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SAVINGS DEPOSITS AND CREDIT
ACTIVITIES IN SOUTH KOREAN
AGRICULTURAL COOPERATIVES
1961-1975

Tae Young Lee, Dong Hi Kim, and
Dale W. Adams*

THERE HAVE BEEN substantial changes and growth in
agricultural cooperatives in South Korea during the past two decades.
These changes have included a major increase in the amount and
variety of financial services the cooperatives provide. Unlike most low
income countries, cooperatives in South Korea have played a major role
in mobilizing voluntary financial depesite. In the following discussion
vie attempt to outline the nature of these financial services. Particular
attertion will be given to savings deposits and cooperative development,
as well a3 overall economic growth. Information on three primary coop-
eratives in South Korea is presented to illustrate the discussion.

Background on Agricultural Cooperatives in Korea

The present system of agricultural cooperatives in Korea is the re-
sult of an evolutionary process? In 1907 local financial organizations
were established in rural areas to extend shortterm credit and other
cooperative services to farmers. A nationwide federation of these local
organizations, called the Cooperative Federation of Financial Associa-
tions (CFFA), was created in 1933. Close government control of the
Federation was maintained through appointed officials in key manage-
ment positions Not all of the rural cooperative activities were included
in these financial organizations, however. The Korean Agricultural As-

* Part of the support for the research reported in this paper was provided by
the Agency for International Development. The Korcan Government and The
Ohio State University also provided resources for the rescarch.

1Sce Robert B. Morrow and Paul E. White, “Faim Credit in Korea,” Small
Farmer Credit in Fasi Asia, A1D. Spring Review of small Farmer Ciedit, Vol. 1L,
Agency for International Development, Washington, D.C.. February 1973,
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AGRICULTURAL COOPERATIVES IN SOUTH KOREA 1183

sociation, founded in 1920, handled a number of cooperative activities
such as marketing, distribution of inputs, and comivodity storage. In
1945 many of these activities were turned over to the CFFA. In 1956
CFYA was combined with the Korean Agriculture Bank, which dealt
exclusively with institutioral credit. Separate agricultural cooperatives
were again established in 1957. After this separation, the Bunk and the
cooperatives lacked close I'n'age, and the was 2 good deal of duplica-
tion and competition in their business activities.

The new government in 1961 placed special emphasis on improving
financia, services in rural arcas. As part of this, the multipurpose agri-
cultural cooperatives were established by merging the agricultural bank
ar.d the agricultural cooperatives. Currently, financial services for farm.
ers in Korea are provided primarily by the National Agricultural Co-
operative Federation (NACi ) and associated county and township-level
agricultural cooperatives.

The present cooperative system has three horizontal levcls of or-
ganization: primary cooperatives at the township level, county coopera-
tives, and NACTF at the national level. Horizontally, there are mulii-
purpuse coopcratives as well as special purpose cooperatives. In 1475
there were more than two million member fanaers in over 1500 primuary
cooperatives and 141 special cooperatives. More than 809 of the farm
hcuseholds are members of primary cooperatives. The average primary
cooperative has about 1200 members and special cooperatives are about
half that large.

Currently this cooperative system carries out a wide range of activi-
ties aimed at improving the social and economic wel!-being of farmers.
These activities include supplying farm inputs, marketing farm pro-
ducts, provision of credit and savings deposit services, mutual insurance,
technical assistance, and snme education. These programs arc closely
tied to government agricultural development policies. Provision of h-
nancial services through the cooperative system has been one of the
major techniques used by the government to implement its rural de-
velopment strategy.

Agricultural Credit Services: Over the last few years NACF and county
cooperatives have been allowed to conduct all types of banking business.
This includes receiving deposits and making loans to farmers as well as
nonfarm individuals. Government loans directed to farmers ure made
only through the cooperative system. As can be noted in Table 1, in
the early 1960s government funds and moncy borrowed from the Bank
of Korea made up a large part of the loanable {unds handled by the
cooperatives. By the early 1970s, however, deposits in he cooperatives
made up a majority of the loanable funds.

It can also be noted in Table 1 that the total volume of loanable
funds in the agricultural cooperative system increased from about 17
billion current won in 1961 to about 485 Lillion curient won in 1975.



