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Mobilizing :.'ii -. cial Savinga 
Among Rur.,l Poor 

by 

Dale W sams 

During the past three decades m,,-.y parts of the world have experienced
 

unparalleled increases in agriculturL- output. Even desperately poor
 

countries liki Bolivia, Bangladesh and Ethiopia have participated in this
 

increase. Only in a few isolated ca6.s, however, has this increased output
 

,ignificantly ,!asad rural poverty. _'n 
 too many cases property ownership,
 

ncomes and access to public service arE more concentrated now than before
 

m.,at in,.apid growth began. It seems clear mjor changes development 

,Lratgfes will be necessary if sigci.ficant inroads are to be made on rural 

j'uverty probleis in Lhe future. 

It is urealistic to expect thai any single treatment will cure a complex
 

•roblem like rural poorness. in sor4 cases major changes in landownership, 

".olitical power, etc., may be necess.._y before rural poverty can be eased. 

...I many ca.es tdJustment.; in well kn..n growth promoting techniques and 

olicies ray be >elpfui. 'n the dis-ssion which follows it will be argued
 

.iiat Linancial ImarKet j)oliicies aay b.. prime candidates 
 for adjustments which 

lead to a more eCuitibole distributio.. of income. IL has been pointed out 

.. jA(ewhere that low interest rate polziies usually lead to a concentration 

of concessionally priced credit in 
t,.u hands of the well-to-do in rural areas 

[1, 2, 14]. It hai been less well recognized that these same policies also 
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may have a strong impact, through s-vings activities, on income distribution.
 

The discussion which follows attempt3 to shed lighz on this issue. It
 

begins by clarifying assumptions generally held about rural savings in
 

low income countries. This is followed by a review of the evidence available
 

on rural savings. capacities. The final portion of the paper suggests benefits
 

which might be realized from mobilizing voluntary rural savings, and also
 

briefly outline& several pieces of a strategy for mobilizing rural savings.
 

Rural Savings Assumptions 

During the past three decades a gocd deal of attention has been given to 

the role of the rural sector in overall growth. Socialist as well as market

oriented planners have recongized thv need to mobilize rural "surpluses" 

for u-e in other sectors. With few cxceptions, involuntary methods of 

extracting "surpluses" have been emphasized. Ihese include various forms 

of taxation, price manipulation, and outright expropriation. Since the early 

1950s a number of economists also have argued for the need to transfer 

""surplus" labor from rural to urban .:eas as the principal way of accelerating 

the capital formation process. At a local level a number of cooperative 

organizations in most less developed countries (LDCs) have attempted to 

m-obilize financial savings through re.,uired-share-purchases, compensatory 

balances, and other forced savings techniques. Only in a handful of cases,
 

however, have policy makers in LDCs s-ressed voluntary methods of mobilizing
 

rural financial savings.
 

In large part, savings mobilization strategies in the past have been
 

built on several assumptions about stereotyped economic behavior in rural 

areas as well as extensions of Keynesian economic theory. Rural residents
 



were assumed to be too poor and operte too close to minimum subsistence
 

levels to be able to save. It ls been further assumed that even if the
 

poor did acquire additional ibcome it would all go into expanded consumption;
 

marginal as well as average propensities to consume were assumed to be 

very high. One can find the3e basic assumptions irbedded in most growth 

theories. In part, it is for this reason that development programs based on 

these theories attempt to move increi:sed income flows or surpluses through 

either the state, or through capitali.sts who are assumed to have more 

satisfactory savings behavior. In a.,dition, on the basis of Keynesian and 

•post-Keynesian, analysis, a number o- economists have concluded that savings
 

behavior is insensitive to financial incentives such as interest rates.
 

