings deposiis, versus only 13.7 percent for the LPK system.

The relatively strong retained earnings position of the LPK system compared with the BKPD
(21.0 percent of total assets versus 8.8 percent) suggests that the younger system was exposed to less
competition than the BKPD.

THE LKURK OF EAST JAVA

The LKURK of East Java was included iy the project only within the past two years. They
represent the most interesting of the eight systems «f RFIs currently receiving assistance from the FID-I
project from the vantage point of what has been achieved to date as well as from the potential that exists
for continued development.  In many respects and with important exceptions, the development of the
younger LKURK system parallels the development of the BKK system of Central Java five and more
years prior to start of project - a period, according to Patten and Rosengard (p. 37), when the BKK
system was “characterized by growth and institutionalization.” The development of the LKURK systemn
during the past two years may be characterized by "consolidation and growth.” Consolidation mvolved
moving from an unwieldy horizontal structure comprising more than 1,600 village units at start of project
to a more vertically integrated structure of 185 standardized subdistrict units serving 1,320 posts.
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Table 24
Consolidated Balance Statements for BKPD and LPK
(Estimated as of 1.31.84)

I BKPD LPK
(Rp.1,000) (%) (Rp.1,000) (%)
ASSETS:
Cash in units 221,096 6.4 65,095 8.4
Cash on deposit 134,740 3.9 6,023 0.8
Loans Outstanding 2,589,336 75.3 695,052 90.1
Plant and Equip. 497,392 14.5 4,867 0.6
Total Assets: 3,440,564 100.0 771,037 100.0
LIABILITIES:
Time Deposits 545,425 15.6 4,000 0.5
Savings Deposits 930,050 27.0 101,986 13.2
Loans Payable 386,996 11.2 294 707 38.2
Other Payables 230,406 6.7 294,707 38.2
MPBG 292,450 8.5 87,034 1.3
Retained Earnings 302,588 8.8 161,767 21.0
Original Cupital 548,404 15.9 53,036 6.9
Sub-total: 3,236,319 94.1 896,929 116.3
Unaccounted for 204,245 59 (125,892) 16.3
Total Liabilities: 3,440,504 100.0 771,037 100.0

Source: Annex D, page 3, Project Paper

The system of subdistrict units serving a number of village posts is closely modeled on the
suecesstul post system developed in Central Java. The LKURK system offers an important organizational
advance over the BKK system, however, in that all units are part of a single legal entity, the LKURK,
created in 1987, Responsibility for supervising and controlling this legal entity, including authority to
make decisions concerning the training, hiring and removal of LKURK personnel, resides solely in the
BPD. An important obstacle to effective supervision present to a greater or lesser degree in each of the
other provinces visited has thus been removed in East Java,

Thus, the FID-T system which comes closest to mimicking the successful BRI Unit Besa model
(Bank Rakyat Indonesia separate unit and profit center) is the LKURK of East Java, where project-
initiated structural and organizational changes have succeeded in removing many of the obstacles to a
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smooth flow of services to the village units. The long-term advisor to the East Java system is promoting
a development strategy for the system that contains all the elements essential for vigorous ana sustainable
deposit-led growth. This system is most interesting from the development standpoint because of its
considerable reach into the rural hinterland, extending far beyond the penetration of the BRI Unit Desa
system, for example. What is being undertaken in East Java should be considered a replicable model for
any Indonesian province served by a regional development bank.

SUMMARY OF FINDINGS

The FID project intervened in the operation of four existing systems of rural financial institutions
that differed from one another in fundamental ways. The largest system, the BKK of Central Java, had
settled into the role of specialized credit institutions largely indepe:dent from the development-minded
agencies that created the BKK. Outside money showed a strong declining trend as a source of funding
for the BKK operations, as did locally mobilized savings. The BKK system did not offer voluntary
savings deposits, and, because of relatively relaxed loan collection, was not well positioned to adjust to
the new policy envircament favoring deposit mobilization.

The oldest of the four systems, the LPN of West Java, was reasserting its self-help character in
the years prior to the start of project, with outside funds also declining as a percentage of total liabilities.
The closed membership of these credit-union-like institutions gave them certain cost advantages over other
systems, particularly in the area of loan collection. While these institutions were based on demestic
resource mobilization, they provide only limited financial intermediation between savers and borrowers
because their principal savings instrument is not attractive to individuals wishing to hold savings balances
as a source of liquidity.

Only the BKPD and the LPK of West Java were substantial intermediaries between savers, as a
group, and borrowers at start of project. Of the two, only the BKPD were financial intermediaries
between local savers and borrowers.
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CHAPTER THREE

PROJECT IMPLEMENTATION: INPUTS AND INTERMEDIATE GOODS
PROJECT INPUTS/OUTPUTS ACHIEVEMENT

The project provided inputs in four areas identified as essential to the achievement of project
objectives — training support, technical assistance, commodities, and funds for system capitalization.
These were to be used to achieve the following project outputs:

] Self-sustaining BPD training capability;

L Improved auditing, inspection, and supervision:

L Establishment of an efficient system of savings mobilization;
o Strengthened operational and accounting procedures; and

) Improved Management Information Systems (MIS).

Self-Sustaining BPD Training Capacity

Training support was aimed principally at BPD and RFI employees, although training activities
were also directed at local government officials (camats and lurahs) and officials of national government
agencies, notably the Ministry of Home Affairs, BAPPENAS, and Bank Indonesia. An important aspect
of the training component of the project was its lony-range view. FID-I did not seek merely to train a
number of employees in financial institution management and development, but rather to create a
sustainable training capability within the system.

The total number of individuals trained within the context of project-supnorted activities is given
in Table 3-1. In keeping with the objective of establishing a sustainable in-house training capability
within the BPDs, most of the individuals enumerated here were actually RFI employees who received
their training from BPD staff.

The number of individuals trained midway through the second to last year of the project already
exceeded the target number of approximately 5,300 by a wide margin. The training activities supported
by the project represent a significant long-term capital investment in the system.
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Table 3-1
Numbers of Individuals Trained

Woest West Central East

Sumatra Java Java Java Totals
ke tvish e s e e i S
I e

1586/87 344 460 1,234 -- 2,038

1987/88 231 298 271 - 900

1988/89 503 375 726 489 2,093

1989/50 72 200 906 991 2,223

1,150 1,333 3,291 1,480 7,254

Source: Briefing Notes Supplied by DAI.

The Project Paper considered the BPD training capability to be perhaps the project’s "most
essential element” (p. 20). A review of available documents, discussions with FID advisors, and
anecdotal impressions gained from interviews with BPD and RFI personnel in the field all indicate that
an enormous amount of human capitai has been created by FID-I-supported training activities during the
life of project. The return to this capital is lower than it should be, however, because of organizational
and structural problems existing in some parts of the system. The training activities supported by the
project represent an investment in the system that should pay handsome dividends when and if structural
problems are resolved.

Improved Auditing, Inspection, and Supervision

The project sought to improve the ability or capacity of the BPDs to supervise, inspect, and audit
the hundreds of RFIs under their purview. This output was to be achieved by addressing personnel and
reorganizational issues through technical assistance; by upgrading skills through training; and through
commodity support, which would provide ircreased mobility and access io information. Like the training
component, technical assistance represents a long-term capital investment in the system,

The technicai assistance was provided principally by means of resident advisors backed up by a
number of local consultants who were able to call upon short-term expatriate specialists for the improve-
ment of management information systems, savings programs, accounting systems, and curriculum design.
The technical assistance input in person-months during the life of the project is shown in Table 3-2. The
project made greater than expected use of local advisors, by hiring expatriate short-term advisors for a
reduced number of person-months.
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Table 3-2
Technical Support: Person-Months
Per Contract Actual
Eng-term Advisors: .

Chief of Party 32 32
Bandung 48 54
Semarang 52 58
Padang 28.5 28.5
Surabaya 30 30

190.5 202.5
Short-term Advisors:

Expatriate 34 13

Local
Accounting 33 40
Computers 10 17
Training 10 18

87 88
Total PMs 277.5 290.5 L

Source: DAI Briefing Notes:

A considerable investment was made during the life of the project in increasing the ability of the
BPDs to inspect and audit the RFIs. Improved accounting systeras were introduced into the REIs of West
Sumatra, Central Java, and East Java, and BPD personnel were trained to exploit these improved systems
in supervising the village units and conducting audits. Intractable jurisdictional problems slowed progress
considerably in West Java. Work is proceeding in this area in the provinees of Bali, West Nusa
Tenggara, and South Kalimantan, which are relatively new to the project.

The objectively verifiable indicators of the achievement of this output were the circulation of
funds and MIS reports among national, provincial, aad village levels. The circulation of funds and MIS
reports, while much improved during the life of project, still leaves room for considerable improvement,
particularly if the flow of funds and information within the BRI Unit Des system is accepted as a
benchmark. A comparison with the BRI Unit Desa system in this regard is usct'si. Although each of the
FID-T systems has its own peculiaritics, making the formulation of all-inclus: ¢ statements ditficult, it
seems safe to say that none of these regional systems approaches the institutional it prity of the BREUnnt
Desa cystem, which is a department and separate profit center within a stngle organization, Deticiencies
in the flow of funds and of information between the REIs and the BPDs reflect, more than any other
single factor, the lack of a close, BRI-like institutivaal relationship between the regional development
banks and the respective rural retailers of financial services. In the absence of close institutional
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relationships between the various provincial development banks and their RFIs, it seems likely that the
actual flow of information and funds within the various BPD systems may be considerably below capa-

city.

The analysis above suggests that the verifiable indicators of project success — the actual flow of
MSI reports and funds within the system — may give an underestimate of project achievement in
improving BPD ability or capacity to audit and inspect the RFIs under their jurisdiction.

The ability or the BPDs to supervise the RFIs was enhanced considerably by improved
management information systems introduced with project-supplied technical assistance and commodity
support. Improved MIS were installed in West Sumatra, Central Java, and East Java. A similar system
is being installed in West Java. Consideration of the underdeveloped institutional relationship between
the BPDs and the respective RFIs suggests that the ability of the BPDs to provide a service to the RFIs
may exceed their institutional will to be involved.

Established Efficient System of Savings Mobilization

The final category of inputs, a $3,000,000 revolving credit fund facilitated by the BPDs through
established Ministry of Finance credit lines, represents a short-term investment in the system, the results
of which were observable almost immediately, given the very short-term structure of most lending at the
retail level.

However, given the emphasis placed on domestic resource mobilization by the GOI and the
success that a number of FID-I institutions have had in obtaining funds from domestic sources, the
revolving credit fund must be considered a noncrucial input. The central funding component of the
project is, in fact, at odds with the stated objective of increasing RFI reliance on domestic resource
mobilization and tinancial intermediation between rural savers and borrowers. Thus, while several FID-I
systems have developed savings components, this development occurred with autle assistance trom the
credit fund and represents a key step towards maintaining substantial financial institutions.

The relative unimportance of funds for system capitalization in the overall structure of liabilities
may be seen by comparing project funds with other sources of funding enjoyed by the FID-I institutions.
The provision of loanable funds by FID-I has varied considerably from one provinee to another, as may
be seen in Table 3-3. Bali, not one of the original FID-I provinces, had received no capitalization funds
at the time of the review team’s visit to the field. The West Sumatran institutions, on the other hand,
were net creditors to the capitalization fund during 1989, after $475,000 in capitalization funds allocated
to this province were deobligated. Significantly, the deobligation followed on the determination that the
village units could not ahsorb the available funds. This finding may be related to the LPN reassertion
of their self-help character in the years prior to the intervention, which reduced obligations owed to
outsiders as a pereentage of total assets.  Finally, $734,000 in capitalization funds carmarked for the
BKPD and LPK systems of West Java were suspended because of monitoring and supervision problems
within the provinee.  Although this action was intended as punishment for the West Javanese system for
its lack of compliance with reporting guidelines, the ultimate effect may have been more akin to relief,
At midyear the BKPD and LPK systems were highly iiquid, jointly funding almost 90 percent of their
loan portfolio out of locally mobilized resources.
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Table 3-3
Capitalization Funds
Compared with Major Sources and Uses of Funds
(as at December 1989, In Millions of Rupiah)

West West Central East Ail

Sumatra Java Java Java Bali Areas
SOURCES
Savings 1,293 22,566 4,735 911 4339 33,844
Profits 80 1,590 1,698 807 674 3,835
Project Capital. <10> 656 838 838 0 1,754
USES
Loans 2,492 25,206 23,497 3,488 5,138 59,810
Project Capital. as
% Loans -- 2.6 2.6 24.0 0.0 2.9
Savings as % of
Loans 52.1 89.5 20.2 26.1 84.4 56.6

e —

Source: Tables 3 & 4, DAI 4th Annual Report

As seen from Table 3-3, capitalization funds represent an almost negligible source of loanable
funds for most FID institutions. System wide, only 2.9 percent of loans outstanding were financed from
the project’s capitalization line. Only in East Java do funds from this source represent a significant por-
tion of RFI liabilities, but even here forced savings, surprisingly the fastest growing source of funds
within the system, have overtaken project capitalization as a soarce of funds.