TABLE 1: Total Amount and Source: of Loanable Fqnds in Agricultural Cooperatives in Korea, 1961-1975

Total Loanablz Funds Y ercentage of total by source

Year {miliion current won) Government Funds  Bank of Ko:ca  Ag. Credit Debentures Deponits Reccived  Foreign Loans  Coop's Own Funds
1261 16,911 57 18 2 20 - 5
1962 22,499 63 2 15 19 - 4
1963 21127 55 12 8 20 - 5
1964 30,968 51 7 6 2! - 5
1965 44.200 33 37 20 24 - 4
1966 61.427 29 33 ! 34 - ]
1967 73.391 26 33 Nil 38 - ]
1963 103,087 23 so Nil 45 - 2
1969 158,221 26 21 Nil 43 4 1
1170 192,183 B 17 0 50 4 4
1971 212,636 24 19 0 51 2 4
1572 252,340 24 17 1 53 2 2
s 312,889 21 19 1 54 1 4
1974 419.809 19 24 1 5] 2 1)
4975 484,660 16 12 N/A 53 1 N/A

SCURCE: Various unpublished reports by The National Agricultutal Cooperative Federatien.
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In real terms, this was more than a four-fold increase.2 Expanded private
savings deposits in the cooperatives provided a large part of these addi-
tional loanable funds. These funds were used mainly for loans to mem-
bers of the cooperative or for business operations in various parts of the
agriculwural cooperative system.

A large proportion of the loans made by the cooperative system
was for agricultural purposes. In 1962, 9297 of the value of outstanding
balances was for agricultural loans. In 1975 this was lowered to 75%.
In part, this increase in nonagricultural lending reflects the continued
growth in rural arcas of nonagricultural economic opportunities.

Some of the most intcresting features of recent developmental
policy in Korea are the major changes which have been made in nom-
inal interest rates in formal financial markets. Prior to 1965, nominul
interest rates in Korea were quite inflexible. Formal agriculrural loans,
for example, carried interest rates of approximately B-157, per year.
Rates paid on financial savings deposits ranged from 9-159,. lo Scp-
tember 1965 many of the interest rates on formal loans and deposits
were almost doubled (Tuble 2). Time deposits of moie than two years
carried interest rates of 3075, for example. Since 1965 interest rate poli-
cies, cspccially on deposits, have been more flexible with rates moving
up and down depending on inflationary pressures.® As can be scen in
Table 2, these changes in nominal interest rates have resulted in posi-
tive real rates ol interest .n most ycars after 1964

The interest rate reformis in the mid-1960s increased the average
rate of interest charged on agricultural loans. In 1964 none of the agri-
cultural loans made by the cooperatives carried interest rates of nore
than 259, per year. In 1966 about 977, of the vaiue of cooperative loans
carried rates of 259, or more. By 1968 alinost 309, of the value of loans
carried these higher interest rates. After 1968, interest rates were
steadily lowered until 1373 when inflation induced policy makers to

raise interest rates again

Savings Deposits: U'nlike many developing countrics, rather hecavy
emphasis has been placed on mobilizing rural financial s vings in
Korea.d ‘Jhis has resulted in significant amounts of deposits in agrical-
tural cooperatives. As cin be noted in Table 2, after the interest rate

2 The Wholeswsle Price Index for all commodities in South korea, 1970 = 100,
went up from W1 10t to 2380 in 1975,

3 For further discussion of these pnh(i(‘«. see: Gilbert Brown, Aocean Procong
Policies and Econonic Development m the ivorr's (Baltimorc, Johis Hophms U
versity Pross, 1973y Fdward S Shaw, Finanaal Deepening in Foonomic Develofront
(New York: Oxford University Press, 147%); and In Kie Kim, “1The Currenoy Ratio:
Case Study of Korea.” Journal of Fconomic Development, 11, 1976, pp. U1 137,

4 Two significant exceptions 1o this are Tamwan and Japun. For fusther details
see: Chyou Tuan, “Determinants of Financial Savings in Tawanese Farmers Asso-
ciations 1960 10 19707 unpublished PhDdisscrtation, The Ohio State University,
19478 and Yuwuru Kats, “Mechanism for the Outtlow of Fumde From Agriculture
into Tudostrs o Jupan” Joeal Femenues, Daomber oo, pp 120



