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GLOSSARY OF ACRONYMS 

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

BAPPEDA 	 Badan Perencana..Pmbangunan Daerah. Regional Development and 
Planning Agency. 

BI 	 Bank Indonesia. The Central Bank of Indonesia. 

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

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

BKPD 	 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. 

BPD 	 Bank Pembangunan Daesah - Provincial Development Bank. 

BPR 	 Dnk 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 faciities. 

BRI 	 Bank Rakyat lndone,;ia. 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. 

BRI UNIT DESA 	 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 azj located 	 in more urban areas. 

CDSS 	 Country Development Strategy Statement 

DMI 	 Deposit Mobilizing Institution. 

EOPS 	 End of Project Status 

FID-i 	 Phase One of USAID/Jakarta's Financial Insti'utiuns Development 
Project. 
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FID-H Phase Two of the Financial Institutions Development Project, targeting 
BRI Unit Desa. 

GOI Government of Indonesia. 

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

'XURK Kredit Usaha Ra yat Kecil. Rural credit institution in East Java owned 
by the provincial government. 

LKURK Lembaga Kredit Usaha Rakyat Kec:l. Legal entity created in 1987 to 
hold the KURK system ot East Java. 

LPD Lembagpa Perkreditan Desa 

LPK Lembaga Perkreditan Keci!. Rural credit institution in West Java. 

LPN Lembaga Perkreditan Negara 

PAKJAN 	 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. 

RFI 	 Rural Financial Institution. Generic name for rural credit institutions. 

SC 	 Specialized Credit Institution. 

TAMADES 	 Tabungan Masyarakat Desa. A savings scheme introduced by FID-I into 
the BKK of Central Java involving mini certificates of deposit. 

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



ix 

EXECUTIVE SUMrMARY 

Working through the Ministry of Home Affairs and Provincial Development Banks (BPDs), theFinancial 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 designi:ig 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 comI anion project with the BankRakyat 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 with 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 theextent 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-I institutions during the lif, of the project concerned
the sharply increased portion of the credit portfolio 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 achieved, 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 thevillage units as a means of ensuring a smooth flow of services from the center to the deposit-accepting
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 
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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 growth, provided the organizational
and structural problems tied to ownership and control are overcome. 

The study calls attention to 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 relentless 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-lkd financial intermediation, particularly since the larger loans can be made only at
sharply reduced loan rates of interest. The reduced average yield 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 con.rvider 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 model 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. 



CHMTER ONE 

INTRODUCTION 

AN OVERVIEW OF FID-I 

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 torespond 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 Mitistry 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 die BPDs, which were seen as key institutions in reaching the rural credit institutions and, 
through them, the rural poor. 

In Indonesia, the provincial development banks are not pure development hanks 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 foreign
donor organizations, a large portion of the liabilities of the BPDs involved in FID-I is short-term obli
gations to regional gcvernmental agencies. 
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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: 

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

0 To produce loan portfolios of employment-generating activities, primarily off-farm; and 

0 To promote savings mobilization programs. 

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

0 A self-sustaining BPD training capability; 

0 Improved auditing, inspection, and supervision; 

0 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'.m 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 
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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-I 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 progrnins Lliaflfing 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 significant exception being
the recent PAKJAN (Decree No. 22/81/KEP/DIR) requiring major 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 
inJakarta, meetings with regional and district officials, and analysis of loan ledgers at selected subdistrict 

'Circular No. 22/4/UKK of the Board of Directors of Bank Indonesia, dated January 29, 1990, point
1.I.I., states that "Crcfts given by a commercial bank to 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 commercial bank credits to a BPR that fail to satisfy 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. 
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and village institutions. In addition, a local consultant was hired to address ,ructural, organizationa
and management issues at national, regional, and district governmental agencies. The main findings ofthis 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 forfinancial services of the population actually making use of the FID-I institutions. A total of
approximately 200 person-hours were spent conducting this research in 13 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. Inaddition, 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 were not selected at random, it is important to understand that the datacollected on these individuals is reliable and comprehensive. In addition to containing such easilyverifiable data as sex, age, occupation, distaice to home, whether or not the saver was known to die 
manager, and whether tie saver had a loan, the ledger cards provide an accurate record of actual
transactions. For each borrower it was possible to determine the exact date, amount, and term of theloan; 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 - thedifference 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 oith. 

Computer-assisted analysis of this data permitted not only inferences about the demand forfinancial 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 berepresei.'Jtive of the FID-I institutions for the inforniation provided by this approach to be of great value.
In fact, more useful information about the demand for financial serviLces may be obtained from
nonrepresentative institutions ttiat provide an exceptional level and quality of financial service. Inferencesabout the demand for financial services are difficult to make when supply constraints and considerations 
predominate. 
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Table 1-1
 
Data Collection Schedule
 

Date Visit Total Assets 
(1990) RFI Province (Rp.l,000) 'Type' 

July 31 LPN Bunga Tanjung West Sumatra 66,676 SCI
 
July 31 LPN Taeh BMI-uh West Sumatra 71,202 SCI
 
August 1 
 LPN Labuh Gunung West Sumatra 59,619 SCI
 

August 3 LPD Balbahuh Bali 
 230,481 DMI
 

August 4 Lr!D Gelgel Bali 
 58,824 DMI 

August 6 LKURK Lakarsantri East Java 57,386 SCI
 

August 7 LKURK Kamigoro Eqst Java 31,668 
 SCI
 
August 8 LKURK Socha 
 East Java 44,428 SCI 

August 9 BKK Kerang Tengah Central Java 192,919 SC!
 
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
 

1For the purposes of subsequent analysis, the FID-I institutions visited were classified into two 
groups, depending on whether or not they were aggressive mobilizers of voluntary :;avings deposits.
Aggressive deposit mobilizers are referred to here as Deposit Mobilizing Institutions, or DMIs. The 
other FID-! 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 vi-:it. 
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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 acti,';ey engaged in voluntary deposit mobilization. In addition, Bali was needed 
to anticipate and counter the argument that the successfid deposit mobilizers of West Sumatra based at 
the subdistrict level are more urban institutions than the BKK and the LKURK (Lembaga Kredit Usala 
Rakyat Kecil - a legal entity), and that their experiences thus are not relevant for the more rural 
specialized credit institutions. 
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CHAPTER TWO
 

FID-I INSTITUTIONS AT THE START OF PROJECT
 

The information provided by the Project Paper on the four systems of rural credit institutions tobe included in the project provides not only a ,napshot of these institutions but also, in the time-series
data, a basis for determining the direction in which these institutions were developing at the time of theintervention. It is important to understand something of the momentum with which these institutions weremoving at the start of' the project in order to correctry gauge the influence the project has had on theirdevelopment. 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; 

0 LPN of West Sumatra; 

0 BKPD (Bank Karya Produksi Desa) and LPK of West Java; and 

0 LKURK of East Java 

TlE BKK SYSTEM OF CENTRAL JAVA 

The BKK system of Central Java represents one of the most successful efforts anywhere in thedeveloping 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 officialsin the !;election and approval of borrowers (character-ba.sed lending); the use of rates of interest sufficient 
to cover all costs and provide some return to capital; and the estab!ishm,.nt of a network of village posts,
which blought financial services 
 close to the pe)ple oi market days, h wering transaction costs 
su hstan ially. "he invlvement of local officials in the selectio ofr horroweis was designed toapproximate the village money lender's ch senes% to his clicnts, while the use ()t realistic rates of interest was coinsjdered a necessary adju stment to the relatively high-ci. t environment in which tile mn oley lender
traditionally operated. 1stablishmert of village posts alo( mimicked the service provided hy itinerant money lenders, and reduced the bor.owers twerall 'it, t uch an extent thal the highcr interest costs 
wore justified and acceptable. 

The picture ot the IIKK system hat emerges froim .n analysis o[ the balance sheet and incomeand expense dati is of a credit systcm relatively independent of the agencies that created it, and heginning
lo stagnate in the sell-limitiny rl!e of villae moncy lender. 

'ihe rales of interest theoretically available tti the 1KK at %tailof project ,are quite hi gh. rangingtrol) a compounded annual rate oi 342.3 percent for daily loans to 29 .8 perceni for seammral loans (seeAppendix C). 'i'hese rat -%theirclically available to the iBKK can be conpaicd with the aiinnt ofl' inrteres 

http:estab!ishm,.nt
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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 (Harrianand 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 highlighted for ease of reference. 

Table 2-1
 
Income and ExpensLes ror the BKK Systcm
 

(For the year 1983, as at September 30)
 

(%)
INCOME Rupiah (%) loans 

Interest: 1,358,159,011 92.3 22.4 

Daily/Weekly Loans 724,269,911 49.2 
Monthlv/Seasonal Loans 597,544,894 40.6 
Agricultural Loans 36,344,206 2.5 

Othr Ca'dh 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 4.3 1.0 
Other Expenses 106,231,356 7.2 1.7
 
Depreciation 1,088,693 0.0 0.0
 

Total Expenses: 496,828,.(X) 33.8 8.2 

Net Income: 974,326,658 00.2 16. 

Source: Annex I), page 4, PrtectPaper 

Of particular interest in the above analysis of IIKK income and expenses at start of project is the 
small percentage of total expenses represeed hy interest costs - 4.6 percent -, all of* which were 
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incurred on loans from the BPD. The insignificance of interest costs to the BKK at the end of 1983 isan objective measure of the limited extent to wlich the system was engaged in financial intermediation
at start of project. Financial intermediaries incur coasiderable financial costs on the funds they administerfor 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 tie project was getting underwaymay b; understood by analyzing the changing structure of their assets and liabilities in the years prior tothe intervention. Table 2-2 presents consolidated balance sheets for the system for three years. Thechanging structure is observable by noting what happens to the different items when expressed aas 
percentage of total assets. 

Table 2-2
 
The Changing Structure of BKK Assets and LiabilitiL.s
 
Comparaive Balance Sheets for Three Different Years 

(In Rp.I,000,000 and percent or Total) 

1975 1978 (%) 1983' (%) 

33.3 3.4CLsh 65.9 4.0 199.5 3.0 
Loans Outstanding 894.4 92.8 1,463.6 89.7 6,071.9 %0.2
 
Deposited with BPD 6.1 
 0.6 16.2 1.0 173.2 2.0
 
Material & Equip. 22.6 
 2.3 78.0 4.8 212.5 3.5
 
Other 7.3 0.8 0.5 0.8
7.9 53.5 

TOTAL 963.7 99.9 100.0
1,631.6 6,730.6 100.1 

l'rovin. Government 349.8 311.0 19.1 1,250.1 .A, 
Kas Dlesa 18.1 1.9 24.9 1.5 21.0 0.3
 
l)iina'., Deposits 2.4
22.8 11.6 0.7 71.0 I.I 
Member Savings 247.3 7 359.7 "1,.,..0 8_ !_1.18 8.1i 

lctaited iarnings 199.3 NJ7 
 699.4 41.0 3,225.3 47,2 
Prnofit., Pre. Year 126.4 1.1M 254.9 15. 974.3 14,5 
TOTAl 963.7 1( ). i 1,631.6 99.9 6,730.6 1(W I 

'As of June 10, 1983 

Source: Annex 1), page 7, I'rojrct Paler 
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In the nine years prior to the intervention, while the structure of assets remained constant, allmajor 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, fromRp.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 theintervention is less a reflection of their efficiency at providing service to their rural clientele than anindication of their favorable market position as the only supplier 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 individuals 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 government agencies. By the start of project, however, even this type of financial
intermediation had dwindled 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 importa,ce of outside funds in the nine years prior to FID-I is reflected in theinsignificance of interest payments within total expenses. To the extent that the 13KK institutions were
engaged in local financial intermediation, it was not between savers and borrowers but rather - theincome 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. 

TIlE LPN OF VlST SUMATRA 

The LPN of West Sumatra, which has been in existence since the early pait of the century,
represent an alternative approach to the problem of beating the money lender. These clan-based
administrative organizations, whichi serve up to approximately eight villages each, differ from the BKKof Central Java in fundamental ways. Like credit unions of the original 19th century model, the LPN
organizations are closed, inember-owned institutions that p)l stvings and nake loans within tile closed 
membership. 