The project became actively involved in promoting savings mobilization in only one or the
original four systems, the BKK system of Central Java, Ironically, this system has enjoyed less success
than any of the others in funding its credit portfolio out of locally mobilized resources.  The poor
performance of the BKK in this important arca may be attributed only partly to tie design of the savings
instrument introduced by the project.! Converting a system of specialized credit institutions to deposit-
mobilizing institutions is difficult, but not for any lack of demand on the part of the FID-I clientele for
100d deposit facilities. Specialized credit institutions, particularly those founded with the CXPress purpose
of assisting a target group identified as being disadvantaged, tend to put the needs of the borrower
foremost.  Evidence alieady presented suggests thai many BKK units at start of project did not project

gl

"The savings program developed for Central Java is the work of the previous long-term advisor. The
present long-term advisor to Central Java is well aware of the deficiencies in the system developed by
his predecessor. Armed with the results of 2 marketing survey he recently conducted, he is attempting
to convince the BPD of the need 1o adopt a passbook-type savings instrument similar to that used in the
BRI Unit Desa system,



20

a bank-like image of toughness, particularly in the area of loan collection, which is necessary to earn the
respect of depositors.

Strengthened Operational and Accounting Procedures and an Improved MIS
According to briefing notes supplied by DAI, improved operating systems were installed in all

provinces and improved accounting and auditing systems were completed for West Sumatra, Central Java,
and East Java.
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CHAPTER FOUR

A LOOK AT SOME OBJECTIVELY VERIFIABLE INDICATORS

The present chapter looks at the FID-I project from the perspective of the proposed level
indicators identified in the logical framework.

LOAN TARGETS COMPARED WITH LOAN BALANCES ACTUALLY ACHIEVED

The latest consolidated figures on loans outstanding for the four original systems are from
December 1989, which corresponds to Year Five of the seven-year project. The target figures, taken
from Annex 1 of the Project Paper, are compared with the figures actually attained as reported in the DAL
Fourth Annual Report in Table 4-1,

The loan targets established in 1984 were extremely optimistic, retlecting annual compound
growth rates from a "low™ of 34.5 percent for the LPN of West Sumatra to 48.9 percent for the BKPD
of West Java. Despite the unrealism of these targets, they were exceeded in two of the four original
systems.

Table 4-1
Loans Outstanding in the Original Four FID-1 Systems
Targeted Levels Compared with Levels Actually Achieved

West " West West Central
Sumatra Java Java Java All
(LPN) (BKPD) (LI’K) (BKK) Areas

Tfrargct. Loans
Outstanding, Year
Five: 5,957 19,616 2,700 40,753 69,026

Actual Figure
December, 89; 2,482 20,470 4,736 23,496 51,184

Percentage Target
Achieved: 41.7% i04.4% 175.4% 57.7% 14.2%

The figures presented in the above table show that the two systems characterized in the previous
chapter as "demand-led,” notably the deposit-mobilizing institutions of West Java, exceeded project loan
targets, whereas the institutions characterized s “development-pushed,” the specialized credit institutions
of West Sumatra and Cennal Java, failed to achieve targeted loan levels.
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SAVINGS AS A SOURCE OF LOANABLE FUNDS

The project strategy for increasing savings as a percentage of louns outstanding called for placing
greater emphasis on voluntary deposit mobilization, with gradual phasing out of torced savings schemes
tied to credit. Targets for savings as a percentage of loans outstanding, stated implicitly in the targeted
consolidated balance sheets attached o the Project Paper as Annex I, were somewhat conservative when
compared with the optimistic loan targets, retlecting the Project Paper’s contention that "the potential tor
voluntary savings as o source of funds for lending remains to be tested.” It is one of the abiding
accomplishments of FID-1 that this question has been given g definitive answer: the potential for using
voluntary savings deposits as a source 0. funds for lending in rural areas is signiticant,

Table 4-2 compares savings targets for the four original FID-I systems with savings levels actually
achieved.

Tuble 4-2
Savings Depaosit Liabilitics of the Original FID-1 Four
Target Levels Compared with Levels Actually Achieved
(Millions of Rupiah)

West West West Central
Sumatra Java Java Java All
(LPN) (BKPD) (L.LPK) (BKK) Areas

le'argct, Savings
Balances, Year Five:
2,398 3,453 379 5.736 11,966
Savings balances, us
at 12/31/89: 1,328 20,407 2,159 4,735 28,629
Percentage of Target
Achieved: 55.4% 591.0%  569.7% 82.5% 239.2%

Another way of measuring project achicvement in savings mobilization is to compare the portion
of credit portfelios funded by locally mobilized resources. A high ratio of savings to credit indicates
success in becommng a financial intenmediary between local savers and local hortowers. Table 4.3
compares targeted fevels of savings as a percentape of loans outstanding, with levels actually achieved

The targeted Tevels for savings as a percentage ot loans outstanding were surpassea i all of the
original FID-1 systems. In the agpresate the target ratio of 173 percent was more than tripled by the
achieved ratio ol 55.9 percent. Once again the mostimpressave results were achieved m the demand led
systems characterized by agpressive deposit-mobilizing institutions, the BKPD and the 1.PK of West Java.
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Table 4-4 presents data comparing 1989 target levels for numbers of borrowers reached with
actual levels achieved. As a basis for comparison, the percentage increase over 1985 levels as well as
the compound growth rates for this statistic are also given in this table, A glance at this table reveals
that, once again, the deposit-mobilizing institutions of West Java are the standout performers, coming
within a few percentage points of the target tigures for number of borrowers served.

It should be noted that the percentage of target achieved by the BKK system of Central Java seri-
ously overstates the progress made in tais province, as the compound growth rate of just 1.3 percent
reveals. Based on the aumber of borrowery served., the deposit-mobilizing institutions of West Java are
growing approximately 1O tmes faster than the speaialized credit institutions of Central Java (compound
growth rates of 12.7 percens and 13,4 percent versus 1.3 percent). The signiticance of this finding
should not be lost on anyone interested in retailing credit to small borrowers in rural areas of the
developing world.

Tuble 4-4
Number of Borrowers Targeted Compared with the Number Reached

West West West Central
Sumatra Juva Java Java All
(L.LPN) (BKPD) (LPK) (BKK) Areas

lT-l.;85 Levels

11,719 56,869 19,088 484960 572,636

1989 Targets 20,252 98,257 32,856 838,059 99 572
1989 Levels 15,054 91,632 31317 501,584 (17,587
T Increase 28.5% 61.1% 061, 1% 51% 13.1%
Compound Growth

Rate 6.4% 12.7% 13.3% L% 32%
Borrowers Reached as

% of Tarpe 74.3% 93.37% 95.2% 60.8% 05.4%

Source for 1985 levels: Table 2-19, Impact Evaluation

calculation assumes that the nuinber of borrowers are expected o Increase at the same rate in cach
system. The actual caleulation is as follows: 1,300,000/572,636 = 2,270...: (1.1465)* = 22711, .;

(1.1365)" = 1.9800..., = the factor by which actual 1985 borrower levels are multiplied to yicld 1959
largets,
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The Number of Savers Provided with Depusit Facilities

Perhaps the most important lesson emerging from the FID-I intervention is the tremendous
demand for deposit facilities on the part of the population targeted for financial services. Unfortunately,
no targets for numbers of savers served with deposit facilities were established by project designers.
Since ignoring what has been accomplished in this area would give a misleading impression of the suceess
the FID-T institutions have enjoyed in reaching the target population with tinancial services, the number
ot savers provided with deposit tacilities at the close of Year Five is compared with the irgeted levels
of borrowers as a henchmark.,

Once again, as the data in Table 3-5 reveal, the outstanding performance of the deposit-mobilizing
institution.., particularly the BKED of West Java, must be contrasted with the sluggish pertormance of
the specialized credit institutions of Central Java, the BKK.

Table 4-5
The Number of Suvers Provided with Depaosit Facilities
Actual Levels Compared with Tarpets for Borrowers

West West West Central
Sumatra Jova Java Java All

(LLPN) (BKI'D) (LPK) (BKK) Areas
1989 Borrower
Targets 20,252 48,257 32 8K6 838,059 989,572
Number ot Savers,
1989 35,992 238373 52,896 S(4),563 K24 .824
Number of Savers as
% of Borrowers
Targeted 177.7% 239 5% 160.8% 59.7% 83.4%

SUMMARY OF PRINCIPAL FINDINGS

Although targets tor end of progect tatus were 1 m my respects extremely optimistic, the project
has enjoyed considerable sucee in mecting these tarpets in cntical areas, Patticularly noteworthy were
the achievements in wavings mobilization, i which more than 300 percent of the plobal tapet was
dchieved  Of preatest sipmficance, however, was the penerally supenior pettormance ot the deposit-
mobilizing mstitution, amony the ot FID T wystems compared with the pertormisiiie of (he
speciahized credit institutione,

Deposit mobilizers owtpertormed the speaishized credit mstitubions accordimy to every neasure
apphed  prowth in Joans outstanding, prowth in number ot clients, served, prowth m savings captured
from the public, and the percentape of loan porttohio funded by domentically mohlized resources.



26

Deposit mobilizers appear to be demand-led institutions, which are far more sensitive to market

forces than the specialized credit institutions, and relatively immune to competition in the markets they
serve.
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CHAPTER FIVE

THE FID-I INSTITUTIONS AT YEAR FIVE

Chapter Two presented a look at the original four FID-I systems at the start of project. Chapter
Three gave an overview of project inputs and outputs. The present chapter looks at the original four
FID-I systems as they appear at the end of Year Five, plus the LKURK system of East Java as it appears
after less than two years of project assistance.

THE BKK SYSTEM OF CENTRAL JAVA

The foliowing table provides a look at what has happened to the structure of the BKK assets and
liabilities in the course of the project.

Table 3-1
The Changing Structure of BKK Liabilities
Comparative Balance Sheets for Three Different Years
(In Rp.1,000,600 and % of Total)

(- 1985 (%) 1987 (%) 1989 (%)

Assets
Cash 347.5 2.6 329.7 1.6 511.0 0.2
Savings Accounts 316.4 2.4 614.5 3.0 1,456.8 5.2
Loan Outstanding 11,943.0 90.1 18,223.8 88.4 23,496.6 84.6
Material & Equip. 643.9 4.9 1,417.4 6.9 2,031.6 7.3
Other 7.3 0.1 19.0 0.1 290.0 1.0

Total Assets 13,2582 100.0 20,604.14  100.0 27,788.7 100.0
Loc. Gvi./BPD Lns 2,642.0 19.9 4,896.2 23.8 6,801.1 24.5
Village Deposits 28.5 0.2 34.4 0.2 158.1 0.6
Tech. Serv. Deposits 204.4 1.5 383.7 1.9 3i1.8 1.1
Member Savings 2,156.8 11.3 2,845.2 13.8 4,734.7 17.0
Prov. Bad Debt 0.0 0.0 0.0 0.0 1,003.3 3.6
Other 0.0 0.0 0.0 0.0 2,344.5 8.4
Retained Earnings 6,246.13 47,1 10,087.0 49.0 10,736.8 38.0
Current Profits 1,980.1 14.9 2,357.8 il.4 1,698.3 6.1

Total 13,258.2 100.0 20,604.4  100.0 27,788.7 100.0

Source: Patten and Rosengard, April 1990, Table IV-10.
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In discussing the data in Table 5-1, reference will be made to Table 2-2, which analyzes the
direction in which the structure of BKK assets and liabilities was changing prior to the intervention of
FID-I.