Evidence on Rural Savings Capacities
 

Compared to many other areas of economic inquiry, there are relatively
 

few studies which shed light on these critical assumptions about rural
 

.savings. In part this is due to the lack of data needed to test these 

assumptions. Consumption-navings an6 income data for the households are 

costly and difficult to assemble. S.vings as well as income are considered 

by most households to be privileged "aformation. In many household surveys
 

income and savings activities are uncrreported. Further, consumption
 

activities occur in dibs and dabs an it is difficult for most households
 

to accurately estimate these expendi.ures after the fact. Also, it is 

very expensive and time-consuming to assemble time series information on 

households which will allow the researcher ,o study the dynamics of consumption

savings behavior. It is for thuse reasons that researchers are forced to
 

use household account data which were generated voluntarily in farm record 



keeping systems, or to do case studieL in which close rapport is established 

with households and information is reoularly collected. A few of these types 

of studies lave recently been completed. Evidence from them, plus bits and piecel 

of information from other less detailed studies appear to indicate that
 

voluntarily rural savings capacities in LDCs may be much larger than previously 

thought, and that rural savings behavior may be sensitive to various forms 

of economic incentives. 

Evidence from Taiwan 

A series of recently completed sl:udies provide a fairly comprehensive
 

review of rural savings capacities in Taiwan during the past couple of
 

ducades. Three factors make the Taiw_.L case most useful for analysis of 

savings behavior: first, a good deal it detailed intormation is available
 

on farm-household consumption, savingb, and production behavior. Sove of 

L&is data can be linked so that indiv.ual rural household economic behavior 

cin be traced over more than a decade. Second, analysis is facilitated because 

income and consumption activities amo;, rural houseboids in Taiwan have 

changed sharply over the past couple C_ decades. 7T.ird, Taiwan is one 

o. only a few countries which has aggressively promoted a voluntary 

savings mobilization program. It is z..erefore possible to study how variations 

in incentives affected savings activiuies. 

Especially during the 1950s, policy makers in Taiwan aggressively 

used interest rate adjustments on savings deposits as an anti-inflation 

technique [21]. Over the period 1953 to 1970 the real rates of interest 

paid on tinA deposits in Taiwan were negative in only two years, 1953 and 1960 



Table 1: 
 Averae Prcpanzities to Szva Based on Taiw-an Farm.Record-keeping
 

1. AllHouseholds 

_'Farmr Size (Pectares,)2. e1.00 


3. 1.01 - 2.00 
4. 	 2.00+ 

BI-,nus-hnld Dp-en

5. 0 - .5 

6. .5+ 


By, Ratio o Fa'-rm income 
to Peta! !ousehold 

Total mber of ouehod 


i
Data 	By Year and Economic Sib-groups, 1960-1970 

1960 1961 1962 1963 
 1964 1965 _1966 1967 1968 1969 
 1970
 

.18 .19 .21 .23 .24 .24 .28 .24 .28 
 .12 .20
 

.15 .14 .16 .21 
 .17 .18 .19 .19 .23 .07 .13
 

.16 .21 .22 .21 .25 
 .26 .28 .25 .27 
 .10 .23
.28 .19 .26 .30 .32 .30 .39 .29 
 .34 .19 .24
 

.20 .19 .24 .24 .24 
 .23 .27 .22 
 .28 .10 .20


.16 .18 .17 .22 
 .23 .?4 .29 
 .28 .27 .15 .22
 

.09 .18 .24 .4 .16 92 "2 .20 
 .23 07 ,

.29 .2i .. .26 
 . ..O .26 .29 .15 .24
 

95 207 233 227 535 501 430 402 416 411 404
 

a/ 1he aver;-ge propenslty to :;we is one minus the ratio -f total h'jus, :ol-I ,-:n lptol/total household income. 

b/ The d,_pendency ra" io is defined as total nuizber .'f pc'-,c of than 15 years of age or more than 60 years 
of -,e i:, the household divided ly the total nu::b i
inr the household. 

c/ Farm Inccme is defined as net farm incom'e. eta! household Income includos farm inccne pLS 	 net income 
3,rived from off-farm activities.
 

Source: [33, p, 80].
 



