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This paper presents four arguments that savings mobilization should be an
 

essential part of rural finance projects in developing countries: (1) income
 

distribution, (2) resource allocation, (3) viability of financial institu

tions; and (4) appropriate incentives for projects. The paper then describes
 

the recent AID-BANCOOP project in Peru which demonstrates that savings can in
 

fact be mobilized in rural areas of developing countries and which also
 

indicates some of the crucial factors in successful savings mobilization:
 

adequately high interest rates on deposits, good service for depositors,
 

incentives for employees, confidence in the institution, and effective savings
 

mobilization campaigns. Finally, the experience of credit unions in Peru is
 

used to show what happens to financial institutions that do not pay adequate
 

attention to savings mobilization and what problems, especially with respect
 

to incentives, can be anticipated in implementing savings mobilization
 

projects.
 

Introduction
 

Providing loans at low rates of interest is widely believed to be the
 

basic function of rural financial institutions in developing countries, and
 

furthermore that these subsidized loans can promote agricultural output and
 

redistribute income toward the rural poor. The evidence increasingly indi

cates, however, that policies based on subsidized low interest rate loans for
 

agriculture are failing to achieve these two objectives. Because credit is
 

fungible, it is difficult and costly, if not impossible, to tie subsidized
 

credit to specific agricultural activities (Von Pischke and Adams, 1980). The
 

main beneficiaries of subsidized agricultural credit are not the rural poor,
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as such credit tends to become highly concentrated in large loans to rela

tively wealthy farmers (Vogel, 1977). Moreover, financial instittions 'hose 

basic function is low interest rate lending cannot be viable in the long run 

(Vcn ?ischke, 1981). They must continually depend on subsidized resources 

From some external donor, typically7 their own government or some international 

agency, in a world where most donors prefer new projects over the continuing 

support of something that -was supposed to become continuing support of 

something that was supposed to become viable. 

Almost ten years ago the Soring Review of Small Farmer Credit pointed out
 

many of these problems wri-h the subsidized lending approach to rural finance, 

and at least one -aper was entirely devoted to explaining the essential role 

*f saving mobiIization (Adams, 1973; see also ,Donald, :976 and Adams, 1973. 

Nonetheless, rural finance projec-s in developing countries have continued uo 

stress low interest rate loans ;or agriculture and to neglect the role of 

savings mobilization in rural areas. This same bias is reflected in tne 

literature on rural finance, as the Tapers on agricultural credit written 

during the past decade outnumber the papers on rural savings by about five to 

one (AID and Ohio State University il*_iographes). Mreover, most papers on 

rural savings deal not with savings =obilizacion by -4iancia .'4-medaries 

but rather with a different issue, the determinants of the portion of income 

which is saved rather than consumed. The neglect of savings mobilization in 

the role assigned to formal financial institutlons serv7ing the rural areas of 

developing countries stands in sharp contrast to the experience of informal 

finance in the same areas of the same countries (Bouman, 1977). 'Whyhas 

formal finance failed to incorporate the message of indigenous savings and 

credit societies, that savings and credit are inseparably linked in providing 

the financial services which the .ural population demands?
 



The neglect of savings mobilization can perhaps be explained in part by
 

the often-heard arguments that savings cannot or should not be mobilized in 

the rural areas of developing countries. It is said that mosc of the rural
 

population has no margin for saving over consumption needs and, in any case, 

does not respond rationally to incentives such as higher interest rates.
 

Urban-based financial institutions are said to be uninterested in the small
 

sums that might be mobilized in rural areas, while rural institutions are
 

thought to lack the administrative and technical skills necessary for the
 

successful mobilization of savings. It is further argued that if financial
 

institutions were encouraged to mobilize savings aggressively, savings would
 

simply be diverted from one institutions to another, and the higher inhterest
 

payments to depositors would drive the institutions toward banhruptcy or force
 

them to lend outside of rural areas where higher returns can be obtained. A
 

more basic explanation for the neglect of savings mobilization may be that it 

is inconsistent with policies of low interest rate 
lending. Savings mobilized
 

by financial institutions at relatively high cost cannot realistically be
 

on-lent at low rates of interest. In addition, officials of financial insti

tutions are likely to find it more pleasant to bargain with their own govern

ments or international donors over the conditions for obtaining subsidized
 

resources than to face the task of mobilizing savings from the rural popula

tion.
 

The present paper is divided into two main sections. The first outlines
 

four reasons why savings mobilization should be an essential part of rural
 

finance policies in developing countries. The second describes in some detail
 

the successful AID-BANCOOP savings mobilization project which was carried on
 

in Peru during the past two years. This project shows that savings can be
 



mobi..ized in -oor rural areas of developing countries when :ne proper incen

:yies are present, even if the oroject design and the impiementing institution 

are less than perfect. The cheorecical arguments in favor of savings mobili

zation together with the success of the AID-3ANCOOP project strongly contra

dict the arguments nresented above that savings should not, or cannot, be 

mobilized in the rural areas of developing countries. Furthermore, the 

problems encountered in the implementation of the A:D-BANCCOP project suggest 

:-.a: tne desire to maintain subsidized low interest ra-e lending policies, 

and not the ar-,-ments against savings mobilization, is the main reason for the 

neglect of savings mobilization. Such issues are explored brief>l-__ in :he 

zonclusion of :his paper. 