The most significant development observable between the two tables is the reversal of the
pronounced trend for outside money to decline in relative importance in the liability structure of the BKK
system prior to start of project. While funds from "Local Government and BPD Loans" plus "Other"
Iabilities decreased in relative importance from 40.6 percent to 20.0 percent in the years prior to start
of project, during the course of FID-I these liabilities increased in relative importance to 32.9 percent of
total by the end of 1989.

Increases in these categories of liabilities represent an effoit to exploit the BKK network to
distribute credit forthcoming from centralized sources to the rural poor. Such an effort represents a
retreat from the project objective of dzveloping the system ir the direction of domestic resource
mobilization and financial intermediation between iocal savers and borrowers.

In this context it is very interesting to note that almost half (44.2 percent) of the increase in
loanable funds deriv.ng from BPD and other government sources between 1987 and 1989 went to fund
increases in savings balances owned by the BKK, almost all of which would be held at BPD.! In other
words, close to half of the funds advanced to the BKK betweea 1987 and 1989 from project and other
central funding sources were not lent to the BKK for on-lending to their rural clients, but rather
remained on deposit in the BPD. If only project capitalization funds are considered, more than 100
percent may be accounted for by increases in BKK deposits in the various BPDs.2

Although this increase in system liquidity may be a positive development reflecting project
technical assistance, there is reason to suspect that it points to a more fundamental structural problem
within the BKK system. In the context of relatively sluggisi growth in loans outstanding, the substantial
growth in savings acccunts owned by the BKK suggests that the specialized credit institutions of Central
Java may be experiencing some difficulty in moving the money coming in from BPD and other
government sources at project interest rates.’

Table 5-2, which shows the growth rates of different categories of assets and liabilities, provides
a different perspective on this key issue.

'The increase in local government and BPD funds between 1987 and 1989 is 6,801.1 - 4,896.2 =
1,904.9. The increase in BKK savings deposits held in BPD in the same period is i,456.8 - 614.5 =
842.3; 842.3/1,940.9 = 0.442..,

*Net cipitalization funds advanced 1o BKK at the end of 1989 totaled Rp.606 million. (See Table 3-3,
above.) Between 1987 and 1989, BKK duposits in BPD increased by Rp. 842.3 million.

*This interpretation is streagthened by the fact that fixed and other assets also increased substantially
faster than loans outstanding during the course of the project, increasing steadily from 4.3 percent of total
assets prior to start of project t.: 8.3 percent of total at the end of Year Five,
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Table 5-2
Growth Rates of Different BKK Assets and Liabilities
1985 (%) 1989 (%) % Change
Assets
Cash 347.5 2.6 511.0 0.2 47.1
Savings Accounts 316.4 2.4 1,456.8 5.2 360.4
Loans Outstanding 11,943.0 90.1 23,496.6 84.6 96.7
Material & Equip. 643.9 4.9 2,031.6 7.3 215.1
Other 7.3 0.1 290.0 1. N/A
Total Assets 13,258.2 100.0 27,788.7 100.0 109.6
Liabilities
Loc. Gvt./BPD Lns 2,642.0 19.9 6,801.1 24.5 157.4
Village Deposits 28.5 0.2 158.! 0.6
Tech. Serv. Deposits 204.4 1.5 311.8 1.1
Member Savings 2,156.8 11.3 4,734.7 17.0 119.5
Prov. Bad Debt 0.0 0.0 1,003.3 3.6
Other 0.0 0.0 2,344.5 8.4
Retained Earnings 6,246.3 47.1 10,736.8 38.6 71.9
Current Profits 1,980.1 14,9 1,698.3 6.1 -14.2
Total 13,258.2 100.0 27,788.7 100.0 109.6

Funds from local governments and from the BPD increased much faster than other major
categories of BKK liabilities — member savings and retained earnings (157.4 percent versus 119.5
percent and 71.9 percent, respectively) — and considerably faster than total assets, which increased 109.6
percent in the four-year period. As may he seen in comparing the growth rates of different BKK assets
in the above table, a disproportionate share of this surge of funds from outside sources went to fund
equipment, fixed and other assets, and savings deposits in BPD, which grew substantially faster than loans
outstanding in the four-year period. -

Referring back to Table 5-1, it is interesting to note that member savings as a percentage of total
BKK liabilities, which had been on a declining trend in the years prior to the start of project (see Table
2.2}, continued to decline during the first two years of the project before staging a modest recovery
during the last two years. Still, at the end of Year Five (1989), member savings as a percentage of total
liabilities was stll lower at the end of 1989 than at start of project (17.0 percent in 1989 versus 17.7
percent in 1983.)

That profits as a percentage of total assets have been on a clear declining trend since start of
project, even if the provision for bad debts begun in the past year is disregarded, is another indication
that the BKK may be meeting resistance on the part of borrowers as it tries to increase lending at the old
rates.

K 4
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THE LPN OF WEST SUMATRA

Table 5-3 presents an analysis of the structure of assets and liabilities f. - the LPN served by one
BPD branch in West Sumatra. These figures are thus not strictly comparable with the figures for the
system as a whole presented in Table 2-3.

Table 5-3
The Structure of LPN Assets and Liabilities
(LPN Served by one BPD Branch)

T- March 31, 1990 (%)
ASSETS
Cash 32,074 9.4
Inventory 5,962 1.8
Bank Deposits 3,648 1.1
Loans Outstanding 278,450 82.0
Other 19,400 5.7
Total 339,534 100.0
LIABILITIES
Provincial Govt, 20,895 6.2
Bank Loans 0 0.0
Forced Savings 159,820 47.1
Voluntary Cavings 22,377 6.6
Capital and Reserves 75,246 22.2
Other 30,604 9.0
Profit 30,592 9.0

Source: BPD West Sumatra

Perhaps the most interesting item in the analysis of the asset structure of the LPN presented above
is the continued high liquidity of the units. Cash plus bank deposits owned by the LPN reporting to this
BPD branch amounts 1o 10.5 percent of total assats, which is slightly higher thun the liquidity of the
system as a whole prior to start of project. The relatively high liquidity of the system suggested by these
figures may account for the difficulty the project experienced moving capitalization funds through the
system, as commented upon by the RIG auditors. The LPN may not have been interested in taking on
the responsibility of managing funds from the BPD because, according to the figures available, they
continue to be relatively flush with loanable funds of their own.
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The figures presented in Table 5-3 suggest that the 'strong tendency observable within the LPN
system — prior to the intervention — for the units to reassert their self-help character by reducing outside
funds as a percentage of total liabilities has continued during the past five years. Funds forthcoming from
the BPD and the provincial government, which had declined from 20.8 pereent of total liabilities to 10.8
percent prior to FID, represent only 6.2 percent of total liabilities for the LPN represented in the above
sample. At 47.1 percent, the portion of total assets funded out of member shares (foreed savings) is
virtually uachanged from the 46.8 percent at start of project, while the portion funded by retained
carnings (capital and reserves) continued the rising trend observable in the years prior to the intervention.

THE BKPD AND LPK OF WEST SUMATRA

Compared with the consolidated tigures on the two West Java systems presented in the Project
Paper, which did not balance, the consolidated balance sheets available from the 8PD for the end of 1989
shown in Table 5-4 suggest some improvement in the flow of information from the subdistrict units to
the development bank.

One of the most interesting developments within West Java is the extent to which the asset
struciures of the two systems have come to resemble each other in the course of the six years. Itis not
ciear, of course, how much of the change represents improvement in reporting and how much actual
changes in the structure of assets.  The liquidity of both systems increased during this period, as well
as the portion of ligaid assets held in the form of claims on other financial mstitutions.  Within the
BKPD system, loans as a percentage of total assets increased from 75.3 percent at the beginning of 1984
to 79.4 percent at the end of 1989, while within the 1LPK system Icans outstanding as a percentage of total
assets deereased to a comparable level, from 90.1 percent to 80,9 percent. Tt s interesting that in both
cases the bulk of the ditference was accounted for by changes in the percentage of total assets held in the
form of plant and equipment.  Piant and equipment feli sharply as a peicentage of total assets within the
BKPD system, from 14.5 pereent of total to 5.3 percent, while the same eatepory increased shuiply
within the LPK system from 0.6 percent of total to 6.3 pereent.,

The decline of plant and equipment as a percentage of total assets i the BEPD syctem retlects
better utilization of installed capacity as the system grew sirongly on the basis ot voluntary deposit mobili-
zation. ‘The increase in plant and equipment as a percentage of total assets in the LPK system, on the
other hand, probably reflects bookkeeping adjustments more than anything clse, but a portion may also
reflect new investments in the system by the local and regional governments.
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Table 54
Consolidated Balance Statements for BKPD and LPK
(As of 31 Dec. 89 for BKPD, 31 Mar. '90 for LPK)
(In Rp.1,000,000 and %)

i BKPD (%) LPK (%)
r:A.S.SE.Tﬁ
Cash in units 1,421.8 5.5 313.3 4.8
Cash on deposit 1,857.7 7.2 340.2 5.2
Loans Outstanding 20,529.0 79.4 5,291.1 80.9
Plant and Equip. 1,497.3 5.8 458.8 7.0
Other 538.2 2.1 133.8 2.1
Total Assets 25,8439 100.0 6,537.3 100.0
LIABILITIES
Time Deposits 12,017.6 46.5
Savings Deposits 5,004.6 19.4 2,620.3 40.1
Loans Payable 4,173.6 16.1 2,084.0 31.9
Other Payables 583.2 23 145.2 2.2
Capital and Resvs. 2,781.1 10.8 1,548.4 23.7
Profit Current Year 1,283.8 5.0 138.5 2.1
Total Liabilitics 25,843.9 100.0 771,037 100.0

Source: BPD, West Java

The most striking development on the liability side of the consolidated balance sheets for both
systems is the growing importance of voluntary savings deposits as a source of loanable funds. The
growth is particularly striking in the cuse of the LPK, where the share of savings deposits increased from
13.7 percent of total to 40.1 percent. The BKPD system continues to outdistance the LPKs, however,
both in total savings mobilized and in savings as a percentage of total assets. The capital position of both
systems declined as their deposit liabilities grew, indicating better capital utilization and a higher level
of financial intermediation between savers and borrowers. although the capital position for both systeins
appears adz=quate on the consolidated balance sheet — 10.8 percent of total assets for the BKPD and 23.7
percent for the LPK — spot checking indicates that many units are overextended and could benefit from
closer supervision

Itis instructive to compare developiments within the BKPD of West Java with what is observable
within the BKK of Central Java. On the asset side, while the liquidity of the BKK system remained
essentially unchanged during the course of the project, increasing only marginally in relative terms from
5.0 percent of total assets at the end of 1985 to 5.4 percent at the end of 1989, the portion held in the
form of claims on other financial institutions increased sharply. ‘This development parallels the tendency
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observed in West Java for the RFIs to hold a greater portion of their assets in the form of claims on other
financial institutions, and may be considered a healthy trend in both cases, suggesting greater integration
of the village and subdistrict units into the regional financial systems of both provinces. The decline in
plant and equipment as a percentage of total assets in the BKPD system, however, which contrasts with
en increase in this category of assets for the BKK system, suggests that while the BKK system has been
building excess capacity in the course of the project, the BKPD may have approached a capacity
constraint,

The diverging histories of the Central and West Javanese systems is also observable in the
contrasting evolution of the structure of liabilities. Although the growth of the BKPD and LPK systems
was propelled by growth in deposit fiabilities, the growth of the BKK system, such as it was, was
propelled by the growth in loans from BPD and local governments.

Deposit-led growih must be considered demand-ted growth - no one is forcing depositors to
place their money in the BKPD and the LPK of West Java. Growth propelled by loans from the BPD
and local governments, on the other hand, might be referred to as "development-led” or, perhaps more
appropriately, "development-pushed” growthh. The two approaches to growth have had decidedly different
impacts on the asset side of the balance sheet. As noted, the fastest growing categories of assets for the
development-pushed institutions during the life of the project were deposits in the development banks,
which increased 360.4 percent, followed by plant and equipment, which increased by 215.1 percent
Loans outstanding, in contrast, increased a relatively modest 96.7 percent in the same period, leading to
a decline in their relative importance in the overall asset stracture of the BKK. An opposite trend was
observable in the principal deposit-led system of West Java, where loans outstanding increased from 75.3
percent of total assets at start of project to 79.4 pereent at the end of Year Five.