TABLE 2: Intermst Rales and Financial Deposils in Souih Korea, 1963-1974

Real
Contractual Changes Rates of
Interest in Interest on Total Total
Rates on Wholesale long Term Financial % in Savings % in
Long Term Price vings Deposits Ag. Depositsb Ag.
Depositsa (T, Index (°F) Deposits (7)) (billion 1970 won)r Coops {billion 1970 won)e Coops
'3 150 20.6 - 56 £4.2 14 1.7 5
1104 15.0 316 —-196 6.2 15 233 5
1'%5 18.0 10.1 78 1144 14 446 9
166 26.8 8.7 18.1 1621 17 939 16
167 2.8 6.4 20.4 250.% 14 162.3 12
F6R 26.1 1 18.0 4348 13 297.y 10
1964 238 6.R 170 6760 12 4929 9
970 2238 9.2 136 7897 12 576.3 10
11 221 8.6 135 900.2 11 652.6 9
1472 15.4 140 14 1069.4 10 7%6.3 8
1y 126 6.9 57 13245 10 917.0 8
i) 15.0 421 -27.1 11198 10 7708 8

SOURCE: Burcau of Statistics, Economic Planning Board, Aorean Stalistical Yeuarbook, Vols. 16 (1%% and 22 (1975).
a These rates are for deposits of 17-month maturicy. When interest rates were chunged during the year, a simple weighted average of months
~mered by the interest rate was used in the calculations.

b Excludes checking deposits, other demand deposits, and short-term passhook de posits.

¢ The price index used to convert to 1970 prices was the wholcsale price index for Korca. The exchange rate of won for dollars in 1970 was 316.
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reform in latc 1965, financial deposits in agricultural cooperatives in-
aeased from 14 to 179, of total financial deposits in the country. The
proportion of total savings deposits in the country held by agricultural
cooperitives also jumped from go: in 1965 to 167 in 1966. Because of
the very rapid growth in nonagricultural economic activities, the per-
centage of total financial deposits in the country held in agriculiural
cooperatives declined over the 1966 to 1974 period. In part, the increases
in real amounts of financial savings deposits in agricultural cooperatives
over this period were due to ambitious savings mobilization programs
by the government. Three financial institutions—the Agricuitural Co-
operatives, the Fisheries Cooperatives, and the Post Offices-—in rural
areas are heavily involved in this effort. A nationwide campaign to mo-
bilize rural savings has been cairicd out almost annually during the
harvest season from September to December.

A further breakdown of deposits in cooperatives in shown in Table
8. In the early 1960s, the agricultural cooperatives in Koreca handled

TABLE 3: Amounts of Privale Deposits and Value of Member-Share Purchases
in Agricultural Cooperatives, 1961-1975 (year end balances in million current

won)

Deposits Accumulated Share Purchases in:
Demand  Savings County  Fnimary

Year Deposits Deposits Total NACF Coops Coops Total

1961 .83 1,640 3471 301 4 - N/A
1052 2,'H6 1,304 4250 306 130 - N/A
1963 4,928 1,350 5,673 408 115 439 1,292
1964 47 1,748 6.450 414 469 996 1,879
1965 6,h67 4,074 10,641 424 4 1,189 2.1%7
1966 7,546 13,362 20,948 439 583 1.5 2618
1967 12,673 15,101 27774 444 631 2812 $.387
19638 20,144 25,639 46,783 416 715 2,747 3,948
199 31,4976 43,925 75,901 473 L] 3.3 4.520
14950 39209 56,207 95,417 520 1.0 4078 6.258
1971 12,804 (ARSI (1A N A 627 1,351 T00 903
1972 a6 510 76,205 132741 o7 2032 IR IERLYI
1978 70,4998 94373 169,371 13% 3.071 16,013 20,479
1974 93529 117,328 215852 2,312 4870 24,116 31.358
1975 130 298 120,168 279,466 3725 6,792 31,422 41,939