Four Ar7umencs in Favor of Savinzs Mc*bI-a:on 

-ncome distribution is an imortant ob-ective of rural finance policies, 

and -olicies thac imorove savinas ooportuni.ies vill do =ore -o rediscri'uce 

income toward the rural :oor than any program of subsidized low interest rate 

loans. As indicated above, subsidized credit inevitably becomes concentrated 

in arge loans -o relat4ve ' "wealthy farers. Faced with an excess de--and f:r 

credt resulting from low interest rates, financial insr.i-utions are forzed to 

ration credi:, and the ost logical way to ration credit is away from small 

borrowers without good collateral who are perceived to be more risky and more
 

costly to serve (Vogel, 1979, and Gonzalez-Vega, 1961). .at ioning takes the 

for= not only of loan refusals and limitations on loan size but also of 

increased transactions costs which can easily become more important for small 

'borrowers than interest costs and thereby drive them away (Adams ind Nehman, 

1979). Leaving aside the perverse concentration of credit resulting from
 



subsidized low interest rate loans, an essential feature of financial inter

mediaries is the pooling of resources, that is, bringing together relatively
 

small amounts from many savers so that relatively largp nroiertj involving 

economies of scale can be undertaken. Hence, by their nature, financial
 

intermediaries serve more savers than borrowers and have individual deposits
 

that are smaller on the average tLan loans. Policies which focus on improving
 

services for savers, not for borrowers, are thus the indicated route for
 

redistributing income toward the rural poor.
 

There is a myth, mentioned above, that most of the rural population has 

no savings. If th:,s were true, the rural poor would have become extinct long 

ago with the onset of the first emergency, and especially the small farmers 

who are not only subject to well-known risks but also must wait for their 

returns from planting until harvest (Von Pischke, 1973). The rural poor, more 

than anyone else, must have a Liquid reserve to meet emergencies. Credit, 

most probably from informal sources, can supplement this liquid reserve, but 

credit is available only to those who have actual or potential savings. Even 

the moneylender will not lend to someone with no potential surplus to extract, 

and friends and relatives, as well as savings and credit societies, require 

the ability to reciprocate (Bouman, 1979). 

The most important service which financial institutions can provide for
 

rural savers is liquid deposits with interest rates that are at least positive
 

in real terms. Without this, the rural poor will be forced to hold a variety
 

of inflation hedges, many of which earn negative rates of return, and to pay a
 

heavy inflation tax on the cash and deposits which they must hold for imme

diate needs. The rural non-poor, on the other hand, are often able to avoid
 

these unpleasant alternatives by investing in urban areas or indulging in
 

capital flight. There is another myth, also mentioned above, that most of the
 



rate i.ncentives. 4his vied isrural population does not respond o interest 

of:en based on so-called interest rate reforms in which interest rates are 

raised marg-inally but :ontinue :o be substantially negative in real :ers. 

Somet_mes interest rates on deposizs are raised significantly, but financial 

inst. utions are e-xnecced to continue to lend at the old low rates of 

interest. .These instit.ucions respond quite logically by discouraging depo

si:s. T:nstead of convenient locations and hours of operation, rapid servize, 

and a ni-=um of paperwork, they provide the oposi'.e. :rnsac:izns costs can 

be as importanc for savers as for borrowers, and the prophesy thaz the rural 

poor do not save and do not respond again becomes self-fulfi.ling. 

The seccnd argument in favor of savings =obilization is :haz i .moroves 

resource alloca-ion and :herebv allows developing countries *o zrow =cre 

rapidly. Ef ec tive savings mobilization by financial intermediaries draws 

asresources away from _,,noroduccive invest-ents, eszec.'allv iflation hedges, 


the opDor-uni-y is provided to make deoosits which earn posi:ive real rates of
 

interesc (Vogel and Buser, 1976). These resources can be on-lent by financial
 

o- returninterediaries for those act.ivlzies that promise the hi-hest rates 

(Shaw, 1973 and M!cKinnon, 1973). Three arg-ents against savings =obilization 

which have been mentioned above actually help to clarify this deceptively 

simple argument that effective savings mobilization -will improve resource 

allocation. 7t is said that aggressive savings mobilization wil only result 

in the transfer of deposits from one institution to another with no gain to 

have movedsociety. However, this neglects the gain to savers who would not 


their deposits without being better off and :he fact that financial institu

tions which earn the highest returns on the funds entrusted co them will be
 

able to compete most effectively for savings.
 



It is further said that no new savings will be generated as the rural
 

population will not increase their saving out of income in response to higher
 

interest rates and other improvements in services to depositors. This argu

ment confuses the flow of saving with its allocation to a portfolio of assets
 

and also raises the semantic question of wither savings that are invested
 

in inflation hedges such as consumer durables are really saved. Regardless of
 

whether more is saved out of income, and this is an open question both empiri

cally and theoretically, effective savings mobilization n deploy the stock
...


of assets of the rural population in more productive ways. It is also said
 

that higher interest rates for depositors will force financial institutions to
 

look outside of rural areas and away from priority sectors in order to lend
 

where higher returns can be obtained. Because of the fungibilicy of credit,
 

these resources are already flowing in part toward those higher returns, 

albeit at a higher cost to society from the necessity of :ircumventing regula

tions (Kane, 1981). Regulations that attempt to direct the allocation of 

credit not only impose unnecessary costs on society but also rob policymakers
 

of important informaCion. The flows of credit and hence resources out of
 

rural areas and away from priority sector are masked, so that polic'0makers do
 

not see the importance of removing the distortions which are lowering returns
 

in rural areas and priority sectors (Larson and Vogel, 1980).
 

The third argument in favor of savings mobilization is that financial
 

institutions which neglect savings mobilization are incomplete institutions.
 

It is obvious that such institutions are not providing adequate service to
 

clients and potential clients who are savers and who are therefore driven to
 

seek other means to dispose of savirgs. -.
As ndicated above, financial insti

tutions by their nature should serve more depositors than borrowers, and it is
 



the rural -oor in oarticular -who must depend. more on savings services than 

credit services to provide the liquid reserves -o meet emergencies. 

Being an incomolete financial institution also has important ieolicaeions 

-or the high races of delinquency and default that typically plague agricul

tural developmenc banks (Vogel, 1981). 'hen financial institutions deal ith 

clients only as borrowers they forego useful infornation about the savings 

behavior of these clients which could help to select borrowers with higher 

probabilities of prompt repayment. rther=or, orrowers are more :o 

repay promptly when they Inow that the resources come from neighbors racher 

than some distant government agency or international donor. 3orrowers Ma-7 

also realize that financial institutions whch =obilize savings effectivelv7 

will have resources to end, while :hose :hat do ::oc are ac the zerzy Of the 

whims of government officials and international donors, and a good credit 

rating "Ai:h a financial institution without resources is not ".;or:h very ruch. 