Ilie ILPN en oy many of the other strengths that attend the credit union moIdel, well sas most
of it.% weakne,,,%:,. Members make deposits that they gain access to by taking out a loan. As in some
credit uniom.%, co~t.t are kept low by the use f volunteers. Members do r(t object to paying in:erest fo)r
the use of their wn money becaue (f teie leverage they may enjo)y and because much (A the intere.,tincome earticd by the ILPN is retluild to them at the endI (deach year in the (fifr (0 dividend payments,
The closed mlnebership of these iristirution, al) cofitribute%grac;tly to the"ir .111iliy to collect loan,. 

On the negalive ide, thsce organlizatio1, are (if intercst ch elly to individual,, who are seeking
to become net dcbtos. Individuals wi.-hing to be savers are riot interc-,ted in entrustiwing their moncy to
such organizations, because they may irt withdraw their depIsit, witlh()Ilt withdrawing trul tileorganization allgether. The ILPNs (t1 t rana:ge voluntary saving.s dep04 sit. in the sense inrtended by 
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the project. Although there may be occasional local variations, the LPN model provides no deposit
facility separate from the credit facility. Inasmuch as these institutions are chiefly made up of individualswishing to be borrowers, they enjoy ony limited significanct as ti.,arcial 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 Outstanding 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 156,399 539,31539.4 46.8 244.8
Reserve 41,092 10.4 223,791 19.4 444.6 
Other 19,755 5.0 55,928 4.9 
Profit 94,665 23.9 155,810 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 tsse structure did not change significantly in the fiur years priorto the start of projcct, and that, with cah as%a portion of total assets in the 8-9 percent range, the units 
are rather liquid. 

"Ilie liability ,tructur,.- for 1979 Olhowy, that at somC point the !,clf-help character of the groups had
changed with the in1t)duction of out.%ide rioney in the hrm of' l)ans fromn the provinci:d government.
Such effots to use self-help grolups t) ditlritel huoreign1 savin,,- very common in the develhoping world 
-- usually weakcv, thei by undcrmining loan collection. It is significant, thereloi e, that the LIN had
apparently been able tg rcatnClrt much (f thcir sclf-hclp character by stait ()I pi ject: 1MnCy owed to
outsiders declined from 20.8 percent oIt tj)tal X,',ct s in 1979 ti 10. prcent in 198. 
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The more rapid growth of the BKK system is attributab!e 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. 

TIE 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 non-hank 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 data on the consolidated balance sLeets 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 be seen, do noz balance. 

Analysis of the structure of liabilities shows that, in contrast to the BKK and ie 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 from time and savings deposits, 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. 

TilE LKURK OF EAST JAVA 

The LKURK of East Java was included i:, the project only within the past two years. They 
represent the most interesting of the eight systems (t RFIs currently receiving assistance from the FID-I 
project from the vantage point of what has been achieved to date as well a, from the potential that exists 
for cAntinued development. In many respects and with important exceptions, the development of' the 
younger LIKURK system parallels the development of the 13KK system of Central Java five and more 
years prior to !,tart of project ---a perio)d, according to Patten and Rosengard (p. 37), when the 13KK 
system was "characterized by growth and institutionalization." The development o1 the LKURK system
during thi pa two years may be characterized by "consolidation and growth." Consolidation involved 
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 2-4
 
Consolidated Balance Statements for BKPD and LPK
 

(Estimated as of 1.31.84)
 

BKPD 
 LPK
 

(Rp.1,000) (%) (Rp.1,000) (%) 

ASSETS: 

Cash in units 221,096 6.4 65,095
Cash on deposit 134,740 3.9 6,023 

8.4 
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 11.3

Retained Earnings 302,588 8.8 161,767 21.0

Original Capital 548,404 15.9 53,036 6.9
 

Sub-total: 3,236,319 94.1 896,929 116.3
 
Unaccounted for 
 204,245 5.9 (125,892) 16.3 

Total Liabilities: 3,440,5()4 100.0 771,037 100.0 

Source: Annex D, page 3, Project Paper 

The system of subdistrict units serving a number of village posts is closely modeled on the
successful post system developed in Central Java. The LKURK system offers an important organizational
advance over the IIKK 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 [KURK pcrsorinel, resides solely in the
IlPI). An importaint obstacle to etffctive supervision present to a greater or lesser degree in each t the 
other provinces visited has thus been removed in Fiast Java. 

Thus, the FID-I systcm which comles closest to mimickivg the successful BRI linit I)esa model([lank Rakyat Indonesia separate unit and profit center) is the LKURK of East Java, where project
initiated structural and organizational changes have succeeded in rem(ving 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.ident 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. Tht: 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 enviroament 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: 

0 Self-sustaining BPD training capability; 

Improved auditing, inspection, and supervision; 

* Establishment of an efficient system of savings mobilization; 

* Strengthened operational and accounting procedures; and 

e 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 lon,!-range view. FID-I did not seek merely to train a
number of employees in financial institution management and devt!opment, but rather to create a 
sustainable training capability within the system. 

The total number of individuals trained within the context of project-supported activities is givenin 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
 

West West Central East 
Sumatra Java Java Java Totals 

1986/87 344 460 --1,234 2,038
1987/88 231 298 271 - 900
 
1988/89 503 375 726 
 489 2,093
1989/90 72 906200 991 2,223 

1,150 1,333 1,4803,291 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 capital has been created by FID-1-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 insome 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 increased mobility and acce;s to information. Like the training
component, technical assistance represents a long-term capital investment in the system. 

The technical 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 ] 
Long-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 

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 systems were introduced into the RFIs of West 
Sumatra, Central Java, and East Java, and BPD personnel were trained to e'ploit these improved systems
in supervising the village units and conducting audits. Intractable jurisdictional probleirs ;lowed progress
considerably in West Java. Work is proceeding in this area in the proviIces Of Bali, West Nusa 
Tenggara, and South Kalimantan, which are relatively new to the project. 

The objectively verifiable indicators of' the achiev,2iment of this output were the circulation of 
funds and MIS reports among national, provincial, aoid village levels. The circulatiom o funtds and MIS 
reports, while much improved during the life of project, still leaves rom for considerable i rIfrwelnel, 
particularly if' the flow of funds and informntion within the iIRI Unit l)e,; system is accepted as a 
benchmark. A comparis n with the DII Unit Desa system in tthis regard is usct'j Altlhong each ot the 
FID-I systems has its own peculiarities, making the formulation of all-irlchs ,k!aatelmiets dificult, it 
seems safe to say that none of these regional systems approaches the ilislituti mnal 0.ta. grity of the IHRI I) it,
Desa ,:ystem, which is a department and separate profit center with in a s ogle organozati(n. e)ficicnci es 
in the flow of funds and of information between the RFIs and the iliPI)s reflect, moire thtn any tlie 
single factor, the lack of a close, Dil-like institutioail relationship between the regional develpmpent 
hanks and the respective rural retailers of financial services. In the al'snce of close institutional 
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relationships between the various provincial development banks and their RFIs, it seems likely that the 
aual 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 of the BIPDs to supervise the RFIs was enhanced considerably by improved 
management information systems introduced with pi ject-supplied technical assistance and c)mmlodity 
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 Systent 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 ind 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 financial intermediation between rural savers and borrowers. T-s, while several FID-I 
systems have developed savings components, this development occu, red with amttle assistance from the 
credit fund and represents a key step towards maintaining substantial financial institutions. 

The r,;lati,e unimp(.rtance 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 province to another, as may 
be seen in Tabl!e 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 deolligated. Significantly, the deobligation tollowed on the determination that the 
village ur it.S could n t 1bsorb the available funds. Th is finding may be related to the LlPN reassertion 
of their self-heldp character in the years prior to the intervention, which reduced obligations owed to 
outsiders iLs a percentage of' total assets. Finally, $734,000 in capitalization funds earmarked for the 
BKI) and LPK systems of West Java were suspended because of monitoring and supervision problems 
within the province. 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 fiquid, 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 All
Sumatra Java Java Java Bali Areas 

SOURCES 

Savings 1,293 22,566 4,735 911 4,339 33,844Profits 80 1,590 1,698 807 674 3,835Project 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 -- 2.62.6 24.0 0.0 2.9 
Savings as %of
Loans 52.1 89.5 20.2 26.1 84.4 56.6 

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

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

The project became actively involved in promoting savings mobilization in only one of theoriginal four systems, the BKK system of Central Java. Ironically, this system has enjoyed les successthan any of thze others in funding its credit portfolio out of locally mobilized resources. The poorperformance of the DKK in this important area may be attributed only partly to the design of the savingsinstrument intr,.)duced by the project.' Converting a system of specialized credit institutions to depositmobilizing institutions i; difficult, but not for any lack of demand on the part of the lID-! clientele forgood deposit facilities. Specialized credit institutioi's, particularly those founded with the express purposeof assisting a target group identified as beinl disadvantaged, tend to put the needs of' the borrower
foremost. EIvidence alteady presented suggests thai many I3KK units at start ot project did not project 

'The !;avings program developed for Central Java is tile work of the previous long-term advisor. The 
preskeit long-term advisor to Central Java is well aware of the deficicncies in ithe system developed byhis predecessor. Armed with the results of a marketing survey lie recently conducted, lie is attemptingto convince the BPD of the need io adopt a pxssbook-type savings instrument similar to that used in the 
BRI Unit Desa system. 
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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 tie perspective of the proposed level 
indicators identified in the logical framework. 

LOAN TARGETS COMPARED WrITHI LOAN BALANCES ACTUALLY ACIllEVEI) 

The late-st 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 Apnex I of the Project Paper, are compared with the figures actually attained as reported in the I)AI
Fourth Annual Report in Table 4-I. 

The loan targets established in 1984 were extremely optimistic, reflecting annual compound
growth rates from a "low" of 34.5 percent for the LIN of We~t Sumatra to 48.9) percent for the B1KDI)
of West Java. Despite the unrealim of these targets, they were exceeded ill two of the four original 
systems. 

Table 4-1 
Loans Outstanding in the Original Four HIM Systems

Targeted Levels Compared with Levels Actually Achieved 

Wott Woit WVest Central 
Sumatra 
(LIN) 

Java 
(ItKI1I)) 

Java 
(L1K) 

Java 
(itKK) 

All 
Areas 

Target, 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,!84 

Percentage Target 
Achieved: 41.7% 104.4% 175.4% 57.7% 74.2% 

The figures pr'eiented in the above table ,liow that the two systems characterized in the previous
chapter as "demand-led," notably the dep(s it-nwihil izing ilihtlio% ofl'West Java, exceeded project loan 
targets, whereas the instituti ns characterized a,"develhment -pushed," the .pecialized credit institutions 
of West Sumatra and Cenrtial Java, failed to achieve targeted Itoan levels. 
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SAVINGS AS A SOURCE OF LOANABLE FUNDS 

The project strategy for increasing savings xs a percentage o loans outstanding called ior placing
greater emphasis on voluntary deposit mobilization, with gradual phasing out of rced savings schemes
tied to credit. Targets for savings as a percentage o loans outstanding, stated implicitly in the targeted
consolidated balance sheets attached to the Project Paper as Annex 1,were Soinewhat conservative whencompared with the optimistic loan targets, rellecting the Project Paper's conltention that "the p tentia l rvolunt'ary savings as of fun(Js;. source for lending remains to he tested." It istnc ,ttile abiding
accomplishments of I)-I that this queStion has been givCn a definitive answer: the potential fir using
voluntary savings deposits as a source o.. funds for lending in rural areas is signiificant. 

Table 4-2 compares savings targets for the four original FID-i systems with savings levels a,tiallv 
achieved. 

Table 4-2
 
Savings Deposit lia)ilitioi or Ihe Original FI-i Four
 

Target LeveLs Compared with Levels Actually Achieved
 
(Millions or iupiah) 

W(nt l Vet VvstI Central 
Sumatra Java Java Java All 

(LPN) (IIKI1)) (Ii'K) (BKK) Are.s 

Target, Savings
 
Balances, Year Five:
 

2,398 3,453 5.736
379 11.966 

Savings balances, as
 
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%7 

Another way ,ifmne.suring project achievemnent in savings mobilization i%to coi npare the porli inof credit I is billiiedlu nted by locally An re.,,urces. A high ratoi i,if avings, to credit indlicates 
succe.s in becollimig a financial iItecriodia;ry h',twcell local savers anld local borrlowr.,. Tlible 4- 1 
compares largetctd levels (4 savings ;aia percetiag ,ith)aolai't'landillg witiA lv ut h' clml,dllv cl levrt 

'ille targeted level" ,for %avin,'s as .!piercmAgt;Ae of h)11)se. ,welt( iII all itt theloans 'wt.tnm 
original I1)-Iystem.r,In thr at tart ral - Wasllgg t 17.3 pcit miore ihall Alple,I by Ihte
achieved ratio (it .55.9percent. ()nce ag;Itn the lntu inpre!'%ive reults were adhieved i)nthe demnandled 
systems characteriied by aggressive depo it-miobilizing inst ituti ins, the IIK Ii)andI IAc I.PK ,(dWest1 Jyava. 
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Table 4-3 
Savings as a Sou-rce of Loanable Funds .. .