SOURCE: “National Agricultural Cooperat ive Faderation (NACH), Agricultural
Yearbooks, 1962-1975, Scoul, Korca. Also NACF, Agricultural Cooperative Monthly
Revicu, vatious issucs.

relatively small amounts of financial deposits. In 1961 the aggregate
amount of demand and savings deposits in these cooperatives was only
3.5 billion won. These deposits increased to 6.5 billion won by the end
of 1964, bowever. The previously mentioned sharp increase in financial
deposits between 1964 and 1966 is alwo evident in Table 3; total de-
posits more than tripled in this period. In nominal terms, total deposits
increased 35 fold from 1061 1o 1974 in these three imstitutions. In real
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terms this was almost a 12-fold increase in deposits. These increases in
deposits were associated with significant changes at the farm-househsld
level in the use of financial assets. In 1962, for examnple, representative
farm-hcuseholds held less than 2%, of their assets in financial forms.®
By 1974 this had increased to more than 39. Farm-housebolds made
even larger changes in their holdings of liquid assets. In 1962 only 119,
of their liquid assets were in financial form, but by 1974 this had in-
creased to 26%,.

As noted in Table 8, less than half of the deposits in the agricul-
tural cooperatives prior to 1966 were in savings accounts. From 1966 to
1974, however, savings deposits made up approximately two-thirds of
total deposits. The sharp increase in inflationary pressurcs in 1974 and
1975 combined with less aggressive interest rate policies caused financial
savings to decrease relative to demand deposits.

Another interesting puint stands out in Table 3. In most coopera-
tives around the voorld, involuntary share purchases by cooperative mem-
hers provide # large part ol the organizatiqn’s operating funds. Share
monics plus foreign or govermnental assistar.e usually provide the bulk
of loanable funds handled by the coopcralives. In Korea, however, share
purchases are small in comparison with private voluntary deposits. In
1971 the value of voluntary deposits in the agricultural cooperatives
was over five times the value of share purchases in the cooperatives. This
is about the same pattern found among the highly successful Farmers'
Associations in Taiwan and Japan; financial deposits and not involun-
iary share purchases were the cornerstores of these institutions.

Financial Services in Three Cooperatives

To further illustrate the importance of credit and deposit activities
in cooperatives, three primary agricultural cooperatives in Korea were
sclected for more intensive study. Fach was selected to represent coopr
eratives in one of thce main agricultural regions. The first was Daeson
£ ooperative, whidh is located in a mixed farming region. ‘The sccond
is th¢ Chojeun Cooperative, locsted in a horticultural arca. The third
is the Ochang Cooperative, which is in a rice growing region.

During the past ten years a large number of the primary cooptra-
tives have been involved in substantial reorganization or consolida-
tion. As a result, most of the current primary cooperatives have histori-
“cal records which cover relatively shert periods. ‘The Daeson Coopera-
tive as presently constituted was founded in 1966, and the Chojeun and
Ochang Cooperatives’in 1969. These coopeeratives have relatively large
memberships—the Daeson Cooperative about 1,000 members, the Cho-

3 Young-Key Ro aud others, “A Summary of Data From the Korean Farm House-
nold Economy Suncys, Yearly Averages Covering 1962 Throuch 1974, Economics
and Sociology Occasional Paper Na. 370, Department of Acricultural Fconomics and
Rural Sociology, The Ohio Mate L niversit Ocober ¥ 14970,
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jeun Cooperative about double that, and the Ochang Cooprrative about
2,500 members. Cocperatives need to bave relatively large memberships
to be able to realize economics of size in their operations.® This is par-
ticularly true of financiai services. It is impractical to offer credit and
deposit services in cooperatives with small numbers of active members.