:n addition, financial institutions which depend on government agencies or 

internatonal donors for subsidized resources are as unlikely to 'e interested 

in the difficult task of loan recovery as in the task of -ural savings mobili

zation. 

he fourth argument in favor of savings mobilization is :ha i: orovides 

appropriate incentives and discipline so that rural financial markets and 

insti.utions can be ,used to their best advantage by government officials and 

international donors. .s just mentioned, financial inscituticns will have 

little interest in savings mobilization or loan recovery i'i significant 

amounts of lower cost resources are available in che form of government loans, 

central bank rediscounts or loans from international donors. Th.e evidence is 

clear, moreover, that the volume of resources which can be obtained through 

subsidized loans and grants can never approach the volume which can be 



obtained through effective programs of savings mobilization and loan recovery.
 

Emphasis on savings mobilization also has important implications for policies
 

of subsidized low interest rate lending, policies which have been shown to be
 

ineffective for resource allocation and perverse for income distribution.
 

Financial institutions cannot realistically mobilize savings and on-lend them
 

at interest rates which cover neither the interest payments to depositors nor
 

the administrative costs of mobilizing and lending.
 

It has been alleged that government officials often prefer subsidized low
 

interest rate lending because it can be a means to distribute patronage
 

(Ladman and Tinnermeier, 1981). If this is so, it provides another reason why
 

the discipline of savings mobilization should be imposed. International
 

donors who feel obliged to transfer large amounts of resources to developing 

countries and who find rural finance projects a convenient way to do so, 

should also feel obliged to find mechanisms to do this which1 encourage rather 

than retard savings mobilization in the rural areas of developing countries. 

There is, in addition, an important connection among savings moiblization, 

interest rates and inflation. Ic is generally recognized that successful 

savings mobilization ian help to reduce inflation, but it is also sometimes 

argued that the higher interest rates necessary to accomplish this will 

increase inflation through some kind of cost push mechanism. Not only is this 

argument incorrect (Shaw, 1973), but it also overlooks the powerful political 

pressures for inflationary credit expansion which arise when the promised low 

interest rate loans cannot be funded through savings mobilization. 

Success of the AID-BANCOOP Savings Mobilization Project
 

In mid-1979 the Agency for International Development (AID) initiated a
 

small two-year project in Peru supported by a half-million dollar grant to the
 



3anco N'acional para las Cooneracivas (BA/COOP), half for a credit fund and
 

half for :echnizal assistance. The technical assistance comoonent included
 

suopor: for opening new 3_'JCCP offices in "he two target areas of Huancav7o
 

and 7ingo Maria, -he creation of a project appraisal and tzichnical assistance
 

division to provide assistance within 3ANCOO? and to the cocperatives in the 

carget areas, and a long-term advisor to work with BAUCOOP during the two 

years of .he project. Technical assistance with savings mobilization -. to;as 

be d:reaced not only to 3ACOOP izself but also through 3ANCCOP t.o -he credit 

unions in the two carget areas. The credit fund and some of the technical 

assistance were designed to suppot: BANCOOP's rural lending acti,it.es, but 

- .eol.owing discussion focuses primarily on .he ex-er-ence witch saings 

n spite of its name, 3ANCOOP is not in fact a bank under Peruvian law, 

tuc I:- ces carr- out most functions of a bank such as receiving de:csi-s-* n 

making loans. BANCOOP is rather a second level cooperative, chat is, a 

cooperative of cooperatives with its directors elected by the cooperatives 

which have become members by making capit)al contriburjons to 3ANCCOP, 

Nevertheless, 3 deals only, member ,, alsoBTCCOP not ith is zooperac4.es, ut 

with nonmember cooperacives, individual members of cooceratives and the 

general public. BA COOP was selected by .UD to be the primary institution in
 

the project for two main reasons: () NCC0P was already following, a policy 

of relatively high interest rates on loans and deposits within :he limis of 

Peruvian regulations; and (2) BANCOOP had been reasonably successful as an 

urban-based operation and was interested in expanding its opera:ions to serve 

a rural clientele. in order to understand better the environment in which 

BANCOOP initiated new savings mobilization activities, it is useful to discuss 

http:zooperac4.es
http:acti,it.es


first the recent experience of credit unions in the two target areas of rural
 

Peru.
 

After years of strong growth, Peruvian credit unions began to falter in
 

the mid-1970s, due largely to a dramatic upsurge of inflation and the failure
 

of credit unions to adjust their traditional low interest rate policies in the
 

face of this inflation. From the early 1950s through 1973 the rate of infla

tion in Peru averaged less than 10 percent per year, but accelerated to over
 

30 percent per year in 1976 and 1977 and over 50 percent per year since then.
 

Until mid-1976 interest rates were rigidly controlled by the Peruvian Central
 

Bank at 5 percent on savings deposits, 7 percent on time deposits, and 12 per

cent on short-term loans. These interest rate ceilings were raised initially
 

in mid-1976 and substantially during 1978. During 1979 and 1980, the period
 

of main concern for this paper, the ceiling rate on savings deposits was 30.5
 

percent, while time deposits earned up to 35.5 percent for deposits of o:ne
 

year duration. The stated ceiling rate on loans was 32.5 percent, but effec

tive rates of 60 percent or higher could easily be charged through the use of
 

commissions, compensating balances and other devices. Early in 1981 interest
 

rate ceilings were again raised significantly to 50.5 percent on savings depo

sits and 54.0 percent on time deposits of one year duration, with a stated
 

ceiling rate of 49.5 percent on loans.
 