Original Target Ratos Compared with Ratos Attually Achieved 

Loan Targets 5,957 19.616 2,700 40,753 69,026 
Savings Targets 2,398 3,453 379 5,736 11,966 
Target Ratio 40.3% 17.6% 14.0% 14.1% 17.3% 
Loan Balances 2,482 20,470 4,736 23,496 51,184 
Savings Balances 1,328 20,407 2,159 4,735 28,629 
Actual Ratio 53.5% 99.7% 45.6% 20.2% 55.9% 

The global savings-tloans-outstanding ratio for the eight systems now Included in FID-I (not
shown in the above table) is practically Indistinguishable from the ratio for the original four systems at
the end of Year Five, 55.4%. Particularly noteworthy among the systems added to FIDI are the village.
based LPD of Bali, which funded fMly 84.4 percent of their loan portfolio out of locally mobilized
deposits as of the close of 1989. At the present rate of growth, savings captured from the public In 
voluntary savings deposits by the LPD will account for 100 percent of loas outstanding by the end of 
1991. 

NUMBER OF INDIVIDUALS SERVED BY THE FID.I INSTITtMONS 

The Number of Borrowers 

The Project Paper did not discuss how the targat of 1.3 million borrowers was established or how
it should be disaregated into the four systems. In addition, no figures were Included on the then 
current number of borrowers. To compare achievements with target levels Inthe different systems it was 
necessary to reconstruct targea on the basis of available information, notably a 1985 Impact Evaluation.' 

Te method used to reconstruct regional target figures for number of borrowers Isas follows: The
eadlest flgures available on th number of borrowers In the four original system, from December 31,
1985, were used a a srting point to compute the cnmpound growth rate necessary to achieve the level
of 1.3 million six yen lar, tat Is, atthe end of Year Seve. That rate was then compounded four
tim and multiplied by the figurm from 1985 to yield regional targets approprlte for Project Year Five
(1989), the last year for which qgegte figures on total numbers of borrowers are available. This 
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Table 4-4 presents data comparing 1989 Parget levels for numbers of borrowers reached withactual levels achieved. As a basis for comparison, the percentage increase over 1985 levels as well asthe compound growth rates for this statistic are al:,o given in this table. A glance at this table revealsthat, once again, tile deposit-mol)ilizing institutions of' West Java are the standout perflormers, comingwithin a few percentage points of the target figures for number of borrowers ,ered. 

It should be fl(tcd th at the percCntae o target acieved by the I3KK system of Central Java seriously overstates the rropreN made II til., pr'IwVince, as the Compound growth rate of' just i.3 percentreveals. lla.wd on the numncr of horrosv,,rs .wrvrd, the ticpoiit-mo!bilizing in.titutiomn. of We'.%t Java a,-egrowing at/protxiltnat'I I0times fia.ter than the .ywctalizidcredit inuttuions oJ Central Java (compoundgrowlth rates o/ 12. 7 percent a(mi 13.3 per(ent verAuc 1.3 per'tcent). The significance of this findingshould not he lost on anyone interested in retailing credit to small borrowers in rural areas of the 
developing world. 

Table 4-4
 
Number of Borrowers Targeted Compared 
,ith the Number Reached 

%V-t West WetA Central 
SUIratra Java Java Java All
(LPN) (i1KI1)) (IA'K) (M1KK) Artus 

1985 Levels 11,719 56,86) 19,088 48.1,9N, 572,036 
1989 Targets 20,252 98,257 32,806 838,05) 9)89,572 
1989 Levels 15,054 91.632 3 1 .317 5(Y,.5 84 647,587 
% Increa e 28.5% 61.1% 6.1% 5.1% 13.1% 

CompoudIl (;r)wih 
Rate 6.4% 1.7 JL4, "3j 3.2% 

B4)rrower,, Reached ats
 
%(i "arge 74.3% 93.3% 95.2% 
 0.8% 65.4% 

Source for 0 )85 levels: Table 2-19, Impact IEvalu4atiun 

calculation assumc,s that the numbr of borrowers arc expected to Increase at the sane rate in eachsystem. The actual calculation i.a.%follows: 1,300,000/572,636 - 2,270.,.; (I.140'5)" 2,2711..,.;-(1.1465)' I .98(Y),,, thetfactor by which actual 1985 borrower levels are multiplied to yield 1989 
target.i. 
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The Number of Savers Provided with Detkosit Facilities 

Perhaps the most important lesson emerging from the FID-I intervention is the tremendousdemand for delpsit facilities on the part of the population targeted for financial services. Unfortunately,
no targets for numl)ers of savers served with deposit facilities were established hy project designers.
Since ignoring what ha., been accomplished in this area would give a misleading Impression ofthe successthe 11I-l) iMrl itutions have enjoyed in reaching the target population with finaLiclial services, the numher
of. savers provided with deposit h ilitics at the clo.se of Year Five is compared with the t;rgeted levels 
of b)rrowers Lsa benchmark. 

Once again, ,Lstht- dlata in Table 4-5 reveal, the out.tanding performance ot the dep)sit-mobilizing
institution.., particularly the 3IIKI) of West Java, mu.t he contra.,sted with the sluggish perfOrmance of
the specialized credit institutions (fCentral Java, the HIKK. 

Tabl 4-5 
The Number or Savers Provided ,aith Ihposit Facilities 

Actual LAvetvs Compared %,ithTarget for Borrowers 

WVt Wt eVt.tCentral
Sumatra J ,a Java Java All 

..j (_N) (BK.)(1111K) (11_K K) Art-is 
1989 Borrower 
Target.s 20,252 98,257 32,8X6 838,059 989,572 

Number of Saver%,
 
198() 35,992 235,373 52,896 500.563 824,824
 

Number of Savcr as
 
% Mf lh rrorwetrs
 
T'argeteLd 177.7% 239 5!,, 1(A.8% 59.7% 83.4% 

SUIIMARY OF PRINCIPAl. FINDIN(S 

Although target.%for endJ odOf 14t ,l t.ii,, \rc I I my l,l t extremely opinisic, the project

ia enjoytd con idt.erable , ctx'CA., inI nmct't'1 
 g'., cik .I 

the ac:hievemnltlt . . lmvi m Il, 

tlr. lt,a ill 1 .,, l',,iticularly notewolrthy were 
mire i(M) 

, iclIVCtl )f r ,i.' '.igitm fian.e, . ., 

in ilmi,,l/;ll,I M1 h 11i lh.:n percent M ilte 1,hl0ha I;lrgt w.a, 
1r ii li ": lwcv cr, t -r,g w,. lly 1111). r l lic-I ft.edepo,,il1l ihil i/i , Ill.wt , .ltmi rm m l 1m 1W litited ith lit J CIhtuh,mIItt. 44 tile 

',lpco.Iltied credit 111.W1l1i 1i1r. 

l)e A1is riIbillcr,, nupe)tflmnlmm .,tie pt,c li+,-l ttl+i i iit iiIo41 (I evt,s ,1..i.%tdlll+' Iiie.IsIIreapplied growth ill h.n%mit ,tatnhIng, growth ilnulnnbtm of Clicnl,,served. Ymo,.h i saviIIt, iftdfrormlilthe public. .nd the piercnta.e of4fzfllJoan nlle!l I'y dorn-%t:callv In' hill 1d re., u .ch h1 t.1 




26 

Deposit mobilizers appear to be demand-led institutions, which are far more sensitive to marketforces 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 tour FID-I s,stems at the start of project. ChapterThree gave an overview of project inputs and outputs. The present chapter looks at the original fourFID-I systems as the, 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 follow ng 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 or BKK Liabilities
 

Comparative Balance Sheets for Thr-e Different Years
 
(In Rp.1,000,000 and %of Total)
 

1985 (%) 1987 (%) 1989 (M) f 
Cash 347.5 2.6 329.7 1.6 511.0 0.2

Savings Accounts 
 , 1.4 2.4 614.5 3.0 l.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 

T'tal Assets 13,258.2 100.0 20,604.14 100.0 27,788.7 100.0 

Loc. Gvt./BPD Lns 2,642.0 19.9 4,896.2 23.8 6,801.1 24.5Village Deposits 28.5 0.2 34.4 0.2 158.1 0.6
Tech. Serv. Deposits 204.4 1.5 1.9383.7 311.8 1.1
Member Savings 2,156.8 11.3 2,845.2 13.8 4,734.7 17.0
lProv. Bad l)ebt 0.0 0.0 0.0 0.0 1,003.3 3.6
Other 0.0 0.0 0.00.0 2,344.5 8.4
Retained Earnings 6,246.3 47.1 10,087.0 49.0 10,736.8 38.6

Current Profit- 1,980.1 14.9 2,357.8 i 1.4 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. 

http:20,604.14
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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" 
Fabilities 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 effort 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 developing the system i. the direction of domestic resource 
mobilization and financial intermediation between iocal savers and borrowers. 

In this context it is very interesting to rota.. that almost half (44.2 percent) of the increase in
loanable funds deriv, ig 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.1 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 sluggish 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 c ipitalization funds ,dv:nced to BKK at the end of 1989 totaled Rp.606 million. (See Table 3-3,
above.) Between 1987 and 1989, BKK dLpjsits in BPD increased by Rp. 842.3 million. 

'This interpretation is streagth 'ned 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. 



Cash 
Savings Accounts 
Loans Outstanding 
Material & Equip. 
Other 

Total Assets 

Liabilities 

Loc. Gvt./BPD Lns 
Village Deposits 
Tech. Serv. Deposits 
Member Savings 
Prov. Bad Debt 
Other 
Retained Earnings 
Current Profits 

Total 
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Table 5-2 
Growth Rates of Different BKK Assets and Liabilities 

r 1985 (%) 1989 (%) %Change 

3,47.5 2.6 511.0 0.2 47.1 
316.4 2.4 1456.8 5.2 360.4 

11,943.0 90.1 23.,496.6 84.6 96.7 
643.9 4.9 2,031.6 7.3 215.1 

7.3 0.1 290.0 1. N/A 
13,258.2 100.0 27,788.7 100.0 109.6 

2,642.0 19.9 6,801.1 24.5 157.4 
28.5 0.2 158. 0.6 

204.4 1.5 311.8 1.1 
2,156.8 11.3 4,734.7 17.0 119.5 

0.0 0.0 1,003.3 3.6 
0.0 0.0 2,344.5 8.4 

6,246.3 47.1 10,736.8 38.6 71.9 
1,980.1 14.9 1,698.3 6,1 -14.2 

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 119.5percent and 71.9 percent, respectively) - and considerably faster than total assets, which increased 109.6percent in the four-year period. As may he seen in comparing the growth rates of different BKK assets;n the above table, a disproportionate share of this surge of funds from outside sources went to fundequipment, 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 totalBKK 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 recoveryduring the last two years. Still, at the end of Year Five (1989), member savings as a percentage of totalliabilities was still 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 ofproject, evm if the provision for bad debts begun in the past year is disregarded, is another indicationthat the BKK may be meeting resistance on the part of borrowers as it tries to increase lending at the old 
rates. 

,1 
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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)
 

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 "avings 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 an.lysis of the asset stnicture of the LPN presented above 
is the continued high liquidity of the units. Cash plus bank deposits owned by the LIPN reporting to)this 
BPD branch amounts to 10.5 percent of total as,',.ts, which is slightly higher tb:,n the liquidity of the 
system as a whole prior to start of project. The relatively high liquidity of the system suggestel by these 
figures may account for the difficulty the project experienced moving capitali,.t in funds through the 
system, as commented upon by the RIG auditors. The IJPN may not have be,'n interested in taking ,m
the responsibility of managing funds from the IP) because, according to the figures aivailable, they
continue to be relatively tlush with loanable funds of their own. 

http:as,',.ts
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The figures presented in Table 5-3 suggest that the strong tendency observable within the LPNsystem - 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 percent of total liabilities to 10.8 
percent prior to FID, represent only 6.2 percent of total liabilities tbr the LPN repreentcd in tile abo ve
sample. At 47.1 percent, the portion of total assets funded out of member shares (forced savings) isvirtually unichanged from the 46.8 percent at start of project, while the portion funded by retained
earnings (capital and reserves) continued the rising trend observable in the years prior to the intervention. 