Credit Services: Information on the total value of loans outstanding
at ycar-end by the three cooperatives is shown in Table 4. Lending ac-

TABLE 4: Total Value of Loans Outstanding at Year End in Three Selected
Agricultural Cooperatives, 1966-1975 (in million current won)

Primary Coopetatives

Yecar Dacsan Chojeun Ochang
1966 1.3 - -
1967 11 - -
1908 24 - -
1969 25 1 6.3
1970 6.4 IR 25.3
1971 18.0 (IR 67
1972 18.1 4.2 1312
1978 428 1285 s 2
1974 48.8 1247 1610
1975 63.7 200.2 4720

SOURCE: Unpublished tecords of three selected agricnltural COOpETatives,

tivities in all three cooperatives have expanded 1ecently at a rapid rate.
In real terms, the amount loaned by the Daeson Cooperative increased
16-fold from 1966 to 1975; the Chojeun Cooperative experienced a real
increase of 8-fold from 1969 to 1975; and the Ochang Cooperative a
29.fold real increase over the same period. Credit operations have
grown to become a substantial part of the cconomic business of these
three cooperatives. Detailed profit-loss information o the various ac-
tivities carried out by these cooperatives was not available. It is likely,
however, that credit-savings operations provided a major parr of “'net
income” generated by these cooperatives. As Adams and others report
for ‘Taiwancse Farmers Associations, these financial activities appear
to be the economic cornerstone of many Korean cooixratives.?
Additional details on the types of loans made by these three coup-
eratives is shown in Table 5. In 1975 abuut 7577 of the total value of
loans made were for unspecified purposes. Undoubtedly, a major part of
thuse loons directly altected agriculturai activities. Most of the 1e-
mainder of the loans were tied specifically te farming. Very little of this

8 Edgar Owens and Robert Shaw, Development Reconsidered (Lexington, Mats:
achwsetis: Lexingte . dooks, 19720).

"Dale W. A :snx and others, "Rural Capital Markets and Small Farmers in
Taiwan,” Small Fav-ov €iednt ve Fave 40, ALD Spring Review of small Farmer
Credit, Vob. 11, Ageudy for Tnternatual Poaclopuent. Washington, D.C., February
1973,
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TABLE §: Aggregate Value of Loans Outstanding at Year End In Three Selected
Agricultural Cooperatives by Type of L.oan, 1966-1875 (in miltion current won)

Mutual

Installment Installment Loans
Unspecified Farming Depositor Depositor in

Year lLoans Loans Loans Loans Kind
1966 - 1.2 . — -
1967 - 10 . - —
1968 - 16 B - -
1969 97 1.5 1.0 24 -
1970 119 N/A 72 11.1 40
1971 104.4 252 14 11.6 4.7
1972 167.0 61.2 6.4 62 79
1078 190.2 138.4 108 - -
1974 1635 1520 190 — .
1975 611.1 160.6 26.3 - -

SOURCE: Unpublished records of three individual agricultural conperatives.
® less than 0.1 million won.

lending has been dene in kind. Granting relatively untied loans such as
these is, of course, not typical of cooperative lending activities in many
low income countries.

Deposit Activities: The Daeson Cooperative began accepting financial
deposits in 1966. As noted in Table 6, deposits in this cooperative in-
creased substantially through 1975. Even more rapid increases occurred
in financial deposits in the Chojeun and Ochang Cooperatives. In 1975
the three cooperatives had per-member deposits which averaged 291
thousand, 573 thousand, and 848 thousand won respectively, amount-
ing to the cquivalent of approximately U.S. $601, $1,184, and $1,742
per member respectively.

TABLE &: Financial Deposits In Three Sampled Agricultural Cooperatives, 1966-
1975 (in million current wor)

Primary Cooperatives

Year Dacsan Chojeun Ochang
1966 5 - -
1167 7 - -
108 22 - -
1964 2.4 49 53
1970 122 1382 45.1
1971 149 201.9 1423
1972 80.0 304.6 3218
1473 1IR3 120.4 530.8
1974 163.1 7190 N/A
1975 281 4 1,007.0 2,130.7

SOURCL: Unpublished 1ccords of the three agricultural cosperatives,
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To encourage savings deposits in these cooperatives, various types
of savings mobilization programs have been introduced in reccnt years.
These include installment savings, deposits in kind, and mutual install-
ment deposits. The mutual installment system is a mixwure of the North
American Credi* Union approach to savings mobilization and the tra-
ditional Korean Ke System.® Over the past few years the mutual credit-
savings system has become a very important part of cooperatives’ finan-
cal activities. As can be seen in Table 7, demand deposits made up
about 757, of total deposits in these three cooperatives. Fixed savings
deposits were 207 of the deposits and the remainder was in other types
of savings deposit programs.