[43, p. 26). Ila, is, th- nominal interest rate paid on deposits generally
 

e 6fil'at-I o_' Thes6e -a
 

deposits resulted in substantial increases in rural voluntary savings 

deposits in the widespread Farmers As-ociations as well as in Postal
 

Savings facilities. Over the 1954 to 1970 period the value of financial
 

deposits in Farm.ers' Associations increased from the equivalent of $5.6
 

million U.S. to over $124 nillion [3, p. 14]. In some periods the deposits
 

in the Associations have exceeded the values of loans made. Some of the
 

deposits therefore have been transferred to other segments of the economy 

through normal financial channels. 

Recent analysis of farm record keeping data in Taiwan indicates that 

savings propensities have been remark.bly high. As can be noted in Table 1,
 

average propensities to save were generally above .20 for the 1960 to 1970
 

period. It can also be noted that even the households in the smallest farm
 

size group, those with less than one hectare, saved a surprisingly high 

proportion of their incomes. The data in the table also suggest that the
 

dcpendoncy ratio of the household has .,ad no consistent relationship with 

average savings behavior, but that ho.seholds which derive the largest
 

proportion of their total income from farm operations generally save proportional
 

more. Although not shown in Table 1, marginal propensities to save ranged from 

roughly one-third to two-thirds through the various economic sub-groups 

throughout the decade [34). Not surprisingly, these very high savings 

propensities were -losely nssociated with sharp increases in cash holdings,
 

in financial deposits, and in productive assets among the households
 

analyzed. 
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Taiwan showed
Additional analysis of the farm record keeping data in 

that household savings activities were closely related to the rate-of-return 

on household equity £7]. At the same time, rates-of-return to on-farm 

found to be negatively associated with consumption. Households
assets were 

apparently saved more when faced with profitable investment possibilities. 

It appears that the changes in the rates-of-return to farm investments, 

as well as to financial deposits, 6re important factors helping to explain 

the substantiAal changes in rural household eavings behavior in Taiwan over 

the past two decades £8]. 

The Korcan Case 

In September 1965 the Korean Monetary Board shiarply increased the 

)raLcu of IL!rusc appiiud co crecit and financial deposits. Nomina) 

interest races on time deposits wera raised to 30 percent per year. This 

resulted in real interest rates in excess of 8 percent being paid on 

financial savings from 1965 to 1971 [6, pp. 180-181]. These financial 

reforms caused huge increases in amnuunts of household financial 'savings 

as well as in numbers of time deposits from 1965 onward. Over the past 

ten years, finarcial savings on depcLit in the National Agricultural 

lch fater rate than farm income
Cooperative Federation increased at mu 

[30]. Part of this increase in fina ;cial savings appears to be due to the 

much higher rates-of-return offered financial savers starting In 1965. 

Individual rural household savings behavior in Korea has not been analyzed 

in detail. A comarison of consumption and income information collected 

in annual farm household economic surveys, however, shows very sizeable average 

amongpropensities L) save. From 1965 to -971 the average propensity to save 



the households, surveyed increasu.d fivom less than .07 to .30 [28). 

Part of this increased savings was .ikcly due to expanded incomes and 

farm1policy which gavelfarmersBtro.2er inducements ,-to defer, consumptioon : ! 

in favor of financial savings and investments in farming operations. 

Evidence from Japan 

As Kato has shown, since the early 1920s agricultural cooperatives in
 

Japan have mobilized voluntary rural financial savings far in excess of the
 

amount of agricultural loans extended L24, 25). A large part of this
 

"excess"l savings has moved out of rural sector viadhe financial markets. 

A number of detailed household -..vel studies of rural consumption

savings behavior have been carried cit in Japan over the past few years. 