The signiticance of this counterintuitive finding should not be overlooked:  the contrasting
histories of the West and Central Javanese systems suggest that the best way to promote credit among
FID-I clients is to promote deposit facilitics.

THE LKURK OF EAST JAVA

The impact of project activities in East Java may be observed in the changing structure of the
LKURK assets and liabilities, analyzed in Table 5-5, below. This table also shows growth rates for
various categories achieved during the three quarters ending March 31, 1990,

One of the first things that should be noted in the table is the extremely rapid prowth of the
LKURK system. Total assets increased by 79.8 percent in the three quarters between June 1989 and
Macch 1990, paced by growth in loans outstanding of 85.7 percent. These figures should he compared
with the 96.7 percent increase in loans outstanding for the BKK system in the 16 quarters ending
December 1989,

On the liabilities side, the relative importance of project funding in East Java is observable in the
strong growth of loans as a source of loanable fuuds, which more than doubled in the three quarters, from
Fp.502.6 miflion to Rp.1,081.4 million,

The strong growth of the LKURK system seems to contradict the finding presented above that
development-led, externally funded growth teads to, disappointing results, In fact, the BKK system also
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grew spectacularly in the early years characterized by significant external funding. External funding is
clearly useful in establishing credit systems in areas poorly supplied with formal financial services, since
it gives the young institutions a ready source of income. The evidence from East Java, however, suggests
that in this market starved for financial services deposit-led growth might have been even more spectac-
ular.

As may be seen in Table 5-5, savings liabilities increased faster than any other category of assets
or liabilities during the last three quarters, 139.2 percent, from Rp.502.6 million to Rp.1,202.3 million,
compared with 85.7 percent growth in loans outstanding (assets) and 105.2 percent growth in loans from
BPD and provincial government (liabilities).

Table 5-5
The Evelving Structure of LKURK Assets and Liabilities
(Rp.1,000)
—
%o
June 1989 (%) March 1990 (%) Change
Assets
Cash 85,366 34 212.240 2.7
Bank 172,389 6.8 147,287 3.2
Loans 2,360,216 93.0 4,381,986 96.0 85.7
Provisions <80,927> <3.2 < 88,054 > <19
Fixed N/A > N/A >
Other — —_—
Total Assets 2,537,044 100.0 4,562,457 100.0 79.8
Liabilities
Savings
Forced 502,558 19.8 1,202.268 26.4 139.2
Voluntary 0 0.0 0 0.0
Deposit; 0 0.0 0 0.0
Loans 527,106 20.8 1,G8¢,482 23.7 105.2
Capital 942,243 37.1 458,853 18.8
Government 370,048 14.6 462,500 10.1 25.0
Current Profits 195,089 7.7 957,353 21.0
Total 2,537,044 100.0 4,562,457 100.0 79.8

Source:  Computer Print-out supplied by DAI Advisor

The rapid growth in savings deposits in a facility not readity accessible to savers — in practice,

the LKURK enjoy considerable latitude in limiting the withdrawal of funds deposited in these accounts
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— must be interpreted as evidence of an exceptionally strong demand for a deposit facility on the part
of the target population in East Java as well as a measure of the limited extent to which the LKURK
clientele are served by competing institutions.

The strong growth of savings deposits in a system that does not offer an attractive deposit facility
suggests a genuine effort to raeet that demand would result in even more spectacular growth,

SUMMARY OF PRINCIPAL FINDINGS

The diverging histories of the BKK of Central Java and the BKPD of West Java during the life
of the project demonstrate the superiority of the deposit-led approach to rural financial intermediation
over the traditional credit-led intervention.  The effort to promote lending in the specialized credit
institutions of Central Java by an injection of additional fuads from centralized sources (the BPD and
provincial government) has been followed by relatively sluggish growth and a decline in loans outstanding
as a percentage of total assets. Conversely, an effort to punish the West Javanese systems by withholding
project funds has been followed not only by tremendous growth in deposit mobilization, but, within the
BKPD system, to an increase in loans outstanding as a percentage of total assets. The supertluousness
of project funds as a means of promoting rural smallholder credit may be seen in the fact that more than
100 percent of project funds carried as liabilities on the BKK books at the end 1989 may be accounted
for on the asset side of the consolidated batance sheets by increases in deposits in the regional
development bark.

The stagnating LPN of West Sumatra seemed impervious to project activities.  The strong
tendency observable within the LPN sysiem, prior to the intervention, for the units to reassert their self-
help character by reducing outside funds as a percentage of total liabilities continued during the tirst five
years of the project.

The strong growth of the LKURK system only appears to contradict the finding that development-
led, externally funded growth leads to suboptimal results. Savings labilities grew faster than any other
category of assets or liabilities in Eact Java since this province was included in FID, suggesting that a
conscious strategy of deposit-led growth would have ted to even more spectacular results,
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CHAPTER SIX

MARKET RATES OF INTEREST AND THE
DEMAND FOR FINANCIAL SERVICES

The present chapter presents evidence that small borrowers use the credit facilities provided by
specialized credit institutions in much the same way that their counterparts in areas served by deposit-
mobilizing institutions use the deposit facility. Much of this evidence was obtained from an analysis of
the data collected from the 1,010 individual ledger cards sampled at the 13 rural institutions visited in
the course of the field work. The central theme of this chapter is that credit and deposit facilities are
cconomic substitutes and that when marke! forees are allowed to set the prices of these tacilities, larger
numbers of rural poor elect to substitute a deposit facility for credit as a source of liquidity !

THE DEMAND FOR CREDIT ON THE PART OF ¥ID-1 CLIENTS

One of the assumptions on which FID-1 was based was that the demand for small loans on the
part of the target population is relatively inelastic with respect to the rate of interest. Data collected on
the basis of 4 random sample of 659 individual ledger cards provided a basis for testing this assumption.
The 659 cards were arranged nonrandomly into seven groups and average loan size and average collected
rate of interest for cach group was colcuiated.

The collected rate of interest was used s the explanatory variable, rather than the stated or
nominal rate of interest chargad by the varions institutions, to reflect the fact that most FID-I clients are
repeat borrowers. In other words, as established customers, they know what rate of interest they expect
to pay, given the collection policies of the institutions involved.

The use of average figures tor loan size and rates of interest is legitimate since it allows the
mythical ceteris paribus state to be approached. I the agprepate, other things, albeit not necessarly
equal, tend to cancel out,

When plotted on Cartesian coordinates, or graphed, these seven pairs of numbers constitute a
sketch of the demand curve for credit on the partof FID-F horrowers. One need not be an cconomist or
a statistician to grasp the significance of the rroupings presented in Table 6-1.

'A note on the demand curve: small suppliers operating in large marke's may disregard the demand
curve.  From their perspective, the demand curve is relatively (or perfectly) ttat. Larger suppliers, on
the other hand, may not ignore the shape of the demand curve. The Farger the supplier, the more steeply
the demand curve will appear to slope down to the right. “The relevance of this lesson from clementary
veonomics ta the FID-Einstitutions derives from the fact that rural financial m wkets are small, Formal
financial institntions, even small ones, may be Lirge enough relative to the markets in which they operate
to be affected by the shape of the tocal demand curve. .

™ -
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Table 6-1
Effective Annual Rate of Interest and Loan Amount:
A Glimpse of the Demand Curve for Credit

Province Smpl. Antount Balance Interest Age of Estimate

Size of Loan Out. Collected Loan' R. of Int.’

C. Java 100 88,100 39,680 12,940 240 49.0

E. Java 152 75.099 54,351 9,107 125 48.9

SCls 434 215,952 139,882 24,128 171 3Jo.8

W. Sumatra 94 RIVEIY I 192,226 28,882 155 35 <

Bali 136 248,936 184,089 25,914 151 33o

DMIs 221 449,140 376,680 37,774 160 229

" W. Java 177 659,124 501,595 55,787 181 17.0
‘In Days

(365/Age of Loan)*(lntereted Collected/Balance)

Source: Analysis of 659 Individual Loan Ledper Cards

Small loans from Central Java and Fast Java are associated with high collected rates of interest,
whereas the larger loans of West Java and the Deposit Mobilizing Institutions are associated with Jow
collected rates of interest. Loan amounts in the middle range - West Sumatra, Bali, and the Specialized
Credit Institutions as a proup - are associated with rates of interest intermediate between the two

Alternatively, one may analyze the pairs of numbers statistically to vield an alpebraie expression
of the relationship between loan wize and the Joan rate of interest demand tor credit Rp 900,000 -
Rp 17,000 Rate of Interent

This cquation, which should not be understood Titerally, says that the amount of credit demanded
by FID-I borrowers vanes mversely with the rate of interest and that the totul amount demanded, on
average, s less than Rp 900,000 for rates of antesest above zeto. or every single pomnt tse i the
collected rate ofinterest te amonnt demanded will dechne from the thearetical maximum of Rp 900, (KK)
by Rp.17.000

Although cutimates ot demand are considered most questionable at the extremes  in this case,
for very high and very low rates of interest the extremely good fit of the regression tempts one to
speculate. 1t may indeed be true, as the equation suggests, that tor positive rates of interest there may

"Mhe fit of the regression was extremely good: Standard Error of Estimate of Demand is 51, 300;
Standard Error of Coctticient sy 1,700, for a ratjo of 10, R Squared is 0,952, The T Test is significant
at the ¥.5% contidence level
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Table 6-2
Evidence of Demand for Deposit Facilities:
Deposit Transactions compared with Loan Payments
(Data from Sample of Individual Savings and Loan Ledpers)

DEPOSIT ACTIVITY
Type of | Sample | Beginning Ending Number of Number of”
RI1 Size Bulance Balance Deposits’ Withdrawals
DM 202 40,0682 50,196 9.4 1.2
SCl 149 10,003 3,427 2.3 0.3
I[ LOAN ACTIVITY
r B TIIET By DI, g T R L A e Tt S B S g eind
ﬁ Type of | Sample Amount Balunce Number of Ape of Pmts./
( RFI Size Loun Outstand. Payments Loan’ Year! )
DM! 221 499,140 376,082 4.6 160 10.5
5CI 438 215,952 139,842 4.7 171 10.0

Within the 12 month period prior o drawing the sample.
’In days.
‘Payments per year = (365/Age of Loan)*(Number of Payments)

The random sample of voluntary deposits from East Java was taken from one of the LKURK
istitutions participating in the pilot passhook savings mobilization project, while the sample for Central
Java was tiken from two BKK institutions participsting in the Tamades savings scheme,

What is significant in ‘Table 6-3 is the relative silanity ot average savings balances in the
random sample of individuar savings ledpers trom the four provinces with "open”™ REFs - East Java,
Central Java, West Java and Bah andthe averape loan balance o the two provinces with
underdeveloped voluntary savings programs.  The fact that the loan balances in the two provinees
characterized by specialized credit institutions Central Java and Faot Java ae very close to the
average savings balance i the institutions olfering voluntary depost tacilities, suppests that similar
economic considerations underlie the use of both types of facility.
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Table 6-3
Random Sample of Savers and Borrowers, Loans and Deposits
Five Provinces, July 1990

(Rp.1,000)
West West Central East All
Sumatra Java Java Java Bali Areas
Sample Size 136 177 100 152 94 659
Avg. Loan Bal, 192 742 40 54 185 148
Sample Size 48 99 76 25 103 351
Avg. Sav. Bal. 7 62 37 61 38 42

Source: Random Sample or Individual Ledger Cards

These figures are consistent with the discussion accompanying Table 7-1, that in Central Java and
East Java, where attractive deposit facilities are penerally not available, RFI clients use credit as much
as their counterparts in Bali and West Java use savings deposits.

Empirical evidence from a great many contexts, including rural Indonesia, suggests that when
consumers of financial services are required to bear the full costs of providing services, at any given
time, more individuals at the margin of the formal financial system will demand the financial service of
& deposit facility than the financial service of credit.