When the AID-BANCOOP project was initiated in 1979, none of the five
 

major credit unions in the two target areas had taken advantage of the oppor

tunity to raise interest rates. Rather, they continued to follow the tradi

tion of charging 1 percent per month on loans. With such low rates on loans,
 

they were unable to pay high enough rates on time and savings deposits to
 

compete with other financial institutions, especially the commercial banks,
 

which quickly took advantage of the increases in interest rate ceilings.
 



Consequently, the credit unions were forced to rey for their resourtas almost 

en:irely on the capita7 contributions of their nembers, on which divilends are 

":-ed to 6 .;ercenc oer vear b, Central Bank regulations. 

Such interest rate policies have created 7erverse incentives and serious 

oroblems for the credit unions. On one hand, :embers have a stron- 4ncentive 

to borrow as nuch as possible because interest races on loans far below the 

ra:e of infla,:on mean :hat borrowers have to -:ay back in real Lern.s much less 

-::. :he a :orrowed. the other hand, members have !e or .ncen-: On -- no 

:ive :o make time and iavings deposits with their credi: unions because the 

purchasing power of these deposits is rapidly eroded by infla:ion when ade

noM ai. disa>.embers who rake caoial .oncri'uios :o
 

e unions 4o so rimari>7 fr the purpose of securin access to 

oans, and such loans can be as much as three times the amount of a member' 

:a: :a :7.:ribution duar _the ea tons of ost ?eruvian creii: n-.ns 

The results :f these interest rate policies can readily be seen in the 

serious oroblems experienced by credit unions in the two target areas of :he 

A- -3ANCCOP Troject. T-here were increasing complaints of severe shor:a-es of 

:-anable funds, as members' demands for low interest rate loans far exceeded
 

:heir capital conrLbucions and meager time and savin:gs c.eposits. s3run: eC
 

members who were told that their approved loans could not be disbursed because 

of a lack of funds, or that there -was no point in even applying for a loan, 

often ceased caking capital contributions and became inactive. For some
 

credit unions the loss of active members spread to serious repayment problems
 

as members saw no point in repaying old loans when the prospects for obtaining
 

new loans were bleak. In addition, many credit unions have experienced
 

substantial operating deficits as stagnant interest income has failed :o keep
 

pace with operating costs which increase -with inflation, and even those zhat
 



have managed to grow in nominal terms have seen the purchasing power of their 

capital dramatically reduced since the mid-1970s.
 

BANCOOP initiated its savings mobilization activities in the two target
 

In addition to rapid
areas in late 1979 in this adverse economic setting. 


credit unions, the Peruvian economy
inflation and the weakened condition of 


real growth in several years, and BANCOOP also faced potentially
had shown no 


formidable competition from established financial institutions including
 

several commercial banks. Nevertheless, as shown in Table 1, BANCOOP had
 

the end of 1980 vastly more than the goal of $150,000
already mobilized by 


(U.S.) to be met by the end of the project in mid-1981. The outstanding
 

the target areas of Huancayo and
balances in time and savings deposits for 


than 300 million soles at the end of 1980, or more
Tingo -aria totaled more 


per dollar.
than $900,000 at the then prevailing exchange rate of 340 soles 
/
 

Moreover, the success of savings mobilization in Huancayo and Tin.go mria has
 

significantly changed the entire financial structure of BANCOOP. While demand
 

deposits continued to grow at BANCOOP during 1980, time and savings deposics
 

each grew much more rapidly and together came to far surpass demand deposit
 

balances. Furthermore, as shown in Table 2, the Huancayo and Tingo Maria
 

offices account for a major portion of BANCOOP's tinie and savings deposits.
 

The change in BANCOOP's financial structure has not always been entirely
 

welcomed by BANCOOP officials. At various times, pa:ticularly in the early
 

stages of the project, BANCOOP officials have warted to mobilize resources
 

through demand deposits and capital contributions of member cooperatives,
 

rather than chrough time and savings deposits, because the latter require
 

I/ This is a very conservative measure of the amount of savings mobilized for
 

two reasons. First, it entirely omits savings deposited but withdrawn before
 

the end of the year. Second, it converts to dollars at the year-end exchange
 

rate, rather than when the saiings were mobilized, and the exchange rate was
 

as low as 250 soles per dollar at the beginning of 1980.
 



Table 1. BANCOOP's Monch-End Deposits Balances 
(.Lillions of Soles) 

Total BANCOOP Huancayo Office Tingo Maria Office 

Demand Savings rime Demand Savings Time Demand Savings Time 

De-'osi-'-s DeDosits Deposits De-ncsi-s Deoosis Denosits Deoosits Denosi:s Deosi's 

:;zvenber LS5.5 63.5 B7 .- 1&.779 	 1..33 14.3 5.5 5.3 

ecember 231.7 76.4 82.3 9.2 4.6 2.2 22.9 23.8 7
 

1901
 
5.4 	 5.7 43.9 _0 .anuarv 252.9 ,.2j 9.4 15.C 


rar 7 223.3 104.8 93.9 19..0L . 9
 

38.6 22.2 3. 20.6 

. . r 31 -,,- .2 4 5 . 3 :0 .3 6 9Q. 3 3. - .. 

299.1 	 123.4 125 .9 

. 3 


Z" 	 - 3 "1.9"3" 3 .3 -79 .2 Z. 	 .0.7 

ne 	 340.6 18.5 210.6 36.9 25.6 72.6 3".3 34. 27.2 

"461.0 31 .i 243,3 63.9 31.9 34.3 39.4 -. 

-2.5 	 38.1 33.9 ,.. 33.3Au,-US 4-8.0 270.1 299.0 69.7 

se-)ember ,81.3 307.0 318 . 36.1 44.9 98.4 33.7 75.6 25.2 

Cczober 536.3 329.7 331.8 90.6 48.0 98.2 25.4 75.! 32.9 

November 559.2 339.3 349.2 62.4 48.2 98.0 IA.9 78.3 32.5 

December 595.6 414.8 379.8 46.4 55.9 97.6 41.7 117.9 36.0
 

Source: 	 3ANCOOP, Manth-End Statements. 