TIlE IIKI) AND L1K OF VEST SUMATRA 

Compared with the consolidated figures on the two West Java systems presented in the Project
Paper, which did not balance, tie consolidated balance sheets available from the B3PD for the end of 1989 
shown in Table 5-4 suggest some improvement in the flow of infoirmatioi, from the subdistrict units to 
the development bank. 

One of the mo:t interesting developments within West Java is the extent to which the assez 
structures of the two -lystems have come to resemble each other in the course of the six years. It is not
c'ear, of course, how much of the change represents improvement in reporting and how much actual
changes in the structure of assets. Tihe liquidity of bith systems increased during thi.s leri l, as well 
as the portion of liqapid assets held in the form ()f claiins il other financial institutioins, Within the
Ilk P[) syster, Ihars as a percentage of' toital aissets illcrc.ed from 75.3 percent at the heginning of 1984 
to 79.4 percent at tile end of' 1989, whide within the l PK system Icans outstad i.ng aa,; percentage it tittal 
assets decrea;sed to a comparaible leve!, froim 90. 1 percent to 80)9 percent. It is interestinll tat if) both 
cases the bulk of' the I+lfference was acciunted for by changes in)the percentape t total as.Cts held in the
forin of plant and equipinnt. Plant and cqoipmoent feli ,hairply as a peI.centgg of (0ial assets within tile
11KPI) system, from 14.5 percent of total tIo 5,8 prcnt, while tile same c'mtc1'i ry inicr easd s ti ply
within the I.PK system froim 0.6 perctlitf ti!lal rt 6.3 percent. 

"llie decline of plant and t'quilileit ;s aI percentage of total aset, in the llKII) sy tein reflects
better utilization of installed capacity as the ystci grew s rongly in the ba1isis oI vo lutary deposit intobili
zation. 'llie increa.se in plant and cquipioeu' a. i perceitajge of lotil asts in the i liK sysiem, t in the
other hand, probably reflectsibiokkeepigii adjutinents Iltire tha anythinig else, lse.it a piit iin iay also
reflect new investments in tie .system by the local and regional governnerlls. 

http:increa.se
http:illcrc.ed
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Table 5-4
 
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 (%) 

Cash in units 1,421.8 S.5 313.3 4.8 
Cash on deposit 1,857.7 7.2 340.2 5.2 
Loans Outstanding 20,529.0 5,291.179.4 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 25,843.9 100.0 6,537.3 100.0 

LIA BILITIE_:. 

Time Deposits 12,017.6 46.5 
Savings Deposits 5,004.6 19.4 2,620.3 40.1 
Loans Payable 4,173.6 2,084.016.1 31.9 
Other Payables 583.2 2.3 145.2 2.2 
Capital and Resvs. 2,781.1 10.8 1,548.4 23.7 
Pofit Current Year 1,283.8 5.0 138.5 2.1 

Total Liabilities 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 savngs deposits as a source of loanable funds. The
growth isparticularly striking in the case of the LPK, where the share of savings deposits increased from
13.7 percent of total to 40.1 percent. The [K31D 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 iabilities grew, indicating better capital utilization and a higher level
of financial intermediation between savers and borrowers, although the capital position for both system:: 
appears ad':quate on the consolidated balance sheet - 10.8 percent of total assets fIor the 1IKPD and 23.7 
percent for the LPK  spot checking indicates that many units are overextended and could benefit from 
closer supervision 

It is instructive to compare developments within the 13KPD of V'est Java with what is observable
within the BKK of Central Java. On the asset side, while the liquidity of the 13KK 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, tli, 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 otherfinancial 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 inplant and equipment as a percentage of total assets in the BKPD system, however, which contrasts with an increase in this category of assets for the BKK system, suggests that while the BKK system has beenbuilding 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 thecontrasting evolution of the structure of liabilities. Although the growth of the 13KPD and LPK systemswas propelled by growth in deposit liabilities, the growth of the BKK system, such as it was, was
propelled by the growth in loans from BPI) and local governments. 

Deposit-led growth must be considered demand-led growth - no one is forcing depositors toplace their money in the BKPD and the LPK of West Java. Growth propelled by loans from the BPDand local governments, on the other hand, might be referred to as "development-led" or, perhaps moreappropriately, "development-pushed" growth. The two approaches to growth have had decidedly differentimpacts on the asset side of t'he balance sheet. As noted, the fastest growing categories of assets for thedevelopment-pushed institutions during the lite of the project were deposits in the development banks,which increased 360.4 percent, followed by plan! 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 structure of the i3KK. An opposite trend wasobservable 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 perc,.nt at the end of Year Five. 

The significance of this counterintuitive finding should not be overlooked: the contrastinghistories of the West and Central Javanese systems suggest that the best way to promote credit among
FIl)-I clients is to promote deposit facilities. 

01E LKURK OF EAST JAVA 

The impact of project activities in last Java may he observed in the ,',:hanging structure of theLKURK assets and liabilities, analyzed in Table 5-5, below. This table also shows growth rates fir
various categories achieved during the tdree quarters ending March 31, 1990. 

One of the first things that should he no!ed in the table is the extremely rapid growth of theLKURK system. Total assets increased by 79.8 percent in the three quarters between Jline 1989 andMa,,ch 1990, paced by growth in loans outstanding of 85.7 percent. 'Iliese figures should he compared
with the 96.7 percent increase in loans outstanding for the IIKK system in the 16 quarters ending
Delcmber 1989. 

On :he liabilities side, the relative importance of project funding in East Java isobservable in thestrong growth of loans as a source (it loanable lbrids, which more than doubled in the three quarters, f'ro m 
Pp.502.6 million to Rp. 1,081.4 million. 

"The strong grow.h of' the I.KIRK system seems to comtradict the finding presented above thatdevelopnment-led, externally funded growth leads to disappointing results. In fact, the BKK system also 

http:perc,.nt
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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, sinceitgives 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 Evolving Structure of LKURK Assets and Liabilitit.,s 

(Rp.1,000) 

June 1989 (%) March 1990 (%) Change 

Cash 85,366 3.4 212.240 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> < 1.9
 
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
 
Depositi 0 0.0 0 0.0
 

Loaas 527,106 20.8 1,081,482 23.7 105.2 
Capital 942,243 37.1 859,853 18.8 
Government 370,048 14.6 4t2,500 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 readily 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 partof 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 meet that demand would result in even more spectacular growth. 

SUMMARY OF PRINCIPAL FINDINGS 

The diverging histories of the IIKK 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. lle effort to promote lending in the specialized credit
institutions of Central Java by an injection of additional fuads frorn 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 flllowed not only by tremendous growth in depos;t mobilization, but, within tile
BKPD system, to an increaLse in loans outstanding as a percentage of total ;asseis. The superflhousness
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 13KK books at the end 1989 may be accounted
for on the asset side of the consolidated balance sheets by incre.ses in deposits in the regional
development ban~k. 

The stagnating LPN of West Sumatra seem,.dl impervious to project activities. Tlhe strong
tendency observable within the IPN systcm, prior to the intervention, for the units to reass,'rt their self
help character by reducing outside funds as a percentage ot total liabilities continued during tile lirst five 
years of the project. 

The strong growth of ie LKURK system only appears to contradict the finding that development
led, externally funded growth leads to uhoptimal results. Savings liabilidies grew faster than any other 
category of assets or liabilitie:s in 'La.o' Java since tlis province was included in 1li), suggesting that a 
conscious strategy of deposit-led growth would have led to even more spectacular results. 

http:seem,.dl
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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 tlhat their counterparts in areas served by deposit
mobilizing institutions use the deposit facility. Much of this evidence was obtained from an analysis fI
the data collected from the 1,010 individual ledger cards sampled at the 13 rural Ins itutions visited in
the course of the field work. 'The central theme of this chapter is that credit and depo4sit facilities are
economic substitutes and that when mnarke, frces are allowed to set tie prices of these facilities, larger
numbers of rural poor elect to sub:stitute a depoit f'acililty for credit as a crccctfI liqu Idity. 

'[1W I)EMANI) FOR CREI)IT ON TH, PART('OFIHI)-I CIENTS 

One of the assunipt ios 0m which Fl1)-I was bised was that the demand f'or small loans on the 
part of the target population is relatively inelast ic with respect to the rate t interest. Data collected on
the basis of a random sample o4 659 individual ledger cards provided a hais ticr testiljg this assumpt i n.
The 659 cards were arranged nonrandlon! into seven groups and average h ,n sie and average cccllected 
rate of intCret for each group was cac!,.ui ated. 

hlne collected rate of interest used iaswas the explanatory variahle, rather tlhn the stated or
nominal rate of intere.-t charged by tie variou, ;nsltitut ions, to reflect the fact that Fi)-! client!, are 
repeat borrowers. In other words, as c',tablished customers, they know what late ()I inltcrct they expect 
to pay, given tile collecticn policies 'f the institutlions involved. 

The1 use of average figures for loan sie and rates cit intere.,st is legitimlate since it allmws tile
mythical 'tlerisparibus state tt bc: a prl()ache. II tile aggrcgale, other things albeit nc It necCCarilv 
e(ual, tend to cancel out. 

When pltted on ( arleian ccccrtdird'te\, cir graiphed, thee seven pmir. ccl un1ulier, c', istutlte a
sketch of the demand curve focr credit on the part ccl I1)- lrcrrwers. (ie need nc it be an cc mnlist or 
a statistician to grasp lie significance cIt the groupings presenled in 'able 6- I 

'A note on the dermand curve: small ,uppliers operating in large m:irkets may disregard the demand 
curve. From their perspective, the demand curve is relatively (cir perfectly) Hlt. I.arger suppliers, oi
the other hand, may n t ignore the Qhape the demand curve. The larger die -,upplier. the nore steeply
the demand curve will appear ti slope clown to the right. '[he relevance 14this le''ml c1n1leoientary
,!collcl ics tohile F'll).I institticl,, detivcs frmn the fact that rural lif ant ;al imm kct', aire; , all lumal
financial inslitulions., even imall one,1;, may he large ermicgli relative to(ll)- miarkt', in which they operate
t) be affected by tile shape of tile loal lenIIand curve. 

http:cac!,.ui
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Table 6-1
 
Effective Annual Rate of Intere-st and iLan Amount:
 

A Glimpse of (he Demand Curve for Credit
 

SovinceAmountSrnpl. 
 Balance intertet Age of Estimate 
Site of LAa) (it. Collected LAMII it l t 2 

C. Java 100 8X,1() 39,08(0 12,940) 24(0 49.6 
F.Java 152 75,0() ) 5,,351 9,107 125 48.9 

SCIS 438 215,952 139,882 24,128 171 36.8
W. Stunatra 94 327,772 192,2 28,882 155 35 . 
hil i 136 2.18,930 184,689 25,911 151 33 'i 
l)MIs 221 44), 1,40 376,680 37,774 160 22.9 
WJ,,N.Java 177 059, 124 501,595 55,787 181 17.0 

'In Days 
:(365/Age f l.Aar) hlc(fit aIIIJier.,tcd ( dI c<tcd/ flCe) 

Source: Analysis )t 659 ldivIdualIlil lII dt:,r ('als
 

Small loans from (Central Java arid Fat Java are ,ssXviated with high collected rates of interest,
whereas the larger loIlls f Wet Java and the 1 cplsit MI hil ii ing llstitutioins are 3ssi)CiLited with low

collected rates i if L n.m
aaliu tar-, iItile fliddlIc rale West Sumatra,lH all. and lie Special ictl
Credit lnstitutionx, ,ra ara gri) t iiatCfC~t iiWs1 trcwra aterrIIued i.if)C (htw"thtt'
 

Alternatively, itIl;ailyiedyr .ieldanlg cb ic 

of' tlie relatitmi,,hii tctccr ,)-11 ladrl the 


the pains illalum ).es'littilly to vlhl 111 a CeXIf(,,ioai 
1i 'l/t" ;it rate illintert, cei tid fur ct;itliitRp ')0),I )(I
 

Rp.17,0(X)T*RIe of hltre
 

'11)k cquati in,wlich Qhould not be tuidersti i i literally, %IV.s Ih.t the anoilit illcrCdit delalidld

by 1l1)i b_ r icI,, vil.h lilel ro, ilnversely rIte fillaierct .andtha tItheilll dinlade , otlmalit 
average, is l th11,1,a lp 9)(, ) f r rrttiatc', o tfia rct. tibve itr'i, Fir cvcrV Ii lipuan t 1 ia t,
Collected ralte ill finiteres Ill lltlen decline t lt 'll1rAK.il 
by Rp.170) 

ialel itat hI iii.XIIIIIIuI till p ')00,lHH 

of ,ireAlthiugih I ()tilte nilldnd Lnsi'dered oI tIeinble at the extrellles if) fihl case,
for very hihil and very Ikw rat.-, tl ilater,,t the extierely gixtd fit I the rer.,,i templs i til
speculate. It ma1.y it'decd b'tille, .L% giigests, that fiir positive rallc ifitilercst there laytile equation 

mTie tit ot tihe r,,ereion wax extremely good: Standard i rror of lt linate of' )enaid 1. ,51.300.
Standard rriorir of ('d fcicient i%1.7(M, for a ratio of' 10; R Squared k 0.952., Tell T "sl is significali 
at the 'Y)5% Cllidellce level. 

http:ll1rAK.il
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be a maximum amount of debt that FID-I borrowers may be peatuaded to take on, Inthe neighborhoodof Rp.900,O00. To get the typical FID-I borrower to take on more financial obligations than that,negative rates of Interest may be necessary. On the other hand, the equation seems to suggest that whenInterest rates rise above a certain point (about 53 percent per year), the typical FID-I borrower mightcease being a borrower altogether and become 2money lender Instead, which he could do by liquidatingsome nonmoney asset such as a savings account or possibly gold. 