Many of t shdics aely on d,,ta cilucted nrouj, the Survuy oi tarm 

Household Economy. Without exceptio:, these various studies have shown 

.that rural households in Japan have had high average as well is marginal 

propensities to save &.g., 5, 29, 2, 413. Rural households with
 

farming operations have hid savings 2havior very similar to that reported 

in the Taiwan studies. 

ndian Evidence 

A surprisingly large number of ,neral. studies of rural savings have 

been carried out in India [a.g., 20, 9 1 As one might expect, rural savings 

capacities in India are not as great as those found in Taiwan, Korea and Japan. 

In part, this is due to lower income levels in rural areas of India. One
 

might also argue that rural people in India have less incentive to save. In
 

many areas returns to on-farm investmirnts .ippear to be unattractive. Further, 

badly fragmented financial markets do not uffer potential rural financial savers 

posiLive rates-of-return. 



Despite these less 
favorable savings conditions, results from several
 

studies indicate significant saving8 mobilization potential may exist in 

rural India. Panikar, for example, Lirgues that rural families have
 

substantial savings capacities and also have higher marginal 
propensities
 

to save than do their urban counterparts [35]. Other studies conclude 
 that 

the amount of financial deposits in rural 
areas may be closely related to
 

interest rates paid on deposits [15, 16, 17, 37]. Still other authors
 

conclude that substantial amounts of voluntary rural financial savings
 

might be mobilized if secure financial services and facilities were 

Llore readily available in rural areas [4, 23). On the basis of househbld
 

level stud 'es 
in one state of India, Desai and Desai conclude that substantial 

..avings capacity may exist In India in rural areas which are experiencing
 

VrUw(fl LIZJ. harginal propensities 
to save of .29 and .63 are reported in
 

their study of 
two groups of rural households. 
 Even the poorest households
 

in rural India maintain some savings 
2n gold and jewelr-y for emergencies.
 

Tae huge amount of gold and jewelry h-d in rural areas is at least a 

partial indication that financial mark.ets 
are functioning poorly
 

African Evidence 

During the latter part of the l9t)s the University of Nottingham carried 

out extended case studies in several i.-:eas of Zambia. A total of 239 house

holds were regularly visited over a two-year period and detailed accounts
 

were kept on important economic activities [38]. On the average, these
 

accounts showed that rural households were saving more than 30 percent of 

their income. Relatively few of these savings filtered into the poorly
 



developed financial market in Zambiai, however. Recent increases in developing
 

rural savings clubs in Zambia, Lesotho, Rhodesia and Malawi hint that 

significant savings capacities may exist in other parts of Africa [19]. 

In the past few years Uganda ar. Nigeria issued new currency. Holders of 

the old currency were forced to convert to new billo before a given date. 

Most policy makers were astounded by the huge amount of currency which came
 

tumbling out of tin cans and mattresses in rural areas for conversion. As 

in Zambia, it appears that financial -markets in Uganda and Nigeria are not 

providing adequate financial savings services in rural areas. 

in Kenya, a coffee cooperative recently began to deposit members' receipts
 

from sale of coffee in unblocked savi-ngs accounts[441. Despite very modest
 

interest rates paid on these deposits, the cooperatives were very surprise.d
 

by the large amounts which were left on deposit. These deposits substantially 

exceeded the vol.ume of funds lent by the cooperatives to their members. Some
 

.'recent success in mobilizing savings through postal savings, savings banks,
 

and credit-savings unions in Africa -'so provides some evidence that significant
 

voluntary rural savings capacities may exist in Africa (11]. 

Other Evidence
 

Results from several forced savings programs in Nepal, Bangladesh, and
 

the Philippines also suggest that substantial savings capacities exist even
 

among the poorest and smallest landowners and tenants [26, 42]. The current 

Philippine experiment is particularly interesting. As part of a nationwide 

village organization program (Samahang Nayon) participants are required to 

transfer 5 percent of their bank and cooperative loans to a barrio savings 



.0

account. In addition, participants are also required to turn over a given
 

quantity of rice each year to a barrio guarantee fund. A special group 

life insurance profram is financed from this-guarantee fund. The amounts of 

resources being mobilized under these various savings programs are astounding.
 