Some exampies include:

® A rapidly growing rural bank in Bali, founded in October of 1989, also visited briefly
during the course of field work for GTZ, was found to have 4,238 deposit customers as
against 1,290 credit customers, for a preponderance of savers over horrowers of 33610
. This BPR was one of many REIs observed in Bali and West Java offering door-to-
door service;

® The LPD at Kemoning, visited during the fall of 1989 on an unrelated USAID-funded
consultancy to Bali, served 1,795 deposit customers versus 443 borrowers, for a saver-to-
borrower ratio of 4.1; and

L The LPD Blahbatuh, visited during the field work preparatory to this report, served
2,834 savers and 747 borrowers at the end of June 1990, for a saver to borrower ratio
of 3.79.
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SUMMARY OF FINDINGS

This chapter presents conclusive evidence from rural Indonesia that deposit facilities constitute
an economic substitute to credit as a source of liquidity and that when market forces are allowed to set
the price of financial services, far more rural individuals demand the service of a deposit facility than
credit.

That savings deposits are substitutes for credit means that as deposit facilitiss become more
generally available in rural areas, the price elasticity of demand for small loans will increase, making it
more difficult for specialized credit institutions to survive, As increasing numbers of small borrowers
opt for deposit facilitizs as a means of satisfying recurring demands for liquidity, there will be pressure
for average loan size to increase and for the loan rate of interest to decline along the more steeply
inclined (elastic) demand curve.
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' CHAPTER SEVEN

THE IMPACT OF DEPOSIT MOBILIZATION ON LENDING

Tae present chapter examines the effect that voluntary deposit mobilization has on the provision
of credit in rural arcas. The principle finding of this chapter is that deposit mobilization imposes a
discipline on the financial institution that ultimately works to the benefit of borrowers.

In discussing savings mobilization it is important to recall the distinction between voluntary
deposit mobilization and forced saving schemes. Voluntary savigs deposits are a financial service for
which a demand exists. Forced savings deposits, by way of contrast, do not constitute a financial service
in their own right, but are merely part of the cost of a separaie financial service — credit.

Among the FID-I institutions, voluntary deposit mobilization is a rather recent development,
reflecting the recent CK policy emphasis on financial deepening. In fact, until recently, only one of the
FID-I systems enjoyed the legal right to accept voluntary deposits from the public. The bulk of savings
mobilized in Central Java and East Java continue to be forced. In West Sumatra, as noted earlier, the
otherwise useful and important distinction between forced and voluntary savings deposits is blurred by
the fact that the "voluntary” savings balances owned by the LPN members are not treated as deposits,
but rather as shares. Although exceptions may be observed in practice, in principle the LPN member
may withdraw his or her funds only by withdrawing from the LPN all togedher. If a member wishes to
have access to his savings he must take out a loan. Such a deposit facility is of little interest to
individuals wishing to satisty their demand for liquidity by building up easily accessible savings balances.
The savings balances in the BKK of Central Java and the LKURK of East Java, likewise, do not represent
true savings balances held as part of a strategy for satisfying a demand for liquidity, but rather only a
compensating balance required for a loan.!

TWO PROVINCES WITH EFFICIENT SAVINGS MOBILIZATION

An efficient system of voluntary deposit mobilization was observed in only two provinces, West
Java and Bali. Systems in these provinces offer a deposit facility employing a passbook instrument
similar to the one offered by the FID-II/BRI Unit Desa. Although results vary from one institution to
another, RFIs in these provinces are aggressive deposit mobilizers, competing effectively with banks and
other institutions both in quality of service and in the deposit rate of interest.

'At the time of the field work, no province-wide system of savings mobilization had been instituted
in East Java. The pilot project recently underway in East Java, which employs a passbook instrument
similar to those used successfully in Bali and West Java, would appear to be headed for success. As of
November 1990, all KURK personnel have been trained in the use of the system tested in the pilot
project, which will be implemented throughout the province as soon as the individual ledger cards and
other forms are available,



AN INDEX OF FINANCIAL INTERMEDIATION

Table 7-1 provides an objective measure of the differing extent to which the FID-I institutions
are engage in financial intermediation between savers and berrowers. The index used here, the ratio
of loan balance to savings balance, provides a rough measure of the extent to which the RFI allows
borrowers to be net creditors to the system. A low ratio means the borrowers hold relatively large
savings balances compared with the balance of their loan, which is a clear sign that the institutions are
not attracting einough voluntary deposits to act as effective intermediaries between savers and borrowers.

Among the FID-I institutions, the relatively low loan-to-savings-balance ratio for individual
borrowers in the LPN of West Sumatra (1.4 in the sample of loan ledgers) retlects the unattractiveness
of the savings instruments offered by these institutions, as well as the modest proportions of the credit
fac.lity, despite the higher-than-average loan amount. On balance, borrowers at the LPN of West
Sumatra hold savings balances of $100 for every $140 of credit they owe the LPN.

Table 7-1
A Measure of Financial Intermediation
Dats from Random Sample of Loan Ledger Cards
(Averages in Rp.1,000)

West West Central East All
Sumatra Java Java Java Bali Areas

Sample Size 136 177 100 152 94 659
Loan Amount 328 659 88 75 249 311
No. Payments 5 5 5 5 4 5
Loan Balance 192 502 40 54 185 219
Sav. Balance 115 80 14 13 36 56
Ratio:L.B/SB--> > 1.4 6.3 2.9 4.2 5.1 3.9 ]

Whenever borrowers are found to hold high savings balances in the same institution from which
they have received credit, there is reason to suspect the quality of the credit facility provided by that
institution.  With respect to the facilities offered and the frustration to which borrowers and savers are
subjected, an interesting syminetry obtains: in West Sumatra individuals wishing to be n2t borrowers —
essentially all the members of these small, ciosed-membership institutions — are forced by institutional
constraints to become substantial financial savers. Converscly, in Central and East Java, it is clear that
many individuals who would prefer to be savers are forced, by a need for liquidity and the absence of
attractive substitutes, to become borrowers,
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Only in Bali and West Java are savers allowed to be savers and borrowers allowed to be
borrowers. Only in Bali and West Java do we find institutions fulfilling their role as intermediaries
between savers and borrowers in a meaningful way. Ir: these deposit-mobilizing institutions, borrowers
are permitted to hold relatively smail savings balances, as evidenced by the higher loan-to-savings-balance
ratios, highlighted in Table 7-2 for case of reference.

Whereas this provides evidence that the deposit-mobilizing institutions among the FID-1 RFIs
provide a better credit facility in the sense of superior financial intermediation between savers and
borrowers and greater financial leverage to borrowers, the following table shows that the deposit-
mobilizing institutions visited .«n the course of the field work also provide a superior credit facility
according to more traditional measures.

Borrowers typically disagree with lenders about the credit facility in three principal areas.  As
a rule, borrowers are looking for (1) larger loans for (2) longer terms and (3) lower rates of interest,
whereas lenders are inclined to reduce the loan amount, shorten the term, and increase the rate of interest.

Table 7-2 shows that in the three crucial areas in which borrowers and lenders tend to disagree,
from the point of view of the borrowess, deposit-mobilizing institutions outperform the specialized credit
institutions by wide margins.

Table 7-2
Indices of Quality of Credit Facility:
Deposit Mobilizers Comyared with Specialized Credit Institutions

Sample Average Terr: of Rate of

Size Loan Size Loan Interest’

DMI 221 499,140 378 229
SCI 438 215,952 181 36.8

' Calculated as follows: [365/Age of Loan]*[Interest
Collected/Balance Qutstanding]

Scurce: Random sample of 659 individual loan ledgers

The higher rates charged by the specialized credit institutions compared with deposit mobilizers
is frequently attributed to the higher unit costs of servicing nuinerous small loans. The deposit-mobilizing
institutions are able to offer lower rates, it is argued, because of the lower unit costs associated with serv-
icing the larger loans characteristic of such institutions. The argument is so plausible that it is seldom
challenged.  However, global cost figures nrovided by DAT show that higher costs cannot be aceepted
as an explanation for the higher rates of interest collected by the specialized credit institutions,



As may be seen in Table 7-3, operational expenses as a percentage of loan amount for the
preeminent specialized credit institutions within FID-I — the BKK of Central Java — are less than halt
the figures for the deposit mobilizing institutions of West Java, and substantially lower than the village-
based LPD of Bali.

Table 7-3
Operational Expenses as a Pereentage of Loans

West® W. Java W, Java  Central East

Sumatra? (LPK (BKPD) Java Java Bali
Average Loan 344 000 277,376 296,709 75,000 30,666 133,105
Operational
Expenses per
Loan 3,100 35,465 44 880 4,300 N/A 8.530
Expenses as
% of Loan 0.9% 12.8% 15.1% 5.7% N/A 6.4%

*As at June 1989,

Source: DAI 4th Annual Report, Appendix B, "Performance Indicators,” nos. 5 and 12.

There can te little doubt that the higher costs observed in the deposit-mobilizing institutions of
West Java and Bali derive from the high-quality deposit facility they provide savers in their regions,

Because the deposit-mobilizing institutions incur costs that do not exist or that are not sigmificant
for specialized cred™ institutions,? they require, ceteris paribus, a higher spread to reach the financial
break-even point than specialized credit institutions lending their own capital. The depasit-mobilizing
institutions are thus at a competitive disadvantage with the more narrowly tocused inctitutions.
Theoretically, specialized crediv institutions should be able to out-compete deposit mobilizers in the
provision of credit to small borrowers.  In practice, the depositmobilizing indtitutions appear to

“The figures for West Sumatra in the above two tables are not strictly comparahle with the fipures
for the other provinces. The cost figures are not comparable becaw.e of the importance of volunteers i
the management of the small, ceedit-union-like institutions in that province. As to the interest income
figures, the calculated APR for the LPN of Weu Sumatra, grouped among the specialized credit
institutions, understates the effecuve rate of interest to the bortower more severely than in the other
provinces because of the higher compensating balince LPN bartowers are forced to matitain, observable
in the low loan balance 1 savings balance ratio characteristic of these institutions (see Table 7-1 ).

YThese costs include it crest expenses on depositliabilities as well as the operational costs of servicing
numerous smal' savings accounts.,
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outcompete the specialized credit institutions in all impertant areas of credit delivery — cost of credit,
amount of loan, term of loan, and leverage available.

The competitive pricing of the credit facility on the part of the deposit mobilizers indicates that
these institutions are more sensitive to market forces than the specialized credit institutions. This greater
sensitivity to market forces may be explained at least in part by the fact that by offering attractive deposit
facilities, they offer their customers a substitute to credit as a source of liquidity, etfectively undercutting
their own market position.

The ability of the specialized credit institutions to escape the discipline of market forces is
suggested by an apparent lackadaisical approach to loan collection on their part, clearly visible in the
analysis of the 659 loan ledger cards sampled during tield work. Table 7-4 presents a statistic called the
"Late Ratio,” which is here defined to be the difference beiween the loan balance actually outstanding
at the time the loan ledger was drawn into the sample and the expected balance as a percentage of the
original loan amount. Altheugh the ca2lculation of the expected balance is merely approximate, since it
is based on average tigures and assumes continuous variables, the difference between the late ratios for
the deposit-mobilizing institutions — 17.8 percent — and the specialized credit i' _titutions — 59.2 percent
— is so great that an underlying real difference on the order of magnitude suggested by the ratio must
be presumed to exist.

Table 74
An In~ * Loan Collection:
Deposit Mobilizers compar. with Specialized Credit Institutions

Amount of  Term of Age of Balance Expected Late'

Loan Loan l_.mm Qutstand. Balance! Ratio
DMls 499,140 378 160 376,682 287,864 17.8
SClIs 215,952 181 171 139,882 11,931 59.2

- 'Expected Balance (EB) calculated as follows:
EB = Loan Amount - Loan Amount*(Age of Loan/Term of Loan)
*Difference between Balance Outstanding and Expected Balance as a pereentage of Amount of
Loan,

Source: Random Sample of 659 Loan Ledgers from 13 RFIs

It is apparent that deposit mobilization imposes a discipline on the financial institution that
ultimately works to the advantage of borrowers in the form of lower costs and better service.  This
discipline is imposed from several directions. On the one hand, deposit-mobilizing institutions must
collect their loans. A poor reputation in this important area will scare depositors away. Improved loan
collection allows the nominal loan rate of interest to fall without affecting the receipts of the lending
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institutions, or, alternatively, permits the deposit rate of interest to rise. Secondly, since deposit
mobilizers offer small savers a low-cost, convenient alternative to credit as a source of liquidity, the
credit facility must compete with the deposit facility for smallholder business, even within the same
institution. Efforts to extract a monopoly price tor small loans fail in a deposit-mobilizing institution
when potential small borrowers simply walk away from the loan window and to the savings facility.