Table 2. Share of Huancayo and Tingo Maria Offices in BANCOOP Deposits 
(Percents) 

Huancayo Office Tingo Maria Office
 

Demand Savings Time Demand Savings Time 

Deposits Deposits Deposits Deposits Deposits DeDesits
 

1979 

November 9.6 3.0 3.5 9.3 10.3 10.1 

December 3.3 6.0 2.6 9.9 31.1 14.2 

L980 

January 6.7 6.6 6.3 17.4 33.4 17.7 

February 8.3 12.9 9.6 11.2 33.0 20.1 

-
March 6.6 15.6 30.9 7.4 30.6 16.5 

April 12.9 16.2 34.1 6.1 25.6 13.1 

May 8.6 15.2 41.6 6.3 25 .3 13 . 

June 10.8 13.6 34.5 9.5 28.8 12.9 

July 13.9 13.3 34.9 3.5 27.2 12. . 

August 15.6 15.7 29.5 8.7 27.0 11.3 

September 17.9 14.6 30.9 7.0 25.0 8.1 

October 16.9 14.6 29.6 4.8 22.9 9.9 

November 11.2 14.2 28.1 7.5 23.2 9.3 

December 7.8 13.5 25.7 7.0 28.4 9.5 

Source: Table 1.
 



substantial interest payments in contrast to the former. However, the hove of 

mobilizing low-cost resources through capital contributions and demand deco

sits has proved to be illusory. As in the case of credi- unions, members make 

capital contributions in order to request loans, so BCICOP has found that 

canital concributions increase loan demand from =ember cooperacives more than 

they increase the supply of resources available for lending. The inflows and 

utflows of demand deposits have proved to be qui:e largle relative :o 

zalances, so that demand /eoosi4-s have not :rcv:. ed a st-able sourze of funds 

fcr lending, nor have they been low cost because of the clerical expenses 

invov:ed in =aintaining these accounts. in spite of -he initial reiuczance, 

t-me and savings deposits have come to be che main sourez of funds for 3_JC0P, 

and Zhe 2ost of mo6 z n g these de::osi s has been far sur:a sed -he 

incerest earned on the resulting loans.
 

x-lains;a -he success 3A2CCC? in mc. ... me =-d s a s 

depos its, especially in the :arget, areas of Huancayo and Tingo Maria. ecause 

3ANCCID is a real-world institution -with i:s own set of :references and capa

biiaies and because the pro ect was of rela-tive short duration, saings 

mcObi-Zat on cOuld not be conducted as a scient z c ex-zer-er : wi I cne 

variable changing at a time and :he others neld constant. :;onetheless, the 

analysis of the BANCOOP experience indicates certain factors that appear zo be 

crucial for successful savings mobilzation.-2 FIrst is the oarent of high 

rates of interest on time and savings deposits, the maximum permitted under 

Peruvian regulations, in order to compete with other financial institutions
 

and to draw resources away from inflation hedges and cash hoards :o meet 

emergencies. However, because of these regulations, interest rates on
 

deposits continued to be negative in real terms throughout 1979 and 1980 and 

2/ -he impor:ance of these factors is confirmed by almost :-o hundred inter
vie.;s with BANCOOP depositors and a control group (?oyo, 1981). 



thus not as effective as they might have been. The substantial increase
 were 


in interest rate ceilings at the beginning of 1981 holds more promise for the
 

be reduced or
future, but only if inflation and inflationary expectations can 


/
 
further interest rate increases are permitted.]
 

Confidence of depositors in a 	financial institution and good service for
 

that are crucial for successful savings
these depositors are other factors 


Good service consists not only in convenient hours of operation
mobilization. 


paperwork and other forrlalities.
but also in rapid service with 	a minimum of 


the 	quality of service for depositors, BANCOOP has generally compared quite
In 


favorably to other financial institutions, especially commercial banks.
 

not always been the case. Good
However, as pointed out belcw, this has 


service and, to some extent, depositor confidence depend on employee perfor

which, in turn, depends on employee morale and appropriate incentives.
 mance 


Without 3pecific incentives, more deposits and more clients simply mean more
 

work for employees. BANCOOP's savings campaigns, to be described below, have
 

normally involved specific incentives for employees tied to the amount of time
 

and savings deposits mobilized.
 

the failure to take employee morale and
As the following example shows, 


can undermine good service and depositor confidence
incentives into account 


and thereby underline the importance of these factors in successful savings
 

a much more heavily popumobilization. 3ANCOOP's office in Huancayo serves 


the office in Tingo
lated area and had opened several months earlier than 


shown in Table 1, the office in Tingo Maria mobilized
Maria. Nevertheless, as 


in late 1979 and early 1980,
substantial amounts of time and savings deposits 


especially during the first savings campaign, while the office in Huancayo
 

3/ 	Although the data for early 1981 have not yet been thoroughly analyzed,
 

increased savings mobilization by BANCOOP may be due in part to the new
 

higher interest rates. 



ozed a.8os0 nothig .n:i r '1 0. : as found :har ac:emocs by the 

member of 3A.COOP ' board of directors from iuancavo -o intrvene in the day

:o-zay ooerations of that office had led to a high race of turnover in m-ana

gers and other key personnel during much of L979. .This, in turn, had harmed 

employee morale and had reduced public confidence in the ability of the 

uancayo office to survive and prosper. :n addition, the syscem o e.oyee 

incentives used in Huancayo during the first savings camoaign had led to 

seriou; ccubts as =o --hether anv re;ars would;,'-',l be rcei':; 

Effective savings mobilizatcon campaigns are :he final factor -3 be 

discussed that are crucial to 3ANCOOP's success. I addition to the in:Cen

tives :ar .mployees already mentioned, -he mree campaigns run !uring "93O 

.ave two other important feacures: -_ a-ncdvea:-rac-e -7l'ies 

.
Z'hanane, E), -he firsc ampaign, ;hi .egan e m9e 

:hrcugh mid-Jar.uar, involved free instant 0o3ra hs -or 0hose :;. ee'a :ed 

sma_.1 amounts, a raffle of ameras, .ind fre as , a .e 

mime deposits. The second, which ran from ear.y February unti.I oril, 

nvo ved a raffld of school supplies and bicycles, free scool suzoiies :zr
 

"
 small !eposizs, and -'ee bicycles :r 'arge :i-e fe::si:s 7hlTe -:-: c 

oegan .1 7u,-v and ran un-il September, fea urec a- o. co or :e-""t n 

sets and other electrical appliances and imediate prizes of these ar-.ices 

-or those who made large time deposits. 