Both possibilities are consistent with observed behavior of rural people, who, as a rule, are waryof debt and  contrary to the fundamental hypothesis of the cycle-of-poverty school - typically are Inthe possession of small assets that may be converted to cash when needs or opportunities arise. 

Of relevance for the FID-I Institutions is the fact that there seems to be considerable priceelasticity of demand for credit. It is well understood from economic theory that price elasticity ofdemand for any good or service emerges only when suitable alternatives or substitutes are available. Thedesigners of interventions Into rural credit markets should, therefore, ponder what these substitutes to
credit might be. 

THE DEMAND FOR DEPOSIT FACILITIES 

The most obvio,',, oace to look for an economic substitute to credit as a source of liquidity Istheother common financial service available to Individuals, a deposit facility. 

The following table, which presents statistics derived from an analysis of the Individual ledgercards, suggests that the way FID-I clients use deposit facilities mimics their use of the credit facility. 

It is of considerable signiflcance that despite almost 10 deposits for each withdrawal, savingsbalances do not grow dramatically. The pattern of 10 deposits for each withdrawal mimics the behaviorof borrowers inboth the specialized credit Institutions and the deposit-mobilIzing Institutions, who make
about 10 payments for each loan. 

Although grous figures show great variation inaverage savings balance betwen the provinceswith aggressive voluntary deposit nrjbilization (West Java and Bali), on the one hand, and those withunderdeveloped voluntary deposit facilities (Central Java, East Java, and West Sumatra) on the other, acloser look at a small random Sample of voluntary savings deposits Infour of thes regions suggests greatsimilarity across provinces In the way FD-I clients use deposit facilities when they are available. 
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Table 6-2
 
Evidence of Demand for Deposit Facilities:
 

Deposit Transactiotis compared with Loan Payments
 
(Data from Sample or Individual Savin.s and I.LMan [,dgers)
 

DEPOSIT ACTIVITY 

Type or Sample ttgon Enidinig Numbher of Num 1)(-r (if-

RF[ Site Il:,l.,,,ce [ lalnce Deposit, i\VilIdrawal
 

1)Ni 202 4(1,()82 50,190 9.4 1.2 

SCI I,4 10,003 31,427 2.3 0.3 

LAN A(lIVTYl1

II-" 1 
 -jtsnII'rypC pe Ainoit [Ia Iane Numlber of Age or j l1'its. 
Fl I.maiIIt___ Size 0otstand. llayineno; LA) 111!ar' 

1)1t 221 499,1 4(0 376,682 4.6 160 10.5 

SCI 438 215,952 139,882 4.7 171 10.0 

:'Within the 12 motith perud prior t drawing the sample. 
'In days. 
'Payments per year = (365/Age of ulan)*(Number of Payments) 

The random sample of voluntary deposits from -ast Java w;s taken from one of the LKURK 
ihtitutions patlicipat ing in the pilot ptssbook savings mobilization project, while the sample for Central 
Java was taken frorn two BKK an.,titut ions paltricipati ng in the Tamade savinrgs ,cheme. 

What is .igriilicint ill Table 0-3 iV the relative ,imilarity (A avera;'e savins balances in the 
randoin sample (If dvliidunm s ledgers 1romm the four ploVIC(,,,, with " pn 1's t'a.,t Java,
Central Jva, Wvc,t lava anid liala the aver *ye hb,balice the:.in inl two plinlce,, with 
underdevel, ped voluntaty ,,aviry/,, programs,+ Ji1eC Lact that the loan ba.tlalces, iIn the two p ovinces 
characterized hy ,pecialicd crtdit iCetitulion ( emltral Java trld I1,t Jlva Ale vicy clo e to the 
average saViIp, balalcc lnthe instituti(n offerairg Voluntlary depi t tacililie,, suggess that similar 
ocofnnmic consideratiuns 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
 
(Itp. 1,000)
 

West West Cetatral Eat All 
Sumatra Java JavaJava 	 Bali Areas 

Sample 	Size 136 177 100 152 94 659 
Avg. Loan Bal. 192 40742 J 185 148 
Sample Size 48 99 76 25 103 351
Avg. Say. Bal. 	 7 62 37 L1 M 42 

Source: Random Sample of 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 generally not available, RFI clients use credit as much 
as their counterparts in 1ali and 	We.,t Jaiva use savings deposits. 

Empirical evidence from a great 	many contexts, including rural Indonesia, suggests that when 
consumers o. financial services are required to bear the f'vill costs of providing services, at any 	given
time, mnore individuals at the margin of the formal financial system will demand the financial service of 

Ldeposit facility than the inmancial service of credit. 

Some 	exami,'es include: 

0 	 A rapidly 'rowing, rural bank in Bali, Iounded in October of 1989, also visited briefly
during the coLur(e of field work foar G'I , was found to have 4,238 deposit customers as
against 1,290 credit customers, for a preponderance of savers over horrowcrs of 3.36 to 
1. This HIR wa, me of many RFIs ohserved in Bali and West Java offering door-to
door service; 

• 	 The [11) at Kemoning, visited during the fall of 1989 on an unrelated USAID-funded 
consultancy t Bali, served 1,795 deposit customers versus 4,13 borrowers, Imr a saver-to
borrower ratio of ,.I;and 

• 	 The LiI) Blafhhatuli, 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 depotsit facilities become more 
generally available in rural areas, tie price ela!;ticity 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 facilities as a means of satisfying recurring demands for liquidity, there will he 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 

The 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 savi !-s 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 separate 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 savlgs
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 togeiher. 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 satisfy their demand for liquidity by building up easily accessible savings balances.
Th(! savings balances in the BKK of Central Java and the LKURK of East Java, likewise, do not represent
true saving:; 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 volutary 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. 
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AN INDEX OF FINANCIAL INTERMEDIATION 

Table 7-1 provides an objective measure of the differing extent to which the FID-1 institutions 
are engage,4 in financial intermediation between savers and bcrrowers. 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 largesavings balances compared with the balance of their loan, which is a clear sign that the institutions arenot attracting enough 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 tie LPN of West Sumatra (1.4 in the sample of loan ledgers) reflects the unattractiveness
of the savings instruments offered by these institutions, as well as the modest proportions of the creditfac,lity, despite the higher-than-average loan amount. On balance, borrowers at the LPN of West
Sumatra hold savings balances of $100 tbr every $140 of credit they owe the LPN. 

Table 7-1 
A Measure of Financial Intermediation
 

Data from Random Sample of Loan Ledger Cards
 
(Averages in Rp.,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 
Say. Balance 115 80 14 13 36 56 
[RtiLB/->> 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 ire 
subjected, an interesting symmetry obtains: in West Sumatra individuah; wishing to be n.t borrowers 
essentially all the members of these small, closed-membership institutions - are forced by institutional
constraints to become substantial financial savers. Conversely, inCentral and East Java, itis 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 small savings balances, as evidenced by the higher loan-to-savings-balance 
ratios, highlighted in Table 7-2 for ease of reference. 

Whereas this provides evidence that the deposit-mobilizing institutions among the FID-I 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 Asareas. 
a rule, borrowers are looking for (I) 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 borrowers, deposit-mobilizing institutions outperform the specialized credit 
institutions by wide margins. 

Table 7-2
 
Indices of Quality of Credit Facility:
 

Deposit Mobilizers Com ,tred with Specialized Credit Institutions
 

Sample Average Terr of Rate of 

Size Loan Size LIan Interest l 

DMI 221 499,140 378 22.9 

SCI 438 215,952 181 36.8 

Calculated as follows: [365/Age of Loanl*llnterest
 
Collected/Balance Outstandingj
 

Source: Random sample of 659 individual loan l0gers 

The higher rates charged by the specialized credit institutions compared with deposit mobilizers 
is frequently attributed to the higher unit costs of servicing numerous 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 chluracteristic of such institutions. The argument is so plausible that it is seldom
challenged. However, global cost figures r-rovided by DAI show that higher costs cannot be accepted
as an explanation for the higher rates of interest collected by the specialized credit institutions. 
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As may be seen in Table 7-3, operational expenses as a percentage of loan amount for thepreeminent specialized credit institutions within FID-I - the BKK of Central Java - are less than half
the figures for the deposit mobilizing institutions of West Java, and substantially lower than the village
based LPD of Bali. 

Table 7-3 
Op'.rational Expenss :Ls a Percentage of Loans 

West, W. Java W. Java Central Fast 
Surnat'a' (LPK (BI'PD) Java Ja va Bali 

Average Loan 344,000 277,376 296,709 75,000 30,606 133,105 
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 E;e little doubt that the higher costs ()bhscrved in tlhe deposit-mohilizing institutions (IfWest Java and Bali drive from the high-quality d lpiit facility they provide saver.s in their regions. 

Because tie ,Lposit-nobiliziig institutio1ns in)cur LOtS thatt do not exist tor th;t 'ire nit sig,,niicant
for specialized crod' inStituthi, ) they require, et/,ri.%parihus, a Iiigher spread t,)ns re;ch the financial
break-even point tian specialized credit institutions lendinig their own ctpital. The dpt-, it-nfuihiliitl,
institutions are thus at a competitive- dis.advamtage with the more nairiowlv 11cu,1d ir-,'itutitns.
Theoretically, specialized credit institutions s:hould be able to 'it-cOiiiiete dclmpt,iat nitii/zers in theprovision of credit to small borroiwers. In practice, the deposit-anohilivll irletitmtio i, ,ippear to 

'Thefigures f r Vest Suitmtra in)the :a)ove two) talcs ;are r)iot strictly comlnpr;hle with the figures
for tie other provincr.s. 'The co,%t filtures, ;are not c(milmprablc hcc.atne.c' (of lhe illportance oit Volitcer, IIIthe management of the small, credit-ulio-like iiisituti(ie, in that povince. A,, It,the income1i.
figures, the calculated AiPR fr the [PN of' Wcst 

11t 
ora, thea moat gr iupcd mnotimrg speciai ii/e credit:,.stitutitons, understates the effective rate ()finter.,t to thtb rower 'nore severey thin in the other 

provinces because of tie higher conipens;itinj, blamce I[iN borrwers are fiorced to)nniitlaiar), cevable
in the low loan balance ti. savin,, halance ratioc)c;.ractcjitic od thcse irstituitms ( ee Table 7-1). 

"I'lese costs include in tn est expenses%()idepjuiit liAhililic ;s well as theiperq)tli m;l coists idservicing 
numerous sial savings accouaIlS. 
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outcompete the specialized credit institutions in all important 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 thatthese institutions are more sensitive to market forces than the specialized credit institutions. This greatersensitivity 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, effectively undercutting
their own market position. 