With part of these funds the Samahang Nayon has formed its own national 

insurance program as wqill #s one bank. 

The very rapid increases in voluntary savings deposits in rural private 

banks in South Vietnam during the pasc few years present further evidence on
 

the savings capacity question [31). Despite very trying circumstances,
 

some of these private banks have been effective in increasing time deposits
 

through special savings promotion programs. This has included lotteries, 

door-to-door advertising and soliciting, and pretty girls who promote savings
 

among bank 	visitors. 

A study of rural savings capacities cannot ignore the recent remarkable 

g8owth of the credit and savings cooperatives in Latin America (9]. A 

majority of these cooperatives service mainly urban areas. There is, nevertheless 

a significant number of these credit-savings cooperatives located in rural areas. 

Part of the savings are collected through required share purchases, but a 

significant amount is also deposited voluntarily (10]. 

Advantages 	from Voluntary Mobilization 
of Rural Savings 

At this point, & skeptic might argue that even if some voluntary savings
 

capacities do exist in rural areas, they are too costly to mobilize via financial
 

markets, and that some other form of taxation is a more efficient way of mobilizir 



resources. As will be 
argued in the following, there are at least
 

three strong reasons for stresting voluntary rural financial savings. 

S rcngtheninp Financial Markets 

The first reason is that financial savings may be important to overall 

strengthening of financial markets. Until recently, most econorists assumed 

that financial markets played a neutral, passive role in 
 development. This
 

view recently has been challenged [6, 
27, 40, 45] 1 Based largely on the
 

Korean and Taiwan experience Brown, McKinnon and Shaw have cogently argued
 

that proper financial policies can provide some 
fundamental developmental
 

pulses. Wai supports this position and goes 
on to argue that financial
 

interinediati., ha- a positive influence on national savings [45]. This new
 

Lne of thinking places very heavy empiiasis on 
the key role which adequate 

incentives play in inaucing financial oavings. 
 Stress is also placed on how
 

proper interest 
rate policiqs along with mobilization of financial savings help
 

tc integrate and substantially strengt:-en financial markets in general. 

Fi.lling the Institutional Gap 

The Taiwan case suggests that mobilization of financial savings might 

also play an impo:Lant part in strengt",ening local service organi7ations. 
 For
 

a number of years many less developed countries have 
tried to bridge the
 

institutional gap in rural areas between national service organizations and
 

the individual by building cooperatives and farmers associations. In many 

respects it is fortunate that these local organizations have been 
"bio-degradable'
 

Earlier work by Goldsmith, and Gurley and Shaw (13, 18] laid the foundation 
for these arguments. 



Otherwise, the landscape in most LDCs would be littered with defunct
 

cooperatives and burned out farjers arSso(ations. Despite some modest
 

6uccess in a few countries, the experience with building the.,e intermediate
 

bervice organizations has been very di. appointing. 

A number of reasons have been suggested for this poor result. Some have 

argued that filling the institutional gap is a long run venture; participants' 

attitudes must be changed, laws must often be modified, and governments and 

must sloly learn to appreciate what these intermediate organizationpolicy maker: 

can do. I am sympathetic with the vie., that development planners often seriously 

institutions for thevnderestimate the time needed to evolv, viable service 

-u-:al poor. At the sawe time I feel there are some fundamental problems which 

c:.,d to be addrcgsed before this type cf in.stitutional development ha1. 

reason able chance of ;uccess. In all ..oo many cases intermediate organizations 

arc formed and burdened wi-th economic Junctions in which they cannot compete. 

anA cooperative, for example, may actemp: to sell consumer goods to members in 

.iroa where dozens of competing merchan.. are selling similar goods on very small 

ma ,ins. Scili other incermediate org6izations may be formed to market 

p-,ticipants' products, but find the ex-isting competition, combined with wide 

sw~ngsr in product prices, too much to tolerate. Some organizations have also 

bv. n formed to sell small amounts of aL,.:icultural inpoto to -members, again Lnder 

co -;dI Uon:; where the organization cainc. remain finanuially viable. 