The effectiveness of 3A1MCOOP's savings mobiliacion campaigns is cIearly 

shown by the figures in Table I, as the increases in time and savings deposit 

balances at the Huancayo and Tingo Maria offices -were unusually large during 

most of the campaign periods. An interesting feature of the savings mobiliza

tion campaigns is revealed in Table 2, as the percentage of 3XNCOOP's .ime and 

savings deposits accounted for by the offices in the target areas :ended to 



decline i" the second half of 1980. This is not due to shortcomings in the 

Huancayo and Tingo Maria offices, but rather to the adoption t f these success

ful savings mobilization techniques by BANCOOP offices outside the target 

areas, especially along the northern coast of Peru. An interesting question 

is -,h, this took so long. One reason may have been the underpricing of funds 

in interoffice transfers, which was later partially corrected, but the main
 

reason seems to have been the initial belief by most 3ANCOOP officials that 

savings mobilization campaigns were just too costly unless paid for -i:h AID 

funds. However, this belief proved to be incorrect as the costs of the 

savings campaigns (about equally divided among publicity, prizes and incentive
 

pa%,ments to employees) averaged only about 2 percent :f the amounts mobifized, 

tar less than the interest pa:rments on these deposits. 

Extensive, but still preliminary, analysis has been made of the more than 

three :-housand individual savings accounts which were opened at the 3A2CCOP 

offices in the two target areas through August 31, 1981 (Burkett, 1981). 4 / 

Table 3 summarizes some of this information which indicates more fully the 

importance of the savings mobilization campaigns. .nall three offices the 

number of accounts opened during campaign: periods and the balances in these 

accounts completely dominate the noncampaign periods. 5 / In addition, some 

interesting differences emerge among the three campaigns. The first campaign 

tended co be the least successful, perhaps due to the importance of learning
 

by doing. The second campaign, which focused on school supplies, brought more
 

new accounts than the third campaign, which focused on color televisions and
 

other electrical appliances. Not surprisingly, however, the third campaign
 

4/ Time deposits are not yet included in the analysis because data from the
 

Huancayo office were incomplete. 

5/ The Aucayaco office is a branch of the Tingo Maria office and is included 

within the Tingo Maria office figures in Tables 1 and 2. 
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bring larger deposit balances. A fear frequently expressed early in Tended to 


that deposits made during campaign periods to obtain prizes

the project was 


would be quickly withdrawn. However, extensive analysis of ratios of month

has not been the
clearly that this
end balances to initial deposits reveals 


case.
 

the characteristics of BAWCOOP
 
Preliminary analysis has also been made of 


holders with respect to marital status, sex, distance from the
 
savings deposit 


ore
3ANCOOP office and occupation (Burkett, 198).2

/ Depositors are 

relevant 


percent at the Huancayo office to 67.5 per
dominantly male, ranging from 61 


the balances in male accounts are 
not
 cent at the Aucayaco office, but 

in female accounts except at the Tingo 1aria 
significantly larger than those 


office. Depositors are predominantly single, ranging froi about haif at the 

percent at the Aucayaco office, and this predominance

Huancayo office co 62 


opened during campaign periods. Singie

tends ta he greatest for accounti 


These facts can be
 
depositoLs also have significantly smaller balances. 


on school supplies and
savings campaign which focused
explained largely by the 


About 5 percent of depositors
a large number of students.
thereby attracted 


live within an estimated ten ninutes
 
at the Huancayo and Aucayaco offices 


their BANCOOP office, while the figure for the Tingo Mria
 
travel time of 


however, no significant correlation
 
office is about 70 percent. There is, 


time.
between account balance and travel 


Perhaps the most interesting characteristic of BANCOOP savings deposit
 

to the 1972 Peruvian census, 
the popu
holders is their occupation. According 


about 35 percent

lation of the provinces served by the Huancayo office is 


6/ From the perspective of a scientific experiment it would have been useful
 

for more information about them
to have asked BANCOOP savings deposit holders 


it could have reduced
selves, but this was kept to a minimum because the
 

transactions

effectiveness of savings mobilization by imposing additional 


were opening new accounts.
costs on individuals who 




Table 4. ?rincipal ,Iccupacions of ";COC? Savings eposi" Holders 

Average Average 
?ernent of ?erz:n: o7 ni24al Balance 

Number Number Economicall.y Deposi: U-31/a0 
Re0orin ?ecor-ing Act ive (Thousands of Soles) 

Huancavo
 
Agricultural 29 2.3 .09.1 56.3 
Commerce 108 17.3 33 .8,L0.5 
Education i0o 9.7 16.3 39.4, 31.3 

T -r2 3 36 .3."-6 28.3 

-.3u s eatvI':e s3- " 32. 

Studens 2.9 3. 1 .3 "3.

__nzo Maria 
2.3 80.7.rcui.urai 3-6 .3.7 

C-ercI 7.0 1-4.0 126.3 28.3 
a .h:e-C6 6 13.L -' 

37~.3
 
-. .7.D 7 c 

J.5 -- . 
32de-=5932.4 -- "-- -

Auc a v a c0 
cu-, 73 . 

7_4ucacion 31 6.8 -. 0 3 J.3 

Thi:e-Collar 27 3.9 9.7 13.0 9.i 
15.9 2i.9Other 73 29.3 20.2 

Housewives 62 :3.3 -- 43.0 37.5 
S uden:s 32.0 -. .. 