TABLE 7: Amounts of Deposite in Three Sample Agricultural Cooperatives by
Yype of Deposit, 19686-1975 (in million current won)

Mutual Deposits
Demand Fixed Installment Installment in Kind
Year Deposits Deposits Deposits Depansits and Other
1966 - - ) - -
1967 - - g - --
1963 - - nyg — -
1969 3.7 — 6.0 29 -
1970 152.3 - 8.6 278 6.8
1971 266.7 40.0 15.1 338 35
1972 504.3 732 248 201 15.0
1978 833.1 109.7 h Pt 80.0
1974 9340 1105 433 149.0 83
1975 2580.0 6H.0 04.2 28.7 272

SOURCE: Urgpuulished records of the three sampled agricultural cooperatives.

As suggested earlier, share purchases by cooperative members make
up an important, although minor part of the cooperatives’ capital. In
1975, these thrce cooperatives held an average of 26 thousand won per
member in share purchases. At the same time, these cooperatives held
an average of 159 thousand won per member in deposits. Share pur-
chases per member were only 164, of the value of voluntary savings

deposits per member.

Cooperative Members Attitudes Toward Savings

To explore the attitudes of members toward savings deposits, in-
terviews were carried out with a random sample of 120 individuals, 40
members in each of the three cooperatives. The interviews showed that
almost all of the members (92%). had deposit accounts in either the

—_—
» Chane Kyu Kang, The Influence of “KE" Societies Upon Ri-Dong Agricultwal
Cooperative Assouiations (Scuul, Korea: Economic Planning Board, 19LY).
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cooperative or a post office or both. Over one-third of those interviewed
indicated they had opened a savings account at the urging of coopera-
tive officials. In the Chojeun and Ochang Cooperatives, cooperative of-
Sicials were instrumental in half or more of the savings accounts opened.

During the interviews the cooperative members were asked to iden-
tifv the source of money used to make their most significant recent de-
posits. Not surprisingly, over hulf of them said zrop or livestock re-
ceipts. About 205 reported nontarm o7 wagc income as the source for
the deposit. Another 137 reported frugal living as the source, and the
remainder reported using money {rom several other sources. vhe in-
terviewed members indicated thet about half ot the deposits were moti-
vated bv farm or houschold operadions. Members clearly had a strong
liquidity-for-tranisactions motive for maXking about hali of their deposits.
The other hrit of the depasits, hcwever, appear to be closely tied to
saving-investment decisions. Ahout one-third of the de; asits was for
educational purposes, another 167, for land purchases, while about 39
was dirccted to some other tvpe of investmeat. It appears that deposit
behavior is strongly influenced by the rates of return which depositors
expect from financial savings or from the types ol invesunent, for which
financial savings are accu.nulated.

The inceasing .ancrtance of deposits held in the thre primary
cooperatives by the members interviewed is shown in Table 3. In 1939,

TABLE 8: Amcunts of Money Deposited In Primary Cooperatives and Post
Olfices by Cooperative Members Interviewed, 1969-1975 {in curient won)

Primary Post

Year Cooperatives Oflices Total

1969 7.311 23411 80,622
1470 197,582 33,384 PACRITS
1971 351,067 56,423 415,490
iz 700 375 80,343 TR6,718
1978 LOTRALY 72017 1150536
1974 1165010 Th82 1235292
1975 410,93 125,330 " liass

SOURCE: Intervicw: with cimple of cooperative munbers

interviewed members held more than three-quarters of their financial
deposits in post offices. In 1975, however, these sume members held
over 959, of their financial deposits in the primary cooperativesl It
appears that the cooperative members now view the cooperative as a
saie and convenient place to hold their financial assets. It is also an in-
dication that horcan farmer. are dsing an increasingly larger share of
their economic transactions with the cooperatives.