In the past, a number of these inturmediate organizations have been asked 

ly credit, to their members. Typically,to drovide some fin.,ncial services, main. 

these loans are granted at concessioual rates of interest. These rates 

of interest arL almost always below the opportunity costs of capital in the econor 



below the going commercial rate of intercst In Lhe money rtnrl(et, and 

often also below the rates charged on regular" ?,ricultural loans made by 

ban'.s. Further, in a number of cases the ratc.i of intervs hich intermediate 

organizations are allowed to charge are well a.,ow the rate of inflation. 

Thee concessional interest rates weakeii the I:iermediate organization in 

three ways. First, the availability of conce:,sionally priced credit makes 
2 

the intermediate organization vulnerable to intrigue. Low interest rates
 

force intermediate organizations to ration "bargain credit." These 

non-market rationing decisions are hJghiy expoued to various types of 

personal influence, political persuasio;., ant -utright corruption. Second, 

concessional iaterest races on credit ai,:ost alwaiys force an intermediate organi

zatLoJI to concentrate Ics loans in the i-,?:ds of relatively few borrowers. 

Par,- of this is due to the intrigue fac.wr, bii. parc is !;Iso due to the internal 

financial pressures within tile intermediate organization. With an excess in 

dema-nd for their loanable funds at concce;sional Interent rates, lending agencies 

minimize lending costs by concentrating .oans in the hands of relatively few 

borrowers. The lamrent that the large fi.:mer c.optures iost of the concessionally 
3 

priced cooperative credit can be heard -.zo-id the world. 3 The intrigue and 

the loan concentration process have obv.ous deleterious effects on the willingness 

of non-recipients of the bargain credit -o participate in the intermediate 

organization. 

2 For further discussion of this issue refer to 
[14].
 

LC economic benefits associated with obtaining this concessionally priced 
credit might be termined "rationing profits." 

3 



Third, concessional interest rates on credit make it next to impossible 

for intermediate organizations 'to maintain, let alone expand, the real 

value of funds which they have for lending. This is due to two factors: 

ciApital erosion due to inflation and :oan defaults, and inability to offer 

tLrong interest rate incentives for mumbers to voluntarily deposit funds 

in the organization. These two factors seriously undercut the ability of an 

intermediate organization to expand a.d integrate itself into the national 

financial system. Cooperatives and fL.-mers associations are forced to live 

the uncertain life of a mendicant whoLe financial sustenance must come from 

benefIcient central banks or foreign -d agencies. M1obilization of voluntary 

6aving., might allow these intermediatz organizations to develop a much larger 

degree of i-ndependr,nce and self sufficiency. 

DrscouragiN&_ Household Consumption 

Although not generally recognized, financial market policies also may 

havc a significant impact on the housthold consumption decisions and on the on-fa 

c.pital foriiation process. These relLaionships are a third reason for stressing 

Lavings mobilization programs in ruraL areas. Financial policies impinge 

or, the firm-household decision making .)rocess ii,two ways. The first is 

via the generally recognized credit-connection. In some cases the liquid 

rLsourceS of the rural household are not sufficient to aLlow it to move to 

efficient levels of input use. Credit provided by the financial market 

provides the lubrication necessary to allow operators to apply more inputs, 

make more investments, and realize additional income. This additional income 

is then exposed to consumption-savings dectsions. 



-15 o
 

It has been less v:l! recognized ,iat financial market policies directly 

affect household cons-:'; Jion-savings decisions via the incentives provided to 

financial savns. P.icv makers oftcn forget that conceEsionally priced 

credit usually forces financial institutions to offer potential as well as 

actual financial savcr, little or no reward for postponing consumption via 

financial savings. It is little wonder that banks in rural areas of countries 

like Colombia, india, Ker)a and BraziL. attract very few savings deposits 

when they offtr real rates of interest which are negative. 