Source: 3ANCC.,, Savings Acoun c Recor4s. 



rural, and about4 ;ercent of those economically active are engaged in agr

culture. For the province served by the Tingo Mlaria and Aucayaco offices, :he
 

figures are 67 percent rural and 66 percent engaged in agriculture. The
 

figures presented in Table 4 reflect these differences in the underlying popu

lation as the Huancayo office serves a broad range of occupations, but relat

tively few farmers, while the Tingo Maria and Aucayaco offices predominantly
 

serve farmers. It is also important to note in Table 4 that the deposit
 

balances in the savings accounts of farmers tend to be larger than other occu

pational groups. BANCOOP thus seems to be at least partially successful in
 

reaching the rural population that the project was designed to serve.
 

Tn addition to the analysis just summarized, interviews have been c:arried
 

out vith a random sample of 35 3.VNCOOP savings deposit holders at the Huancayo
 

office and a control group of 85 individuals who were not BANCOOP depositors
 

(?oyo, i981).7 / Two points should initiaily be made about sampling. First,
 

the nonresponse rate was quite low ind was not due to refusals to answer, but
 

rather to the inability to locate depositor holders (of these, almost all had
 

small inactive accounts). Second, the sample of BA,;COOP depositors corre

sponds quite closely to the universe of BANCOOP depositors in the character

istics discussed above, and the control group turned out to be quite similar
 

to the BANCOOP sample in economic status and other characteristics. The most
 

important results from the preliminary analysis of these interviews are
 

presented below.
 

The main reason given for saving by BANCOOP depositors and by those in
 

the control group who stated that they had savings was for possible emergen

cies. Other reasons were much less important but included future investments,
 

7/ Interviews could not safely be carried out with BANCOOP savings deposit
 

holders at the Tingo Maria and Aucayaco offices because of the importance of
 

illegal coca production in these areas.
 



i:o obain a loan more easi-, future consumpcion, and :o earn in:-rest, 


che: :hose a
:hac order of importance. ;vhen those interviewed -were asked wh'! 


particular financial institution, the main differences were no between
 

3ANCOOP depositors and nondeposi-ors, but rather between individuals who were
 

those who were not. For credit union -embers,
members of credit unions and 


the possibili:t of obtaining a loan was cleariy predominant, followed by con

any other factor.
:idence in the institucion, with almost no weight given to 


This clearly :-aallals :he -x:,erienca of credi, union members bove.
 

nuch or more weight on fac.hose who were not cred-'r union members oIaced as 


t 

:ors such as good service, lOcation, hours, and interes payments. ?=o-o

":.onal campaig:ns were no- ndiza:ed to -e imnortant, but elsewhere 3.CCOP
 

Posi:ors s aed that radio, and newspapers were the primar: zeans
avision 


3A;CO?, and such pub.hiciy i a key ccm:hrough wich they came co know of 

:cnent of Sa.ings amoaigns. n addz:ion'z, a substancial ma'oritvF of 3.,rC0C, 

4eoosi-ors and :he -ontroi group iook favorably on :affles by financial inszi

tutions.• 

t"e interviews is information about the
Another inoortant aspect of 


of savings which have been deposited at 3AU!CC? )r other financial
sources 


i savings mobilization and the view
.nsc!tutions. From the ar-umen.s 


it
".hat deposits in different financial institutions are close subszitutes, 


that transfers from another institution would be the =ain
might be expected 


source. However, only two 3ANCOOP depositors and none of :he control group
 

gave that answer. In addition, when asked what they would have done with
 

funds if they had not been deposited at 3ANCOOP (or some other institution),
 

ranked well ahead of deoosits at another
both consumption and investment 


on this
financial institution. Answers to some other quescions also bear 


issue. A major reason that those in the control group gave for not being
 



clients of BANCOOP was that they already had an account at another financial
 

institution. In addition, the control group often holds savings in the form
 

of cash, store inventories or consumer durables, while BANCOOP depositors
 

almost never do.
 

Before turning t'O the conclusion, another aspect of BANCOOP's perfor

mance, its lending behavior, should be mentioned briefly (Wohanka, 1980).-8/
 

Under the impact of inflation BANCOOP had drastically shortened the maturity
 

of its loan portfolio and had shifted away from cooperatives and toward non

members, both businesses and individuals. Successful savings mobilization has
 

allowed BANCOOP to expand its lending to cooperatives and to the agricultural
 

sector in real terms since the beginning of the project. However, uncertain

ties surrounding the continuing rapid inflation in Peru has kept the maturity
 

structure quite short. in addition, given such inflation, nominal interest
 

rates of 6C to 70 percent per year on BANCOOP loans may still be too low, and
 

this is reflected in the continuing excess demand. With well-known and
 

conveniently-located clients demanding all the resources that BANCOOP is mobi

lizing, there is no incentive for BANCOOP to develop new lending techniques or
 

to search for gcod clients in more remote rural areas. As indicated above,
 

financial institutions by their nature serve more depositors than borrowers,
 

but BANCOOP's ratio in the target areas of about ten depositors for each
 

borrower may partially reflect excess demand for credit resulting from
 

interest rates which are too low. BANCOOP has also experienced particular
 

difficulties in lending to some coooeratives because of the view that BANCOOP,
 

as a bank for cooperatives, should provide special low interest rate funds.
 

These shortcomings led the official evaluation of the project to rate
 

8/ Wohanka also evaluates the impact of succeseful savings mobilization on
 
B'ANCOOP's financial viability and finds it to be favorable, although inade
quate accounting procedures for delinquent loans make BANCOOP's stated profits
 

somewhat dubious.
 



3.UCCQ?'s lending perforance as mediocre, in contrast to an outstanding grade 

-or savings mobilizac- ' 'Arson, 1981). 