The greater competitiveness of the deposit-inobilizing institutions is further evidence that the
deposit facility is an economic substitute to credit, effectively undercutting any monopoly power the
inetitutions may enjoy in the provision of credit in the local market.

SUMMARY OF PRINCIPAL FINDINGS

Based on an analysis of the loan data collected at the 13 FID-I institutions, supplemented by
global figures provided by DAI, deposit-mobilizing institutions — the BKPD and LPK of West Java and
the LPD of Bali — provide a credit facility far superior to the facility provided by the much-discussed
specialized credit institutions of Central Java and the younger LKURK system of East Java.

The explanation for the superiority of the credit facility provided by the deposit-mobilizing institu-
tions is the greater sensitivity of these institutions to marke. forces. The BKK and the LLKURK, despite
the use of what appear to be market prices for the credit tacility, are not demand-led institutions, but
rather institutions that have learned, with project assistance, to exploit their essentially monopulistic
position as the only institutional suppliers of liquidity to their rural constituents.
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CHAPTER EIGHT

PRINCIPAL FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

FINDINGS AND CONCLUSIONS

The project design appeared to underestimate the extent to which the four original FID-I systems
were moving in distinct developmental directions. Comparison of the betore and after states of these
systems shows that, for the most part, they continued to develop along their respective trend lines clearly
visible at start of project. The project does not seem to have had a significant impact on the direction
in which the different systems were developing.  This may reflect the project’s preoccupation with
capitalizing the systems to the apparent neglect of important structural and policy issues. Nevertheless,
important objectives were achieved.

Training and technical assistance provided by the project constitute a considerable capital
investinent in the regional systems. Any investment in further capacity may be expected to produce
observable returns subject to supply or capacity constraints presently operating on the development of the
system. Ultimately, the issue at stake is not the value of the technical assistonce but the types of financial
services offered by the systems. The problems facing the systems can only be dealt with by changing
the emphasis from the provision of credit to encouraging savings mobilization.

The diverging histories of the BKK of Central Java and the BKPD of West Java during the life
of the project demonstrate the superiority of the approach to rural financial intermediation which places
primary emphasis on voluntary deposit mobilization. The effort to promote lending in the specialized
credit institutions of Central Java by an injection of additional funds from centralized sources (the BPD
and provincial government) has been followed by relatively sluggish growth and a decline in loans
outstanding as a percentage of total assets. Conversely, an effort to punish the West Javanese systems
by withholding project funds has been followed not only by tremendous growth in deposit mobilization,
but, within the BKPD system, by an increase in loans outstanding as a percentage of total assets.

Despite the fact that purpose level indicators for end of project status were in many respects
extremely optimistic, the project has enjoyed cunsiderable success in meeting these targets in critical
areas, Of greatest significance is the generally superior performance of the deposit mobilizing institutions
among the original FID-I systems compared with the performance of the specialized credit institutions.
Deposit mobilizers outperformed the specialized credit institutions according to every measure applicd:
growth in loans outstanding, growth in number of clients served, growth in savings captured from the
public, and the percentage of loan portfolio funded by domestically mobilized resources.

Although the project may be considered a success 0y most objectively veritiable measures, it must
be considered a disappointment when measured against what might have been achieved with a slightly
different orientation. The project was not prepared to fully take advantage of the new policy environment
emphasizing domestic resonree mobilization. Too much emphasis in project design was placed on further
capitalizing already relatively capital-heavy sysiuns (the BKK of Central Java and the LPN of West
Sumatra) through the provision of training, technical assistance, and actual loan tunds, and o little
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emphasis on bringing about the policv and structural changes that would allow the FID-I institutions to
get in step with exciting developments in the broader financial sector.

The BRI Unit Uesa system provides a model relevant to the FID-I regional systems. The key
to the success of thai system is a structure that allows market forces t direct the flow of services to the
retail outlets. The BPD will not provide a similar flow of services to their respective RFIs until they are
assured a return for their efforts similar to the return enjoyed by BRI,

Part of the success of the BRI Unit Desa system reflects the fact that an enormous wmount of
capital had been put in place during prior interventions. To a large extent, the tremendous growin of the
system since its reorientation towards deposit mobilization and market pricing for financial services
represents a belated return to capital that was already in place. A similar situation obtains in 4 number
of the FID-I provinces.  An enormous amount of capital has been put in place during the life of the
project and before.  Much of this capital s being underutilized, particularly in the older systems of
specialized credit institutions, which are beginning to stagnate.

The LKURK system represents the most promising development within the FID-] project,
Objective measures of what has been achieved in East Java, impressive though they might be,
underestimate the tremendous potential that resides in this BRI Unit Desa-like model being developed in
that province. An investment has been made in infrastructure and trained persennel that should provide
the basis for explosive deposit-led prowth,

The FID-I institutions enjoy a monopoly in the provision of institutional credit in most of the
markets they serve. This position gives them the option of charging a monopoly price for the liquidity
they control. Private investors may be interested in buying into such systems because of the potential
they offer for exploiting this position.

RECOMMENDATIONS

FID-I should be extended and the extension should be used to plan a follow-on project (FID-I11)
that could set a new standard for donor interventions in rural financial markets.

The follow-on project should acknowledg that a deposit facility is a financial service in its own
right, that tremendous demand exists for this service in rural areas, and that preat potential for insti-
tutional development resides in an effort to meet this demand with a tflow of services from the larger
financial institution to the retail outlets, and from the retail outlets to the rural smaltholders. The new
intervention should acknowledye that the sustainability of such a tlow of services has far more to do with
the rewards associated with providing the service than the mere ability or capacity. The standard-setting
intervention should focus on the supply of financial services, both credit as well as deposit tacilities, but
should allow supply and demand 10 determine whether there s a net flow of credit in one direction or
the other.

Activities during the extension should be directed toward  convincing decision makers at
appropriate levels of the enormous potential that resides in the FID systems, There should be more re-
search, more position papers, more studies - in general, an unselfconscious commitment (o tostering
policy changes that will lead to the reorientation and restructuring of the BPD systems in the direction
taken by the BRI Unit Desa. Considering the farge investment USAID has made in rural financial instity-
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tions in Indonesia, special attention skould be given to a study of the harm that may be done to small
deposit-mobilizing institutions by PAKJAN.

The most promising option for improving the flow of services to the RFls involves the sale of
part interest in the retail outlets to larger tinancial institutions, which would then find it in their own
interest to provide the tlow of services without which deposit-mobilizing, retail-level units cannot flourish.
The BPDs would be the most logical candidates to take on such 4 role as representatives of Bank
Indonesia indicated in interviews. USAID should do what it can in any future intervention to ensure that
changes in ownership of the FID-I RFIs take these institutions in the forward-looking, developmentally
more significant, demand-led direction of deposit-bused rural tinancial intermediation rather than in the
selt-limiting direction of the specialized credit institution. There is probably no substitute in this area tor
solid market research and the discussion of relevant successful models, such as the BRI Unit Desa.
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ARTICLE I1I - STATEMENT OF WORK

Q. Fhase 1

The Financial Institutions Duevelopmint (FID) Project is a
$39.75 million two-phase Project. Shase I consists of the
develupment and expansion of existing village-based cred.t
Institutions in selected provinces, by working through two
ministries, i,e. the Ministry of Fianance, and the Ministry of
Home Affairs, and rthe provincial development banks (Bank

Pembanqunan Daerah - BPDY) within the selected provinces. Phase
IT 15 designed to support policy an: institutional development
of tre Bank #akyat Indonesia (BRI) - -camatan level
(seb-district) Unit Desa System.  Tris Evaluation focusses only

on Phase [ activities.

Phase I of the Financial Institutions Development (FID) Project
15 a US $22.2 miilion project to develop and expand existing
Rural Financl{al Institutions (RFI) in selected provinces to
extend credit to borrowers, to expand loan portfolios beyonc
trader credfits to include small entrepreneurs and to mobilize
voluntary savingy,

The project primarily provides tralning, technical assistance
and equipment to develop the staff and operational procedures
and to forge a closer link between the RFI gysatems and the
provincial banks (BPD) recponsible for supervislion, training
and {nspection. Provincial Development Banks provide
supervisory guidance, technical expertise, training and eccess
to capital. 1In doing so, the project attempta to demonstrate
the elements of a viable, telf-financing RFI system applicable
celsewhere throughout Indonesia. The Project has alaso been
providing funds to capltalize fnd{vidual RFI uni{ta and help
c«pand loan portfolios. Detai{ls of the project's inputs follow:

1. Project Inputsn;

a. Training Support: At least 6,000 dlrect employecs are
to be tralned or retrained during the life of the
project. Each BpD develops {ts {n-house training
capability to provide a troining program that provides
all operating personnel wit . period{c neceasary
training. sSpeclific tralning programa for unit and Bpp
officialn i3 befng developed. The GOI provides funds
for the development of trafalng facillities at the BPDg
and personael training costa. AID funds local
tralning conts and study trips by selected project
officlals to vinlt other Aslan countries to obgerve
comparable rural credit programns applicable to the
Indonenian program.

b. Technical Ansi{ntance: Technical ansalstance
consultanta work closely with provincial development
banks to help develop thelr manageament, supervisory
and Incpection capabilities. Technical annistance
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includes resident and short-term specialists to work
with the provincial ‘banks to create and improve
managemeat information systems, savings programs, and
training efforts. The initial tasks are to assist in
the review of accounting procedures in use,
consolidate the financial position of each of the
sub-systems assisted, re-classify participating units
and conduct an initial assessment of computer
requirements to support management information system
development. Later, the capacity of 1ndividual units
and the BPD to monito¢ larager types of loans will be
stressed. The bulk of technical ass.:ztance is5
provided through an institutional ccntract. The
contract finances resident technica. advisors at each
province and has forty person month: of special
short-term assistance,

C. Commodities: USAID's contribution includes
procurement of vehicles plus limited office equipment,
and computer equipment to support provincial programs
and BANGDA's project management. The GOI's
contribution consists of buildings and office
equipment required to establish units and conduct
larger training programs. Vehicles support
supervisors/auditors and thus allow a greater number
of supervisory visits., The BPD's may establish
revolving funds, using AID money, to fund motorcycles
for unit loan officers to establish village posts
based on BPD procurement or employee hire/purchase
programs. Computer cqulpment for the management
information and accounting systems will be provided by
AID In kceping with overall BPD nceds and systems used
in other provinces. AID financed miscellancous :
equipment including training equipment will be
determined by cach BPD as they begin a training
program and identify equipment needs. '

d. Funds for System Capitalization: System expansion
relates to tinancilal performance and developing
management capacity at the BPD and unit level.,
Capitalization flows are based on urrent Ministry of
Finance procedures or on AID advanc s and direct
reimbursement/liquidation as set fo:sth in Project
Implementation Letters. Additional loan expansion s
expected to come from savings, the individual unit's
equity accounts less a reserve for potential losses
and normal interbank facilities at competitive rates,

2. Project Outputn:

The following project outputs are necessary to achieve the
end of project status:
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Self Sustaining BPD Training Capability, USAID ig
helping the BPDs to:

1. Write annual RFI training plans including
training objectiveg, bucdgeting, ang manpower
scheduling;

2. Develop job descriptions and performance
requirements for lpan officers, unit Supervisors,
" bookkeepers, and cashiers;

3. Design and implement standard courses fcr the
above positions using tréining methods that rely
on simulations, exercise:, and case Stuiies;