The ability of the specialized credit institutions to escape the discipline of market forces issuggested by an apparent !ackadaisical approach to loan collection on their part, clearly visible in the
analysis of the 659 loan ledger cards sampled during field work. Table 7-4 presents a statistic called the
"Late Ratio," which is here defined to be the difference between the loan balance actually outstanding
at the time the loan ledger was drawn into the sample and the expected balance as a percentage of theoriginal loan amount. Although the c.,lculation of the expected balance is merely approximate, since it
is based on average figures 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 7-4 
An In,' "Loan Collection:

Deposit Mobilizers compar, with Specialized Credit Institutions 

Amount or Term or Age of Balance Expected Late' 

Loan Loan l.oan Outstand. Balance Ratio 

DMIs 499,140 378 160 376,682 287,864 17.8 

SCs 215,952 181 171 139,882 11,931 9.2 

'Expected l1larce (E11) calculated as follows: 
EII = Loan Amount - Loan Amount *(Age of Loan/Term of Loan)

'Difference betwecn Balance Outstanding and Expected Balance as a percentage of Amount of 
Lo an. 

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' borro)wers in the form of lower costs and better service. h is
discipline is imnposed from several directions. On (lie one hand, deposit-mwibilizing institutions must
collect their '):in.s. A poor reputation in this important area will scare depositors away. Improved)loan
collection allow!. the nomial, loan rate of interest to fall witho ut afftcting 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 smal saveis 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 tbr 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-mobilizing institutions is further evidence that the 
deposit facility is an economic substitute to credit, effectively undercutting any monopoly power the
in"titutions 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-nobilizing 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 13KK and the LKURK, despite
the use of what appear to be market prices for the credit facility, are not demand-led institutions, but
rather institutions that have learned, with project assistance, to exploit their essentially monopolistic
position as the only institutional suppliers of liquidity to their rural constituents. 
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CHILPTER EIGHT 

PRINCIPAL FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

FINDINGS AND CONCLUSIONS 

The project design appeared to underestimate the extent to which the four original FID-I systemswere moving in distinct development:4 directions. Comparison of the betore and alter states of thesesystems shows that, for the most part, they continued to develop along their respective trend lines clearlyvisible at start of project. The project does not to have hadseem a significant impact on the directionin which the different systems were developing. This may reflect the project's preoccupation withcapitalizing 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 capitalinvestment in the regional systems. Any investment in further capacity may be expected to produceobservable returns subject to supply or capacity constraints presently operating on the development of thesystem. Ultimately, tile issue at stake is not tile value of tile (echnical assi.;tince but the types of finincial
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 lifeof the project demonstrate the superiority of the approach to rural financial intermediation which places
primary emphasis on voluntary deposit mobilization. 
 The etfort to promote lending in the specializedcredit institutions of Central Java by an injection of additional funds from centralized sources (tile BPI)and provincial government) has been iollowed by relatively sluggish growth and a decline in loansoutstanding 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 ti
-nendous growth in deposit mobilizatimn,

but, within the 3KPID system, by an incre;-se in loans otutstanding ;,.s
a percentage of total assets. 

Despite the fact that purpose level indicators lbr end of project werestatus in many respectsextremely op!imistic, the project has enjoyed considerable success in meeting these targets in critical arems. Of greatest significance is the generally superior performance of the deposit mobilizing institutions 
among the original FD-I systems compared with the pertormance of the specialized credit institutions.Deposit mobilizers outperformed the specialized credit institutions according to every meaure applied:growth in loans outstanding, growth in number of clients served, growth in savings captured nn ml tilepublic, and the percentage of loan portfolio funded by domestically mobilized resources. 

Although the project may be considered a success o; most objectively verifiable meauc.s, itmustbe considered a disappointment when measured against what might have been achieved with a slightlydifferent orientation. The project was not prepared to fully take advantage of the new p mlicy environment
emphasizing domestic reso, rce mobilization. Too much emphasis in project de+sign was placed on furthercapitalizing already relatively capital-heavy systLins (the BKK of Central Java and the IIN ft'WestSumatra) through the provision of training, technical assistance, and actual loan fhnds, and tn i, little 



50
 

emphasis on bringing about the policy and structural changes that would allow the FID-1 institutions toget in step with exciting developments in the broader financial sector. 

The BR! Unit Desa system provides a model relevant to the FID-I regional systems. The keyto the success of dha system is a structure that allows market forces to direct the flow of senices to theretail 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 e nrmte,, otv:ount ofcapital had been put in place during prior interventions. ro a large extent, the tremendous growta of thesystem since its reorientation towards deposit mobilization and market pricing for financial servicesrepresents a belated return to capital that was already in place. A similat" situation obtains in a numberof the FID-! provinces. An enormous amount of capital has been put in place during the life of theproject and before. Much of this capital is being underutilized, particularly in the older systems of
specialized credit institutions, which are beginning to stagnlte. 

'Ile LIKURK system represents the most promising development within die FID-I project.Objective measures of what has been achieved in ELst Java, impressive though they might be,underestimate the tremendous potential that resides in this 1I1I Unit Desa-like model being developed inthat province. An investment has been made in infrastnicture and trained personnel that should provide
the basis for explosive deposit-led growth. 

The FID-1 in.stitutions enjoy a monopoly in the provision of institutional credit in most of themarkets they serve. This position gives them the option of charging a monopoly price for the liquiditythey 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 bc used to plan a follow-on project (FID-III)
that could set a new standard for donor intervertions in rural financial markets.
 

IThe follow-on project ,hould acknowlcdg , that a deposit facility is a financial service in its own
right, thit tremendous demand 
 exist., hcr this service inrural area!;, and that preat ptent ial ftir institutional development resides in :in etfoirt to
) mct this demand with a fhw of services from the largerfinancial institution to the retail utllets , and outlets it)frorn the retuill the rural simallhclders. The newintervention should acknowledge tha-t the su.tainalil iry oftuch a Ilow of services, ha farI mc re to do withthe rewards aslsociated with providing the service than the iucre ability or capicity. 'llie standard-sett irigintervention should focus oi the supply (if fintancial sevices%, both credit a%well as deposit fatcilitics, butshould allow supply and demcand to determine wheuher there is Int flIow of credit inI 0r1C direction cr 
the other. 

Activities during extension bethe should directed toward convicinln, deciin makers atappropriate levels of the enc rinu, pcitent ial thc..i rrCslsC% illthe i l)systems; 'llcre %houldbe more research, more nore iois ition papers, stuldies in geClrl, an lmllIc mnScionls to fio sterirgc Ccmn itimctitpolicy changes that will lead to tie reorientation and retructuring of the 11i) ymtcms in the directiontaken by the BR! UJnit I)esa. Considering the large invemtment UISAID h&s made in rural financial inslitu
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tions in Indonesia, special attention sh-ould be given to a study of the harm that may he done to small 
deposit-mobilizing institutions by PAKIAN. 

The most promising option for improving the flow of services to the RIS involves the sale ofpart interest in the retail outlets to larger financial institutions, which would then find it in their owninterest to provide the flow of services without which deposit-mobilizing, retail-level units Cannot flourish.
The B3)Ds would be the most logical candidates to take on such a role as representiatives of HankIndonesia indicated in interviews. USAID should do what it can in any future interventiom to ensure thatchanges in ownership of the FID-! Rtils take these institutions in the forward-looking, developmentally
more significant, demand-led direction of deposit-l)aLscd rural financial intermediation rather than in theself-limiting direction of the specialized credit int.,itution. [here iSi)r(l)ral)ly no suhstitute in tIis area forsolid market research and the disLussion of relevant successful models, such as the 1310 Unit Desit. 
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ARTICLE I - TITLE 

Financial Institutions Development Project (497-0341), 
 Phase I
- Bank Pembangunan Daerah (BPD) and Phase II - Bank Rakyat

Indonesia (BRI).
 

ARTICLE I - OBJECTIVE 

A. Phase
 
The zeneral purpose.of this evaluation is to provide the GOI
Mini:try of Home Affairs and USAID with an overall assessment
of : oject performance during the last seven years 
(1984-1990)
and 
 based on the lessons learned from the overall FrD (BpD)
exp.ience, determine whether an 
extension'of the PACD or
follow-on FID-like activity is 

a

appropriate. 
The evaluation
seeks answers to the following general questions:
 

a. 
Were the Project's goals and purposes as 
reflected in the
Project's logical frame work achieved and were they
consistent with the Hission's program as stated in the CDSS
guidance and with the current GOX banking deregulations as
outlined, inter-alla, in the GO! PAKTO 27 and PAKMAR 25?
What should be done in the last year of this Project to
help propare for any post project activities?
 

b. What evidenoa 
is there of suctaLnabLiuty of both the
operations of the Rural Financial Institutions (Rum)
assisted by the Project and the linkages between the RrIs
and the Regional Development Bank (BPD) and 
lISO other COz
central and provincial agencles? 
What does this mean for
possible future (post-projeoct) activities?
 

c. 
What changes In the mix of projeoct Inputs, e.g. T/A skills,
training programs, commodities and capitalization, may be
necessary to support remaining project activities and to be
responsive to needs of successful operations of the
assisted RYu systems? 
What does this imply for pohsible

oost-project activities?
 

d. 
 hat measures could have been taken to establish more
.feCtive project management arrangements so as not 
to
c3tract from the technical roles and duties of the contract
 
T/A team?
 

e. 
Givep the Mission's CDSS objectives, the current
operational status of the Rf' sstems 
and the continuing
COX bankLng deregulation measures is future (Post-Project)
mission's Involvement In this sector approprIate and
necessary? 
If so, what forms should assistance take? if
not, should the Mission attempt to,invite other donors to
take over assisting the RpZ system? 
What lessons have been
learned In FD Phase I whiob.must be applied in any
potential follow-on activities?
 

http:purpose.of
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ARTICLE III - STATEMENT OF WORK 

A. Phas-e I 

The Financial Institutions Dcvelopmcnt (FID) Project is a
$39.75 
 million two-phase project. 'hase theI consists of
development and expansion of existing village-based cred.tinstitutions in selected provinces, by twoworking throughministries, i.e. the Ministry of F'iance, and the Ministry
Home Affairs, and the provincial devo'lopment banks (Bank 
of
 

Pembangunan Daerah B'-)- within the selected provinces. PhaseI is designed to --upport policy an : institut onal development
of tf-e Bank Raky'it lndonosii (DRI ) '-camatan level
 
(sub-district) Unit D.sa s
3ystem. Evaluation focuss-es only 
on Phase I ,ctivit es. 

Phase I of th,, Financial Ins:;t itutions Development (FID) Project
is a US $22.2 million project to develop and expand existingRural Financial Institutions 
(RFI) in selected provinces toextend credit to borrowers, to loanexpand portfolios beyonutrader credit., to include saill entrepreneurs and to mobilize 
voluntary saving.. 

The project primarily provides training, technical assistance
and equipment to develop the staff and operational proceduresand to 
forge a closer link between the RFI systems and 
the
provincial banks 
(DPD) responsible for supervision, training
and. inzpection. Provincial Development Banks providesupervisory guidance, technical expertise, training and accessto capital. In doing so, the project attempts to demonstrate
the elements of a viable, s;elf-f~nancing RFI system applicableelsewhere throughout Indonesia. The Project has also beenproviding funds to capitalize individual RFI units and helpcApand loan portfollos. Details of 
the project'n Inputa follow:
 

I. Project In2uts: 

a. Tranin port: At 
least 6,000 direct employees are
to be tra ned or retrained during the life of the
project. Each BPD develop-. its in-house trainingcapability to provide a tr. ining program that provides
all operating personnel wit i periodic necessarytraining. Specific training programs unitfor andofficials is being developed. The GOI 

BPD 
provides fundsfor the development of training facilities at the BPDs

and person 1 el training cost.. All) funds local
training conts arld study trips by selected projectofficials to visit other Asian cour.trie.. to observe
comparable rural programncredit applicable to the 
Indonesian program.
 

b. Technlcal Annlntancr: Technical assistance 
uoniautanta work c-E- ely with provincial developmentbanks to help develop thir manageent, uperviory

and inspection capabilitie.. Technical arnlstance 



A-5
 

includes resident and short-term specialists to work
 
with the provincial-banks to create and improve
 
management 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, tile capacity of individual .units
 
and the BPD to monitoc larcer types cf loans will be 
stressed. The bulk of technical ass ::tance is
 
provided through an instituti'onal cc-'tract. The 
contract finances resident technical advisors at each
 
province and has forty person monthL 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 program-. Vehicles support
 
supervisors/auditors and thus allow a greater number
 
of supervisory visits. The UPD'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 equipment for the management
 
information and accounting systems will be provided by
 
AID in keeping with overall BPD needs and systems used
 
in other provinces. AID financed miscellaneous
 
equipment including training equipment will be
 
determined by each BPD as they begin a training
 
program and identify equipment needf:. 

d. 	 Funds forjyf;tom Capitalization: Sy*tem expansion 
relates to financial performance and developing 
management caracity at the BPD and uinit level. 
Capit,ti1zation flows are based on , .uirrent Ministry of 
Finance procedures or on AID advan, -:'. and direct 
r ei mhu . iquidation set f( th Projectse,ent/l as in 
Imple;nentit ion Letters. Additional loan expanf;ion Is 
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 Outputi;: 

The following project outputs are necessary to achieve the
 
end of project ;tatus: 



b. 