A Snrings Mobiliz..tion Strategy 

in order for fin,-.ocial markets tj play a positive role in the resolution 

of rural poverty, sov~: fundamental ch-.nges i policies in most LDCs will be 

SCurr,_at A. QSare ircs-,4tib 1.i- V" r &lnteu financial jmrkatz,'Ij-X 

in heavy conccntrat.io 0: concessiona-i.y priced credit in .he hands of 

roclatv wly few people, ,n unprofitablL! financial operations in many rural 

cooperaives, and in lIttle or no positive incentive for rural households to 

deCfer cunsulipLio. Overili, these fi. anc.ial, policies are very regressive 

1. the way they aftcct 1u-.il income .. tributions: the relatively well off 

L)Cefit from the conct:t'sionally price. credit, and 'he poor are denied access 

to production credit a; well as remnun- ative savings instruments. Furtheruure, 

lpk!rpetuation cf fragienroted financial :..arkets results in too little honest 

competition between formal. and inforin il financial markets. Under these 

conditions so;e infor; al credit sources are able to continue to extract 

ihc financial -icentives to save, of course are only one of several different
 
:.centive si.lmils which influence hou.,ehold consumption-savings decisions.
 

The profitability of on-farm investmr-ts as well as non-financial off-Lirrm
 

inivestments .ay also influcnce household consumption decisions. 

http:conccntrat.io


monopoly profits from small borrowers; who are denied ,'ccess to formal
 

markets. A rationalization of financial market policies combined with
 

aggressive saving mobilization progr,-fms would eliminate part of these
 

undesirable features.
 

In large part a savings mobilization effort must be carried out at two 

levels. Some changes, for example, must be realized at a national level before 

substantial voluntary savings can be mobilized. In general these changes 

include a higher interest rate structure throughout much of the fin-incial 

iarket. Werc rates of inflation are above say 15 to 2) percent per year. 

fLinancial savings instruments might b1 , value-linked so thait the principal 

v.;Iuo of the .iavings is tied to so-me ' ype of price adjustment [42]. Addition:2. 

L;-ducement:; mi.ght also include tax chge; which exempt Interest paymcen ts on 

c,-*.:'Iin kind, of saving-s deposits frc. income tax. This has been done in 

'iae sia, Taiwan and a number of other countries. 

It i,. often necessary to ins Ltv.e some legal changes so that cooperativo, 

iud othcr local organlzijilons can legv..iy handle credit and savings activitie';. 

in :ome cases it might also be necessa -y to adjust somie laws and administrative 

tocedires so th'it the,;se local organlz,,tions can be integrated into regular 

fiantcial nrkets. Bonding services o: a nationwide basis for employees 

w ,oIhandle financial activities in the.e local organizations would also be 

heipl ul. In addition, nationwide depo.,,it insurance programs such as currently 

forind in the United States, the Philippines, and Uganda are needed to assure 

a\,,rs of secure denosits. 



At this point, a reader might c,.mnent that raising Interest ratt,1 is
 

great in theory, but politically impo.ible to carry 
 out. Some poll t iclanls 

vlcw concessionally priced credit as ,. way of buying political support.
 

!%icy forget, however that cheap 
 credit policies lead directly to che;qp
 

savings policiets and, further, that 
oil.y those who get the concessionally 

priced credit 
feel its benefits. 
 One might argue that on balance more
 

votes would be positively influenced by high rates-of-return on savings
 

deposits 
combined with wider availabll ty of credit, 
t.han would be bought
 

by concessionally-)rlced credit which 
.s handed out to. only 
a few.
 