4. Develop an apprentice pregram for operational
perscnnel;

5. Conduct periodic training needs analysis;

6. Evaluate the impact of training courses on job
performance:;

7. Develcp specialized Courses to support a small
industry lending Program.

The above objectives are approached through a
structured training Program based on methodology found
effective and refined for variations in each

pProvince. Both the content of tralning curricula and
scheduling of RFI and BPD personreli ig Scheduled was
to be developed by the Bru and technical advisorg
early in the project, - -

Improved auditing, inspection and Supervision. The

Project is strengthening supervicion and 2uditing by
assisting the BPDs to address the Personnel and
reorganization requirements related to a major
expansion of lending and savingsg,

Established cfficient system of savings.,  Thi-

(
includes a stronger c¢mphagsis ¢ voluntary 5avings;
Interest rates sufficient to a tract savings; ullowing
POsts to accept savings from both borrowers apg
non-borrowers; providing mechanismg to safequard
savings deposits: self~sustaininq costing Structure,

Strengthened operational and accounting procedures for

cach system, Over the 1ife¢ of tho Project the BPD and

consultant wjl] build on existing procedures to
design, implement and refine a more uniformn accounting
System in each province,
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e. Management Information Systems (MIS). Existing
management information systems are to be refined and
upgraded as management capacity develops ang specific
information needs are identified. The BPDs work to

further develop a simple management information system
that will:

1. Track operational performance of each unit in
terms of loan performance, loan delinguencies and
agings,_equity growth, loans outstanding, number
of borrowers, number of village posts, monthly
loan circulation, total savings, experses and
income;

2. Consolidate the above to help the BPD set
realistic credit and growth ceilings for each
unit;

3. Identify and prevent malfeasance;

4. Produce reports on a monthly, quarterly, and
semi-annual basis;

5. Maintain centralized consolidated financial
statements regarding overall sources and
applications of project funds:

Project Participants

Ministry of Bome Affairs: Home Affairs agreed to assign a
Project Manager and one assintant to a full time section in its
Directorate General of Regional Development (BANGDA) covering
only rural credit. BANGDA is the main project counterpart,
helping to coordinate the inputs of the various project
participants. BANGDA is5 to: .

l. Provide GOI contributions to the tralining and cquipn .nt
budgets;

2. Monftor overall project implementation and s5ystem expansion;
3. Review requests forwarded to the Minictry of Fiiance;

4. Coordinate the host country contribution from other GOI
participants: and

(%3 ]
-

Relate FID experience to other provinces for pnssible
renlication,”

Team Pembina Pembrnqunan Kredit Pedesaan (National Steering
Committee - FID) i35 a working group rormed under tho Ministry
of Finance to monitor overall rural credit policy in
Indonesia. It monitors the overall policy content of this
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project and consists of senior officials of the Ministry of
Home Affairs, the Central Bank, Ministry of Finance, ang
BAPPENAS. The Board is Supposed to meet at least yearly,
immediately after a regular evaluation, to review vyearly
financial results and concur with and facilitate the project
changes needed. The Bank Indonesia Participates in the project
by participation on the Badan Pembinaan pPembangunan Kredit
Pedesaan and also via their Bank Inspection Division which has
oversight responsibility for overall BpPD operations,

Bar® Pecmbangunan Daerah (Provincial Development Bank): The
BPLs are the dally operational counterparts for this project,
Eacn £+D is to strengthen its staff to inspect and develop the
lecal credit systems under its authority. Additional staff for
irple~entation, monitoring and supervision are to be provided.
The BFD is the prime counterpart for formulating unit expansion
requests, procedural changes, and the size, content and phasing
of the training program. The BPDs in turn are monitored by the
provincial Badan Pembinaan consisting of various TK I
administrative bodies such asg BAPPEDA, the governor's office,
Koperasi, and the BPD itself. Exact Badan membership varies in
each province.

Frovinces eligible for Phase 1I Support are: West Sumatera,
West Java, Central Java, East Java, Bali, West Nusa Tenggara,
and South Kalimantan.

STATEMENT OF EVALUATION ACTIVITIES:

The evaluation is to be pertformed in two parts, and necessarily
by two sub-teams. One revolves around the economic impact of
the Project on the end-users (the sub-borrowers), and the

other relates to institutional impact.

l. Evaluation of Project Economic Impact. An appropriate
survey tormat will be designed by the team leader. Surveys
will be required for the FIDp pProject provinces of West
Sumatera, West Java, Central Java and East Java, and will need
to cover representacive samples of RFIS, their customers and
potential project participants,

In adiition to answering general questions as noted in 11 A, B,
C, D «ad E, the study needs to discuss the following topics:

A. Communjgy level impact:

(1) The local and regional environment of communities serviced
by RFIn and the range and usesg of financial services
available,

(il) Development progress in the communities as a result of
the Project.,



B. Borrower and saver levels:

(iii) A general profije of RFI Customers; educatijon,
marital Status, sex, age, and domicile,

(iv) Economic 5ector and 1loan uses of RFI borrowers,

(v) RF1I Customers changes inp income, employment, a4
quality of life,

As will be shown in vi Evaluation Schedule, the impact study is

to be broken into appropriate Phases whjch will require the
following ctaffing:

= Team leader : 11 person weeks
- Rural Development Expert . 8 person weeks
= Suprrvisors (4 persons) * 40 person weeks
- Secretary * 11 person weeks

2. Institutional Impact Study. The Study of Project impact of
the financial institutions and project validity with fespect to
the project goals will pe covered during an eight week period
by two consultantg Working together : one leccal and one
foreign. Much of the quantitative datga needed foy this study
will be Supplied from the management information System set up

i1n the provinces,

The basic task of the e¢valuation tean will be to measure
aS5esr progress toward attaining the EOPS benchrarks as
outlined in the the Project Paper, Amendment‘No. 1 and 2, grant
and loan agreements angd their amendments, Subsidiary LLoan
Agrecments, T/A contract, and quarterly 7/p reports, Reference
will also be made to the results of ¢tvaluation for Phase 171
(BRI), GoI planning documentg, GOI rural banking derequlation
including PAKTO 27 ang PAKMAR 25, the USAID/Indonesia CNSS,
policy dialoqgue agenda angd varioyg other implementation
documentatic:, to be identifieg and supplied Ly USAID/psh

staff. The ©valuation wjl] focus on al) Components of Project
activities i itiated under the pp Covering deographic areas of
West Sumateru, West Java and Centra) Java, and pp Amendment No.
"2 dated July 17, 19g7 expanding the coverage to Eage Java
Province,

and

In addition to addrcxsing both purpose and output level
objectives of the project e Hllustrated in tne pp logframe,
the evaluation should specifically dincuss the following two

Ssues:;

a. Technical Assistance ang Project Management , In assessing
the output level objectives, "{he “valvation teap will
simultaneuuxly measure the Clfectivoness of the conpleted
and ongoing /p contracts p nchivving Lhefr goals. At the
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same time, it wi]l) discuss the dPpPropriatenesg and
effectiveness of BANGDA and the GOI project manager,
Evaluation of both T/a and the GOI Prosect Management teams
will include formulation of Changes to make TA and Project
Management withjn BANGDA more effective ang Fesponsive in
order to achieve g4 more successfuyl Cempletion of the
Project. Recommendat ions should also refer to Project
management alternatjveg for possible PoSt-project
activities,.

b. FID Activitijes Beyond the pacp. Is future Mission
involvement in this sector dppropriate? If 50, what are
the evaluation team's specifice fecommendations? Is an
amendment /extensicn of the Project called for? wWhat minor
Or major modificationsg Would be nceded? s d new activity
in this area werthwile, and what Should be the Specific
areas of focus?

3. Information Component, Subject to the availability of
central-funding, an Intormat jon Component will be included with
evaluation activitjes, This will entaj) one month of effor by
an additional expatriace consultant, During this one-month
period, the consultant will perform work which will e<para the
nsefulness of the evaluation, Producing a document which can be
appended to the Final Evaluation Report and which can be
distributed for POSsible usge by other Missions, Both phases of
the FID Project will be covereg during the onea month period,

It is anticipated that GEMINI Project central funding wil] be
made available to carry out this Phase of cvaluation
activit{ies., Project funding Ts hot available for this
component and 1n the event that central funding Cannot pe

utilized, this information component will not ba carried out,

L
The information component will treat Issues of Interest to a
wider audience, including:

== The impact of financial 5Crvices compared with alternative
direct and indirect assistance Strategies;

=+ Systems for "scaliwg—up“ the reach of microenterprise
finance institutioas; and

== The role of policy change in fostering the growth of
Institutions and the role of pProject assistance {n
influencing the requlatory environment,

Included in the Information component will be the follewing;

a. Detailed descriptions of the varjiousg Programs, fThege would
include detailed institutional portraits, credit and
savingsg methodologies, and Comparative analyses of such
characteristics as reach, cllentcle, cte.
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Analysis of the relationship petween the various
institutions and the overall financial system in Indonesia
and the particular regulatory framework in which they
operate. Particular attention shoul” be paid to changes in
the regulatory environment over the past five years and the
impact these changes have had on the roles of the various
systems.

Analysis of the particular features of the market for
financial services in Indonesia,. the demand for various
sorts of services and the range of institutions available
to meet tnese demands.

EVALUATION TEAM QUALIFICATIONS AND RESPONSIBILITIES:

Sub-Team: Economic (customers') Impact.

The end-users impact study will be undertaken by a 6-person
team consisting of a mix of expatriate and local experts. In
addition, the team will be supplemented by representatives of
BANGDA, MOF and USAID, a group of interviewer from BPD and
other provincial agencies.

a. Scenior Socio-Economist/Team leader (1l weeks). The
incumbent will coordinate and manage the evaluation
and provide technical expertise in the area of rural
economic development issues. He or she will have
primary responsibility for ensuring the timely
preparation of the analysis as required by the 50W and
for the preparation and submission of the interim,
draft and final evaluation reports.

The person should hold a PhD in development economics,
management, or other reelated soclal sciences, or a
masters degree with a minimum B8 years experience in
capacities such as rural development project
management and anaiytical work in a developing rountry
setting. The incumbent will have had previous
experiences as leader or senior member of an
evaluation team, and :*ould be fully familiar with
issues surrounding rusr )l credit. He or she must also
have had previous experience in Indonesia, preferably
with USAID and should have basic Bahasa Indonesia
capability.

b, Rural Development Specialist (8 weeks).  The
expatriate senior rural development speciclist chould
be a PhDh trained in an appropriate area of development
economics (i.c., micro-enterprise, rural banking,
informal economics, ctc.) with experience in research
and/or project management in developing country, and
if possible, in Indonesia. He or che will .ls0 have
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had experience in similar evaluation exercises, and be
familiar with rural tinance.

Research Supervisors (4) (10 weeks each). These four
Indonesian consultants must hold master's degree in
the field of economics, applied statistics,

management, accountar. v, or other related statistics.
Their other designatiocn may either be agricultural
economist, financial analyst, or rural development
specialist. Each will be responsible for the
implementation of the research in the four provinces.
Under the coordination and supervision of the Team
Leader, they will select BPD and other provincial
agency staff, brief these enumerators on the
methodoleogy and design of the survey, and survey
techniques. Each supervisor will be involved in the
data gathering and will ensure that questionnaires are
properly completed. The incumbents must have research
or projec’. management experience in the area of small
or microe.terprise develcpment, and if possible, with
a focus on rural finance. They must: be able to
communicate well in Engiish both verbally and in
writing. '

It will be the responsibility of the contractor to
interview, select and hire the Indonesian cunsultants
and other local staff which may be required. The
contractor will also discuss with USAID, BANGDA and
BPDs the number and qualification of supporting staff
required.

Sub Team: Institwtional Impact Study

Team Leader/Institutional Management Specialist
(IMS). The primary responsibility of the IMS will be
to execute, coordinate and manage the evaluation and
to provide technical expertise in the area of
institutional development and management. He or she
will have primary responsibility for ensuring the
timely preparation of the analysis as required by the
SOW and for the preparation and submission f the
interim, draft and final evaluation report:. He or
she will provide key inputs on the policy o d
institutional development issues being assessed {n the
evaluation.