Conclusicns

AU il i sy s v e irom Tae forent ezpelenee:
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with rnobilizing rural savings in South Korca. The first is that well-or-
ganized cooperatives can piay a major role in mobilizing veluntary fi-
nancial savings in ru-al areas. U T \Wai has argued that three kev ele-
RICHils aT€ NeLessary Defore savinps €10 be mobilized, First, people must
have sufficient resources or income Lo be able 1o save. Second, individuals
must have secure and dependible opportuniiics 10 save. Third, aaveis
must expect that thew savings will resultin siibstantial future satisfac-
tion—they must have incentives to save? Agricuitural cooperatives ap-
pear to have been particularly eflectivs in providing secure znd depzn-
dable opportunitics for rural houscolds 1o add voluntary fircancial
savings to their asset portfolios.

The second major Jesson wh' i can ‘e drawn s that gosernment
policies, especially interest rate policics, can sirongly affect the ability
of financial institutions hke cooperatives 1o mobilize navings. These
same policics ¢n also strongly affect the incenuves whith raral house-
kolds have to hold finauaatl assets and 1o save in gencial, rather than
consume. 1L should be no suzprise that most 1. corperatives i low
income counir.cs mobilice very little voluntary o mveluntary Savings,
Aside from a sl number of cases, Most cooperdtive: offer very low,
or negative, real rates of interest on financial depusits. Further, they
typically do not promote savings deposits. Many (oopcratives act as
retail outiets for credit and do ot provide deposit services for members.
In many cases COOPETalives dre 100 i sable 1o convince members that
their savings depoits will be secu-e i the (oojrTative’s ca1e.

A third lesson suggested by e recent Korean cxperience is that
Jow-income rural peple may have much larger porential savings capa-
citics than previously estimated. Hyun recenty found that rural house:
holds included in the Annual Korean Farm Houschold Economy Su
vey saved surprisingly large parts of their incomz 1@ In 1963 all houst
holds in the Survey saved an average of 12¢: of their househo d income.
Ry 1971 this had increased to 339, Even households with the smallest
farms and houscholds with the Jowest incomes weie saving significant
amounts in certain years. In part, (his substantial savings capacity sur-
faced because of interest rate polidies, anid berause cooperatives and post
offices were alile to provide rural b asehiolds with secure and inexpen-
sive ways 1o save financially. Rural savers did not have to travel thirty
miles, pay for costly transportation and Jose a day of work in order to
m-ke a financial deposit. Deposit facilitien we e conveniently Tod ated in
rural arcas and cooperatine members could muke deposits while they
were transacting other business with the cooperatives,

A fourth lesson which might be learned from the recent Rorea,
Taiwan, and Japan experience is the impottant role which rational
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cred:isavings activiues can play in building viable, small farmer service
" organ:zatons like cooperatives. In all too masy cases these organizations
are called on 1o provide services initially in areas where they cannol
comnpete cficiently. These services aciude sale ¢f consuraer goeds and
production inputs, edutaiidii and cxiencion, 2nd marketing of mem-
bers production. As Las been puinted Gut, ini - ial marketing systems
or other government sponsored services may in some cases be more
efficieat in providing these services ihan cooperatives ' Furthermore,
many cooperatives are forced to extend credit at highly concessional
rates. | hese bargain rates induce influential berrowers to take large
amounts of this cheap e tand also indaces COOpCTatives 10 CoNCen-
trate the loans in the bamds ¢i the influenval in order to minimize lend-
ing costv The net result of this practice 15 that many members or po-
tential members of cooperatives are denied credit and as a result find
it is not worth their while to be involved in cooperative acuvities. In
Korca, Taiwan, and Japan, rural peaple appear to have had strong
incentives o join and particopae in COOPLTATIVES Brcduse of the excel-
lent financial services which they ofter. Because of the sevings mobilized
and the reali~tic interest rate policies in force, man members of the
cooperatives have had access to credin services. These same interest rate
policies and the convenience of the cooperative make it attractive for
members to make deposits. With realistic national policies, it appears
‘hat cooperatives can efficiently provide these financial services. And
these services not only strengthen the economic base of the cooperative,
but also give members 2 strong reason ior participating in other coop-
erative activities.

11 Clhifton G, Barton, “Credit and the Small Farmer: Case Study of the Mckong
Delta. South Vietnam,” Small Farmer Credit in East Asia, ALD. Spring Review
of *mall Farmer Credit. Vol. 11, Agency for International Development, Washing-
ton 1.C., February 1978,
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