Conclusion
 

The careful reader may be wondering what happened to the ?eruvian credit
 

unions which were left in weakened condition several pages ago and which were 

supposed to benefit significantly under the AID-BANCOOP project from technical 

assiscance ".-h savinas To :he susoense :efore :heobilizat.ion. end zihing 

t
.. ficial evaluation report also --ave -he results of 3A.CC? s 

technial assistance to credit unions in the target areas a mediocre rating 

(Adams and Larson, 1981). To focus in the conclusion on the shortcomings of 

sais ob1_za.I.on by credi unions is :ar: -uarzar se1'l because high

iinhs sc e or :ne :rob a:s :hat an *e an ici-ated n uaure pro jec .3w,hI 

enahasize savings =cbilization. Some o these problems are due .he , 

" :4- cr-: ions, but ..- s :re due to expecca:cfns h:g. av-e "-een 

-budl uo from oast ex-eriences with rural finance proicts and to the failure
 

to -ay proper a:zention :o incencives.
 

:-soi:e of the availabili'y of :echni cal ass istanrce from CC? o0A.elo 

credi: unions in -he target areas wi:h savings mob4"iza:in, these credit 

unions have been slow to accept the higher interest rate po'icies that are a 

prerecuisite to successful savings mobilization. 3y the end of 1979, only two 

of :e Five major credit unions in :he target areas had raised their interest 

rates. One of these changed its interest rate policies only after it had 

raached the verge of collapse and had received an inordinate proportion of the 

project's technical assistance in the form of detailed analysis and persistent 

explanation of the consequences of its low interest race policies (Gadway, 

1979). The other, however, quickly raised its interest rates to the maximum 

http:ob1_za.I.on


permitted under Central Bank regulations. Both of these credit unions sub

sequently received some technical assistance with savings mobilization from
 

BANCOOP and have mobilized approximately the amount of savings which was anti

cipated under the project for all credit unions in the two target areas.
 

Each of the other three credit unions finally raised its interest rates
 

during 1980, but in each case it was too little and too late to be effective
 

for savings mobilization under the project. One credit union became convinced 

of the need to raise interest rates on loans because of operating losses, but 

the need to raise interest rates sufficiently to compete with other financial 

institutions in mobilizing savings was not recognized. A second raised 

interest rates to the maximun permitted on time and savings deposits, but gave 

so little publicity to these changes that several employees of the credit 

union were unaware of the new interest rates. Both of these credit unions 

experienced considerable turmoil in early 1981 which resulted in major changes 

in management personnel. The last credit union did not make any changes in 

interest rates until almost the end of 1980, and the increases finally made 

were trivial (Gadway, 1980). 

Based on the Peruvian experience, at least four reasons can be suggested
 

why credit unions might be so reluctant to change their interest rate poli

cies, even when such changes are so clearly necessary. First, credit unions
 

may simply be confused by the rhetoric of cooperativism, as members genuinely
 

believe that raising interest rates on loans would be usurious and that
 

problems can best be dealt with by appeals to altruism against the economic
 

rationality of individual members. Second, members who are on boards of
 

directors or key policymaking committees may have better access to credit
 

union loans than most other members and may use the rhetoric of cooperativism
 

to keep interest rates low on loans for their personal benefit. Third, credit
 



members and management turn frequently and of:ten have li:

proessionaA knowledge of economics or finance, so that they view as *:er

r ".and of potential benefit for ....any *eoarzura from tradi:ioa 

policies. Fourh, credi: unions conzinual'lv hope for some lcw cost source of 

c 

,nion moard over - le
 

funds through which they can avoid -.he unpleasantness of raising interes

rates to compete for savings, and past experiences with government agencies or 

- ternational donors ofren su_-gest that such funds ta-7 be forhcoming i. the': 

are su:=f.en:l% a:ien:. 

This four-h reason for the reluctance of credit unions :o raise interest
 

rates also caused some problems for 3ANCOOP's relacionshio ,th credi: unions
 

-roiect. As _c4-:ated above, some zcc-era- ':v e.x:ec: Low in:eres

race funds he bank :co:e -:i.. "oreover,
from 3A"NC0C? because it is _or .. 


h fac that 3AIUC00P itself had received a -,rant from .:: had been videiv
 

= 
u. : .... cu: ?.. , ive en: n 3 -C C?....... : .. the i.. coo-3era: -o': '.us. 

ofzc.cals came to visit credit unions in the targec areas, ofzen in -he com

pany of A:D consultants o :he project, the credi' unions were ex-ect--n 

,rers oL ow in:eres- rate :unds :rcm B3.1COOP and were keen> disaoicintad
 

when all :hey received -. -i-.scme:hing :r
ere offers o:echniza asss:an: 

which -hey.had no great enthusiasm. T- addition, 'CCC? a no secific 

incentives to provide technical assistance with savings mobilizacion to the 

credi." unions. "-does not aooear that 3AUICOCP feared ccmect-4:-on over 

savings from the credit unions, but rather that the scarce :echnical 

assistance resources which 3ANCOOP might devote to the credit unions would 

thereby be lost to B.ANCOOP itself. 

in spite of the problems encountered w-ith credit unions under he
 

AID-BANCOOP project, or more generally in ?eru and other deve_,oping countries, 

these institutions have potential to serve the rural poor. They appear to be 



to 


some important advantages in information about their members as both savers
 

and borrowers. Unfortunately, little attention has been paid to understanding
 

the incentives which govern the behavior of the leadership of such nonprofit
 

institutions or to the incorporation into projects of incentives which will
 

encourage effective savings mobilization and not just the disbursement of low
 

cost funds. The four arguments presented earlier and the experience of
 

BANCOOP show that savings can and should be mobilized in the rural areas of
 

developing countries. The experience of the credit unions indicates not only
 

some of the difficulties that have to be faced in implementing successful
 

savings mobilization projects but also what happens to financial institutions
 

that fail to mobilize savings. The challenge for government agencies and
 

international donors is to supplement the resources available in rural areas
 

a natural outgrowth of indigenous savings and credit societies and possess
 

of developing countries in ways that take incentives into account and thereby 

encourage rather than retard effective savings mobilization.
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