C. 

d. 
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a. 
 Self sustaining BPD Training Capability. 
 USAID is
helping to:
the BPDs 

1. Write annual RFI 
training plans including
training objectives, budg3eting, 
and manpower


scheduling;
 

2. 
 Develop job descriptions and performance
requirements 
for 
loan officers, unit supervisors,
bookkeepers, and cashiers;
 

3. Design and 
implement stanjard couises 
fcr
above positions using the
 
tr :ning methods that
on simulations, relyexercise, and case stu:ies; 

4. 
 Develop an apprentice prc<3ram 
for operational

personnel;
 

5. Conduct periodic training needs analysis;
 
6. Evaluate the 
impact of training courses on job
per formance ; 
7. Develcp specialized courses to support 
a small
 

industry lending program.
 
The above objectives are approachedstructured training program based on 

through a 
methodology foundeffective and refined for variationsprovince. in eachBoth the content of training curricula andscheduling of RFI and BPD personnrl is scheduledto be developed wasby the BPu atnd technical advisorsearly in the projtct.
 

Improved auditing, inspection 
 andsuervisiouproject is " Thestren9hening supervision
assisting and t- ,0d-Tting bythe B!PDs to address
reorganization the personnel andrequirements relatedexpansion to a majorof lending and savings.
 
Establ ished efficient S st em , . .h...Vv S .
 
inclea-stronger 
 cmphasisInterest C vountary sav)igs;rates sufficient to a tract savingsposts ,illowingto accept savings from bothnon-borrower;. borrowers andproviding mechanismssavings deposits; to afeguardse. f-sustalning costing structure,,
 

StrenIthene,
each operational__ sstm_1eti . OverOver tth andtT-e 1-Ti -! accountint--the r procedures forprojectot e'ct'tTT13,D,the [WD aind--jconsultant will build on existing proceduresdesign, implement toand refine a
system more uniform accountingIn 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 and 
specific
information needs are 
identified. 
 The BP'Ds work to
further develop a simple management information system

that will:
 

1. 	 Track operational performance of 
each 	unit in
terms 
of loan performance, loan delinquencies and
agings, equity growth, loans outstanding, number

of borrowers, number of 
village posts, monthly
loan 	circulation, 
total zivings, expen.ses 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 
Home 	Affairs: Home Affairs agreed 
to assign a
Project Manager and one assistant to a full time section in 
its
Directorate General of Regional Development (BANGDA) covering
only rural credit. BAZIGDA 
 is the main project counterpart,

helping to coordinrate the 
inputs of the various project
participants. BANGDA is to:
 

1. Provide GOI contributions to the training and equipi.. nt
 
budge ts;
 

2. Monitor projectoverall implementation and oyst..m expansion; 

3. Review requests; forwarded the Ministry of
to 
 :i',4ance;
 

4. Coordinate the ho..;t 
country contribut-ion 
from 	other GOI
 
part!cipant:;; and
 

5. Relate 1ii) 
 experience to other province!; for p,.-M.;ible 
rei icat icn.
 

Team Peri bina P4'fl,,-nUunan Kredit 	 (NationalPedenaan 	 .15teeringCommittee - FWD) 	 is a working gFou[ ormed under the MinistryF Finance to monitor overall rural credit policy inIndonesia. 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, and
BAPPENAS. 
 The Board is supposed to meet at 
least yearly,
immediately after 
a regular evaluation, 
to review yearly
financial 
results 
and concur with 
and facilitate the 
project
changes needed. 
 The Bank 
Indonesia participates in 
the project
by participation on 
the Badan Pembinaan Pembangunan Kredit
Pedesaan and 
also via 
their Bank Inspection Division which has
oversight responsibility for 
overall BPD operations.
 

Bar: Pe mbanqunan 
Daerah (Provincial Develooment Bank):
BPIs are The
the daily operational counterparts for 
this project.
Ea.,i P-D is 
to strengthen 
its staff to inspect and develop the
lc,al :redit systems under its authority. Additional staff 
for
 
im-.0e-,ntation, monitoring and supervision
The BTD is the prime counterpart for are to be provided.
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 v.-Jrious TK I
administrative bodies such 
as 
BAPPEDA, the governor's office,
Koperasi, and 
the BPD itself. 
 Exact Badan membership varies 
in
 
each province.
 

Provinces eligible for 
Phase I 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 performed 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 relites to institutional impact.
 

1. Evaluation of 
Project Economic Impact. An appropriate
survey 
flormat will be oeslgned by the team leader. Surveys
will be required for the FID project provinces of West
Sumatera, West Java, 
Central Java and East Java, and will need
to cover 
represt nta~ive samples of RFIS, 
their customers and
po'.ent ial project participants. 

In d, Ition to 
 jn ,w(ring g(eeral questions as noted in II A, B,C, D id E, the ::,tudy needs to discuss the following topics: 

A. CommunitJ lovl impact: 

(i) The loc.,al ;,nd reqional environment of communities servicedby RFIn ald th,- rangev and uses of financial services
 
avail ab e.
 

(ii) Development progress In the communities as a result of 
the Project. 
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B. Borrower and 
saver 
levels:

(iii) 
 A general profile of 
RFI customers: 
 education,
marital status, sex, 
age, and domicile.
 
(iv) 
 Economic sector and 
loan 
uses of RFI borrowers.

(v) 
 RFI customers changes in income, employment, 
ar1quality of 
life.
As will be 
shown in VI 
Evaluation Schedule, the impact study is
 
to be broken into appropriate phases which 
will require
following the
ztaffing:
 

- Team leader 

- Rural Development Expert 

11 person weeks
 
- Sup-rvisors (4 persons) 

: 8 person weeks
 - Secretary : 40 person weeks
: 11 person weeks

This is 
to be ui:dertaken 
for 
a 11 
week period beginning o/a
May 30, 1990.
 
2. Institutional 
mpact 
Study.
the fnancialutl 
 The study of project impact of
o s 
and project validity with

the project goals will be covered during 
 respect to
by two consultants working together: 

an eight week period
foreign. 
 one
Much of the quantitative local and one
data needed
will be supplied from the management information 
for this study
 
system set
in the provinces. up
 

The basic task of 
the evaluation 
assesz team will be to
progress toward attaining measure and
outlined in 
 the EOPS benchmarks aS
and loan 
the the Project Paper, Amendment'No.
agreements and their amendments 

1 and 2, grant
Agreements, T/A contract, 
 Subsidiary

will also be made to 

and quarterly T/A report-. 
,oan
 

Reference
(BRI), the results of evaluation
GOI planning documents, GOI 
for Phase Ii
including PAKTO 27 and PAKMAR 25, 


rural banking deregulation
policy dialoue agenda the USAID/Indonesiadocumentation: and various other implementat ionstaff. to be identifiedThe' Valuation, will focu 
and !;upp lied by USAID/pSactivitie:; on all component:. of projecti itiated underWest Sulnaterd, the PP coveringWe;t Java and gelographicCentra l Java, arLeas of2 dated July P,,, 1987 and PP Amvndgnentexpandl ng No.the coverag, to IEast Javaprovince.
 

In ad-lition to addre.,;ingobjective!; I ot h putlPo0!;eof andthe project output levelthe evajuat ion i;iilu;,t rated.;hould in tne;p'ci icalIy PP ]ogframe,
iSsUes : di. ., the following two
fol.wn 
a. Technical A!;si.;tance and P1ojectthe output 11.,nagernent.level objectiV,:, In assessinqsimul tanloul;y th, ev(aluationmrnaurO teamthe effeCt willand onfgoing vn{,.r/A contract, of the completedIn ail iVing their goal ;. At the
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same 
time, it will discuss
effectiveness of the approp:iateness
BANGDA and and
Evaluation of both T/A and the GOI 

the GOI project manager.


will Project Management
include formulation of changes to make TA and Project
 
teams


Management within BANGDA more effective and responsive
order 
to 
achieve a more successful in

Project. 
 Recommendations rccpletion
of the
should also refer 
to project
management alternatives for Possible Post-project

activities.
 

b. 
 FID Activities Beyond

involvement in 

the PACD. J's future Mif'sion
 
the 

tLis sector appropriate?
evaluation t,dm's specific If so, what are
amendment/extension recommendations? 

Is an
of the project called for?
or 
major modifications would be needed? 

What minor

in 
this area worthwile, and what should be 

Is 
the 

a new activity
 

specific
areas 
of focus?
 
3. Information CoEponent.

centra.-f-nding, Subject to the avaiability of
an 1n-f-6mation componint will
evaluation activities. be included with
 an This will entail one month of
additional expatriate consultant. effort by
period, 
the consultant will perform work which will expanr 
usefulness of the evaluation, producing a document which can 

the
 

During this one-month
 

appended to 
the Final Evaluation Report and which 
be
distributed for possible use by other Missions. 


can be
the FID Project will be covered during 
Both phases of
 

normatpon com: onent will- out.tthsh 


the one month period. 
Itis anticipatedtht GEMINIProjectcentralfund nqwillbe 

Uiidti 
made ~~torle ~ ~ C. ---n-,T--ll.~ivilb I.... I" ~. O - - -T? 

not 
 =not
 
The information component will tre-at 
isue.3 
of interest 
to a
wider audience, including:
 

The impact of financial 
services compared with
direct and alternative
indirect assistance strategies;
 
Systems for 
"sca112,g-up, 
thu reach of microenterprise
finance institutiolls; and 
The role of policy change in fosteringinstitutions and the growth of
 
influencing the 

the role of project assistavice ;n
reigulatory environment.
 
Included in 
the information component will be 

a. 


the following:

Detailed descriptions of 
the various programs. 
 These would
include detailed Institutional portraits, credit and

savings methodologies, and comparative analyses of such
characteristics 
as 
reach, clientele, etc.
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b. 	 Analysis of the relationship oetween 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
 
on the roles of the various
impact these changes have had 


systems.
 

C. 	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 these demands.
 

EVALUATION TEAM QUALIFICATIONS AND RESPONSIBILITIES:
 

1. 	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 

a group of interviewer from BPD and
BANgDA, MOF and USAID, 

other provincial agencies. 

a. 	 Senior Socio-Economist/Team leader (11 weeks). The 

incumbent will coordinate and manage the evaluation 

and provide tezhnlcal 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 SOW and
 

for the preparation and submission of the interim,
 

draft and final evaluation reports.
 

The person should hold a PhD in dev,,lopment ecohomics,
 
other related social sciencesi or a
management, or 


masters degree with a minimum 8 years experience in 

capacities such as rural development project 
management and analytical work in a developing rountry 
setting. The incumbent will have had previous 

of anexperiences an leader )r senior member 
evaluation team, and , iould be fully familiar with 

oris:sues surrounding rut J. credit. lie she must also 
have had previous exp-lence in Indonesia, preferably 
with USAID and should have basic Bahasa Indone;ia 
capabili ty. 

b. 	 Rural l)eve]opment Specialist ([3 week;) . The 
expatriate senior rural developmcnt speci lin;t should 

be a PhD trained in an appropriate area of development 

economics (i.e., mlcro.-enterpri;e, rural banking, 
informal economics, etc.) with experience in research 

and/or project management in developing country, and 
itf posible, in Indonesia. lie or :he will .lso have 
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had experience in similar evaluation exercises, and be
 
familiar with rural finance.
 

C. 	 Research Supervisors (4) (10 weeks each). These four 
Indonesian consultants must hold master's degree in 
the field of economics, applied statistics,
 
management, accountar. -, or other related statistics. 
Their other designatio;i 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 thc<.Team 
Leader, they will select BPD and other provincial 
agency staff, brief these enumerator- on the
 
methodology and design of the survey, and survey
 
techniques. Each sopervisor 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 devel;pment, and if possible, with 
a focus on rural finance. They must be able to
 
communicate well in English both verbally and in
 
writing.
 