The IMS should hold a PhD in c¢conomics, management, or
other related social science or a master degree with a
minimum eight years experience in capacities such as
rural development project management and analytical
work in a developling country setting.
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The incumbent will have had previous experience as
leader or senior member of an evaluation team, and
should be fully familiar with the issues surrounding
rural credit. He or she must also have had previous
experience in Indonesia, preferably with USAID and
should have oasic Bahasa 1lndonesia language capability.

b. Rural Credit Specialist. This local Indonesian
consultant should hold a Ph.D or at least a master's
degree in ecocuomics, accountancy or other social
sciences with experience in rural development projects
with particular emphasis on credit input. This person
will be responsible to the team leader in carrying out
the evaluation with zrimary responsibility for the
Unit Desa Staff training and operational
undertakings. This individual must be able to
communicate well in English both verbally and in
writing.

3. Information Component. The information component advisor
will have responsibility for producing the information
component as specified in the scope of work, and for the
preparation and submission of the interim, draft and final
reports. This individual's academic and prcofessional
qualifications should be similar to those required of the
team leader/institutional management specialist of the
Institutional Impact Sub-team. The individual will have
had similar prior experience in preparing analytical
reporting documents and should be fully familiar with the
major issues surrounding rural credit in developing
countries. Prior Indonesia experience would be helpful.
Basic Bahasa Indonesia capability is required.

EVALUATION SCHEDULE

USAID anticipate that the Customer Economic Impact and
Institutional Impact evaluation teams will respectively require
66 and 48 working days to complete the evaluation tasks

outlined above. The two team leaders may spend up to 3 days in
Washington discussing the reciirements of this scope of work
with A.1.D. officials (PRE ar S&T Bureaus), GEMINI personnel,
World Bank staff and others. A six deay work week is

authorized. The tentative scuedule of activities is as follow .

1. Customer Economic Impact Team

Week §1 and Evaluation team (Tecam Leader) arrives in Jakarta
§2 and meets with USAID, BANGDA, MOF, T/A team staff.

Finalize hiring locar consultants,

Formulate, review, and finalize evalvation
methodology and design.



Week $3

Week #4

Week #5, t6,
i7

Week $8 angd
§9

Week $10 and
111
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Rural Development Specialist arrijives In Indonesia.

Continuation of meetings with staff of UsaID,
BANGDA and MOF .,

Select the BPD and other provincial staff who
would carry out the survey data.

Training of field personnel (surveyors) .,
Field testing of forms,

Data collection and Cchecking of Jlata in the fielad,
Each province should use three teams.

Analysis of pata.
Collection of mjsg ing information.
Preparation of draft report,

Oral presentation to USAID and GOI,

Preparation of the final report,

2. Institutional Impact

Week §1

Week §2

Week §3 & 14

Week 5

Week (6

Evaluation team (Team Leader) arrives in country
and meets with USAID, BANGDA and MOF staff Ta
Team and other appropriate agencies,

Finalize hiring of local consultant,

Formulate, review, and finnlize evaluation
methodology.

Continuation of BANGDA and 'Jsalp meetings,
Arrangements made to trave. to provinceg during
middle of week 2.

Review work at BPD, BAPPEDA and SETWILDA offices,
BPD brancheg and R¥Is,

Continue review at reqgional offices, Bpp branches
and RFIs,

Further reviews in Jakarta, and meetings with
BANGDA and TaA Teamsn,
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Week {7 Identification of policy level festrictions and
Preparation of first draft of evaluation report,

Week ¢8 Seminars at USAID and BANGDA presenting findings
and recommendations. After USAID and BANGDA
Comments, submission of final evaluation report.

REPORTING REQUIREMENTS

Both evaluation teams will be fesponsible for preparing a final
report addressing the issues identified with Subsequent
recommendations to Usalp and the GOI. Thisg repert will include
recommendations for revisions in the Project design to bring
Project objectives and inputs into alignment within the
existing time frame for the project. This document will also
provide feccommendations for future UsaID involvement, jif any,
in the RFI Systems, ‘phe £inal evaluation report will be
Prepared in English by the evaluation team while in country and
‘elivered to USAID {n draft with enough time to incorporate
mission comments in the final version,
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APPENDIX B

DATA FROM INDIVIDUAL LOAN LEDGER CARDS

The data analyzed in tabular form in this appendix were collected from a sample

of 659 individual loan ledgers drawn at random from the 13 FID RFIs visited during
field work.



Table B-1
Averuges for Individual RFIs, by Region
Loan Amount, Interest Collected, Term, Balance Outstanding

Savings Balance, and Sample Sizc

AMOUNT INTEREST BALANCE SAMPLE

RFI OF LOAN COLLECTED TERM OUTSTAND. SAVINGS SIZE
Bunga Tanjung 316,771 JLo77 180 132,615 143,286 48
Tach Baruh 303,750 38,562 360 210,500 90,570 48
Labuh Gunung 369,800 13,911 306 241,832 104,719 40
W. SUMATRA 327,772 28,882 281 192,226 115,432 136
Blubakwh 354,255 40,472 397 275,619 57,086 47
Gelgel 143,017 11,356 312 93,759 14,997 7
BALI 249,936 25,914 355 184,689 36,041 94
Lakarsantn 77,000 6,905 85 53,710 13,180 S0
Kamigoro 65.385 6,583 96 50,692 11,331 52
Socha 83,300 13,905 165 58,796 14,530 50
EAST JAVA 75,099 9,107 115 54,351 12,991 152
Ferang Tengah 75,000 4,200 84 45,280 28,034 50
Wircaan 101,800 21,680 151 34,080 202 50
CENT. JAVA 88,400 12,940 117 39,680 14,118 100
Dayeukolot 964,500 58,272 449 742,850 164,322 80
Paseh 595,100 79,241 300 457,928 17,036 50
Cikalongkulon 207,447 26,604 303 137,404 1,572 47
WEST JAVA 659,124 55,787 368 404,595 80,031 177

T
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Table B-2
Analysis of Past Due Louans, by RF1 und Province
(from Random Sample of Individual Ledgers)

o ———: e S
AMOUNT INTEREST PAYS BALANCE SAVINGS % OF
RFI LOAN COLLECTED PAST OUTSTAND. BALANCE  SAMPLE
W. SUMATRA
Bunga Tanjuny 500,600 50,000 18 50,000 128,402 4.1
Tach Banuh 462,500 42,750 94 410,000 55,595 83
Labuh Gunung 180,909 12,023 135 132,318 98,008 27.5
BALI
Blabahtun 170,000 51,600 206 97,400 7,000 10.6
Gelgel 100,000 12,500 215 28,800 11,122 6.t
EAST JAVA
Lakarsantni 62,750 6,750 189 35,125 11,450 40.0
Kamigoro 32,875 2,500 159 20,321 6,536 26.9
Socha 59,500 13,450 162 24,200 13,800 20.0
CENTRAL JAVA
Kerang Tengah 36,818 2,364 179 85,659 27,600 44.0
Wirosan 153,333 42,000 100 76,333 105 6.0
WEST JAVA
Daycukolot 192,857 24,986 133 97.429 52,650 8.8
Pusch 456,636 114,715 139 381,845 4,941 22.0
4 Cikalongkulon 179,167 43,0068 280 108,917 3,283 12.4
It L — -




Table B-3
Analysis of Past Due Loans, by RFI and Province
LOANS MORE THAN 60 DAYS PAST DUE
(from Random Sample of Individual Ledgers)

—
AMOUNT INTEREST PAYS BALANCE SAVINGS % OF
RF1 LOAN COLLECTED PAST OUTSTAND. BALANCE SAMPLE

W. SUMATRA
Bunga Tanjung 0.0
Taeh Baruh 225,000 40,500 166 197,500 15,950 4.2
Labuh Gunung 134,167 12,667 214 63,417 78,554 15.0
BALI
Blabahtuh® 162,500 42,000 254 109,250 7,500 8.5
Gelgel” 100,000 12,500 215 28,800 11,122 6.4
EAST JAVA
[ akarsantri 58,571 5,857 255 36,607 11,036 28.0
Kamigoro 34,444 2,778 226 17,278 6,133 17.3
Socha 64,167 11,417 240 30,333 5,833 12.0
CENTRAL JAVA
Kerang Tengah 93,158 2,474 205 92,605 27,447 38.0
Wirtonan 150,000 45,000 242 126,000 188 2.0
WEST JAVA
Daycubolot® 230,000 32,880 171 120,600 41,360 6.3
Pasch 386,667 89,355 229 322,717 4,458 12.0
Cikalongkulon® 205,000 51,400 333 125,700 125,700 10.6

S L

¢ = Deposit Mobilining Institutions,

Of particular interest in the above table is the poor performance of two of the specialized
credit institutions in East and Central Java, (28.0% and 38.0% of loans more than 60 days past
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due), compared with the generally high level of performance of the deposit mobilizing institutions
of Bali and West Java, (range 6.3% to 10.6% of loans more than 60 days past due.) The
exceptionally good performance of the BKK at Wirosari reflects the personal achizvement of a
strong, intelligent manager.
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Table B-4
Individual Loan Ledger Data Analyzed by Gender

T C——"
WEST WEST CENTRAL EAST ALL
SUMATRA JAVA JAVA JAVA BALT REGIONS
Average Loan 327,772 059,124 88,400 75.099 248,930 238,304
Male 292,364 761,176 106,630 79,271 234,568 361,192
Female 373,983 521,633 72,870 73,173 338,402 250,944
Avg. Balance 192,226 501,595 39,680 54,351 184,689 156,605
Male 201,004 614,923 51,359 60,250 169,832 274,605
Female 180,771 351,305 29,731 51,628 277,262 154,101
Savings 115,432 80,031 14,118 12,991 36,041 55,644
Male 90,651 73,463 12,448 11.699 29,805 50,909
Female 147,774 92,260 15,540 13,588 74,901 61,548
Ratio: Balance OQutstanding:Loan Amount
Male 68.8% 78.4% 48.2% 76.0% 72.4% T1.4%
Female 42,3 % 715.9% 40.8% 70.6 % 81.9% 59.6 %
Ratio: Savings Balance:Loan Amount
Male 3i.0 9.7 11.7 14.8 12.7 14.1
Female 39.5 17.6 21.3 18.6 22.1 24.5
sowrvre =

*For cultural reasons, loan analysis based on gender is relatively meaningless for Bali.

Note:  In all original project arcas the o of loan balance outstanding to original loan
amount is significantly lower for women. “The fipures for Bali are relatively meaningless since most
lozn documents are signed by the husband. even 1f ihie woman is the actual horrower.

Note: Women maintzin higher savings balunces reltive to loan amounts in all areas.

These ratios supgest the women among the FID-1 clientele should be considered prewerred
borrowers.  Not oaly are they better paycrs, they are also less leveraged.
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Table B-§
Characteristics of FID- I Borrowers:
Impuct Study Data Compured with Data from Ledger Cards

o BB
West West Java West Java Central East All
L S____melru (BKPD«),W (LPK) Juva Java . Areas
Sample Size 82 192 464 143 143 977
Average Age 46 40 40 41 41 41
% Male 41 59 45 28 /8 47
_m__’}{:;_»licnmlc 59 41 55 ‘ 72 72 53
West Wist Central East All
Sumatrya Java Java Java Bali Areus
Loan Ledgers
Sumple Size 136 177 100 152 94 659
Average Size 41 37 40 32 37 37
% Mule 57 58 46 32 86 54
% Female 43 42 54 68 14 46




APPENDIX C

Table 2-1
Nominal and Effective Interest Rates in the BKK System
(As at Start of Project)

Type of Payback Monthly Nominal ~ Effective Monthly Compounded

| Loon Period Rate nate' Annual Rate?
Harrian 22 days 4.8 10.8 34223
Pusaran 60 days 4.0 6.9 2227
Mingouan 12 weeks 3.6 6.9 222.7
Bulanan 3 months 3.3 53 85.8
Lapanan 175 days 34 5.6 923
Musiman 6 months 2.0 2.2 29.8

e R N S IR 7% 5 ST .

'Calculation assumes interest and commitment fee repaid before savings and
principal. See Richard H. Patten and Jay K. Rosengard, Table 1V-2, for the formula
whereby this effective rate is calculated.

*Maximum cifective rate theoretically available given the nominal interest rate
structure.

Source: Annex D, page 8, Project Paper
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