Where. at least part 
of the above mentioned conj tions 
are present it is
 

pc-eihle to ini-iate 
vigoro-us 
local sLvAngs mobilzation prograns. 
 FortLnately,
 

r".any of th ]Le- developed countries Lve at 
).ea.;t a partial :et of 
Jnf ttutons
 

already in place which can 
handle fini:i cial savtigns. 
 In niny countri .; including
 

Colombia, Costa Rica, the Philippines, 
.ndia, and Bangladesh a number of banks
 

already provide 
sowe services in many :'tral 
areas. 
 Postal sa\,,,,s offj(es,
 

cooperatives which handle credit, 
and c.edit-savings uniono dot much of the
 

landscape 
in many other parts of the l, .,s developed world. 
 A local savings
 

mobilization effort, therefore, need n,.-- concern 
itself primarily with
 

conitructing new 
financial institution,. Initially, major emphasis should
 

be placed on getting 
a balanced and ecc. .omically sounei set 
of financial 

activities in the institutions which already exist. 

The exact taikeup of a successful local savings mobilization program
 

will vary from area 
to area by necessitv. These programs might include varir'us
 

couIinations 
of the following components: in 
some cases various types of
 



sav igH pr\;,.. , may alrosdy be underway, or appropriate to initiate.
forced 

-Requircd ti ' 1 ptirI.... 
 in. i organi ation. o eIstory'baance -regular 

'	 cash receipts in an unblocked , ad even dcpositingcontractuai ,i;vingl 

of a savings mobilization 
savings account mziy ,Q stressod 	 in the start-up phase 

to stress
 
program. The mobi3.ization efforts, however, early should begin 

If the Taiwan, Korean and Japanese experiencesvoluntary savings lutcntives. 

might occur under proper conditions, these 
ar. representativco of what 

up the bulk of the savings mobilized. 
voluntary savings !:iould very soon make 

in a savings mobilization
As hlrut 1..c"n mentioned, 	 the key element 

reward paid on savings. Convenience, 
program is the alt:,';tivenes5 of the 

y of the savings, how .ver, strongly complement the 
liquidity, and :sc,ut 

may aiso 
iCL vi.. 	 . aLUacned cu savingu deposi.tp :..&kWlit-, L.tLUs.y 

A large number of countries 
promote adIditional init'trest lxi voluntary savings. 

Egypi, Sweden, Tunisia, Colombia, Russia, El Salvador,
including South Vi.tam, 

some type of drawing associated with savings
Iran, France' and ]-ia alread) have 

can also be provided to depositorsv..'!i as iL0eachmidise bonusesaccounts. Cas;h ar: 

Io a few c.ases a life insurance option tied to savings deposits might also 

been a popular feature in some
strengthin the inc(.,,tve to 	sL-ve. This has 

in Latin America. As previously mentioned, life
crcdit-savlngs coop, t-'tives 


has been

in,;urance in one of the rural development programs in the Philippines 

surprisingly" popular. 

effort will work better where agriculturalAny ,,avlIngs reuilization 


g(rowth and rural .nc.o:,;o are energized. .A national savings program should,
 

agriculture is

thvrcfore, initially stress savings promotion in areas where 


on the movo. AboVe n!ail, irregardless of where the program is started, it
 



should be -tronl;ly suppor'.od and prc:;. .d. This includes rewards and 

recognition for organizatl.on; and mann.,ors which are most successful. 

The degree of ing nuity fhcrTn by South Vietnamene bankers in mobilizing 

savings, strongy suggestn that creative new approaches emerge when 

incentives are adUquate. 

iAConcluding Comment 

Development fcom below appears to be the only way to effectively reach 

rural poor. The savings prog.ram briefly outlined above might be a first 

step in a hoot;trap approach to rural : velopment in LDCs. It would 

scimuiate rural poor to increase their ovn capital base, it would provide 

a :,or. h aithy iiuvi onnt for local uw.anizations to grow, and it would 

ai ,") "I ,L..:...".... .. in-_ 't-tiona to .g..rate . h -gaxL, LI la k LS,. 

Current financial -rpolicies in mnc.t LDCs are an unmitigated disaster 

fur mos;t rural poor. It is past time lor policies to be adjusted so that 

raral pour are mor. fairly treated by Chis most important development 

ir, .L rument. 
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