It will be the responsibility of the contractor to
 
interview, select and hire the Indonesian consultants
 
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.
 

2. Sub Team: Instit-tional Impact Study
 

a. 	 Team Leader/Institutional Mana;einent 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. lie 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., lie or
 
she will provide key inputs on the policy J d 
Institutional development issues being asse.:;sed in the 
evaluation.
 

The IMS should hold a PhD in economics;, management, or 
other related social science or a mas-tcr degree with a 
minimum eight years experience in Capacitie; such as 
rural development project management and analytical 
stork In a developing 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 basic Bahasa Indonesia language capability.
 

b. 	 Rural Credit Specialist. This local Indonesian
 
consultant should hold 
a Ph.D or at least a master's
 
degree in ecoiomics, accountancy or other social
 
sciences with experieince in rural development projects
 
with particular emphasis on credit input. This person
 
will be responsible -o the team leader in carrying out
 
the 	evaluation with primary 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 professional
 
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 tea.s will respectively require 
66 and 4B working days to complete the evaluation tasks 
outlined above. The two team leaders may spend up to 3 days in 
Washington discussing the recjirements of this scope of work 
with 	 A.I.D. officials (PRE ai '1S&T Bureaus), GEMINI personnel, 
World Bank ;taff and others. A six day work week is 
authorized. The tentative sc.;edule of activities is as follow 

1. 	Customer Economic Impact Team 

Week II. and Evaluation team (Team Leader) arrives in Jakarta 
12 and meet.s- with USAID, HANGDA, MOF, T/A team staff. 

Finalize hiring locai consultants.
 

Formulate, review, and finalize evaluation
 
methodology and design.
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Arrangements made for FID provinces
nomination of to submit
field personnel (surveyors).

Week #3 
 Rural Development Specialist arrives 
in Indonesia.
 

Continuation of meetings with staff of 
USAID,
BANGDA and MO. 
Select 
the BPD and other provincial
would carry out staff who
the survey data.
 

Week #4 
 Training of field personnel (surveyors). 

Field testing of 
forms.
 
Week #5, #6, 
Data collection and checking of 
,!ata in 
the field.
Each province should 
use three teams.
 
Week 
#8 and Analysis of
#9 Data.
 

Collection 

of mis ing 
information.
 

Preparation of draft report.
 

Oral presentation 
to USAID and GOI.
 
Week #10 and 
 Preparation of 
the final report.

#11
 
2. Institutional Impact
 

Week #1 
 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 finalize evaluation
 
methodology.
 

Week #2 

Week #3 & #4 

Continuation of BANGDA and 
Arrangemunts made to trave, 
middle of Week 12. 
Review work at 1ID, BAPPEDA 
BPD brancheS and RII'Js. 

J.'RAID meetings. 
to provinces during 

and S:1TWILDA off ice, 

Week 95 Continue review at regional offices, 13PD branches 
and RFIo. 

Week 16 Further reviews In Jakarta, and meetings with
BANGDA and TA Teams. 
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Week *7 Identificatio, of policy level restrictionspreparation of first draft of 
and 

evaluation report.
Week #8 Seminars at 
USAID and BANGDA presenting findings
and recommendations. 


After USAID and
comments, BANGDA
submission of 
final evaluation report.
 
REPORTING REQUIREMENTS 

Both evaluation 
teams 
will be responsible
report addressing for preparingthe issues a final
recommendations identified 

to USAID and 
with subsequ1etthe Ge1.
recommendations This report will
for revisions include
 

Project in the Project designobjectives and inputs into to bring
existing alignmenttime frame withinfor thethe project.
provide recommendations This document will also
for future USAID
in the RFI Systems. 'he 

involvement, if any,

prepared final evaluation report will
in English by be
the evaluation
delivered team while
to USAID in country and
in 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 RFls visited during
field work. 
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Table B-I
 
Averages for Individual RFIs, by Region


Loan Amount, Interest Collected, Tem, Balance Outstanding
 
Savings Balance, and Sample Sizc
 

AMOUNT INTERESTF BALANCE SAMPLERFI OF LOAN COLLECTED TERM OUTSTAND. SAVINGS SIZE 
Bufiga Tanjung 316,771 31,677 180 132,615 143,286 48
Taeh flatuh 303,750 38,562 360 210,5(X) 96,570 48
Labuh Gunung 369,800 13,911 300 241,832 104,71' 40
 

W. SUMATRA 327,772 28,882 281 192,226 115,432 136 

llahd1huh 354,255 40,472 397 275,619 57,086 47

G;lgcl 143,617 11,356 
 312 93,759 14,997 ,0 

BALI 249,936 25,914 355 184,689 36,041 94 

Lakarantri 77,000 6,905 85 53,710 13,180 50Kaioro 65 385 6,583 96 50,692 11,331

SoCbA 83,3(0) 13,905 

52
 
165 58,796 14,530 50 

I-AST JAVA 75,099 9,107 115 54,351 12,991 152 

Yerang Tengah 75,000 4,200 84 45,280 28,034
Wzf',ali 101,800 21,6R0 

50 
151 34,080 202 50 

('I:iN'r. JAVA 88,400 12,940 117 39,680 14,118 100 

Dayeukolot 964,500 58,272 449 742,850 164,322 80Pawh 595,100 79,241 300 457,928 17,036 50
Cikalongkulon 207,447 26,604 303 137,40M 3,572 47 

WEST JAVA 659,124 55/1 L7 368 404,595 80,031 1/7
: II ~w~~anm I I j 
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Table B-2
 
Analyss of Past Due Loans, by RHI and Province
 
(from Random Sample of Individual L[A4ers)
 

AMOUNT INTEREST' PAYS IALANCE SAVINGS % OF 

RFI LOAN C.I.E'TEI PAST OIrFSTAND. BALANCE SAMPLE 

W. SUMATRA 

Bunga Tanjung 5(X),6x) 50,0(X) 18 50,000 128,402 4.1 
Tach Bandh 462,50 42,750 9.1 410,000 55,595 8 3 
L.ibuh Gunung 180,909 12,023 135 132,318 98,008 27.5 

BALI 

Blabahruii 170,000 51.600 206 97.400 7,000 10.6 
Geigel 100,000 12,500 215 28,800 11,122 6. t 

EAST JAVA 

Lakarantri 62,750 6,750 189 35.125 11,450 40.0 
Kamigoro 32,875 2,500 159 20,321 6,536 26.9 
so-6s 59,500 13,450 162 24,200 13,800 20.0 

CENTRAL JAVA 

Kerang Tcngah 16,818 2,364 179 85,659 27,600 44.0 
Wiro'.ar 153,333 42,000 100 76,333 105 6.0 

WI-ST JAVA 

Daycukolot 192,857 24,986 133 97,429 52,650 8.8 
Psch 456,636 114,715 139 381,845 4,941 22.0 
Cikalongkulon 179,167 43,668 280 108,917 3,283 12.8 
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Table B-3 
Analysis of Past Due Loans, by RFI and Province 

LOANS MORE THlAN 60 DAYS PAST DUE 
(from Random Sample of lndividtud Ledgers) 

AMOUNT INTEREST PAYS BALANCE 

RFI [OAN COLLECTED PAST OUTST'AND. 

W. SUMATRA 

Bunga T.anjung

"l'ach jarh 225,000 40,500 166 
 197,500
Lahuh (hunung 134,167 12,667 214 63,417 

I ALI 

Mlahahluh 162,500 42,000 254 109,250 
(klgcl 100,000 12,500 215 28,800 

I-AST JAVA 

LIkar.mitri 58,571 5,857 255 36,607
Kamiguro 34,444 2,778 226 17,278 
• ha 64,167 11,417 240 30,333 

('.NTRAL JAVA 

Kcrang 1ngdi 93.158 2,474 205 92,605 
Wil. al 150,000 45,.00 242 126.000 

%'-.SI JAVA 

230,(XO 32.880 171 120,600 
386.667 89.355 229 322,717 

CI kahnigkuhon" 205.000 51.400 333 125.700 

-' l)rp'~iuobilMszing Inlitutgons, 

SAVINGS %OF 

BALANCE SAMPLE 

0.0 
15,950 4.2 
78,554 15.0 

7,500 8.5 
11,122 6.4 

11,036 28.0 
6,333 17.3 
5,833 12.0 

27,447 38.0 
188 2.0 

41,360 6.3 
4,458 12.0 

125.700 10,6 

Of p'rlicular interest in the above table is the [Xmr performance of two of the specialized
crcdit institutions in East and Central Java, (28.0% and 38.0% of loans more than (4)days past 



B-6 

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 achievement of a 
strong, intelligent manager. 
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Table B4
 
Individual Loan Ledger Data Analyzed by Gender
 

WEST WESTr CENTRAL EAST ALL 
SUMATRA JAVA JAVA JAVA BALI* REGIONS 

Average l1A)an 327,772 659, 12-1 88,4100 75,09)9 248,936 238,304 

Male 292,3641 761,176 106,630 79,271 234,569 301,192 

Femle 373,983 52-1,653 72,T70 73,173 338,462 250,94.1 
Avg. Balance 192,226 501,595 39,680 54,351 184,689 156,605 

Male 201,004l 61.1,923 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 4,118 12,991 36,041 55,644 

Male 90,651 73,463 12,,48 11,699 29,805 50,909 

Female 147,774 92,260 15,540 13,588 74,901 61.548 

Ratio: Balance Out.'tandlng:I.oan Amiount 

Male 68.8% 78.4% 48.2% 76.0% 72.4% 71.4% 

Female 48.3% 75.9% 40.8 % 70.6% 81.9% 59.6 % 

Ratio: Saving',; alance:b)an Amount 

Male 31.0 9.7 11.7 1,4.8 12.7 14.1 

Female 39.5 17.6 21.3 18.6 22. 1 24.5 

*Fot cultural reamons, loan analy:,is bawd on gunder isrelatively mfozin-le..s ir Bali. 

Note: In all original procct arcas the r;:itlo of loant)alance outstanding to original loan 
amount is significantly lower for wonien. ILt t'ire, for lKili are relatively mcaningless since most 
loan doctiment are signed by the husband. cv, iwmnwon tn the actu al borrower. 

Note: Women maintain higher mavi re!,livc to lo;n amontlt s inll Iareas.n%; ha]ec 

These ratios s'up;est the women anong tie FI)-I clientele should be considered prei,.rrcd
borrowers. Not only are they better payers, they are also less leveraged. 
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Table B-5
 
ChiLracteristics of FID- I Borrowers:
 

Impact Study Data Compared with Data from Ledger Cards 

West 
Stumatra 

!Impac.t!Study 

Sample Size 82 

Average Age 46 

% Male 41 

'A Fenule 59 

W(.,t 
Sumatra 

Sample Sille 136 

Average Size 41 

%MIJe 57 

% Female 43 

West Java 
(ilKPD) 

192 

40 

59 

41 


Wt.'st 

Java 


177 


37 

58 

42 

W\eit Java 
(I.PK) 

464 

40 

45 

55 


Central 

Java 

100 

40 

46 

54 

Central 
Juva 

East 
Java 

All 
Areas 

143 

41 

28 

143 

41 

28 

977 

41 

47 

72 

East 
Java 

72 

Bali 

53 

All 
Are,s 

152 

32 

32 

68 

94 

37 

86 

14 

659 

37 

54 

46 
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APPENDIX C 

Table 2-1
 
Nominal and Effttive Ilnterest Ratcs in the BKK System
 

(As at Start of Frojtect)
 

Type of Paybhick Monthly Nominal Effective Monthly Compounded
Loan Per iod 1rte iatC Annual Rate " 

Harrian 22 days 4.8 10.8 342.3 

Pahsaran () days 4.0 6.9 222.7 

Ming-uan 12 weeks 3.6 6.9 222.7 
Itlanan 3 months 3.3 5.3 85.8 
Lapanan 175 days 3.4 5.6 92.3 
Musitnan 6 months 2.22.0 29.8 

'Calculation assunes interest and cornitnent fee repaid bet'ore SaVin1gs anj
principal. See Richard Ii. Patten and Jay K. Rosengard, Table IV-2 , for ihe fPrmula 
whereby this effective rate is calculated. 

2Maximurn effective rate theoretically available given the nominal int,.*rest rate 
structure. 

Source: Annex D, page 8, Project Paper 
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